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COMPANY , WEST COAST TELEPHONE COMPANY OF
CALIFORNIA, WESTZRN CALIFORNIA TELEPHONE
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Defen&ants .

Cn::mins, &em:, Bradley & Burns, by John I I..

Bradley; for complainant.

Arthur T. George, and Pillsbury Madison & SL!:L'O ’
by Richard W. Odgers, for The Pacific Teleﬂbane
and Telegraph Compamy, dofenrdant.

Cyxil M. Sarovan and James G. Shn.eld., for _he
Commission staff. :

OPINION

Private bracch exchm/:ge (PBX) telepho._e semcé is
sgplied to hotels and motels  im Califormia subject to 2

‘Hotels and motels w:.ll here:.nafter be referred to s:.mply a.s
bhotels. _
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-
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condition in the tariff limiting the amounts which hotels mey charge
their guests or others for making intrastate telephone calls through
the botel system. _ _

Complainant, a commercial organization representingflS-
local or regional associatioms bav:.ng more. tb.an 625 hotel members
throughout the state, requests the Commission to find that "the’
maximum permissible charges for :Lntrastate telephone service as.
limited by said condition in the tariffs are unJust and unreeson-
able, and to issve an order establishing such maximum charges for _
the service as it may £ind to be just and reasonable. .

A tariff condition establishing ma:d.mm permissible sur- ‘
chorges was first established by Decision No-. 48171, dated .J'a_nuaryt ‘19:,
1953, in Case No. 5338 (Telephome Surcharges, 52 Cal. P.U.C. 363), |
2nd was modified to effect an increase in permissible charges by

Decision No. 58085, dated. Maxch 2 1959 in Case No. 6085 . (Eote
Assn, V. Cel. Interstate et al., 56 Cal. P.U C. 798).

The complaint alleges" that s:.nce 11957, the year on S ,
which the present allowable charges -were based : the costs to '
hotels of providing telephone service for guests have risen
substantially, and that as a result the maxx.mm permissible |
charges do not prov:.de suffn.cient revenue to compensate the hotels
for the costs of prov:.ding telephone serv:.ce. 'Ihe complaint '
did not specify the amount of increases being sought and pur-
_Suant to request of the Commission staff complainant f:[led
Item A, which spec:.fn.ed the exact amount o:E surcha.rges requested
Comparison of the requested schedule w:Lth the presently author- '
:Lzed schedule follows: ' ; |
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Local Exchange or Zome Message ‘Calls

Per Call Present Schedule | Requested Schedule .
Telephone Company charge $ .05 REE | $ 05 |
Federal excise tax .00 005

- Total [f $ ,055 . o $,055 -
Masdmuam perm.ss1b1e hotel S - . :
charge to guest - - 18 S _ : _.25 o

Masxcimum reimburiement of
hotel s costs... '

$ 125 . [$,;19534¢

Intrastate 'roll or Multi-messgge Unit Calls I- :

Where the taa:iff _ : S 'rhe ma:d.mm pemissible
charge for a call is: , ‘ surcha;ge by_the hot:el is' S

_ | Present’ Schedule Reg_ st:ed Schedule S
5 cents or less - az $ zo o

51 cents to $1 e '25

$1.0Lto$2 | 22 e

Over $2. | L s

Public bhearings were held before x:.xam:.ner Patterson in

San Francisco on June 24 October 28 December 10 21 and

22, 1964 and on - January 20, 21, E‘ebruary 15 and. Ma:ch 10 1965. :
'I.‘he matter was submitted sub_]ect to rece:!.pt of a lat:e-f:’.led
exhibit and concurrent bnefs. 3aid exhibit and briefs were
rece:.ved and subsequently, on April 21, 1965 compla:.nant

filed a Petition to Set As:.de Submiss:.on and for Leave 'co Flle |

a Reply 3rief. The staff, on Apnl 30 1965 filed an answer.
requesting that said petition be disnnssed

2/ Maximum reimbursement shown applies to message rate hotels only.
Flat rate hotels retain emtire charge of 18¢ present and 25¢

requested, paying, bowever, a monthly trtmk renta] charge to ..he -
telephone company- ‘




All of the defendants filing answers to the complaint

took essentially neutral positions with the exception of

California Interstate 'I‘elephone Company whicgfasked for dismissal..
The Pacific Telephone and Telegraph Company, the only defendant
which appeared at the hearings, assumed & neutral position, did ‘ “
not present any evidence, but did supply substantial amounts

of information for both the complainant s and the staff s studies.;_
Two of its employees also testified for oomplainant.

Complainant's study was prepared in a manner similar to
that used for the studies introduced in the J.953 and 1959 telephone
surcharge proceedings, using 11 of the hotels included in those
-prior studies and 15 additional hotels. Complainant claimed that
the. 26 hotels represent a faix ,ample of hotel operations in tne
state as to size, geographical distribution and type of telephone
equipment used. . ' . R

As to size, the hotels consist of-

4 large (moxe than 500 rooms)

11 medium-large (250 to 500 rooms)

6 medium (125 to 249 roous) .

5 small (less than,lzs rooms)

By geographical distribution, they are Situated-

7 in San Francisco

5 in Los Angeles .

3 in Bever1y~Hills

2 in Sacramento-

9 in other smaller cities
As to equipment 18 of the hotels nanole outgoing and incoming_guest
cells tnrough manually operated °witchboards and 8lhave fnll guest )

dialing of outﬁoing.local, .oll and.VMU'celis.

3/ O T .
Fercinafter sometimes xefexrred to;aS-Pncific Tclephone~Compnny.
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Complainant's evidence is contained pri’.ncipally in
Sxhibit 1 which presents an emalys:.s of the cost:s mcurred by the B
26 study hotels in providing :.ntrastate telephone service to
.guests. Accord:.ng to that exhibit as amended the hotels cost:s j
-of handling {ntrastate ealls exceed allowable surcharges on the
average by 9.2 cents per local call and lO 8 cents per mtrastete
toll call. Those figu:es were developed by a complex ern’.es of
 steps involving a multitude: .of alloeat:\.ons of costs bemeen |
interstate and- mtrastate and between guest usage and hotel
‘management usa.ge. Basic da.t:a for allocation pereentages was ;
obtained from a seven-day traffic study wh:'.ch was made w1th the
assistance of Pacific Telephone Company in eacb. of the 26 st:udy
hotels in Octo'ber and November 1963. , | |
A staff engineer made an exhaust:ive analysis of com- -

plainant's study, compiled. add:ut:.onal Lnformat:.on and presented
the results of his study and. his recoumendations :.n uch:’.bit 11.
a document which appears to be equ:.velent to complainam: s study
in detail and e;:ox:z:1:>le:cl.1:y.-,1 The staff wit:ness found eertaa.n )
exrors in complainant's study and he took exeept:.on to many of
the assumptn.ons and details employed by‘ the compla:.nant J.n o
allocating costs. He emmerated 17 alleged defects m compla:m-' .
ant's showing In an endeavor to n.construet wh.at he bel:.eved “
to be more appropnate cost data. the staff eng:meer completely
reallocated the costs for 11 of the 26 study hotels and the
trunk rental charges for six others He t:estif:.ed r.hat be wss

not sble to reallocate costs for a mmber of the other hotels : '
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as the t*a.ff:.c data for such hotels was o longer availa‘ble. " It
was bhis opinion, therefore, that his adjustments were extremely con-~
servative and probably did not measure ‘the full extent of errors
and improper allocations. ' - ‘
An imoortant refinement brought out by the staff study' :
is a oeparation of . the hotel costs of handling :.ncoming cells f*om :
the costs of handl:mg outgoing calls. Complainant s and staff'
‘ ev:.dence of hotel handl:.ng costs separated between outgoing and B

:.ncoming calls may be summanzed substantn.ally as follows. ‘;; «

26 '.re.,t Eotels S
Handliag Costs por Call

Outgomg Incoming 'Iotal Handlmg
Costs Costs . = Costs

Local

~Complainant 10.77 1106 . 2L 33¢' ‘,

Staff .79 = 8.9 . ';l7. ..,8
Intrastate Toll 7: MU o L Ee ,_
omplainant , 13.73° . 13.90. . 27‘.6:_3% ’
Staff | - 9.48 -,9.30\ L 18T
~ Complainant made minox concess:x.ons to the staff'
charges of defects, and revised its showz.ng so as to reduce’ ..he .
total handling costs for local calls from 21. 8 _cents to Zl 68
cents and for intrastate toll calls from 27 .63 cents to 27 54
cents, but mo breakdown was g:.vcn between outgo’:.ng s,and _ :.:xcot;_ijng,
costs. | B o
| ‘Ihe full effects of the staff s ad;mtments a:r:e di.luted -
in the l.o:egomg tabulation as only ll of the "6 hotels costs ‘ g
have been fully reallocated. A compar:.son of the staff's and
_complainant's results for only those 11 hotels, for which Full

“ reallocations have been made, follows 4
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11 Test Botels ok
" Handling Costs Jcr "Call .

- Qutgoing = Incoming = "rocal
Costs Cosvts‘ . Handling. Costs -

Local o A AR
Complainant 9.05¢ 11.54¢ - 20.5%¢
Staff 7.54 - 8.76 3 16.30.

Int:astate Toll & MMU SR, T y B
Complainant 11.63 . 1496 2639
Staff ' 6.15 | 9.01~ 15.16

The staff engineer s report was based not only upon
ana]l.ys:f.'s' of complainant's study, but also upon a considerable |
amount of field work, a two-day traffic study of 12 of the study
hotels made by Pacific 'Ielepb.one Conpany and an analysis of a
staff questionna.ire sent to the 625 member hotcls of the associa-
 tioms ‘represented by compla;".nant and a.l..o to 252 nomcmber
hotels. This questionmaire disclosed w'fde varia:::x.on in the
practn.ces of hotels in applying the permis.,ible surcnaxges. He
also ascertained that a surp:isingly 1a::ge amount of revenue. “_o,
which the hotels would be entitled under the tariffs is stmply |
not collected. The xeasons for noncollection, ‘aside from some\ |
hotels decisions not to apply maxdmm charges, include guest.,
denying cails, mass check-outt‘ of guests, delayed receipt of o ,
tize and charges on toll calls, 2né failure to apply charg;es on'&-éd:‘.t' /
card calls or on calls charged to ot:her mmbers.‘ He was of thc. o | o
opinion that the complex.ty of tke present tar:!.ff was & la.rge
factor in contri‘but...ng to failure of some hotels to charge the:
£ull pemssible surcharge or in forego:.ng comple"ely application.
of surcharges for calls cb.a.rged to! cred:.t cards or to other -

numbers. EHe concluded that the present rate schedule n.s cumbersome, )
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undesirable and not used by all hotels. | He testi.fi’e‘d 'that“ a
15-cent-flat-per-message cha:rge would be simpler ro edminister,
would provide a reasonable source of revenue to offset hotel costs
and, because of more wniversal appl:.cation, should result in o
better understand:.ng by guests, better collection, part:f.cularly
on’ cred:.t card calls, and :i.ncrea.sed revenue for hotels now
charging 15 cents, or less, for local calls a:ad a.llowing cred:.t
card calls free. He recommended, therefore, that the present B |
schedule of charges be replaced w:.th a ma.:d.mm lS-cent message charse H
to be made appl:l:cable foxr all outgoing intrastate guest _ealls nnd for
incomins collect calls. Eis proposed ls-cent mn:d.mun charge on j,
local calls would apply for hoth flnt rate and message rete serv:.ce
hotels and, thcrefore, would include mes sngc rates charged the hotel-

by the telephone company. He also sugge.,ted that if anything

beyond the l5-cent flat rate were to be con..»n.dered he would
'recotrmend that the hotels have the option of applylng a. sureharg
of 10 per cent of the cost of the call where the: message charge :
is over $2.00 o ‘ ”
The staff witness stated that in hi.s op:.n:.on incomnz,
ca.ll costs should be absorbed by the hotel through zoom renta.ls,
or a sufficient portion of such incoming costs to permit apolica-
tion of the proposed 15-cent un:.form cbarge. According to h:\.s
study total incoming call costs both local and i.ntrastate toll
can be absoxbed for approximately 12 cents per occup:{.ed room— '
day. Appl:.cation of hio proposed 15-cent mform charge without

the 10 pex cent option on toll calls would produce revenues
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exceeding handling costs for outgoing calls to ‘the extent that
the remamn;ng revenue deficiency assignable to handling‘costs
for incoming calls- could.be absorbed for less than 9 cents pero
occupied room-day.g_ | \ | "

Average TOOm rates per occupied Toom per day for the '
year 1962 for the 22 study hotels which supplxed such informatzon,r'
wexre shown in Exhibit 18 as ranging from $5 60 to $26 70 with a
median of eporoximately $12. “ | |

At this point in the proceedmng there'had been no—cross-
examinatxon of any of the wmtnesses, nor had any rebuttal testx—
mony been offered Complainant had'made~minor revmsions dn 1ts
lexhibzts to reflect corrections for ome defect and 3’ portion of
another defect alleged by the staff. Counsel for complainant
had previously stated that none of the othcr alleged defects
vould be accepted, and rebuttal testamony-would be‘prepared in ;
connect:on therewith. Nevertheless, at this Juncture, xn |
response to requests initliated by counsel for. complainant, con-o
tinuances were granted to enable the partles to attempc to recch

agreewment on acceptable suxcharges and upon otaer xssues necessary d
to conclude the proceeding 1}’ o o
nbseqnently complainant made a.proposal to aecept tne
staff engineer’'s recommendation of essentlally a lS-cent charge |
on all ecalls, mncluding the alternative opt1on of a lO per cent
surcha.ge, but not to exceed 50 cents on toll calls.over $2.00 ‘
exeept that for local calls the max;mum permissible chargc would ﬁ:

be 20 cents includlng any message rate charges and taxes where

. appllcable.




The staff agreed to complainant'spropo‘s'al: provi“ded‘it .

would be acceptable. to the Commission, and provided agreement' o
could also be reached on basic data requ:x.rements to be met for
; any future presentat:.on before the Comm:.ssion in support of any
change in hotel guest telephone surcharge rates. | Agreement was.
reached on suck basic data requirements by complamant, ‘the
staff, and Pacn.fic Telephone Company, as set forth in ."..‘:th:.b:.t 29,
Section ‘B, prepared by the sraff eng:.neering w:.tness and wh:.ch
is ent:.tled “Basic Requn.rements for Any Future Cost Studs Y :Ln :
Support of a Filing for Increase of Hotel Guest Telephone |
Surcharge Rates." Pacific 'relephone Company had previously
agreed to acceptance of complainant s proposal as: to surcharges,
su'ogect to reservat:x.ons as to certa:x.n deta:’.ls of the tari.ff
form. The three part.xes reached agreement on tar:x.ff form
through late-filed Txhibit 30. : o
The matter was submitted subject to rece:Lpt of concurrent" |
brn.efs from complamant and staff on thc sole issue as to. whel:her
ox nmot aay port:i.on of the cost. of h.mdln.ng :.ncomi.ng calls should
. be included in the surcharge for outgoing calls. In keepn.ng
with its neutral position, Pacif:.c Telephone Company d:x.d not f:I.le
a brief on this: ::.ssue.a-/ o ‘. ', |
The bas;c :.ssue wh:.ch is 'before tne Commission at this
_po:.nt is whether or mot it can accept as reasonable a st:.pulat:.on
between complainant the staff and Pac:x.fic Telephone Company as
to a schedule of maximum pemissible surcharges which in some

%/ In the 1953 and 1959 proceedings Pac:.f:uc Telephone Company had

urged that costs of incom:.ng calls be excluded f*om the
surcharge. C ‘
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cases, would result in increases a.nd in other cases decreases
from present tariffs. We find no difficulty in accepting the
decreased charges which would be applicable on intrastate toll
and multi-nessage unit calls for calls renging from ‘51 cen.ts_
to $2.64. We do have difficulty, howewer . inaccepting
the fncreased charge of 2 cents per call over the present
18 cents for loesl calls, and which wou"d represent 2
S5-cent increasce over the lS-cent charge recomended by the staff'
witness. The difficulty arises from the fact that there has
been no cross-examxnation of the opposing testimony of complain- |
ant and the stafS. The mexe fact that parties to the proceed:.ng
without any amendment to the basic testmony, b,eve now agreee
upon certain charges does not make those charges JuSt and | |
reasonable. That is a determination and £inding that can' be made[ |
‘ solely by this Commission. o _ |
The staff witness made a strong case for the desu:—
ability of a simplified schedule of surcharges. ‘ 'J.‘he evidence
from the questionnaires sent to hotels represented by complainant
shows that appro:u.mately 55 per cent of such hotels allow guest
credit card calls free of surcharge, a‘bout 43 per. cent ch.arge |

lS cents, or less, for local calls, of which 15.5 per cent pcrmit

local calls £xee of surcharg . ©on intrastate toll. calls the
- questionnaire d:.scloses that. about 80 per cent of the hotels
apply the maximum permiss:.ble surcharges, from l2 per cent to
19 per cent charge less than the maximum includ:.ng S per cent
applying no surcharges, and one per cent to 9 per cent charge '
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more than the maximum. The questionnaire to hoteié not’ tepte-
sented by complainant shows even greater van.ations in: applica.- |
tion of surcharges. The evidence also indicates that one of tb.e
major factors in hotels' fa:.ling to collect allowa.ble graduated
surcharges on credit card intrastate toll ca.lls, as:.de from guest
resistance, is the mnecessity of obtainin.g time and cb.arges on'
calls which are not billable to the hotels. |
" We fail to see where graduated f'barges on to;l calls
are justif:.ecl. 3asica11.y the same azcunt of operato,_t time is
required to conneet 2 toll call rega::dless, of the 'toﬁte or
length of call. The small amount of additional time requized for
operator supervision and tbe increased time the long dié-tance
jaclts are tied up om a lomg call are not, in our 6pini6n';‘ of
sufficient weight to offset: the advzmtages of smplic:.ty of the
flat rate charge. | -
Zxperience has demonstrated the rule tb.at where util:.ty
type charges are applied and billed by non-util:.ty personnel -
the charges must be of the simplest Type; otherwise :merope-' |
2pplication and diserimination wil 1 Tes ult. "’he present
instance has proven to be no except:.on to this rule. From the
standpomt of uniform appl:‘.ca.tion, non-c‘.l.,cr:.minatn.on and guest '
acceptance, the evidence points strongly in tbe d:u:ect:.cn of
- support for a straight lS5-cent charge on a.n calls :!.nclud..ng e ,
15-cent total charge on 1oea.1 cal;.s, rather than che 20 cents
recommended in the st:.pulat:’.on. .
The logic of a 15-cent stra:‘.ght cha:tge is enhanced if
we consider the nature of telephone semces p:.'ov:.ded by hotels.  ‘ '

e

fr
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for their guests, and the reasonable way fci.hotels 3£o rcccvc:\
costs of those services. At mo time that we can discern fn this
or the two prior proceedings has there been any cbjccticn‘- to a
surcharge covering the cost of outgoing calls. 'Thc Lssue which
has been raised, and which has not been clm::‘.ficd :Ln the pcot,
is whether or not the surcha:ge on outgoing calls should cover
any portion of the cost of handl:t.ng \:anoming\ calls.. - No- evidence‘
was. presented on th:.s issue, but since it was br:.efed by com-
plainant and staff, and since some of ..h ‘ac*'ors :.nvolved
conzon knowledge of which we may take official not:.cc, ve |
believe it will be helpfx..l if wc clar:z.fy our posxt::.on on thc ...ssue.
‘Ielephonc serv:'.ce is juot one of the many semces
hotels provide for the convem.ence of their guests. Some of |
these are utility scmces such as electrI.city, water and hcat
and others are non-ut:x.l:.ty serrices such as ‘receiving and
distributing mail, messages and pac&ages, answering inquim.es
concerning guests, paging of g’*..ests, food and beverage semce,
valet semce, laundry servn.ce ‘elevator service and all sez:v:!‘.ces
cssociated w:i.t.h ma:.nta:ming the hote’ lobby, desk aud other
coTmon: fac:.litn.es. otels reczver the costs of a.ll. taese
sexrvices either through direct cha::ges for the spec:.f.gc se*v:.ccs
rendered or through charges for rcoms occupied cE the above
sexvices dxrect charges are usualu made for- only food 2nd |
beverage sexvice, valet service and laxmdr.y service. - 'rhe fca tures
which distinguish these partf.cular semces fro:n the other° a"'a
that the awount and cost of serv:.ce provided depend apca tho reqx..n.re- -

ments and ocmanc.s of each guest end tbey are supol ed m response
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to each guest's specific order. All the other services nre of a
general nature, or are services which a guest receives as a result
of action initiated by another party, so that it is not: customary,
nor would it be reasomnable, To c‘narge for t:hem :f.ndividually.
Telephone service as provn.ded by hotels is a two--way‘
service which logically may 'be separa.ted :I.nto :.ncomng sexvice
which is of a generel nature available to a.ll guests and which |
is initiated by the a.ct:n.on of a party ot:her than the guest, and
outgoing service which is suppl:.ed in- response to the. requ:.re,-
ments and demands of each guest. No spec:Lf:Ec charges are
rendered to the hotel by the telephone ut:’.lity £or :anom:.ng semce,
except foxr suck calls xeceived collect For outgon.ng service, : it
however, specific cha.rges are rendered to the hotel by thc telephone': :
utility for every outgo:.ng call, except where a. hotel has flat .
rate local service. It is practical to apply sa.mrche::'gc-r fo..

outgoing calls but pot for incom.nb C&lla \mles<~ thcy are

reecived collect.

From this analysis of the cost recovery .treatment ,
afforded other services, and comparing them w:.th the incoming. and
outgoing aspects of telephone. service we can only conclude that it
is reasoneble for hotels to endeavor Lo recover costs of h.;.ndling
outgon.ng telepbone calls through: sm:charges placed on outgo'lng
calls and costs of handling incoming telephone cal 1s: through
charges for rooms occup:.ed

Compla::.nant takes the position thar although the .
-Coxmm.ssn.on in its prior decn.s:.ons had indicared tb.at: the cost




of handling irncoming calls was a cost which managenent's;honld' N

consider as a part of the hotel s cost of doing bns:.ness, ’never-‘
theless, in the oxders establishing rates the Couzn::.ss:[.on had set
them at such levels that in most cases incoming call costs were
recovered While this condition nay have been- approached in
the rates set by Decision No. 48171, the rates set by Dec:.sion
. 58085 fell substantially short of producing suff:.c:ient revenue o
to meet the combined costs of handling both :anoming and’ outgoing
calls. 1t should be clear that in ea.ch of the prior proceed-
Ings ve considered the factor of costs of :anoming calls to the
extent we considered to be reasonable on the record then before
ts. There have been developments in the type of telephone
service provided by some hotels s:f.nce those earlier proceedings, ;
notably the introduction of guest dialing wh:.ch relieves the |
guest from rel:.ance upon the hotel awitchboard operator for plac:.ng, :
outgoing calls._ The- effect of th:x.s development 13. :.nd:.cated 'by
the staff's Exhibit 28, wherein the outgoing local call handling
costs for six dial hotels is shown to average 5 22 cents per
call and for five manual hotels 10.96 cents pex call. ‘
| Moreover, as recogn:.zed by complainent in its brief
tke Conniss:'.on in those prior proceedings was seeldng to es ..abl:.sh
a schedule of charges deemed to be reasonahle under the c:chum-
| stances, without regard to whether or not they actually provz’.ded
for recovery of any specific portion of the cost of h.andling |
incoming calls. our position on this matter has not changed in
this proceeding as we are constrained to set rates wh:.ch aze
reasonable after con...ider-lng all pertinenr fa.ctors. - C




A familiar dictum :I.n the sett:.ng of reasonablc rates |
is that cost is only one of the factors to be considpred We
bel:.eve this to be esPer-:La.lly true in the present instance whe*e -
we a.re considering mot rates for & utili.ty, but surcharges L
which may dbe mposcd upon utn.lity charges by a non-ut:ul:.ty. _ Under -
these circumstances we believe that the factors of rate design
value of service and customex acceptancc should weigh. hemly
in our consideration.. As we have ind:.cated prev:.ously, | |
simplicity is of paramoumt importance in design of the rates we
are ccnsiden.ng berein. As to value of serv;’.ce a.nd customer o
acceptance, if the snrcharge rates exceed thc value of the serv:.cc, :
guests will place calls tarough pay stations or w:Lll curta:’.l
the use of telephone semce. In our opin.ton a total cha.rge of
20 cents for a local call, where thcre may be no message charge |
for the local call or, at most, 5.5 cents ‘including tax, wi 11 .
exceed the value of service for many guests. ’

As for the conszdcration to be g:.ven cost of. serv:f.ce, it -
will suffice Lif the level of rates estebl:x.shed will cover. *he
cost of handling outgo:.ng ca.lls only. It is cle.r:xr from thb
record that a l5-cent & charge on :x.ntra.stcte toll cal ls w:.ll
more than cover the costs of handling suc‘n outgoo.ng ca.lls even
on thc basis of complairant’'s \m.adjusted f:.gures. A ..5-cent ‘
total charge on local cal...s will moxe than cover the tota.l cost _
of hotels handling .,ucn calls, except on the bas:.s of co:npla...nant s
unadjusted figures, and there it falls short by only 1.27 cent.,.- ‘

-1t could well be that a test:.ng of the ev:.dence by crosq-exama.natzon ;

would d:.sclose that a 15-cent total chargc would be' fnlly adeq.zate. ,




Under complainant' 'S prayer :hat we escablish Just and
reasonable rates we would be justified in decreasing the present
permissible maximue charge from 18 cents to lslcents on che beSis
of the staff's evidence, provided that the competency of- thar'
evidence had been proven. This islnot “the case, iowever, asithe
evidence has not been subjected to the critical test of cross-
examination. Rather than to regect tae stipulation, set aside '
subnission and reopen tbe~matter for £orther heering, we cre of *Hc
opinion that the public interest wil beso be se"ved and complain-
ant's righcs preserved if we leave the maxxmum, permissible totai L?),'
charge for local calls at 18 cents,. which is clearly adeqnate in-
the average case to cover. the total cost. of any outgoing call-

We are mindful that the parties to the stipulation as
to reasonable charges tock the posit ion that if the °tipula ion o
were not accepted'by the Commission, further hea*inga be o ’(/'
set. We are of the opinion that furthez'hcorinoe would not pro-.
duce a result diFfering in any substantiel respect from that _
presented kexein. In any eVent the Commission 1“ not bound by
the stipulation, and should’ any of the parties believe that they
have been aggrieved by the ordexr which follows, aud they deSi*e
that further hearizgs be set for crosv-examina 1on and. iebuttal
testimony, they have access to the remediee which exlst Lide“‘ehe

rules of procedure.

Upon a2 careful consideration of tae entire rocord as

it bas been developed in this proeeeding, we make tbe followzng
findingS' “




]
i
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1. A simpliffed schedule ofv surcharges is required for hotel )

guest telephone service. | , ’

2. Hotels are entitled to recover their reasonable handling
costs for guest outgoing intrastate telephone calls through sur-
charges placed on guest outgoing calls. | R

3. Hotels are not entitled to recover handling costs for
incoming calls through surcharges on’ outgoing calls, but in some
cases the excess of revenues over costs for outgoing calls may
contribute to such recovery. ‘ P -

4. A total charge of 18 cents for each guest outgoing local -
exchange call, including message charge and tax ‘when applicable, _'
will cover reasonable handling costs for such outgoing calls.

5. A surcharge of 15 cents for each guest outgoing multi- -
message wit or intrastate toll call will cover reasonable hmd ing .
' costs for such outgoing calls. 3 _‘ | _' | ‘\': | ‘J

6. The 15-cemt surcharge for multi-message unit or intra-"
state toll calls should be applicable for guest calls sent paid
or received collect and completed through or charged to hotel
PBX stations located in guest rooums, regardless of whether ..he _
message charge is made to the hotel PB“C service, to a credit
card, or to amother telephone number. 3 _

7. Section B of ;.xhi‘bit 29 sets :Eorth reasonable require-v
ments £or any future cost study rn. support of a filing for -
increase of hotel guest: telephone surcharge rates.’

8. The increases in rates and charges authorized herein |
are justified, the rates and charges author'ized herein are reason- :
able, and the present rates and ch.arges,' insofar as they differ
from those herein prescribed are for the future unjust and

'Lmreasonable. o
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Based upon the ébove findings we conc_lude tb.a.tbthe “

stipulation between complainant; the staff ‘.‘and Péciﬂc- -Telephone
Company as to a schedule of ma:cbmm permissible sw:ha:ges should

be rejected and that each defendant utility hav:’.ng on fil# a
schedule of rates and cond‘it:[ons appl:(cable to hotel private
branch exchange semce should be orde:ed to. moda.fy such Tates
and conditions to conform with those ordered here:m

The rates so ordered will result {n no caange from
the present 18-cent ma:d.mm pe:m:.ss‘ble, total cha:ge '

for local cs.lls. For intr‘..state toll ox mul‘.::.-

message uwnit calls the 15-cent unifcm maxizum permissible

surcharge will result im a 3-cent Increase where ta“iff : cha:gcé

for the call are 50 cent:s o% less, a 2-cent &crease where the .

charges range from' 51 cents to $1 Ov, a l-cent decrea.se wbere tbe'

cbarges range fxom $1 0l to $2 .00 and a 12-cen.. c!ec::e.a,se where

tke charge is over '$2.00.
The ra.tes estab...ished by thzs order wz.ll be the wzximtm

permissible charges. They may be appl:.ed up o the ma::d’.mm

or not at all, at the discz'etion of the ind:.v.idual hot:els. :

1o
S

Perhaps it is not necessary, but it mg.y be hf:lpful, to po:.n" oa"

that wnder these tariffs a hotel may achieve the ult_matt;‘_: \:'..n
simplicity by .éscablisbing a wniforn charge of 15 cents o less
for all guest outgoing calls whether 'tbcy are lLocal |

or intrastate tol"-"' We a.re of the op:u:z..on th...t sur.o. sa.mpln.r-a.cy
and m:.formity wou].d be salutary ..o the hote1<' and to gues\.

usage of telepbone semce. .

o




We further conclude that any future cost study :I.n :

support of a f£filing for increase of b.otel guest telephone |
surcharge rates should meet the requirements set forth in the / |
| following order 1f it is to receive consideration of this
Coumission. . ' ,
Complainant s Petition to Set Aside Submission and for
Leave to File a Reply Brief is without merit and should be denied. : |

ORDI:.R

ITIs ORD»..RZD that: o . ,

1. Each of the .defendant telephone corporations having
on file with this Commission a schedule of rates ‘and conditions
applicable to hotel private branch exchange service is author:.zed
and directed to file in accordance with General Orde*' No. ‘96-A
the xrevised schedule of Tates and condit:.ons attached to this
order as Appendix A. ' The effective date of the revised schedu.s.e
of rates ‘and conditions sha.ll be Scptcmbcr l 1905._ 'J.‘he reviaed /
schedule shall apply only to service. rendered on and a..ter the
effective date tbereof '_ A " PR

2. Eack defendant telephone corporation having on file w:t.th
this Comm:.ssion & schedule of rates and conditions appln.cable
to botel pr:.va.te branch exchange service shall on or before \
Septcmber L, 1965, ...otify each of its ubscriber notcls, mo..cl..,, \/
aparment houses and clubs wbz.ch renders guest telephone service
as to the provisions of Appendix A, attached hereto, and shall N
submit to the Commission on or. before Scptember 20, 1965 list of "/
the. subscribers so notified | |




-{53. Complainant, ox any successor representing
a hotel oxr hotel interests, is put on notice ‘that ony
future cost study in suppoxt of & f:'.linc, for facreese. o:E
hotel Zuest telephone surcharge rates. should meet
au‘bstantial}.y the requuementf set forth in Appendix B

| attacaed here to.

4. Complainant's Petition to Set As:i’.de Submssion and

for Leave to File a Reply Brief ::.s den:.ed :
The effective date of th:.s order sha.ll be twenty days .
after the date hereof. I o A’/Q ) ,
| Dated at. Ban m‘m - Califomia, this 3
day of _ AUGUST - v

Conmissionor George G."Grdver, bemg
necessarily absent, did not panicﬂ.pato
in the dispo..tuon o: t.h.is procood.mg
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APPEZNDIX A
RATES AND CONDITIONS

Modify Rates and Condit:.ons in Schedule for Hotel Priva Te Branch
Exchange Service to conform to the follow:.ng

Hotel Private Branch E:xchange bervn.ce is fumshed to hotels,
motels clubs, apartment bouses and trailexr pa::ks under the
follow:i.ng conditions:.

Subscribers to Notel PBX Service nay make the follow:’.ng'
naxinmum charges or any lesser amount to guests, tenants,
members and others for sent paid or received collect

messages coupleted through or charged to hotel P3X
statiors located in guest rooms:

(l) 18 cents total charge for each outgo:.ng local

exchange message (which fncludes message charge and
excise taxcs when' applicable).

(2) A suzcharge of 15 cents for each mult:.-message unit
message or intrastate toll message wh.':.ch n.s* ‘

(a) Sent paid and 'b:z.lled to a telephone company
credit card.

(b) Sent paid and billed to telephone service
other than the Hotel PBX: oervi'.ce-‘

) . Sent collect.

(3) A sur chazge of 15 cents plus the tariff charge and
federal excise tax for each multi-message unit message
or intrastate toll message which is: f}

(2) Sent paid and b:.lled to Hotel PBX Servi;ce. .

(b) Sent paid from a telephone service other =
than the Hotel PBX Serv:.ce and billcd to
the Hotel PBX. Service. =

(c) Received collect.

%) Subseribers electing- to apply ‘the maximm charges
specified in (1), (2) and (3) preceding or amy lesser
amount, in excess of the filed tariff charge plus
federal excise tax, must prominently post 2 schedule

of their charges adl;acent to each guestroom telephone,
together with the following statement: 'rhe hotel
cb.arges shown above are legally author:.zed '




APPENDIX B

BASIC REQUIREMENTS FOR ANY FUTURZ COST STUDY
IN SUPPORT OF A FILING FOR INCREASE OF HOT:EL GUEST
TELEPHONE SURCHARGE RATES -~ |

(a) Dirxectly assignable costs must be directly assigned, not
allocated. This applies to equipment -:;ental on items -
of telephonme equipment for which usage is not directly
shared between management and guest usage. Message
cbarges for all categories of messages would be simi-
larly directly assigned where records permit. In
other cases the assigmment would be made in accordance
with the wethod discussed under Item (d) following. For
such items those directly assignable to management or
adoinistrative use should be excluded from amy totals
to be allocated to guest handling costs. Such items
as are directly assignable to management or administra-
tive use should be cxcluded regardless of the account-
ing treatment used by hotels. ‘ ‘

Potential revenues under the maximum allowable charges
permitted by the tariff in force 'at the time of the .
study must be shown, regardless of whether a given .
hotel eleects to collect such maximum charges. Where
¢ollection of such charges would result in additional
or incremental kandling costs, an adjustment to
handling costs should be made and supported. Nothing
in this statement should be comstrued as prohibiting
the presentation also of the actual expenses and
income picture. (There would be incremental costs

in tZe case of a2 hotel actually allowing free local
calls. TFor exesmple, taking a guest dial hotel,

there would be monthly equipment rental for guest

room registers, costs of reading those registers,
entering readings on room cards, and such other incre-
dental costs as could be reasonably supported. Bowever,
in the case of a bhotel allowing free credit card calls,
the incremental costs of collection would be expected
to be minimal for any hotel having TWX Page Report
Sexvice or gemerally for amy hotel umder the proposed
15¢ flat charge for toll and MVU calls.) Day to day
failures to collect charges not included under blaaket
foregoing of collections by call categories are -
treated separately under the next item. ‘

Uncollected potential revemues for all hotels must be
shown regardless of whether full collection is :
accomplished. However, such uncollected potential
Tevenues can be deducted, in the case of surcharges,

by a red figure for uncollectibles wmder ''Gross Sales™, -
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APPENDIX B (continued)

(c) (continued)

and in the case of message charges, by an excess of
such charges wnder "“Cost of Calls’ over those shown
as collections from guests wmder “Gross Sales’. Such
uncollectibles are a legitimate cost of operation,
provided they axe held to a reasonable level.  How-
ever, support for what comstitutes a reasonable level
should be a part of the xeport. Uncollectibles on
surcharges can be shown in a single red figure lice
under ‘‘Gross Sales’’, on a schedule of income and ‘
expenses as, for example, by Table IV of present
study. * These must be detailed and accounted for by
call categories and causes elsewhere in the xeport.
Uncollectibles on message charges xeflected as an
excess of such charges under “Cost of Sales” over
those shown wmder 'Gross Sales’' must be correctly
separated as between Intrastate and Intexstate Toll
(under both '‘Gross Sales’ and “Cost of Calls') and
correctly separated as between local and MWU under
“Cost of Calls". o ‘

As the basis for the separations mentioned in the
preceding section (¢) a study must be made for a -
test perlod at each sample hotel to detexmine
directly the actual guest chargeable usage in each
call category (independent of any peg count traffic
study) and the percentage of uncollectibles N
experienced, together with the itemization of the
relative amounts due to each of the principal causes
of failure to collect. ﬂ |

Such a study must include a determination of Incidence
of all non-billable calls (both Intrastate -and Inter-
state). Separation of billable message charges 2s
between Intrastate and Interstate must be made, based
generally on the methods used in Chapter 4 of staff
Exhibirc 11, but where necessary also giving effect
to transfer of bulk billed guest MU from '‘Cost of
Calls" “Local'' to “'Cost of Calls” "Iantrastate
Intexcity’. ‘ ' | “

Recorded traffic (including non-billable intrastate
calls and non-billable intexrstate calls not soown in
traffic records) will be reconciled as being within
and reasonably related to the total of calls recoxded
in any peg count study made foxr the purpose of |
determining allocation factors. Call completion rates.
for eack botel, and ratio of guest incoming calls to
guest outgoing calls must also be specifically
determined by the traffic coumt at each hotel. Over-
all call completion ratios for areas in which the '
study botels may be located should be rxelied upon
only where specific completion rates cammot be
determined. o :

* Table Iv of present study rcfers to Exhibit No, 1 im Case No. &
73241;{ Words oxr phrases In quotes are terminology used in that -
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APPENDIX B (continued)

Application of the principles outlined in Items (a)
through (¢) should result in producing adjusted data
internally consistent or reconcilable within ox
betwecen the various tables and schedules of the study.
Taking the present study for oxample, the purpose is

to produce consistency between the '"Gross Sales’ data
and the “'Cost of Calls' data for cach category of calls
showvn on Table IV, between the outgoing guest call data
on lines 1l of Schedules 1 and the message charge data
on lines 3 and & of Schedules 1. It should also pro-
vide consistency or reconcilability as between outgoing
messages for the test year shown on linmes- 1l of
Schedules 1 and the '"Gross Sales’ and Cost of Calls”
data of Table IV, ** In addition, it should provide con-
sistency or reconcilability between outgeing calls for
the test year used on lines 1l of Schedules 1 to
determine unit costs, and the peg count data of
Schedules 3, 4 and 5 used to develop allocation factoxs. ¥
Such internal ¢onsisteney or reconcilability should be
a ninimm requirement for any future cost study, and
the steps outlined in Items (&) through (e) are a mini-
mm program for its attainment. - '

Full responsibility foxr the reasonable accuracy of
recorded data and the reasonablenmess of the adjusted

or estimatad data furnished by hotels should be clearly
assumed by the person or persons making the cost study.
All such data should be fully and carefully evaluated
and not accepted at face value. SIS

The report must contain a statement of the nature of
telephone operations at each study hotel, giving suf-
ficient detail to pexmit determination of whether MMU
calls are or are not difled by the: P3X operator, and,
what sort of tickets must be prepared by the PBX =
operator, and for what types of calls handled. The
statement should be complete enough to permit determina-
tion of the reasonableness of totals obtained for the
peg count period, (as between switchboard and guest
1al), proper inclusion or exclusion of ticket writing
in the schedules developing allocation: factors, md
proper application of coefficients in those schedules.

All handling cost: figures allocated to guest usage must
be separated as between outgoing and incoming call:
costs. o : ' o Yoo

Percent room occupancy for each study hotel: most be in-
cluded in the report as follows: : T
(1) By months for the test year.

(2) By days for.the period of amy peg count or-
othexr special study period.

Table IV refers to Port 1 of Exhibit No. 1 and Schedules 1, 3,
4 od 3 refer to Parts 2 ond 3 of Exhibit No. 1 in'Case - . . .
No, 7864, Woxds or phrascs in quotes axe terminology used'inm” . -
that exhibit, o o S T

eyl

-




- " . . : ‘ '.\‘} ‘ < L . ‘
C. 7864 - HT | v : L D
‘ , .

| APPENDIX B (continued)

r
|

(continued)

[

Data on nwumber of guests accommodated must also be: |
provided on the same basis as percent room occupancy.
For bhotels not regularly compiling this data it would be
provided at least for any peg count or other special
study period. This portion of the report should also
ive the mumber of available guest rooms and the basis

or computation of occupancy percentages at each study
botel. ' ' o BT

All hotel recoxrds pertinent to the data of the report
will be retained by the hotels and/or the agency making
the cost study from the beginming of the test year used,
to submission of the matter to the Commissfon. ~ Records
to be retained include, but are not necessarily limited,
to the following: | : o ‘ R

(1) Local call vouchers (including all vouchers -
whether oxr not collection was effected) for
representative sample periods in the test yeax
and, in particular, for any period of special
study on collections, chargeable guest usage, or
peg coumt traffic studies..

Records of guest register readings and rebate
forms under the same conditions stated for local
call vouchers. '

TWX vouchers and traffic sheets under the same
conditions stated for local call vouchers.  The
telephone company will be requested to retain
TWX transmission sheets for the same time
periods. Study hotels not having TWX page
Teports and not normally writing traffic sheets
should log all chargeable traffic during peg

count or other special study periods and retain
such records. : o |

Telephone billings including Interstate Toll Com-
mission Detail forms for the entire test year,
and for the billing round, including the days of
any special study on guest chargeable usage, or
peg count traffic study. -~

Equipment rental breakdowns to be requested from
the telephone company long ‘enough in advance of
the study, furnishing sufficient detall to provide
positive identification of all items provided for
exclusive management or administrative use. This -
data should, of course, be retained. o e




APPENDIX B (continued)':'.ﬁ' -

The report must include a.vérage guést‘ room rental cvha:'gesk_
for the test year and for the year of the last previous.
study (whether or not the same study hotels are involved).

Other income items in the telephone department provided:
for under the Uniform System of Accounts for Hotels, and
in particular, pay station commissions should be included
in the study. If the position taken in the study is
that such income should not be included as telepbone
department income, support for that position can, of
course, be adduced. The amounts for each study botel
should, however, be reported as a part of the study.

Hotels should make every reasonable effort to reduce guest
telephone handling costs, and to assure the most equitable
and effective collection of guest surcharges (at whatever
permissible level of charges is nominally adopted by each
hotel). Any future study must set forth the policies:
followed by each of the test hotels with regards to the
means of realizing these objectives. : -

With reference to hotels showing unusually high unit costs,
the statement of the preceding Item (n) applies with-
additional emphasis. Inclusion of such hotels in any
future group of study hotels can be justified only if par- .
;:.icular effort is applied to them to detexmine the follow-

(1) VWhether the costs xeported are valid. B '

(2) Whether the number of messages processed for the
test year in each category bas been coxrectly
determined. . o

(3) Whether collection practices are effective and
equitable. - o ' o

(4) VWhat efforts have been made by the hotel to reduce

- its handling costs and increase the effectiveness.

- of its collection practices. It is noted that the
unit costs shown in Table 1 of Exhibit 1 for certain
study hotels are at a level obviously far beyond
effective relief through increase of guest surcharges.

EZxtension of sampling beyond the limited group of hotels,
selected for intensive detailed cost study, to other
botels broadly, with respect to experience and practices
under the surcharge tariff in force, was made in the
present proceeding at the request of the staff, Such
extension should be a part of any future study. (Ref.:
Exh. 11, Chapter 3 and Appendix Pages A-1 through A-7).

In any future cost study a statement should be included -
showing the number of Association member hotels and the

number of the member hotels which indicated they:have -
had a full schedule of surcharxge rates continuously
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APPENDIX B. (continued)

(continued) = -

posted, in a conspicuous manner in guest rooms, with =
an indication as to the pexiod it has been so posted.

In all future studies, the term 'Intrastate Toll and
M must be substituted for '“Intercity Intrastate!’ %
The “and M{U” portion can be omitted in wost references,
and understood to be included where applicable. - - . g

el

%o “The term "Intercity Intrastate™ Is that used io Exhibit Noo L, -
Case No, 7864, IR S

o




