Dectston No. 76395 ORIGINAL

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE -OF CALIFORNIA

CITY OF ANDERSON, and THE ANDERSON )
CHAMBER OF COMMERCE, a noe~profit
corporation,

Complainants, )

Case No. 8814
(FLled June 10, 1968)

VS

)

)

)

)]

%
PACIFIC TELEPHONE AND TELEGRATH )
COMPANY, g
)

)

)

)

)

Defendant.

)
Investigation on the Commission's
own motion into the rates, rules, )
chaxges, tolls, classifications,
contracts, practices, operations, )

Case No. §900
facilities and sexvice of The

(Filed March 11, 1969)
Pacific Telephone and Telegraph

)
)
Company, Citizens Utilities Company
of Celifornia and the Happy Valley )
Telephone Cempany. 3

Werner L. Ahrbeck, for Anderson Chamber of Commerce
and Cottonw Cheamber of Commerce: and John D.
Goodrich, for City of Anderson, complainsnts.

Robext E Tichalski, for The Pacific Telephone and

e¢legraph Company, defendant in Case No. 8814 and
respondent in Case No. 8900.
Heller, Ehrman, White & McAuliffe, by Weyman I.
Lundquist, for Citizens Utilities Company of
iformia, respondent in Case No. 8900.
Kenneth J. Waters, for Happy Valley Telephone
cmpany, respondent in Case No. 8900.

John S. Cowgill, for Redding Chamber of Commerce;
Charies J. Gleeson, for Shasta Dam Ares Chember
o% EEEEerce; Ralph Hubbsard and W. L. Knecht, for
the California Farm Bureau Federation; and Robert
A. Rihberg, for the County of Shasta, interested
parxties.

Leonard L. Snaider, Counsel, and Ermet Macario, for
the Commission staff.

The City of Anderson and the Anderson Chamber of Commerce
request The Pacific Telephéng and Telegraph Company (Phcific) to
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provide direct dialing service from Anderson to .Redding and all other

dixect dialing areas and also to establish a umified rate ares en-
compassing the Redding-Anderson area.

An investigation of Pacific, Citizens Utilities Company of
California (Citizens) and Happy Valley Telephone Company (Happy Valley)
was instituted on the Commission’s own motion as Case No. 8900. The
general purpose of the investigation was to determine whether
respondents or any of them should be ordexred to provide extended area
telephone service (EAS) or any other type of telephone sexvice or rate
arrangenment within or between the Redding area and vicinity.

After due notice, two days of public hearing on these
nmatters were held in Aadexson and San Francisco before Examiner Coffey.
Case No. 8814 and Case No. 8900 werxe consolidated for purposes of
public hearing and decision. The issue ¢of extended area sexvice by
Pacific between its own exchanges was submitted upon receipt of the
reporter's transcript on April 28, 1969. The issues of rates to be
charged by Pacific and service and rates to be charged by Citizens
and Happy Valley were submitted on Jume 10, 1969.

Pacific stated in its asnswer to the complaint that it had
been concermed with the calling needs of the Redding area for some
time and felt that any EAS proposal to be complete should include
other Pacific exchanges in that area and coutiguous exchanges of
independent telephone companies. Pacific also alleged that it
believed that the final solution to the EAS problem in the Redding
area could be determined in a more uniform and expeditious mamner
after a decision was rendered in Pacific’s rate increase request,

Application No. 49142, pending at that time before the Commission.
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The complaint was set f£or hearing om August 27, 1968, and
at the request of the complainants was reset for hearing on
Decenmber 5, 1968. In November, 1968, at the request of Pacific and
with the concurrence of the complainants, the complaint was continued
to April 8, 1969, for the purpose of pemmitting Pacific to conduct a
customer opinion study not only in the Redding and Anderson exchanges,
but also in the Shasta Lake, French Gulch, and Cottonwood exchanges
of Pacific and the Olinda exchange of Happy Valley and the Millvilie
exchange of Citizens for the purpose of determining whether amn EAS
proposal encompassing all of those exchanges would not be of greater
benefit to the customers in those areas and be more feasible as a
solution to the commumication problems in the area.

Pacific proposes to establish EAS between the exchanges of
Anderson and Redding, the exchanges of Shasta Lake and Redding, the
exchanges of Cottonwood and Redding and French Gulch and Redding.
Also, in collaboration with Happy Valley, Pacific proposes to estab~
1lish EAS between Pacific's Redding exchange and Happy Valley's Olinda
exchange. Pacific also proposes to join with Citizens to establish
EAS between the latter’s Millville exchange and Pacific's Redding and
Anderson exchanges. All parties, complainants, respondents and the
Commission staff, are agreed on the need for EAS between the exchanges
envmerated in Pacific's proposal.

At the hearing oa April 8, 1969, in Anderson, Pacific
presented exhibits and testimony through two witnesses in support of
1ts proposal and in response to the complaint and the order imstituting
the investigation. Evidence was presented in behalf of Pacific as to

the present rates, the need for EAS between the seven exchanges, the

requests for such service from customers over the past few years and
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the strong dependence on Redding of the six exchanges surrounding the
City of Redding, the major cultural, economic and social center for

the entire basin. Pacific's witness testified that as a result of the

recent California Public Utilities Commission Decision No. 74917,
Pacific will by December, 1971, eliminate the $.10 toll charge for
calls between Anderson-Cottonwood, between Anderson~Olinda and between
Cottonwood~0Olinda exchanges. He presented Exhibit No. 4 showing the
present and proposed rates and incremental increases for each type,
class and grade of service in each of Pacific's exchenges. This
witness testified that the rates set forth La Exhibit No. 4 were
computed accoxding to the rate formula {n Decision No. 74917 for
extended area sexvice areas which provides for the estegblishment of:

"...basic rates for EAS exchanges based upon the

group rate of the exchange within its local calling

area, with the greetest number of main stations,

plus a rate increxent dependent upon the mileage of

the toll route repiaced by the extended area service.”
The witness further testified that Pacific's gross comstruction costs
would be $650,000, that Pacific’s ammual toll revenue loss would
approximate $500,000, that Pacific has programmed £full direct distance
dialing for the Redding Basin area so as to cut over at the same time
as EAS is established and the tem-cent toll routes zaxe eliminated.g/
He estimated that all of this work could be completed in about 24 months
after authorization from the Commissfion. It was hoped that such work
could be completed by August, 1971, so that all of the new improvements
would become effective with the publication of the August, 1971,
Pacific directory.

A second Pacific witness testified as to the results of a
customer survey conducted by Pacific in the Redding Basin area for the

purpose of determining the degree of acceptance of Pacific's proposed
1/ Dated November 6, 1968, Application No. 49142, and Cases Nos. 8608,
8609 and 8690. (Request of Pacific for increased rates.)

2/ The recoxrd does not disclose the amoumts of the offsetting in-
¢reases in exchange revenue.

dpm
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EAS arrangement. Exhibit No. 6 contains a summary of customer
opinions of the Redding EAS and Exhibit No. 7 contains copies of the
customer survey materials sent to the customers in each of the seven
exchanges. The evidence 1s that 79% of the questiomnaires mailed out
were returned, that business and residence customers in the Redding
Basin area preferred the extended area service plan to their present
sexrvice by about a margin of four to ome, that in the Redding Basin
area 72% of the residence customers preferred the EAS plan and 847% of
the business custcomers preferred the EAS plan, that as a general xule
preference for the EAS plans was higher in the satellite exchanges
than in the Redding exchange, and that there were three main reasons
why people preferred the EAS plan - (L) they can use the phones more

freely, (2)‘ the EAS plan offers a more convenient dialing srrangement,

and (3) they save money by the EAS plan. We are impressed by the
competence and clarity of Exhibit No. 6 and the supporting testimony,
but note that subscribers were asked to express their preference only
on the present mode of service and Pacific’s proposed EAS plan.
Subscribers were not afforded an opportunity to consider an 6pt:t.onal
EAS plan.

The Gemeral Commexrcial Manager of Citizens testified on
April 8, 1969, that his company had cooperated with Pacific in the
preparation of materials for the survey and that the results of the
survey indicated substantial support for extended ares sexrvice between
the Millville exchange and the Anderson exchange. He testified that
the rate information used in the survey, based on assumptions as to
investment return and settlement method, would be tentative wmtil
settlement agreements had been signed with Pacific. On cross-
examination he stated that he was hopeful that the settlements would
produce rates no higher than theose used in the questiomnaire. Citizens
can complete the necessary equipment gdditions by August, 1971,

~5e.
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provided the Commission authorizes extended area service by August
of this year.

The President of Happy Valley testified, onm April 8, 1969,
that In his opinfon the survey conducted by Pacific with the cooper-
ation of Happy Valley indicated substamtial support of EAS. He
Introduced Exhibit No. 8 which indicated present rates for service
in the Olinda exchange and estimated rates for extended service from
the Olinda exchange to the Redding exchange. He also testified that
the f£inal rates to be charged the customer were all dependent upon
settlement agreements with Pacific but that the rates used in the
survey were the ultimate rates to be charged the custemer for such
service. He stated his company is quite arxious to be included 1n
the plan to provide free calling to the Redding Basin.

The County Counsel of Shasta County urged the establiskment
of EAS in accordance with the plan proposed by Pacific and the other
respondent ¢ompanies. He explained the need for EAS in the Redding
Basin area and stated that the Board of Supervisors of Shasta County
stronglyvsupported the proposed plan.

A representative of the Anderson Chzmber of Commerce and
the Cottonwood Chambexr of Commerce, and the City Attorney of the
City of Anderson supported the proposed Plan and stated that establish~
ment of EAS, together with direct distance dialing, satisfied their
complaint.

No one testified or appesred in opposition to the proposed
EAS plan. No evidence was presented by the staff.

At the conclusion of the hearing on April.l8, 1969, the
matters were submitted for extended area sexrvice between exchanges of

Pacific. Consideration of EAS for Citizens' Millville exchange and
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Happy Valley's Olinda exchange was held in abeyaace pending
negotlation of settlement agreements between Pacific and the two
independent companies.

On June 10, 1959, at the edjourncd hearing in San Framcisco,
the utilities stated that they hed egreed upon & plan of settlement
o the costs of intexchanged EAS in the Redding area. Citizens and
Heppy Valley stated their willingness to rendex EAS at the proposed
rates.

Exhibit No. 17 sets forth the comditions of a "modified
satellite” plan for interchanged EAS settlements which reduces the
aormal revenue credit Sue from an Iindependent utility wmder the
so-cclled "satellite" plan heretofore advocated by Pacific.

Exhibit No. 9 demonstretes that under the satellite plan

the effect of EAS would de to decrease the amrual earnings of Happy

Valiey by $9,980 and to decrease the amual earniags of Citizens
$64,864. The modiffed satellite plan reduces the amount of these
decrecses in earnings to $3,518 and $53,364, Tespectively.

N Toll charges now apply over the proposed extended sexvice
roures. -The initial period station toll rates presently in cffect
between the seven exchanges are set foxth in Exhibit No. 2 and are
as follows:

Route iles Rate
Redding-Anderson bR 15¢
Redding-Cottonwood 14 - 204
Redding-French Gulch 6 20¢
Redding~Millville 12 154
Redding-Olinda 11 154
Redding-Shasta Lake 22 30¢
Anderson-MLllville 10 , 154

Under Pacific’s proposal and the proposal of the two 1ndepeﬁden:

company respoadents, the toll rates would be cenceled at the time
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EAS 1s established. Appendix A attached hereto shows the proposed
exchange rates for extended area sexvice for the principal classifica-
tions of serxvice in the Pacific exchanges.

In Lts rate proposals, Pacific relied upon the language in
Decisfion No. 74517 which 1t interprets as approving a vuniformly
appliceble rate formula for ail Tuture EAS, inasauch as the decision
stated that such formula "...will yield reverues which reasonably
approximate the estimated increased costs and toll revenue losses
occasioned by extended service". In considering the proposed EAS
plan Pacific did not develop a results of operation study or any other
type of economic study to test whether the proposed retes would
actually yield tevenues in the Redding arec that would epproximate

the estimated increased costs of EAS and toll revenue losses. In

response and in opposition to inquiry by the Examiner om April 8, 1969

as to availability of supporting economic studies and the time
Tequired o develop such studies, counsel for Pacific and for the
Commission staff stipuleted that cost data on Pacific's operations
is not reguired In these proceedings.

Cn June 10, 1969, the Examiner directed that Pecific at a
future hearing should demomstrate that its proposed rates are
reasonably nondiscriminatory and that a survey of tie public acceptance
oZ opticonal EAS be made. Pacific, Citizens, California Farm Bureau
Federation and the staff actively opposed the recquest. Pacific
indicated It would gppesal the Exeminer's order to the Commissior.
Thereuporn, the Examiner withdrew nis order and submitted the matiers,
granting the request of paxties to file briefs thirty deys after
receipt of the weporter's transexipt of the hearing on June 1).

The before-mentioned parties requested A Proposcd Teport and oral
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argument before the Commission,en bane, 15 days after receipt of briefs.

On June 12, 1969, the parties were advised that these requests were
denied and that the submission of these proceedings would be as of the
conclusion of the hearing on Jume 10, 1969 without briefs. The change
In submission permits expeditious comsideratiom of these matters and
the Commission can best interpret its own decisions.

In arriving at their stipulation, counsel appear to have
naxrxowly interpreted the language of Decision No. 74917 without
considering the language of Decision No. 71575, dated November 23,
1966, Case No. 7409, which first used a rate formula for EAS outside
of metropolitan arees. The Commission stated at page 45 of the latter

prianted decision:

"The adopted extended service rate plan has the same
structure as that proposed by the staff but at substantially
lower rate levels then those proposed by the staff. Inas~
much as staff proposed rates were substantially lower than
those which would be dictated by full cost considerations,
it follows that the adopted rates are mot to be interpreted
as being fully compensatory for extended service. We have
considered the econmemic impact onm existing subscribers of
£ull cost extended area service and the need for xrete simpli-
fication and order. These adopted rates are not to be
Interpreted as the rates which will de authorized im the
Zuture for proposed new extended areas where full cost would
indicate revenue requirements substantislly in excess of that
which would be produced by the adopted rates. Also, sub~
scribexs receiving the benefits of the sdopted extended
service rate plan should not anticipete the revenue-cost
reletionships of the plem will be continucd indefinizely. We
shell continue to study the problems of expansion of cziling
creas and the cost of rendering such service.” ’

in Decision No. 74917, the rate formule was simpiified
by reducing the mmbexr of group rates from 4 to 2, thus proportionally
increasing the level of rates In the two smalliest groupings more than
those of the two larger groups. The Commission therein founds
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"26. It 1s in the public interest to expand local
calling areas and as means of accomplishing the came it
L5 fair and rezsonable to:

(¢) Establish besic rates for EAS
exchanges based upon the group
rate ot the exchange within its
local calling area, with the
greatest number of main stations,
plus a rate increment dependent
upon the mileege of the toll route
replaced by the extended area
service.”

The Commission moted at page 32 of the printed decision that the rate
formula‘will yield wevenues which reasongbly approximate the

estimated increased costs and toll revenue losses occasionmed by

exteﬁd¢§m3ervice. More controllirgz, the Commission hadrﬁfe#iousky

noted,ai page 22, of the priated decision:

"Because of the paucity of dats on actugl revenues
and actual costs, however, the staff has necessarily head
to rely substantially on existing rate relationships
and in generel 1t has closely followed the rete patterns
last established in Cese No. 7409. In view of the present
record, the Commission will largely adhere to such
patterns in establishing the rates hereinafter authorized.”

We refterate £rom page 22 of Decision No. 749%7:

"The piain fact £s that 'cost' Ls an indispensable
factor 1n the setting of fair and reasonsble rates for
sexvice.

Further, the law wequires that rates must be just end reasonasble and
Zhat no undue discrimination is either created or, i1f discovered, ic
allowed to continue.

Although the Commission 4n Decision No. 74917 orxrdered tae
rate Zormula to De gpplied to extended sexvice in liecu of toll and
nulti-nessage unil service vetween Paclific and independent telephone
utilities wheré tae toll distznce is less than eight miles and the |
"EAS rate increment” is zexo, thc Commiscion Zs awere that the costs

of such Inter-company extended area service were not considered in
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detail in the genesis of the formula spproach, only the exchange costs
of Pacific being conmcidered. Here st Redding are being considered not
only EAS between Pacific’s exchanges but EAS between Pacific’s central
exchange in the area and the exchanges of two independent telephone
utilities. It appears from Exhibit No. 9 that the proposed rates
will not adequately recover independent telephone Increased costs of
EAS and Toll revenue losses even 1f Pacific is impelled to modify

its previously adveocated satellite plan of settlements.

The Commission is also aware that the formula is applied te
exchanges of widely varying revenue, expense and plant levels. How=-
ever, the use of g formula for rate simplification should not be
construed as an open invitation to offer EAS fo grossly umeconomical
axeas, thus creating undue discrimination end burdens on other
telephone service subscribers. A minimum requirement fn an EAS
proposal 1s a convincing shewing that undue or unreasonable dis-
cximination will not result £rom the proposal.

Findings

Upon consideration of the evidence the Commission £inds thsat

Pacific and the other respondents have not demonstrated that the rates

and extended area sexrvice proposed Loxr subscribers in the Redding area

would not Impose undue and unreesonable burdens and discrimination
on subscribers oﬁtside the proposed EAS extended area.

The Commission concludes that submission of these meatters
should be set aside and the respondents requized %o make & further
showing &s szt forth in the ensuing oxder.

Wnile the EAS proposal was accepted by all parties to these
meatters, this Commission has the obligaticn to consider snd protect
the intexests of that large body of subscribers who ere not aware of

the {ssues involved, or who cannot zfford to astively participate,

in these proceedings.
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IT IS ORDERED that:

1. Submission of Case No. 8814 and Case No. 8300 is hereby
set aside and further hearing will be held before Examiner Coffey
at a time and place to be announced.

2. The Pacific Telephone and Telegrzph Company, Citizens
Utilities Company of Califormia and Happy Velley Telephone Company
shall present ot safd further hearing such cost data, economic
studies or estimated results of operation as will demonstrate whether
theilr proposed extended area service plan for the Redding areca is
discriminatoxry or reasonably nondiscriminatory.

The effective date of this oxder shall be twenty days after
the date hexeof.

p7e]
Dated et San Franetsco , California, this ______f[ -
day of NOVEMBER , 1969.

Commisnstoner V'ER{\'.'bN I_..m_

Prosent but ¥t perticipating
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Classification

AFPTENDIX A
RATES

Rare Pa2r Montn*

Redding Redding
Basic Special
Frenechh Rate Rate  Shasta
Anderson Cottonwood Gulch Area Area Lake

Business
IéFarty
2-Paxty
8-Paxtly
Coin-Semipublic
PBX Trunks
Farmer Line

Residence
~Xarty
Z2~Paxty
4=Party
8-Party
Faxmer Line

10.25 $10.70 $10.70 $ 9.70 $11.00 $13.15
’ 8.00 8.45 8.45 7.45 8.15 10.90
7.50 7.95 7.95  6.95 6.95 10.40
5-25 5050 5.50 S-OO 6-330 6.75
4.00 - 4.45 45 3.65 -

6.25
4.55
3.65
3.65
1.90

-~ Service not offered.

* Qther rates and wules in accordance with taxiff on £ile with
the Califorxrnia Public Utilities Commission.




