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BEFORE THE 2UBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application
of THE PACIFIC TELEPHONE AND
TELEGRAPH COMPANY, a corporation,
for authority to increase certain
intrastate rates and charges
applicable to telephone services
furnished within the State of
California.

Investigation on the Commission's
own motion Into the rates, tolls,
rules, charges, cperations, separa-
tions, practices, contracts,
sexvice and facilities of The
Pacific Telephione and Telegraph
Company.

Investigation on the Commission's
cun motion into the rates, tolls,
rules, chaxges, operations, separa-
tions, practices, contracts,
service and facilities of the
telephone operations of certain
telephone corporations.

Tom C. Carrell and Petitioners,
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California Water and Telephone
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(Filed February 10, 1967)
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(Filed March 14, 1967)

Case No. 8609
(Filed March 14, 1967)

Case No. 8690
(Filed September 20, 1967)
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Nature of Proceedings

1/
The Pacific Telephone and Telegraph Cowpany,” a California

corporation, filed Application No. 4¢14Z on February 10, 1967, seeking
authority %o increase rates and charges for telephome service,
rendered by it in the State of California, by approximately
$181,356,000 annually on the basis of its estimated operations for
the caleudar year 1967. Pacific is a Bell System affiliate. Its
operation: are both interstate and intrastate. A wholly-owned
subsidiary operates in the State of Nevada. This rate increase appli-
cation pertains only to its operations within the State of
California.

An investigation of Pacific and its operations was
instituted on the Commission's own motion as Case No. 8608 on
Maxch 14, 1967. On the same date an investigation of those
California telephone utilities which intercommect with lacific was
instituted on the Commission's own motion as Case No. 8609. The

general purpcses of these two cases are to provide ready means and

legal vehicles by which matters ancillary to, or not otherwise

covered by, Pacific's application, but affecting either the public
interest or the operations of the intercommecting independent
telephone companies, might properly be placed before the Commiscion
coincident with the consideration of Pacific's application.

On September 20, 1967, State Senator Tom C. Carrell and

29 others filed a complaint, assigned Case Ne. 8690, against

lj Sometimes hereinafter referrad to as Pacific or as Pacific
Telephone.
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2/
California Water and Telephone Company and General Telephone Company

of Californiég/and against Pacific, in essence challenging the
reasonableness of the differences in the rates of the defendants in
their adjacent territories and requesting that the Commission
establish equal rates for comparable services within adjacent areas
o the defendants, as contcuplated by the 1963 amendment to Section
728 of the Public Utilities Code.

The four matters, Application No, 49142 and Cases Nos. 8608,
3609 and 8690 were comsolidated for purposes of public hearings and
decision.

Public Notices

In compliance with Rule 24 of the Commission's "Rules of
Practice and Procedure', Pacific within ten days after filimg its
application notifled the State, and each County and each City within
its serving area, in gemeral terms, of its rate increase proposal.
In addition, it published similar notifications in 303 2711fornia
newspapers of general circulaticn within its territory.

The Secretary of the Commission on February 27, 1967, gave
notice that a prehearing conference would be held In the Commission's
sffices in Sam Francisco oa March 22, 1967. Such notice was mailed
to all then known, or thought to be, interesived parties. Over 100
persons, including appearsnces for 47 parties, attended said pre-
hearing conference. Announcement was made &s to the specific dates
of the first six days for public hearings and as to the gemeral

scheduling through November 1967.

2/ Califormia Watex and‘Eelephone Company was merged Iinto Gemexai
Telephone Cowpany of Califormla as of August 31, 1967.

3/ Sometimes hereinafter referred to as General or as General Tele-
phone.
/ The Commission is aware that Pacific also mede a number of ''mews

releases" available to news media, including newspapexs, radio
and television, on various facets of its application.

&
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On March 23, 1967 the Commission formally gave "motice of

hearing" to 94 known parties and caused publication of said notice
5

to be made in 306 Californmia newspapers.” Thereafter, and continuing
throughout the course of the public hearings, the Comnission's
regularly published daily‘calendar for eleven months carried notice
of specific hearing dates and locationms, generally with the dates and
locations specified several weeks in advance. In addition, aanoucrce=
ments of future dates were regularly made from the bench by the
presiding officer.

The public press covered every day of hearing.

Public Hearings

After due notice, 82 days of public hearings in these
natters were held during the period April 19, 1967 and January 25,
1968; 62 days in San Francisco and 20 days in Los Angeles. The
assigned Commissioners were Peter E. Mitchell and William Symons, Jz.
The assigned Examiner was F. Everett Emerson. Receipt of evidence
came to an end on January 31, 1968 when late~filed Exhibit No. 206
was received. Concurrent opening briefs were flled onm March 11 by
20 appearances and concurrent closing briefs wexe filed om March 26,
1968 by 15 appearances and the matters stand submitted as of the
latter date.é/

In the course of this proceeding 83 witnesses testified
and 221 exhibits (including 16 revised or supplemental exhibits)
were received in evidence. The reporters' transcripts of the recoxd

contain approximately 12,620 pages in 86 volumes.

S/ News releases' concerning the prehearing conference and ¢on-

- cerning the start of hearings were also {ssued by the Commission
and the Commission is awarc that they fcund wide dissemination
through the various nmews media in the State,

6/ In addition 1 opening and 3 closing briefs, including that of the
California Farm Bureau Federation, were filed after such date
and heve been fully considered by the Commission.

by
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Petition for Proposed Report

In accordance with Rule 78 of the Commission’s Rules of
Practice and Procedure, the City of Long Beach, the City of Los
Angeles, the City of San Diego and the City and County of San
Francisco, on December 8, 1967, filed a joint petition for a proposed
report, contending that (1) the proceeding is ome of complexity,
with 3 large number of parties holding a variety of views on numerous
issues and that all parties should be accoxded "an actual, not 2
technical', opportunity to represent their particular requests to the
Commission through the "exceptions' procedures, (2) the proceeding is
the most significant in the history of state regulatory commissions;
it has an unprecedented numbex of issues; the Commission should have

the assistance of all parties in pinpointing specific issues; large

sums 0£ money are involved; briefs might be forthcoming from only the
majox participating partics; imdividual Commissioners camnot other-
wise be provided with the particular position of each paxty except
through such a report and the Mexceptions' procedures applicable
thereto, and (3) the final disposition could result in rate in~
creases of major ecomomic impact and that a proposed report is
certain to be of unusual importance to 2 significant portion of
California citizens.

As hereinabove noted, the public hearings were cerminated
on January 25, 1968. All parties were then accorded 45 days in
which to prepare opening briefs and an additional 15 days for the
preparation of closing briefs. Twenty-ome parties f£iled briefs and
o number of the briefs are voluminous. All parties have been
accorded an equal and full opportunity to inform the Commission.

While the magnitude of the rate incresase requested 1s the largest
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ever presented to the Commission, the issues, as hereinafter dis-
cussed, involve principles of rate making, uninfluenced by the
dollar sign.

The proposed report procedure contemplated by Rules 79,
30 and 81 is most appropriate when briefs and suggested findings are
not presented. Where, as here, thorough briefing of the issues has
occurred, the exceptions and replies to exceptions would be
redundant of matters on which the Commission has already been
extensively informed, We see nothing to be gained, in this

instance, by such a2 procedure,

The petition for a proposed report is hereby denied,

Background Information and Introductory Comments

The operations of Pacific Telephone have been analyzed by

this Commission on numerous occasioms. In the years since World
War II, Pacific has prosecuted a series of rate increase requests,
changed serving arrangement rcquests and tariff filings involving
increases In rates which have occupled the Commission and its staff
almost continuously. Commissicn records show that in the period
1646-1967, more than 200 formal proceedings pertained to or resulted
in establishing new rates or in authorizing increased rates and
charges for telephome sexrvices rendered by Pacific. During the same
period Pacific's tariff filings and contracts which increased rates
or charges and which were authorized by Commission resolution,
totaled aspproximately 2853. Taziff filings by which rates have been
reduced because of base rate area, speclal zzte arca or exchange
expansions have totaled 948. Pacific has also been before the
Commission in 17 formal procecedings invoivimg its financing duving

this seme span of years.
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Majox rate cases, those having statewide influences,
have included 10 applications by Pacific Telephone and one
exhaustive investigationZ/ undertaken on the Commission's own
motion.

The Commlission last analyzed the operation of Pacific
Telephone in Case No. 7409, instituted om July 26, 1962 and after
51 days of public hearing the Commission issued an interim
decision therein on June 11, 1964.§/ Pacific appealed this decision
to the Supreme Court. Challenged, among other things, were certain
"disallowances" in rate base and expenses, including those adjust-
aents pertaining to purchases from Western Electric, credit received
from Western Electric, license fees paid to its parent American
Telephone and Telegraph Company, working cash as an element of rate
base, the effect of the Califormia Bank and Corporation Franchise
Tax, remaining-life depreciation, pension fund accruals, propexty

held for future use, donations and contributions, legislative

7/ Case No. /409, instituted July 26, 1962, in which an Lnterim
oxder was Iissued c¢n June 1i, 1964 and a final order was issued
on November 23, 1966.

8/ Decision No. 67369.
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advocacy, investment tax credit, supervisory salaries and poste
test-period adjustments. Each of these subjects was specifically
reviewed by the Supreme Court. On every one of them, the court
clearly sustained the Commission's application of the principles
involved.g/

rollowing the interim decision, above mentioned, an
additional 56 days of public hearing wexe held on the general
subject of rate spread and a firal decision in the proceeding was
issued on November 23, 196619/ Exchange rates authorized therein
went into effect on January 1, 1967, toll rates on Januaxry 30,
1967.

Pacific's application herein, filed February 10, 1967,
again challenges all those rate-making principles affirmed by the
Supxeme Couxt and proposes a rate spread or rate pattern completely
at odds with that which the Commission had specified so few weeks
earlier and which the Commission had followed in specifying

Pacific's rates for at least 20 years.ll/

Pac, Tel. & Te%. Co. v. Public UEIl, Com. (Apzril 28, 1965)
Q C nd -0 -

Dec¢cision No. 71575.

Briefly stated, Pacifilc adheres to the number of availiable
stations and a statewide approach as the basis for all of itz
rate proposals and whelly ignores the element of costs: g rate
philosophy repeatedly rejected by cthe Comrission.
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In this proceeding, Pacific has placed emphasis by

evidence and argument on the issues of (1) rate of return,

(2) Western Electric purchase and expense adjustments, (3) State
income tax, (4) pension expense, (5) accelerated depreciation and
(6) settlements respecting independent company toll. These sudb-
jects it terms ''contested issues' and its greatesé efforts were
directed to them.lg/ On these major subjects, Pacific'’s evidence,
however, shows changed circumstances respecting only rate of
return (its earnings). It will be analyzed hereinafter but before
analyzing rate of return, we shall once again, although briefly,
review certain aspects of the subject of the '"Western Electric
adjustments'; fo: the testimony of Pacific's witnesses, rather
than being persussive that the Commission has erred in the past,
substantially reinf.orces all that the Commission has heretofoxe
2id on the subject, and makes it abundantly clear that there
exists an alter ego relationship which so controls the price-
sctting, profit-making situation of Westerm Electric snd the Bell
System, including Pacific, that this Commission would be develict
in its duty to protect the public interest in Calirormia if It
c€id nct meke these adjustments.

Western Zlectric Adjustments

Regarding the Westerm Electric adjustuwenis, it is clear
that Western Electric, like Pacific, in reality is no more than &

department of the Bell System.

TZ/ Pacific concedes rnothing witl zespect Lo the other cudjects

T hereinabove mentioned as having been affimmed by the Cours
but, rather, urges the Commission to xejecc zll of its
long-adhered-to principles {Pacific's opening brief, page 7).
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Indeed, the primary thrust of Pacific's most relied-upon witnesses
on this subject of Western Electric adjustments, who testified at
great length upon the ''vertically iategrated" operations of the
Bell System, was that the interests of cach element are subordinmated
to the benefit of the whole.

As to Western Electric's price settings and profits,
perhaps the most significant statements in the testimony, in the
light of the fact that Western Electric is an unregulated enter-
prise, were made by the Director of Corporate Analysis in the
Regulatory Matters Division of Western Electric who stated: "It is
our concern that the prices we set and the profits we realize be
accepted as reasonable by a regulatory commission such as this.
And this is a primary consideration in the level of »rices that
Western sets to the Bell Companies".lé/ This witness also stated:
"As we've been through here, Western Electric Company feels itself
under an obligation to maintain its prices at a level that will
produce earnings that are acceptable to regulatory commissions.

So we did reduce prices during the period with this in mind".li/

He further agreed that Western Electric has the power to raise or
lower its prices to affect rate of return and has used this power
when conditions warranted.lg/ The same witness stated that "price

reasonableness sets the floor and that the regulatory climate sets

the ceiling".lé/ It is readily apparent that Western Electric

13/ IR 39L5, line Z&4 through 39147 Iine Z.
14/ TR 4017, lines 6 through 11.
15/ TR 4022, lines 9 through i4.
16/ TR 4257, line 11 through 4258, line 8.

«10-
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prices substantially determine the plant investment of Pacific
and that that plant cost becomes as high as Western Electric feels
it can charge in the light of its kuowledge of the regulatory
climate in which Awmerican Telephome and Telegraph Company and its
various owned or controlled subsidiaries, including Pacific, may
operate.

All of the Western Electric adjustments made by the

Coumission staff reflect well~tested and proper principles,

affirmed by the Supreme Court. Based on the record herein, they v

are fair and reasonable; they will be adopted, and adjusted only
to reflect the rate of return hereinafter found to be reasonmable.
The Commission is of the view, however, that more definitive
information on the manufacturing costs and prices of Westernm
Electric items and also on the effeccts and treatment of State

tax expense computations is desirable and hence, for such purposes,

the Commission will, coincidentally herewith, issue an ordex of

investigation concerning such subjects.

Results of Operations

Pacific selected as a ''test year' and based its showing
respecting the results of its operations on the '"estimated year
1967". The Commission staff also used the same estimated period
for its showing. Only these two, Pacific and staff, presented
complete showings respecting the results of operatioms. The
following tabulation summarizes the exhibits relating to Pacific's

intrastate operations,
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The Pacific Telephone and Telegraph Compan:
Intrastate EesuIts of O erations
S iimated Yemr TO6T

stimate

ear

AT PRESENT RATES:

Operating Revenues
Operating Expenses
Net Revenue

Rate Base

Rate of Return

AT PACIFIC'S PROPOSED RATES:

Operating Revenues
Operating Expenses
Net Revenue

Rate Base

Rate of Return

pacific(@) seaff(P)

$1,261,107,000  $1,242,900,000
1,077.674,000  1.070,800,000
163,433,000 172,100,000
2,979.579,000  2,894,800.000

5.49% 5.95%

1,409,863,000  1,422,600,000
1,162,407,000  1.153.600,000

247456000 259,000,000
2,964,079.000  2,89%.800,000

8.35% 8.95%

(a) From late-filed Exhibit No. 206,
(b) From Exhibit No. 18S5.

Since Pacific's plant in California is used to furnish

both interstate service and intrastate toll and exchange service, it

is necessary to separate its revenues, expenses and plant between

intrastate and interstate operations.

The exhibits from which the -~

foregoing tabulations have been extracted are based upon a separa-~

tion plan, now generally known as the FCC Plan, reaffirmed by the

17/

Federal Communications Commission on January 26, 1968, and thus

reflect the current methods of separations. Pacific acceded to such

plan, for the purposes of this rate proceeding, om the last day of

hearing,lg/ having previously adhered to a plan proposed by its

parent.

Vith vespect to its intvastate cperations for the esti-

mated year 1967, Pacific naes stated that it accepts the staff

17/ FCC Docket No. 16258; original adoption of its plem wes by

oxder issued July 5, 1967.
18/ TR 12523, lines 11 to 19.

=12~
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adjustments to its estimates of revenues, expenses and rate base
(not inciuding "rate-making adjustments', however) on the basis that
the staff had later information than had Pacific.ig/ Under this
acceptance and with the FCC separations method, the figures for the
1967 estimated year, usable on & common basis without rate-making
adjustments, are as follows:
1967 Estimated Intrastate Operations
.5iiEﬁE_T%ES:____%?E___%EEEEEELEl
resent Rates

Operating Revenues $1,242,900,000

Operating Expenses 1,080,156,000*

Rate Base 2,970,770,000"

%* Column e &nd columm u, Exhibit No. 196.

With respect to the revenues shown in the foregoing
tzbulation the record shows that Pacific, during the course of this
proceeding, was authorized to place into offect a new ''deposit rule”
by wiaich its uncollectibles during the test year would be reduced
by an estimated $2,900,000. The arithmetical effect is to increase
its operating revenues by such amount and to increase its operating
expenses by $1,498,000. When these two amounts are properly
reflected, the foregoing ''common basis' figures become:

Operating Revenues $1,245,800,000
Operating Expenses 1,081,654,000
Rate Base 2,970,640,000

The staff "rate-moking'adjustments to these last
summarized items cover: working cash, legislative advocacy, dues
and donetions, general services and licemses, pay TV, property held

for future use, plant acquisition, investment credit, Wester

T§7 Adjustments shown om Exhibit No. 176, coliumn d; position stated
at TR 11779, lines 19 to 25.
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Electric prices, remalning-life depreciation, relief and pensions,
California tax for separate return, and Western Electric credit,
As hereinbefore discussed, Pacific did not seriously contest any of
these items except those pertaining to Western Electric, State
taxes, pensions and depreciation. In fact, it presented no evidence
respecting ''disallowances" of any but these last four items.

With respect to the principles involved in these
"disallowances', we have hereinbefore pointed out that each has
been tested before the Supreme Court. The evidence is in no way
convincing that any heretofore applied principle should now be cast
aside; only the dollar amounts have altered and in each instance the
record clearly establishes that the staff calculated amounts have
been properly determined. We specifically find that the staff
adjustments made for (1) Western Electric prices, credit and
expense, (2) the State tax expense computation based upon an
unaffiliated corporate return comcept in order to relieve
California ratepayers of the burden of assuming taxes on AT&I's
holding company functions, (3) relief and pension fund accrual
interest assumptions reflecting present-day interest rates and

(4) the use of the straight~line remaining life method of depre-

clation accounting are, for the rate-making purposes of this

proceeding, fair and reasonable,

It will be noted that thus far we have made no finding
as to the general rcasonablenmess of the smounts of income taxes
included in either Pacific's or the staff’s presentation as
sumarized in the foregoing tabulations. We shall now turn to

such subject.
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Income Taxes - Accelerated Depreciation = Flow Through

The staff and The Cities have joined in urging that
Pacific's income tax expense be computed on the assumption that
Pacific uses accelerated tax depreciation and that the tax saving
resulting therefrom be "flowed through' to the bemefit of Pacific's
ratepayers, Twelve witnesses in this proceeding offered chserva-
tions on this subject; seven for Pacific, four for the staff and
one f£cr The Citfes. The issue has been lengthily briefed. A full
record has now been developed on this issue.

Since 1954, Section 167 of the Internal Revenue Code has
given corporations an option to use straight-line depreciztion or
Lo use accelerated depreciation for income tax purpescs. Pacific,
as does the rest of the Bell System, uses the straight-line method
for tax purposes as well as for book purposes. Its policy is
exactly that of its parent. It refuses to use an accelerated method
and is adamant in its position that the election not to use
accelerated depreciation is onme of management prerogative alone and,
further, that there is no basis in law for this Commission to upset
wansgement's judgment,

Pacific is now, and for some years past has been, one of
the few major public utilities in Califormia which neither avails
itself of accelerated depreciation for income tax purposes nor
flows through to net income the initial-year tax savings resulting
from its use of the investment tax credit.zg/ The record shows that

for the pericd 1954-67 Pacific's taxes would have been $225,000,000

less if %5 had used accelerated depreciation for the entire
L

period.” Stated another way, Pacific's ratepayers might have had

20/ The latter is now specified by this Commission’s Decision
No. 71115, in Case No. 4923, issued August 16, 1966,

21/ IR 2498, lines 9-12.
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to pay some $450,000,000 less if Pacific had avalled itself of the
lawful option of using accelerated depreciation for tax purposes
during this same period, 1If Pacific had used accelerated deprecia-

tion throughout the period, the tax saving in the test year 1967

22
alone would have amounted to $27,400,0007 with a resulting savings

effect on gross revenues of approximately $57,000,000. The issue
thus is not only a matter of principle and law but one of
considerable dollar magnitude.

Much of the testimony of Pacific's witnesses was to the
effect that there is no tax "savings' involved, only a tax
"deferral". Paeific has apparently now abandomed such position,

however, for when discussing possible future effects of a withdrawal
of the federal option it states: "In final analysis, and from

Pacific's standpoint, it matters not at all whether the product of
accelerated depreciation Is denominated a 'tax savings' or a 'tax
deferral’.'™ In any event, the evidence clearly indicates and the
Commission finds it to be 2 fact that a true tax saving does result
from the use of accelerated depreciation and will continue to result
for at least as long as plant additions equal or exceed plant retire-

o/

ments. The courts as a matter of law have similarly so found.

TR 2499, line 7.
Pacific's opening brief, last sentence on page 79.

See: Alabames Tennessee Natural Gas Co. v. FPC, 359 F.2d 313,
328, 336 (5th Cixr 1965); certiorari denied 353'0 S, 847. See
also: Midwestern Gas Transmission v. FPC, 388 F.2d 444

(7th Cir, January 5, 1968); certicrari denied 20 L.ed 24 1386
(Sunc 17, 196§).
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Both the short-run and the lomg-run capital requirements of Pacific
have been analyzed by Pacific's witnesses. Without exception they

foresee continuing growth of plant, one witness seeing a doubling

25/

of plant in the next 10 years and a ccmpounding of growth over

26 : .
the next 20 years.——/ In view cf such testimony there can be no

question that Pacific's plant additioms will exceed retirements for
Tany years to come.

The establishment of public utility chavrges involves the
assessment of all reasonable costs for a public service, including
taxes. In the initial instance, whether for financing, operating
expenses or plant composition, most utility costs arise from the
exercise of managerial judgments. Generally, when management judg-
ments produce results which are unfair to the ratepayer, regulation
steps in. Pacific's management, reflecting the genmeral Bell System
policy, has seen fit to choose that method of computing income
taxes which results in maximum tax costs and, hence, maximum charges
to its ratepayers, even though it claims that its "basic objective
is to provide the best possible service ar the lowest possible
cost".gz/ These two positions of managem:nt are incompatible;
irreconcilable. Management's selection of the highest possible
income tax method contradicts its stated adherence to the "lowest

possible cost" concept. ts reasons for doimg so are not convincing.

257 TR IAY0, Iives 9-1Z.
26/ TR 240, line 10 to TR 241, line 5,
27/ TR 4601, limes 9-10 (Pacific's Executive Vice-President).

17~
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A utility is a collector of taxes from its patrons and even its
costs of collection are borme by them; its 'payment” of taxes, in
the final analysis, costs it nothing. Management's discretion
has excceded a reasomable and prudent course respecting income
taxes, to the detriment of the public interest. For the rate-
making purposes of this proceeding, therefore, we shall compute
Pacific's income tax expense for the test year 1967 as though
Pacific had taken the favorsble option for which the law provides.
Protection of the public interest demands such procedure.

The record provides data respecting three methods of
analyzing the effects of accelerated depreciation on taxes. One
is on the basis of using accelerated depreciation beginning with
plant additions in the test year 1967.2§/ A second is on the basis
of beginning with the test year 1967 and considering all qualificd
surviving plant since 1953. A third is on the basis of cocmenc~
ing with the year 1954 for Federal income taxes and the year 1959
for State income taxes and applying accelerated depreciation on
all qualified plant additions since such years. We find the first
method to be fair and reasomable for the purposes of this proceeding.
It is one by which Pacific's management could take the liberalized

depreciation option on additions without first negotiating with the

Internal Revenue Service. Its tax savings effect is $2,50C,000 fox

o
the test year 1967 total operations of Pacific.=2/ In subsequent

T84S TA EXRILE N6, 841
29/ TR 5183, lime 2.
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years the effect would be even greater. A fair and reasonable

allocation of such first year amount to intrastate operations is

approximately 80 percent,ég/ or $2,320,000, This latter amount,

as an income tax saving, when reflected in gross revenues, would
equate to a $4,829,000 savings to Califormia ratepayers. When
reflected in Pacific's intrastate rate of return, the overall effect
is to increase the indicated return by approximately .08 percent.

We find that it is fair and reasonable to adjust the hereinbefore
tabulated "intrastate results of operations" amounts to fully
reflect the treatment accorded income taxes in the foregoing dis~
cussion.

The following tabulation in summary, shows the adopted
results of Pacific's operations for the estimated year 1967, fully
reflecting all of the hereinabove discussed adjustments.

The Pacific Telephone and Telegraph Company
Adopted Results or latrastate Operations
Lstimated Year 1Y67 at Present Rates

Operating Revenues .. $1,245,800,000

Operating Expenses . .. 1,069,978,000

Net Revenue 175,822,000

Rate Base 2,895,170,000

Rate of Return .. 6.07%

A further analysis shows that using such adopted results,
Pacific's total exchange operations would earn approximately
5.3 percent overall, while its intrastate toll operations would

1
earn at the approximate rate of 8.9 percent.=£/

38/ As may be determined from an examination of Table 3-A in
Exhibit No. 79.

31/ From Exhibit No. 91-4, adjusted to adopted results.

-19-
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Pacific's Earnings = Rate of Return Witnesses

Pacific seeks earnings in the range of 7.5 to 8.5 percent
on its net investment and earnings on equity capital in the range
of 9.5 to 11.5 percent; ranges which it claims it must achieve if
it is to be placed on an equal footing with other investments of
corresponding xisks. Its rate proposals would increase its intra=-
state revenues (excluding toll) by about $158,000,000 and revenues
from its directoxies by about $23,000,000 and would produce & rate
of return of 8.35 percen:éz/ on its claimed and estimated 1967
rate base.

Four expert witnesses specifically offered opinion testi-
mony on the subject of a proper intrastate rate of return for
Pacific. Pacific's witness recommended a rate of returm of 7.5 to
8.5 percent on the basis of his interpretation of a so-called
"comparable earunings test" and by using two variations thereof. A
staff witness recommended a return within the range of 6.85 to 7.10
pexcent on the basis of his judgment, relying primarily on his

experience in dealing with the cost of momey and rate of retumrn
studies in the regulatory field. A witness for the City of Los
Angeles, after analyzing Pacific's individual risk and the changes
which have occurred in financial conditions since the Commission's
last finding as to a ressomable return for Pacific (6.3 percent, as
set forth in Decision No. 67369, issued June 11, 1964, in Case

No. 7409), concluded that a rate of return of 5.75 percent is now
appropriate. A witness for the City and County of San Francisco
and the Cities of San Diego, Baverly Hills and Bellflower recom-
mended a rate of return of 6.4 o 6.6 percent ca the basis of an
earnings-price ratio analysis.

327 EREYETT Mo 206! —m— —-
-20- e
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Pacific's rate of return witness applied the comparable
earnings test in two ways. In ome, he attempted to find companies
with comparaole common cquity "risks." In so doing he turned to
statistics covering the 50 largest clectric, 50 largest gas and
50 largest telephone operating companies, the 50 largest banks and
the 50 lawgest industrial companies in the United States. From
these statictics he arithmetically determined the ''probability of
decline in the percent return on common cquity," based on past per-
formance during the period 1946-1965, compared the results thereof
with a similar computation for Pacific and used such comparisom as
a means of measuring Pacific's relative "risk." He defined "risk"
as ''the probability of loss." His method does not measure loss in
the sense that the business does not make a profit, but only in the

sense that earnings in one given period may be less, no matter how

4&;.

slightly, than an immediately preceding period.

Ty
4
5

The second way in which Pacific's rate of return witness
attempted to apply the comparable earaings test was to use a
"comparable operating characteristics' test. Here, the basis for
comparability was comparison of Pacific's earnings with the earnings
levels of 20 other Bell System companies cver the past S-year period.
From this arithmetical approach, the witness concluded that Pacific
should carn 9.50 to 10.25 percent on its common equity in order to
produce the returnm on total capital realized on the average by the
other Bell companies. The evidence shows, however, that Bell
operating companies hLad ecrnings ranging between 7.25 znd 10.1
percent, with none attaining 10.25 pexcent, oaly four in the range
e £ 9.50 to 10.13 percent, and with the median in the range of

} 8.50 to 8.99 percent on common equity.
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In addition to its ''comparable earmings" approach,

Pacific has placed emphasis, both in its application and by the
testimony of certain of its witnesses, on comparing its rates or
charges for sexvice with those made by other telephome utilities
in cities outside of Califormia and on the ability of Californmians
and the California economy to be abie to more than afford its
proposed charges.

A rate of return witness for San Francisco, San Diego,
Beverly Hills and Bellflower extensively analyzed earnings-price
ratios as indicators of the cost of common equity and the fair
return therefor. Basically, his approach is that the average
investor buys current earnings and near future earnings. This
witness computed the earnings-price ratic of Pacific a2t 5.36 percent.
He also computed the ratio for 5 other Bell opersting companiles as
being 6.26 percent. Using this latter figure as a starting point
to which he applied a ome-year-lead, the relationship of average
1966 market price to estimated earnings per share for the year
1967, as a recognition of Pacific's recent decline in earnings, he
then concluded that a rate of return of 6.5 percent would be fair
and reasonable for Pacific, a return sufficient to ensure reason-
able earnings and to attract capital as roquired.

The staff rate of return witness reviewed Pacific's
recent financing, offered certain historical data, described trends
in interest rates and preferred stock yields and gave other back~
ground material of gemeralized import. His basic premises are that
there are no simple cost of capitel or other mathematical Sormulae
which can be strictly followed and that a rate of return recommenda-

tion is the product of judgment as applied to many factors and
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considerations which cannot be quantified in a mathematical sense.
Relying on his knowledge of firance and his experience in dealing
with the cost of money and rate of return studies in the regulatory
field, the witness recommended a range of rate of return of 6.85

to 7.10 percent.

The rate of returm witness for the City of Los Angeles
after rebutting much of the testimony of Pacific's witness,
recommended a rate of return of 6.75 percent. His approach dif=-
fered from that of all other witmesses. He started with the
6.3 pexcent rate of return last found by this Commission to be fair
and reasonable to Pacific and reviewed the effects of this rate of
return in the light of Pacific's present claims and the circum-
stances which have occurred since such rate was determined in 1954.
With these background determinations, he then proceeded to update
the imbedded cost of Pacific's debt and the cost of advances from
AT&T to Pacific. The resulting adjustments were then applied to
8 60 percent common equity ratio capital structure, the end result
of which demonstrated that the impact of the inereased cost of
debt on rate of return was to reguire an increase in rate of retura

from 6.30 to 6.478 percent. The witness next turned to studies of
the relationship betwecn telephone usage and the level of econemic

activity and of the relaetionship of intrastete and interstate
carnings and after an anzlysis of Pacific's common stock earmings,

dividends, and payout ratios over a recent 10-vear period, he

recommended, as a matter of judgment, a rate of return of 6,75

" pexcent. This figure might vary by as much as plts or minus 0.2 |
f

percent (TR 7549, lines 13-16) in realized rate of returm. |
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Rate of Return Discussion

Any rate of return determination necessarily requires the
weighing of a number of economic intangibles which are difficult to
measure by statistical comparisons. In the final analysis, it
devclves upon the judgment of the Commission, after weighing the
evidence presented by all of the experts who, by their testimony,
have sought to advise the Commission, to determine and to set a
fair and reasotable rate of return for the applicant. The testi-
mony and exhibits presented by the rate of return witnesses are of
aid to the Commission in such determination even though the
individual opinions of the witnesses, when standing alone, may be
inconclusive., The Commission notes, however, that even with the
range of recommended rates of return and even with the divergent
and opposing opinions of these witnesses, three of the witnesses,
using completely different methods have arrived at recommendations
which are approximately one-half percent above those rates of returm

which they espoused in the last rate proceeding on Pacific Telephone.

The uniformity of such overall results, and the testimony when

viewed collectively, would seem clearly to lead to the conclusion
that expert opinion would justify an increase of approximately such
zagnitude above the rate of return last found to be just and
reasonable for Pacific. Each of the witnesses recognized that
there is a rcasonable variance from the specific rates of return

which they derived.
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The record in this proceeding discloses that thére has
been a general uptrend in interest rates over the past five years
and, further, that the imbedded cost of Pacific's debenture issues
since 1962 had inereased from 3.67 to 4.06 percent in 1966, an
average rise of 0.10 pexcent per year. The Commission also takes
notice of the fact that Pacific's mgst recently authorized
$165,000,000 debenture issue was sold in July 1968 at a cost of
§.54 percent and that as a comsequence Pacific's imbedded cost of
debt will move upward to 4.38 percent. The impact of this latest
increase in imbedded cost of debt is to lower rate of return by
about 0.10 percent, assuming other elements remain unchanged.

With respect to short-term financing, as represented by
advances of funds to Pacific by its parent, the record shows that
such advances are made at the same interest rate as thce prime bank
rate extended to AT&T. Although fluctuations in the cost of debt
and prime interest rates axe inevitable, it may not reasonably be
assumed that Pacific will be able to obtain additional debt capital
in the near future at a rate as low as its current imbedded cost of
4.38 percent. These factors of rising debt costs and interest rates
lend meaningful support to the premise that changed financial con-
ditions since the last rate proceeding warrant an increase in rate
of return,

To meet the telephone growth needs of Califormia, Pacific
must regularly turn to the money market for the financing of its
plant construction program. It does so at approximately 18-month
intervals for its permanent financing needs. Its contemplated
construction budget for the period 1967 to 1970 is on the order of

$2,100,000,000. New money will be needed to finance it.
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Pacific's management has deferred some $96,000,000 of new plant
construction in the test year 1967 because of its lowered earnings
position and has concentrated on maintaining existing services at
a current growth level. New construction cannot forever be
deferred, however. The overall momey needs of the program must
eventually be met, This factor of large construction needs, having
in mind the increasing costs of money as hereinabove discussed,
lends further support to the premise that an increase in rate of
return is justified,

In the final determination of a rate of return to be
allowed on Pacific's intrastate operations, the Commission, as it
has so often and so variously stated, views a great many factors
in arriving at what in the ultimate is an exercise of judgment.
Decision No. 50258, dated July 6, 1954, in a rate proceeding
involving Pacific contained the following:

"Among the factors which the Commission has enumerated
in recent decisions on other utilities as influencing the rate of
return which also might affect the level of rates or of a particu-
lar rate are: investment in plant, cost of money, dividend-price
and earnings-price ratios, territory, growth factor, comparative
rate levels, diversification of revenues, public relations, manage-
ment, financial policies, reasomable construction requirements,
prevailing interest rates and other economic conditions, the
trend of rate of return, past financing success, future outlook
for the utility, outstanding securities and those proposed to be
issued. Additional factors to be considered are adequacy of the
service, rate history, customers acceptance and usage developed
under existing rates, value of the service and cost to sexrve. Yo
oene of the above factors is solely determinative of what may
constitute reasonableness of earmings, rates, or rate of return.”

-26=
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This Cemmission must glve equal consideration to consumer
and investor interests in deciding what comstitutes a fajir and
reasonable rate of return. With this objective in mind, the fol~-
lowing summaxy has been prepared to show the carnings on common
equity and the interest coverage, applying rates of return ranging

from 6.70 to 7.00 percent to the indicated range of debt ratios:

Debt Ratio Range
DI (3 o o o

6.70% Earnings on common equity 8.08% 8.42% 8.82% 9.31% 9.92%
8.25 8.60 9.02 9,51 10.17
8.42 8.78 9.22 9.75 10.42
8.58 8.96 9.42 9.98 10.67

4.19 3.74 3.33 3,00 2.74
4.25 3.79 3.38 3.05 2,75
4.32 3.85 3.43 3,10 2.82
4,38 3.91 3.48 3.14 2.86

Pacific adheres to a policy of meintaining a debt ratio

of less than 40 percent. It is clear in this proceeding that the

adoption of Pacific's recommended rate of return would unduly
burden its subscribers with excessive costs for rate of return and
the income taxes associated with such a return. The rate of return
which we adopt must not burden the subscriber with additional costs

attributable to Pacific's financial policy.
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A careful study of all of the evidence on the subject

of rate of return and a most careful weighing of those elements

hereingbove discussed leads the Commission to a finding that a

rate of return of 6.9 percent is fair and reasonable when

applied to a test year intrastate rate base of $2,893,800,000
hereby adopted as reasonsble. Such return should provide adequate
interest coverage to maintain a high quality rating for its
debentures and enmable Pacific to finance its continuing need for
new funds efficiently, thereby ensuring reasomable capital costs
commensurate with satisfying the public's need for high quality

communications services.
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Authorized Revenue Increase

As hereinbefore indicated, Pacific's present intrastate
operations would preduce a rate of return of approximately 6.07
pexcent on the above adopted rate base. The Commission finds,
therefore, that Pacific is entitled to Increased net intrastate
revenues in the amount of $24,000,000, an amount sufficient to raise
1ts rate of return to the 6.9 percent herein found to be reasonable.
When such increase is reflected in gross revenues an increase of
approximately $50,200,000 is required. The Commission finds such
increase to be justified. Rates will be authorized which, on the
basis of the test year, should produce this amount of increased
revenues.,

On the 39th day of hearing in this proceeding, Pacific
advanced the idea that the Commission should grant it additional
revenues "above the edopted fair rate of return to allow for trend
in rate of return”:'Jthrough a witness who attempted to show a
downward “trend" of 0.2 percent amnually in rate of returnm. All the
witness did in fact, however, was to show a downward change between
twd> periods, It Ls a mathematical impossibility to establish a
trend curve for rate of return when only two points are defined, yet
this is what this witness provided on direcs examination. Using

cnly a thixd point, the witness, on cross-examination, admitted that

33/ TR 5790, lines 8 and 9.
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even this three-point determined trend amounted to no morxe tnan
0.01 percent.éé, We find no merit in either the witness's method

or in Pacific's suggestion that it be accorded something additional
to that which is fair.

SPREAD OF RATES « PACIFIC TELEPHONE

1. Pacific Telephone-~Staff - Summary

Pacific adheres to a concept of sctting basic telephone
rates in relation Eo the availability of main stations and on a
statewide pattern.iél Its exchange rates would thus be highest in
the metropollitan areas and lowest in the smallest or most remote
exchanges. By this scheme Pacific, as in all prior rate proposals,
ignores the costs of providing service and from the present record
it is apparent that it isn't cven interested in knowing what its

costs are for any given existing service. It is content to rely

on broad and loosely~made estimates first put together3g7 the time

an initial or Imnovative servicc offering is proposed,” no matter
how long ago such estimates may-have been made. Even such estimates
do not reflect Pacific's ovm costs but are dependent upon the use of
"factors" dictated to it by its parent. That the executives of
Pacific have developed no means by which the actual costs of any

of Pacific's existing basic tariff offerings may be determined ox
measured seems incomprehensible but this record clearly establishes
that such is the fact. Equally incomprehensible is the fact that
Pacific does not even know, nor can it readily determine, what
revenues its individual tariff offerings produce, except for a few

items about which its witness was questioned by the Exmniner. With

34/ TR 11260, iines 19-21,
35/ TR 527, linmes 5-10.
36/ So-called GE-100 forms.
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respect to speclalty items for which it makes premium one-time
charges, it supplies no revenue data, let alone cost data; for
example, Pacific cannot even tell the Comission what revenues it

actually receives from its charges for colored telephones without

making a special "study" of the situation,3Y/

In this proceeding, Pacific proposes changes in rates for
basic exchange services, including foreign exchange service and
mlti-message unit service. It also proposes changes in rates for
Centrex service, supplemental equipment, residence service connection
charges, key telephone service, private line services, public mobile
telephone service and various miscellanecous services, together with
changes in the directory advertising rate structure. Even though
requested to do so, Pacific supplied no actual revenue data, cost

| 38/
data, or plant data for any of these items. Its rate witness was
its Assistant Vice-President-Business Research in charge of Rates
and Tariffs, a position he has held since September 1966, following
some ten months in Pacific's Rate Department. So far as can be
determined from his testimony he relied on his "informed judgment'
and on no cost data whatever. His concern scems to be more that
of raising Califormia rate levels up to those charged by other Bell
System companies outside of Californmia than to an equitable distri-
bution of charges amongst Californmia subscribers. In short, his

testimony is in mo way convincing that this Commission ghould cast

aside the rate-spread principles which it has so recently

37! TR 11656, lines 1-7.

38/ The Examiner's request for specific information constitutes
Exaibit No. 160, to which Pacific did not respond in any
neaningful way.

39/ Typical of his approach is that disclosed in TR 4656, line &,
through TR 4661, line 11, on the subject of Centrex service,
wherein even though he had a five-year ''cost study' aveilable
to him he made no use of it.
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40/
investigated in depth and specified for Pacific.” The plain fact

is that "cost" is an indispensable factor in the setting of fzair and
reasonable rates for sexrvice. While Pacific ignores it, this
Commission cannot.

During the course of this proceeding it became known that
as a result of FCC action in its Docket No. 16258, Pacific's intra-
state revenue requirements would be lessened by approximately
$31,700,000 on an annual basis, Pacific's witness gave no considera-
tion to this in his rate-spread proposal. Pacific's brief, however,
suggests that intrastate toll rates be credited with the savings.

The staff rate spread in this proceeding has given full
effect to the lesser revenue requirements resulting from the FCC's
action and, in addition, has given recognition to cost factors for
which it could obtain data or which it could reasonably estimate.

In this latter comnecetion it maede numerous data requests on Pacific,
for the purpose of attempting to obtain cost information sufficient
to permit the spreading of revenue requirements between types and
classes of service on as reasonable and nondiscriminatory beases as
possible. Because of the paucity of data on actual revenues and
actual costs, however, the staff has necessarily had to rely sub-
stantially on existing rate rclatlonships and in general it has
closely followed the rate patterns last esteblished in Case No. 7409.
In view of the present record, the Commission will largely adhere to

such patterns in establishing the rates hereinafter authorized.

The following tabulation constitutes a genmeral summary of

the rate spread used herein. The full effect of weduced intrastate

40/ Decision No. 71575 in Case No. 7409, issued November 23, 1966.
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revenue requirements resulting from FCC action in its Docket
No. 16258 is reflected in such rate spread. Certain of the sum-

nmarized items will be further discussed hereinafter.

Spread of Operating Revenue Increases

Ve~ S

1. Toll
Message toll reduction .seescecscnsns 3(11,400,0003
Message unit rates converted to toll (700,000
I« tOll .eeveennsnersonnnans Pesanens (2,000,000)
Private line rates ...eieececrannanns 2,388,888 .
TWX message XateS .everessonsvoscsans ;
& Total teil llilill (T30 000)
2. Exchange i
Basic exchange service rates ........ 51,400,000
Expanded local calling -
Elimination of 10¢ toll rates ..... (3,200,000;
Elimination of 2-message umit routes (20,000,000
Business message rate service, change
of allowance to 80 messages .«..-cv-. 300,000
Message rate allowances, local only 3,000,000
Total exchange .... 31,500,
3. Miscellaneous
Directory advertising .....ccevven-e. 24,400,000
Rey equipment, Centrex, etec. ...... .o 2,200,000
Move and change charges, extensions,
stations, etC. ...veiaens teeestenn - 10,700,000
Public mobile service ....ccvveianeess 800,000
General Telephone settlement
(ExXhibit 41) .ivvvrieencoocnnnnsnnns 7,500,000>
Total miscellaneous 30,600,
4. Summary
Total of increased items ..... $95,000,000
Total of decreased items ..... 44,800,000
Net increase to Pacific ...... 50,200,000

o

(Red Figure)
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2. Pacific Telephone - Independents - Toll Services

Pacific Telephone, in this proceeding, has made no
proposals respecting toll rates, The Commission staff and the
California Independent Telephone Association,éi/however, have jointly
made a recommendation to the effect that uniform state message toll

rates be established and that such rates be made applicable to all

intrastere message Coll service, [Fach ineradueed svidence pagpecting.

this subject and Pacific presented testimony in opposition thereto.

In addition, the subject has becn thoroughly treated in briefs.

Intrastate toll service may be divided into three cate-

gories. Ome, entirely handled within the Bell System, is commonly
referred to as B-B. A second, known as B-I, covers message toll
service interchanged between a Bell System company and an Independent
company. In this second category sre Pacific and 31 Independents
within Califoxrnia. The third category covers those message toll
sexrvices wholly performed within one Independent's system or between
Independents over Independent lines and is referred to as I-I. It

is the position of both the staff and the Association that the full
costs of rendering this intrastate I-I message toll service be
included with the full cost of rendering all other intrastate toll
sexvice for the purposes of establishing the recommended uniform toll
rates and for dividing all revenmues from such rates between Pacific
and those Independents who settle with Paciflic. In its simplest
terms, the proposal would provide a pooling of all intrastate toll
revenues and a division of such pool between Pacific and the
Independents based upon the total intrastate toll costs and the

companies' respective shares thexeof.

41/ Hereinafter referred to as Associationm.
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As above noted, Pacific interchanges toll traffic with all
of the present indecpendent telephone companies in California. The
joint revenues from the calls between the subscribers of Pacific and
those of the independent companies are divided between the two
pursuant to written agreements which generally provide that the

independent company will receive its full costs of furnishing

facilities for the interchanged traffic, such full costs including

a rate of return, on the Independent's plant used for such purpose,
equal to the rate of return which Pacific earns on its own toll
operations. Thexe is in this recoxrd no challenge of either the
prinhciples applicable to, or the methods of handling, this B-I toll,

Pacific strenuously opposes applying the B-I settlement
principles to I-I toll, claiming that the I-I business of the
Independents is in no way a matter of interchanged traffic with
Pacific. The I~I proposal would, in the eyes of Pacific, require it
to underwrite the costs of I-I toll facilities to its detriment, It
further claims that this Commission lacks the power to implement the
proposal, and in such respect relies upon Section 766 of the Public
Utilities Code which Pacific claims allows the Commission to specify
the division of revenues received from joint rates, tolls or charges
only afrer the utilities involved have not agreed upon the division
between them of the revenues therefrom.

The subject of I-I toll has been before this Commission
in a number of rate proceedings. The present evidence emphasizes
that in fact every Califormia Iindependent company is a physical part
of the nationwide toll network. The standards of quality for every
part of such network, as a practical matter, are set by Bell System

requirements. Both the statewide portiocn and the nationwide toll
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network have been developed as an integrated whole to allow full
compatibility in dialing, signalling and transmission regardless of
whether a call originates or terminates at a Bell System or an
independent telephone station. The effect of such integrated toll
system has been to force costs on the independent companies in
excess of those which would otherwise be needed for their own toll
operations. Examples of such added costs are the costs of seven-
digit numbering, terminal-per-station central office equipment,
intercept service, low delay trunk groups, additional repeaters on
toll commecting trunks to provide high transmission levels, and the
‘provision of loading coils on exchange lines. On a number of
independent systems none of these would be necessary if the
Independent did not have to enter the nationwide toll network.
Insofar as their own or I-I toll is concermed, practically nomne of
these added costs are necessary for the proper operation of these
independent systems. Of course, the Independent does entex the

toll network but the real point is that its toll facilities handle

both B-I and I-14§311 traffic without physical plant differertiatioxn

between the two.
The evidence is clear that most short-haul and thin-

density toll routes, common characteristlics of many of the routes
in Independent terxitory, fall to produce rewvenues sufficient to
fully cover the costs of message toll sexrvice over such routes,

Pacific, too, has many such routes.

Existing toll rates were designed to produce a reasoneble
return on the overall message toll service, the revenues xrom long-

haul and high-density routes covering the losses on shert-haul and

42/ The single exception in Califormia is General's microwave route
between Santa Maria and Santa Barbara which is wholly devoted to
handling I-1 traffic.
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43/
low-density routes.” As above pointed out, there are many nom-

compensatory routes in both B-B and I-I message toll service. When
toll traffic is interchanged between Pacific and an Independent over
these routes (B-I) or when noninterchanged Pacific traffic passes
over these routes (B-B) both Pacific and the Independent's revenue
requirements are compensated for, in the zaggregate, out of the
overall State toll rate structure. As a result, in these situationms,
even though the rates for short-haul B-B and B-I toll calls are
noncompensatory, the revenue deficiency disappears into the overall
compensatory rate structure. On the other hand, the revenue
deficlency on I-I message toll routes does not presently disappeer

into the toll rate structure but gemerally remains to be cffset

through charges for independent exchange service at rates higher

than would be necessary if I-I toll were compensatory, One of the
inevitable consequences of this result is that it contribgtes to
and further aggravates disparities or rate differences betweer the
exchange rates of Pacific and the Independents (similar to those
hereinafter discussed respecting the Los Angeles area); differences
which the Legislature has directed the Commission to consider in
any rate proceeding.éé/

We believe it is clearly unfalr to the independent
utility to bave to provide the facilities required to meet the high
standards of the Bell System toll network without being fully
compensated therefor and it is equally unfair to the exchange

subscriber on the independent system to have to pay higher rates

for exchange service than might ocherwise be raquired.

43/ As a practical matter, there can be no direct r&lah-Oubblv
between the cost of anv particular route and che rzie for that
route,

44/ Section 728, Public Utilities Code.
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Message toll users constitute a single rate-paying class

distinguishable from their role of subscribers to local exchange v

sexvice. On the Bell Systemﬁ/the revenues from this class are
effectively pooled and divided among the assoclated Bell companies
under a "Division of Revenues Contract" which applies to interstate
toll traffic interchanged between the operating companies and the
longlines department of AT&L. Under the contract, each company
recelves from the pooled revenues its expenses that are assoclated
with the interstate business and the remainder is split up among
them on the basis of the plant investment that each company has
associated with the interstate business, Each company receives the
same rate of return on its net investment devoted to interstate toll,
regardless of what its individual operations may produce. Included
also in the pooling arrangement are the revenues and costs of
noninterchanged interstate toll, such as that occurring wholly
within the operations of Pacific Northwest Bell Telephome Company on
calls between Oregon and Washington. The parallel betwcen the facts
of the Bell System operations and the proposal of the staff and the
Association is, of ccurse, most clear. Paralleling the national pool
would be a State pool of revenues and a division of those revenues
in accordance with the same principles of cost and plant separations
which the Bell System itself uses and which is refiected in the
settlewent agrcements between Pacific and the Independents.
Included would be I-I %oll, an exact parallel in principle to the
Oregon-Wachington situation,

Pacific sces the national Bell System pool as being worthy

t

but sees the staff proposal for a State pool as being a ''scheme"

45/ Ali of the Bell companiés opecate undex ULLKOTm interscate
message toll rates,
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which would have it pay over a part of its revenuves to support another
company. This is wrong, apparently, when the other company 15 an
independent but, obviocusly, right when the other company is a Bell
company. We cennot share Paclfic's characterization nor its
prejudice. The basic principle is sound, it is practical, it is fair
to the toll ratepayer as a class. It should be implemented.

As above noted, Pacific argues that the Commission has no
authority to specify the division of toil revenues between it and
the Independents, absent disagreement of the parties znd hearing, ard

relies upon Section 766 of the Public Utilities Code as the basis for

such argument. In this respect, Pacific seems to overlook the fact

that by reason of orders instituting investigation (Cases Nos. 8608
and 8609) 211 of the telephone companics participating in message
toll sexvice in California arc before the Commission and that the
matters of rates, tolls, practices, contracts and services arc
expressly encompassed therein. The entire toll rate sixucture and
the division of revenues received therefrom is an inextricable part
therecof. Pacific, further, apparently chooses to ignore Fublic
Utilities Code Sections 451, 70i, 728, 729 and 761 as well
as those portions of Section 766 which it does not quote. Pacific
nisinterprets Section 766.

Section 766 of the Public Utilities Code (formerly
Section 40 of the Public Usilities Act) reads as follcws, with

emphasis being supplied:
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"766. Whenever the commission, after a hearing

finds that a physical connection can reasonablﬁ

e made botween thae lines of two or moxe teicphonc
corporations or two or more telegraph corporations
whose lines can be made to form a continuous line

of communication, by the comstruction and mainten-~
ance of suitable connections for the transfer of
messages or comversations, and that public conven-
ience and mecessity will be sexrved thereby, or finds
that two or more telegraph or telephone corporatisns
have failed to establ%sh joint rates, tolls, or
charges for service by or ovex their limes, and that
joint rates, tolls, or charges ought to be established,
the commission may, by its order, require that such
connection be made on the payment of such compen-
sotion, 1f any, as it finds to be just and reasonable,
except where the purpose of the comnection is pri-
wmaxily to secure the transmission of local messages
or comversations between points within the same city,
or city and county. The commission may, by oxrder,
require that conversations be cransmitted and messages
transferred over such connection under such rules as
it may establish, and may prescribe through lines and
joint rates, tolls, and charges. L. such telepnone
or telegraph corporations do not agree upon the
division between them of the cost of such physical
connection or connections or the division of such
joint zates, tolls, or charges established by the

commission over such through lires, the commission
ney after further hearing, esta Tish such division by
supplemental order. (Former Sec. 40.)"

This Section came into being some fifty-five yeaxs ago when
most telephonme companies did not imtercommect their lines. Ia fact,
it came into being at a time when Pacific Telephone would not inter-
connect with other companies.éﬁ/ Its basic purposec was to permit the
people of Califormia to force proper interconnections in order to
meet the public convenience and necessity. The Legislaturé gave this
Commission the authority to enforce the public will inm such regard,
The Seetion has well served such purpose, as is evidenced by the fact
that since its pessage and early enforcement by the Commission the

facilities of telephone companies in this State have become £0

interconnected that for many years the pecple of this State have had

46/ For examples, see the complaints of The Tehama County Telepnone
Company and Glemn County Telephene Company against Pacific
Telephone in 1913 (Discussed in PI&T vs. Eshleman, 166 Cal.640).
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the public benefits of a wholly integrated toll network. The Sec-

tion was intended to and did apply to the establishment of initizl

involuntary intercomnections and provided means for the propexr com-
pensation therefor., We believe that omly through tortuous reason-

ing can its concludiung sentence, pertaining to the division of

revenues for a specifically oxdered involuntary interconnection,

be today so construed as to apply to all revenue-division settle-

ments between companies, no matter how generated.

In any event, all of the possible parties being before
us in this proceeding, we find from the evidence that the practices
of Pacific and the Independents in excluding from consideration the
costs of I-I toll inm this State arc unjust, unreasonzble, inadequate
and improper. Further, we find that in accordance with the statu-
tory authority contained in Sections 451, 701, 728, 729 and 761 of
the Code, the Commission, having a proper record before it, should
prescribe the just and reasonable rates and practices to be followed
by the parties im such respect. Such rates and practices will be
specified by the order herein.

From the evidence, we find that establishment of a unifomrm
message toll rate at a level sufficient to support the entire intra-
state integrated toll network is in the public interest. The staff
propesal in this regard, whereby toll rate reductions would occur
in recognition of the fact that toll earnmings are high and whereby
exchange rates would be increased in recognition of the fact of low
exchange earnings, is a fair and reasonzble basis for implementing

such uniform message toll rate treatment. The dollar amount

involved, based upon the test year 1967, is $2,000,000 and such
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amount will be included in the revenues to be accorded Pacific by
the rate increases authorized by this decision. An 7mount of

47
$400,000 will be borne by Independent subscribers.™

3. Message Toll Rates - Pacific Telephone

As above mentioned, Pacific proposed no revision of intra-
state toll rates which might result from separations changes made in

FCC Docket No. 16258, Pacific's intrastate message toll earnings,

under present rates, provide it with a rate of returzsof approxi-

mately .29 percent on this portion of its business.” Its intra-
state toll rates are higher than interstate rates. In view of such
circumstances, the revenue savings should largely be passed along
to Intrastate message toll customers. The staff rate spread
proposal would accomplish this, to the extent possible, by reducing
rates for the 35 to 80 mile range (the range in which the greatest
percentage disparity with interstate rates occurs), placing all day
Saturday rates on the night schedule consistent with the present
Interstate treatment, starting night rate discounts at 40 miles
rather than the 50 miles as at present, adjusting person sgrvice
overtime rates to the same level as station overtime rates, by
converting existing 9, 10, and 1l message-unit routes to toll routes
and by the elimination of 1l0¢ toll xoutes. The staff rate treat-
ment, in these regards, is fair and reasonable and it will be

adopted herein.

47/ TR 9221, line 26 to TR 9222, line 5, indicates the allocation.
48/ Exhibit No. 91-A.
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4. Private Line Rates

Private lime scrvice comsists of furnishing communications
channels, channel terminals and station equipment between specified
locations for a continuous period or for regular recurring periods
at stated hours to meet the private uses of individual subscribers.
The principal categories under this class of service are: private
line telephone service, program channels, control channels, and
channels devoted to certain special services such as telephoto and
facsimile transmission. Private line service reserves large amounts
of both chamnels and equipment for special service to the user and
denies the use of the same to the gemeral telephonme using public.

If the sexrvice does not pay its way, obviously, the burden of its
revenue or earnings deficiency falls upon customers of other services.
We believe that it is fundamental that specialized services should
fully pay their way, including & rate of return thereon at least
equal to that realized from basic exchange operatioms. oy

Present private line carmings are at a low level.” Under
the staff proposal these c¢armings would be improved. Once again,
however, lack of actual revenue and actual cost data as a basis of
estimating test year earnings for this portion of Pacific's business,

preclude precision. The present best estimate of the needed revenue

increase is the overall amount of $2,000,000 for this service, as

vade by the staff. At the behest of the staff, Pacific/prepared a

schedule of rates and charges to reflect such amount.

49/ &4.95 percent, Exhibit No. 91-4,
50/ Exhibit No. 140.
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The only private line service rate increase proposals
engendering substantial customer opposition were those pertaining to -
30~Baud intraexchange sexvice. This is a service extensively used
by members of the Western Burglar and Fire Alarm Association, the
American District Telegraph Company (ADT) and others in the security
alarm industry and by United Air Lines (UAL) at its large maintenance
base in Califormia. Charges for local or intraexchange service are
based upon distances individually measured for each circuit, Pacific
has proposed a $5 flat rate charge per channelil/as a matter of

tariff simplification and as a means of eliminating its "cumbersome

uileage measurement pricing method." The staff supports the flat

rate charge principle. With respect to its effect on ADT, the
proposal would equate to an increase of about 80 percent; for UAL

the increase would exceed 650 percent for its "motifier” circuits,
Pacific's proposal was not supported by any evidence as to the cost
of the service; nor had Pacific considered the impact of its proposals
on this class of customer. It is true, as Pacific points out, that
this classification of service has had virtually no rate increase
during the past 25 years. Increases of the magnitude here proposed
with no more forceful a reason than that rate simplification would
result and with no cost data whatever having been used as a basis for
the proposed charges, are clearly unreasongble, Some increase is
warranted, however, and one-half mileage blocking can substantislly
reduce the problems of measurement. Such will be authorized for

local private line service.

51/ Present minimum is 60 cents.
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5. Teletypewriter Exchange Service

Teletypewxriter exchange service, commonly referred to as

TWX, is furnished over the message toll telephone network and

SWitéhing System. Conmections may be either interstate or intrastate.
The staff proposal is to establish an intrastate TWX rate structure

consistent with that of the interstate rate, using a one-minute
ninimum period and reducing the number of mileage blocks from 24 to
seven., A revenue Increase of $200,000 would result. This proposal
and increase is fair and reasonable and will be authorized.

6. Pacific Telephome =~ General Telephone Settlements

Pacific and Genersl have entered into an agreement,izj

subject to implementation by this Commission, to cover a cost-type
of settlement for interchanged non-optional extended area traffic

in the Los Angeles Extended Area. Such agreement stems from a mutual
recognition of the long existing rate differences between their
adjacent exchanges. By it, rates could be brought cloger to parity,
for General would reduce its rates by a total amount equal to the
inereased dollars which it would receive from Pacific, The staff
has recommended that any rate increases authorized Pacific include
an allowance for settlement payments to General for Gemeral's cost
of providing interchanged extended service between the two in the
Los Angeles Area. No evidence was entered in oppesition to the
implementation of the agreement, slthough the subject was criticized
by argument in at least two briefs. Because the dollar amount
involved is dependent upon the rate treatment to be accorded the area,

we shall first discuss such aspect.

52/ Exhibit No. 41 in this proceeding.
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In what may now be termed the greater Los Angeles Area,

there were as late as in the 1920's some eleven telephone companies

including one Bell System company which served the downtown area and
the great tulk of the telephones. Communities were somewhat isolated
and inter-community telephone communicating was solely by means of
"long distamce" or toll circuits., With population growth and ever
outward expansion a large number of communities began not only to
reach common boundaries but their interests began to overlap and to
become common. A need for larger "free calling' areas developed
and in 1938, when after consolidation there remained only six
telephone companies, this Commission placed into effect the first
"extended service area' pattern whereby there was generally made
available "free'' calling across telephone exchange boundaries for
an additionmal monthly charge. By this time, the Bell System served
about 610,000 telephone stations and the independents served about
97,000 telephone stations. ZLater (1940) a "multi-message unit'
concept was developed to provide greater distance calling at rates
below toll rates, such concept (although by accounting procedures
producing revenues categorized as exchange revenues) in practical
effect made inter-exchange calling a commuted toll., Each company
still had an easily recognizable identity with its own community or
geographically grouped communities. The rates of each company were,
of course, predicated on their individual requirements and none had
identical basic rates for similar services. Some rates were as
widely different as were their communities widely separated.

Obvious to all, of course, has been the subsequent con-
tinuous residential, commercial and industrial development of the
area, particularly expansive in recent years, until today the

non-political observer is hard put to discern any separate community

fm
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identities. The area has become to all practical effect, one
megalopolis. Today, only two telephone companies operate therein;
Pacific, serving about 2,990,000 telephones and General, with about
1,300,000 telephones. Telephone rate differences bhave to a large
extent continued, however, for under the law this Commission is
obligated to afford each utility an opportumity to carn a fair and
reasonable rate of return on its useful plant devoted to serving
the public and with neither the costs of plant, nor the finmancial
needs of the two utilities being the same, the effects of these
factors have in the past forced the present rate differences.

For substantially the same basic ome-party residential
service, a telephone subscriber of Pacific presemtly pays $3.85 pex
wonth while a General subscriber pays $5.60 per month. A comparison
of business rates is not so simply made but, in essence, Pacific
might recelve $4.05 for a service for which General might receive
$5.50 or more (to possibly as much as $12,20) per month. In the
rate spread proposals of the Commission staff, these wide differences
would disappear, the rate plan being predicated on the concept of
treating the entire Los Angeles Extended Area as one rate-making unit
with substantially one basic rate throughout and with other nearby
exchanges at lesser differentials therefrom than are now in effect.—g/
In view of the evidence on this subject, we find this rate treatment
concept to be warranted and in the public interest. Its ilmplementa-
tion, as we have above indicated, depends upon the ''settlement" con-

templated by the agreement which is in this record as Exhibit No. 41.

53/ This rate treatment would largely, if indeed not completely,
- satisfy the Carrell complaint (Case No. 8690).

7=
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General's cross~boundary extended service traffic settle-
ments with Pacific are presently on a so-called "trunking basis"
whereby the cost of comnecting truck facilities aad, at times, tandem

switching functions, are split "50-50" between them. Such a

settlement gives no vecognition to the costs of central offices,

subgeriber leops or station equipment, mor does it rcflect the faet
thet Pacific owns both the toll and multi-message-unit linmes £hat
are uscd to comnect General's exchanges to Pacific's exchanges. The
new agreement (Exhibit No. 41) would replace the '"50-50" trunking
settlement with a type of station-to-station settlement on a full
cost basis. It is a far more eéuitable method of scttlement and we
find that it should be implemented. The dollar amount necded there-
for, at the intrastate rate of return hereinbefore found to

be reasonable for Pacific is $7,500,000, an amount which in the
language of the agreement,é&/ the Commission hereby specifically
finds is "sufficlent to support such settlement agreement'. Said
anount will be included in the additional revenues accorded Paclfic
by this decision.

7. Exchange Service Rateg

a. E=xpanded Calling

Of considerable interest to the general public, as
evidenced by the testimony of individuals and subscriber groups in
this record, is the matter of expsnded local calling, The rate
spread proposed by tue staff recognizes this £factor, to the extent
economically feasible at this time, by including the conversion cf
all 2 message unit routes in the San Francisco~East Bay Extenced Area
and in the Los Angeles Extended Area, to extended sexvice. The

revenue requirement of this comversion is $20,000,000. Consistent

54/  Paragraph 5, Exhibit No. 41.
48~
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with this conversion, the staff alsc proposed that all 10-cent toll
routes be converted to extended service, The revenue requirement of

such conversion is $3,200,000. The staff further proposcd that

¢certain contiguous message routes in the San Francisco Bay Area be

converced to extendad service. In practical effect these coaversions
will require time for zccomplishment, since added plant must be
installed, estimated as two years for some »outes, We find these
proposals to Le in the pudblic interest and they will be fully
implemented by the order herein.

The rates proposed by the staff fLor extended service areas
ottside the major metropolitan arxeas are baszad upon a uniformly
applicable rate formula closely patterned after that resulting frox
Case No, 7409. By it, the basic rate for an EAS exchange is that
of the group rate of the exchange with the greatest number of main
stations within its local cclling erea plus & rate increment dependent
upor: the mileage of the toll route being replaced by the extended
area service.éé/ Such treatment is falr amd recasonable. It will
yield revenues which rcasonably approximate the estimsted inexcaced

costs and toll revenue losses occasioned by extended cervice.

b. Message Rate Services

Pacific is emngaged in a program of installing individual
lines te all new residential tracts and plans cventually to have

an Llndividual line avallable for each residence unit it may serve.

56/

In effect this is a "reserved" subscribexr loon. In the ligat of

Tols rate plan is detailed in Table 2-B of Exaibit No. 92-A.
Pacific confusedly terms this 'dedicated plant', a decided

wmisnomer in the regulatory field where virtually all plant is
dedicated to public utility usage.

A
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this development, the staff has recommended that all remaining two-
party-line service in the metropolitan ereas of San Francisco,

Los Angelec, San Diego arnd Orange County be eliminated by substituting
one-party message rate sexrvice for the two-party flat and two-party
message rate residence services now being provided therein. This
proposal would provide simplified operatioms for Pacific and 2

superior service to the subscriber. Under it, preseat two=-party line

service would be withdrawn within a reasonable period.izl The

proposcl 1s fair and reasonable and will be implemented by the oxder
herein.

Los Angeles Extended Area exchanges and parts of the
San Francisco-East Bay Extended Area have available only measured-
rate individual-line business service. Other parts of the SF-EB Area
and all of the San Diego, Orange County and Sacramento Extended Areas
offer individual business service on an optional flat-xate ox
measured-rate basis. Message-rate service charges are more equitadle
than flat rate charges in that they are proportional to the amount
of service utilized. All of the extended areas should have measured-
rate sexrvice. In oxder to accomplish this, flat rate business
individual line and flat rate PBX trunk scrvices will be withdrawm
within thxee years. In those arcas where only flat rate PBX trunk
sexvice is offered, message-rate service will be made available with-

in the same time pewiod.

57/ There would thus remain only one-party flat rate and one-parly
message rate residence service in the metropolitan areas.
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Message allowences for business message rates presently

are a uniform 85 messages in the San Francisco-East Bay Extended
Area, range from 70 to 85 in the Los Angeles Extended Area and are
85 or less in other areas. There appears to be no justification for
continuing this nonconformity. A uniform allowance of 80 messages
will be establisned.

Present tariffs provide that both business and residence
message-rate subscribers in the San Francisco-East Bay and Los Angeles
Extended Areas may use their message allowance in single-unit local
calls or in multi-unit interexchange calls. The effect is to provide
a toll-call allowance in the monthly exchange service rate., No other
subscribers in California have such an arrangement., We find this
situation to be unduly discriminatory. In oxder to corréct'it, the
tariffs authorized herein will provide that only local calling area
single-unit ¢alls in the San Francisco-East Bay and Los Angeles
Extended Areas will be chargeable against the message rate allowance.

¢. Business FEX Serviece

Both Pacific and the staff have proposed that a uniform
statewide rate of $14 with an allowance of 200 messages for
individual-line business service and a uniform statewide rate of $21
with an allowance of 300 messages for business PBX (first trunk) be
established for business foreign exchange service. Present rates
are varizble for such services. The proposals to simplify the
tariffs and apply them uniformly are fair and reasonable and they will
be authorized herein.

d. Secretarial-Line Service

Telephone Answering Sexvices of Califorxnia, Inc. (TASC),
an association of answering bureaus, has proposed a uniform £lat rate

charge of $3.75 per month per secretarial line wherever the primary

«51-
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sexrvice and the answering eéuipment are within the same exchange area
oxr district in licu of the present charges of $1,00 for "im-building"
or $4.00 for "out-of-building" service. Such proposal, like similar
proposals made by the answering service bureaus in past proceedings,
ostensibly relies on a ''value of service' concept. It wholly ignores
the relative costs involved in providing the two types of sexvice.
Secretarial-line services are special services and as such they should
fully pay their costs, including an adequate return on the plant
devoted to them. The TASC proposal, not reflecting cost, is
unreasonable and will not be authorized herein.

e. 'Lifeline" Service

Testimony as to the neced for an inexpensive, low usage,
residential telephone service was preseated by elght representatives
of a number of major orgamizations of Semior Citizens during a day
vhen approximately 300 of their members attended the hearings in this
proceeding. Their plea is for specilal rates for the elderly poor,

the infirm 2nd the shut-ins to whom telephone service is essential.

A ”telepkone pal“ oY ”bu&&y“ system is widely used by these people
a5 a means of checking once daliy to see if the aged person can

answer the telephone. Victims of accidents, strokes, hcart attacks
and falls have been prevented from lying for days unattended by
reason of this telephone check. The telephone to these people is a
lifeline. To many of them the present minimum monthly telephone bill
represents almost three days' food allowance. They are unable to pay
more. A call a day is their minimum need.

The Commission £iads, from the evidence, that it is fitting,
proper, just and reasonable to authorize a basic minimum service at
the rate of $2.25 per month with a message allowance of 30 units,

irrespective of whether single-party or two-party service is used,

-52-
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in those areas where residence message-rate service is mow or may
hereafter be provided, with the only restriction being that no more
than onme such service may be established for each dwelling unit.

£. Multi-Message Units

Both Pacific and the staff proposed to increase the price
of multi-message units from the present 4.05 cents per unit; Pacific
proposing a charge of 4,85 cents and the staff proposing 4.50 cents
per unit. It appears from the evidence that the amounts of these
proposed increases result from little more than the rate spread
witnesses having found this a convenient category in which to assign
revenue reéuirements not otherwise or elsewhere taken into account.
As In other categories, Pacific presented no factual dats to support

its proposal. The evidence is not ¢onvincing that any increase is

warranted and none will be authorized herein.

8. Basic Exchange Services

The rates for basic exchange services authorized herein
will provide increased revenues apportioned as shown in the fellowing

tabulation:

Increased Besic Exchange Service Revenues

San Francisco-East Bay Extended Area £1.3,900,000
Los Angeles Extended Arca 19,800,000
San Diego Extended Area ......... . 3,400,000
Orange County Extended Area ... 1,900,000
Sacramento Extended Area 2,100,000
Othex Northern California Exchanges :

Nonextended Areas 4,600,000

Extended Axeas .. 3,700,000
Other Southern California Exchanges

Nonextended Areas 1,300,000

Extended Areas 700,000

$51,400,000

For the four major areas, principecl rates will be authorized

as shown below. The City of San Diego proposed that the Sam Diego

Extended Area be accorded the same rate treatment as San Francisco.

53~
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While the evidence is not convincing that full parity is now appro-
priate, lesser increases will be accorded San Diego than either
Pacific or the staff have proposed. San Diego and Orange County rates,
therefore, are somewhat above those for the larger metropolitan areas
in recognition of the lower carnings of such areas, In viewing the
tabulation it should be kept in mind that, as hereinabove discussed,
residence 2-party lime service will eventually be replaced with
single-party service and, thus, not all of the rates shown will be
immediately or even concurrently available.

Examples of Authorized
Basic EXchange Rates in Major Areas

SF-EB EA San Orange
LA EA Diego EA County EA

Business: "
l-party flat $13.25 $14.50 $13.90
l-party message 5.15(80) 5.50(80)

Residence:
l-party flat

l-party message
l-party message
2-party flat

2-party messzge
2-party message

5
173

4
3
2
3
2
2

60
30

60

3

)

30)

VLhnhhnoOo
Lo Wo
O OO
NN NN

»

NLWWN WK
L]
NOWYVNWEH

* Portions of SF-EB EA only.
h. PBX - Individual Line Relationship

For meny years PBX trunk flat rates have been premised on
a 150 percent relationship to business individual line flat rates.
A formula relationship has also prevailed for determining PBX charges
where message rates are involved. In neither case, to our knowledge,
has Pacific ever presemted factual data in support thereof, Such
"rule of thuwb" rate-making may have certain advantages of simplicity
for the rate-maker and the ratios may indeed be appropriate but they

should be tested at intervals to determine whether or not they are in

-5
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fact appropriate. The dearth of actual data in this proceeding will
not permit of such determination. Under such circumstances present
relatioaships will be continued at this time but as in other realms |
of like inexactitude, Pacific will be reduired by the order herein to
supply the necessary data,

8. Miscellaneous Services

a. Mobile Telephone Service

Pacific furnishes telephome service by radio from 30 mobile
telephone service areas. A gemeral two~-way telephone service is

provided to land mobile staticns snd to maritime nobile stations.

Charges for calls are presently based on a S5-cent message unit, with

6 to 10 units for the first three minutes and 2 or 3 units for over-
time minutes depending upon in which of three zones the called or
calling telephone is located.

Pacific proposes a flat rate charge for land mobile general
services but no change in rates for any of its other radio services.
The flat rate charge would permit unlimited calling and represent a
heavy discount to large users and thus preferential treatuwent for
them. By its proposal large users would receive rate reductions while
small users would receive increases. Pacific presented no actual cost
data in support of its proposal. Further, Pacifie's proposal is
unduly discriminatory.

The staff proposes a monthly service charge plus a graded
charge based upon the amount of use of the mobile system as wmeasured
by 2ecumulated minutes of use during the monthly period, The =otal
monthly charge would thus be xelated both to the amount of sexrvice
rendered and to the relative costs of providing eéuipment. The staff
rate form and proposed charges are fair and reasonzble and will be

authorized herein.

-55-
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b. Key Equipment-Centrex, etc.

Present charges for key equipment are computed by the
addition of a multiplicity of piece~part features. The rate form
is cumbersome. Pacific has proposeé 'package' rates for certain
combinations of features cud the staff is in agreement with the

principles involved and with the proposed pricing except that the
staff urges an intermediate step for a combination of from 7 to 30
features. Pacific's proposal as modified by the intermediare step
proposed by the staff is fair and reasonmable and will be authorized
herein.

Centrex service is in effect a specialized PBEX service
for large users, such as the State znd Federal governments. Pacific,
the staff and the federal agencies presented testimony regarding the
proposed charges for this service. Nome of the testimony presented
studies based on actual costs of supplying the service because
Pacific either could not or would not supply such data. The staff
evidence, being based upon so~-called "current cost reviews', is the
best evidence at hand and has the most probative value. The staff-
suggested rates will be authorized., Rate proposals of the stafl for
Supplemental and Special Assemblies of Equipment are of like proba-
tive value and will also be authorized.

c. Move and Change Charges, etec.

At present residence extension stations are installed
without a service comnection charge when such extension is made con-
currently with the installation of a primary station. Today's
highex costs of installations warrant a charge for such additiomal
instaliations and the tariffs authorized herein will provide that
the normal $5.00 sexrvice connection charge shall apply therxeto.

Present move charges for key telephone stations vary with
the line capacity and with location. The staff has proposed a grad-
usted level based on line capacity only. Present changes of key
telephone stations have charges bzsed on individual tariff features.
With the "package'" type of rates being authorized herein for key
telephone installetions, it is eppropriate to concurrently introduce
a fixed charge per station for changes. The staff proposals in
these respects are failr end reasonable and will be authorized
hexrein.

Pacific has proposed that the present service connection
charge of $8.50 for residence individual or party-line service
be increased to $10.00. The expenses involved are higher than either

-56-
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of these amounts. The prcposed increase is reasomnable and will be
authorized.

With respect to extension telephomes in business flat rate
services, the present differential of only SO ceats per month over
extensions for business message rate service is inadequate. A chaxge
0% $1.75 pex month for business flat rate extemsion service is fair
and reasonzble and will be authorized hereizn.

Mileage rates for urban serviee in suburban arecas have not
been altered for many years and do not reflect today's costs. The
present rate is 50 cents per quarter-mile. It is falr and reaconcble
to increase this charge to 65 cents per quarter-mile for one-party
and trunk suburban mileage and to proportionately imcrease such
charges in the various special rate areas.

d, Directory Advertising

Pacific has proposed splitting certain directories, changes
in directoxy circulation groups and changes in the rates fox classi-
fied advertising within such groups. Pacific has also proposed that
the circulation grouping of those directories which serve morxe than
one exchange be based on the sum of the circulation in the largest
exchange plus 235 perxcent of the total circuletion in the remaining
exchanges within the directory.

The staff is in agreement with Pacific's proposal respect-
ing circulation grouping but proposec scmewhat lesser xates. The

staff alco has proposed the use of the "lergest plus 25 percent’’ con-

cept for multi-exchange directorics serving wore than omne ccunty aond

a "laxgest plus 45 percent of otker exchanges" for multi~exchange
directories serving a single county.

The advertising vaive of a directory, as meastred by a tdotal
cizrculation, is, we find, better stated by the staff rroposed formulas
than by Pacific. Pacific's suggested rates amd rate groups are

reasonadle, however, and will be guthorized hexein. The combination
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of the staff foxmulae with Pacific's proposed rates and vate groups
will yield $23,700,000 in inereasced zevenmues, an amount which we find
to be falr and reascrable for this element of Pacific's business.

e, Street Address Directory Service

Pacific has a tariff sheet (Cal. P.U.C. No. 105-T) which,
amoag other things, provides as follows: '"Street address teclephone
directory service is the furmishing of a directory which lists, in
2ccordance with the Company's regular practices, subseribers' nzmes
and telephone numbers by street name (arranged alphabetically) and
numerically thereunder by address.” It issues such directories
quarterly and semiannually for certain areas of the State. The
company rents these directories to certzin subscribers and they £ind
wide usage among solicitors.

The "'company's regular practices', mentioned above, ecre
unspecified and unknown. Such clause provides no means by which
either telephone subscribers or directory renters may with certainty
determine their respective rights or privileges and is thexrefore
veaningless. It should be stricken.

Pacific, although seeking substantially incrcased revenues
from its cirectory adverticing service and inmeresses im basic rates
ranging between 48 and 100 percent, has proposed no increases in
charges for its street address directories. Nor did it suwpply, even
when requested to do so, any cost or revenue data respecting this

street address directory cexvice. We find it %o be £falr and reason~

able that this special directory service be required o provide its

proper share of the increased revenue requirements authorized herein
aad, accoxdingly, the rates for this service will be ivercased by 50

percent throughout to yield an additional $700,000 in revenues.




A.49142 et al.» bem/nb *

SPREAD COF RATES - GENERAL YELEPHONE

-

in cennection with the settlement agrecment between Pecific

and General, hereinabove discussed, whereby Gemeral would reduce

certain of its rates by an overall dollar amoumi equivalent to the
settlement inerezse which it would receive, we find that it is fair
and reasonable to oxder a reduction in Gemeral's rates by amounts
which wiil, for the test year 1967, reduce its gross revenues by
$7,500,000. 3Both General and the staff have prescnted suggested rate
spreads intended to substantially reduce the presenc differences
between Geuneral's and Pacific’'s rates in adjoining and nearby ex-
changes. Cf the two proposals we find that of the staff to be
cquitable vhen modified to reflect the auvthorized settlement amount
end when further modified to ensure, within the terms of the agreement,
that no resulting reduced rate will £all below the comparable Pacific
rate. While it may appear that General's rates for the Pomona Velley
axchaunges are below Pacific rates, it is emphasized that such is an
interim situation only since by Decision No. 73248 issued Cctoper 24,
1967, in Application No. 47330, such rates will be automatically
increased by the EAS increments therein specified to 2 level
2quivalent to those of Pacific at such time as extended arez sexvice
is cstablished, The £ollowing tabulation sets forth certsin typical
basic exchange rates hereinafter ordered for the General Telephone
exchanges involved. The charge for a colored instrument will be

nade fdentical with Pacific's charge.
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Examples of Rates
Ordered Ior General Telephone

Exchanges
Sierra Madre o ‘
San Fernando West LA Monxrovia Westminster

$ $ $

Business:
l-party flat a 10.30 a
l-party message 5.50(80) 5.50(80) 5.50(80)
Residence:
l-party flat 4,65 4.6
2-party flat 3.75 3.7

-

6
7
9

a2 - No flat rate service presently offered.
b - Present rate, unchanged.
¢ - No message rate sexvice presently offered.

Requirement for Additional Information - Exhibit No. 160

In the foregoing discussioms of the various elements per-
taining to the spread of rates, it has been repeatedly pointed out
that Pacific has not supplied actual revenue, cost or plant data in
support of its tariffs. When specifically requested to do so, in
December 1967, its Counsel argued in opposition to the request and
later presented a witness whose purpose it was to attempt to convince
the Commission that the reduest should be wichdrawn.ég/ The reéuest
was not withdrawn but, in fact, reiterated. Nevertheless, Pacific
waited until the next to the last day of hearing to plead that its
"withdrawal be instructed" (presumably by the Commission as a whole

rather than by the presiding officers).iﬂ/

sa/  The request was by the Examiner In accoxdance with Rule No. 74
of the Commission's Rules of Practice and Procedure. Such rule
reads, in part, as follows: "At the hearing, the presiding
officer way require the production of further evidence upon
any issue.’

59/ TR 12276, lime 10.
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The arguments of Pacific's counsel and the comments of
its witnesses make it sbundantly clear that the whole subject is

distasteful to Pacific. It desives, apparently, to forever rely on

estimates made prior to the secting of rates on new serviceség/ as

Justification for continuing rate forms and relative rate levels
whether or not the services are in reality today properly priced.
One of its witnesses is "hopeful" that the originsl estimates will
so price new services that they will not be a burden on basic
service 8L/ While this Commission may share or even applaud such
"hopes", it has the duty to see to it that rates are failr and reason-
able and that no undue discrimination is either created or, on
becoming apparent, is allowed to continue. The information sought
by the Examiner would materially assist the Commission in the
performance of such duty. |

The point has been reached where the very multiplicity
of Pacific's tariffs, basic services and speclalty or promotional
items reduires analyses of the actual revenues and costs attributable
to its tariff offerings, old and new alike. We shall reéuire Pacific
by the order herein to fully respond to the reéuest contained in
Exhibit No. 160 in this proceeding, by written response to the
matters therein set forth, within a 12-month period. Such response
shall be served upon all parties to this proceeding. Any petition
for an extension of time within which to comply therewith, Rule No,
43 notwithstanding, shall likewise be served upon all parties to

this proceeding and such petition way be the subject of public hearing.

60/  Characterized as 'previous estimates of services Tot yet
offered”, TR 12376, lines 7, 8.

61/ TR 11658, lines 10-19.
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Rulings and Motions

In a proceeding as extemnsive as this onme, it is not
practicable to rule individually on all of the various points brought
before us for consideration. Ouxr objective, as in all such proceed-
ings, has been to discuss and to specifically rule on those matters
of wajor importance in deciding the validity of the reguests of the
applicant and the manner in which our findings relative thereto are
to be implemented. Due consideration, however, has been given to
all points and motions raised although each may not have been here-
inabove specifically treated, One of the lattexr is the joint motion
of the cities of San Francisco and Long Beach reéuesting this
Commission (1) to order Pacific to 'cease and desist' from supporting
any plan of AT&T which ''adversely affects the interests of the
customers of Pacific or the California ratepayer' and (2) to order
Pacific to ''support and endorse' an FCC plan respecting jurisdictional
separations. The subject matter of this motion is beyond the scope
of this proceeding and its disposition is unnecessary to a proper,
fair and reasonable determination of the rate-making purposes of the
proceeding.

Findings of Fact

1. After due noticé, public hearings have been held on a record
consolidating Application No. 49142 and Cases Nos. 8608, 8609 and
8690; evidence has been adduced; the Commission has been fully
informed and the matters stand submitted.

2. Where, as in this record, thorough briefing of the issues
has occurred, the ''proposed report'' procedures contemplated by Rules
79, 80 and 81 of this Commission's Rules of Practice and Procedure
would be redundant of matters on which the Commissior. has already
been extensively informed,

»62a
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3, This Commission last exhaustively analyzed the operations
of Pacific in Case No. 7409 in which interim Decision No. 67369 was
issued June 11, 1964. Said decision was appealed to the'Supreme
Court and, insofar as the rate-making principles therein seﬁ forth
are concerned, the Court affirmed the decision on April 28, 1965.

A final decision, Decision No. 71575, was issued on November 23, 1966
and the rates therein prescribed (those presently in effect) became
effective in January 1967.

4. In this proceeding, Pacific has placed emphasis by evidence
and argument on the issues of (1) rate of return, (2) Westernm Electric
purchase and expense adjustments, (3) State income tax, (4) pension
expense, (5) accelerated depreciation and (6) settlements respecting
independent company toll. Of these majoxr issues, Pacific's evidence
shows basically changed circumstances respecting only the issue of
rate of return. .

5. Pacific selected as a ''test year" and based its showing
2s respects its results of operations on the "estimated year 1967".

6. Staff adjustments, for the test year, mzde for (1) Western
Electric prices, credit and expense, (2) the State tax expense

computation based upon an unaffiliated corporate return concept in

order to relieve California ratepayers of the burden of 2ssuming
taxes on AT&T's holding company functions, (3) relief and pension fund
accrual interest assumptions reflecting present day interest rates

and (4) the use of the straight-line remaining life method of

f
/
&
.}l

depreciation, for the rate~mcking purposes of this proceeding and
based upon the record herein, axe fair and reasonabile.

7. Pacific uses the strzight-line method of deprecistion
accounting for both book and tax purposes. Xt does not use

accelerated tax depreciation for tax purposes, as permitted by

=63
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Section 167 of the Intermal Revenue Code, nox does it flow through

to net inccme the initial-year tax savings resulting from its use of

the investment tax credit,

8. A true tax saving would result from its use of accelerated
depreciation.

9. Pacific's management uses that method of computing income
taxes which results in maximum tax costs and, hence, maximum charges
to its ratepayers and by so doing its management has exceceded a
reasonable and prudent course respecting the same, to the detriment
of the public interest.

10. It is fair and reasonable and in the public interest to
compute Pacific's income tax expense for the test year on the basis
of the use of accelerated depreciation beginning with plant additions
in such test year. The effect of such computation is to imerease
Pacific's intrastate rate of return by .08 percent for the test year.

11. Under existing rates and charges for its utility services,
Pacific's earmings during the test year produce a rate of return of
6.07 percent on an intrastate rate base of $2,895,170,000.

12. A rate of return of 6.9 percent on a test year Intrastate
rate base of $2,893,800,000 is fair and reasonable.

13. Pacific is entitled to increased met intrastate revenues
in the amount of $2%,000,000, an amount sufficient to raise its test
year rate of return from the present 6.07 percent to the 6.9 percent
hereingbove found to be reasonabdle.

4. An increase of $50,200,000 in gross revenues, based upon
the test year, is justified.

15. The present practices of Pacific and the respondent connect~
ing telcphone utilities in excluding from coasideration the reveaves

and costs of I-I toll in this State are unjust, unreasonabdle,

~blim
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iradequate and improper. In accordance with the statutory authority

contained in Section 761 of the Public Utilities Code the Commission
should prescribe the just and reasonable practices to be followed in
such respect.

16. Cost is an indispensable factor in the setting of fair and
reasonable rates for service.

17. Because of the exiguity of actual revenue, cost and plant
data pertsining to Pacific's tariff offerings, the Commission musc
largely adhere to the rate patterns last established in Case No. 7409,

18. The establisiment of a uniform toll rate at a level to
support the entire intrastate integrated toll network is in the
public interest,

19. Pacific's intrastate message toll earnings, under present
rates, provide it with a rete of return of approximately 9.29 percent
on this portion of its business. The revenue savings resulting from
separations methods made in FCC Docket No. 16258 should largely be
passed along to intrastate message toll customers, thereby reducing
such excessive rate of return., It is fair and reasonabie to
accomplish this by reducing rates for the 35 to 80 mile range, placing
aill day Saturday rates on the night schedule, starting night rate
discounts at 40 miles, adjusting person sexvice overtime rates to
the same level as station overtime rates, converting 9-, 10~ and
1l-unit message rates to toll routes and by eliminating all 10-cent

toll routes.

20. An increase in prxivate line rates is warranted and the
establishment of ome-half mile blocking £for local sexrvice measure-

ments used for computing such rates is fair and reasonmable.
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21. Establishment of an intrastate TWX rate structure consistent

with that of the interstate rate, using‘é one-minute minimum pexiod

and reducing the number of mileage blocks to seven, is fair and
reasonable,

22. It is fair ahd reasonable and in the public interest to
establish a rate plan for the entire Los Angeles Extended Area
predicated on considering such area as one rate-making unit with
substantially one basic rate throughout;

23. The complaint in Case No. 8690 will be satisfied by the
rate plan for the Los Angeles Extended Area and its nearby exchanges
as hereinafter authorized and directed.

24. 7Pacific and General have entered iato an agrecment whexeby
settlements between them for cross-boundary extended service traffic
will be on a full cost basis. Implementation of the agreement will
be in the public interest. An amount of $7,500,000 is sufficient
to support such settlement agreement and such awmount under the
agreement would be transferred by Pacific to Gemeral. It is just and
reasonable to include such amount in the additional revenues +o be
accoxrded Pacifie.

25. It is just and reasonable to reduce Gemeral's rates by
amounts whica will, for the test year, reduce its gross revenues by
the same $7,500,000 above referred to.

26. It is in the public interest to expand local calling areas
and as means of accomplishing the same it is falr and reasonable to:

(a) Convert certain contiguous message unit routes
in the San Francisco Bay Area to extended
service;

(b) Convert 21] 2 message unit routes in the
San Francisco-East Bay Extended Area and

in the Los Angeles Extended Area to
extended sexvice; and

-56~
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(c) Establish basic rates for EAS exchanges
based upon the group rate of the exchange
within its local calling area, with the
greatest number of main stations, plus a
rate increment dependent upon the mileage
of the toll route replaced by thc exten ed
area services.

27. 1t is fair and reasonable to substitute one-party message
rate service for two-party flat and two-party message rate residence
sexvices in the metropolitan areas of San Francisco, Los Angeles,

San Diego and Orarge County.

28. Message-rate business service charges are more equitable
than flat-rate chovrges in that they arve propertionsl to the amount
of service utilized. All of the extendesd areas should have measured
rates for business service. It is fzir and reazoncble to require
that present £lat rate individual line and flat raze PEX trunk
sexvices be withdrawn within three years and that message rate
sexvices be substlituted thexcfor ia the Sazn Francisco-East Bay,

San Diego, Orange County and Sacramento Extended Axeas.

295. Therxe is no justification for the continuance of non-uniform
message allowances for businecs message rate service., It is fair and
reasonable to esteblish a uniform allowance of 80 message units for
such service.

30. The present tariff provisions which allow business and
residence message-wate subscribers in the San Francisco-East Bay and
Los Angeles Extendad Areas o use the message allowance in multi-unit
interexchange calling is unduly discriminatory. It is just and
reasonable, in order to remove such discrimination, to provide that
only local area single-unit calls in said Extended Areas be chargeable
against the message rate allowance.

31. It is fair and reasonable to establish uniform statewide

rates for business foreign exchange service.
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32. No change in the present methods of charging for
secretarial-line sexrvices 1s warranted.

33. It is fitting, proper, just and reasonmatle and iv the public
interest to establish a basic minimum "lifeline" residence service
at a rate of $§2.25 per month with a message allowance of 30 units
in these areas where rxesidence nmessage=-xate service is now Or may
nereafter be provided, with the only restriction being that no more
than one such sexvice may be established for cach dwelling unit.

34. No increase in the present 4.05 cents charge for multi-
zessage walts is justified.

35. With respect to miscellanecous services, it is fair and

reasonable to:

(2) Establish a monthly service charge plus a
graded charge measured by accumulated
minutes ¢f use for land mobile servige;

(b) Base key equipment chaxges on combinations
of features rather than on a multiplicity
of piece parts;

Intxoduce a fixed chaxge per station for
the meving or changing of key equipment;

Establish o uniform chaxrge of $1.75 per
wonith for business flat rate extension
service; and

Iecrease the present 50 cents per quarter-
mile suburban mileage xate to 65 cents fox
one=-party and trunk suburban mileage and to
woportionately increase such charges in
the various special ratc arezs.

35. Increased revenues amounting to 524,400,000 are justified

for Pacific's directory services. It is fzir and reasonable to obtain

this amount by increasing Street Address Directory charges and by

changing cireulation groups and increasing classified advertising
rates within such groups and basing the rates on the use of the cir~
culation of the largest exchange plus 25 percent of the circulation
of the remaining exchanges for multi-exchange dircctories serving

-68-
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moxre than ome county snd on the use of the circulation of the largest

exchange plus 45 percent of the cireulation of the remaining
exchanges for multi-exchange dircctories serving a single county.
The propossl Zor splitting directories is also fair and reasomable.

37. It is fair and reasonable to authorize a uniform increase
of 50 percent in charges for Street Address Directory Sexvice.

38. The proper discharge of its duties requires that this
Commission be provided with actual revenue, cost and plant data
pertaining to the tariff offerings of Pacific. It is within Pacific's
power to supply such data and it is fair and reasonable to require
that it be supplied within a l2-month period.

Conclusions of Law

1. The application of Pacific Telephone should be granted to
the extent set forth in the following order and in all other respects
denied.

2. The rates and charges of General Telephone should be
Teduced as set forth in the following order.

3. In accordance with the Statutory authority contained in
Section 761 of the Public Utilities Code, the practices of Pacific
Telephoze and of the respondent commecting telephone utilities,
Tespecting the considerations to be accorded I-I toll in this State,
should be prescribed as set forth ia the following oxder.

4. The increases in rates and charges authorized herein are
justified.

5. The rates and charges authorized herein are just and
Teasonable and present rates and charges, insofar as they differ
therefrem, are for the future unjust and unreasonable.

6. The petition for a propeosed report in ithese matters should

be denied.




4. 49142, et al. NB ik

7. Case No. 8608 and Case No. 8609 should be terminated.

8. The complaint in Case No. 8690, being satisfied by the
rates nereinafter authorized or directed, should be dismissed.

9. All wotions consistent with the findicgs and conclusions
of this opinion should be granted; those jncomsistent therewith,
denied,

IT IS ORDERED that:

1. The Pacific Teiephone and Telegraph Company is authorized
to £ile with this Commission, on or after the cffective date of this
order and in conformance with the previsions of General Order No.
96-A, revised tariffs with rates, charges and conditions as set
forth in Appendix A attached hereto and, on not less than ten days'
notice to the public and to this Comnission, to make said revised
taxiffs effective for sexvice rendered on and after December 2, //»
1968.

2. The Pacific Telephone and Telegraph Company ard the
respondents in Czse No. 8609 shall modify, forthwith, their existing
practices respecting the division of toll revenues between them so
as to include therein revenues and costs of I-I toll and Pacific

shall notify this Commission in writing that the same has been

accomplished by no latex than Januery 15, 13959. /

3. Each respondent in Case No. 8609 shall file with this
Commission, within twenty days aftexr the effective date of this ordex
and in conformity with the provisions of Gemeral Order No. 96-4,
concurrence in the message toll telephone tariffs of Pacific as set
forth in Appendix B attached hereto, and on not less then ten days’
notice to the public and to thls Commission, make the tariffs so

concurred In effective for service rendered on and afrer Decamber 2,

1968.
~70=
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4, General Telephone Company of California shall file with
this Commission, on or after the effective date of this order and in
conformance with the provisions of General Order No. 96-A, revised

tariffs with rates, charges and conditions as set forth in Appendix C

attached hereto and, on not less than ten days' notice to the public

/

5. The Pacific Telephone and Telegraph Company and all affected

and to this Commission, make said revised tariffs effective for

service rendered on and after December 2, 1968,

respondents in Case No. 8609 shall forthwith establish extended
sexvice, in lieu of toll and multi-message unit service, over all
routes (1) between Pacific's exchanges and/or district areas and

(2) between Pacific's and said respondents' exchanges and/or district
areas, where the toll route mileage of such routes is eight miles or
less. By not later than February 28, 1969, Pacific shall present to
this Commission & written program for the accomplishment of the same
and shall thereafter provide monthly reports as to the progress of
such program until completion thereof at no later date than

December 31, 1971. Such extended service shall be established with
rates and charges therefor im accordance with the rate pattern set
forth in Table 2B of Exhibit No. 92-A in this proceeding.

6. The Pacific Telephone and Telegraph Company shall forthwith
establish district areas in its San Jose exchange as set forth in
Chart 3-A of Exhibit No. 92 in this proceeding and shall establish
extended service between the Hayward exchange and the Valley district
area of the Danville exchange, between the Oliver district area of
the Dumbarton exchange and the North District area of the San Jose
exchange, between the Mountain View exchange and the West District
area of the San Jose exchange and between the Los Altos exchange and

the West District area of the San Jose exchange and shall complete

-71-
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the same by not later than July 1, 1971L. Pacific shall provide this
Commission with quarterly reports of progress thereon, commencing with
a first report om March 31, 1969.

7. The Pacific Telephone and Telegraph Company is authorized
to proceed with its long-term program to split the alphabetical and
classified directoxies in the Los Angeles Extended Area substantially
as set forth in Exhibit No. 29 in this proceeding and shall cooxrdinate
the same with those of General Telephone Company of California.

8. Within the San Francisco-East Bay, Los Angeles, San Diego
and Orange County Extended Areas, The Pacific Telephone and Telegraph
Company shall forthwith (1) convert all residence, two~-party message
rate, 60 message allowance, services to one-party message rate
services, (2) convert all residence, two-party message rate, 30
nessage allowance, services to one-party message rate services and
(3) withdraw the offering of residence two-party flat rate sexvice.
Purther, Pacific shall present to this Commission, by not later than
Maxrch 31, 1969, a written program for the accomplishment of the same
and shall thereafter provide quarterly reports as to the progress of
such program until completion thereof at no later date than
December 31, 1971.

9. The Pacific Telephonme and Telegraph Company within its
San Francisco-East Bay, San Diego (excepting the Dulzura district
area), Orange County and Sacramento Extended Arxeas shall by not later
than Decembexr 31, 1971, (1) withdraw the offering of business individ-
ual line flat rate scxvice, and {2) withdraw the offering of business
private branch exchange £lat rate service and substitute therefor the

offering of business private branch exchange trunk message service.

Pacific shall provide this Commission with qua:teriy reports of

progress thereon, commencing with a first repoxt on March 31, 1969.
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10. Respondents in Case No. 8609 shall file with this
Commission, within twenty days after the effective date of this order
and in conforuity with the provisions of General Oxdex No. 96~-A,
revisions in primary service rates for foreign exchange service
consistent with the tariff revisions in the basic individual line and
trunk rates set forth in Appendix A and Appendix C attached hereto
and, on not less than ten days' notice to the public and to this
Commission shall make said revised tariffs effective for service

v

11. The Pacific Telephone and Telegraph Cormpany is dizected

rendered on and after December 2, 1968.

to provide this Commission with a written response to the requests
contained in Exhibit No. 160 in this proceeding by not later than
December 31, 1969 and shall serve a copy thereof upon each party

to this proceeding. Should Pacific seek an extension of time within
which to comply with this directive, Pacific shall serve its petitilon
therefor upon each party to this proceeding not later than Novembex
30, 1969.

12. The agreement, between The Pacific Telephone and Telegraph
Company and General Telephone Company of California, set forth in
Exhibit No. 41 in this proceeding is approved and the parties thereto
are hereby authorized to carry out the terms and conditions thexeof.

13. The investigations in Cases Nos. 8608 and 8609 are hereby
discontinued.

14, The complaint in Case No. 8690 is hereby dismissed.

15. The petition.for a proposed report is hereby denied.
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16. Motions consistent with the oﬁ%m am mﬂef héf@!.ﬁ ate

granted ; those iInconsistent therewith are denied.

The effective date of this order shall be twenty-five days

after the date hereof.

Dated at 8an Francissy » California, this

L% day o  MOVEMBER

,DQ G o e (wc/wxﬂ
ch/f 074
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ATTACEMENT 1
Page 1 of 3

Appearances

For Applicant in Application No. 49142, Respondent in Case No.8608:
Pillsbury, Madison & Sutro, by George H. Eckhardt and R. W.

Odgers.

For Certain Respondents in Case No. 8609: Arthur S. Tayloxr, for
California Interstate Telephone Company; John P. Vetromile,
for California-Pacific Utilities Company; R. H. Phelps, for
Golden State Telephone Company and for Golden West Telephone
Company; Bacigalupi, Elkus, Salinger & Rosemberg, by Claude N.
Rosenberg, for Californis Water and Telephone Company: A. M.
Hart and H. Ralph Snyder, for Gemeral Telephone Company o
California; Bacigalupi, Elkus, Salinger & Rosenberg, by
Claude N. Rosemberg, for Citizens Utilities Company of Cali-
tormia.

For Complainants in Case No. 8690: Tom C, Carrell.

For Defendants in Case No. 8690: Pillsbury, Madison & Sutro, by
Geoxge H. Eckhardt and R. W. Odgers, for The Pacific Telephone
and Telegraph Company; A. M. Hart and 4. Ralph Snyder, for
General Telephone Company of California; Bacigalupi, Elkus,

Salinger & Rosemberg, by Claude N. Rosenberg, for California
Water and Telephone Company.

Interested Parties in Application No. 49142: City of Los Angeles,
by Roger Armebergh, Charles Mattson and Robert W. Russell; City
and County of San Francisco, by rlhomas M. 0 Connor, William C.
Taylor and Robert R. Laughead; CIty of San Diego, by Edward 1.
Butlexr and John Witt and by Stanley M. Lanham; Cigy of Long
Beach, by PhRil J. Shafer, Henry k. Jordan and Louis Possner;
State of Califormia, by Thomas C. Lynch, Charles A, O 'Brien
and Donald B. Day; County of Los Angeles, by John Mhhagxi
Marin County Board of Supervisors, by Douglas Malomey, Richard
Godino and J. Mansfield Lewis; City of Sacramento, by Joseph E.
Coomes, Jr., and James P. Jackson; County of San Mateo, by
James E. Cook; City of Janta Clara, by Edwin J. Moore and
Robert Keith Booth, Jr.; County of Santa Czxuz, by wWilliam H.
Card; United States Government, General Services, by Ihomas J.
O'Reilly, Clarence W. Hull snd Max M. Misenar; The Western
Union Telegraph Company, by Joha J. Damereil; Califormia
Farmer-Consumer Information Tommittee, by Borghild Haugen;
Califormia Labor Federation, AFL-CIO, by Michael Peevey and
Demnis T. Peacocke; Califormia Manufacturers Association, by

obert k. Burt; California Independent Telephone Associationm,

y Claude N. Rosenberg of Bacigalupi, Elkus, Saliager & .
Rosenberg and by Neal C. Hasbrook; Allied Telephone Companies
Association, by EXmest W. wacsou and Homer Harris; Auburn
Chamber of Comme¥ce amd in propria pexrsona, Ricnarzd E.
Saladana; California Farm Bureau Federation, by William L. .
Knecht and Ralph O, Hubbard; Communications Workexs of America,
AFL-CIO, by Richard W. Hackier, Divert-A-Call Compsny, by
Edwin A. Kauppila; rederation of Women Telephome Workers, by
Mrs. Dinz G. %eaumont; Retail Dry Goods Association of San
Francisco, by James W. Coutta; Telephone Answering Services




A.49142 et al. NB

ATTACHMENT 1
Page 2 of 3

Appearances

Interested Parties-~Contd.

of California, by Ernest W. Watson; Western Fire and Burglar
Alarm Association, by Lessing B . Gold, of Gold, Herscher &
Taback; Utility User's League of California and in propria
persona, Edward L. Blincoe; East Oakland Action Council, by
Charlie Williams; I.L,W.U., by Louis Goldblatt and Barry M.
Silverman; East Oakland Consumer Action Council, by Costlo D.
Mooxe; Legal Aid Society of Alameda County, by Scipio Porter,
Jr.: Local Unionm 1011 I.B.E.W. AFL-CIO, by K. J. Leavitt;
California Rural Legal Assistance, by Robert Y. Bell, for
Jack Wilcox, Dolores Wallace, Francis B, Rosa and Phillip
Fox; Pleasanton Valley Homeowners Association, by Wilbur G.
Christner; United Alr Lines, by Gordon E. Davis of Brooeck,
Phleger & Harrison; City of Corona, by lhomas H. White;
Melvin Hanberg, in propris persoma.

Protestants in Application No. 49142: City of Beverly Hills,
by George Slaff and Allen Grimes; Association of Califormia
Consumers, by George G. Orover and Robert Barton; City of
Bellflower, by Alexander Googooian; Homemakers for Lower

Prices in California, Inc., by Joy Ann Walden and Lee Paﬁ%e;
Coumittee for Better Telephone Sexrvice, by Morris M. Conklin;

Redwood Radio Telephonme Corporation and Redwood Radio lele-
phone Corporation-Marin, by Daniel W. Cochxan; Senior Citizens
Association of Los Angeles County, by Miss Joan H. Martin and
Royal C. Younger; Internmational Seniox Citizens Association,
nc., by Mrs. Marjorie Borchardt; Allied Senior Citizens
Clubs, by Larry Chrisco; James J. Oppen, Corrinne Goddard,

in propria personnae.

For the Commission Staff: Hector Anninos and Leonard L. Snaider,
Counsel, with Parke Boneysteele, James G. Shields, A. L.

Gieleghem.

WITNESSES

Jean Adams, Louis G. Andrego, Edgar H. Bermstein,
Nat Bexul, Edwaxd L. Blincoe, Marjorie Borchardt, Harry L.
Bright, Jack Brust, Barbara Burkhart, Elizabeth Carberry,
Tom C. Carrell, Frederick H. Cassel, Adrien C. Cassidy,
Victor Cassman, William V. Caveney, Kenneth Chew, Larry
Chrisco, Morris M. Conklin, D. M. Craig, E. R. Davidson,
B. A, Davis, T. L. Deal, John Joseph Dettmer, Donald A.
Dobbie, Lela Ruth Dykes, Clyde Edmondson,T. G. Edwards,
John 0. Einerman, James Eller, William L. Elmgren,
Dominick W. Ermita, Stephen J. Fisher, Russell Fitzpatrick,
Richard C. Frey, Richard Gabel, Richard W. Hackler, Neal C.
Hasbrook, Borghild Haugen, Jerome W. Hull, Cheriel M. Jensen,
Jean A. Jiles, Robert M. Joses, Benjamin J. Kingwell, Manuel
Kromgn, S. F. Lucchi, Ermet Macario, Robert W. Mason,
Willism F. McChesney, William H. Merritt, W, L. Mobraaten,
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WITNESSES~=Contd,

R. C. Moeck, Robert R. Nathan, David Negri, Richard L. Ohlson,
Adolph Osterveen, Paula Owen, W. H. Parker, John D. Paschsll,
Richard T, Perry, Paul Popenoce, Jr., Michael Potts, Wilma Rice,
Grace Ryland, Aram Sahakian, E. John Schonberger, Donald
Franklin Searcy, G. V. Seymour, Barry M. Silverman, Joseph
Frank Stay, James E. Stroud, Morris Tannenbaum, David Alfred
Thompson, Willism J. Thompsom, Leo Unger, Melwood W. Vam Scoyoc,
Richard W. Walker, Bud Walworth, Ernest W. Watson, Howard O.

Watts, Harry "Archie" Weisman, David E. Wells, John Fred Weston,
Royal C. Younger,
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

_ Respondent's rates, charges and conditions are changed as set forth
iz this appendix.

Schedules Nos. LaT and 5-7

Individual and Party Line Service

RATES

EACH PRIMARY
STATION:

(Growp I)

Alleghany
Alta
Anderson
Angels Camp
Annapolis
Arvin
Atascadero
Avalon
Avenal
Baker
Bangor
Biggs

Big Swr
Blairsdern
Bodega Bay
Boonville
Borrego
Bradley
Brawley
Bridgeville
Burrel
Butte City
Calexico
Calipatria
Carbria
Campo
Camptonville
Carrisa Plains
Challenge
Chico
Choweliilla
Chualar
Clear Lake Qaks

* Rates shall be increased to Group II rates upon

Individual and Party Line Service :Suburban Service
: Rate per Month

Rate ner Month

:Semipub.:
: Service:
: Indiv. :

Business :

Residence

: Line :

Line : Line

: ‘Business: :
:Indiv.:2-Party:Indiv.:2-Party:4~Party:8-Party :8-Party :Rate per:

Line : Line : Line

Res. : Line

Line : Menth :

$9.00 $6.75

Cloverdale
Coalinga
Coba Mountain
Corning
Corona,
Cottonwood
Coulterville
Crockett
Davis

Death Valley
Delano

Dixon
Downieville
Dunni gan
Dunsmuir
Barlimart
Edwaxrds

EL Centro
Elx

Blk Creek
Emigrant Gap
Emmet
Escalon
Esparto
Fallbrook
Feather Falls
Flllmore
Firebaugh
Fontana*
French Guleh
Cazelle
Georgetown
Gerber

$4.75 $3.65 $2.95

Gonzales
Greenfield
Grenada
Gridley
Groveland
Gualala
Guerneville
Hamilton
Hilt
Hollister
Holtville
Hopland
Hornbrook
Huron
Imperial
Ione
Jackson
Jacumba,
Julian
Kelseyville
Keystone
Kingsburg
Knights Ferry
Ia Eonda
Lake Berryesse
Lakepoxt
Laton

Lebee
Lemoore
Iewiston
Lincoln
Live QOak
Los Banos

$5.25

$3.45 $4.50

Los Molinos
Iower lake
Loyalton
Madera
Marysville
Mendota
Meridian
Mesa Grande
Michigan Bax
Middletown
Milton
Miranda
Moccasin
Mojave .
Mokelumne Hill
Moantague
Monte Rio
Moorpark
Mount Shasta
Newhall
Nicasio

Nice
Nicolaus
Nipomo

North San Juan
North Yuba
Calktdale
Oecldental
Ceotillo
Orenge Cove
rland
Oroville
Palmdale

introduction of extended area service to San Bermardino.

Consolidation with Chico and special rate area

establislment authorized by D-73771.
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* RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

(Group I - Comtinued)

Panoche
Paradise
Parlier
Paskenta

Puso Robles
Pauna Valley
Pepperwood
rescadero
Qetaluma - Main D.A.
Pinecrest

Pine Valley
Piru
Pittsburg-Gladstone D.A.+#
Pixley
Plagerville
Pleasant Grove
Plymouth

Point Arens
Portola

Potter Valley
Quincy

APPENDIX A
Page 2 of 18

Ramone,

Red Bluff
Redding
Richvale
Riverdale

Rodeo

Rosamond

San Andreas

San Juan

San Luis Obispo
San Martin
Santa Margarita
Selms

Sequoia
Shafter

Shasta Lake
Shingle Springs
Shoshone
Sierraville
Simi
Smartsville

Soda Springs

Soledad

Sonoma

Sonora - Juno D.A.

Stinson Beach=Bolinas

Stonyford

Stratford

Sulsun - Main D.A.

Sutter Creek
Tehachapl
Templeton **
Three Rivers -
Base Rate Area
Sub. Zone 1
Tipton

Tomales

Tracy

Tres Pinos

Tulare

Turlock

Ukiab

Upper Lake
Valley Ford
Valley Springs
Vina

Vista

Walker Basin
Wallace
Warner Springs
Waseo
Waterford
Weed

Weott
Wheatland
wWillits
Willows
Winters
Woodlake
Woodland
Yosemite
Yreka

.
.

.
«

Rate per Month

sSemipub.

Individual and Party Line Service :Suburban Service: Sexrvice
: Rate per Month :

Iadiv.

: Business

H Residence

:1Business:

EACH PRIMARY

STATION: : line : Line

: Line : Line

: Iine : Line

Res. :

Line

1Indiv, :2-Party: 1ndiv. ;2-Party:b=-Party: 4=-Party:4-Party: Rate per :
: Line

Month

(Group I)

Dinuba
Eanford

Three Rivers =
Sub.Zone 2 -

9.00

$9.00 $6.75
6.75

$4.75 $3.6
L5 3

- -

&

$7.75
7.75

10.30

$3.75
3.75

.05 -

$4.50
L.50

Individunl and Party Line Service

Rate ner Month

Suburban Service: Service

T Seminub.

Indiv.

Business

: Residence

ZACH PRIMARY

STATION: : Iine : Iine

: Line : Line

;Indiv.:e-Party:Indiv.:2-Party{H1Party: 8-Party:8-Party: Rate per
: Line

: Linme Line

: Rate per Month :
:Business: Res.

Line

% 1E wr v wp

Month

{Grouwp II) $11.25 $8.0
Rivercide

Stockton

Bakersfield

0 $5.15 $3.5¢ $3.25

$6.90

$3.75

$5.75

*  Rates shall be increased to Group II rates upon
introduction of extended area service to Concord.

Consolidation with Page PRobles and Special Rate Area
establishment suthorized by D-7273k4.




Month :

¢+ Inddiv. =
Line

: :Semipub.:
:Suburban Service:Service :

8-Party:8~-Party:Rate per:
Line Line

: Rate ner Month

:Business: Res.

[aUN s Nog NeoReg)

: Line

Nornnnwny ONNownwn
WAHhoomwm Tvurow

LR g D iy L) P o

Residence
: Line

:Indiv, :2-Party:Indiv. :2-Party:4-barty:
Line

8oLRS

L2 -
LU W 7o Ws TN
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age rate servicae also offered

Rate wer Month

O vy
mn(elO/

Individual and Party Line Service
: Line

NMJ0/NB

: Line

m
:
:
5
2
:
%
i
f
E

Two=paxty mess
at $2.95 - 60

L3

(Within Extended
Areas Qutside of
Zast Contra Costa

Encinitas

Caplstrano Valley
Castroville

Metropolitan Areas)
Cayucos

EACH PRIMARY

STATION:
Crows landing

Carmel, Valley
Clovis
Forestville
Fort Bragg

Fortuna

Geyserville

Gustine

A-49142 ot al,
Arroye Grande
Atweter

Ben Lomond

Blue lake
Bowlder Creek
Caruthers
Zscondido

Aptos
Areate,
Auburn
Benicia
Carme),
Colton
Del Rey
TFelton
Fresno
Galt
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

: :Semipub.:
Ind.vidual and Party Line Service :Suburban Service:Service :

Rate veyr Month : Rate per Month : Indiv. :

Business : Residence :Business: Res. : Line

EACK PRIMARY  :InGiv.:2-Party:indiv.:o-rarty:s-Party: 8-Party:8-Party:Rate Per:
STATION: :_Line : Line : Iinme : Line : Line : ILine : Idine : _Month :

(Within Extended
Areas Cutside of
Metropolitan Areas =
Continued)

Ealf Moon Bay $ 9.
Healdsburg
Highland
Herald
Homewood

&

f
[o R 4] O G OO O
<

WNWWE WD MPDWL D oW FWw DWW END

DWVWWO NVOWON

\J)

wo bR

38818
G
30
W\ O

OO —3 O™
TAEIR
(W4

Hughson
Hydesville
Ignacio *
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L] L] - L] . - » »
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Inverness
Janmestown
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‘o300 O -3 -3
3333 333833
(O SIEVSAVI AN} ¥V WL W

O O
Q&BALS8
P

A RN}
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LDrEmity WrEENRE FE

King City
Livermore
Llockeford
Lodd 9.10
Le Grand _10.70

o
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VN
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Lolets 11.70
Maxtinez 12.10
Mendocine 9.85
Merced 9.10
Modesto 11..25

.
O

AN A AR\ mmﬁmm
NOWWO NGO O®O

8mmom O niuvniun
Vit i OV 1V ¢ )

IH38R838 3B

Monterey 9.05
Morro Bay 9.00
Moss Beach 9.00
Napa 3.05
Nevada City 9.00

Newnan 0.00

North Tahoe
Broclkway D.A. 9.40
Tahoe City D.A. 9.k0
Oceancide 9.40

FrEEE O OwviEVOOY W FEE

MMM W VW0 WM E D IO AN O Y
YRR BYEIF {xAso DR, .38 {Y8EY
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3
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wt
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0
i
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3.15
3.15
3.15

o O
Lo

CvaN O Oh
DOy

Je Ay W
GO\ ON &

[
WA\
8
WO W0 3
Viwun W
WL W W
WUl W
AN 8 W3

*  Rates shall be increased %o those shown in parentheses
upon introdnction of exteuded aven service to San Rafael
anthorized by D-TL208.




A-ROLN2 ot a1, /o

APPENDIX A
Page 5 of 18

RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

: : Semipub.:
Individual and Party Line Service :Suburban Sexvice: Service @
Rate nmer Month : Rate per Month : Indiv.
:  Business Residence :Business: Res. = Line
EACE PRIMARY :Incav.:2-Porty:Indiv.:2-Farty:b-Porsy: S-Party:8-Party:Rate per :
STATION: . Tine : Time : Line : Iine : Line : Line : Line : Month

(Within Extended
Areas Outside of
Metropolitan Areas -
Continued)

OJai $10.20 $ 7.95 $ 5.35 $ L.25 § 3.55 A5 $ 405 $5.25
Petaluma-Swift

D.A. 12.95 9.70 6.00 L.75 4.0 . L.60 6.50
Pinole 5,75-80 -  5.15 3. 3.25 . 3.75  5.75
Pismo Beach 9.00 6.75 L.75 3.6 2.95 . .45 %.50

Pittshurg=Main
D.A.

Plenada
Pleasanton
Point Reyes

.15
35
-T2
.75

<75
-5
<15
.15

- [ - [
3888
3309
A\ WA
o EN
AU RV AV LY,

Porterville
Poway

Rancho Santa Fe
Rialte

Rio Dell

GNO G G O v
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X8
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Riverbank
Saint Helens
Salinas

San Arde
San Clemente

FPowile ) o o oW
v s e w v v 1 s . « ¢ s 0w
Vig N = PO LD W\D \N\YO

\RAA\D AGAN R AN RN ARV AV RY |
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88838 88%69
Vi1
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S ONE Fw»

IBEZ 3
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uhIIZ

¥
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San Lucas 11.05
Santa Cruz 9.10
Santa Rosa 11.45
Saticoy 10.20
Sebactopel 11.25
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W
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1O 3~3-3
A \A AN\

YELho

Sonora-Main D.A. 9.00
South Placer 9.85
3outh Tahoe 9.00
Springville 0.0
Suisun-

cdlewood D.A.  9.00  6.75

3
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*  Two-porty message rate service also offered at $2.
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

: : Semipub.:
Individual and Party Line Service :Suburban Service: Service :
Rate per Month : Rate per Month : Indiv. :
:  Business : Residence :Business: Res. : [Line
EACE PRIMARY :Indiv.:2-Party:Indiv.:2-Party:&-Party: S-Party:8-Party:Rate per :
STATION: : Line : Line : Line : TLine ¢ Line : Tine : Tine : Month

(Within Extended Areas
Qutside of Metropolitan
Areas - Continued)

Sunolw $10.20 $ 7.95 $5.35$ 4.25 $3.55 $ 7.45 $L4.05 $ 5.25

(12.45) (9.20) (5.75) (4.50) (3.85) (8.10) (4.35) (6.25)
Terra Bella 9.00 6.75 4.75 3.65 2.95 €.25 3.45 4.50
Thornton 0. 7.95 5.35 L4.25 3,55 745  L4.05  5.25
Trinidad 11.95 7.35 6.25 5.55 11.45  6.05 7.25

=
3

7.60 5.15 L4.05  3.35 7.10  3.85
6.75 . 3.66 2.95 6.25  3.L5
. . 3.65 2.95 6.25  3.45
. 3.90 . 6.85  3.70
.65 . 6.20 3.45

6.65 3.65
8.0 L.35
8.65 L4.65

Truckee
Vacaville
Vallejo
Ventura
Visalia

K&88S

Watsonville
Windsor
Yountville

\.’1?\:‘-" J:‘\n#‘t\..n
SR J88488

9
5.
9.
.
9.
9.
12,
a1

rrr
O o

* Rates shall be increased to those shown in parentheses
upon introduction of extended area service t¢ Fremont-
Newark.
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

Individual and Party Line Service
Rate per Month

: Semipub. :
1 Service
Indiv.

Business

Residence :

Line

ZACH PRIMARY
STATION:

Indiv.

Line ;. Line

: Indiv.

: 2-Party : Rate per :
: Line : :

Month

Ios Angeles Extended
Area and San Francisco -
East Bay Extended Ares --
All Exchanges $13.25%
5.15-80

Except:

Mount Wilson 15.25

los Angeles Extended Area Exchanges:

Alhanbra
Areodia
Beverly Hills
Burbank
Conoga Park
Compton
Culver City
Crescenta

El Monte
El Segunde
Glendale
Hawihorne
Inglewood
Lomite

Los Angeles
Montebello

San Francisco - East Bay Extended Area Exchanges:

Relvedere
Camphell
Conecord

Corte Madera
Danville

Zast Bay
Fremont-Newark
Hayward
lafayette

Ies Altos

Millbrae

Mill Valley
Moraga

Mountain View
Qrinda

Pacifica

Palo Alto

Redwood City
Richmond

San Carloc-Belmont

Mount Wilson
No. Hollywood
Pesadonn
Reseda

San Pedro
Torrance

Van Nuys

San Francisco

San Josec

San Mateo

San Rafael
Saratoga

Sausalito

South San Francilsco
Sunnyvale

Walnut Creek
Woodside

*  Flat rabe basinesn and 2-Farly venidence servicee
shall be withdrawn by Decemder 3L, 197L.
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RATES - THE PACIFIC TUIEPHCID AND TELEGRAPH COMPANY

: :Semipub. ¢

Individual and Party Line Service :Suburban Servige:Service :

Rate per Month : Rate per Month : Indiv. @

:  Business & Residence :Business: Res. : line

EACH PRIMARY :Indiv.:2-Party:Iadiv.:2-Party:4-Party: S8-Party:8-Party:Rate per :
STATINN: : Line : Line : Line : Line : Tire : Line : Line : Month

Qrange County
Extended Area -
ALl Exchanges $13.90% $ - $5.10 $3.95% $ - $6.50  $3.75  $5.50
5.50=80 3.30-60 3.05~-60%
2.25-30 2.25-30*

Angheinm

Brea

Buena, Park
Fullerton
Garden Grove
Newport Beach
Orange
Placentia
Santa Ana

San Diego
Extended Aren
All Exchangecs

Except:
Chula Vista -
Dulzura D.A. 14.50 10.00

San Diego Extended Area Exchanges:

Chula Vista La Jolla Pacific Beach
Coronado La Mesa San Diego
El Cajon National City San Ysidro

Sacramente Extended Area:

Fair Qaks 15.45% 6.25 . - -
6.50-80

Folson 16 Lo 5.75 . . 8.90 5.20
7.00-80

Rio Lirnda 1L.50% 5.75 . . 7.00 4.20
6.05-80

Sacramento 13.90% 5.%0 . . 6.40 3.85
5.75-80

* Flat rate business and 2-Party residence mervice shall be
withdrawn by December 31, 19Y1.
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

Rate per Month
Business=-Flat

Extension Stations:
Individuval and Party Linc Serviee:
Each extension station ... , s $1.75
Suburban Service:
Suburban Service - each extension
station with or without bell

The special rate arca differential for two-, and four-party services shall

be maintained in all exchanges where applicable ineluding speeial rate areas
heretofore authorized but not established. The zpecial rate aren differential
for individunl line cervices shall be as follows:

$0.65 where the former differential was $0.50
1‘30 " " 1" 1" " l.oo
1.95 " "1.50
2.60 " " 2.00
3.2 " 2.50

Schedule 4-T, Sheet 33, ang Schedule 5-T, Sheet 14, shall have added to the
first paragreph thereof: "The exchange message allowance is applicabdble only
o local service ares messages."

"

Condition:

Add a condition restricting residence 30-unit message
allowance "lifeline" service to nr more than one such
service for each dwelling unit.

Schedules Nos. 6-T and 7-7
Message Unit Service

Schedules shall be so modified as to convert 9, 10 and 1l message wnit routes
to message toll routes.

Special Condition 4 shall be deleted from cach of these schedules and i
poragraphs sholl be renumbered. and succeeding
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RATES - THE PACIFIC TELEFHONE AND TELEGRAPH COMPANY

Schedules Nos. §-T and 10-T
Farmer Line Service

RATES - Each Station

Rate wer Month
Residence Business
Service Service

Exchanges where offered as listed in Group I )
chown in Scheduwles Nos. 4=T and 5-T of this $1.50
appendix.

shown in Schedules Nos. 4-T and 5-T of this
appendix.

Exchanges where offered as listed in Group II§
1.65

ZxXchange - Extended, Outﬂide Metropolitan Areas

Arroyo Grande
Atwater
Auburn
Benicla

RElue Lake
Calistoga
Carmel
Caruthers
Clovis

Crows Landing
Del Rey

Bast Contra Costa
Escondidoe
Bureka

Fort Bragg
Fortuna
Fresno
Geyserville
Grass Valley
Gustine
Healdsburg
Herald
Hughson
Hydecville
Inverness
Jamestown
Xing City

Le Grand
Livermore
Lockeford
Lodi

Ioleta
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BATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

Rate per Month

Residence
Service

Business
Service

Exchange - Extended, Qutside Metropolitan Areas--Contd.

Martinez

Mendocine

Merced

Modesto

Napa

Nevada City

Newnan

North Tahoe
Brockway D.A.
Tahoe City D.A.

Pittshburg - Main D.A.

Planada .

Pleasanton

Point Reyes

Porterville

Saint Helena

Salinas

San Ardo

San Luecas

Sonora - Main D.A.

South Placer

Springville

Terrs Bella

Truckee

Vacaville

Ventura

Visalia

Watsonville

Windsoxr

Exchange - San Prancisco - East Bay Extended Area
Concord
Daaville
Hayward

Ixchange - Sacramento Extended Area
Folsom
Fair Caks
Rio Linda
Sacrazento

Ixchange - los Angelec Extended Area
Pasadena

Exchange - San Diego Extended Area
El Cajon

$2.05
1.90

PEEEPHEORENWE PP OER R R
R3BI38EEE8BE3B8383835833 B883RY

e
83838

$4.10
3.60
2.85
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

Sehedule No. 12.7T
Private Branch Exchange Service

Schedule shall be modified as "proposed" in Exhibit No. 93, Appendix, pages 2, 3
and &, and Exhidit No. 94, Appendix, pages 2 and 3.

Appropriate changes shall be made as required to reflect flat or milcage rate
treatment for local channels in connection with loeal service.

Schedules Nos. 13-T and 14-7
Private Branch Exchange Trunk Line Service

RATES

Where offered, the trunk rate for flat rate scrvice for each trunk line shal} be
150% of the individual line primary station flat rate rounded to the lower five.
cent multiple. The trunk rate for message rate service for the first two trunk

wnes shall be the individual line primary station message rate with no message
allowance, Each additional messege rate trunk line shall be 50% of the rate for
the first two trunk lines rounded to the lower five-cent multiple.

Schedules also shall be modified as "proposed” in Exhibit No. G4, Appendix, page 7.

Schedule No. 16-T
Apartment House Private System

Schedule shall Be modificd as "proposed” in Exhidit No. 9h, Appendix, page 3.

Schedule No. 18-7
Intercommunicating System Service

Schedule shall be modified as "proposed” in Exhidit No. 94, Appendix, page 7.

Schedule No. 22-T
Xey Eguipnent Service

(a) Schedwle shall be modified as "proposed' in Exhibit No. 94, Appondix, page 3,
and cancelled on or before July 1, 1969.

(v) In addition a new schedule shall be filed identical t0 Schedule No. 22-T
but modified asmproposed’in Exhibit No. 93, Appendix, pages 9, 10 and 1l and
Exhibit No. 94, Appendix, page 3.

The schedules in (a) above shall be applicable to existing services wntil said
services are converted, at the company's operating convenience but no later

than July 1, 1969, to the arrangements, rates and conditlons of the schedule in
(5) above. The schedule in (b) above shall be applicable S0 services eatabiished
on and after the effective date of said schedule.

Appropriate changes shall be made as required to refleet flat or mileage rate
treatment for local channels in wonnection with local serviee.

Schedule No. 2k-T

ey 3 i . i o

Schedule shall be medified as 'proposed” in Exhibit Neo. 9l Appondix, page 3.
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

Schedule No, 26-T
Mileage Rates

Schedule shall be modified as "proposed" in Exhibit Nn. 94, Appendix, page 6.

Schedule No, 28-T
Service Connection - Move and Change Charges

Schedule shall be modified as "proposed" in Exhidit No. 94, Appendix, page 5, and
as "proposed" in Exhibit 14, page 6. Conditions 4d and Le m~n 6th Revised Sheet &4
shall be deleted.

Schedule No. 20T
Special Order Receiving Equirment - Los Angeles

Schedule shall be modified as "proposed" in Exhibit No. 94, Appendix, page 3.

Schedule No. 30T
Toll Terminal Service

Schedule shall be modified as "proposed" in Exhibit No. 94, Appendix, page 3.

Schedule No. 32T
Supplemental Equipment

Schedule shall be modified as "proposed" in Exhibit Ne, 93, Appendix, pages 12,
13, 14, 15, 16 and 17, and Exhibit Ne. 94, Appendix, page 3.

Appropriate changes shall be made as required to reflect flat or mileage rate
treatment for local channels in connection with local service.

Schedules Noa, 3L-T and 35-T
Foroign Exechange Service

Schedules shall be modified as "praposed" for business service in Exhibit Na. 13-4,
page 95 (Revised).

Primary service rates for residence foreign exchange service shall be revised con-
sistent with the revisions in the basic individual line and trurnk rates set forth
herein and in Appendix C.

Schedules shall be revised to provide for the offering of residence, individual
line, 60-mesgage allowance, foreign exchange service throughout contiguous ex-
changes, from exchanges of the San Francisco-East Bay, Los Angeles, San Diego
and Qrange County Extended Arcas, at a monthly rate of 85¢ above the local rate,
plua a foreign exchange mileage rate of $1.25 per quarter-mile per month; except
Los Angeles residence, individual line, 60-message allowance, foreign exchange
service in Rate Areas A, B and C of contiguous exchanges or district areas shall
be offered at rates of $5.10, $6.35 and $7.60, respectively.
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

Schedules Nos, 39«T and LO=T
Classified Telephone Directory Advertising

Schedules shall be modified to show classified advertising rate groups, circu-
lation groups and rates as set forth on page 19 of Exhibit 15. Directory
circulation for the determination of directory rate groups shall be computed as
follows: (a) Single exchange directories - company teclephones in the exchange;
(b) Multi-exchange, multi~county directories - company telephones in the largest
exchange plus 25 percont of company telephones in remaining exchanges; (¢) Multi-
exchange, single county directories - company telephones in the largest exchange
plus 45 percent of company telephones in remaining exchanges.

Schedule No. 41-T
Mobile Telephone Service

RATES

Schedule shall be modified as "proposed" on page 12, paragraph 4O on page 13, and
paragraph 43 on page 1L of Exhibit No. 97.

Schedule Cal, P.U.C. Nos. LleT, 45-T, L6=T, 104=-T, 110-T, 115-T and 122-T

Private Line Services and Channels

Schedules shall be modified as “proposed’ in Exhibit 140, except, that the words |
"OTHER SCHEDULES" and "corallary changes as required" on page 9 of said exhibdbit /
shall be strdcken. {

Schedules shall also be modified as follows:

local Channels = Local Sexvice
1. Chonnels terminated in customor-owned station equipment
Rate per Month
Channel connecting two or more buildings, including
one termination in each building. Each one-half mile

or fraction thereof, alr-line measurement....ceesesesesesssvs $2.00

Channel within the same dbuilding. including two
terminations in building .......eeenen tesesssanss teresenenn .. 2.00

Each additional termination on the same service or
channel in the same building in comnection with channels
offered in 1.A. and 1.B. 8bOVe .vecvrcevtntorenscvescscanssnn 1.00

Channels torminated in Telephone Company station equipment

Rates in 1l.A., B. and C. above plus the ratc and charge for
station equipment apply.
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RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

Local Channels - Local Service

Installation
Charge

Termination in customer-owned station equipment, each . $5.00
Termination in Telephone Cempany station equipment, each .... Charge for station
equipment applies.

In addition, schedules shall be modified as "proposed" on page 15 of the Appendix
of Exhibit No. 94, except channel terminal definition of Schedule Cal. P.U.C.

No. 4LeT, shall be modified to recognize change from measured local channel to
flat or measured rate channel terminal treatment for low frequency 30 baud private
line remote metering, supervisory control and miscellaneous signaling channels

and for telephotograph channels.

Sehedule No, L8-T
Private Line Services and Channels —- One=Way Loud-Spealker Equipment and Channels

Schedule shall be modified as "proposed” in Exhibit No. 93, Appendix, page 18.

Schedule No, 50=T
Private Line Services and Channels -— Supplemental Equipment

Schedule shall be medified as "proposcd" in Exhibit No. 93, Appendix, pages 19, 20,
21 and 22,

Appropraate changes shal 0§ 11306 25 required 44 tefleet flat or mileage rate

treabment for docal channels in connection with local service.
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RATES - THE PACIFIC TELEPHCNE AND. TELEGRAPH COMPANY

Schedule No. 53-7
Message Toll Telephone Service

Schedule shall be modified as follows:

RATES
Two=Point Service:

The following toll rate schedule shall replace present California
Schedules A and B,

Mileage i Station Service - Paid : Person Service - Paid & Collect
: :Day, (Except : Night : Day, (Except Night
: Sat. & Sun.) : Sat. & Sun. : Sat., & Sun.) : Sat. & Sun.
: ¢ Each @ : Bach : cBach @ :Bach @
: : Up to : First :Addl. : First :Addl. : First :Addl. : Firs®t :Addl, :
: Over:and Incl.:3 Mins.: Min. :3 Mins.: Min. : 3 Mins. : Min. : 3 Mins. = Min. :

g 8 $0.10%  $0.05 $0.10% $0.05  $0.4O $0.05 $0.40

12 .15 .05 . .15 .05 . .05
12 16 .20 05 .20 .05 . .05
18 20 .25 .05 .2 .05 . .05
20 25 .30 100 .3 .10 . .10

25 30 . .35 .10 ) .10 .10
3¢ 39 Rite .20 . .10 .10
35 Lo 40 " 10 . .10 .15
Lo 50 45 .15 . .10 15
50 60 R .15 . .10 .15

88688

15
.13
.20
.20
.20
-25
.25

.22
.30
.30
.30
.35

.35
35
R

60 70 .50 .15 . .15

70 80 .55 .15 . .15

80 90 .60 .20 A .15

90 110 .65 .20 . .20

130 .70 .20 . .20

150 .75 .25 . .20

150 175 80 .25 . .20

V1O OwWwn
BBEERE BHEBEIS

el ad o X TN T VRS T PR 9

JaunrEs

200 .85 .25 . .20
200 225 . .30 . .20
250 .95 .30 . .20
250 275 . .30 . .20
300 . .35 . .25

P B 1e e g
Q0D ®
FE8F3

W W Z G\ AV ]

300 330 . .35 . .25
360 . . .75 .25
395 . RE . .25
L30 . . . .25
510 1. . . .25

590 : . . .25
685 . . . .25
795 . . . .25
905 . . . .25

* $0.05 for each additional %wo minutes.
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RATES - THE PACIFIC TELEPEONE AND TELEGRAPH COMPANY

Schedule No. 83-T
Special Assemblies of Equipment

Schedule shall be modified as "proposed” in Exhibit No. 93, Appendix, pages 23 & 24.

Appropriate changes shall be made as required to reflect flat or mileage rate
treatment for local channels in comnection with loeal service.

Schedule No. 87-7
Private Line == Speakeyr-Miarophone Sepvice

Appropriate changes shall be made as required to reflect flat or mileage rate
treatment for local channels in connection with local service.

Sehedule No. 100-T
Televhone Answering Serviee

Schedule shall be modified as "proposed” in Exhibit No. 94, Appendix, page 3.

Sehedule No. 105-T
Street Address Telenhone Directory Service

Schedule shall be modified as follows:
REGULATIONS
Revise Regulation L to read as follows:

"L. Street address telephone directory serviee is the furnishing
of a directory which lists subseribers' names and telephone
nunbers by street name (arranged alphabetically) and
numerically thereunder by address.”

Semi-Annual Directories and
Quarterly Directories

RATES

Rates shall be increased by fifty percent.

Schedule No. 106-T
Alvhabetiecal Directory Advertising

Schedule shall be modified as'proposedtin BExhibit No. 15, except that directory
circuwlation for the determination of directory rate groups shall be computed as
- provided hereinabove for classificd telephone directory advertising.

Sehedule No. 117-T
Airport Intercommunicating Service

Schedule shall be modified astproposedrin Exhibit No. 94, Appendix, page 3.

Scheduwle No. 121.T
Exchange Telephone Centrex Service

Schedule shall be modified astpropoced®in Fxhibit Nu. 93, Appendix, pages 25 nnd 26.




A-LOLL2 ot al. QR

APPENDIX A
Page 18 of 18

RATES - THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY

Schedule No. 130-7
Teletypewriter Exchanre Service

Schedule shall be modified as'proposed’on pages 18 and 20 of Exhibit No. 95,
except the rate applicable to local conference connections when all stations on
the comnection are within the exchange ares is the rate applicable to inter-
exchange conference comnections in the lowest mileage block of 0-50 miles.

All Schedules Affected

Schedules shall be modified to the extent required to be consistent with changes
hereinabove authorized.

Schedules shall be modified to the extent required to limit party line service in
suburban areas to no more than eight parties per line.
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APPENDIX B

TOLL CONCURRENCE STATEMENT

The messege toll telephone rates, charges, and conditions of esch
respondent in Case No. 8609, are chenged as set forth in this appepdix.

Schedule No.
Message Toll Telephone Service

APPLICABILITY

Applicable to message toll telephone service furnished or mede available by this
Company between its points and between its points and points reached over
facilities of comnecting companies.

TERRITORY

Between points within the State of California where the respective rate centers
of such points are located in said State.

RATES

The Telephoze Compary assents to, adopts, and copcurs in the
tariffs of The Pacific Telephone and Telegraph Company Listed below, together
with smendments thereto and successive issues thereof, and hereby mekes itself

a party thereto until this authority is revoked by cancellstion of this adoption
actice, for the purpose of furniching all intrastate message toll telephone
service thereunder originated at or terminated at a point of this Cowpany.

1. Schedule Cal. P.U.C. No. 53-T, Message Toll Telephone Service
Rates and Conditions.

2. Schedule Cal. P.U.C. No. 89-T, Message Toll Telephone Service
Toll Rate Gulde Gemersl Rate Regulations.

3. Schedule Cal. P.U.C. No. 90-T, Message Toll Telephone Service
Toll Rate Guide for the State of California.

L. Schedule Csl. P.U.C. No. 92-T, Message Toll Telephone Service
Supplement to Toll Rate Cuide for the State of California.
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RATES - GENERAL TELEPHONE COMPANY OF CALIFORNIA

Rates, charges and conditions of General Telephone Company of Califormia
are changed as set forth in this appendix.

Schedule No. A-1
Individual and Party Line Service

RATES

: Monthly Rate :

:Business Service:Residence Service:

: Indl- Two= : Indie:Two~ :Four-:

vidual :Party:vidusl:Party:Party:

Bach Primary Station: :  Iine :Line : Line : Line: Line:

Local Service

Etiwande $ NC 4.5 &

Ontario - Cucamongs C.0. NC L.65

- Ontario and Upland C.0s. NC L0

Oxnard NC 5.10

Porwona - Chino and Claremont C.0s. NC L.25

- La Verne C.0. NC 4.20

- Pomona C.O. XC 4.10

- Walnut C.0. RC k.10

« San Dimas C.O. NC 4.15

$2.45
2.95
2.30
3.25
2.60
2.55
2.50
2.45
2.50

+. s
-3
ll|ll8}\;:\}\'

Extended Service
Covina - Azusa, Baldwin Park and
La Puente C.0s. 10.20 8.15
- Covina, Glendora, & Rowland C.Os. 8.90 T.15
Dowmey* 10.30 8.25
Huntington Beach NC NC
Long Beach 20.30 8.25
Malibu 10.30 8.25
Monrovia 5.50-80 -
Redondo 10.30 8.25
San Fernando 5.50-80 -
Santa Monica* 10.30 8.25
Sierra Madre 5.50-80 -
Sunland-Tujunga 10.30 8.25
West Los Angelec* 20.30 8.25
Westminster XC NC
Whittier 10.30 8.25

.
)
O

28
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NC No change in rate,
# No change in business message rate service.

Tho special rate area differential shall be maintained in all exchanges
where applicable.
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RATES - General Telephone Company of Californila—Crntd.

Schedule No. A-3
Semipublic Service

RATES
Zach Primary Station:

Monthly Daily

Rate Guarantee

Covina - Azusa, Baldwin Park, and La Puente C.0s. $1.15 $0.22

- Covina, Glendora, and Rowland C.0s. 1.00 .20
Donrey 1.25 22
long Beach 1.25 .22
Malibu 1.25 .22
Monrovia l.25 .22
Redondo L.25 .22
San Fernando 1.25 .22
Sente Monica .25 .22
Sierra Madre 1.29 .22
Sunlund-Tujunsa 1.25 .22
West Ios Angeles 1.25 .22
Vaittier 1.25 .22

The special rate ares differential shall be maintained in all exchanges where
applicable.

Schedule No. A=5
Suburban Service

RATES

—ceprm—

Zeeh Primary Station:

Monthly Rate
Business Residence
Service Service

Local Sexvice
Etiwanda $NC
Ontario -~ CQucamonga C.O. NC
- Ontario & Upland C.0s. NC
Oxnaxd, NC
Porona - Chine and Claremont C.O.s Ne
La Verne €.0, NC
Porona C.0. XNC
Vialaut C.0. " NC
San Dimas C.0. NC

2 d

wuwwt.»wwww

2 L[] . « - » »
HHEHERFPIHNO
8800\!1\:\0\:1\!:
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RATES - Gencral Telephone Company of California-—contd.

Fach Primary Station:

Extended Service
Covina - Azusa, Boldwin Park, and Le Puente C.0s.
- Covina, Glendora and Rowland C,0s.
Malibu
Monrovia
San Fernando
Sante Monica
Sunlund-Tujunga

NC No change in rate.

Schedule No, A-6
Comriercinl Private Branch Exchance Service

RATES

Trunk Rates, Zach Flat Rate Trunk:

Covina
Azusa, Baldwin Park and Le Puente C.0s.
Covina, Glendora, and Rowland C.0s.

Dovney - Norwalk D.A.
Long Beach

Malibu

Redondo

Santa Monica
Sunlund-Tujunga
West Los Angeles

Whittier

TTULC Raees, Zack Vossane Rake Truk:

Downey « Downey D.A.
Monrovia

San Fernando
Santa Monica

Sierra Madre
West los Angeles

NC Yo change in rate.

Monthly Rate

Business Residence
Service Seryice

<

-2 v
>
W
L ]

.

S5 85858

Wl

YW wLw
[ ] L]

A AU ARV AN, ] hV4

wvivawuiaaw go

anth}x Rate

. $15.35
13-)4‘0

15.45
15.45
15.45
15.45
15.45
15.45
15.45

15.45
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RATES - General Telephone Company of Califormis—Contd.

Schedule No. A-15
Supplemental Eguipment

Nonrecurring Charges for
Providing Set in Color

Tolephone Sets - Standard Types and Colors, each Set $5.00

Schedule No. A=19
Foreim Ixchange Service

LISTED ROUTES RETWEEN NONCONTIGUCUS EXCEANGES

Fach Additlional Message
In ALl Exchanges Listed $0.05

LOS ANGELES BUSINESS AND RESIDENCE

Rach Additional Messsge
In All Exchanges Listed $0.05
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Decision No. 74917

COMMISSIONER GATOV, Concurring and Dissenting:

I concur in all of the findings, conclusions and order to
the extent that they are not affected by my dissent to the finding,
conclusion and order that the rate of return of 6.90 percent is
fair and reasonable.

The applicant, having the burdem to do so, did not justify
a 6.90 percent rate of return. Furthermore, the majority does not

interpret its own finding, conclusion and order for such rate of

return. Instead, it offexs two rationalizations which are in fact

excuses and not explanations. The first is a "consensus™ showing
that three witnesses in this case (they also testified in applicant's
last rate case), using widely diverse and tortuous routes, arrived
at virtually the same destination, i.e., approximately one-half
percent above those rates of return which they espoused in the

last rate proceeding of applicant (Case No. 7409). The following
analysis shows, however, that though only the high side of the
"consensus" was considered, quite a different result is obtained

if the low or mid point is used:

Rate of Return Recormended
For California Operations

Case 7409 Appl. 49142

Low High Midpoint Low High Midpoint

Applicant 7.50 8.00 7.75 7.50 8.50 8.00
(Witness Mason)

Increase 0 .50 .25

PUC Staff
(Witness Deal)

Increase

City of L.A.
(Witness Kroman)
Increase

Cities of S.F.
and San Diego

Increase

Wi s Kroman in
(c-§28 and Witness
Bernstein in A-49142)
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Decision No {4917 9

Since the majority leaned heavily on this slender reed, it had the
obligation to explain why the middle or low side was rejected.

The second ratiomalization concerns the following judgment
criteria which the majority states comsideration thereof influenced
its judgment:

Investment in plant,

Cost of money,

Dividend-price and earnings-price ratios

Territory,

Growth factor,

Comparative rate levels,

Diversification of revenues,

Public relations,

Management,

Financial policies,

Reasonable construction requirements,

Prevailing interest rates and other economic conditions,

Trend of rate of returnm,

Past financing success,

Future outlook for the utility,

Qutstanding securities and those proposed to be issued,

Adequacy of service,

Rate history,

Customers' acceptance and usage developed under existing
rates, and

Value of the service and cost to serve.

With the notable exception of cost of money and because
it would be most difficult, if not impossible, to do so, the deci-
sion attributes no specific value to any of the other criteria.
Some of the criteria, however, are repetitive, others have little
if any applicability, and consideration of many could actually tend
to counteract an increase justification. There is need here for
identification of those criteria which can justify an increase,
how they would justify it, and why they outweigh those which might
militate against it.

Basing a rate of return in this case on the shaky
"econsensus" and the bare‘listing of judgment criteria falls short

of what the public and the applicant are entitled to expect from

<:f37ﬁissioner
San Francisco, Califormia

November 6, 1968

this Commission.
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WILLIAM M. BENNETT, COMMISSIONER, Dissenting Opinlion

At the outset I wish to point out that today's declsion
Istasically a "private" decision. The usual process of participation
by way of discussion, access to staff advice and counsel, and
particularly communilcation with Examiner Emerson (the assigned
examiner herein) has been denied me. We are confronted with the
question of whether or not a valid order may issue from this
Commission through sheer voting power when as 1s abundantly clear
complete participation, Ilndeed, perhaps any significant participa-
tion in the decislon-making process, 1ls frustrated as to at least
one member of the Commission. My views, therefore, expressed
herein are enunciated from a2 background of regulatory cxperience
over the years, a general familiarity with Pacific Telephone and
Telegraph Company and a knowledge of the prime purpose of this
Commulssion, that 1s, protection of the Californla consumer. Mystery
surrounds the majority decision, its ratlonale, its suthor
ana the role of the assigned examiner with reference to it. One
may Speculate as to whether the first judgment of the examliner
recommended agalnst any increase whatsoever.

I have always held to the view that political changes in

Collifornia which result in Commisslion changes can in no way diminish

the powars of a member of the Public Utilities Commlission of the

State of California. And if the philosophy of a commissioner and

his abllity to articulate that phllosophy, whether participating

with the majority or as a dissenter, 1s frustrated then in my

view only a "private"” order so to speak issues and not a decision

of the Public Utllities Commission of the State of Californlia. In

short, I am simply enunclating the doctrine that the majority may

not frustrate the constitutional responsibilities ¢f any commissioner.
That some commiscioners had a clear advantage over others

is evident. While I do not quarrel with the assignment of

cormissioners to "manage" the instant application nonetheless one

1s struck by the fact that the most masslive rate application
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proceeding in the history of California was assigned to a fledgling
commissioner and to a holdover commissioner whose past opinions
disclose a clear sympathy toward the Pacific Compeny.

The Role of the Examiner

Upon stbmission of this matter early request was made by

me for a copy of Examirer Emerson's "first, unedited, unchanged

,
draft opinion". Such was denled me by formal. Commission aetion.

The examiner was under oral instructions not to communicate with me
concerning his Judgments, wriltten or oral, and he was under specifilc
instructions to withhold from me his orlginal draft opinions. Such
was polnted out by me in that proceeding entitled "William M. Bennett,
Petitioner, v. William Symons, Jr., et al, Califcernia Supreme Court,
SF 22613". Examiner Emerson, a respondent therein, admitted in

his Answer that he was under instructions to withhold from me his
draft opinion and his work. The examiner stated in that Answer
"That one such directive 1s not to provide Petiticner with a copy
of his draft of his proposed decislon." I wish to make 1t plain
that the Commission draft opinion ultimately distributed to me long
after my unsuccessful efforts to galn access to the examiner's
orlginal Judgments was not the examiner's "fresh views". On the
contrary, 1t was a changed, edited, revised version admitted %o be
such by the majority.

The examiner's role in this telephone case 13 crucial in
view of hls expertise, his constant unbroken attendance at all
hearings and his evzluation as the one who has "heard" of the
credibllity of witnesses and the weight of testimony and evidence.

I do not quarrel for 2 minu%te with the power of the majority to
reject the views of the examiner but I do objeet and Svrongly to
oy inebllity to determine how the majority has differed from the
examiner and most importantly why. At one point the examiner

advised members of the Commission "In my opinion the record will

not support the 6.9% rate of return set forth in the opinion. Noxr

2=
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can I subscribe to the 10 page rewrite on the subject of return
prepared by Commissioner Morrissey." We were so advised on
Septemdber 27, 1968, however, subsequently the examiner under
"persuasion” withdrew his objecticns. The examiner here has been
used and misusad by this Commission. And the parties to the
proceeding are recelving a decislion written not by the examiner to

whom they addressed testimony and evlidence Mt by a collection of

Comulssion indviduals some of whom under any standard of fair play

and due process should not be taking part in the decilsion-making
process., This matter of decision authorship became so ludlcrous
at one point that the Commisslion was unable to identify the author
of the rate of return portion of the dcision and indeed was

reluctant to disclose 1t except upon pressing questioning.
The Origin of This Case

This rate application really bYegan shortly after the
Commission decision in C. 7409 wherein Pacific's rates were reduced
on June 11, 1964, on an annual basis by $40,722,000. Case 7409
represented a significant victory for California consumers and was
adjudged by the California Supreme Court to be a lawful decision in
21l major aspects (62 Cal 2634). Pacific vigorously litigated
before the California Supreme Court both the rate of return and the
expense ltems dlsallowed in C, 7409. Pacific lost--and then began
the massive effort to recoup. Therealter followed a complete change
in the corporate hierachy of Pacific Telephone and Telegraph Company.
Aﬁerican Telephone and Telegreph Company the prime mover in all
Paclfic cases refore this Commission imported o called "rate
experts' from other states, 2 new president, a new commission
"lovbyist" and to insure the most faverable setting of all for 1ts
present rate play even went so far as to influence a governor in the
selection of his appointees to this Comnission. Indeed one of my
colleagues, Commissioner Morrissey who 15 the real author of the
6.9 rate of return formerly was employed as a “"rate of return"

consultant to Pacific Telephene and Telegmaph Company. I have
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advised my brethren that in my opinion there 1s a clear conflict of
interest upon the part of Commissioner Morrissey which ought to
preclude him from participation in this proceeding increasing
Paciflc's revenues. Commissioner Morrissey has seen fit to
>tlcipate however and we should note that his is the eritical
vote In a 3 to 2 decision. Kis participation on a consumer watchdog
ageney 1s a contradiction to the very purpose of this Commission.
A Rate of Return study submitted to Paciflic by Commissioner Morrissey
points out that in the era of the 50°'s when debt capital was a mere
3.2% he advised Pacific that in his view they were entitled to 2
rate of return from 6.5% to 7.0%. That Cormiasioner Morrissey
approached the alleged financial problems of his former clients with
an open mind 1s questionable; that.he should not have perticipated
in a decislon affecting the telephone bill of every Californlan is

not questionavle to me Iin the slightest degree. I am reinforced in

ny view by refereace to past writings of then Professor Morrissey
found in Public Utilitles Fortnightly on April 28, 19566, wherein he
strongly criticizes the rate making treatment accorded Pacific
Telephone and Telegraph Company by past Commissions. Commissioner
Norrissey particularly criticizes the peturn this Commission has
allowed Pacific and 1ts treatment of the Western Electric and bank
anc corporatlon tax adjustments. We also find in Commissicner
Morrissey's writing of November 10, 1966, in the Public Utilities
Fortnightly that unless this Commission gives a higner return to
Paciflc than was authorized in Case T409, "AT&T would be Justified in
restricting its capital investment in California and showing a
preference for states withhgher returns." Not merely as a Commis-
sioner but as a telephone subseriber I am disheartened at the prosypect

L this pro-utility philosophy coupled with a past employee relation-
ship to the applicant sitting now In judgment upon this case.
The timing of the epplication of Pacific herein with

reference to the political change in California and then its influence
upon appointments to this Cormission made it abundantly clear at the
outset that the ground gained in 1962 by the Public TUtility Commission

1o C. 7402 would not be long held. And such 1s “he way 1t turned out!

i




The Rare of Retuwvn

The rate of return portion of this decision is obviously
the heart of it., Pacific based its case upon the notion that other
state jurisdictions were more generous than California and therefore
in some way California regultion was restrictive and unfalr. This
has long been the play of Pacific heretofore mever heeded. Pacific

in some way would have the Commission believe that it is subject

to greater risks than other utilities particularly the electric
utility industry and thercfore should be given a higher xate of
return. This Commission has long known that California regulation
is unique; that it has been successful in texms of protecting thke
consuwer and that all Callfornia utilities including Pacific have
prospered under it. We have rejected ccmparative rate making. Now
however the Ccmmission huving decided upon & 6.9 retum is in reality
increasing Pacific's revenues by a.deleted reference to electric
utilities in other states. One of the sccond ox third draft opinioms
herein was in fact written by the Director of Finmance and Accounts
with language in which the exaninex's first "known'' rate of return
of 6.7 was Increased to 6.9. This compariscn was the basic reason
for the Increase to 6.9%. However, when 1t was pointed out that
this was not traditional California rate waking the language as to
the electric utility industry was stricken but the 6.9 remained.
And of coursc the majority reached back to an old commission case,
an anachronism irrelevant to 1968 which was thrown in to justify a
6.9 return. OCne is gtruck with the fact that the majority supports
6.9% by telling the world that after all a givesway such as hexe is
just a matter of "judgment'. And who really can quarrel with
"judgment" which is as subjective as one's ego. The majority is
really speaking of ''philosophy" and not judgment. Upon the basis
of regulatory philosonzhy 6.7 is easily understood.

I weuld point sut the lack of due process in this pro-
cceding in permitting the Director of Finance and Accounts to deter~
mine the ultimate rate of return when in this very proceeding and at
the outset his division's witness with hl s approval reccumended thet
a range of "6.85 to 7.10" be used. In short the Division of Finance
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and accounts reccumended the rate of return and then by the so
called "institutional decision process' - whatever that mesas -
selected a rate of return which by sheer coincidence £fell between
its original 6.85 and 7.10. Decision making of this nature in my
view does not conform to the basic regquirements of due process.

The parties should hzve been placed upon notice that their testimony
and arguments as to rate of zeturn should in veslity have been
addressed not to the examiner but to the Flnance and Accounts
Division of this Commission.

%be Western Electric Adjustment and the Bank and Corporate Franchise
ax

Today's ordex fixes a rate of zeturn of 6.9%, finds all
of the rate making adjuctwents to be reasonable including the two
here discussed but then sets dowm for future hesrings next year the
question of whether or rot historic treatmeat ¢f these items by the
Cenmission is proper. is of course is in line with Commissioner
Morrissey's written public criticlsm of these issues. They are
countrary however to the long history of these adjustments by this
Commiseion = dollars savings to the consumer by ths way -- and
contrary to the decision of the Califomia Supreme Ccurt in 1964
affirming such treatment. I am struck by the curious notion that
the majority has in fact reopened Pacific's rate case. I do not
understand how we can £ix the dellar requircments of Paclfic based
upon a finding as to rate of return and expenses aund then reopen
two significant expense items. If expenses are to be reopened so
also must rate of retuxn be rocpened.

The Westexn Zlectric adjustment is critical to proper tele=
chone regulation not only in Cauifcornia but in the United States cf
dmerica. For decades AT&T through its affiliate Pacific has been
attacking these adjustwents. And other states including the FCC axe
impressed by the example of Califewmis in disallowing cxhorbliant
purchases from Western. If however these two adjustments can be
set aside then the naticmal telephone bill will be affected and it
can be expected that other jurisdicticns will be easy prey to the
telephone Iinsistence that Western is not to ke controlled in any

way eilther directly or indirectly by a regeulotory bedy. The tele~
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phone company makes a grave mistake with reference to this item of
telephone ecquipment. It is plain to me that AT&T, its operating
companies and Western Electric are subject to the Sherman Act. I£
regulation which is a poor substitute for cnforcement of the mono-
poly laws 1s denied any meaningful victorles then the nation's tele-
phone users and I include myself awong ther must demand that the
Bell System be judged in light of the previsions of the Sherman
4ct. A4nd it is beyond explanation how a dominance of the communi-

cationé\industry somehow escapes the attention of the United States

Department of Justice year after year, adwlnistration after adwinis-
tration. And one of the things which should be covered in the
forthcoming Western Electric adjustment hearing 1is the relationship
of the monopoly laws to the Bell System and the dominant rule of
Western Electric in that industry.

It is almost startiling that after 82 days of hearing, a
camplete shown by Pacific and not reque st to augment the recoxd and
no enunciation by any member of the Commission or any party that the
record was less than complete that now the Commission reopens these
two adjustments. In my view the Comnission and Pacific are bound
by the decision of the Califomia Supreme Couxt as to this matter.
RPacific stated no new clrcumstances cor facts and Pacific made no
reqe st for opportunity to furnish additiopmal information. It is
only the maiority led by Commissionex Morrissey which casts any

doubt tpecn these ltems at all.
Exparte Contacts

The Commilssion fails its responsibilities toward

impartiality in refusing to pass upon the issue of exparte contacts

revealed in Volume 82 of the record herein. It 13 beyend question
that representatives of anplicant dlscussed matters of substance
with members of thls Commisslon. Matters belng litigated in
hearing on the first floor were discussed in Commission offices on
the fifth floor. And such & practice when sftumbled upon makes
plain that if a rate case in the process of hearing and decision

is exposed to the influence of one party as against others then such
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party obtalns an advantage whether great or small. At the very
least Pacifle should be admonished for such conduct and perhaps
more than that simply because of the great public trust which inheres
in this agency its application ought to be dismissed. There I1s
adequate precedent for doing so. The majority 1t is clear 1is
highly unimpressed with nmy views upon this matter and apparently
sees no wrong In contacts which are onesided. In view of the
magnitude of the application and the e¢ritical issues involved it
may be that such advantages as acerued to Pacific by its private
persuasions have frustrated a valid order.
let me coment about certain other matters in the declslon
beginning with the caplital structure. The Bell System and Pacific
as one of its divisions has long refused to ralse capital upon the
best of terms. It has persisted in equity financing, that 1s,
more expensive dollars even Iin the face of regulatory warnings
and an abundance of economic and finmnclal writings criticlzing
its capital policies. In short, Pacific Qeliherately chooses to
purchase more expenslve capital when cheaper c¢apital i1s avallable.
Obviously this creates a requirement for increased revenue at the
expense of 1ts customers. Rather than penalizing 1ts customers for
such high cost money this Commission should do the only thing left
to 1t to discourage such policies as by imputing to it a hypothetical
dedbt-equity structure. Such has not been done and indeed Pacific
has been authorized to obtain an additional $165 million in equity
financing which will only aggrevate the burden upon its customers.
Paclfic is a corporaticon whose bonds are rated AAA, whose
president tells uws under oath that the service is excellent and

will not deteriorate and who 2lso points out that Pacific has

never ever experlenced any difficulty in ralsing capital. Pacific

is also a corporation whose revenue in 1967 exceeded the previous

year by $10 million (about $153 million in 1966 as against $163
million in 1967). The reports filed with this Commission disclose
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that earnings per share of Pacific have Increased since the
swomisslion of this matter. The records of this Commission and
the record herein show that Pacific has raised capital, maintained

adequate service, met all its expenses including its dividend and

even made $10 million more than the preceding annual period. One

is struck then with the question -- Why an ircrease? Not for
lmproved service! As a Pacific telephone witness testified
(Mr. Frey):

Question: "In other words your basic service is

not tled into or is not linked in any
way with the $180 million increase?”

Answer: "That 45 correct at the present time,"

I agree with the witness and point out to the California telephone
user that he is going to receive the same basic service without
improvement but that his additional telephone bill is going to
lacrease the dividend pay out $0% of which goes to American
Telephone and Telegraph Company.

I would point out that on the settlement award of $7million
assessed against Pacific Telephone customers for the benefit of
General Bephone customers there is mo precedent. A Pacific
Telephone customer is obligated to pay for the costs of the Pacific
Telephone and Telegraph Company. He may not be compelled
involuntarily to pay for the telephone costs of General Telephorie
Company. And simply because there is public crlticism as to the
rate disparity between the two companles in the form of editorial
criticism, newspaper comment, and public outery does not permit
the majority to make & gift of $7 million from Pacific customers

to the General Telephone Compeny of California.




11’!211 it the way it 1s the pre~business philosophy is

beginning to show more and more. The consumer is not king -- his
place is second. The pleas of financial experts about hardship,
the pitiful cries of the financial plight of a powerful monopoly and
the vague promises for umspecified better telephene sexvice are now
falling upon receptive ears. Tne great precedents of this Commission
are being revised. Today's decision issued Zrom the background of
circumstances I have articulated demonstriates to me a coxmitment
% a rate increase and questions of due precess. Falr pley and
the rest were ignored,

/ The vicws I bave expressed hzzein srxe I am sure based upon
a glimpse only of the top of the izeberg. The real Commission
meetings In connection with this increase were cdonducted between and
ameng but threc menbers of the Comission with decisions there made
beyond the challenge or recall or persuasica, logic or precedent.
4And today's rate of return was dictated arbitrarily by the majority
aad then directicns given to find some veasons to justify it. Such
Tate making is arbitrary, unsound and in wmy view invaiid. In closing
I nmust voice the wistful wish that it would have indeed been re-
freshing, enlightening and unigue if either Ccumissicoer Mitehell or
Commizsioner Symonds =« the assigned Commisslomzrs -~ had writteam 2
single word of today's order. Is it too much to expect that the
publictas the right to know the thinking, the rationale and the
judgment of these commissionme»s or must the public always accept
as Commrission thinking the grand ccmposition of the inmstitutlional
decision the product of all but xezlly the xesponsidbility of none.
I question whether cither Commissicmer Mitchell ¢xr Commissioner
Symonds could axticulate to either private ox pubiic satlsfacticn
any resson as to why gn increase of any wagnitude was worranted.
And I questioz ncow Commissionmer Mitchell or Commissicmer Symends
could justify private meetings with officexs of the PI&T in which
matters walch now represent significant dollar itcms inm thils zecord
were discussed and pocsibly even infiuenced. The public of
California chovld be on notice that rhe watchdog agency is now
toothless.

iet me point ocut one curious fact with refrence to an




ordexr of ‘.:odg's magnitude and public impact. The majgity aftex
deferring decision time éfter time suddenly finds it expedient to
act upcn the day following the national electicn when publicconcern
for utility rates is less than high. And by way of closing cbserva-
ticn to the California consumexs they should be oun notice that
Pacific has publicly advised the world by pross release dated today
that the order "falls short of what we need ... we may have to seek
furtber rate incresses." This Commissioner is quite impressed but
equally curlous as to the presclence of Pacific in baving prepared
and ready for public distribution a press analysis of & rate cyder
not even yet signed. Is there 3 form of commurdcation between the
Commnission and Pacific which is a breaktbrough in technology?

St b A

Commiséioner

DATED: November 6, 1968

San Francisco, Califormia
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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA
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TELEGRAPH COMPANY, a corporation,
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intrastate rates and charges
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own motion into the rates, tolls,
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Company.
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COMMISSIONER FRED P. MORRISSEY CONCURRING:

This de¢dsion is not written in the manner that I would have
preferred, nor are the more significant elements discussed in the context
that I would have selected. The difficulties encountered by the assigned
commissioners and examiner in selecting, discussing, and resolving the
major problem areas are readily appreciated, however, in view of the
demanding circumstances surrounding this case. I commend the assigmed
commissioners and the examiner for their patience, diligence and prudence
and I believe that the net cffect of the order is reasonable and I concur
in it.

There are too many issues to present my own views individually
on each and accordingly I will restrict myself to two, the affiliated

company issue and the rate of return determination.

The Affiliated Company Issue and
Western Electric Adijustments

While the burden of proof in an application for a rate increase
is on the applicant, I am not entirely satisfied that a more adequate
record might not have resulted in different conclusions in treatment of
the affiliated company issue. The Order Instituting Investigation that
was issued concurvently with the decision should provide a procedural
vehicle for a further in-depth presentation of this issue.

So that there is no misunderstanding of my position on this
issue, let me emphasize at the outset:

L. There is no doubt in my mind that this Commission has the
authority to deny for rate-making purposes, unreasonable costs for
equipment, materials, and services.

"It is settled that commissions have powery €O prevent a

utility from passing on to rate payers unreasenable costs for

materials and services." (Page 826) (Pac. Tel. & Tel. Co.
v. P.U.C., 34 C2d B822; 215 P2d 44l.)

"Moreover, in fixing rates the Commission may disallow
expenditures that it finds unreasonable, thus insuring that
any excessive costs will be met from Pacific's profits.”
(Page 832, ibid.)

-l
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2. While there is no public policy against affiliated corporations,
they can be used to circumvent regulation to the detriment of the public
interest. The electric utility holding company episodes of the 1920's
and 1930's are ample evidence of the facility with which operating
expenses and capital ¢osts can be inflated through the use of affiliated
construction and service companies. Close and carecful serutiny of
intercorporate transactions between affiliates is essential if regulation
is not to be thwarted by having an affiliate of the regulated company
syphon off or divert excessive profits hidden in fees, contract services,
or other purchases. If these inflated expense and <¢apital items where
they occur are not to be paid for by the ratepayers, the regulatory
comnission must minutely examine these affiliated transactions and weed

out all unreasonable costs and profit components.

3. The task faced by utility regulatory agencies is an increasingly
difficult one because affiliated manufacturing companies are the "in"
thing in the communications field&/and construction and service affiliates
are fairly common in the water and gas pipeline utilities. Accordingly,
if utility regulation at the consumer level is not to be thwarted, the
regulatory agency must systematically examine the expense and capital
items o determine thot they are rcasonable, and particularly so in the
case of transactions with affiliated companies.

The treatment of the Western Electric adjustment is essentially
an attempt to determine the prudent historical cost of the entire Pacific
operation. To do so the Commission has ¢onsidered the rate of return that

the utility is allowed on purchases from Western Electric, since return is

a component of cost. The decision follows the principles enunciated in

1/ In the communications field one notes that not only has A.T.8T. a
manufacturing and/or service subsidiary in Western Electric, but that
Gereral Telephone has Automatic Electric, Continental Telephone has
Superior Continental Corporation, Mid Continent Telephone Corporation
has Communications Supply, Inc., and United Utilities has North Electric
Company and United System Service Company, to mention some of the more
obvious.
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every Pacific Telephone case since 1949, as restated in Decision

No. 67369, Case No. 7409, 62 CPUC 775 (affirmed Pac. Tel. & Tel. Co.

v. C.P.U.C. 62 C2d 634 (1965)) to the effect that an affiliate will not
be permitted to profit at the expense of a regulated utility. It has
restricted the return on Western Electric's investment for sales to
Pacific Telephone, to that allowed Pacific, by adjustments to Pacific's
rate base and expenses.

In this determination of the reasonableness of a utility's
transactions with affiliated companies, the Commission must employ not
only legally adequate standard; but also ¢riteria which are economically
sound.

I am concerned with the economic and financial implications of
the Commission's treatment of the affiliated interest. In the examination
of these transactions with affiliates it is imperative to have some
standard or criteria for determining what is reasonable or unreasonable in
an affiliate's costs and profits. While rates are fixed to yield a
reasonable return on Pacific’s investment, it may also dbe useful to weigh
the effect of the adjustment on Western.z/ If one were to consider this
in torms of Western's income or operating statement, one could express it

thus:

Western Electric Sales to Pacific As Restated by CPUC

Sales 100.0%
Expenses 95.3%

3/
Profit margin from sales 4.7% 2.8%

2/ I recognize that Western Electric is more than a manufacturer--it is
salvager, installer, warchouser, purchasing agent, etc., to the Bell
System. I am referring to its function as a manufacturer only in these
comments in recognition that the other functions could be performed by
Pacific directly equally well.

3/ It must not be construed that this profit margzn is equivalent to the
Tate of return concept in utility rate making, since it overlooks the
capital turnover component.
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I am of the view that in ocur following previcus determinations
we have not had before us in adequate detail either from the applicant,
upon whom the initial burden vests, or from the staff, the economic
implications or consequences of our procedures. In the acceptance of the
concept of including Western as a manufacturing arm of a utility function,
the tests applicable to a reascnable rate of return for utilities must
also, in my view, be applied to the manufacturing arm, namely, the adequacy
of the allewed return to ensure capital attraction,& to maintain credit
and to meet the test of comparable earnings for comparable »isk, if there
is in fa¢t any comparable situation.é

Nowhere in the record did any witness supporting the traditional
approach attempt to determine if the return allowed a utility would meet
these tests for the manufacturing arm. (Tr. 6300). Moreover, as the
staff witness testified (Tr. 6308), no study of the production efficiency
of Western Electric was made, nor was any attempt made €O construct or
evaluate efficiency ratios similar to those introduced relative to Pacific's
operations. This Commission has the obligation to the people of California
to promote the most efficient and effective utility service at the lowest
cost consistent with that obligation. Certainly Western Electric has a
privileged place in the market for communications products. It also
supplies that market, protected as it is, at prices undisputably below
those of any other source of supply--on the average S0% below (Exhibit 8).
Moreover, the rate of returh on Western Electric equity capital has
averaged 10.6% from 1946 - 1966 (Exhibit 67) and currently is below that
level, whereas the return on equity for the same period would be reduced
To approximately 6.8% if this Commission's adjustment were reflected on

the entire Bell business. Clearly investors would not invest equity

4/ That Western Electric has needed capital is evidenced in Exhibit 67
wnerein it is stated the capital utilized has increased from about $200
million in December 1945 to $2,000 million in December 1966.

5/ E.P.C. v. Hope Natural Gas, 320 US 3591 (1944).

-
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capital in a non-Bell manufacturing enterprise if a 6.8% return was to
be the ceiling. Hence while what may appear to be a meritorious procedure
of limiting profits in an affiliate to reduce the ¢ost to California
telephore users through a reduced return on investment, the end result may
well be to create inefficiencies, preclude innovation, and destroy the
incentives for capital investment and cost-reduction programs.

It is clear that the affiliated interest principle so embraced
in this decision has serious implicatiocns and this Commission must re-

examine the bases ard the consequences of its actions in this area for

the benefit of future proceedings. It is not enough to state that
Western Electric is merely a division of an integrated communications
network and an "alter ege." While there is the legal authority to act as
this Commission has done, economic reality should also be adequately
explored. Accordingly, this Commission should reexamine its affiliated
interest principle, particularly in view of the magnitude of the affiliate
problems which it and other regulatory agencies must face in the near
future. If it chooses to pursue its present path, it should strive to
determine what constitutes efficient operations, adequate profit levels,

incentives for innovation and cost-reduction programs.

Rate of Return

The determination by a regulatory agency of a reasonable rate
of return to be allowed a utility is difficult and complex under the
most favorable circumstances. The often quoted Supreme Court decisions in

the Hope and Bluefield cases estadblishing the capital-~arttraction standard,

the credit maintenance standard, and the comparable earnings standard,
leave a great deal of room for judgment on the part of the regulatory
agency.

Accordingly, reasonable men will interpret capitil needs and
-capival market conditions differently. Usually, however, an agency can

base its determination on, or check its judgment by reference to, the
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financial criteria of other companies of ¢omparable size, market character-
istics, investor tests, service and customer needs, ete. Because applicant
is an operating subsidiary of the Bell System, it recewves most of its
equity capital direetly from A.T.8T. and competes only indirectly in the
capital narket £for those funds. (Debt capital is raised by competitive
bidding in the open market and aceordingly its Cost ¢an be determined more
readily.) The veturn te be allowed on the equity portion of the capital
structure presents the difficult problem. The customary comparisons are
all the more complex becausce Pacific Telephone has & conservative capital
structure involving greater amounts of equity than most non-Bell utility
companies, communications, electric and gas. Also, for some years Pagific
has issued its stock o the parent and to the minority stockholders in a
marmer unlike most Other utilities precluding some growth component in
earnings and dividends per share and nullifying precise comparisons of
market performance. In the face of these characteristics of Pacific's
financing the regulatory agenecy loses one of its most significant and
readily available tools in arriving at a return on equity, the comparisons
of ¢riteria based upon the test of the market.

Nevertheless the obligation of a regulatory agency still exist
to establish a veturn that will be .equitable to the suppliers of capital
without placing any unnecessary burden on the ratepayers. The assigned
commissioners recommended a 6.9% return on the adopted rate base,
coneluding that would result in a rate of return of approximately 8.40%
on common eQuity, a favorable interest coverage and the ability to
finance efficiently the continuing need for large amounts of new funds.

The decision does not note this but the resultent 8.4% on common
equity compares with the median of 20 Bell System operating companies
earning 8.50% to 8.99% on common cquity over the past five-year period
(the complete range was 7.25% to 10.14%, Exhibit 65, Table 17). It can
be inferred that this range has enabled the Bell companies to meet their

service requirements and effectively attract capital and adequately
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compensate the supplicrs of equity capital. Pacific should be able to
do as well with the same level of returm.

Just as Pacific has required enormous amounts of capital for
expansion, so has the electric industry, characterized by a much larger
use of debt capital and a higher retura on equity. I believe that it is
appropriate to compare the burden on the ratepayer for return and related
taxes on income under the 8.40% return on equity, using Pacific's current
capital ratios and those generally prevailing in the electric industry.
This comparison detailed in the accompanying tabulation shows the present
charge to subscribers under the 6.9% return adopted for Pacific and the
ecarnings on common equity which would result if Pacific’s capital

structure paralleled those of the larger California electrics.

SUBSCRIBER BURDEN OF PACIFIC TELEPHONE AND ELECTRIC UTILITIES

Pacific Actual Electrics
Capital Cost  Allow- Capital Cost  Allow=
Proportions Factor ance Proportions Factor ance

Long Term Debt 35% 4.38% 1.55% SS% 4,38%%  2.41%
Advances 3 6.00 .18 - - -
Preferred Stock 2 6.55 13 10 6.55% .65
Common Equity 60 8.40 5.04 35 12.00 4.20

Total Return 6.90 7.26
Required Related Taxes 5.82 5.16

Cost for Return and Related Taxes 12.42% 12.42%

* It is unlikely that a $5% debt ratvic ¢ould be obtained at the same
interest cost (4.38%) currently available to applicant. However, the

preferred stock cost is probably above that of electrics.

The computed carnings of 12% on common equity based on the
capital structure of the clectrics approximate the latest five-year
average for the 50 largest electrics shown in Pacific’s exhibit.
Accordingly, the similarity of the cost to the subscriber for return
and related taxes under the two circumstances confirm that the adopted
rate of return does not place an unnecessary burden on the ratepayer in

comparison with the electric industry.
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Despite the complexities of arriving at an appropriate rate of
return for the apnlicant, I conclude that the 6.9% rate of return
recommended Dy the assigned commissioners meets the test of reason-
ablencss presenibed by the U. S. Supreme Court and gives adequate and
fair compensation %0 the suppliers of capital without any unnecessary
buxden on the ratepayers. Tnis rate of return decision will be
interpreted by the financial community as well as by telephone subseribers
that utility regulation is fair and reasonable in California reflecting
a careful balancing of consumer and supplier interests. California
consumers are entitled to the finest telecomnunication serviece available

and this decision should ensure it is available at reasonable cost.

@
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Fred P. Morrissey A [
Commnissioner v

San Francisco, California

November 13, 1968




