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. II»RIGI~ll 
Decision No. __ 5_0_~ __ .5_8_ 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
: r, ( 

, " 

In the Matter of the Application or ) 
THE PACIFIC TELEPHONE AND TELEGRAPH ) 
COMPANY, a corporation, for authority) 
to increase certain intrastate rates ) Application No. 33935 
and charges applicable to telephone ) 
service furnished within the State of ) 
California" ) 

(Appearances and list of witnesses 
are set forth in Appendix B.) 

o PIN ION 
~---- ......... 

The Pacific Telephone and Telegraph Company, a California 
corporation and an affiliate of the Bell System, filed the above-

" 

entitled application on December 10, 1952 and amended same by £11-
, . " . 

ings on ~arch 6, 1953 and December 2, 1953 seeking authority to 
':. ;~ ,< ..... ~" " 

raise rates designed to increase California intrastate reven~es by 
.. i' ...... ' ..... 

. approximately $53,500,000 or 14.5 per cent on the basis of the test 
• ", ~.tJ:\ \.,.; \':". ' .' .' ;:~.. ':', I 

year ~952. This request is the largest filed during the postwar 
, .' , t.~ t' ,.' ... 

period. Applicant served 3,635,435 company stations in California 
as o~ December 31, 1952 • 
. '~'. 
PUblic Hearings 

.. ' . ,"'::: 

. 'After due notice, 51 days of public hearing were held on 

this application, as amended, before Commissioner Peter E. Mltchell 
and Examiner M. W. Edwards during the period April 29, 1953 to 
April 22, 1954. Applicant, the Commission staff, interested parties 

and protestants, presented 102 witnes,ses who introduced 147 exhibit, 
and whose testimony covered 6,851 pages of transcript. 

Most of the days of hearing were held at Los Angele'sand 

San FranciSCO; however, three days of hearing were held at other 
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" ' . 
places in the state~ 

, " t..~ ",Jt 

The hea~ing o~ July 13, 1953 wa; held at 
Santa Cruz for the purpose of receiving evidence on extended service 
in the Santa Cruz area. An interim order herein, Decision No. 4904$, 

. . 
was issued on September 1) 1953 authorizing applicant to proceed to 
introduce extended service among the Aptos; Ben Lomond, Boulder 

". 1'1 

Creek, Felton and Santa Cruz exchanges at the approximate time of 
conversion of the Santa Cruz exchange to dial service. The hearing 

on June 2; 1953 was held at San Bernardino on a consolidated record 
with Case No. 5466 for the purpose of considering extended service 
in the San Bernardino area. Studies by the utilities have been com-
pleted and recently filed with the Commission but our anaiysis is 
~, . . 
not sufficiently complete at this time to rule on this subject. 
This matter will be left for completion under Case No. 5466~ A simi-
lar day of hearing was held in Sacramento on July 1, 1953 on a con-
solidated record with Case No: 5473: A motion is pending to dismiss 
this investigation but si~ce studies of the Sacramento area are not 
sufficiently complete to decide this matter, it will b~ ruTther 

. , ,. 

considered under Case No: 5473. 
Five of the 51 days of hearing were devoted to the ques: 

tion of rates>for Telephone Answering Service; being consolidated 
" , I ",," .,'; 0' 

for hearing purposes with Cases Nos. 5400 arid 5417~ A separate con-
current order is being issued on answering ~~r~ice ~der the case 

numbers. Similarly~ a concurrent order is being issued under Case 
No~ 5462 in connection with multiple mes5ag~ unit con~ersations in 

.. ,', , 
the Los Angeles extended area. Applicant had requested an increase 

. .. 
in the multiple message unit rate but inasmuch as three other tele-
phone companies!! were involved a separate investigation was 

17 General Telephone Company of California, California Water & 
Telephone Company, and Sunland-Tujunga Telephone Company~ 



, - , 
,. " 

! ." •• , ••• ,1 

: I' ' ~ .. . 

'.; in~ .. t1t .. uted and hearings 'held ~der Case No. 5462. The record tinder 
Ca,se, :No. 5462 Was made· a part of this record by reference. on April 7) 

1954. 
AEplicant's,Posit1on , , 'f, It 

, .... 

In justification of its need for further· rate increases 

applicant claims that the current lev~l of inflation has resulted in 
increased prices for labor and materials which-,in turn have resulted 

;. 

in a sharp decline in its rate or ear~ings. ,It" states that' the 

average cost of adding telephones had risen to approximately $447 per 

station in 1951 compared to an aver,~ge,plant cost of ~265 per station 
in the period 1935 ... 1939. Applicant,~ont~nd~cthat'higher rates are 

,needed to maintain earnings on this increased plant cost'ata''level 
' , , " , 

.. \ 
that will attract new capital in order to enable!'d:t to 'continue 'the ,. .', 

p~esent program of expansion of plant and service with prudence and 
reasonable safety. 

, ., 
Appli'cant maintains that the combination,iof.f~a low!rate of 

,r~t.urnand :the 'necessity for raising large amo~t's oi""~new: 'capital 

has put' its"'cred1tin serious jeopardy_ Despite .. thepostwar rate 

increases, amounting to $68,407,000 on an \~u.al(.basis; applicant 

claims its rate of"eariUngs in the f1ve-ye.ar; period (1947-1951) has 
\ ,I.' , 

been lower th'an i'n '';'ny~ther five-year period ,in it's history. 

Applicant believes that the sharp postwar growth rate in California 

will continue in ~he future and states that its earnings must be 

sufficient to ~ttract the necessary money under future and unpredict-
able market conditions. Applicant contends that its securities must 
compete with other securities generally ~or the. investor's dollars 
and unless its credit standing is at least equal to t~at of other " 

marketers of securities, it cannot expect,to obtain capital in any-

thing like the amounts needed to be invested in California in the 

years.to come. 
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Additional reasons for the requested rate increase, given 

in the amendments. to the " o::iginal, app~ication,. were a new round of 
, ' ",' ,I , '." "I, rl • 

wage, inc~eases and. re~~ed:s~t~~~m~~~~, ~F~,.,~~n~~~tingcompanies 
offset in part by revised depreciation rates in accordance with 

• . :" r • '.,.: - ', .• '" I· I" ...... ,. . 

Section 43.43 of the Federal Communications Commission's Rules and 
Regulations. , ' •• 1'- • 

", r~" I' " 

Evidence - Communications - Protests 
Evidence was offered by witnesses for the applicant, by 

members 'of the Commission staff and staff consultants, by representa-
'. ., ' .' ~ I .' I, 

tives .of certain interested parties and protestants and by members of 
, . , . ' . . " ~ ,.. . ' " 

t~~.public. In addition the Commissi~~ recei~ed some 1,000 communi-' 

c~tions from the public, many protesting.~nd some.approving the 
~e~~ested increase. All communications from the public were made a 

. , ',-', '" ~ . .",,~ 

part. of the public record for consideration by all parties. Careful 
•• ~ , '. ~ L , 

consideration has been given by the Commission to all matters brought 
. ~ .... 

to its attention by these communications and the many Witnesses. 
. " .. 

A main subject of protest by ~he public was the level of 
advertising expenditures. Applicant listed the obje.ctives of it,S 
adve~tis1ng program as follows: 

\ -, '. I •• 

.... ' . ~. ~ 
1 • , . To educate the public on how to use the telephone. 

2. To recruit new employees to take care of the large 
rate ot turnover, particularly among the female 
employees. 

:3. To sell telephone service, promote' use of" long dis-
tance service. 

4. To sell classified advertising. ..; t. 

5. T'o inform the public of. the company's operations, 
plans and objectives. 

A. public witnes.s and authors of some of the commUnications 

were of the view that much of the advertising is· unnece~sary since ,. 

t.elepbone service can be obtained trom only t.his one company in its 
service areas. .. ; 
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Applic~t's program, in' our opinion, results in obtaining 
sufficient numbers of employees to avoid expensive overtime pay, 

increasing revenues from directory advertising and long distance 

service, improved service and reduced cost of handling public 

inquiries. In 19~~2 the applicant spent less than three quarters of 
1 per cent of its.~evenue on advertising. In our opinion an expendi-
ture of no greater.magnitude than this is not excessive considering 
t·he results achieved. It is obvious that should the amount be dis-

allowed in its entirety, such action would not obViate the need for 

a rate increase, as ,some protestants appeared to believe. 
Position of Certain Appearances 

During the ~,ourse of the hearings several parties changed 
their positions from ,protestant to in~erested parties or to neutral 

parties. By communication and by comment of counsel it was alleged 
that applicant sent its officials out to certain individuals and 

groups for the purpose .of discouraging appearances before the 

Commission, even to the point of endeavoring,to dissuade them from 

bringing their protest~ and problems to the Commission. Applicant 

stated its conduct in this regard was necessary in order for these 

parties to understand all of the facts regarding its business before 

taking a position. While applicant claimed a constitutional right 

to so do, to interfere with a party or a witness in a proceeding 

before this Commission is no different than such action would be 
before a court. 

The baSic public policy underlying the function of this 

Commission is to provide a place where all public utility customers 

may come with their proble~s and protests, either formal or informal, 

for consideration and inve.stigation. Action which is inte~ded to 

dissuade subscribers from. appearing at public hearings or filing 

·written statements is inconsistent with the policy of this 

Commission, and in our opinion, is not in the public interest. 
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Inflation 

A number of witnesses called by applicant testified on the 

subject of inflation or the effect of using today's dollars with a 
purChasing value of roughly one half of the prewar purchasing value. 

'One ~f ~pplicant's witnesses test1fi~d as to the desirability of 

considering the book investment in terms of dollars equivalent to 

the 1939 dollars to obtain a more accurate conception of the rate of 
return and as to the general impact of inflation on applicant's tele~ , 

. phone business as compared with other businesses, although he did not:' 

rec'omm~nd that the books be so restated.. All that he suggests, 

apparently, is that the Commission continue with its traditional 
method of determining an historical cost rate base less depreciation~' 

and a fair r~turn ~o be applied to such rate base J and compare the" 

resul~s in some fashion with rates ,of return upon that same rate'bas~ 

converted into e'qui valent 1953 dollars .. , 

A consulting engineer with long regulatory experience; 
• • " ~ '" ',. . .... ~ • ~- ''iii. 

called by the stafr, testified to the stability, and advantages of the' 

historical cost method of determining rate base which has bee·ii con-~" 

sistently followed by the Commission in regulation of ut'i11t1:~s~' 
.,. ',.~.' 

Such method has been confistently followed during periods ot' darla': 

tion as well as inflation. 

No one can deny that 'there has been a serious~inrlationary 

trend since 1941 and p~rticulariy since the close of the war·.· How .. ;:' 
• ,,', ' \ I , I ' " '''' 

ever, it is stgniric~t to note LnaUf §9 tar as the applicant i~' 

concerned, ~r th~ $1.~2~5)OOO;ooo pl.ant 1.nvestment at' th~' close ;;£ 



1952 'o~ly $220,000,000 'was' instaj.ledpri'o,r":,to :19.l;1~-."In othsrJwo.rds,':i;~, 
only 18 pe~ c'ent ~o;f'lthe' plant' aS'it ei.:.~ted'at;the end of 1952 waa '" ,'.l 

financed' 'with the preinflationary do1lars ;,which prevailed prior to:" 

1941. "Even 'as' to plant installed 'prior'to 1946, 'it appears that, 

this'represent'S' 'only "31 per cent" of,th:eplant' investment at the' end 

of 1952 "('EXhib1t' No~ 8). 

The law contemplates 'that:' people who buy securities are ,. 

charged :'W1th the knowledge that certain risks will be attached to 

their' ownerShip and that one or the risks is the possibility of the 
!: .. '-' J, 

decline 'in' purchasing power of the dollar ~. 'Certainly the investing 

public has not felt the same way about' its holdings 1n utility stock 

as do the applicant and its witnesses.' A witness for the City of 

San Francisco carefully analyzed the securities market and 

applicant;s' securities over a long period of years but failed to find 

any evidence of marked inflation in the cost of capital. At the time 

applicant filed its application the outlook was for. a sharply . 
increasing cost of debt capital. However, before the matter'was 

submitted for decision the outlook was for a lower or stabilized 

cost. 

The record shows that the applicant has been able to 

finance itself under reasonable terms-during the 'inflationary period, 

that the shareholders have been compensated" to some extent through " ' 

the rights which have been offered' them m th'regularity" and that 'tne .. 

company itself has been 'authorizedt'o charge rates which ·have been' ", : 

based' on operating costs at prevailing prices rather 'than 'on the 'pre-.-,'-

inflationary price levels'. It has been authorized ,to recover"in 

depreciation charges 'the '1nflateddollars it has ',invested in' ita' ' . 

busin'ess. It) therefore~~' appears' that ~th'e Commis'si:on':~has ;gi~en; '.;' 

adequate' consideration 'to 1nflati'ori ''in fix:tilg 'rate's,rfor this 'company ~::l';' 

7 ... -- -



The securities market has recognized it in assessing the value, of 
applicant's stock. The claim here made by the applicant is not 
unlike the cla.im for reproduction cost. 

~~ile there is currently emphasis in testimony on the sub-
ject of inflation, we find no reason to depart from our long esta~~ 
lished and stable method of computing rate base on the basis of the 

actual dollars in plant, unadjusted up or down for changes in ~he 

purchasing power of the dollar, and allowing expenses at the full, .. 

current rate adjusted for foreseeable near-future conditions. ,.Appli-

cant's inflation testimony is designed to support its request. for 
.' \',f 

extensive increases in rates, which would result in considerably .. 
higher earnings and increased common stock dividends compared: to the 
CommisSion's traditional allowances. Such action would protect only 
one class of security holder, the common stockholder, against the 

risk of loss of purchaSing power and not benefit the bondholder or 
preferred stockholder. It would penalize the ratepayer without a 

concomitant consideration. We will proceed to analyze applicant's 
operations in the traditional manner. 
Rate of Return 

: , 

In all, eight witnesses testified on the subject of rate of 
return. One of applicant's witnesses asserted that a return of .. . 

, .".·,. ... l 7, per cent is required while witnesses for the prot estants .contended 
that a lower return would be reasonable and expressed opinions of •. a 
fair rate which ranged from 5.79 to 6.25 per cent. A ren ew of. the 

'., 

testimony on this point indicates a general tendency on the part. of 
the witnesses, or at least some of them"to consider the total ... c~pi
tal, that is, the debt, stock and surplus,. as synonymous with rate .... >' 

' .' , \. 

base or net investment in plant) in their discussion of rate. ot.,~~urn. 
.. ,'., The development ot the rates ot return urged in this~mat-; 

'.' " 

.ter., proceeded from estimates of required earnings on common sto.~k,. or 
~alculation~ of cost of eqUity capital. The witness tor applicant 
took. the position that rates tor service should be fixed by.the 
CommiSSion which would develop ea.rnings suf'f'ic1ent to produce a., .. 
return of $12 a share on. app.licant f s common stock. Witnesses for 
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, , ... 
....... 

other parties~'using a series of' calculations, estimated the COSt5 
. . 

or equity capital ,from 7.84 to g. 50 per cent,. These esti- . 

mat~d earnings requirements or estimated costs of equity capital, 
.'. 

wh~n weighted with the calculated cost·s of senior securities which, . 

of course, are susceptible to factual determination, led to the pro-

duction of the several recommended rates of return. 

The differences of opinion expressed by the witnesses 
offering expert testimony inth1s proceeding are striking. On the 

one hand, spokesman for the company asserted that the present debt 

ratio of about 41 per cent is too high and should be reduced, that 

the surplus balance of about $25,000,000 at the close of 1952 is too 

low) that the credit pOSition of the company has been impaired, and 

that the annual e·arnings should be $12 a share on the common stock 

so as to permit the increase of the annual dividend from $7 to $8 
an~ the· ac~umulation in surplus'of an amount equivalent to $4 a 

share, On the other hand, there is of record the contention by 

ot.hers. t.bat applicant's debt ratio is too low and should be increased, 

that. its surplus is sufficient to meet future contingencies, and that 

~he c~mpany has been able to raise large sums of money successfully. 

~he reco~ also contains the allegation that interest rates are 

.declin.ing daily with further declines expect.ed f'or the coming year, 
while: els-ewhere in the· record the pOSition is taken by a witness 

that, the: general trend of interest rates is upward .. 

F.rom a: review of the record it is apparent that applicant 

ha.s, pla'Ced: undue. empha'Sis upon the interests of the equity owners. 

I.n- f.act~i,t:s- entire' case" despite protestations to the contrary, 

seems. t,o- be: pt'ediC'ated upon a· theory that the Commission in fixing 
appli,cant:'~s,. ~at·es'. fox:' ser.vice at. this time, under present conditions, 

should: prescri.be, such. schedules as will develop earnings, after all 

i~cpme· charges; and: preferred stoc-k di v:i:dends,. eq,ui valent to $12 a· 

-9-



• A-33935 NB * 

share on the common shares. In testing the revenue requirements on 

this basis applicant .has.employed issued and outstanding shares in 

its calculations rather than an objective capital structure. Thus, a 

significant factor in applicant's, conclusions,~s to rate of return 1$ 

the number of outstanding shares of stock. 

The number of issued and outstanding shares reflects the 
exercise by applicant of managerial judgment. It has been appli-
cant's practice to offer its common shares to its existing share-

holders from time to time at par for cash, regardless of the 

prevailing market price, and in seeking the Commission's approval of 
its common stock financing it has made representations that the 

offering price of the shares, and hence the number of shares, and· 

the dividends to be earned do not enter into the determination of 

the rate of return which the company might be allowed to earn on its 
investment in properties.~ In passing on applicant's requests to 

issue common stock the COmmission repeatedly has placed applicant 

upon notice that it Will not regard dividends paid on common stock 
as determining or fiXing the rate of return applicant should be 

allowed to,earn. If the outstanding shares and the amounts of the 

dividends were now to become factors in arriving at a fair return 

it might be appropriate to require future common stock offerings by 

applicant to be made at a price more .nearly approximating,the mar-
ket at the time. 

2/ Compare applicant'S brief in Application No. 27709 where it was 
seeking authorization to issue 32$,125 shares of common stock 
at par when the market was approximately $129. Quoting in part, 
"That a larger capital issue is necessary to realize a given 
amount of money when stock is sold at par instead of at the 
higher market price, should create no hesitancy in the minds of 
the~mmis$ioners, as above stated, for your body is not concerned 
with the dividends to be earned. You are interested only in the 
question of rates as determined by actual investment and not 
with the mode of distribution or that return among shareholders 
as dividends." 
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Nor does a review of the factual data presented in this 

proceeding lead to the acceptance of applicantts claim of required 
earnings. Applicant's estimated requirement of $12 a share is 

equivalent to a return of 11~4 per cent on equity ca.pital, including 

surplus. The record shows that such a return ia' greatly in excess 

of the actual earnings of applicant·, and also 6'f ~erican Telephone 
and Telegraph ~ompany) since 1929, and that it was only' during the 

years 1925 to 1929 that earnings closely approached those now 

sought.;) Comparative figures appearing in the record show that 

for 16 large electric utilities the earnings on eqUity in 1953 

ranged from 5.5S to 14.15 per cent, although it is true that some of 
these companies; especially those with lower earnings. were request-

lng ~r baa rWY;'Yw~ r~Y~ ~n~ryii~§, lp.~ record also shows repo~ted 

returns on tot~ cap~ta~ o£ se~eeted e~ectric ~ti~ities £or the 

period from 19~6 to 1952 ranging from 4.9 to 7.8 per cent, with ohly 
one company haVing a higher !1gure than the 7.5 per cent now 
requested by applicant and with the median being 6 per cent. It 

should be noted that with the 16 electric utilities the equity posi-
tion ranged down as low as 31 per cent as compared with the 54 per 
cent equity position of applicant and the 58 per cent position of 

its holding company_ It appears to be true, generally speaking, that 
the higher the equity pOSition in the capital structure, the lower 

the return on it. 

11 EXhibit No. 124 shows earnings on book eqUity of applicant since 
1925 and of American Telephone and Telegraph Company since 1920 
up to 1952, which are summarized as follows: 

For entire period 
1936 to 1952 
1946 to 1952 

Applicant 

7.48% 
6.91 
6.61 
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Analysis of the protestants' showing indicates that they 

have based their recommendations on the maintenance of the present 

$7 dividend and, in part, on assumed or objective pay-out ratios and 

capit~il structures and that they have placed dominant empha-
sis on the attraction of new and additional capital to the enterpri,se, 

relying primarily on earnings-price and dividend-price ratios in 
arriving at their conclusions. 

Earnings-price ratios and dividend-price ratios merely 

reflect the prospective investors' appraisal of the market value of 

stock and as such are influenced by prevailing market and economic 
conditions and the individual requirements of the purchaser. While 
useful for comparative purposes and of value in presenting background 

information, they are not concluSive in themselves in the determina-

tion of the allowable fair return on investment in operative proper~ 

ties. It is one thing to say that those ratios indicate the terms 

under which a new investor might devote his money to the business; 

it is another thing to say that these terms represent or limit the 

return the applicant is entitled to receive on the capital.committed 
to the service. It seems to us that reliance on ratios of this 

nature results in a restricted view of the subject of rate of return. 

Obviously, the price at which a security is bought ,on the market 

reflects anticipated earnings rath'er than past results of operations 

and it by no means follows that the rates at which present market 

sales prices are related to the past earnings represent the returns 

the purchasers at those prices are willing to accept in the future. 

With the wide range in the claims now before us and with 
the opposing opinions of the witnesses to be considered, it is 

apparent that our final determination of rate of return must repre-

sent the exercipa of judgment on our part, having in mind the lawful 
interests of the ratepayer and the utility. 

-12 .... 
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The record,indicates that the return of 5.6 per cent found 
by the.Commis~ionto be reasonable in 1948 would not be appropriate 
at the present time. That return' was based on the conditions then 
obtaining and on the record presented to the Commission at that time. 
It now appears that applicant's earnings have not maintained the 
level heretofore found reasonable and while .. past deficiencies in 
earnings. cannot be recovered".in future ,rates), the possibility of 

further decliriesin rate of ret.urn arising from' material, labor and 
, '01; " 

other costs., is ·always present. ' The record.·.·shows ,that interest rates, 
even after the .x:ecent declines, generally are higher than they were 

in 194.8 and, it is apparent that applicant t S earnings.·experience has 
not :been ,adequate to maintain its securities at levels consistent 
with those of other utilities. During the intervening time Since our 
194a decision, applicant has extended and enlarged its plant and is 
now called upon for capital expenditure of a substantial nature in 

the future. It is to the interests of the subscribers to applicant's 
service for applicant to be placed in a position where it can meet 
its capital requirements under reasonable terms. It appears, after 
a full consideration of this matter, that a reasonable return at this 
time is 6.25 per cent and we so find. 
Ea.rning Results 

The applicant and the Commission staff presented evidence 
on revenues, expenses, rate base and rate of return for the test year 
1952. A witness for the City of Los Angeles also presented computa-
tions on the results of operations based upon applicant's Exhibit 
No. 84 with certain adjustments. Applicant's Exhibit No.8 showed 
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the following trend of earnings as reflected in a rate of return on 
average net plant and working: .. capital: 

Results of California Intrastate Operations 
Applicant'S EXhibit No.8 

Per Cent Return 
Year 1951, Recorded Basis ••••••••••••••• 
Year 1952, Recorded Basis ••• : •••••••••••• 
Year 1952, Recast to Going Level •••••••• 
Year 1953, First Two Months Annuaiized •• 
Year 1953, First Two Months Annualized 
at Going Level ..•••.....•.•.•••.... a ••• 

5.1 
5.3 
4.9. 
4.9 
5.0 

The above results were presented on April 30, 1953. On December 16, 
1953. applicant submitted Exhibit No. 84 which reflected the changes 

mentioned· .in applicant's second amended application and resulted in 

lowering the rate of ,return in 1952 to 4.5 per cent when recast to., 

the· going or test:· level. For tbis same test period the City of Los· 

Ange1es·;~n Exhibit'iNo. 9$ computed a rate of return of 5.17 per cent 
after adjustments while the staff computed 5.20 per cent. 
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The C~mmiss,ion . staff" s . study , .. on, :th.is"subject was ,: present'ed 
~ . '.' '. " ".' . . ~ , 

in Exhibits Nos. 120, 120-A and 143. " ,It., may be .... summarized and ,com-
o I I '.. \....... . >. 

pa.~ed to the applicant" s study.in the mantler following: 

. . . . '. : ' ,Appli cant . .Starr . , . .. 
~ Item ' . Exh .. , No. S~ Exh.No. l~l' :' Difference' .: . 

. _. ~ 

Operating Revenues 
(661000) Local Service $258,105,000 $258,045,000 $ 

Toll Service ' 86,413,000 , 86,41,.,,000 - ' Miscellaneous 19,163,000 22,392,000 3,229,000 Less: Unco11ectib1es 1.242,000 ,1,253.000 11',000 
Total Operating 
Revenues 362,439,000 365,597,000 3,158.,.000 

Operating Expenses & Taxes 
Maintenance 82,820,.000 82,316,000 :C~O~JOOO) Depreciation and Amor-
tization 31,736,000 29,778,000 (~~2~~~(S~! Traffic 74,683,000 74,683,000 -. ,',',' 

Commercial 37,762,000 37,642,000 ( 120,OOO'~ 
General Of rice , Sal-

aries: an? Expenses' 25,438,000 25,438,000 
operatin~' R~nts ." 1,764,000 1,764,000 
General . ervices and 
Licenses 3,416,000 2,946,000 fill Balance Other .Operating 14,909,000 13,34.:3,000 (1) 

Federal Income ,Taxes 23,704,000 27,5a6,OOO ) ,. Social Security Taxes 4,561,000 4,956,000 )~g'OOO Otner Taxes "'.W . , 
22~2281000 22'12121000 ~~bzOOO) 

Total Operating Ex-
(4271'000) penses an~ T'axes . 326,391,000 325,964,000 

Net Revenue 36,048,,000 39,633,090 3,585,000 
Rate Base, Depreciated 796,493,000 762,594,000 (j3.829;OQQ) 
Rat e of Return 4.53% 5.20% 0.67% 

(Applicant ExeeeQs ~ta.fl) 

Details on the many differences b,etween the staff and the 

applicant are also summarized in Exhibit No. 143. 
Revenues 

With regard to, :r;.e;ienues the only item of' controversy was 
the adjustment for ~r~c~,ory advertising as analyzed in the staff's 

Exhibit No .. 198 .. ByD~ci3ion No. 472'11, dated June 5,1952, 
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til' 
" ~r 

, , 

. in Application No. 33316, the Commission authorized ,appli,cantte>-' > 
, .... ' ... i"'.'. -," • .., " . '/ '.' .•. 

increase '~'at'esf:o;'; t~lephone di~~ctory ,advert,i,sing for direct~ri,es. ,I";" ... ~ '. , ' 
... ' ." ~', . ','. 

issued !gerierally' ill and ~fter September, ,1952. Applicant, made no.' 
'I " :, , . . . ," ~ I .". • : . \ 

adjustment to the test' year for this item. In our opinion. such 

adjustment' is' necessary if th~ test year is to be at all representa-',,!, '. 

tive of near-futUre conditions for rate-making purposes. 

, " In addition to the increased revenue ,of $3,229,000 shown,' " 

the staff estimated a decrease in expense of producing directories, 
" .' 

due to the anticipated reduced size and number of advertisements at ' 
, 

the higher rates, of $120,000 on the basis of the test year 1952. 

Applicant questioned the justice of making these adjustments for 
", 

increased directory net revenues because the expenses of issuing ,new", " 

dire~tories are incurred several months in advance of receipt of 

revenues 'and because of the increased cost of issuing directories. 

The staff's Exhibit No.lOS shows that the directory net 

revenue, after expenses, increased from $7,~)2,491 in 1952 to 
I : .' I , 

$10,807 i55S in 195.3 as recorded. Such increase. ,is slightly more than 
" 

the $3,.349,000 total gain estimated earlier by the staff, although 

the full effect of the directory increases starting i·n September, 

1952 is not shown in the 195.3 results because new directories are 
issued at staggered intervals throughout t~e year. Furthermore, the' 

,:, . 
, . 

. '. " 

I' : • 

effects of directory advertising rate ',increases authorized from time ' ';'" 

to time for individual directories when the increaseo.circulation . '.: 

placed a particular directory in' a higher rate group is not,fully 

shown in the 1953 results. 

While applicant does incur directory expense considerably 
I", 

in advance or receiving revenue" the testimony and crosS-examination 
.,' . " 

show tha~ applicant would be compensated for this lag by means of 
, . " ' , 

the working 'cash formula and computation used by the staff. Our con- c. ': 
, . .. ", ',' 

.' . "'!',' • '.( t' 
clusion on revenues is that we find the st,~f'f' s, proposed adjustments,,"" 

/: 

are reasonab'le and these will be adopted ~y. the Commission. 
. '.. . ,"'" :,: ". . ," 

. . . . 

-J:6-
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The major items 6r ex'Pense adjustments by the staff were 
for general servic~s and licens'~s) for p'~'~s'i6n a~~~als (under the 

item Balan~e Other Op~rati~g Ex~~ses), dep~~~i~tion; taxes and fo~ 
Western El~ctric costs as r~fle~ted in the items of Maintenance; 

',' Depreciation and Other Taxes. These exp'ense adjustments; as well as 

the rate base adjusi~~nts; wiil be discussed i~ the sections foli~w: 
ing herein. 

License Fee 
... ~ I"~"" - • '\ '," r 

Under the "license contract" applicant pays the American 
Teiepho~e and Telegraph Compa~y 1 per cent of its total operatirig 
revenue except miscellaneous revenue. Applicant claims this 

. . . 
1 per cent fee as an operating expense despite the fact that on a 

rate increase the amount would suddenly increase with no correspond~ 
.-"" ing increase in costs or benefits. If applicant's rate request were 

granted this one item would account for over one~half million doll~~ 
of questionable increase in expense. In justification of this method 

of computing exp~nse applicant states that its expe~ien6e has be~ri 
that the cost incurred by the Affierican Telephone and Telegraph 

Compa~y in rendering the license contract se~~ces have been increas~ 
ing as a result of factors similar to those whi~h have required th~ 

operating companies to seek rate adjustment~, and th~t such incr~as~s 
in cost generally have been experienced well in a~vance of any 
increases in payments )J:/ Also applicrult supports this claimed expense bY 

, . : . \. .f·, , .. 

testimony and by Exhibit No. 23 as to the value of the services ren-
dered by the American Telephone and Teiegraph Company~ 

11 EXhibit No. 22, Page 41. 

.. 
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It is the applicant's position that the Bell System organ-
ization, including the license contract) is designed in the ',interest 
of ,the best nationwide telephone service and that all the expenses . 

, 

and "taXes, of American's General Department, except minor "non~11cense" 
deductions, are properly allocable to ,the licensee companies and its 

Long Lines Department. It is the staff's position that the license 
contract expense should be based on allocated cost, and that ~ 

"investor costs" should be excluded. 

In support of a license fee of $3,416,000 based on revenues, 
American allocated $3,472,000 of its 1952 expenses to Pacific's 
California intrastate operations. The staff excluded $568,000 of the 
claimed expense as "investor costs", $277,000 representing items 

) 

identifiable as wholly "investor costs", and the remainder of 

$291,000 representing the staff's estimate of the "investor costs" 
portion of activities which it contends involves both service func-
tions and investor functions.iI 

Some $244,000 of the staffts exclusion represents California 
intrastate allocation' of the cost of servi'c1ng American's securities. 
Ap'plicant claims that if its stock were distributed as widely as the 

stock of either American Telephone and Telegraph Company or Pacific 
Ciasand Electric Company its cost of serVicing its securities would 
be' increased by more than the $244,000 allocated to it by American. 
The: :staff', s pOSition is that Pacific's subscribers should not' be ' 
required to pay the cost of servicing American's: securities,: and it 
supports this position with the example of' Pacific Lighting Corpora-
tion,a corporation controlling certain California utilities, which' 
qoes not seek to allocat"e' any"of' it's' 'secUr1t'y""servicingcosts to' its 
three " subsidiaries in s'outnern' Cal'iforriia. " "., , 

", 1 ' •. , ,:-'1 

i7 EXhibit No. I1j, Table ,4-1 • 
. . t", \ ..... ._" ·---i8 .. :' -"-~"';.,"'" ,-- ,-~ .. , '"'' . '. '. , .. 

" ... "" ~ .. "',- ......... .. 
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,", 

The' staff's estimate of $291;000 as" additional' "investor' 

costs" represents' 9, "per 'cent 'of the "remainder: of American' Company's . 

expenses allocated to' Pacific,t,s California' operations, after deduct. 

ing the $277,OQO 'which the~ staff: excluded; as wholly "investor costs't. 

The use of 9i per ceni· is:based.:·upon,·the'-staff"s"presentations 'in' " ',' 

three prior postwar'rateproceedings;involving applicant, Applica-

tions Nos. 2S211,' 29S54 and"32640, "and"upon the Commission's adoption 

of the staff's adjusted'· allocated costs in tho~e proceedings. ' The 

judgment of the staff'- witness ,,'·after··investigating American' s"present 

operations at first' hand,' was' that 'this' basis afforded a reasonable 

measure of the "investor: costs" ; ,~.; Applicant cha.llenged the staff" s 

investor cost exclusion on the} ground' that it ','was based on an ":' 

unsound mathematical;'extrapolation" and introduced~IExhibit No~,l:37 .. 

The' evidence" shows that:·'the"stai'i'."s estimate'was based only in part 

upon extrapolation oi'lthe:;' experi ence of other" companies.. ' While 

American's accounting procedures prevent a precise determination of 

"investor costs" we ·arei ' of' ;the( opinion that~:the staff's. estimate is 
' .... 

reasonable .. ': " r'l~ , ,I, P' f., -: ,10 ~.: :. .. ,', 'r' " I ". " ' .. L/ ", . • r 

... .", 

1952 allocated~'exPenses:'·t·o~1 spread, for rate-making purposes, the 

abnormal costs':"o:f'":'a: ,la-rge'!'catch-up project of reviSing Bell ,System 

practices, undon:e":f'or':'many~ Years. ", "." . '.: I" • 

, . '·The' sta:t~s~:ad'du$ted allocated costs include 5~~6 per cent 

return' on the investment devoted to license contract services and 

also include\: th:e 'j,ncome' and· other taxes assignable to furnishing' such 
services:.,·:!·:: ".',', 

, ': Applicant claims as part of allocated costs a return· on a 

pool ofr'funds which American allegedly holds avai.lable for advances 

to the li'censees. We have previously held that such cost is not a 

proper charge to applicant's operating expense (Decision·No. 41416 in 

Application No. 2S211). 
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Applicant; ,i~~:roduc,e<i"E~bit No,. 139 to show that all but 
o' \.' "I '_.or "I .• '''' •• 

four 'stateCommissionsW have .,all~~d ~h'e 1 percent license fee in'" 
• j ~ I'; I·~ I. : ,.... ~ .", 

£ull~ :This' r.ecord .does not s,how why each of the majority group of' 
" , ; ',""",' "t' ":1 .' ," , 

states "has allowed, the fUll,·.l per cent fee, or why so few'states " 
• I ,~ , • , ; \ I 4 '. ' • , , 

have ,disallowed ',it:: in· part., .but",:it is probable that comprehensive 
•. 1.,.' 

studi'es: such as are av.ai.lable in this record were not available in '1' 
~ •• " ,,' " t' .' 1 ., , 

allot the other sta~es ..... To illustrate this point we refer to the .. ,. , 

September, 30, 1953 deci~ion of the Massachusetts Department of Public 
, . I', t'· • 

Utilities, D.P.U ... lq3~~" p~ge 8, which states with regard to license' : 
", ", 

contract payments:' ': 
"The, form of this contract has been criticized 

on o,bvious, and sound grounds by practically 
every court and ',commission which has had 
occasion to scrutinize it ever since it was 
adopted. The Securities and Exchange Commission 
has outlawed this form of agreement for use by 
holding companies under its jurisdiction. There 
is no doubt but that the cost figures of the 
American Company furnished to us ,include a 
number of expenses attributable to its position 
as ,a holding company as 4istinct from its posi-
tion as an operating or a service company. As 
we said in D.P.U. 8181, we disapprove of the 
methods by which payments are computed under 
this contract as a matter of principle, but here, 
as there, we.are not in pOSition adequately to 
study. the accounts of the American Company. 

~ Iowa and Texas do not have state regulation of telephone com-
panies. .', , -

-20-



... \ '\ '" .. ~, . , ',' '.:. '. 
Accordingly, ,we cannot .£.~nc1. that·; the: paYmehts 

.macieuncler,the . .t.1ceD.:se Contract by'. the New 
EnG~and.·Coinpany .:shoulC1 .'be Cl1:salloweClc;:i:5.proper 
,expenses, a.t least £ or the pres·ent :a:nd, under 
the ci:rcumstJ:mc,es.o£ this case." 

We conclude that a ~lat perc~ntage of 'revenue is an 
inappropriate way of determi~'l.ing service and license expenses for 

..... , 
rate-making purposes and that a?-j.usted allocated cos'ts) determined 

in the manner proposed by the s~,aff, should be substituted. The 
staff's adjusted service costs allocated to California intrastate 

operations amount to $2,946",000, or $470,000 less than the 1 per cent 
, ... 
license fee which applicant claims, a,s expense. In view of the fact 

that we are allowing applicant a rate of retur.n of 6.25 per cent and 

allowing as expense for rate-making purposes the pension accruals 
" . 

charged to Account No. 323, Miseellaneous,J)'lcome Charges, both by 
applicant and American, applicant's claimed general services and 

licenses expense will be reduced by $453,000 instead of by $470,000 
as proposed by the staff. 

A final observation on .. this subje'c:t;, we believe to be 
appropriate. The applicant contends that the ,Bell System corporate " 

combine is in the public inte.rest and co-nstitutes a positive' benefit 

to the ratepayers of its operating subsidiaries of which applicant 
is one. The ratepayers have a lawfUl right,to expect a rate deCision 

to make avail of any or these asserted benetits,. :11' any, flowing from 

such a corporate combination. It is inc~nsistent:.'·a:nd improper io:/~' 
-, I. "..' .. ~.. 1. applicant to say, on the one hand, that. this, corp'orat'e" aggregation 1s 

. . ,.... l4~ 
justified by the alleged benefits which it confers"upon the 'ratepayer 
and, on the other hand, contend that ,the same must·be paid for by the 

ratepayers at a price which would largely nullify,such-claimed benefits. 
Pensions 

Pensions for applicant's employees are paid-for in full by 

the applicant except for the portion obtained by an employe'e from 
his contribution toward U. S. Government, Social.:"Security., ' 

-21- .. ' 
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Applicant'S pension accrual is divided into two parts; one, 
a charge to operating expense, Account No. 672, Relief and Pensions, 

computed by applying a current pension accrual rate to payroll, and 
two, an amount in lieu of interest, charged to Account N'o'.' 323, ' ' 

. ," 

Miscellaneous Income Charges, to freeze a $21,$27,000 unfunded 
actuarial reserve requirement.i£I This latter amount has been charged 

to Account No. 323 rather than Account No. 672 by order of the Federal, 

Communications Commission which has recently issued an order changing' 
this rule. For the company as a whole, in 1952 the normal accrual' ," , 

charged to Account No. 672 (a portion of which is transferred to';: 

plant and other accounts) was $1$,127,246, and the "£reezing" 'accrual 

was $600,240. 
It is the applicant'S position that both the net accrual 

charged to Account No. 672 and the entire accrual charged to 

Account No. 323 should be included in operating expenses for rate-
making purposes. It is the staff's position that the accrual charged 
" 

to Account No. 672 is greater than necessary due to certain of the 
actuarial factors employed in developing the accrual rate and that 
only a portion, approximately tw'o thirds 7 of the accrual charged 1;0 

Account No. 323 should be considered as a current operating expense. 

Applicant's claimed pension expense for 1952 reflected use 

of an accrual rate of 6.,6 per cent of payrolls recommended to i~ by 

the ~~erican Company. The staff introduced a study by an independent 

consulting actuary who arrived at an accrual rate of 5.77 per cent'of 
payrolls. The difference between the two figures is accounted for~~ 

t' '" 

Onder applicant'S modified remaining cost accrual procedure, 
$21,827,000 of the total Pacific Company's pension reserve req~ 
ment is intentionally not included in the pension tund, and this 
:un£unded.requirement is prevented from increasing by an accrual 
in lieu of and equivalent to interest at th~~ctuarial;interest 

l: 

rate. ..' .,.' ~., : ',,:" 
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~inly by differences in ass~ed rates of retirement on service pen-
" t L

' l' .:-- "." j'l •• " 

I " • . ~'. • , 

Sion and assumed actuarial interest rates, the other differences 
~'I I ~ 'II ,", ~ •• ~ • :'. 

being substantially offsetting. 
" ~ ,. \, ... , .; ~~ ....... ' 

In developing rates of retirement on serVice pension the 
. . ~, . ..' '. : ,. , 

staff witness utilized Bell System retirement experience for the 
,': . . J ".: 

~~tire period 1922-1952, excluding years 1933 and 1934 for which 
"' .. :~ ,- • " l) I'" I • :' ',. .: ; • '" I ~. ':" " 

data were not available. Applicant's retirement rates were developed 
..... : ~.' f •• ' , • ~:' _ ': '.,.,f "~' '. • ' • I . 

from Bell System experience for the period 1922-1941', excluding years -, 

,1933 and 1934. 
~ "' ~I ' -, I. I • ,,' i" ; ( :') .... 

The staff indicated that the applicant's retirement 
. , "". ,'-. ~ , , 

~rates should have included weighting of recent experience and were 
.' " , .. ', 

-too conservative. It is of importance to note that starting in 1954 
applicant itself is revising its retirement rates to give weight to 

\ ,'" 
more recent experie~ce. 

,.' : t' • , (~ ~: ',::' 

The staff witness assumed an actuarial interest rate of 
I : . :-,' " ~ , t', ", -

.3.0 per cent, whereas applicant used 2-3/4 'per cent. The staff's 
.. "I _use of the higher rate was, based on an upward trend of interest 

......... j • • •• I , : "" ," .~ 1 
rates, as shown in Exhibit No. 112, since 1947 when' applicant 

~.... . : ~ 

realized a yield rate on its pension trust fund of 2.51 per cent. 
,', 

For 1953 the yield was 2.9a ,per cent. The record indicates that the 
", \ '" • I ri ,- r 

average earnings of the funds of American life insurance companies 
, , 

is about 3 per cent and some companies have higher earnings. Fur-
• ; .~: I \ 

thermore applicant can and has been shifting its penSion fUnd 
~ " . ~ 

portfolio to higher yield securities in recent years • ... 
'",' 

We are of the opinion that the staff's proposed accrual 
, . .r ' 

rate of 5.77 per cent is ,reasonable and should be adopted for this , ' , 

proceeding. 
~ ,"I ~,I:. , : " .. '. ", I",.. . I ! • • • L {"\. I, " , . 1 ~ • I . ~, 

~eretofore this COmmission has disallowed the payment in 
. , I 
,: I ,f ,'...,' ,. . '''' 

.' . : f'" ,; I 

lieu of interest on the unfunded reserve requirement for rate-making 
. ~.~. ~. . ; .,."' " , 

purposes on the basis that it represented prior service costs. 
. ., I": I'., ,';- .. ' , " • ",~ ~ , ~ , • "". 

However, in this case, the staff recommended' that 'a portion of this 
., •••• '.-:-::, ~·.I ·' •• Lt·~ .. ,,, .~. l ••.• ,' •• :':,,.i., .. , •.• ;.~' .. ;~' ..... ,~: .. rf~ 

payment in lieu of interest be allowed after considering applicant'8 
-- ( ' .. 
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position,' formerCaliforn.ia'Commissfon :deci's:ions'" the pract.ices 0'£ 

other' state commis'si'ons and the :relationship"of depreciation and pen- ", 

sien' accruals. Thesta!f considered such treatment as being, consist- . " .. 

ent 'with'~its recommendation in this proceeding for the use of 

remaining';life'depre'ciation. In so recommendi'ng 'allowance ot part, :., 

of the payment":charged:, to Account No. ',2, the' staff' recognizes ·cer- , ,. 

tairi"present'benefit's"£rom the pension program relative to past, 

present;· andf'uture ,'service. 

we are of' the' opinion that the allowance of 5.77 per cent ., 

of payrolls should~be augmented by the rullamount ,0£ the payment in 

lieu'of interest on the unfunded reserve rather than approximately 

two:thirds of such 'amount as advocated by the staff. The,Commission 

recognizes :the social~ need and benefit of' maintaining a sound condi~.:;_ 

tion', in the 'pension • fund~;and now that we have, before us an 

unbiased:' and" up-to-date actuarial study or applicant's pension plan 

we feel ' justified, in re'lTersing eur former stand and will now .allow 

the'fullcomponent in lieu of interest for rate-making purposes. 

Such-allowance will be computed at ,the interest rate adopted for the 

actuarial computations by the .starr consultant. On such ba.sis the 

sta£f"s proposed pension allowance for intrastate operations will 

be increased by $185,000 for the test year 1952. 

We desire to make it clear that our action in this regard -i 

is based upon the facts reflected by this record and not upon any 

changed view or interpretation or the rules of law applicable to the 

subject in question. The evidence of record shows, and we so find, I. 

that these payments in lieu of interest, reasonably, bear a relation-, 

ship to present and future pension benefits sufficient, lawfully, to 

justify their charge against present and future ratepayers ·forthe 

purposes of rate fixing.· 
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Depreciation' 

The 'difference of $1,95$,000 in· depreciation expense 

between, the ,staff and the 'applicant, :is ,~ue primarily to the fact that 
\ '.,. .. 

the applicant used the t:otaf 'life:rnethod ~he~~~'s" the'staf:f.used the 
" ',: '\" 

remaining life method. The applicant contend.S'itha:t_~he, Federal Com-
:, ' .. ,', , . \. ,"r· :", , .• ", '. /, ", :,. /~; j, 

munications Commission has preempted. the field" in ·i·pre~cribing '~<. 
. • :. I , :., . ~ .,' • . j. • :t; ":", '. ;- I, 

depreciation rates (Exhibit No. 130) and .that·'it"'is confronted witll' 
.1 •• OJ'';;,'1 

... ~; ~','; '" ' ~. ,'I." 

an:accounting order. It may be 'noted that approX:i:mate~y ;.,9;0 per cent 
~ • • • , • ( !" i /' ': 

of the depreciation expenses are assignable' to~ intrastat,e operations. 
" I • " "',': , •• j ... , 

Applicant further contends that the"t,otal:.lif'e,..method 'fol-

lows the Uniform Syste:n of Accounts., The statt'· 'c ont endS',' howe~~~~' 
. , , 

that either the total life or remaining life method ;may ,be U;~d"'::'; 
, '. "! ,"-)-" 

under the provisions set forth in the Uniform Sys't'em; .o!' Accounts"for 
, , r '.-,: 

Telephone Companies as prescribed by the Federal COmmission ~rthe 
' . I,', . ("f/, 

system as prescribed by this 'Commission. The staff pO,ints to the 
'" ',.' , '" 1 

fact that the Federal Commission has-allowed depreciation >~at~~ of a 
') , .. , ' . 

. Class A telephone company in' California to go into eff'ec~, on a remain-
1"1,, f 

ing life basis. The record' shows that a total of six Class A 
. , 

telephone utilities in'California, following the corresponding pro-
', ....... ," 

visions in this Commission's Uniform System of,A~counts, use't'he 
, , 
~ .' . -remaining life method. 

Applicant has taken the position that it would be impracti-

cable to maintain two sets of books; that is, one set reflecting 

total life depreciation, and the other set reflecting remaining life 

depreciation. The staff is of the opinion that a record reflecting 

depreciation accounting required by th~s Commission could be kept 

similar to. the record which the applicant now keeps of the deprecia-

tion deduction claimed for income tax purposes. Applicant's witness 

, indicated that it would be possible :to keep such a record.'.§! 

~ Transcript Page 6225, Line 11. 
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That such procedure is lawful is beyond question, (Arkansas Pr. & 
Lt.'Co~ v~"Fed'eralPower Commission, ,185 _~ed,.,)~d .. 751, 752, ce.rt1or~1 

, , , .. ,L· .. ' 

dented by ~th'e. __ SupremeCourt of the United ,States ),41 U.S. 909, t.ed. 
-, ,. c' • ,... _ - ... ~. • .. ',' I ; 

1)46)'.';" There' is a strong, p~esu.mption that f.deral authority has not 
I . II ,\ • ... .' \. , 

superseded state authority., (Arkansas R.R.Com. v. C.R.I. & P.R.R.Co. 

274 U'~S. 597; 60)',- 71 L.ed. 1224, 1228). 
_ . . . l I " ::..:.!...-.;:...:..-.!;.' .. ~ .:}...:, .'~ ....... _ " \ 
.: ,. Applicant' contends that the remaining life method overlooks 

one of the main objectives of deprecia~ion" namely, ,determination of , .. \" 
-/ l ... I ", 

the 'depreciation expense ,appropriate, for each ye~',s operation. It 
,.1 .. ·' t .. . I I. . 

stated the view that, in,applying the remaining life method, first 
~ '.' ~" .' 01 , ~ ." i 

a determination of the depreciation expense tor" each ,year's operation 
" • , I ~L . ~ t , , , 

must be' 'made which then must be modified for past over or under 
,t' ... )'_!. I ! , •• ' • . . 

accruals' in'the reserve. In the remaining li~e,method envisaged by 
• I • ., ~ 

the staff no over or under accruals are assumed or ~~nsidered; rather, 
,.' ; 

today's book values or the plant an~ the reserve, are used, with 
, ' . 

estimates of future service life expectancy ,~d future net ealvage, 
. , , 1." , 

ratably to recover the unrecovered portion of the plant over its 
, , 

I: .. ,,". 

anticipated remaining life. The r.emain1ng life method recognizes 
c· 

that estimates of ' the lives of property may prove erroneous when sub-
'I' + 

jected'to the test of· experience an~ rect~ries,such error. 
I. L' 

Applicant contends that under the remai,n1ng life method it 
would be more expensive to determine ~epreciation rates because a 

"I, .p',' 

system 'to apply this method would have ,to be developed; because .' ,'" 
I '.' ',If' ",, 

appl.ic'ant. could not discontinue present studie,s ,or studies of past 
-, r ,.\ I '\ !' , I' , 

experience; and because yearly,reviews would be required. The sta.ff 
.' , 

is'of the opinion that the introduct~on of the remaining life ~~t~od , . 
'. ', " . 

would permit elimination of certain procedures now used by the appli-
• I ; ~ , : I. .. ". • ! 

cant and that this would more than offset the cost of those added 
" 

items that might be required to ascertain and determine remaining life. 
The primary objective of depreCiation, in our opinion, is 

to recover, during its useful service life, the original cost of 
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plant, not more, not less, and the remaining life method is the best 
method to accomplish this objective where the characteristics of 
service life and net salvage vary over the life of the plant because 
of wear and tear, decay, action of the elements, inadequacy, obso-

lescence, changes in t~e art, changes in demand and requirements of 

public authorities and changes in the cost of removal and salvage 

market. Obviously, these many factors cannot all be correctly fore· 
seen at the time of installation of plant ~s required under the 
total life method." In our opinion the remaining life method is 
fairest both to the ratepayer and to the applicant. It protects the 

ratepayer from overcharges and reasonably assures the applicant that 

it will fully recover its original cost of plant. Any depreciation 

method or procedure which may either overcharge the ratepayer or 

under compensate the ut,ility is not calculated to produce lawful 

results. Under or over· accruals could well result from the applica· 
tion of the total life method if not repeatedly adjusted over the 

varying lives of the many items of plant. 

It must be realized that at best the annual depreciation 

allowance is an estimate and the mortalitY'and life statistics kept 

and different methods used are but an aid in making this estimate. 
The staff's allowance, which is approximately 6 per cent below appli· 

cant's total depreciation estimate is, we find, in harmony with the 
objective of determining depreciation expense appropriate for each 

year's operation. 

The staff has recommended the change in method of deter-
mining depreciation accruals and the applicant objects. What we are 
doing here is determining a fair and reasonable depreciation allow. 
ance for rate-making purposes for intrastate operations. Section 795 
of the Public Utilities Code gives the Commission authority to 
specify the depreciation method for intrastate operations, but to 

remain in harmony with the Federal Communications Commission we 
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I' 

~ 

should at this time do as contemplated in Section 793 of the Code' 
, 

and 'only require applicant to maintain additional'records for 

determining remaining life rates. It is of importance to note that 

the Federal Communicati'ons Commission in prescribin'g total life 
rates states by letter to this Commis,sion that: "Our prescription 

of these rates" thereto,re, is without prejudice to a subsequent 

review and we shall be glad to cooperat'e in a joint conSideration and 
study of any proposal regarding this matter." 

The staff's estimate of depreciation allowance appears 

reasonabJ:eand will be used for rate-making purposes. The extra 

operating expense, if any, of keeping supplemental records or memo-
randato ,show remaining life results determined by methods compar-

able to those outlined in Exhibit No. 117, in our opinion, is not 

of·sufficient magnitude to forego the advantages of this method. In 
view of the large 'number of California utilities that have adopted 

the remaining life method, the fact 'that all of the other Bell System 

companies use total life methods does not imply that more accurate 

depreciation estimates are possible under the total life method. 
We do not intend to indicate here that we are passing upon ,the pro-

priety of the us e of the total life method for interstate operations,. 

·The accrual rate proposed by the staff under the remaining life 
method re£lects1 and affords present ratepayers the advantage o~,.:the 

present level or ,the depreci'ation reserve.. By 'the order 'in ,thi.s 
dee1~1on we ar~ requiring applicant to establish and maintain "'memo-

randum records showing .depreciation expenses calculated .by :.the 

remaining life method as contemplated by Chapter 4 o!:Exhibit 
No·. 117 .. 
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, , ' 

Tax~s 

The major difference between the staft's and the appli-
\ , -. . \ \" .. ~. " ' 

cant's allowances for taxes 'was in the' federal income tax. Because 
" A:"L' 

of a higher adjusted net revenue for income tax calculations the 
i ' •. 

,~ '\. ~ 

starf~ s adjusted income taxes were some' 14 per cent above the appli- .. ~ , 
" . . ~' , .:, " , 

cant"s when using a 52 per cent tax rate'. However, under the present " 
~ '."" , ~'. ," 

law the tax rate was reduced to 47 per cent 'on April 1, 1954. ' It is 
, " 

of record that the President has recommended that the former 52 per 
cent rate be maintained, and Congress now has under consideration a 

. ..; I' 

bill which would in effect restore the 52 per cent rate but would 
also revise the depreciation deduction allowances. The final action 

, , 

which Congress and the President may take is unknown. Applicant's 
" customers should not be required to provide more than the amount of 

" .... 

taxes properly chargeable to operating expense under the existing law • 
. '!:"' .,,' , , 

Generally speaking a regulatory body in the prescription of 
.. ,1,',. 

rates should base its decision upon the tax rate which exists at the . J 
, , " 

date of such decision, unless the existing law provides for a change 
at a future date. The federal law now provides for a 47 per cent 

corporate income tax rate. However, it is evident that this rate 

may be changed within the next few weeks but we do not know when. In 

;' 

~' , 

. ':'" 
such circumstances, we are of the opinion that the decision herein 
should not be postpon~d because of such contemplated eventuality. 

When and if the Congress revises the existing tax law, the applicant 
• i , 

(t,' 

cay file a supplemental application setting up that fact and alleg-
ing the effect which such revised law has upon its operating results. 
If new elements are, ,included in such revised law their impact upon 

oj", 

the applicant's operating results should be fully treated in any such 
\ I ' " ~ 

I ,~ • 
, . 

supplemental application. Upon the filing of the same containing , 
," "L:, .. ~'.' . '"'I 

the appropriate information, the Commission will expedite the dis": 

positi~n thereof to the end that any modification of the rates herein 
prescribed, which may be required as a result of such revised tax 

law, shall'be effected expeditiously. , , 
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, .. " '.: .. -:- , ' , :': ~' :. • 1-- \~ I I" 

In recognition of ,such ,situationi :th'eadjusted: oper.ating 

'expenses' found· reasona.b1e ·herein will include"f;ed'eral' taxes, on .. 
income· at the rate of 47 per cent •. 

With 'regard to social security. ',taxe", , the' staff adjusted. 

the recorded test period federal old age 'benef'i t taxes to ',reflect. " 

the higher 1954 tax rate, and adjusted the ,recorded :$ate, unemploy-., 
ment insurance tax to reflect the long-term average tax rate, since 
large fluctuations in the. tax rate are inherent in, thei,unemployment', 

insurance law. Applicant :did not adjust. these recorded "taxes· ,exeept 
for wage increase. " . " ,..' 

Applicant t S adjustment to, social. security taxes to reflect 

the wage increase is somewhat greater than the staff-'s adjustment/. 

inasmuch as the applicant applied the average tax rate to the wage 

increase while the,staff:made' allowance for the fact. that a. sub-, 

stantial portion of the wage· incre~ses was beyond the limit of ,tax-
able earnings. ; ~ , . ,.. 

Over all, the staff's adjusted social .security tax figure 
is $~95 ,000 higher than applicant's adju,sted ~:igure for California 
intrastate' operations and· it will be' adopted for: the 'purpos.es of .. 
this decision. 

Expenses Incident to Western Electric Adjustment 

The expense adjustments under this heading are discussed 
in connection with the discussion of rate base adjustments for 
Western. Electric charges hereinafter. 
Rate Base'·, 

. :' 

The rate base is composed of investment in plant in service 
plus certain property held for future use, working cash capital, 

and materials' and supplies, less depreciation reserve. The rate 
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bases for the test year 1952 as adjusted by the appiicant and the 
staff are set forth and compared below: 

Avera,e Rate Bas~ as-Adjusted 
or 1952 Test Year 

: Applicant : Stafr ..... :" ,.~pp1;tcant, : 
:_" ___ ---=I:.,:t;.;:;:em=--____ ..:.: ....:Ex=h:.:.._N:.:.;o::..:~=--:::$~4_·:.::. E:;:x=h~ • ...:N~o~.;.....:14;;r;,~,,-:...:::.:::·E::.::x~ce~e:.::d:.:::s:...~, .=;.St~a:::f:.:.f : 

Plant in Service 
Property Held for 
Future Use 

. ..,,~. .... """~' 

$1,006,493,0'00 $ 9$9,116,000 $17;377,000 

Plant' Acquisition 
Adjustment 

602~OOO 

° $,969~000 

:4:8$ ,000 
'I" ,," 

" 102,000 
10'100'000 , , Working Cash Capital 

Materials and Supplies 
Subtotal 1,04,54,000 '-5'i'~5~ ,000 1,004,4,000 Ka'6al ! 000 

Deduction for Deprecia-
tion Reserve 

Rate Base, Depreciated ,93,000 7 2,$ 4,000 
The largest item of difference is in the c1assificationj 

'" ,., ". .. Plant in Service. The major portion of the di~~erence in this item 
is due to Western Electric adjustments which Will be discussed later 

. '. ......, 
herein. The remainder of this difference, amounting to $2,091,000, 
,.. . .' .. f 

is due to accounting shifts of certain items from plant in service t9 
plant under construction in November and December, 1952 in response 
to a request by the Federal Communications Commission~ Applicant's 
rate base reflects the accounting shifts when made in applicant',:s 
I.,,, . 

books while the staff's rate base has been adjusted to carry such 
revisions back to the applicable dates. The staff's a'djustment for 
this portion of the item appears reasonable and will be adopted. 

Before discussing the various other items it should 'be 
" ," 
mentioned that telephone plant under construction has 'not been 

'. -
included in rate base because applicant accrues interest on p·rojec·ts 
d'uring construction. This is in accord with past Commission practic'e 
a~d there was no controversy on this point. 
··pt:.dperty Held for Future Use 

Applicant's rate base includes all '0£ 'Account No. 100,.'3, 
, .. "'", ~ .' 

Property Held for Fut ure Use. 1 "\ I '" The staff excluded', in general', 
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p,roperty which woul.d not be ~s~~ within two yea.rs Or 'the rate "case 
" I"~ 

year (test year), on the basis that the two-year limit is a general 
" ' " :~ • : ; , • \ I 

m:easure of '!imminent use under a definite plann .. The sta;!- ~~~ ~~~ 

make a separate £iela investigation and study on each one of the . ~) . . ':' i: ~::: ,-:. 
many items of property in the account because in relation to the 

. I ,! '. ' •. :'. " . '\/:. (.~ 

total plant investment this property, comparatively, is small, rep~e-
...... \ • .JL",~ '_., .' " -;" ... 

senting in all about o,ne tenth of 1 per cent of the rate base. 
, ,', t ~ ~ \ •••• ; 4"'''' , 

Applicant contends that it is necessary in many instances to 
• ',(j" ,.i.... '1 t .1,. .• :,f ':: ~~ 

purchase and hold land adjacent to existing central office buildings 
! I~ ~ t: ~ t .:..-~; t I"~ .. , 

for future expansion inasmuch as the land might be unobtainable or 
1 ", • ~ •• /. , j : ... " ~ , 

obtainable only at excessive cost at the time needed for such expan-
~. • ,'1 . i ' : .~ I : ... 

sion. While the staff recognized the needs of applicant ~or future 
'. 1, , .• 

expansion, its position is that the contemplated future use may never 
. (,' .'. :,' .. ',1 . 

materialize and that even if the property is used the cost of carry-
I ,; • ' .: / ' 

ing such land for long periods might well exceed the possible increase 
, ",'.'1 ':'"1' """ 

in market price. 
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There was extended discussion in the record regarding ltlnd 

held at Pine and St. Anne Streets in San Francisco wnich was pur-

ehased in 1924 and has been held in Account No. 100.) since 1937 for 
future expansion or one of the San Francisco central oftices. Only 

a small portion of this property, probably less than 10 per cent of 

the area) is used for a bank of conduits, some 2 feet Wide, to atto~d 

an outlet tor cables to Pine Street. The conduit bank in no way 
obstructs the preaent uae of this property as an automobile parking 

lot, Applicant now obtains a revenue ot $7,200 per year trom leas-
ing this property tor parking purposes and it this property is not 

permitted in the rate base the item ot $7,200 should be deducted 
from miscellaneous revenue. This the staff did not do. 

In analyzing the other adjustments proposed by the staft 

it is noted that some properties which were deleted in 1952 were con-
sidered appropriate for a 1953 rate base. It is apparent that under 

the staff's two-year limit the adjustment would change from year to 

year as plans of use are changed and as new property is acquired or 
81d property sold. 

It appears that when use is imminent the property should be 
included in rate base.. We are including in the 1952 rate base those 

items which the staff included in the 1953 rate base and which will 

not have been in this account more than five years. The effect or 

this inclusion is to substitute for the starr's two-year rule a 
three-year rule looking into the fut ure from the 'base yea.r with a 

five-year limit for any item residing in the account. Following the 
adopted rule the property held for future use, which is excluded 

from rate base, is reduced from $488,000 to $251,000. An appropriate 

increase ot $7,000 will be made to the staft's ad valorem tax 
allf!MaDce. 
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':" 

In acquiring property for future use an unreasonable bur-
den must not be imposed upon the ratepayer, nor 'should the utility be 

".. ',,':'.,"" ••.• ,,:. 'r ,'/"" !',:' ,'.'" "".':', j ,"' -, • 

penalized if it exercised reasonable judgment. However there are' 
., .. : 'd:, \ • -, ~.. • " , . -: /." • .', , , , . . ." 1,1 .' .\ ", 

certain "risks of the busineaS''' which at utility must bear and which" 
, ." ~. " ) . ". " . .'Or; . .'. . . : "i;, > , : r:: ,". .., ... 1! 

may not be transferred to the ratepayer." , 
',: ~': ,~.'" '(.~ !: I: ~ ., 

Acquisition Adjustment , " 
\' 

• I', ,'; _ .,', ~~ :. 

\t.,~, I' .: , ... 'I' ,., 

The staff did not include the telephone plant acquisition 
I) I r-, 

-adjustment ace'ooot in the rate base because that account reflects 
, " " 

the difference between original cost and 'the market value or certain 
, ,... • ,;'0 ~ . .' , .... , ',' " " 

lands acquired many years ago rrom predecessor companies. This sub-
. :' ;", ., "'/' , r' '.' 

ject was diseussedin our Decision No. 41416, dated April 6, 1948, 
, • ~ " ' • , I , , ' : '. 'Ir ' • ' / 

and we see no reason to depart from the position stated therein."" 

Th'~ st'aft' s pr;p~·sal in this case is reasonable and will be adopted .. 
.. :. 

Working Capital 
. '": '~~ 

" . "-"", 
, .. 

Working capital in the rate base includes allowances for 
........... .., '. \.. . 

. materIals' -and supplies and working cash. For 1952 California intra-

state operations applicant's allowance of $32,569,000 includes 
," • '~~ " I ~ j • !. ' I 

$13,500,000 for materials and supplies and $19,069,000 for working 

~ash, while'the staff allowance' of $14,52S,OOO' comprises $5,559,000 
for materials and supplies and $S,969,OOO for working cash. 

With regard to working cash capital, applicant, as in prior 
proceedings, determined the allowance for this item on the more or 

less arbitrary baSis or one twelrth of annual operating expenses 
, 

exclusive of taxes and depreciation. The staff's working cash 

allowance is predicated upon the amount of capital supplied by 

investors for this purpose as determined by the average balances in 

Account No. 113, Cash, and Account No. 115, Working Funds, the lag. 
in the payment of operating expenses and taxes, and the lag in the 
collection of revenue. 
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'An item of $1,627,000 in 'the' computati'onofthe staf£,-s 

'allowance for working cash :represents~he 'average : amount of 'cre'dit 
\ 

.ext-ended,to app li'C ant 'by Western El'ectric' C'ompany 'on .purchases ,used 

for 'operation ·and maintenance. 'In add1tion,there 1s an average 

amount 0'£ $8,94$;OOO:representing,credit extended ~to applicant 'by 

Weste~n'Electric ,C'ompany 'on purchases used for construction 'that has 

.not been :includedin ,the staff's working cash "computati'on but has 

,been included ,1n Western 'Electric Company's net investment (;rate 

-base: ) as ,account s receivable .. 

The staff" after adjusting the $8, 94S, 000 figure 'down to 

$8~,:696;OOO'becaus'e 'of ,the purchase adjustment 'on Western Electric 

Company, dedu'Cted,the latter amount from applicant's materials and 

supplies on 'the assumption that the rate base should not include 

plant and materials 'and supplies for which applicant has not yet 

paid. The ,applicant"'s :pos';i;t1on on this point was that there should 

be included in 'rate base 'the full book amount of materials and sup-

pli·es 'which it ·haspurchased. In our opinion applicant's position 

is 'reasonable ,and ,these materials and supplies represent plant 

deyoted ,to the ,public service which should be included in rate base·. 

By having a credit of '$8.,696,000 available .from Western 

however., the applicant's need for working cash is correspondingly 

reduced. If this amount is not shown as an adjustment to materials 

and supplies it follows that it should be deducted from the appli-

cant".s working cash as computed by the staff. In applicant's sum-

mary of position for oral argument, page 46, it states that telephone 

plant under 'construction has not been included in rate base and that 

the portion of the ts, 696, 000 attributable to purchases in c'onstruc-
tion work in progress has, in effect, been disallowed twice by th'e 

5~a£r. Such contention disregards the raet that app~icant is cap1-

tali zing interest during construction on part of these purchases 

prior to paying for them and is receiving a rate of return on the 
" , 

parts that reside in the accounts o£ plant :Ln service and material,s 

and supplies. 
-35-
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our conclusion on working cash is that $7,941,000 (the 
. . .' " .. ~ '. : :i ." .' '. ; " ~~.. ' 

intrastate portion ~r the $g,~96,000), should ~e deducted from the 
. '." I , ~, . :. .' .' l ,'" 

staff's allowanco of $8,969,000. 
..... l1li, • . . 

In view o~ our use of the present 47 per cent federal 
. ,,-' I:.. . '\. ' .. 

income tax her.ein in determini~g applica~t!~ earnings, it is neces-
. . ,~ ... 

sary to inc~ease the working cash allo~~ce ~~ compensate for the 
, ', .. \ . '. ,. . " ,.,.. 

lesser amount of tax accruals available for working cash. Adjust-
" , . : " 

ment is also necessitated by revision of certain of the staff's . , , ' .. , '.', . . , 

expens~ t~gures. The net eff~ct is to increase the working cash 

allowance predicated upon the 52 per c~nt tax rate by $1,872,000.' 

An al1owanc~ of $16,400,000 for work~ng ~apital will ~e 
included in the California intrastate rate base for the test year, 

. ' . . . . :" .~ 

comprising $13,500,000 for materials and supplies and $2,900,000 
, . 

for working cash. 

Deduction for Depreciation Reserve 

Th~ difference between the sta~f and the applicant of 

$2,109,000 i~ the reserve for depreciati~n is due primarily to two 
• • l ,. 

items. The first is an amount of $439,000 resulting from certain 

accounting changes requested by the Federal Communications Commission 

heretofore referred to which has the effect of decreasing "plant" and 

"depreciation reserve" and increasing "plant under construction". 

The second adjustment is $2,076,000 to reflect the lower Western 
'. ''II 

Electric prices assumed by the staff. From the sum of these two 
.... ". 

figures must be deducted an adjustment of $406,000 (to arrive at the 

$2,109,000) made by applicant to reflect the lower depreciation rates 
.-~ '" 

effective January 1, 1953. 

The effect of these lower depreciation rates on t~e reserve 

was not reflected backward in 1952 by the staff; it took the average 

~eserve as shown on the books for 1952 as its starting point. In its 
summary of pOSition for oral argument applicant states that this 
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treatment of the reserve is inconsistent with the staff's treatment 

as' to Western Electric, where in applying remaining lire accruals 
the staff' also made a corresponding reduction in the reserve .• ',· The 

reasons for this difference in treatment are twofold: first, 'in the 

staff's study of Western, depreciation accruals for years prior to 

1952 were adjusted which obviously would affect the average reserve 

for 1952, and second, applicant's reserve has been built through 

accruals recognized for rate-making purposes, and to adjust downward 
, , 

, ... ,. . such actual reserve would in effect require a double depreciation 

. , 

contribution by the ratepayers on a portion of the serVice value of 
the utilityts plant. 

Western Electric Adjustments 

Applicant purchases most of the equipment, materials and 
supplies it requires from Western Electric Company under a standard 

supply contract. The pr1ces under this contract are fixed by W~stern. 

Applicant contends that the prices are~ and have been, reasonable 

and that Western's earnings have not been excessive. In support of 

this contention applicant submitted statements of Western's profits 

and earnings on net invest,ment over the period 1916-1952, and other 
evidence. 

In view of the close affiliation of Western and appli-
cant,2aI the Commission staff,made an investigation of Western's 

accounting procedures and earnings results, inspected Western's prin-

cipal manufacturing plants, and studied the reports filed by Western 

with this Commission> to determine the reasonableness of the prices 

paid to Western by applicant. The staff also considered prior 
decisions of this Commission as related to applicant's purchases 
from Western Electric. 

~ American Telephone and Telegraph Company controls both appliean~ 
and Western Elect-ric Company through majority stock ownership' • 

..- ~. , " " ........ " 
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-!' ";".~"":,~ ... -, '" 

Starting with, the earnings resUiis of Western's Bellbus1-
. . ~~}.~.;. :.~ 

ness as set forth by applicant in Exhibit No. 19, the staff'made a 
• .... '," r .. -.;(.~r~'.:. ''\.(,' .. pot 

. number ot adjustments designed to plac'e Western's net investment and 
v." . ....: . 

.lnet':-income on a: proper basis for rate-fiXing purposes. Having 
'y , 

a:rrivea~·at a'r'evised net income and net investment for each year ,by 
, c \" ". ,..', " ~ :.:' -,I '''r:~: .. 

means of these' adjustments, the staff then determined the amount by 

which 'each"yearts revised net income would have to be 1'~~rea!ed'rC)r 
. .<\ I 1 L'.l."" . ~·~i ~, 

decreased to yield Western the same level of rate of return as this 
, .~ 

'Commission had round reasonable for applicant. These ind1cat~ 
in'creases or decreases in Western t s net income from Bell business 
were then converted to corresponding increases or decreases in 

~ ,-;:',,'-'" t , ,: ~ t'\fo 

Western" s gross revenue by applying net-to':'gross tax factors to allow 
for 'thee'trect on income tax. 

, . .-'.t"'~ 'J (~;\, ." 
The staff then applied, tor each year, 

.r .... 

a set of factors designed to allocate the indicated adjustment to 

Western"'s total revenue from Bell bUSiness, eith~r decrease or 
r· <I ~, increas'e', to that portion of the plant purchased from Western by 
t, , 

applicant in 'the particular year, which remained 1n"app1ieant' s 
California plant in the test year. 

\, . ~ \ ~\ 7/'"r 
The staff adjusted applicant's expenses as well as the 

", ~ ". i 

rate base', first, because approximately 17 per cent or its California 
purchases trom Western are charged to expense and second, because the 
adjustments to plant necessitate adjustments to depreCiation expense 

til (: tt" \" 

and ad valorem taxes. The two most important of the staff's adjust-
. , 

,I I' ... ···, 

ments to Western's net investment and net income, namely, cash and 
marketable securities and reserve for equalization of develop~ent, 
will be discussed in the folloWitig paragraphs. 

,.'" \. ~. . ,to ... , ',~ I . .• VI .,111 

The staff exeluded a portion of Western's book amounts of 
',' 

c~sh and marketable securities~ Appiicant's witness states that 
Western needs to maintain l~rge amounts of cash and marketable 

I • • • ,', • ,.. ~ "'" .~ ~ -, ( '1 I • ;' ~~\~) ::\j t : . 

securities tor effective' opera:t'ion; for the proper discharge of its 
\ "'0',,'" . ". ,~~ ,~ , ... ~. '~."', ; .... ~, " . 

obligations to its customer~"; suppliers and employees; tor use in 
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case o'f strikes or other interruptions of transportation of supplies; 

and for expanding plant, merchandise and other assets.BBI The staff's 

po's.ition is that Western's working cash requirement, 1n so far as 

lags in the payment of expenses and collection of revenues are con-

cerned, is recognized in the weighted average receivables and pay-

ables which have gone into Western's rate base; that strikes or 
other contingencies could be more economically met by borrowing; 

that inventory and plant build-ups could be more cheaply financed 

through temporary borrowing; and that as soon as cash is used to 

purchase materials or construct plants those amounts have been 

included in 'W~stern's rate base. 

f\~pllcant t ~ ~i blesses allege that Western no ~onger haD 

a~cess to .~e poo~ or re~our~es or the American Company so that 

Western is,) in effect ~ an independent manu.t"ac'turing company. As the 
statt pointed out, such a disavowal is meaningless in light o£ . 

Wes~ern's known subsidiary relationship to the American Company. 

~pplicant's witnesses justifY the amounts of Western's 
cash ·and marketable securities by comparison or its ~atios o£ cash 

and marketable securities to working capital with the corresponding 
ratios of other manufacturing companies. The staff's pOSition is 

that these ratios vary so much that they are of little practical 
value tn judging Western's cash requirement. 

The reserve for equalization of development referred to 
above amounted to $41,447,000 as of December 31, 1952. This amount 

represents ~he net excess or accruals over actual expenditures for 

research and development work during the 13-year period since the 

~ Exhibit No. 20, page 10. 
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reserve was established. The staff holds that this is a contingency 

r~serve' to provide for the continu~~ion ~f a pro'gram of research and 
.. '. 

development during future periods of economic stress and that 

accruals to such a reserve should be charged'to'surplus rather than 

to operating expense. .. ," . ~ 

Applicant contends through several w1tnesses~ that the 

charging of accruals for equalization ofd:evelopment to operating 
.'~ . \ 

expense is in accordance with generally accepted accounting practice. 

One witness Ciuoted from Bulletin No. 43 of the American Institute of 
Accountants a list of types of reserves the accruals to which should 

not enter into the determination of operating expense, and stated 

that Western's reserve for equalization of development did not fall 
within that list. 

In substantiation of its position the staff introduced 

Exhibits Nos. 146 and 147. Exhibit No. 146 is an article written 

by the Dir-ector of Research, American Inst~tute of Accountant~:, 
,. ~ . ,"{ :', .: 

wherein accruals to a reserve of this type through operating expense 
were considered as clearly not conforming to generally accepted"'~'('; , 

, • " I j '~ t.,;, . 

accounting principles. In Exhibit No. 147 this same author~' in 

response to a request of the comptroller of the American Company, 
" 

stated that a peculiar relationship might exist between ~vest'ern and 
I ,." 

the Bell operating companies which justified an exception 1n 'th.e ~, , 
'. 

public utility field, admitting however, that he was not sufficie~tly 
, , 

familiar with Western t'o express a positive opinion. , I .:: t.' ~ :.' 

The staff has allowed all actual expenditures for research 
and development as operating expense. Consistent with excluciing;'·tli~ 

" ... ", 

" 

EXhibit No. 19, EXhibit No. 2 and testimony of a rebuttal Wit-
ness, Transc.ript 6203-6209. ".'M'.,. ~"-.... ,_" • . ,-
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equalization reserve accruals from expens,e it has. in,cre,ased Wester.n~s 

net investment on which a return was computed by eliminating the 
reserve deduction. , '. , 

Based upon prior decisions of this Commission fix.ing the 

rates of' applic<u,lt ,.2...1 the staff ma~e. adj~.stments. to. applicant's r,ate. 

base predicated upon a 7 per cent rate of r-Gturn for Western for: all 

years prior to 1936, 6.8 per cent for 1936~1.94J, i.nC1USive,. S~9S l?~r

cent for 1944-1947) and 5.6 per cent for 1948 a~~ subseqUent '~ear~._ 

Applicant's witnesses contend that Western is entitled ~ 
higher rates of return than those allowed the applicant by this 

COmmission because manufacturing companies are subject to greater, 
I', , 

.economic risks than public utilities. The staff does not take issue, 

with applicant as to the volatility of earnings of manufacturing 

companies generally as compared with public 'utilities, but has' so.ught 
to meet and eli~inate this as a factor when applied to Weet~ by. 
stabilizing and adjusting Western's rate of return, year by year~ to 
the rates of return allowed applicant by this Commissi'on... When 
earnings fell below the allowed level the staff in effect increased 
Western's prices to Pacific and vice versa. 

In this connection Interj.m Decision No. 42530' in Applic'a-
tion No. '29854, dated February 23, 1949, states: 

j.J 

"In Decision No. 21766 on November 7, 1929 (33 eRe 737), 
this Commission applied to the applicant, with respect. ' 
to its purchases from Western the principle that a 
manufacturing and construction company should not be. 
permitted to profit at the expense of a public utility 
when the construction company controls the public 
utility or is owned and controlled by the same interests 
which own or control the public utility_ . We believ:e the 
prinCiple to be as necessary of application here·today 
as it was then." (48 Cal .. PUC 492) . . . 

Decision No. 21766 ( 3.3 CRC 737) ~ Decision No. 42530' (-48 Cal. . 
puc 492), Decision No,. 4.3145 (48 Cal. PUC 834)" 
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The final decisi'on inAppl~ca:tion No. 29854, Deci'sion 
No. 43145, reaffirmed "this principle:·:in the folloWing language: 

. 

"We adhere to the principle announced by us in 
Interim "Decision No. 42530, rendered in·,this 
proce'edtng, that Western Electric is ent'itled 
to no greater return on its sales to applicant 
than applicant is entitled to as against its 
ratepayers .. " (4$ Cal. PUC $34) 

In our opinion this principle is equally: applicable in this current 
proceeding. 

Applicant contends that, since in the earlier periods the 

rate of return fixed by this Commission for Pacific was related to 

an undepreci&ted rate base, the staff should have applied a corre-

spondingly higher rate of return to Western's depreciated rate _base~ 
assuming of course that the staff method is followed at all. We do 

not agree with applicant in view of the facts pointed out by the 

stafr witness, t'hat 7 per cent return was specifically mentioned in 

the Commission's 1929 decision as appropriate for Nestern,JLi and the 

6.$ per cent rate of retUrn used by the staff for the period 1936-
1943 compares with a finding of 6 per cent rate of return on an 

undepreciated rate base for applicant'S Southern California area in 

1936 • ..2l 
Applicant points out also that in Application-No. 29854 

there was 'proposed a 6 per cent return to Western-for the 'first six 

months of 1949 and that in Application No. ·3'2640 there was a similar 

proposal of a 6 per cent return for the first '"six months of 1951, 

whereas in this proceeding the staff has proposed only 5.6 per cent' 
return allowance to Western for ,both of 'these periods. The stafr's 

use of 5.6 per cent is consistent with the fair rate or return round 

by the Commission in those proceedings. In each of the instances 

jJ Decision No. 21766, November 7, 1929 (33 CRC 737, 763). -.. II Decision No .. 2S76/., April 27, 1936 (39 eRe 739, 781). 
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cited, a 6 per cent rate of ret~ll w~ applied to results for a pas,t 

test period in order to yieldapp1.;cant 5 .. 6 pe~ c.e~t return fo~ the 
future. 

After d~term1ning the amounts by which Western's net income 
should be reduced Qr increased J yea.r by year, to yield the rates of 
return fixed by this Commission for applicant, the sta££ in Table 6-D 

of Exhibit No. 115,~pplied net-to-gros5 tax factors to convert the 
staff's adjustment to Western's net income into the corresponding 
gross revenue adjust~ent. In determining the net-to-gross factors 
the staff adopted a ·'eonservati va approach by excluding the effects of 
excess profits tax. 

Applican1iobjected· to the staff's use of the net-to-gross fac~ 
tors on the grounds that Western has paid income taxes as incurred and 

cannot now recoup ~hem. It appears to us that the statf~s use of 

such net-to-gross tax factors is eqUitable since applicant's sub-

scribers should not be required to underwrite income taxes which 

Western paid as a result of charging prices so high as to result in 
excess profits. 

Applicant questioned the survivor ratios ~eveloped ,~d 
used by the staff in arriving at the amounts of applicant's test year 
California plant investment subject to adjustment on several grounds, 

namely, in that central office equipment placements subsequently 

retired were not included in the placements (this omission apparently 
arose from some misunderstanding between the applicant and starr 

respecting a request for information), in that the ratios tail to 

give recognition to the fact that reused central office equipment 
, . ". ~. ' 

had been reported in ooth placemen~s and s.urvi vors by the appl~~ant, 
in that "terminals and eases" should have been included in the main 

' . . ,' . . , 

product class "apparatus and equipment", instead of in "cables and 
... , , ': • ~ '. \ . ! 

wires", in that certain placements and survivors included a non-

Western labor component, and in that the survivor ratios used were 
" to" ,:,'.' ',' ,. , • • .. 

determined as of January' 1, 1952 rather than as of June 30, 1952 and 
"... ..' ,'f"' ,r '. 

June 30, 1953. The evidence shows that the starr's conclUSion, 
. I;:. . , :' , . l' . • .. • J.~ ~ I. \ 

from calculations based on as much data as could be obtained from 
. ' ,'" ': :; . :', .,' -:- ! "~ . .. ... . ',i ,.' ~ i. 
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applicant without delay, that further adjustments to recognize the 

above-questioned items would have minor effect on the over~al1 

Western Electric adj,ustments. ' .,. , . 

In oral argument applicant pointed out that whereas the 

staff witness in Application No. 29854 had suggested an adj~ustment 

of $535,000 for purchases over the period 1918 to 1947 from,~West,ern 

,Electric Company, the staff witness in this proceeding suggests an. 

adjustment for the same period of $4,460,000. Decision No. 42530 .in 

Application No. 29854 calls attention to the fact that 1n that:.pro-· 

'ceeding no adjustment was made for years prior to 1948 since',the 

staff's studies for prior years were not completed and that.a,further 

deduction would be jus.tified if' years prior to 1948 were studied. 

In order to sho~ that Western's prices are reasonable .. in 

comparison with those o£'·,·.other manufacturers, applicant introduced 

Exhibit No. 18. We attach little significance to such price com- . 

parison because it ignores the great disparity in the size ot manufac-

.tur.ing f'acilities and pro<iuctionvolume between Western and. the:()ther. 

telephone equipment manufact-.urers .and also ignores the corporate:' ,. 

affiliation between Western and· applicant. 

Applicant introdUced;. Exhibit No. 140 to show that through-

out the United States, except- in, :~ssouri, Michigan and California:, 

Western Electric charges have been included in full for rate-making 

purposes. No conclusion can bereaohed.with regard to Iowa and Texas. 

beca.use of the limited regulation in those states. Here again as ... , . 

we, indicated. under the license: contract·) we do not know the, ,~. 

individual reasons why so many states· have allowed the full prices 

but ·it.is reasonable to surmise that comprehenSive studies such .. 

as are before us here were not available to at least most of' the 

c.ommissions and courts in those states. 
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In its summary of position in connection with oral argu-
".: ..... ~ I 

, I ,. 'k 

ment and after the evidence was all in, applicant made a recomputa-
", . 

,e 

," " 
," r- ) 

classed as proper data and ratios and arrived at a rate base adjust-

ment of roughly 33 per cent of the stafr's and an expense adjustment 
p I 

of roughly 40 per cent of the staff's. In relation to the total rate 

base this lower adjustment represents about six tenths of 1 per cent .. ,\ 

and in relation to total expenses represents about two tenths ,of 
1 per cent. The total adjustment proposed by the staff amounts to 

~, . ". 

1.7 per cent of rate base and 0.4 per cent of expenses. An examina-

tion of page 4 of Appendix B to applicant's summary of position 

shows Western's earnings running as high as 15 to 18 per cent in 
several years. Upon consideration of this matter we conclude and 

find that the higher adjustments computed by the staff are reasonable 

as contrasted ~~th the applicant's belated computations which seek 

to minimize the impact of the staff's presentation. 

Our general conclusion with regard to the subject of 
, , 

Western Electric Company is to reiterate the position adopted by this 

.', 

" , 
,'. ,'r 

Commission in previous decisions that an affiliated manufacturing 
L 

company should not be permitted unreasonably to profit at the expense 

of a public utility where the manufacturing company is owned and 

controlled by the same interests which own or control the public 
, ' 

utility. To assure that the utility's ratepayers will not be unduly 

burdened, ·the manufact'U.":"er's profits, for rate-mal:.:,ng purposes, 

should be' adjusted so az to be no greater than that" allowed the 
.... , ',' 

utility. In our ~~inion all of the adjustments me.de by the starr are 
, . 'I ., ':' 

reasonable, and th~y are adopted for rate-making purposes, with the 
. -, 

single exception that the staff's adjustment to operating expenses is 

revised to recognize the 6.25 per cent rate of return adopted herein. 
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The Western Electric adj~tments for .a:ppli'Cant~,s intrastate opera-

.' . 
tions which we hereby fin~ to be reaso~able'and a~opt for purposes 
or this deeision are: 

Expense Adjustments 
Maintenance 
Depreciation 
Ad Valorem Taxes 

Total 

Rate Base Adjustments . 
Rate Base, Undepreciated 
Depreciation Reserve 

Adopted Rate Base 

Rate Base, Depreciated 

(Red Figure) 

.• )' ( 2 . ) 
. ) 

(1,247,000) 

(1~:2S6:000)' ( ~ 076 _ 000) . 
(13,210,000) 

The following tabulation,shows the rate base for California. 

intrastate operations which we adopt as reasonable for the test year 
1952 compared with the applicant '5 and the staff's result S'. 

commission " .... " . .. · · . · e-
o 0 Adopted : Applicant · Staff · 0 . · · · Item 0 Rate Base :' Exh .. No. 8~ · Exh. No. 143 · ' • . · · 
Plant in Service 

. Property Held for 
$ 989,116,000 $1,006,493,000 $ 989,116;000 

Future Use 839,000 1,090,000 602,000, Plant AcquiSition Ad-
justment 0 102,000 0 Working Cash Capital 2,900,000 19,069,000 8,969,000 . Materials and Supplies 19~ 200aOOO lJI~OOJOOO ~J~2*IOOO Subtotal 1,00 ,355,000 1,040,254,000 1,004,4,060 Deduction 'for Depre- . · 'Giation fieaerve Z41.6",000 £4),761,000 £41,6;2,000 

R3te Base'Depreciated 764,703,000 796,493,000 762,594,000 
Separation of Interstate and Intrastate Operations 

.Since most o£the,telephone eqUipment is used tor ~th 

intrastate and inter~tate eommunic8tiQns and the Ca11£or.n1a 
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Coim:lission h..-'lS jurisdiction only oy~r·.intrast(lte oper~ti?ns:,.1t is 

necessary to apply SOtl9 method··for segregating the revenues". 

ex:penses and property;, connected with this, jointly used· pl().nt~:,~ 

Applica.nt o.nd:',thc starft.agroc tho.~ thei separations .. as botW9~n 

intrasto.te and 1ntcrst~t~o~erations should be aC'coep11s~~,~,:,in.: 

accordance with the procedures sc:t forth in the October 1947 , 
Separations MIlnunl and 1952 AddendUtl Thercto",o. ,copy 01' which: is ~' 

included in this record e.s Exhibit. No. 95..,,"': '>,':: 

Applicant's revenue froe total California opcr~t1ons ~or 
. ~ - .. .. 

t,tle year 1952 as recordc?- wo.s $4-09,610,7,81. Of ,th1s:\IlI:lount~~~. ;~< .. 
$44,696,800 was received from interstate opera~;9IlS,.r-lot\V1ng. t, 

o '.,1 

$3~lj.,9l3,981 a.s the revenue from intrasto.tc operat1ons'~ Both, the 

ap,licant and the staff used this a~ount, ($364,913,981)' as the 

basic revenue figure to which adjustments wc~o, applied,; ,to "arl'i:ve,~, ' 
" , • • ~, ,j I • L ..', ~ 

at the comparat1 ve revenue figures heretofore: shown •. ,'/I ""'Ii"'· ... 1 • 
, " • I 

" ...,J' •• -, 

With regard to expenses and taxos the total 1952 ... ;reco;t'ded 
• I " , I , \ ' I, ~ '. . " ... . 

figure, including penSion accruo.ls of $471,394 (Ace.ount. No".. 3~3) 

charged to income, is $362,153,869 before separation to interstate. 
~ \ \. , , 

and intrC\state operations. Applicant assignod $322,378,000 or ..... 

89 per cent to 1ntr,'lstote while the stlltf, after el1tl1~A~19,t,l:;. 9~i.;~he 
, pension a.ccrua.l cl' ..... "l.rged to incor.lc less tho offsetting 1,ncotlo tax .. ., , 

adjustment I anci:,· ~xclusi~~m of the I" portion, 9t, a<im1nistrt. tion bUild.ing 

expense, assignable to oth~r, ~~~tes",~s,s,ig~9d: ~322,186,009 ,:to:.' , 

intrastate. Except.for these 1tctls it 1s.evi,dcnt that tho sta.ft 
',' • ., I ,'- ... ,. \'" 

a.nd applicant~ were, in substo.nti~l agree:o.ont a.s,,~o .the, Soparo.t1on 
. " . 

of recorded expenses before to'st YOC'or adjustr:lonts. 

In so far ~s the separation of property is concernod 
applicant's recorded,average plant in service w~s el,128,706,OOO 

tor the year 195~ of which ~1,006,493,000 or 89.2 per cent was 

assigned to intrastate. This b~sic intrastate aoount likewise w~s 
used by the staft. 



• 
. 1.',". , .... 

The 'same"separ~ti~n methods, were ~sed to separate the 

test"Y'e:a~/a'dju:stments'~1 "In separating the" l1censecontract fee, 
, " ~. .' . 

appl1cant"llsed'the seParation percentages .. Qf the revenues upon 
•• • : 1, " 

which the J:icense 'pa.yment is' 'based. The staff ... separated the cost 
. ~'. ,~ .. r ..", ~ . 

of ser:V'1ce~s,:'covered" by the: license contract. througll application or 
., ',1" 

approP~iate"'al1ocati'on factors) consistent with its treatment of 
the license :eontr'a.ct co st s~' " 

, . -.. 
Summary of- Adopted' Opeta. t1ng' 'Re sul ts .. ' 

.' .. ' " . 
" 

The following tabulat10n shows the 1ntrastate operating 
,results which we"adopt as reasonable for~he,test ~ycar:19;2. 
compared with: the' applicant fS and the staff's result"s·. " ,"" '.~ . , .... ~ ..... _ .... 

. . 
: : Commission: " . ..:',:', : 

,',.' : Adopted ,: Applicant': . Statf : 
.: ____ ,._It._.e,;;.;;m;;,.,.-___ " _--_-..;.: O:;..p~c:;.:r~.:....:.:R.;::..c::;;.; ~s'U::.zl:;..;t:.::s;....;.:...:E::x:.:.:h.:..:.:.....:.:N~o .... , ....;8:;..4~' '..:,,:.;,.;-E::;:.:x:.:.:h.:.l,~N~o .... , ..... 1=..,4 .... 3 : 

Operating 'Reveriues "~" $365',5'90,000 ": $362,1,.39,000 $365, 5'9? ,000 
Operating ,Expcnsc-s 

Maintenance' .. ":' 82 387 000 ",,' >82,820 000 :,' 
Depreci~.tion 29 ~ 778 ~ COO """ :31,736? 000 ' 
Traffic ., 74,683,000' 71,.,683~000 
Commercial , .' 37,642,000 37,762,{)00 
General Orfi·ce Salaries " .',', '. " 

and Expenses " , .25',438,000 : '25',438,000 
Operating Rents" , " 1,761,.,000. .... ,~,,.76l.t-,000 Ciencr:3.1 SerVices and ,. )'" .\ ,. 

Licenses 2,963,000 . 3.,,416,000 
Balance Other (In-

cludes Pensions) 13,'28,000~, 1~,909,000 
Federal Income Taxes 24,75'0,000 22,704,000 
Social Security Taxes 4,95'6,000 ' ,+,,61,000 
Other Taxes 25,299,000 25, 598,OQQ 

Total Opor. Expense 
and Taxes 323,398,000 

Net Revenue 

Rate Base" Deprec1ated 
ROo to of Return " 

42,192,000 

76l.j.,703,000 

5'. ,2% 

326,391,000 

36,01,.8,000 

796,l.t-93,000 

4.5'3% 

.. '82,316,000 
, '29,778,000 
71,.;683,000 

: ,37,642,000 
r 

2"l.j.38,OOO 
l,76l.t-,ooo 

2,9l.f.6,000 

l3,3l.t-3,OOO 
27,5'86;000 
2;.,95'6,000 

25,512,000 

325',964,000 
, ... 

, 39,633,000 

762, 5'9lt-, 000 

5~20%' 

The Commission's adopted results reflect the o.<?-:j~stments, 

, heretofore discussed and the current legal fedoral incomo tox rato 

of 4?per"cent whereas: the abov~ results by tho applicant and the 
.,' 

staff ,reflect a 5'2 per cent tax l':lte. 

, , 



Trend of Rate of Ret~n 
D~ing the·p,~stwar period of increased prices of labor 

- , 

n.nd mn ter1o.1s, ~t1~i t~1e s gcneral~~ have been f'D.ced with the problem 
of' nodding to ;P,~\\~t, at unit prices wh1c~ arc above the system 
average unit prices. 

I '. ~ , 

The result of' this process usually is to 
~ , , -

lower the rate of'return unless there are offsetting factors. . '.':.,' 

App11cant t s Exhib1 t ~o. 8l.t- shows the adjusted rnt,e of return to be 

4~5 per cent for the test year 19,2 and 4.7 per cen~ tor the first 
nine months of 1953 on an ann~l basis. 

The staff's Exhibit No. 120-A shows ~he follo~g t~end 

in rate of return: 

Year 1952 •••••••••••••••••••••••••••••• ~.~~ •••••• 5.20% 
First 6 months of 19,2, Annual Bas1s •••• ~.~ •••••• ,.06 
Second 6 months of 1952, Annual Bos1s ............. 5'.33 
First 6 months of 1953, Annual Basis .................... "o2~ 

\ . ~. , "., 

Applicant's study indicates an increase in rate of return of 0.2 per .. .. . .. 
cent per yenr, while t~e staff's studY' shows a lesser amount of' 
increase. Our analYSis of' this situation 1nd1cntes that the 
greatc.rrate of' increase ,in the applicant's study is due to the 
fact tha.t tho 1952 test year was not.adjusted for incrctlses ill 
di~ectory advertising rates as heretofore discussed. Artersueh 

an adjustment the trend of rate of return is less than 0.1 per cent 
, . 

up~rd per year. Such trend 1ndic~tes th~t tho rates m~y now be 

at Do level that sUJ?ports the increased unit costs of plant 
additions Without a depressing effect on rD.te 01' return. 

Consequently, in this order we find the trend so nearly leval that . . . , 

we see no ~eD.son for an up~nrd or downward adjustment in rate or 
.1 \ •• ' 

return bcc~use of' a downward or upward trend 1n such return.' 
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Revenue Increase 

When a r~te of return of 6.25 per cent is applied to a 
depreciated rete base of'S764,703,000 for the test ye~r 19,2 ~ftor 
n.djustmcnts, 0. nct revenue figure of $47,794,000 results. Compa.~ed 
with the ad~Pted net reve~~0' of $42,192,000 for· the test year an 

increase in net revenue of $,,602,000 is warra.nted. Under prevail-
ing tax rates (47 per cent federal income t~x) a not-to-gross 

multiplier of 1.982 is indicated, which is equivn.lent to n.n increase 
in gross operut1ng revenues and in rates of $11,100,000. Such 

incr'ease will 'be authorized :lnd is estima.ted to result from the 
.. ,' .' 

rate changes to ,be o.uthorizcd by the order horein. 
R:ltc Fnctors 

Among the factors which the COmmission has cnumero.t~d in 
. . lQ/ 

recent decisions on other utilities as influencing the rn.te of 
, 

return which <llso might o.ffcct the level of rates or of a 

particular rute are: investment in plant, cost of money, 

dividend-price and earnings-price ratiOS, territory, growth factor, 
" . 

comparo.t1ve rate levels, diversification of revenues, public 
relations, m.~nagement, f1nn.ncio.l policies, reasonn.blo construction 

, . . 
reqUirements, prevn11ing interest rntes <lnd other oconomic 
'~ondi tions, tho' trend of rate ot return, past :financing success, 
future outlook for the utility, outst<lnding securities and those 

proposed to be issued. Additional factors to be considored are 
adequacy of the serVice, r~tc history, customers ~ccopta.nce and 

usage developed under existing rC\tes, value of the sc.rvice and cost 

to serve. No one of the above factors is solely determinative ot 

what may constitute rcason~blcncss of earnings, r~tes) or rate of' 
return. 

iQ7 DeciSions Nos. 47990 and 48833. 
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!ntrostate Separ~ticns 
• .~ i .. 

Applicant takes the position that no separation ot plant, 
~ .... ' ~ " 

revenues and expenses ~s between exchange ~nd toll within tho 
intr~state c:ltegory is necessary or .approprinte tor ro.te-mo.k1ng 

~ .. ;', ,'" 
purposes by the Commission. The staft 'contends that soparation 
within the intrastate category is necessary to determine the 
relative cost of furnishing toll and excbk~ngc service and that 

I .\",. 

such separation is useful as one element in determining relative 
,:." ,' .. 

r~tc rcl~tionsh1ps. Applic~nt asserts th~t it such 0. separation 
• :"1 . 

is required by the Commission it should be done in accordance with 
···.·r' the Separ~tions M~nual, excopt in so tar as it relates to the 
I'.' ill separation of Category A exchange plant~ Applicant further 

~.',"" I asserts that in such case Category A exchange plant should be 
separated betweon intrastate toll and exchange on the relative 
number of message-m1le~m1nutes ot use: rather than on the relative 
number ot message-minutes of use as prescribed in the manual 

for the separation of 1nterst~te and 1ntrastnte operations. 

The separation of Category A exchange plant between 
intrastate toll Clnd 'exchange on the basis of message-minutes of 

, , 
use tor each serVice is consistent with the separntion or the 
identical plant between interstate and.. intr:lstatc serv1ce. We find 

th~t the separation of Category A exchange plant between intrastate 
toll 3.nd excho.ng(! on the basis of moss'age-minutes of usc tor each 
serv1ce is re~son:lble so long as the same basis is used tor the 
sep~r~tion of Category A exchange plant between interstate and 
intrastate operations. Future reports of separated intrastate 
operating results required or applicant'by,this Commission should 
be prepared in accordance with this tind:blg •. 

.ill Category A includes outside, plant,,~s'edror subscriber i1ne,sl~" 
interlocal tr'UXlks, toll connecting and number cheCking truoks and station eqUipment. 
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Where applicant settles with connecting telephone utilities 

for the handling of interchanged toil traff~e., on a", c6~t hRQis the 
. ,~ '. " ',. • , , t .. . ' \" , '~'" '. ' ... " • c. 'I. 

separation of Category, A exchange, pian'C for :the, pw:-poee' o~ 'det~rmi~:W ' 
" I. 'l, l' • :. • • 

ing such CO.5t.5 .5hall 'be ,:f.n ,~ccor~ance with the above '£i'nd.ing> 'The' 
, • • . ' 4 ,I .' 

tol~ rates herein 'authorized wiil, provide, applicant wi'th sufficient" 
" ..' .. I.' 

revenue, in addition to that required tq produ~e~he return ,herein, 
, I • \ • ,', J', I I. ' •• \, ; . ~ 

" , 
found reasonable, to meet the increased settlement, amoutits 'resulting 

.' ,,~'" :. • " , .... I' .. ,.;.. • 

r~om the separation or Category A exchange, plant in accordance with , . ; "'" " . lla/ J', ,', " " ... "I,' 

the above finding. , ' '.. ",~, / .. ", ,,"1" ,',' 
.' •• :: • t • j ,,1 

I',' • 

Cost To Serve ' . ' 

The relative cost to serve the various classes of 
~ 

business and areas in relation to revenues received may be judged . " 

by the r~te or return shown, by the staff's study in Exhibit 

No. 120-A. Such returns ~re computed after deducting ,the , 
',.' 

separated expenses and taxes from the revenues and ~pply1ng such ,-
figures to the allocated rate bases. The stnfrrs summ~ry for 1952 
adjusted operations on a 52 per cont income t~ basis follows: 

. ~, " 
•• J .\ 

R~te or Return on Scpnrated Intrnstntc Operations 

Exchnngc Service 
. ~ . " "., - -- ... ,. 

' .. ;;- ·san FJ:.an~1sg6-East Bay Extended Area 
Los Angelos Extended Arc~ 
S~n Diego Extended Area 
Other Northern ~11rorn1a Exchanges 
'Other. Southern Californin Exchanges 
Total Excharige' 

• .,' ,0,' ... " 

Toll' Service", (. 
I. I '". 

Message' Toli 
Special" SerVices --"._- .-
Total Intr~statc Toll 

" . 

Total Intrastate Opcrnt1ons 

" t,. 

Pcr Cent 

6.17 
6.60 
'.6? 3.2? 
3.6lr 
,.?6 

A witness for the General Telephone Company of California testi-
fied in Case No. 5462 that separation of General's Category A 
exchange plant between intrastat~toll and exchange would result 
in an l.ncrease of approximately ~300 000 annually in the cost 
assigned to the hanaling of toll traffic interchanged with appli-
cant. > ~ , , 

. ' .; .. , .~' ~ -5 2- ~,,' I' '" .. ' I '~,' ,. j ::, 
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On reques.t applicant prepared o.nd presen~ed :results of separ~ted' 
: . ': '. \ ~, , '. '. .' , 

intrastfl.te operations employing both its method of separation and . ~ , . , . . 

the staftts method which follows the 1947 Separations Mbnual and the 
, . :.. ,',;," " 

1952 Addendum Thoreto, Exhibits Nos. 84 and 96. Such figuros differ 
. . ~'. i. 1 \ I ., r \ .' I ' . . . \ • 

from those above outlined bcc~use of adjustment to applic~t~s 19,2 
.' '. .: ... - " • I • I 

t~s.t. yen:!: level and may be summarized ns follows: 
,.' , • .:' 'I/' ... ,'. \" ,',. ... 

~. .... . :.: Intrastt'tto : 
,:·.----lli.1Jl"'-______ .:_--.l_o_t..P.l._: , T_o.ll.. Exchange 
.Rcvon~s 

" ... ~ • ','1 ' 

Expenses and Texes 
"Company Meth.od 
Staff. Method .. 

B~lancc Net Revenue 
Company Method 
Stitff'Method 

~ver~ge Net Pl~t nnd 
Wor~i~ Capital, 
'Depreciated' 
Comp~ Mothod 
Staff Method 

$362,439,000 $ 85,957,000 $276,482,000 

326,391,000 
326,391,000 

36,0l+8,000 
36,01+8;000 

796,493,000 
796,493;000 

79,976,000 
82,104,000 

5,981;000 
3,853,000 

133,50~,000 
153,1? ,000 

246,415,000 
21j.4, 287,000 

30,067;000 
32 ,195',000, 

662,990,000 
643,315;000 

. .. 
: 

R~.te ot: Return 
Compnny Method 
St~ff Methoa . 4.53% 

4.;53" 
4.48% 4.54% 
2~52,' ,.qo. .. ... '., . 

Rnte Spread 

Th.e applic~nt in EXhibits Nos. 13 cnd 85 propos~s rctes 
which it estimates will increase gross revenue by approximately 

$53,500,000 based on the level of business for the test year 1952 • 
. ' . 

In developing the rnte sprend as betwoen exchange !'.nd int~D.stato toll 
~~d the bnsic exchnnge rntes as between vcrious areas in the St~te, 
npplicnnt relied mainly on the v~lue of service factors and disro-

",.. 

gcrded the cost f~ctor. It developed the spread mainly by judgment 

using the so-called st~te-widc cppronch to telephone ret~ making. In . 
developing the sprc.:'.d ot: baSic exchange rates ~.mong exchanges, appli-
cant t~~es the position that the rntes shoUld increase with Size of 
exch~nge as me~sured by stntion avni1ability, claiming the v~lue of 
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the service increases with increasing station availability. With 
respect to basic exchange rates, applicant proposes to classify all 
exchanges in the State into 11 rate groups in relation to station 

availability as of June 30, 1952, and generally to apply higher levels 

of rates to exchanges with higher station availability. 

The Commission stafr presented testimony on principles of 

rate spread, taking the position that the cost factor should be con-

sidered along with all othor appropriate and pertinent factors. The 
staff in this proceeding, as in all other post World War II rate 

proceedings of this applieant, presented results of operations tor 

the total intrastate category segregated as between toll and exchange, 

and the exchange category further segregated to (1) San Francisco- . 

East Bay extended area, (2) Los Angeles extended area, (3) San Diego 

extended area) (4) other exchanges in northern California as a group 

and (5) other exchanges in southern California as a group_ Based on 

the staff's showing that the rate of return on intrastate toll oper-

ations at applicant's proposed rates would be approxima~ely 4.5 per 

cent, in Exhibit No. 131 the staff presented six trial toll schedules' 

for consideration by the Commission. These schedules are estimat'e~ 

to increase gross revenues based on the volume of business for the 
test year by amounts varying from approximat~ly $7,000,000 to 

$13,600,000 compared to $5,510,000 at applicant's proposed schedule 

excluding the effect of the proposed wi thdra:wo.l of local service in 
the Los Angeles extended ar:ea. 

Little, if any evidence regarding spread of' rat.es wa.s pre-

sented by parties other than the applicant and the Commicsion staff. 

However) statements and arguments presented by others indicate that' 

the City of San Francisco generally is in accord with the applicant's 

state-wide approach to rate making while the City of Los Angeles is 

-54.-. 
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of the view that consideration should be given to the costs of fur-
., ··,'t" ... 

nishing exchange service by areas of the state and intrastat~toll :' '.'r', 

service. . , . 

The cities of Berkeley and Oakland .. ~~led resolutions' 
, " 

requesting rates in the San Francisco-East Bay extended area be' set 

at the same level as those in the Los Ange~es. extended area.. Tbe" ''': 
, , . 

City of Glendale in its, written argument urged the Commission to '.,', 
.' ',', J' 

. '. 

reject applicant's proposal; for 5tate~wide rates and use the area 

approach. 

Counsel for'the'Citiesof,Anahe1m, Burbank, Chula Vista, 
. ,. 'e l I " , 

,I ':i " Colton, Coronado, E1Monte" El, Cajon., El, Segundo, Monterey Park,' , 
I I ... " I ~. ~ I 

National City, Pasadena, South, 'Pasaden~ and San Diego and for the " 

C'ounty of San Diego stated 'in oral, ,argument th~t they agreed to \~he 
....... :'.. ," .' I .' ,:;. • 

posi~ion taken by the City of Los Angel~~ in this proceeding. \: J ... 

The record shows that there is a substantial variation' in 

applicant's rate of return on its exchange operati,ons in the various 

areas of the state. Costs of labor, materials and taxes vary as .. :. 

between areas and a state-wide approach to rates would not recognize 

this situation. In the past the Commission has given consideration' 
-, ....... 

to the economic and social desirability of having telephone service 

in rural and remote areas and has not required rates as high a!( 
indicated by the full costs of rendering service in such areas. The 

" , 

representative:'for the California Farm Bureau Federation urged 'con .. 
-j , " ~ • !. , • 

sid~ration of the fact that revenue from the,farms, mines and:forests 

has made the business of :the centers of population in the state'~"I . 
. ' , " ~ .' 

Als~, he stated'that there is a different quality of serv1ce'avail- . 

able in certain rural and remote areas. . ~ :.,. ' 
, ".:.! 

., 

The 'City of Long Beach suggested rates somewhere bet~een 
, " 

the extreme of state-wide rate making, on the one hand, and seParate 
,)' .... : ... . . ".; ,. 

rates' for 'each 'telephone or for each exchange, on the 'other"hand'-. 
". .' > :' •• \' ., t" • t ({,},,' 

Its representative stated that the, CommiSSion is entitled 'to 'consider 
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that there, is some social and economic value in making telephone 

serViees available in remote areas or small communities and that the 

people in the larger tities may well be expected to help accomplish 
this purpose .. 

The past position of the Commission has been that the rate~ 

making unit was the exchange unit and the intrastate toll network and 

not the state as a whole. Change to a state-wide approach, as urged 

by applicant 1 it appears to us, would limit the consideration that 

could be given to complaints by municipalities or other parties or 

to investigations on the Commission's own motion as to parts of 

applicant's operations in the state. In these several broad areas 

of the state which the COmmission considers, it is of importance to 

note that each represents more telephones than are available in each 

of certain other states of the United States or groups of states. 

We are not persuaded by 'this record to change from our past practice • . 
B;i,sic Exchange Rates 

Applicant requested that $33,371,000 be obtained from basic 
exchange rates. 

follows: 
Its proposed range of increases by rate groups 

· · · · 

•. , ~ . i' ~ 
~' .. ' ... 

· . · . : Group: Number of Stations 

L Limited Hours 
1 ° - 500 
2 501 - 2,000 
3 2,001 - 5,000 
4 5,001 - 10,000 
6
' 10,001 - 20,000 

20,001 - 40,000 
7 40,001 - 65,000 
$ 65~OOl - 115,000 
9 115,001 - 290,000 

10 Over 290,000 

$0.25 
.25 - .75 
.35 - .60 
.20 - .45 
.30 - .55 
.40 - .65 
.50 - .75 
.60 
.55 - 1 .. 20 
.. ,65 - 1.30 
'.75 - 1 .. 40 

. . 
Increases: 

: us ness : 
:Individua1 Line: 

$1.00 
.75 - 1 .. 75 

1.25 - 1.75 
.75 - 2.00 
.50 - 2.75 

1.00 - 3.00 
1.00 - 2.50 
1.50 - 2 .. 50 
1.25 - 2.75 
1.25 - 3.25 
2.25 - 3.00 

The record indicates need ror'an increase in both the 

exchange rates and the toll rates.. Si'nce the revenue increase being 
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authorized is about 20 per cent of applicant;s request; the proble~~ 

created by applicant's ~equested increase ~f ~3j;37l,000 in the 
monthly basic exchange rates, to a large extent, are dissipated 

, . 
thereby, and the present basic exchange rates and relationships will 
be kept intact. It appears reasonable however, to regroup exchange'; 

, 
outside extended areas because of growth in the territory and the 

•• ',c " ,.It 4, .' , •• " '. • 

earning level of these exchanges as a group. Sixty exchanges outside 

the San Francisco-East Bay, Los Angeles and San Diego e~~ended areas 
will be reclassified in accordance ~ith conditions eXisting as ~f 

January 1, 1954. These reclassifications Wili resuit in increases 

in annual revenues of $380,000, of which $325,000 would be app11~ 

,cable to northern Caiifornia exchanges and $55,000 to southe~ri 
.. , . . 

California exchanges, based on the 1952 test year~ 
Local Messages and Message Units 

Applicant requested an increase of $7;607,000 in lo~al 
, , 

message and message unit rates. It proposed to increase such Unit 
~ates in the Los Angeles eXtended area from 3! cents to 4! cents a~d 

to reduce such rates in the San FranciscO-East Bay extended area from 
4~4cents to 4 cents. The 3~-cent message Unit rate in the Los 

Angeles area has remained virtually unchanged since it was estab-

lished in 1940 and the local message rate of 3, cents in the Los 

Angeles area has been unchanged since 1930. 
, , 

In connection with the 
multiple message unit proceeding in the Los Angeles extended area 

(Case No. 5462), the four respondent companies, The Pacific Telephone 
and Telegraph Company, General Telephone Company of California, 

California Water & Telephone Company and Suriland~Tuju.~ga Telephone 

~ompany, request a uniform rate of 4~ cents and propose a new basis 
for divisions of multiple message unit revenues~ The General Tele~ 

phone Company of California was agreeable to the elimination of its 

toll terminal charge if the message unit rate were increased to a 
level between 4; cents and 4, cents~ 
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Applicant'S annual increase figu~e of $7,607,000 is made 
~ ~. ". \ 

up of an increase of over $9 1 600,000 in ~he Los Angeles extended 
, \:. 

area and a reduction of over $2 1 000,000 in ~he San Francisco-East 
\, . 

Bay extended area, and does not reflect the effects of the new basis 
of settlement in the Los Angeles area. The estimated effects on the 

revenues of the four companies and on cha~ges ~o the telephone sub~ 

scribers of the change to· a 4i-cent rate in the Los Angeles area and 
\ ~.' , 

the withdrawal of the toll terminal charg~ ~~~ summarized belo~~ 

:----------------------------~:~----------.--.. --~y~ea~r~+~9~~~2~-----------.. : 
.: Increase in: . : Increase ... ! 

Item 
Local Messages and Message Units 

Pacific Company 
General Company 
California Wtr.& Tele.Co. 
Sunland-Tujunga Company 

Subtotal 

Toll Terminal Charge 
General Company 
Other California Companies 

Total 

:Charges to' : Settlement :in Company : 
: Subscribers! . Effect : Revenues 

$6,475,000 $~1!6l5,OOO) $4,$60,000 
1~217,000 11126,000 2,942,000 

215,000 ~ 1 ,000) 105,000 
~o~ooo - jO,OOO ?, 9 "000 - 7 ,9 7) OO~ 

, " • .1 ... 

(Red Figure) 

A 4;~cent local message rate and message unit rate in the 
Los Angeles extended area will permit each of the four companies 

operating in that area to obtain its costs plus reasonable return on 
investment from this business under the new settlement arrangement 

and will also permit the elimination of General Company's toll termi-
nal charge. The concurrent order being issued under Case No. 5462 

will provide for this uniform 4~-cent 7ate in the Los Ange~es extended 
area and as above indicated will increase applicant's revenues after 
settlements by $4,$~O,OOO on the 1952 test year. In view of the 
fact that the basic exchange rates are not being increased it does 
not appear proper to the COmmission to lower the message ~it rate ~~ 

the San Francisco-East Bay extended area as proposed by the a~pli~anf.: 
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Foreign Exchange Ra.tes 

Applicant proposes to increase foreign exchange rates by 

$674,000 on an annual basis. Increases in foreign exchange mileage 

re,tes in the los Angeles extended area to the level generally 

applicable elsewhere in California accounts for $542,000 of the 
total increase. The balance of $132,000 is made up of a number .r 
items including: 

a. Converting all business foreign exchange 
services to message rates. 

b. Increases in foreign exchange PBX trunk rates. 

~. Combining exchange messages ana message 
units in determining ~ota~ rore1gn exchange. 
u.:sago., and 

d. Furn1s~ng on~y extended £oroign oxchange 
service in the Los Angeles area. 

The Commission has long recognized the need '£or. close 

relationship between rates for toll or multiple message uni-t 
service and. .foreign exchang~ service (Dec. 142+20, dated December 31., 
1924, 25 CRe 763). An increase of $620,000 is being author1zed 
in foreign exchange rates. 
Extension and PBX Stations 

Applicant proposed to increase rates for extension and 

PBX stations by $2,1~,OOO. Increases of 25 cents per month were 
requested for extension stations in connection with residenco 

serVice, business message rate ~GrviCe, semipublic services without 

coin box (50 cents with coin box), and PBX message rate stations.-
No increases in these rates nro authorized at this time. 
Service Connections and Moves and Changes 

Applicant proposed to increase service connection and 
move and change charges by $1,946,000.. Service connection and 

move and change charges are nonrecurring charges assessed against 

'new connections for t~lephone service and ror those subseribOrs 
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who require mov~s of service ~nd equipment. Applicant requested 

S~~V:i.cc conne'ction' cho.rges tor b~sin6 55 pr1mnr;" service be increased 

from $7 to $10, for 1'0 s.idcnc~ primary s~rv16~ from $5' to $7, tor 
eXtension and PBX stntions' from $3"' to $4', and tor move and c.hange 

charges ~~ner~llY fro~ $3 to $4' tor t~'l~'phone sets and' by varYixlg 
amounts for'switc.hboard positions: These requested increases are 
notbeing'authorizcd at this time. 
PBX Equipment' 

........ t' • ,~ 

Applicant proposed increases in r~tes tor manual and dial 
.... ' , j r', ''''', • 

PBX equipment aggregating $1,879,000. This amount is made up 
principally; 'of the' r~i:loWing, i:tem~.:: : : ; ... ' 

, •• - "j '. " ~ 

Manual switchboards .:." ..... '. ' •. :: ••• 
Dia.l line finders • '. ' ••••• ~ '. '. ' •.•••• 
Dial common equipment ••••••••••• 

1,,\' ·7;; Dial PBX :_ ............. _.:.1 ••••• 
Total ' 

$ 418,000 
1,11;,000 

241,000 
~Q5',QQO 

$1,79,000 
I ' :niis 1ncrea'se is not authorized in this order. 
'"1 ':"~ 

Key Telephone' 

Applica.nt proposed 1ncreoses in n number ot rates 

rel~t1ng to key telephone service which arc estimated to increase 

annual revenues by $586,000. This item has not boen authorized 
her~c1n~ ,~ . -'. .-., .... 

Directory Listings 

Applicant proposed to incre~$e all 50-cent directory 
listings to 75 cents a.nd all 25-ccnt listings tOo 35 conts. These 
c~ngcs ~re estimated to increase nnnunl revonues by $324,000 and 
arcouthorized herein. 
Other Exchange R*tes 

A number of miscellnneous'\ncre:.lScs wa.s proposed by the 
applicant under this ca.tegory producing added revenues of $292,000. 
The largest single i tom of increase in this group is joint us,er 
rates. However, a substantiol portion of the increase in jo1nt 
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user rates is relntcd to increnses in the b~sic exchange rates. 
No incre~ses nre authorized in this catogory except as such 

.', . , . ' . ." ~: 

incre~ses are occns1oned by the increases in basic rates horoin 
' ,.' 

authorized. 
Toll Rates 

Mention has alrecdy been made of applicant's proposed 

increase in toll of: $;,;10,000 end the staft's ,compu~~tions 

assuming a greater porticn of the increase to be alloc~ted to toll. 
i 

Applicant's proposed toll increases would be obt~incd by increasing . ,. . 
the init1nl period day station rates by , cents for all distances . . 

over.~' miles, ~y increasing the person rates trom approximately 

;0 per cent to apprOXimately 60 per cent higher t~~n corrosponding 

stntion doy rates and by holding the night and Sunday r~tes at a 

level approximately 1; per cent lower thnn the corresponding day 

ratcs~ The ~tart's computations were predicated on essentially 

the same basis except that.;ncre~ses were computed starting with . ,. 

distances over 8 miles in some cases and over 6 miles in others. 

Such spread of toll increase would bring tho r~tcs tor short-haul 
• " 'r , 

tratfic more nearly in harmony with tho n~tionwide interstnte 
" " "" '., 

r~tcs recently fixed by the Federal Commun1c~t1ons CommiSSion. 
" t " 

The present Cn1itorni~ toll schedule has not been changed , ' 

since March 21, 19~9. On the other hand, the interstate toll 

schedule hns been revised upward twice since that date. Likewise, 

most state toll schedules throughout the nation have been reVised 

upward since March, 1949. The toll rates her.ein,uuthorized arc 

estimated to increesc applicant's revenues by $4,916,000 related 

to the test year 19$2 atter allowance tor 1ncre~sed intercompany 
settlement as discussed above. 
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Extended 'Areas_. 

Appl~cant reque:Sts; .. authority~, tOT~ntroduce, extend,ed .service 
, • l. ~, , • I" ' • . .'''' 'j Ioc'.' 

into- the' general areas of Sacramento),- ¥e,x:'.ced, ~ Ria.lto."" Arr6y.o., qrap',~~, 
. , ..,; .. , .. ' 

and Willcws.:. In addi ti on!;" appli cant~,: has.'~ pre,vio.llsly be,en.:8. utho.'i"~,zed 
• , .. ' • ~,. ( \ • ... .... I, ,} 

to. pro.ceed to.'intro.duce ext'e'nded service ... in; Orang~, Co.unty., No.rth,: 
, .. .' l 

San Diego. Co.unty, San:, .Ysidro!I" and Sa.nta·Cruzareas._., Cux:rently,. 
. , " " " '.'" ~ 

extended service' is' avai·labl:e in ·Mcnterey" Arcata and SanLor~nzo., 

Valley inadditi'on-,:to'.:the' Lo.s:.;Angeles) San Francisco-East Bay, and ~ 

San Diego.' are'as.~·. With 'regard:··to-,rthe Sacramento.' and the Rialto. 
. .' ~ 

(San' Bernardine) .. are.as';,.,~ .as" p~evieuslY' ,ment,icnedthe, extended serv.i:.ce 

in' these areas is ;being ;,ccnsictered in connection 'With pending, 

Co.mmissio.n investi:gati~o:ns'.r:. Wi,th respect to l~Ierced,. Arroyo. Grande and 

Willows', .there' was· no. request ,by subscribers fer such service 

arrangement'and-the applicant·presentedno. evidence to. justify such 

extended'''servi'ce'~" If:::there, is need for, such service applicant should, 

applY:,'for"autheri·zat:i:cn.· in a sepa.rate preceeding .. 

Bus1rieS5·:~!essage Rate Service 

Appl"ic'ant propos,~s to. effer business individual line 

message"·rate service in 28' addi tio.nal exchanges wi thin the state in 

lieu :of business two-party flat rate service •. Facilities to ccruplet,e 

such service arrangements may take two years to. install and make 

readY.'for such Changes., The order herein will autherize applicant to. 

pro:ceed ,with this program in the fcllcwing ,12 exchanges, withiI?- the 

San', Franciscc-East Bay extended area: 

Campbell 
Les Altos 
Nillbrae 
Mountain View 

Palo. Alto. 
Redwo.od City 
San Carles-Belmo.nt 
San Jose 

San Mateo., 
Saratoga 
Sunnyv;ale 
Wo.odside 

These changes will be m~de gradu~lly over ~ comparativel, long per~od 

and the effect on the applicant f s net revenues will be teo uncertain 

to. reflect any change into the test year. 
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Since the busic business cxch~nge rates gener311y are not being 
, . ",' -.. , '" ' .. <~ ':~' ' •. :. .. \' I ',I, 

rnised the need for the .request~~ c~ng~s in tho oth~r 16 . 
, : ,. \ .:. , '~:O-'" I ." , ".': '. 

exchanges is not ~ppare~t to the Commission at this t~. 
to ..... :'-., ~'-.-.. .- -. 

Flat Rntc Business Service 
• "1' • ", ".'- ..... "', " . 

Applicnnt requested the substitution of message rctcs 
i :- "',,-. ;', 

for business indiv~duo.l line .rl~~, ... rate extendc~ serVi~~ in the 
,' .. I, I!" \' I "': 

Sun Valley district o.re~ of Burbank.exchange and in the Ca.noga 
'. ',10'- ~ " •• ~, .-, , .~ " I I' ".' • ~ 

Park, Crescento., El Monto, and Reseda cxcho.~ges. As these are the 
. . ,.... ,: '.-. . . \-'" ': . ~. ' . 

only remaining flat rate business services in the Los Angeles 
,,", . \ 

extended area, and since message rates more appropr1atcl1 
• • I ~ • • , :' " ' I , 

distribute the charges to customers in propo~tion to usage, and 
• "1 .. 

. this appears to be a reasonable time in which to make this 
.... ; ',I," 

change, applican~s request will be authorized. 
• • • .' ., ': • ; :. I· ~', • , • ~~. , ............ "' ..... , _ ..... - , __ "". --..-10' _ .• _ .... ~ ..... . 

Telephone Answering Service nnd Mileage Rates 
. , ,,', . , 

The COmmission's p~11cy regarding telephone onswering , . 
service rates, secrct~rinl line r~tes, and mile~go r~tes for 

\ " .. J' ~. • 

off-prOmises lines' is being established by concurrent order '. : I. .. "1 .' 
\ '.,' . 

under Cases Nos. 7400 and ,,*17. Secretari~l line mileage rates 
Ilre being ch.lngod to 0. modified flo.t.rato o.nd mileagero.to pl\ln. 
No changes \lrc being mD.de in r~tes for off-promises lines used 

.' , 

for other purposes than telephono ~nswcring service. The existing 
relationships of tho sevor~l types of service available to 

potrons of telephone answering bureaus are being mnint~1ned 
except for changes, such as regrouping of exch~nges or rotc 
revision5 hereinabove mentioned. The secretarial rates being 
authorized herein Will result in increases in charges in certain 

cases and decreases in others, but over all will be set at a level 
a.pproximately to ~~nt:l.in applicant's existing level of revenues 
from this class ot serVice. 

"' J ;- .. 
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Br.ttcs for Temp~rjrY SUS't1eh~'i"6n" of' Service 
on BUS1neSS.!4u1.~mlnw 

" .. , 

A witness r;;tn; c~~~~Or~1Q 'Rot~11erS'Associ~tlon 
presented throe exhibits (Exh1b1tsNos. ~27, 128 ~nd l29) 

,.' , . 

req~cstlng ~ reduced r~tc or a rate like the rosidcntinl vnc~tion ., 

r~te on equipment used only dUring the busy seasons of the year, 
which oquipment is idle the rom~indcr of the ye~r. Th1s matter 

was discussed at some length 'o.nd the 'need for fUl"ther study o.nd 

evidence was pointed out to the Assoc1,:lt1'on. By letter dated 

Mo.y 4, 19$1+, the AssOCiation tl.dV1scd 'th(lt in tho intercst of 

expeditious procedure 'o.nd to avoid any unnecessary cotlplications 
it would rnise no objection to having its request withdrawn 

without prejudice tro~ cons1dcriltion as part of the genoral rate 
case. 

In this ordor we will not make ~ny change in the 
existing Vilc~t1on rate schedule ~pp1ic~ble to residenti~l service 
nor institute such a schedule for business servico. Tho 

Association can initiate a new and separate proceeding on this 
subject at ilny t1~e thnt it desires in the future. 
Wi thdrnwai··o{' Locnl Ser'vic'c in tho Los Angeles ' 
Extended Area. 

, ' 

Applicant requests iluthori ty to discontinue and cancel. J .. 

rates for local service in the Los Angeles extended area. on 'a,'. 
program basis Within two years from date of authoriz~tion. Local" 
service schedules 'ha.ve been closed to new subscribers since " . W ' 
~rch ,~l, 19'~. As of Jtu"J.e 30, 195'3, there were 20,378 business:,' 
and residence onin stations receiVing local serVice in the entire' .. " 

extended area, of which 11,579 were in tho Pasadena. exchange. 

At the end of June 195'3 local service represented 17.3 per cent 
.:' ... '0. ", ~ • ~ " 

12/ 
-- Decision No. ~25'30, App1ic~t1on No. 298~. 
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of the business and residence ~ain stations in the Pasadena 
eXch.'lnge, 4.1 per cont~' 6'1' the' !:l.lin'sto.tions in tho Los Ango'ics 
extended o.rea: oxc~usive~' of the Los'Angele:s Qxcho.nge o.nd: onlY.' ~",' 

1.7 per cent tJf the 't'la1n sto.tions in the total extonded"o.rco..> 

The- withdrawa.l of these 'rena1n1ng 10'c0.1 'serv1ces, o.pplicnnt ,,' '.-
"'I -i" ' ........ . contends, woUld elici'nnte specio.l handli'ng and accounting' for a 

s:co.ll scgoent of custor.lcrs and per:oi t I:lor~ efficient ,a'rid' 's'i-op11fied 
, : , j. " : : operations and core efficient 'use of plant to.c11it1es'inthe long 

run. , . ;', '" 
.... 

The City of P.'lsadena is opposed to applicant's plan to 
withdraw locnl s~rv1ce. Its witness sto.ted that Pasadeno. has 
grown I3.nd:developed with characteristics quite a b1t different 

• f t"" froe ~o.ny of the'other cities 1n the Los Angelos cxtond~d area~' 

Since M~rch 1949 less tho.D half of the loc~l services ho.ve changed 
to extended service and he claimed 'that alcost 40 per cent of "the 

, " bUSiness services 6nd a1:oost 1; per cent or tho reSidence serVices' 
ar~ still on local exchange rates. , "'~. ~ 

Tho applic.'lnt disagreed with the figure on bUSiness 
stlltions in Pasadena and introduced Exhibit No. 71 to show that this 

figure was 26.1 per cent on June 30, 19;3, rather thnn the alcost 
40 POI' cent figure quoted by P~saden~'s witness which was 

apparentlY based on the rlltio of main st~tions only and did not 
incl~dc all tyPes of bUSiness stations. 

Applic~nt's studies, Exhibits Nos. 49 and 50, ind1cated 
that by increaSing not piant in service by $;29,000 to efrect the " 

, .. changes for all remaining 10c0.1 services in the Los Angeles extended 
nrc.1-, an annual expense saving of $176,000 would result on the basis" 

of the 19;2 conditions. In addition, applico.nt's stUdies indicated '.',~' 

an over-o.1l saving in billing to the subscribers ot $622,;00 ' 
in the year 1952 due to the fact that tho savings in toll more 
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than offset the add.:ed c'ost of multiple messag.e un::fts on extended 

area calls based on present rates. 

While elimination of the local service may be particularly 

felt 1h the Pasadena area, by and large the remaining' number of local 

servic,es'is comparatively so small in the total Los. Angeles extended 

area that the proposal appears t~be a reasonable ste~ at this time. 

Form5 of rates which will permit economies in operation,. and enco~ 
usage and extension of service within reasonable limits should be 

authorized. In reality local service is not being withdrawn, it is 

being expanded to include adjoining exchanges. The ord:er herein 

will provide for this change on a program basis over the next two 
years • 
. ~' '" 

In connection wit h elimination of local service it is not 
., , 

anticipated that any marked effect on over-all net revenues will 

result in the immediate future at the rates authorized herein. This 

change will take place gradually over a two-year period and permit 
more efficient use of plant in the long run. 

, " 

Special Contract Services 
,': ... , -.. 

The record shows that applicant is furnishing services, 
under approximately 4,750 contracts with associated annual revenues 

e'stimated to be $950,000. These contracts have not. been filed,' WIth, 

this~ Commission. It appears that 'all of the revenues, expenses, and' 

plant effects relating to these contract services were reflected in 

applicant's presentation. It is applicant's position that these 

services, facilities and equipment are of a nonutility character and 

that the material in the record concerning these contracts is neither 

necessary nor relevant to a decision in this proceeding. We do not 

subscribe to this view... These' services furnished pursuant to these 

contracts are performed by the use of operative property and opera-

ti,ve personnel of applicant, and necessarily and lawfully constitute 

public' utility. service subject to the jur1sdi ction of this Commission.. 
'. . , 
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Any'-elaimed 'exemption from the"pr'ovis:Lons o.i',,"a'regulatory statute 

must be strictly construed. (P1-edmont.',&' Northern Ry Co. v. I .. C.C. 2g6 

U.S. 299, '311-312, 76 L. ed.~lr5:; ,1123; Interstate Natural Gas Co. 

v. ,F ~P.c. 331 U.s' .. 682, 691,: .91 L .. ed .. 1742, 174$; U.S. v. Public 

Utilities 'CommisjlJ._Olt..9.t.~.aJ.iiox:ni'9/.345 U.S. 295,,310, 97 .. L.ed. 

1020, 1034). 

It appears that applicant has failed to comply with the 

Commission's General Order 'No .. '96 in two respects; .i'i:rst, contracts 

for' furnishing services have not be:en filed with thi$ Commission and, 

, second; the provision requiring the contract to be subject to the 

Commission's jurisdiction has been omitted from the contracts them-

selves ~ We are constrained to believe a misunderstanding b.a.,a existed 

with respect to the applicability or General Order No. 96 ,and the 

order' herein will require that contracts or contract provisions 

covering services and/or facilities furnished by the applicant be 

filed. "A' review of items numbered 2, 6, and 7 in Exhibit.No. 121 

involving approximately 4,640 contracts leads us to the,co2)clusion 

that the cont'ractual provisions should be reduced t,o appropriate 

tariff schedule rates and conditions with a form of the contract also 

as part of the tariff schedules. Contracts with United States;Armed 

Forces containing classified matters may ,be filed with" the location 

of the service omitted. The other contracts summarized:-,in Exhibit 

No. 121 should be ~iled individually. No mod1fication,.,r,evis'ion, 

renewal or extension in any of the above discussed contracts :should 

be made wi thou t inclusion of the Commission jurisdiction, clause set 

forth in General Order No. 96. 
'Base Rate Area ,Changes 

Applicant proposed in its app!ication the expansion 'of base 

.. rate areas in 39 exchanges"'as soon 'as :possi'ble. By letter dated 

, "'" IVIarch 241 1953, the Commission suggested' to the, appli'cant 'that it 

proceed immediately to make the necessary 'filing:s 'to "accomplish the 
, ' 

base rate area: expansions.' The Commission also'~stated 'it· would be 
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.",- ~ " , r .... ~, " 
" " ~ ~' .. : . ' .. : 

. desirable ,for the applicant heI,lce£orth -: to make periodic reviews of 
• \'~ '>. ~. .'.. ""\ ~. ~ ~ ,.,.. • ~ " 

its base rate areas and file for.expansion of such base rate areas 
• ", ' . . ,:' • . <'. \', ... : • 

wherever and whenever~the need there£~r becomes apparent. , 
, '." . 

By. le tter dated, I~ch 27, 1951 J the applicant ,advised ,the,. 
I', ~ • • '" . 

Commission of its intention ,to proceed with the filings to ~ccomp11sh 
. .. '. .' ,,'I ~ ~ ) ,l ... ~ .~. ' ": . ". . , 

the 39 base rate area expans,ions. ,Thus far, tariff filings have, been 
'. I • t. ,.''1 .' • ' .. ~ ,I , 

completed for most of these base rate ar.ea expansions. The staff of 
, '. . . ,'1 \.' ~. .f ~. " .• 

the Commission included t,he ,.full year effect of these 39 base rate 
. " J, ..' , " ./,' • 

area expansions in its earning exhibits under present rates for 

telephone service. , 
. •• .••• ~ . , " I, 

I .4, •• , : '. 

Service Matters - Selective Ringing 

In Decision No. 41416 the subject of f'ull selective ringing ."". " :',;. . , 

was considered and applicant was ordered to furnish certain reports • 
. ", : .. :'" .. ', . 

Full selective ringing provides an improved service, on four and ten-
. . . ' :',' . ~ .. 

party lines in that the subscriber hears only his own signal and 
" . . ""'," ,.' 

does not have to ,~e. bot,hered with code ringing or ringing for some 
",' a '. _.' 

other pa~ty. .In, this proceeding the staff introduced Exhibit No. 110 
, .,J ," 

which contained c.ertain ,recommendations on this subject • . 
The staff".s first recommendation was that the applicant 

either give early attention t~ upgrading four-party line stations in 

the San Francisco,:,,~East Bay, Los Angeles and San Diego extended areas 

and in Oran,g~ County through the provision of two-party message rate 
••• ' I 

service or pr,~yide full selective ringing on such four-party lines. 

Applicant elects ultimately to provide, two-party service in the areas 
I -, ' .. " 

mentioned in lieu of full selective ringing on four-party line.s and 

cOI?-!-ends. that it!"ould not be economically sound to provide four-

party ~ull selective ringing equipment.. In view of the fact 

t~at app'li~ant is introducing automatic message accounting eqUipment .' .',.' 

its election would avoid expenditures for short-lived message re~ters 
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if such progr~ can be coordinated with other aspects of the whole 
program. Applicant's position appears reasonable and is acceptable. 

The s·taffrs second rccotl.":l.cndation wa.s that D.pplicD.nt's 
revised selective ringing prosrD.m relating to dial exchanecs 
serVing less than 2500 stations be ~odi£icd to show t~t the entire 

progr~~ (including those exchnnges where tccporD.ry dcpnrtures have 

been authorized) is to be cC'lcpletcd not lator than Deccnbcr 31, 1965'. , 
Applicant believes that this recoonendation su~st~nt1ally can be 

accocp11shed by Decccbcr 31, 1965', but that in order to prevent the 
uneconomical expenditure of capital coney and also tho construction 

of extremely expensive plant that would benefit rel~tively few 

subscribers, the exch~nges recommended for conversion after 1964 

shoUld be progra~ed where possible to coincide with cajor eqU1pcent 

replacements. Applicant's answer to this recomoend~tion appears 
reasonable; however, after reviewing this natter further the 
applicant should, within sixty days, 1ndicnte by letter to the 

COI:lr.lission as to tb.ose projects, if any, which nieht be delayed 

beyond December 31, 1965 to fit in with the oajor eqUipment 

replaeernont progratl. The order herein will proVide for this report .. 

The staff's third rocommend~tion w~s th~t applieant 
review its practice of not making o.vailable, where desired" 

.. 
sc·lective ringing on farmer lincs and file ;l report with the 

CommiSSion covering its review.. Applic:lnt st·ates it h:ls been g:1:Ving 
·act:t:ve 'considerlltion to the condi t10ns under which it might be 

pr:lctic:lble to make available selective .ringi'ng on f:lrtler 11nos 

and to the costs which would be involved. Lpplicant roaysee 
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" ... - .. 

its way clear to provide eight-party semiselective ringing on 

farmer lines, assuming a reasonable program basis, provided that 
" the farmer line subscribers, at their own expense, can construct 

or rehabilitate their plant to meet company standards of 

construction and circuits so that their stations will operate 

satisfactorily With applicant's selective ringing power plants 
,. 

and that they maintain their plant accordingly. Negotiations 

to furnish semiselective ringing to certain farmer groups have 
'I .... ,.' 

been concluded or appllcan~, Appllcant fs anSW9~ h~~~ does not 
constitute a. su£:t:'icient report on this ~u'bject·. - While :1t pO:1nts 

out the obligation of the farmer, such supplementa.l report should 

contain data as to the feasibility of making such ringing available 
to i"armer line subscriber's,' the date when such service can 'be 

offered, and estimates of the cost of providing selective ringing 

on farmer lines assuming a 'reasonable program basiS for its 
introduction. Such supplemental report will be required within 

90 days after the effective date or this order. 

SerVice M9tters - Timing of Telephone Conversations 

The Commission staff presented eVidence by Exhibit 

No. 109 on timing of telephone conversations, pOinting out 
certain excerpts from Decision No. ~31~5 relating to this subject 
indicoting that tho quality ot the work in timing of telep~one 

.', " messages is not only important to the telephone using public, 

but also has a direct and important effect upon the revenues of 
the a.pplicant. The stoff's exhibit indicatos that the 
percent~ge of messages overtimcd more than f1ve seconds ~'S 
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, .. I 

~ncrcased trom 12.5 per cent for the 'first quarter of 1953; 

to 13.0 per cent in the second quarter and to 13.5 per cent 

in the third quarter. The 19,3 performance is below thE! 

1950 and 1951 experience. 

The staff t s first recomm'cndation on t1.u11rig was that 

the applicant continue its efforts to improve toll timing 
performance. Applic~nt answered that it is striving 

Cor!t1nuously through. training and supervision of the, operating 
'1 ' '., force to improve timing performance on call:s handled by 

operators. Through the provision of racilities'for automatlc 
timing of messages applicant clD-1ms tha.t' the number of messag'es' 

so timed has increased over 330 per c~nt between 1948 and 1953~'" , 

This represents an increase frotl 8.5 t'o 27 per" cent' 
of the total toll and r!luJ.t1ple message unit messages handled' 

in tho years 1ndicated and app11cant's currc'nt programs for 
, 1 : , .. ' 

1951+ and 1955 will produce :lddi t1o'nD.l faciii t:i.~s thD.t Wi'll 

substnnt1ally 1ncrease these percentD.ges. In general applicant's 

answer appe.:lrs to meet the recomICendation; howevcr,. its' 

efforts along' this line should be increased because with the 

rapid system growth the actual number of rnossD.ges manuOolly 
timed 1s still increasing. 

The sto.ff"'s sc'cond recomr.lendD.tion WD,S that tl.pplicant 
renew, its efforts to develop ~nd p1o.cc in service automatic 

tioers nssocinted with switchbonrds handling t1rned messagos. 
Applicant's position on this met ttcr is that it is pl'anning' for 

, , . , 
the extended usc of fncilities which percit automatic timing of 

" "', .:',.' 
\ ' 

toll o.ndmult1ple tlessage unit messages. Substanti~l progress 
., V'I 

hOos been ~chiev~d b1 the prOVision of autom~tic·ticketing,> 
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:xu.tocaticl:lessage accounting and zone registration equipcent" 
1 ,f .... . .' .~ .' ~ . • • , , 

'which perc1ts customer dialing' ~'~·d: p~o'v1des' ;ni~:chan1Z"edi~"-: .", .. 
",' "I '. .. •. 

pro-eoss1ng of I:lcssage data. Plans provide for' the Elxt'ens1on 

ot c~~~o",e:r dialing which w1il p;OgreSSively rcduc~'thatport1on 
of the tota~ traffic subject to operator' timing' and 'efforts : ".' 

• ,,' ,. I. , I 

are be~ng directed towards the developtlent of switchb,oo.rd ,,' . , 

ti~ng devices that will produce recordings that can be readily 

i'ntegl'~tcd with the present and planned autotlatic tieing 
syst,eo. Applicant does' not believe that it would be ;.:, 

e<!?nom1cnlly sound to depart from estab11sh.ed plans "and make 

large 'cap1tal outlays on an interim baSis for any sort o£ . . , 

sWitchboard t1m1ng deV1ce not cocpat1ble With ex1sting automatic 

,~ccount1ng systems. The starr did not have any critiCism of 

applicantrs handling of the devcloPtlcnt of automatic t1eing 

ecru1pInent but suggested that SOIne of the ideas for automatic 

timing could be folded in With the applicant's many plans for 

~utomatic equ1p~ent. The stuffrs reco~cndat10n ~ppears 

reasonuble rcg~rding uutooatic equipment and should be adopted 
by upplicant,. 

The staff's third recommendation was that applic~nt 

continue the development work necessary for the i%'lstall~t16n', 
of equipocnt which will pcrtli t the automatic tiI:ling" 'of moss3ges 

frol':l c01n-box serv1ce s. Applicant r s· 'reply to this recomtlcndatio'n 
, '-

wo.s that it has been and is actively in;estigating the possi'bi~ity 

of P~oviding socc type of coin zone dialing t~t can be , J ' , 
'\. . .~' .. :) 

: .' \ ." . 
integrated lnto the prcsent plaz;:l. It ant1cipat'cs thut such 

fac1lities would be designed "to pcrm1t"~ut~m;t1c timing':ot 
", , 

" J II: '" . : 't' 
station calls up to a maximum of about a 25'-cent ilu. tial":'per10d. 

,., < ' .... , '. ' .. ':' ~."": ... :.~ • 
..... . ' ." 
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Applic~nt appc~rs to bo working in harmony with this recommendation 

and its efforts n10ng this line should be implemented in the. futuro. 

App11cnnt,hns been rendering certain periodic reports 
regnrding tiQing perro~~ces ~d these should be continuod 
in the future until further order of the Commission. 

Sorv19~~~.t.£.t.s - 'Mnr!n County 
Applicnnt proposes to modify the oxisting serv1ce 

nrrnngement with respect to the Marin County portion of the 

S~n Fr~nc1sco~East Bny extended nren to provide ~ unifor~ comoon 

10C31 service arcn o.nd rc.te treo.tQent whoreby Belvedere, Son R~!i!Cl 

ana Sausnlito will be furnished the s~e service nrrnngeQent ns now 
being received by Corte Madora nOd Mill Valloy. Such proposal 
would involve incre~ses to sooe sub~cribers and decreases to othors 

- .. 
as well o.s nn increnso in plant investoent and SOQe oper~ting 

expense sc.vings. There, is not sufficient evidence in the record 

to support this' change on the part of subscribers or the applicant. 

It t~ere is need for this chnnge it would cppear appropriate for the, 
interested pnrties to instituto a scpar~to proceeding on this 
SUbjoct. 

So~v1ee Mnttors - Hold Orders 

The reprosentntivc for tho Cnliforn1~ Farm Bureau 

Foderation pOinted out to tho Commission the lack of telephone 

service in the rurnl nTeas. Following tho wnr, he stntcd, all 

tele~hone comp~nics wero in trouble in Cn11fornic because of 

insufficient materi~l to supply ~ll dct'lands of ,rospective l'),O'W 

custO::lo:,-s. Howevor, he contends today i~C still tind thousnrJ.ds 

of rurnl people ~~ble to secure telephone sorvice~ By EXhibit 

No~ 90 npplicnnt ~dvanced n plan to tnke cnro of hold orders O~ 

its books ns of October 31, 19~3. This exhibit showed that o~ 

of the held orders would not bo clonrod prior to tho second halt 
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''Jf 1955. The Farm Bu:reau representativ~ stated this: proP9sal was, 
wholly unsatisfactory to the rural people. Now, with materials 

available, applicant offers the excuse that it doesn't have enough 
, ' ' 

money to procure the necessary materials to proVide the service. 

In a number of places in the record three of applicant's . " ". 
witnesses refer to uneconomic construction being done oy the 

. " .' . 

applicant due to a lack of money. It appears that during, the 
r 

last seven or eight years applicant ,has been folloWing ,the P91icy 

of constructing plant With less than normal margins for growth. 

It blames this situation on a lack of funds resulting, from, low, 
earnings. 

In our opinion there are other more realistiC reasons. 

FolloWing the close of World War II we know that, appl~cant~id 
not have the materials to provide the plant ,margin~ and take 
care of all possible held orders. There is indication in the , " , " 

record that the applicant has elected to serve first the business 
that indicated good return on the investment and left the less 
economic business to stand unserved. Many of the held orders 

~re undoubtedly due to largo SUbdivisions being conceived and 

built in a few months whereas it takes m~ny months to engineer 

~nd construct telephone plant and interconnect it with all of 

the existing plant., As revealed in the Reseda situution th~ 

rapid and unpredictable subdivision of ru~al property has made 
it d1fficul t for the applicant to accuro. tcly forecast" on an 

economic engineering basis, the magnitude, precise location, and 
time of the growth. 

Public utilities in this state are under dual statutory 
oblig~tion; f1rs,t, to proVide adequate and efficient service to 

their patrons and the public and, second, to furnish service 

'" 
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at just and reason~ble rates. Adequate telephone and communication 

facilities and services are of paramount impo~tance to the 

economy of a fast developing community or territory. We are 
• I"" 

not pleased by the record in this case which shows that applicant, 

despite the large backlog of held orders, has cut its proposed 

19~ gross construc~1~n, program back from $199,15'7,000 t~ , 
$161,900,000 ma1n1Y',becp.use of an estimated fnlling off in net 

, ", ".. • I 

new demand"for mn1n~,telephone service with an alleged leveling , , 

. o,r the business cycle. A telephone utility must assume the 

ob11gationof furnishing adequate and efficient service in the . . 
territory covered by its operating authority and monopolistic . . 

franchises •. Management should make this its policy and the 

Commission should not have to projoct itself into the functions 

of management. On new financing which is subject to our 

iluthoriznt1Qn, ,we .have never refused any reasonable requests . .. .. 
of applicant. Applicant must accept full responsibility for 

not adequately meeting its public service ob11go.t1o~s, • 
• . I • I 

In the public inter,est a.pplica.nt should give special 
and specific attention to the mattor of providing new services 

I • 

and regrading of present s~rvic.es in ord~r to effect ~ 
. , . ...... . .' \ " 

performance superior to that indicated, by Exhibit No. 90 herein. 
A representative of the Californi~ State Grange was 

concerned over obto.ining adqqullte rural telephone service and 

was opposed to nny rate incrc~sc. A reprosJnt~tivo of the 

~~lifornio. Farm, Rcse~rch ~nd Legisl~tivc Comm1ttee in general 
opposed any increase in rates on the bo.s1s or the trends in 

farmer costs and receipts. In reaching our conclusion in 
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this matter the positions of these org~n1zntions, ~s well as 
, , + • 

the position of the C~11forn1a Farm Bure~u Fedcrot10n on rural 
I • ( I .', 

serv1ce and rates, have been c,onsiderod. 

If applic~nt's present extension rules or rural 
ratos do not warrant it in serving tho less remunerative 
rur~l business it is inc~bent upon the Commission to further 
consider this matter. The Commission has under w~y an 
investig~tion upon the Commission's own motion into the 
availability of facilities for telephone service, Case No. 5337, 
which will be opened to this additional aspect in the near 

future. To the extent that applicant's failure to serve 
rur~l business :cay have been due to any ino.dequacy in rate of' 

ret~n, it is our opinion that such condition is being tully 

,corrected by the 6.2; per cent rate of r~turn being authorized 
herein. 

There, was also ,indication in the record that the 
'I'" 

.present priority rule,. which gives preference in new serv1ce 
to those concerned with public health, s3f'ety and welfare, 
~y be out of d~tc since the suspension of the Korean War 

and should be revised. This also appears to be a proper subject 
to consider further' under Case No. 5337 ~nd the Commiss1on 
will schedule hearings thcr~under in the ncar future. 

,,' -76-- ',"-



e· i-.3393' SL * • 
-[' . 

. , :.- . ' I"~. '~',".' .:.~ ,'. '.~, I~~ 

~rx~ce Matters - Reche CanYon Extension' , 

Some 26 prospective, subscribers living in Reche Canyon 
I" 

request service from the applicant ~lthough they are located in the 

service area of~other utility, Calif'ornia Water & Telephone 
Company. This group lives in a small canyon with high h1lls on 
both. sides and,with. ~hc City of' Colton. located nG,aI" the mouth of 
tho canyon. Colton is their post of'fice address and is their 

nearest center of' community interest. Exhibit No~ 38 heroin 
contains a survey and report on this ma.tter indicating that the . 
Californ1a Water & Telephone Comp~ will render servi~ proyided . .' . 

each prospoctive subscriber will pay a construction charge o~ 

approximately $300, subject to certa.in refunds at the end o~ throe 
years of continuous servico. 

By letter d~tod September 25, 1952, tho applicant has 
stated thnt it would be more expensive to bring its service"to 

these people than itrwould be for the Culif'ornia Water & Telephono 
, , . 

Compc.ny to serve them. These prospective customers ~ontcnd<?thor

wise. In view of this conflict and the fact that a rate proceoding 
is not a proper proC()odi:ng tor u change in s?rvice areas between 
utilities, this matter cannot be resolved h,er,ein.. This matter, could 
be further considered under Case No. 5337 in the near future on 

, . '. . 
formal request of the prosp~etive subscribers. 
Rulimgs and Motions 

In a proceeding as extensive as this one 1 obvious,ly it is 

not practicable to rule ind1Y1Qually in this order on all the 

various points brough~ be£ore us £Qr eons~~~ra~~on by the many 
letters, witnesses and parties.. Our objective has been ,t.o d:L~eus.s 

and rule on those mat.ters which seemed or major im.portance in 
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deciding the validity, of applic~nt's,~equest. However, broad 

consideration has been-given to all requests though each may not 
be specifically ~reated herein. 

likewise, during the course of the hearing many motions 

were made.' It: was possible to rule on some at the hearings,'others 
, , 

being left for: ruling under this order~ All motions consistent 
with the findings and conclusions in this opinion and order are 

, '., 

granted; those' not consistent are denied. 

At one hearing a witness for the California State Hotel 

Association requested an increase of 5 cents per message in the 

charge to guests by hotels if increased rates are granted to'appli-

cant. After this matter was discussed by the presiding commissioner 

with the other members of the Commission, the ruling was made and 
'the-association was advised that it could file a formal rate 

increase application in compliance with the Commission's rules of 
procedure and support the same with proper evidence. 

During the course of the hearings in this proceeding, 

individual service complaints were made by a numb,er of persons. 

Solutions to many of these problems were worked out by the' a,pplicant 

and it is not necessary here to individ.ually recount all of these 

matters. If the persons complaining have further cause for 
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'dissatisfaction with 'the 's'ervice;"'they 'should pursue the "matter 

'further "by appropriate representation or application to this 
, Commission. ,', . '.,' 

~ry' of Rate Changes," 
,,'. 

Th~ ~ollowing'table shoWs:the applicant's requested 

increases by ~ategories compared to the increases being authorized 
by the order herein: 

" ' 
• ,>, . . '.'. ,-':' .. ~"'. ::,' ' ..... ' :' :Autnorized : 

:App11cant's: by. 
:~""_" __ '_"_"~C~a~t~e~g~6~'ry~ __________ ~':_~"~'R2e~g~u~e~s~t~~:~C~o=mm~is~s~i~o~n~ 
Basic Exchange Rates 
Local Messages and Message 
Unit.s ' ' . 

Foreign Exchange Rates 
Extension & PBX Stations 
Service Connections 
PBX' Equipment. 
Key Telephone ',,'; ", 
Directory Listings 
Other Exchange Rates 

Subtotal Exchange 

Toll 
Total Intrastate 

Conclusions 

'$~.3, 371,000 $' 380, 000 

,48',;'& 5, 000 

4,~~1,OOO 53, 6,000 

4,S60,000 
620,000 

324,000 

I, 00,000 

. . 

The State Constitution, the Public Utilities Act and cog-
nate statutes charge this Commission with the duty of regulating and 

supervising public utilities in such manner as to''Protect the public 
interest. Therefore, for rate-making purposes we 'have adopted oper-
ating results for the test year 1952 ',which represent an: upward' .-
adjustment in applicant's claimed revenues; a downward adjustment in 
certain of applicant's claimed eXpens'es'in t'he items of ma1ntena:~c-e, 

general services and'licenses, and.p~i{sions;·· and a downward adjust-
,... .1.. '.".... " •• / ,''I ,-. I'. I' , ..... ". \ ment in applicant'S c1aimed:',rate base 'for eXce'ss earnings of the 

~\[estern Electric Company,' prope'rty" hild' for:':ruture use," plant:acqui-

sit ion adjustment and workin~g cash capital. In this 'process' the" 

lic'ense service'bas beerl" recomputed on a cost basis ra'ther than a 
percentage of revenue basis. 
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After considering all of the evidence of record and the 
statements by the parties and giving weight to the indicated level 
trend in rate of return, it is found that a fair and reasonable 

rate of return for the future is 6.2, per cent and it is our finding 
and conclusion that an order should be issued 1ncreasing the rates 
of applicant in the over-all amount of $11,100,000. Such increase 

is based upon the 19,2 test year results as adopted herein and 
reflects the current federal income tax rate of 47 per cent. 

As preViously noted, should tho federal incomo tax rate applicable 

to 19"* be increased, applicant may seek relief by supplemental 
applicat1on. 

The problem of rate level and spread is of major importance 
and we are not limited to the method proposed by the app11cant of 

considering primarily the value of serv1ce for the purpose of rate 

prescr1ption. In spreading rates wo have considered many factors as. 
heretofore indicated. The rate lovel and spread adopted g1ves 

practical conSideration to subscriber views and the advantages of· 
minimizing changes 1n basic exchange rate relationships. 

With respect to toll rnte increases, as well as the other 
increases, it should be pOinted out th~t the recGnt reduction in 

federal excise taxes on telephone services from 2, and 1, per cent 

to 10 per cent undoubtedly more th~n offsets the aggregate increases 

in rates being authorized herein and obviates a need for allowing 

for any diminution in usage, if any, with tho higher rates. The 
Commission hcrGby finds the chAnges in the rates provided by 

Appendix A herein arc just ond reasonable. 

~B~~B 

The Pacific Telephone ~nd Tclegr~ph Company having applied 
to this CommiSSion for an order authorizing increoses in rates and 
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charge.s for, telephone .. s.e,rvi.ce, public, . hearings having been ~eld,: t~e 

ma'~t-er ,~aving be~n submitted and being ready for decisi~n", 

IT IS ,HEREBY FOUND AS.A FACT that,the increases in rates 
,,' I ., 

and ,charges ,authorized h.~in are justified and tha:t present rates 
• ,'. , , • . , .. I. " , 

and charges, in so far as they differ f~om_those herein prescribed, 
for the future are unjust and u.nreasonable;, therefox:-el. 

IT IS HEREBY, ORDERED as follows: 

(l) Applicant is authorized to file in quadruplica~e 
, , , , 

with this Commission after the effective date of this order, in c,on..-, 

formity with the Commission's General Order No. 96, revised tariff . , , 

~chedules with changes in rates, charges, and conditions,as ~et,Jorth 

i'n"Appendix A attached hereto, and, after .not less than .fi.ve days' 

notice to thi,s Commission and to the public, to make said revised 
tar1ff scheduIes ~.ffec,t.1 ve fo~ service furnish,ed o~ an,d, af:t,er I' , 

August, 11 1954. 

(2) Applicant shall prepare a report listing the dial, , 
exchanges serving less than 2,500 stat10ns in which the provision of 

selective ringing might ?e delayed beyond December .311 196;, and the 

reason for such delay, and shall file such report with the Commission 
' . 

~~thin sixty days after the effective date hereof. 
-. I' I , 

(3) Applicant, shall prepare a supplemental report relat-
ing to the provision of selective ringing on farmer lines as dis-

cussed in the preceding opinion and shall file such report with ,t,he, 
Commission within ninety days after the .effective date hereof. 

(4) App11cant shall prepare and file with this Commission 
within forty-five days after the effective date of this order, a 

program for the provision of service.to (a) all those, with requests 

for new service on file ~ith the applican~, and (b) all those with 

requests for regrades of service on file with the applicant, both as 
of June 30, 1954, segregated by exchanges. 
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(5) Applicant shall prepare' and file ,.wi th ,this , C'omm1S~iO~1 

'within' ~ne,ty dc.ys after the efre~tive dllte of ,this orde~, a compr~

hcnsivc'report so.tting forth each and overy major construction 

project completed or to be 'completed during tho period Ju1Y,l, 1953 

throu'gh JUne 30, 195'6 on which applicant considers ,th.at circumsta:nces 

reasonably boyondnpplicant's control h~vc required or will requiro 

nppl:i.'cn.nt" to resort to' nunoconomic construc-tion." ,.:.Such, report shall 

include (~) a brief doscription of the projoct," ,(b);:.the rottsons, for 

lIu.ncconom1c constructiori,u (0) the budgeted cost ,of, tho projoc.t, 

Cd) expenditures m.ado, (e) requirements in dosign, construction, 

ti:aio~"Clndonp1tfJ.l to make such projocts economic. 

(6) :Applioc.nt shall file with this Comm1ss1~n, with.in 
I"" 

one hundred twonty deYs atter the effective dato,or.this'ordcr, in 

accordance ",'1 th·' this Commission's Genoral Order No. 96, the rollqw-

ing: (~) appr6'priato tnrifr schedules and contract,.1'orms covering 

serViceS-and/or facilities furnished tor metoring ", s uporvisory . 

control'and miscellaneous sign~ling purposes, for the joint oeeu-

pency at 1ndividunlly owned poles, nnd for underground duct spn~e, 

(b) throe. copies of e.l1 contracts with United St",tcs, Armed Forcos 

which cont'~.1n cl~ssificd 1riattcrs ond/or provide for service o.t other 

th~n filod tariffs; but where such contracts cont~1n classified 

matters the location of such se~ces and/or facilities cay b~ 

om tted.', and', (c) three copies of ell other contrc.cts covering' serv-

ices <lnd/or"facilities furnished 'by applict1.nt at other than filed 

te.ri:f'fs. 

(7) :, Wi thin ono hundred twenty days nftor tho. effect1 va 
, , 

c1~tc of this ordor,' ~pplicnnt shall rencgotit'.to tr~f:f'ic, sottlemont 

~grccmonts 'With 'connecting independent tclo,hono c,oo.pnn1es o~vor1ng 

1ntcrChcngcd' 'intr~st~to mossr-.ge 'Call telephone trnf1"ic where, such 

sottlcccnt is bttsod on s'eparo.ted cost studios. The b~sis, for tho. 
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rcnosot1~tod sottlot:lcnt sh~ll be c~ns1stont with tho fine1ngs set 

forth in tho foregoing opinion with ,respect to the sepnrat10n of 

C~tegory A exchange plont. Lpplicant sh~ll file, within one hundred 
twenty dC\ys o.fter the e.f!'eet1ve d:!l~e of this order, the :following: 

(n) a list of the coopanies with which revised settleoent ~greeoents 
have been made, ('tr.) the est10ated annual revenue et':t:ects of such 
revised se."ttlec.ents on each cocpa.:s::r, and. (c) copies of the Nvised 
traffic settleoent o.greeo.ents. 

(8) Applicant shall :::ln1ntain oeoorllnduc:. records showing 

depreciation expenses with related depreciation reserves by accounts 
" 

~d subaecounts by calendar y~ars' coooencing with; January 1, ~9~, 
c'ooputed aceording to the straight-line: rco.aining life cethod, as 

conteoplated by Exhibit No.1l7 herein. 
," 

Tho effoctivo date of this order shall b~ twonty days 
, ' 

o.ftcr tho date hereof' 

coiil3Ossionors 
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RATES 

• 
The presently e:f:fective rates, charges, and conditioM are changed as !let 

torth in this appencHx. 

Schedule No. 4-T 
Service in San Francisco-East Bay Extended Area 

The following rates for bu!ine5~ individual line me~sage rate extended 
.service are authorized to be made effective. 

Rate per Month' 
Business Individual 

Rate per Month 

ExChange 
. '. Campbell. 

Line Mes~age 
Rate Service Exchange 

Mountain View 
Palo Alto 
Redwood City 

Bueinus Individual 
L~ Meseage 
.RA#e ':'eryice 

~ 'San Jose 
Saratoga 

': :Surmyvale 
· .Los AltO! 

.i'.I:Ulbrae 
San Carlos-Belmont 
San Mateo 
Woodside 

Each exchange message· over allowance 4.4 •• 
Condition: 

Rates and conditions tor business two-:pa.rty nat rate extended service in 
.. - the above-lis'~ed. exchanges are to be cancelled when facilities become available 

to regrade thOM services to business indiVidual line flat or message rate 
· ·service within a. two-year ~riod after the effective date ot this order. 

'" 

Schedules Nos. 5-T and 10-T 
. Service in Lo~ Angeles Extended Are~ 

"::Loeal Service Rates: 

. 
· : 
: . . 

Rates and conditions applicable to local !lervice are authorized to be 
cancelled. on a programed basis within a two-year period after the ei'fective date 
ot. this ord.er. 

E:¢etlded. Service Rates: 

Rates and conditions tor busine~s individual line flat rate extended 
service in Burbank-Sun Valley district area., Canoera Park, Crescenta, El Monte, and Reseda are a.uthorized to be cancelled. 

The follOwing ~uburban line and farmer line extended ~ervice rate! are 
authorized to oe made effective. 

Extended Service Sate5 - Each Primaty Station 

Suburban line . F~rmer line . 
lIJOnthl:y Ratti : MonthlY' Rate 

Exchange : Re~idence ; Bus1nees::'ReJL~,nge : B;t.1.§iness 
Canoga Park $3.20 $5.50 $ - $ -Compton - Compton D.A. 3.45 5.7; Compton - Gardena D.A. 3.20 5.50 EJ. Segundo 3.20 5.50 Pasadena 3.20 5.50 1.40 2.75 

- Service not ottered. 

Message Rate Service: 
Each exchange me$5age over allowance 4~1/4¢. 

. . 
: 
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Schedules Nos. 4-T. 5-T. and 9-T 

APPENDIX P.. 

Pa.ge 2 of 9 

Service in Mult6-off1ce Exchanges Oyt~1de Extended Areas 

' • 

The following additional exchanges are cla.ssified as multi-office exchanges 
outside extended area.s at the following rates:. 

Loeal Serviee RAtes - Each Prima~ Station 

: Resid.enee Flat Rate Serviee : Busj.n~ss Flat Rate Service 
Rate Eer l'ilonth . Rate ~r Month . 

Excha.ng:e : l-Party : 2-Partx : 4-Party : l-Party . 2-P~rty -. 
, ...... , .. · · 

Anaheim '. $* $* $* $S.75 $6.75" .......... 
Eureka * * * 8.75 6.75 
Lodi "" * '* 8:75 6~75 
Marysville * * * S~75 6 .. 75 
Merced -I.~ .. * 8.75 6.75 
Napa. * * * 8~75 6.7; 
Petaluma * * * 8.75 6.75 
Suisun 4.30 * "" 7.50 6.00 
TlJrlock 4.30 * '* 7.50 6.00 
Ventura * * '* 8.75 6.~'5 
Visalia 'Ii- * '* 8.75 6 .. 75 
Watsonville '* * '* 8.75 6.7; 

* No change from present rate. 

Local Service Rates - Eaeh Prima~ Station 

. SemiJ?:!::blic . Suburban Line . Farmer Line . . 
:Min. Charge: l"k>nthly : Monthll Rate" IflOnthl:y: Rate · · Exchange Per Day Rntea Residence : Business Residence :Busines8 

... 
Anaheim $0.24 $1 .. 00 $ '* .. $5.25 $ - $ -
Eureka .24 * * 5.2; 1.2; 2 .. 25 
Lod.i .. 24 1.00 * 5.25 1.1; 2.10 
Ylo9.X'Ysv1J.le .24 1.00 * 5.25 1.25 2.2; 
Merced .24 1.00 * 5.25 1.1; 2.10 
Napa. .24 1 .. 00 * 5.25 1.1; 2.10 
Petaluma. .24 1.00 '* 5.25 
Suisun' .22 1.00 "" 5.00 1.0; 1.80 
Turlock .22 1.00 * 5.00 1.05 1.se 
Ventura. • 24 .. * 5.25 
Vislia .24- 1.00 * 5.25 1.1; 2.10 
Wateonville .24 1.00 ... 5.25 1.15 2.10 

a. In addition to the daily guarantee. 
* No change from present rate. 
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APPENDIX A 
Pa.ge 3 or 9 

Sehedule~ Nos. '4-T, 5-T, 9-T and lo-T 
Service in Single Office Exchanges Out~de Extended Areas 

The rollowing schedule of rates for single office exchanges outside ext,ended 
area.s is continued. in ef1'cct except that exchanges are grouped in accordance with 
the number ot company stations as of January 1, 1954. 

Group 
L 
S 
A 
B 
C 
D 

Loc.ll Service &'ltes - EA.ch Primary Sta.tion 

Station Range :Res:tdence Flat Rate Sarvic:e:Business FlIlt Rate Service: 
:Company Stations: Monthly Rate : Monthly Rate : 

1-1-54 : l-Pg,rty: 2-Pnrtr : 4-Party: l-Partl. : 2-Parlx: 
Ltd. Hrs.~ $3.55 $3.00 $2.45 ~5.50 $4.50 
Seasonalc 4.05 3~50 2.95 6.50 5.25 
0-500 3.80 3.25 2.70 6.00 4.75 
501-4,000 4.05 3.50 2.95 6.50 5.25 
'4,001-8,000 4.30 3.50 2.95 7.25 ' 5.75 
Over 8,000 4.30 3.50 2.95 6.25 6.50 

Local Service Rates - Eaeh Primary Station 

: Station Range : Sem1public-' - : Suburbsn L1.,e : Farmer Lirlea : 

:. Group 
:CompallV St.at10n&:Min.Charge:Mon~y: Monthly &\.te : Monthly Rate : 
: 1-1-54 : Per Day : Rate :Resid.enca:Business:Residence:Business! 

L 
S 
A. 
B 
C 
D 

Ltd. Hrs.b $0.19 $0.50 $2.95 $4.25 $0.65 $1.00 
Seasonalc .21 .75 3.45 4 .. 75 .65 1.50' 
0-;00 .20.75 3.20 4.50 .75 1.2;, 
501-4,000 .21 .. 75 3.4; 4.75 .85 1.50 
4,001-8,000 .22 .. 75 3.45 5.00 1.00 1.75 
Over 8,000 .23 1.00 3.45 5.00 1.15· 2 .. 00 

a. Exchanges where service is ottered. 
b. Exchanges where less than 24-hour service is fum1shed. 
c. Exchanges in this group are Bla1r:!tien, BX'Ockway, 

Homewood, Tahoe City, and Tallac. 
d. In addition to the daily guarantee. 

The following 7 exchanges :u'e regrouped from Group L to Group A. 
Bridgeville Kayetone Nicasio Valley Sprtnge : 
Emigrant Ga.p Michigan Bar Trinidad 

The 1'ollow1ng 26 exc~s are regrouped from Group A to Group B. 
Anderson Firebaugh Mojave Simi 
Atwater G31t Morro Bay Soledad 
Brent'WOoci Gustine Rancho Santa Fe Tehachapi 
Calipatria Hs.l£ Moon Bay Rio L1nda Truckee 
Co.stJ."Qville Ignacio Riverbank ~Jinters 
Cloverdale L1 va Oak San Andreas Woodlalce 
Escalon Lower Lake 

The follOwing 12 exchange:! are regrouped trom Group B to Group C. 
Antioch Corona. Madera. Tracy 
Auburn Escondido Oroville Tulare 
Colton Fontana Porterville Uk1ah 

The following :3 exchanges a.re regrouped: !rom Group C to Group D. 
Chico Pittsburg Redding 
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M~"age Unit Service - Los Angeles Extended Ares 

Message Unit Rate: 

• 

',.All services other than semipublic coin 'box, public 
Each Message Un~t 

" telephone, hotel private branch exchange and .t:oreign 
exchange servic e:5 

HS~h~dul-e'No. 6-T" 
Message Unit Service - Los Angeles Extended Area 

"Schedule No. 7-T 
'l1essage Unit Service - Northern California. 

Number of l-tessage Units per Initial and Overtime Periods 

: Where the Air-Line · . · · . · . Toll Rate V41eage · The Number ot · The Number ot . · · Between Toll · Message Units :The Initial: Unit! per 
.'''Rate Centers Isa ... ~ per Initial z PeriOd · Overtime · ." Q:!er : ID~l:.!d"ng Period Is : Is'" . Period, Is 

o - lO 2 message unit" .3 minutes 1 message unit 10 ... 15 3 message units :3 minutes 1 message unit 15 ... :20 4 message units :3 minutes 1 message unit 
20 ... 25 5 message units .3 minutes 1 message unit 25 ... :30 6 message units .3 minutes 2 message units 
30 - 35 7 message units :3 minutes :2 message units 
35 -,40 g message units .3 minutes 2 message units 
40 - 50 9 mesM.ge units .3 minutes .3 message units 
SO - 60 10 message units :3 minutes :3 me:l:lage unite 

a. OutSide the lO'Cal service area. 
I 

Sched91~' No, 13-T 
Private--"Branch Exchange Trunk Line Service - Northern California. 

Exch~e5 Where O.t:fered: 
Trunk Rate: 

nat Rate Service:"'~'->:'::"~ .. ,'-'" 

4-1/4¢ 

: 
· The · : Overt:tme · Period · · Is · 

2 minutes 
1 minute' 
1 minute 
1 minute 
1 minute 
1 minute 
1 nxLnute 
1 minute 
l minute 

Each trunk line - 1!.0% of the individual line primary station 
flat rate rounded to the lower 25¢ multiple. 

SchedUl-e No. 14-1' ',: .. 
Private Branch Exchange Trunk Line Service - Southern California Exchanges 

Exchanges and District Areas Within Los Angeles Extendeld Area: 
Local Service: 

Trunk Rate: 
Rates and conditions applicable to local service are authorized 
to be cancelled on a programmed basis within a two-year 
period atter the effective date of this order. 

Extended Service: 
Trunk Ra. to: 

Rates and conditions for tlat "rate extended service trunks in 
connection with commercial ~ and dial PBX, business key 
$tation dial PBX and order receiving equipment services are 
authorized to be cancelled. 

: 
t 
I 
r 
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Schedule No. 14-'1' -. continued.' 

APPENDDC' A. 
Page 50! 9 

• 
PM. vate Branch Ex£haMe T~nk Line Service - Southern Cg.l1tornia Exchanges· 

.Exc:hange l-iessage Rat 0 $ : ' 

Commercial manual and dial PBX, . 
business key station dial PBX" 
and· ord.er receiving equipnent 
message rat~ service 

Exchanges Outside Extended Areas Where C:tered: 
Trunk Rate: 

Flat Rate Service: 

Rate per ExChange Message 

4-l/4t 

Each trunk line - 150% ot the indi vid.u.al line pr:lma.ry 
station flat rate rounded to the 
lower 25~,multiple._ 

Sehed.u1e No. 17-T 
Directory Listings 

The increases in monthly rate~ set torth on page 46 of Exhibit A'attached 
to Application No. 33935 are authorized. 

Schedule No. 18-1 
Intercommunicating System Service 

Exchanges Within Los Angoles Extended Area: 
Trunk Rate: 

Rates and. conditions applicable to local business intercommuni-
cating system service in San Pedro exchange and local residence 
intercommunic ating system service in Alhambra, Glendale 1 and 
San Pedro exchanges are authorized to be cancelled. on a pro_ 
grammed 'oasis within two years a.!ter the effective date of this 
order and coincident with the ~stablishment 01' extended service. 
at the following rates tor trunks: 

Exchanse 
Alhambra 
Glendale 
San Pedro 

Exchange Message Rate - Los Angeles 
Extended Area: 

Each exchange message 

Exchanges Out~ide Extended Areas where Offered: 
Trunk Rate: 

Flat Rate Service: 

Extended Service 
Rate per Month 

BusinesS! Residenqe. 
First Each 

Two Add'l. 
'1'runke ~ 

$ - $ -

4.75 2.25 

Each 
~ .. 
$6 .. 75: 
6.7;' 
6~2;" 

Rate per Exchange Me!sage 

4-1/4~ 

Each trunk line - 150% of the individual line primary 
station flat rate rounded to the 
lower 25¢ multiple. 
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!ehedules Noe. 20-T and 21-T 
Joint User Service 

APPENDIX A 
Page 6 of 9 

Rates for joint user service are authorized in exchangee where the ~erv1ce 
is 0 ftered as tollows: 

J.$int User Service in Conneytion With 
1. Message Rate Service: 

a. Business individual line 
b. PBX) order rece1 ving equipment 

or I.e.S. service 
2. Semipublic Service 
3. Flat Rate Service: 

Rate per Month 
For Each Joint U~er Service 

$1.50 

2.00 
1.50 

: : Rate peX' l>:onth for Each Joint . User Service : 
:vJhere the Business: In Connection With : 

Individual Line : Eu~ess IndiVid.ual Line or : PBX, Order Rece1vlng Equipment: 
; Flat Rate Is : Party-Line Flat Rate Service: or I.C .5. Flat Rate Service : 

$6.00 or less ~1.50 $2.50 
6.50 - 7.25 1.50 3.00 
7.50 - 9.75 2.00 4.00 

10.25 -13.00 2.50 5.00 

Exchanges and District Areas Within Los Angeles Extend.ed Area: 
Joint user rates and conditione in eonnection with local exchange service 

and extended flat rate service are authorized to be cancelled on a ~rogrammed 
basis Within a two-year period after the effective date of this order. 

In Schedule No. 2O-T delete Condition No. 7 and add the following condition: 

"In exchangee where both business fla.t rate and business 
message rate services are furnished, joint user ~ervice in 
connection with business flat rate service will not be turnished 
to a SUbscriber to business message rate service on the premises 
or in the same room where the business message rate service 115 
provided I nor will joint user service in connection with 
bUSiness message rate serviee be furnished to a subscriber to 
business na.t ra.te service on the premises or in the same room 
where the business tlat ra.te service is provided." 

.Schedule No, 26-T 

. l-lileage Ra.tee 

nvYl~e un~ets 4) ~, 6, 7, g> ~d ¢ ~ ~nd1eate that such rates and 
conditione are a.ppli~able 1n conneotion with extens:f.on sts.t:f.one. 'l'r.Lva.t.e branch. 
exehenge 'I!!I'\A:\:.~On'l!!l) "t.~epnone. a.n~lIInng eqU1pment etatione, ord.er reee1V1ns 
equipment, ~tations and key eq,uiJjm.ent. stations, excluding seereta.riallines. 
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Schedule No. 26-T - continued 
l-lileage Rates 

APPENDIX A 
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• 
Add the following rate~ and conditions applicable to mileage rate8 for 

secretarial line service: 

Secretarial Line Service 
Ydleage Rates (and Flat Rate8 in Lieu of Mileage Rates) 
a. Where the telephone answering equipment and the subscriber's 

primo.ry service are wi thin the same exchange area or zone: 
(1) Same Exchange Area or Same District Area: 

The following ratos apply whero the telephono anewering 
equipment and the subscriber's primary service arc 
within the ~o exchange area or zone except for thoee 
exchanges and zones divided into district area.s" in . 
which ca8e the ratee apply only where the telephone 
answering equipment and the sub~criber's pr~~ eervice 
are within the srune district area: 
(a) Each secretar~l extonsion 8tation line or extension 

of a trunk line terminated on telephone answering 

Rate per 
Month 

equipment located in base rate area $3.75 
(b) Each secret~ial PBX station line ter.minated on tele-

phone an~ering equipment located in base rate area 4.50 
(c) Each secretarial line terminated on telel'hone 

answering equipment located in suburban area: 
Rate aPl'licable for secretarial line within base 
rate area as shown in a. or b. above, plu~ the 
following suburban mileage rate: 
Each l/~ mile or fraction thereof .50 
The· euburban mileage rate applies to the ai~line 
distance measured from the telephone answering 
equipment to the nearest point on the boundary ot 
the base rate area. 

(2) Different Di~tr1ct Areas' of Same Exchange or Zone: 
The following ~at~s a~~ly where the telc~hone answering 
equipment and. the 15ub::scriber's primary service are within 
an exchange area or zone diviaed into district areas and 
the telephone answering equipment and the subscriber's 
primary service are in different district areas ot the same 
exchange area or zone: 
Rate applicable under a.. (1) above plus the following 
mileage rate: 
Each l/~ mil~ or fraction thereof' applied to the air-line 
distance measured between the rate centers involved .SO 

b. Where the telephone answerin8 equipment is located in an exchange 
area. or zone contiguous to the exchange area or zone in which the 
subscriber's P~ service 1, located l the ra.tes under a.(2) apply. 
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e~ Where the secreta.rial priva.te branch exchange station line is 
terminated on telophone an$~r1ng eq,ui})ment loeatea in the 
San Francisco zone or in the Ea.st BtV zone and connected to a 
private branch exchange switchboard located in a different zone 
ot the San Francisco - East B/lY Exchange: 
Each secretarial PBX st8.tion line 

CONDITIONS 

a. The mileage ra.tes shown in RATES tl.. are applicable in connection 
with secretarial lines terminated on telephone answering equipment 
loca.ted in a different building from that in which the primary 
service is located c.nd within the exchange arca. 0 r zone) in addi-
tion to other ra.tes applica.ble to secretarial lines. 

b. The mileage ra.tes shown in RATES Do are applicable in connection 
with secretarial lines terminated on telephone answering equipment 
loca.ted in a different building from that in which the primary 
eerviee is located and in an exchange area or zone contiguous to 
tha.t in which the primary service is located, in addition to the 
other rates applicable to secretarial lines. The application ot 
these rates is in accordance with the conditions governing foreign 
exchange service. 

e. The m:Uea.ge rates :shown in RATES c. are applicable in connection 
with secretarial PBX station lines terminated on telephone answer-
ing eqUipment located in the San Fra.ncisco zone or the East Bay 
zone and connected to a PBX Switchboard located in a different zone 
of the San Francisco - East Bay exchange, in a.ddition to the other 
rates applicable to secretariaJ. PBX :>tation line:s. 

Sehedule No. 34-T 
Foreign Exchange Service - Northern California 

.~Sehedule No. 35-T 
Foreign Exchange Service - Southern CAlifornia 

Rate per. 
Month 

$175.00. 
"1« II 

The increases and changes in .fo~ign exchange rates as outlined on pages 55 
and 56 or Exhibit A attached to Application No. 33935 are authorized to be .Ill9.de" 
except as follows: 

1. In computing business foreign exc""ange rates on a message ra.te ba.sis where 
no message rate service is prov1o.ed in the serving exchange, a rate of 
$4.25 (65) is Used in developing the foreign exchange rate. 

2. The rate for joint user service, where offered, is one hal! of the busines3 
indiVidual line rate before any message increment is added, plus the joint 
user rate" either individ.ual line or PBX in the serving exchange rounded to 
the lower 50¢ multiple, plus the business additional listing rate. 
Where local eervice rates are withdrawn extended serVice rates shall be 
tiled where required. 
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S~hedule No. ~~-T 
! 

," 

--M!~::!ag~ 12,J,J. Iele:Q~2!:!~ Sett1s:e .............. -.- ... ~--~ 

Two-Point Service California Schedule"A'r '. . '. ,~ . 
," , ........ -:. ,- .... - ~ -

· Rate . .. · : Da~ and Nigh~ and SundaI • . .: . : Sy{!.t:ton SeMee : Per~n Serviee : 
Collect • Pa1d and Collect · • · : : : First : Each Add t Min. : First : Ea~h AddlMin~ 

Air-Line: Pa.~d : :3 .: F1rot :A;fter · :3 :F1rst : After:; · . Yrl.leage : Initial : Overtime.: Ydns t 
. 3 ' . 3 : Mins l ' 2 . -: · • :" " ... • · ,-,. _ o-s • la-3m • OS-2m. .30 .lO .05 .30 .10 .05 

-9-12 ,'" . • 15-:3m .05-lm ' -' • .30 .10 .05 .35 .10 .05 
13-16 .20-.3m • OS-1m .30 .10 .Os .40 .10 ' . .Os 

.•. 17-'-.0 .~5-:3m • OS-1m .30 .lO .05 .45 .l5 . , - .05 -'--21-25 .30-3m .- .10-lm .30 .10 .lO .50 .15 .lO 
~6-30 ,.35 ... 3m: .10-lm .35 .10 .10 .55 .15 .10 
" · ~.' .. , . ., .-: ... : 

-. ...... , . . Paid and Collect • . · ' .. 
OaI ~ Exce:et Sunda.I~ Night and SundaI . . , . 

:Station Service: Person Service ~Station Service: Person Service · · : :First : Each :First:Each Add. Min.: First: Each :First : Each Add.Min.: 
:.AiN.ine: 3 : Add. . 3 : Fir~t: After: 3 : Add. • 3 : First : Mter: . · :M.1ease:Mins. : M1ns :Nins. : ~ : :2 : Min~. : Min: : Mins. . ~ : ) · . · 

31-35 .40 .10 .60 .20 .10 .40 .10 • 60 .20 .10 
. 36-40 .45 .. 15 .65 .20 .15 .45 .15 .65 .20 .15 
'lJ.-50 .50 .15 .75 . .. 25 .15 .50 .15 .75 .25 .15 

. '51-60 .55 .15 .80 .25 .15 .50 .15 .75 .25 .l5 
- 61-70 .60 .20 .90 .;0 .20 .50 .15 .80 .25 .15 ... '71-85 .65 .20 .95 .30 .20 .55 .15 .85 .25 .15 '·86-105 .70 .20 1.05 .35 .20 .60 .20 .95 .30 .20 
-' 100-125 .75 .25 1.10 .35 .25 .65 .20 1.00 .30 .20 
'" 126-150 .80 .25 1.20 .40 .25 .70 .20 1.10 .35 .20 . ", 151 ... 175 .85 .25 1.25 .40 .25 .70 .20 1.10 .35 .20 
;,176-200 .90 .30 1.35 .45 .30 .75 .25 1.20 .40 .,2~ 
., 201-~5 .95 .30 1.40 .45 .30 .80 .. 25 1.25 .40 .2'5 

226-250 1.00 .30 1.50 .. 50 .30 .85 .25 1.35 .45 .25 
.251-275 1.05 .35 1.55 .50 ,35 .90 .30 1.40 .45 .,,0 
27~300 1.10 .35 1.65 .55 .35 .95 .30 1.50 .50 .30 

: . 301':330 1.15 .35 1.70 .55 .35 1.00 .30 1.55 .50 .30 
331':360 1.20 .40 1.80 .60 .40 1.00 .30 1.60 .50 .30 

.-: 36i':'395 1.25 .40 1.8; .60 .40 1.05 .35 1.65 .55 .35 
. ~"'39~430 1.30 .40 1.95 .65 .40 1.10 .35 1.75 .55 .35 
- 43l'-1..70 1 .. 35 .45 2.00 .65 .45 1.15 .35 1.80 .60 .35 

47.1"..;510 1;40 .45 2.10 .70 .45 1.20 .40 l.9O .60 .40. 
: ': -.~ 5U;:'S50 1;45 .45 2.15 ' .70 .45 1.25 .40 1.95 .65 .40 

55l.:"590 1.50 .50 2.25 .75 .50 1.25 .40 2.00 .6; .40 
. 591':..630 1 .. 55 .50 2·30 .75 .50 1.30 .40 2.05 .65 .40 . 
631'-68; 1 .. 60 .50 2.40 .80 .50 1 • .35 .45 2.15 .70 .45 
68&;.740 1.65 .55 2.45 .80 .55 1.40 .45 . 2.20 .70': .45 
,741-795 1.70 .55 2.55 .85 .55 1.45 .45 2.30 .75'> .45 
796-8;0 1.75 .55 2.60 .85 .55 1.,0 .50 2.35 .75 .50 
851-905 1.80 .60 2.70 .90 .60 1.55 .50 2.4S .80 .50 

.~ ; 

Conference Service: ,' .. • .... ,Or" '. , 

Rates and conditions applicable to conference service are authorized to be 
reVised to the extent necessary by the authorized changes in two-point service. 
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LIST OF APPEARANCES 
.. ~.~ . ,...... . ....... 

• 

For Applicant: P:1JJ,sbur,y', MAdi!lon & Sutro:, A. T, Geox:go, Francis N, MarshAl]" 
and John M. He". ' , .... . ... ' . 

Protestants: City of San tea:odro 1 _ by !Ghur M. Ca:rd~m; City of' OaklSlld, by 
John W, Collier and Loren East;lI Cities 'of 'Gustine, HoUister,.27 Ceres, 
Modesto, Rosev:Ule;'v ,Or8Zlg6 Cove, Jackson, S'UmlYVale, Lo~ )38210S, Fortuna, 
Turlock, Tatt"~·:.8.ll(i' ·Stockton and the counties of Sierrs.,61 Nevada'y and 
Mereed, by Br,;ce~McKiiiiht; City or Stockton" by William BWdick,Jr., San ~renzo 
Vall~y Property Owners Association, San Lorenzo Valley Chamber of Commerce, . 
Mt. He.rm&n Association ~q Business and Prof'essional Women, by Alice Fgl " 
WUder) City or Soledad~ by l2gneJd a. Smith; City of' Fresno, by Ghristicm 
~ j Woodland Hills Chamber of' Commerce, b1 Wi11iwp. t. CF'P'nte;r; City of ~.' 
Compton, by Ak Leroy Aylmer; Calirornia State Hotel Association, by Carl I. 
~ and W1111Qlll C. Robinson; Alameda County Euilding 8lld 'll-ades COUllCU, .! 

by J. I.f ChildersJ City of El Segund.o, by C. W, Wood,wrth; Cities of Anahe:lm, 
Colton, El .ce.jonj:Monterey Park and National C1ty~ by frW L. KostlfUl and , '" 
Clarence A. "1li'nd&ti California. Retailers Association, by AdriNJ, A, KrMM1 
Cslifornis. Farm-'Researcb and. Legislative Committee, by Grace MeDon§.ldj 
CaliforrUA State Orange, by ~ora'e Seblmever; Lincoln Heights Coordinating 
Council I)f' Churches and Citizens of Lincoln Heights, by William HOllan; 
Aptos Chsnber of Commerce, Seacliff Park, Inc ... Rio Del Mar Improvement ; 
ksoeiation, Inc., and Aptos Terra.ce Improvement ""'sn., In,c., by Alvin W. Wendt; 
City of G:'endale) by C. E. l'erldns, J. H. Lautell and Henry McCle:rnsn; City of :'.' 
San Diego, by J, P',: DuPaul; John Jonas, FJ,Q,Yd C, Leacb, Holen Negrw, : 
Bobgt J. OliphW, Mm1e Tmo;:, Richard M. M1sSOD and ClPtdn G. C, Weldin, 
in ~opria personae. 

notestanta and Interested Parties: City and County of' San Francisco, by P1~: Holm 
and ?aul L. Beek; General ,Services Acbn;h:ristration United States of America; by' 
Maxw311 H .. Elliott, C1e:ronee W. Hpll a:ad !ietliert K. Hyde. . , 

Interes~ Parties: City of Los Ange;les, by Roget Arp,ebergh, T. M. Clw,Rb, AJ en G. 
C_e;,u and Blase A. Bqppanej California Independent Telephone Assoeiatid2l,' '. 
by F. v, Rhod~l;H Order of Bepeatermen 8lld Testboardmen, by H. R. Kaiser; Cit,. of. 
Alba:oy, by Edwrd R. notn~r; City or tODg Beach, by Henry Ef Jordan; Communica ... 
tion Workers of' America, C.I.O., by Ea ,fa FoU"a, John L. Crull, Jce M. ..' " .. 
Deard.orf'f', Louis B. Kneckt, Ja:mes Murray- and Clarence M. Good; County of Saz; 
~ego, by James Don Keller; C1ties of Pasadena." San Diego, El Monte, Burbank, 
Scuth Pasadena, Cbula Vi,sta. ani Coronado and County of San Diego, by FrBllk A. 
Kostlan and Clgenee A, Winder; lieche Canyon Improvement Association, by . 
Rerschel I., Me9ra:w; City of BurbaDk, b1 Archie L. Walters; City of Colton, bY' 
Martin Of Casey; City of Piedmont, by Clair W. MacLeod and J. Marcus Hardin;' 
Call1'ornia Farm Bmoeau Federation, by J a J, De3lG1, §ldon Pve811d EdS2n A'bDl.; 
Cities of' Fairfield .md Suisun C1ty and County of Solano, by K. I. Jonea;- City 
o~ Sacramento, by E ... erett M, Gl,nn; City or Riverside, by A. H. Ford and H.M. 
Dougherty; County c£ Santa Cruz, 'by C, a.Harts; Santa Cruz Chamber of' Commer<le" 

if Res1gned. from posiUon with City 0"£ Oakland and 'idthc1reW' before matte:r- wa,:,'" 
3ubnitted. Z/ Withdrew appearance or changed to neutral poSition during course of the pro-
ceeding. . . " 
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Gordon M. Bovs",;C1ty ot Santa C1"U2i .by R. N. Klein. and. George H, Permimm; 
Monterey Bay Water Comp&lY' and. Soquel Business Men's A:9soc1at1on, by John C,' 
tuthin; San torenzo Valley Unified. Scbool District, by Ted RoJ.t:[; Soquel 
Community Service Club, by H. Y. Stuart; Aptos Terrace Improvement Association, 
by Ern,st B, Pric~l; Seaclif'f Park, Inc .. , by H. E. SandOXM'; City of Berkele1~ 
by Fred C. Huj;chipspn and. Fobert T, Anderson; City of Lodi, by H. D. WellQr; 
City of AJ.smeda by Carl Froet~ and J, P, Cla;:k; City of Modesto, by C. M. AnnAD;' 
United Telephone Exchanges" Inc., by Jack W. Harg,y; Telepbone Answering Services, 
of California, Inc .. , Gordon, Kzlapp and. Gill, by Wyman C, Kn§PP;Pro:xy Telephone 
Service Co., by. Burt M. MeCQrm1~; Cities of Ne\olll1&n, Modesto, Oakdale and 
Woodland., by Bruce MeKp.1ght; Alameda County BuUd1ng 8lld Cons~ctioll Trades 
Counc1l . by J. 1. Child.ers; C1 ty of Selma, by Miles J i Hansen and S IE. Haseltine; 
aDd Thornton Da~ for bimBolf. 

Other Appearances:· Ba:y Radio Incorporated, by S. A, C1sler; C1ty of Fortuna, by 
Collis P. Mahan; Highland Area Chamber of Commerce, by Harry D. $chultzJ. C1ty 
of Richmond,. by John OrmAUD; Mrs. Edwin S. Bulen, in propria persona. . 

Observer:· John R. MeCuJJougll of the Oregon Publie Utility Commiss10n. 
For the Commission Start:· Boris H. LakPsta, Fnamon Colemm, ~haz:J eft W. Mots and 

WiJHam W. DIm' op •. 

LIST OF WITNESSES 

Evidence was presented. on behalf. of applicant by: H. R .. Bickett (Western Electric 
Compa:ay e8.1"U1.ngs and. account1%lg); S. W, Campbell (new cap1tal needed); 
M. Chandler (rate- of return, capital structure, and. pq-out ratios); F. D. 
Chutter (rate of' return); Dr. Joel Dean (rea:Jonableness of lJestern Electric 
Comptmy ret'Ul'rJ.) r J. O. Einerman (license contract service enel costs); 
R. G. Elliott (plant and expense effects of withdrawing local service 1n 
Los Angeles extended area); A. E. Ellison (inflation effects on PaCific Company); 
G, to. Haraing (alternative costs of short term financing - secretar:r treasurer . 
~~psrtment activities); A" D. Harper (rate of return); W. L. H:Lscox(comparison 
of' We~tern Electric Com~ Prices with prices of' general trade supplies); 
P.. W .. Jastram (11cense contract); Carl Joos (telephone answering somce rates); 
R. E. Kent (Western Electric CompSlly - manufacturing company'V'S .. regula.ted ' 
ut1lities); H. L. Kertz (supply contract, license contract ser.vices and costs); 
Dr~· J. K .. Lengum (1nna.tion, regulatory problem and solution»);: M. W. La.timer . 
(reasonableness of pension plan and pension r1nane1l3g); J. R:... ~en (deprecia-
tion); C. S. Mason (results ,or total operations, un:f.form sY,'.stem of' accounts, 
and pension plan); R. W. Mason (ra.te of retur.D:); O. C. R1chter- (reaaonableness 
of' pension e~sts); J. M. Riddle (innation - jmpact on CalifOrnia 1ntrastate 
operations); W. L. Schaf'ter (correct accountizlg of pension' accruals); W. C. 
Scbweizer (innation or telepbone rates, proposed rate charge"" and proposal to 
provide extend~d message unit serviee to all customers in Loa Angeles 
Ilrea); T. A. Tay'lor (construct1on program); F. D. Tellwr1ght (advertising). 

Evidence wa3 presented on behalt of the protestants and interested parties b,r: 
J. J. Deuel, F. S .. Clough, G. Sehlmeyer, K. C. Bean, R. B. River" J. K. 
J. K. MacIntOSh, 'Z'. M. Chubb" R. 'W. Russell, B. McKnight,. Dr ... L. W" Thatcher, 
C. A. Winder, P. N. Barton, E.. S. Bulen, W. L. Carpenter, J... L. Ch:Uders, 
E. C. Craig, C. 1'. Hanson, S, E. Haseltine, J. W. Healy, J. Jonas.,. L. C. Leach, 
H. L. McGraw, R. J'. Ol1phant, H. D. Sch.ul tz, P. J. Shaccove) M, T81,lor, 
G. C. Weldin, S. D. Lynoh, Helen Negrin, Martin C. Casey) Glenn FranCis De Grave, 
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E. F. Dibble, Marie A. Manton, H. R. McCarroll, Ray R. McCombs, Webster C. Reed, 
Robert R. SCrim, Mary S. Sisson, George L. Steelman, Walter B. Towsend, 
Sydney Wingert, Coarles Edgett, P. Dele Johnaon, JobnMcCrack1n, Fred S. Orth, 
Bud W. Polley, Frances Rapotti, James Skang, Gordon M. Boyes, C. B. Harts, R. N. 
Klein, John C. LUtbin, George N. Pent:)iman, George Peterson, Ernest B. Price, 
Ted Bolf'f', H. E. Salldoval, Alvin D. Wendt, Alice Earl Wilder, Bobert J. Schulte; 
W. Hogan;S. Do. Lynch, Lew Lauria, H. A.. &urroughs. 

Evidence 'W'9.S presented on behalf 0'£ the Commission staff by: J. B. Balcomb 
(operating revenues, maintenance, traf':£':1.c end commercial expenses); H. G. Bu.tler 
(proper rate base); W. J. Cavagnaro (volatility of earnings}; J. F. Donovan 
(balance sheet, income statement end clearing accounts); J. J. Doran (general 
and other operating expenses, taxes, S\"O:IlIIlarY of ee.rnings, review of pension 
plan) revenues, expense, rate base adjustments to total California operations); 
w. W. Dunlop (adjustments for directory advert1s1xlg rate increases, tim1%)g ot 
telephone conversations, and selective ringing program) J S. B. Hansell (report 
on a.ctuarial analysis of Pacific ComPMY' pension plan and development of service 
pension accrueJ. rate); N. C. Hasbrook (separated results); D. F. La Hue (costs 
allocable to California operations for ~erv1ce ~shed by American Telephone 
and Telegraph Company); M. E. ~zek (service' in Beche Cen.,von); R. T. J>err,y 
(fued. capital and rate base rate bases adjus'bnents, purchases from Western 
Electric Company adjustments); C. Unnevehr (depreciation r63erve, straight-line 
remain:ttlg life determination method and. remaining 11£e depreeiation accruals); 
S. Weber (adjusted. intra-operating re$ults, area of operations, financial and 
administrative organization, history and present operations of the Pacific 
ComPany'). 

• 


