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Decision No.  ¢1350

 oRICMAL |

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE SIATE OF CALIFORNIA

Application of THE PACIFIC TELEPHONE )
AND TELEGRAPH COMPANY, a corporationm, §

for authority to iIncrease certain
Business and Residence Comnection
and Move and Change Charges and to
Establish Installation Chaxges for
Seven Key Telephone Service Features
applicable within the State of

Application No. 48643
(Filed July 20, 1966) .

Arthur T, George, for applicant.
Helen Nelsom, éor consumers; Robert S, Teaze, fox the
ity of San Diego; Ralph Hubbard and W, L. Kmecht,
for the California Farm Bureau ederation; Roger
Arnebergh and Robert W. Russell, for the City of
Los Angeles; George Sla or the City of Beverly
Hills; Thomas M. g'mor by Robexrt R. Laughead,
for the City and County of Sam Francs sco; Robert E.
Burt, for California Manufacturers Associat on;
Richard E. $aladana, in propxria persomna; Orville
Wright, in propria persona; James P. Jackson, for
the City of Sacramento; H, Cushman Dow, Zor
General Dynamics Corporation, interested parties.
John Ozerberger, for Contra Costa Economic Opportunity
Council, Richmond CORE and the West Contra Costa
Liberel Democratic Club; Barbara Penney and Jim
Lipary, for Economic Opportunity Council, protestants.
V. V. MacKenzie and Parke L. Bonevysteele, for the
Commission staff. | o

The Pacific Telephone and Telegraph Company, by the
above~entitled application, seeks \autho::ity to Increase certain
cf its rates which would result in approximately $6,100,000 in

additional gross revenue ann_délly.'




Public hearing of this matter was held in San Francisco -
August 22 and 23, 1966, before Comissioner Mitchell and Examiner
Howaxrd with Commissioners Grover and Bennett glso sittmg.- ‘1‘h_e\_. |
matter was submitted on the lattexr date', aifter closing statements
were made by the parties present, but subject to the right of: other
appearances, not present at termination of the hearings, to file _
written closing statements within ten days thereafter. Subsequently, |
closing written statements were received from the Cities of. San Diego
. and Beverly Eills and from Richard E. Saladana who appeared for
himself, :

During the course of opening statements by the parties,. a
motion to dismiss this proceeding was made by a Mr. Wright, an
attorney also appearing for himself. It was based upon his stated L
belief that all issues Involved in this application were already
mder consideration in Case No. 7409 (a pending investigation of the ‘
operations of Pacific) and should be determined in that matter. He
requested too that the staff of the- Comnission be directed to present '
iIn this proeeeding its liberalized depreciation study previously pre-
pared in comnection with said case. The’ City of Beverly Hills,
through its representative, Joined in the motion to. ‘dismiss. It w'a's |
taken under advisement, To support the motion its proponents |

suggested that If applicant were to accept the option offered 'by Sec-

tion 167 of the Federal Internal Revenue Code and thus to adopt
liberalized: depreciation, it would be unnecessary for Pacific to seek
the increases herein beeause it would bave greatly augmented earnings o

It was urged that applicant be treated as though it were tak':.n.g
accelerated depreciation. ' '
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The Commission by Decision No. 59926 in Case No. 6148,
Issued April 12, 1960, 57 Cal. PUC 598 at o02 sai.d-

"In this decision we do mot reach the matter of the
¢laimed duty of a public utility to avail itself of liberal-
ized depreciation for the purpose of diminishing its income
tax liability and thus lessening the burden upon its rate-
payers. Surely, a reasonable argument in support of that
contention could be made. As a general proposition, it is a
matter to be determined ip the first instance by the manage-
ment of a public utility as to whether or mot liberalized
depreciation will be availed of or whether stra:tght—line
depreciation will be used.' \

Pacific has zot e‘.!.ected to use 1iberalized depreciation for reasons |
of managerial judgment which to it seem compellin,,.‘ 'I’be depreciation .
issue was raised by a motion In Case No. 7409 and is m:zder submiss:.on‘
therein. Tbis is true also of the questn.on of pension accru.als.‘
"herefore, it is concluded that the motion to d:.smi..,s and tbe request.\
for the staff study should 'be and they are den:.ed. o

A written statement objecting to the relief sought ‘herein
and seeking consolidation of shis applicat:i’.on with several ot:her
matters was filed by the Utility User s I..eague of California et al,
prior to the hear:Lng. No one appeared at tbe hear:.ng for the »eague, ,
ané the metters with which consoli.dation was sought have either beeo.
disposed of or are submitted, No useful purpose for consoh.dation. n'.s‘
shown. The motion to consolidate 1s denied | .

It :L, applicant's position that Dec:’.si‘.on No. 67369 :I.s.,ued
Jere 11, 1964, :I.n Case No. 7409, a2fter ordering reduct:’.on.s and
refunds, fomd a rate of return of 6.30 per cent to be fa:.r and ’
reasonable for Its Intrastate operations. The refunding per:!.od
c'"e::tuolly prescribed in that case was .Iuly 1964 to Jz:nc 1965 with S

‘".oe p'eocribed rates appl:.ed to bn.llﬁ:gs commenc:.ng in June 1965 a
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continving thereafter. Pacific averJ that it has atcempted to .

improve its earning position during this per:f.od of. over two years b‘-"'i R

Ras bcen unable to real:r.zc the return the Comm:[ssion anticipated
would be made. | | |

3 Pacific Introduced three exhibits by separate witnesses to

sbow: Rcsults of total Califormia operat:-..ons for the year ended
April 30 - 1966 CExb::.bit 1); Results of Califomia intrastate opera- -
tions £or the year ended April 30 1966 Cthi‘b'Lt 2) 4 and Est:f.mated
revenue effec..s of proposed rate change" Czndz:’.bit 3) . 'I'he :Lntrastate?
rate of return of applicant for the 12 months cnd:.ng April 30 1966

- 1s shovm to be 5.46 per cent on a repor"ed ‘basis anc. 6..19 ‘per cent |
adjustec. ro the Decision No, 67369 basis. Th\_ :f.ncrease pr0posed

berein would bring the rate of return up to 0.30 ner cent 'by

realizing some $3, 042 100 £rom new installat:.on charges to ‘be assessed

on seven key telephone features and approxmtely $3 059 100 from |
Increases in reconnect::'.on chaxges to the same level as new semce
com:ec:ion charges and an increase in tbe present $4 cbarge for
extensions, moves ’ changes and PBX stations to the level of $5

The Comm.ssion staff made a study of app1icant s propo..al
and presented the restlts in 2 report (Exhib:’.t 5) suppo*'ted by the
testimony of two witnesses. Appendix & o£ th:.s exb:.bzt compares ‘the
reported results and as adjusted by Dec:’.s:.on No. 67’*69 for |
the year ended Septenbex 20, 1“62 as well as the eportea -
results for the year ended Ap-:t.l 30, 1966 and as. adg L'!otca «.e “
| the: Decrsion No. 67369 basis. The results sbown for the earlier
‘ pewiod ore prior to the $40,700,000 zate redu»c o= ordbred =
| Decision ﬂo. 67369, but thn results for the ...ater -ine °pan re*’lect

sueh’ rate chrnges. Tee e"fect of t:he race-making ac‘._, usments on
,tbe two per:[ods .,hows' | | '




+t

Rate oi‘ Return

g ‘ - 12 Memihs 12 Months.- R
‘ o © Emded . . . Ended. .
' | | 9-30--62”3_‘ S 4-30-66 A % .
~Rosults as Repo*'ced . 6.69% 5,1,,5% R
Deoisi.on Ra.te-m.aking Adjx..stments - .5).;. o ..73,*5;' ‘
Results on Rate-ﬂakin'* Basis = o - Te 23 5 ‘, L 6 19

Applicentts pv-o'oosed rstes are shown in more detan.l in |
Ixhivit 3. The present primary service. conneotion oharge, if a. |
oisconneoted telephone .nstrumeﬁt 15 in plsce, is $24., but: if no '
selephoﬁe instmen* is on the 'ore'ni es, the ohs.rge i... $7‘ for
residenﬂe a.nd $10 for business service. Pacific proposes to increase* "

- 1

the $4 cherge for Instruments Iin place, so that. all pr:.mary service"
connections wou_d be $7 foxr each res*‘ dence and $10 for each |
busi.ness. : o | A
| %esently, no installation oh.arge is appl;eable to seven
ke:,' telepkone service features- Applioant proposes to assess a
$_ :Lnstalls tion charge por s'catn.on fo:o p:.ckup, hold:.ng a.nd. ma:mal
cutoff. Also, & $3 charge s proposed for. visual sig,nals, wmking
olé, intercommmnicating lines and utomta.o exclus:.on.' ‘
Applicantts estimate oi‘ tb.e expense... related te. tb.e
sexvice connections greatly: exceeds the proposed oha“ges. The stsff‘
in Exhivit 5 compares such estimated expenso., with ...hc p-opossd
inerdases and shows that most of the sugcrested. onsrges wou_.d be less
..b.an onensalf the estimated expen.,es. "'b.e .po...lowing i an i;lust‘::a- L

"ive ta'bu:.atiorn’ - _.“"'




-
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T o PropoSéd‘Chargé .
- Proposed . - - Related to
‘Charge*, Expense Expense -

Residence Main Station in Place & 7.00 $21.00 33%
Business Main Station in Place 10.00 21.00” o -

Residence Extension R KS;OOQ 9. oof§' w :jSSQ'I'J
Busiress Extonuion ' 5.00 © 8,00 . 63 "
TR Statien . | 5.000 . 8.00 - 63J-‘

Residence.Mbves» , . 5;064.,,15;oo§ﬂ; o i{;‘
Busine-s Moves ' s;oo,“.zo 00 . 25

fesidence Coange of ;nsvrurent- - L. 0 12, 00% “ k2
Business Change of Instrument 5.00"v 1u.oo;~‘ . _35;

The existing bus iness and. residence rate for reconnections,_:~-'”

exten,ions and move and dhange chargeu has been in ef‘ect *or more ' y 
then &2 Jears. From the above comparison: it 13 seen that the proposed/}
charges fall far short. of off setting the expenaes incurred by :

Pacific. o

Abpl¢cant'° Exhibit 2 shows its e»tlmates of revenues,
expenses, average net plant, cash and materials and supplies adjusted .

o the Decision No. 67366 basis. Summarlzea said exhibxt represents
the earnings position of Pacific to be as foﬁlows-

12 Months Ended April;30 1966
At : Effect of & At
Present - ¢ Proposed. . : Proposed
Rates :  Rates 2 Rate,
(Thousan&*of Ddllarw)- '

Revenues | $1,100,L97 $6,101 31 106; 598

Exponses and Taxes 9%%, 16 3,126 9%7,9%%
Balance XNet Revenues - L05,6<
. Average Net Plant md ‘ .

wWorking Capital 2,677,171 ,y. 2,677,171

Per cont Retwrn . 6'197 I ‘_r_ ‘. g el BQ%

ecxrnings level. ; v shcws 2lso that & gross revenLe increase of

The staflf exhibit conrirmr the above operati ng “esults and ]

SR
£6,100, OOO is requmrea oy Pacific to achieve the. 6 30 pe* cent ret"*n |

t

 last found reasoneble in Decision.Nc. 67369.

b




The Cities of Los Angeles, San I-‘rancisco aud San Dn.ego,
the California Farm Bureau Federat:f.on, the California Manufacturers
Association and the General Sexvices. Administ'ration of the Federal
Government wko are usually appearances m rate: increase appl:‘.-
cations of Pacific, not only announced. they had no Opposition to
the requested relief but the three-cities- and Mr, -Saladana made :
statements in support of the proposed increases sought. 5

Te appearance for the Economic Opportum.ty Council of
Contra Costa County expressed concern taat the proposed increase
would affect moxe peop.s.e in the. low income group than 1.t would
othexs. The California. Consumer Counscl questioned the adv:.sab:.lity .
of inereasing the recospect:ton clrarge_ from $4 to $7_. It-would be
izpossible to design'ar:"zg' increaséd utility,‘ rate which wosld- not
cause some users to pay more than -they ._ad"before. ""'.t.’h.e record‘ :
shows that the Calil ornia Manufactm:ers Associat:.on estimated that
approximately 62 pex- cent of the antic:[pated increases would fall on~
the business community. A company witness testif:.ed tbat 85 per
cent of all families have telephonme serv:.ce and he would expect
this percentage to be a cross section of all income levels to whom
the proposed rates would apply. ALl of t‘he rates prOposed to 'be
raised are one~time charges, not recurrmg monthly rates, and for
this reason do not affect all telephone subscr:!.bers and may never
do so. N

The written closing sta.tement of the City of Beverly E'Llls_
opposed the increases sought by applicant on the ground that a
snecific rate of return is not’ guaranteed by the Commiss:.on to a

public utility. This is txue of course. However, the Comm.ss:.on

reduced applicant’s rates when it. found then ;to be_toovba.g,h,.w by.,,




Decision No. 67369, Thercin a rate of retum of 6 30 per cent. was
found to be reasonable.‘ To be falr, if Pacific. is not able to |

realize such rate of return, authority to~seek additional revenues
shouid be granted and Ehe methed least omcrous to telephone users

should be adopted. The proposed plan c'eems best designed to -accon-
plisk this obJective. ‘

In the exhibits relating to Pacific' s earnings, certazn o

increases in Social Securr*v tares have been reflected for only \
four months 1nasmucn as they became effective January 1 1966 and
the test period used rn the exhibits is the year endlng_April 30

r966. Annuallrarion of these tax increasce would shoW'Pacific s

present earnrngs at an’ even lower level than 6. 19 per cent. The

anount involved, however, is apnroximately the same 2c t.e/increases'
involved ln Pocific! s.Anplicatlon No. 47895 (*clpa&) and- Applicarlonw

No. 43250 (prrvate line), accordrngly, we have made no ad;ustment

kexrein for che full-year ef‘ect of this additzonal expense.. |
After full considerarlon of the record herein the |

Commission flnds<that' I o ;‘

. Appricant s rate of return for tbe year ended April 30
1966, on total _ncrastate operations ad;usted to the Decision ‘

No. 67369 basis was 6.L9 per cent.

2. Applicant’ s proposed xates would iccrease ito gross
revenue by $6, 100, OOO at the year ending April 30 1°66 level of
business,

3. Applicant’s total intrastate rate of return would noe be‘
xoxe than C 30 per cent at proposed rates

|




4, Applicant's.proposedfrates.are justified and"are at a'
. l"l
reasonable level, and present rates insofar as they differ from thosd '
herein prescribed for the future are unJust and’ unreasonable.

The Commission concludes that applicant should be author- 2

=
ized to file and make effective the rates proposed in its B [
' |
|

application and as set forth in detail in Exhibit 3«herein.'

IT IS ORDERED that on or after the effective'date'ofthis‘c
oxder, The Pacific Telephone and Telegraph CompanYiis_authorized torp
file with this Commission in conformity*with*the provisionS'of |
General Order No. 96-A revised schedules with changes as described §\

in the application and as set forth in Exhibit 3 in this proceeding,
znd’ upon not le s than five days' notice to this Commission and to
the public to make sald rates effective for customer applications
recelved by applicant on and after such effective date.‘ |

The effective date of this ordex shall be twenty-days
after the date hereof

Dated at __ gy Exancizso California this I£ day of
_OCToseR




