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7885:1.. Decision No .. ------- @Ut~@~INlll 
BEFORE THE PUBLIC UTILITIES COMMISSION, OF THE STAtE OF CA.LlF0R.1'fIA 

In the matter of the Application of nm PACIFIC TELEPHONE AND TELEGRAPH 
COMPANY 11 a eo~poration) for authority 
to increase certain intrastate rates and 
charges applicable to telephone services 
furnished within the State of California .. 

) 

~ App liea t ion 
) No. 51774 
~(Filecl Karch l7, 1970) 

--------------------~) William M. Bennett, Consumer Spoke8man~ ) 
and Consumers Arise Now~ an association, ~ 

ComPlainants, ) 
VS. 

The Pacific Telephone and Telegraph 
Company, a corporation) 

Defendant .. 

144 SPANISH-SPEAKING TELEPHONE SUBSCRIBERS 
FROM SAN FRANCISCO, SONOMA, AND IMPERIAL 
COUNl'IES, !BE SPANISH SPEAKING/SURNAMED 
POLITICAL ASSOCIATION, THE MEXICAN-AMERICAN 
POLITICAL ASSOCIATION, nre HEALDSBURG AND 
WINDSOR LOCAL ACTION COUNCILS, 

Complainants and 
(Proposed) Protestants, 

vs. 
!'BE PACIFIC 'I'ELEPHONE AND TELEGRAPH 
COMPANY, a corporation, 

Defendant and Applicant in 
Proposed Rates Increase #5l774. 

WILLIAM M. BENNEtt, Consumer Spoke sman, 
and Consumers Arise NOW, an association, 

Complainants, 
vs. 

~estern Electric Company, joining Pacific 
Telephone and Telegraph Company and American 
Telephone and Telegraph Company as Interested 
Parties, 

~ Case Nc>. 9036 I (F!led April 13, 1970) 

? 
) 

? 
~ 
) 

~ 
) Case No.· 9042 
~ (Filed April 2, 1970) 

) 

$ 
~ Case Nc>. 9043 
~ (Filed Ap~!l 6, 1970) 

~ Defendants. ) -----------------_.---------> 
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Investigation on the Commission's own ) 
motion in'to 'the rates, tolls, rules, ~ 
charges, operations, separations, 
practices, contracts, service and 
facilities of The Pacific Telephone ) 
and Telegraph Company. S 

) 
Investigation on 'the Commission's own ) 
motion into the rates, tolls, rules, ~ 
charges, operations, separations, 
practices, contracts, service end 
facilities, of the telephone operations) 
of all the telephone corporations 
listed in Appendix A, attached hereto. 

Case No. 9044 
(Filed April 7, 1970) 

Case No. 9045 
(Filed April 7, 1970) 

(See Appendix A for Appearances) 

OPINION 
....---~- .... --

Introduction 

In Application No. 51774, The Pacific Telephone and 

Telegraph Company (Pacific) seeks authority to revise certain of 
its intrastate rates and charges so as to increase its annual 

revenues, based upon the level of operations during the test year 
1970, by approximately $195,000,000. 

In Case No. 9036, a consumer aSSOCiation known as Consumers 
Arise Now (CAN), together with William M. Bennett, seeks (1) an 
order requiring submission to the Commission by Pacific of reeords 

regarding adeqUo'lcy and cost of service, (2) 03. bearing on the adeq,\Utcy 

of PaCific's service, and (3) an order requiring Pacifie to eorreet 

service deficiencies and denying any rate relief until such 
deficiencies are corrected. 

In Case No. 9042, l44 Spanish-speaking telephone sub-

scribers (SSTS), together with the Spanish-Speaking/Surnamed Political 

Assoeiation, The Mexican-American Political Association and the 
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Healdsburg and Windsor Local Action Council, seek (1) an order 

requiring Pacific to provide full bilingual Spanish-English services, 

(2) an order establishing reduced rates to Spanish-speaking, non-

English-speaking subscribers until sucb time as full bilingual 

service is prOvided, (3) consolidation of this complaint with Pacifi~s 
~ate application and (4) a public hearing regarding the service 
offered by Pacific to Spanish-speaking subscribers. 

In Case No. 9043, CAN, together with William M. Bennett, 
seeks (1) an order declaring Western Electric Company, Inc. (Western) 

to be a public utility under the jurisdiction of the Commission, 
(2) regulation of the prices for telephonic equipment charged by 
Western eo Pacific a.nd (3) regulation of We'stern I 5 rate of return 

at 3 level no higher than that allowed Pacific. 

In Case No. 9044, an investigation initiated by the 
Commission, the scope of these proceedings is enlarged to cover 
essentially all aspects of Pacific's public utility operations .. 

In Case No. 9045, another investigation initiated by the 

Commission, the scope of these proceedings is further enlarged to 

cover (1) separations procedures affecting the toll and otberset-
tlements of Paeifie and other California telephone utilities., (2) 

multi~messa8e unit rates of Pacific in the Los Angeles Extended 

Area and Extended Area Rates affeeting the rates of othe~ California 

telephone utilities, (3) toll rate disparities between interstat"e 

aod intrastate message toll rates affecting California telephone 
utilities, and (4) any disparity between exchange rates and cond1-
tions of service of·Pacific and the other telephone utilities. 
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Copies of Pacific's application were served, notice of 
filing of the application was published, and notices of hearings 

were published, in accordance with this Commission's rules of pro-

cedure. A prehearing conference was held before Commissioner Sturgeon 

and Examiner Catey on June 8, 1970. Eighty-one days of hearing were 
held before Commissioner Sturgeon and/or Examiner Catey commencing 
June 15, 1970, and continuing until March 26, 1971. Most of these 

hearings were in San Francisco, Los Angeles or San Diego. Other 

hearings, however, were held in Fresno, Bakersfield, San Luis ObiSpo, 

Mor:.terey, Eureka, Redding, Sacramento and Calexico. The consolidated 
proceedings were submitted on March 26, 1971, subject to receipt of 

concurrent opening briefs in 38 days, on May 3, 1971, and concurrent 

reply briefs on May 18, 1971. 
Te$t~ony and exhibits were presented by witnesses for 

Pacific, the Cities of San Francisco, Los Angeles and San Diego, the 
California Farm Bureau Federation, a number of other-organizations 
and individuals, and the Commission's staff. Eighteen of the hearing 

eays were reserved specifically for the presentation of testtmony 

by members of the general public. 

Service Axea 

Pacific's service area includes relatively large portions 

of the coastal and central areas of the state and relatively small 

portions of the rest of the state. Of the estimated total of' approxi-

mately 93,000 square miles of California that is provided with tele-
phone and r~lated services, Pacific serves about 50,000 square 

miles. Pacific has some 393 exchanges, with approximately 10,100,000 

cOQ?any telephones. The remaining area is served by about 29 inde-

pendent telephone companies, with 228 exchanges, serving approxi-

mately 2,700,000 company telephones. 
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Affiliated Interests 

Pacific is one of 2l princip.!?:.l telephone operating subsid-

iaries of Ame~ican Telephone and Telegraph Company (American). The 
operating subsidiaries, together with two operating companies in 

the United States in which American owns less than a majority 

interest, are termed associated companies. American also owns 

Western, which manufactures and installs equipment for the associated 

companies and the long-lines department which connects the operating 

companies of American. American and Western each owns 50 percent of 
the outstanding capital stock of Bell Telephone laboratories, Inc. 

(LABS), which is the research and development organization for the 

Bell System. The associated companies, Western and LABS, together 

with American, form the Bell System. 

About 90 percent of the outs~anding capital stock of 

pacific is owned by American. Pacific, in turn, owns all of tbe 
outstanding capital stock of one subsidiary, Bell Telephone Company 
of Nevada. That company renders telephone service only within tbe 

State of Nevada. 

Service 
Service is an important aspect of a utility rate proceed-

ing. Hearings devoted exclusively to testimony of public witnesses 

were held early in these consolidated proceedings so' that Pacific 

end the Commission staff would have an opportunity to review and 
" 

CV~~U3te any service problems described by those wienesses. The 
presiding examiner required Pacific eo investigate and prepare 

written reports wherever witnesses had specific service complaints. 

A copy of the appropriate report was mailed to each such witness and 

copies of all 42 of the reports, collectively, were received as 

Exhibit No. 57. 
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A review of Exhibit No. 57 shows that many of the.com-
plaints were valid, but that they. were primarily related to isolated 
proQlems tbat could be, and now have been, solved by corrective 

action on the part of Pacific. Some of the other conditions com-

plained of will be corrected in the near future by Pacific's budgeted 
plant improvement program. Three of the public witnesses who pre-
sented complaints were not completely satisfied with the report· 
sent to them by Pacific. Reports on Pacific's further investiga~ion 

were received as Exhibit No. 57-A. The Commission staff's review 
of Exhibit No. 57 indicated that two others may warrant furtber 
study. In general, however, there does not appear to be a significant 
number of unresolved service complaints. 

Some public witnesses recommended that, in order to keep 
rates as low as possible, Pacific should budget lower capital 
expenditures for plant required primarily to tmprove service. 

Ey.hib1t No. lO-A indicates that, during the period from 1964 to 1968, 
Pacific did, in fact, concentrate its resources on the provision of 

basic telephone capacity and minimized its discretionary expendi-

tures. We considered this practice ultimately to be detrimental 

to good telephone service. The record shows that we so advised 

P'acific in 1969· and strongly urged greater emphasis.~ on plant invest-
ments for decreasing the liklihood of service problems. We are 

still of the same opinion. The order herein requires Pacific to 
install plant additions a: the rate of at least $750,000,000 per 
yc~r for the next three years. 

Pacific ~intains statistical studies which develop, on 

<1 continuing basis, "performance index" figures which provide an 
appraisal of service quality. Exhibit No. 10 shows six of the 
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principal overall indexes for recent years and Exhibit No. 73 shows 

detailed dial service indexes for one of the san Francisco exchanges. 

These indexes are quite comprehensive and tend to pinpoint potential 
weaknesses iu Pacific's system at a sufficiently early date to 

permit corrective action before service has deteriorated to unacceptM 

~ble levels. In fact, in a recent decision, the Commission order~d 
General Telepboue Company of California to adopt the service index 

procedures used by Pacific. 

At the request of the Commission staff, Pacific presented, 

Exhibit No. 58, a summary of information relating to customer service. 
This includes such items as quarterly reports of actual and expected 
service weak spots, quarterly reports of the backlog of main service 

and regrades, report of the current status of telephone service in 

the San Francisco Bush-Pine complex, and a summary of customer 

opinions about service, compiled from questionnaries sent to custo-
mers. These data indicate that service generally is good and that 
P.:lci£1c is taking steps to· eliminate potential trouble spots in the 

near future. In Exhibit No. 61, the staff states that the various 

index figures show that Pacific's service, in general, is above the 

Bell System average, but that the 5.ln Francisco :Bay: krea has more 
weak spots than the rest of PaCific's area. 
Present and Proposed Rates 

Pacific's present tariffs include numerous schedules for 
telepbone and related services. The present rates and charges and .. 
those proposed by Pacific are set forth in detail in the 133 ... pnge 
Exhibit F attached to the application. In general terms, the 
increases and decreases proposed by Pacific are as follows: 
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Exchanges in the San Francisco-East Bay, Sacramento, 
Los Angeles, San Diego and Orange County Extended 
Areas would receive increases resulting from the 
application of uniform sets of basic exchange rates 
for reSidence and business service. The increases 
would generally be in the range of about $1.85 per 
main residence telephone and $3.80 per main bUSiness 
telephone. 

For exchanges located outside the aforementioned 
extended areas, increases in basic exchange, residence 
and business rates would depend upon the size of the 
exchange and whether or not extended area service is 
offered in the exchange. These increases would be 
generally about $1.85 per main residence telephone 
and would range from $3.80 to $6.30 per main business 
telephone. 

The message unit charge would be increased from 
$0.0405 to $0.045. 

Some intrastate message toll telephone rates would be 
increased and some reduced. Residence Foreign Exchange 
Service basic rates, Airport Intercommunicating Service 
rates, and Centrex service rates would be increased. 

Directory Listings rates for certain Additional Listings 
and tines of Information would be increased. 

Key Equipment-Services. rates and charges would be 
increased for certain MKC, DIAL, PAK, and BUSiness 
Interphone Services. 

Mobile Telephone Service monthly rates and service 
and equipment and non-recurring charges would be 
increased. 

PBX Services and Dispatching System Service rates 
and charges would be increased. 

Service Connection, Move and Change, and In-Place 
Connection Charges would be increased. These 
increases would range from $1.00 to $3.00. 
Suppl~ental Equipment rates and charges would be 
increased for some items and reduced for Special 
Type- Cords. 

Speeial Assemblies of Equipment rates and charges 
would be increased, and special arrangement for usc 
with tandem dial connection would be withdrawn. 

Telephone Answering Service rates and ,charges. for 
cord-operated equipment would be increased. 
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The effect of Pacific's proposed changes would be to 

incre~se basic exchange rate revenue and mobile telephone service 
rate revenue in the range of 40 to 50 percent, to increase revenues 

from various other rates by lesser percentages, to reduce revenues 

from a few rates by nominal percentages and to increase the resultant 
intrastate revenue by about l2 pexcent. 
Results of Intrastate Operations 

Witnesses for Pacific and the Commission staff have 
analyzed and estimated Pacific's intrastate operational results 
for a 1970 test year. Pacific's estimates were presented in Exhibit 

No.2 and the staff's estimates were presented in Exhibit No. 66. 

Additional details and comparisons of tbe ewo estimates are set 

forth in Exhibit No. 102. Both Exhibits Nos. 2 and 66 were prepared 

before actual recorded results for 1970 were available. Exhibit 

No. 75 shows those actual :ecorded results, together with certain 

:rate-making adjustments similar to some of those adopted by the 

Commission in Decision No·_ 74917, in Pacific's previous rate 
proceeding. 
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It is difficult to compare directly the summaries pre-

sented by Pacific and the staff because some of the items were not 
presented in a consistent format. Pacific's adjustments to reflect 

changes in operations prescribed by Decision No. 74917 but not 

fully reflected in actual 1970 operations were shown as additional 

revenue requirements, whereas the staff showed those items as 

adjustment to the rate of return that bad been derived excluding 

the adjustments. A revision in allocation of expenses and rate 
base items between interstate and intrastate operations (Ozark 
Separations Plan) became effective after Pacific's Exhibit No.2 

~d been prepared and thus was not reflected therein. Adjustments 

to expenses and rate base were included to modify actual recorded 
results in Pacific's Exhibit No. 75, to reflect the Ozark Plan, 

whereas in Exhibits Nos. 2 and 102, the staff's corresponding 

adjustments are shown as composite adjustments to rate of return. 

Table I herein summarizes the staff's estimates in their 

original form and on an equivalent basis consistent with the format 
used by Pacific. This s~plif1es comparison of the various corres-
ponding components of the estimates presented by Pacific and the 

staff. the adjustments are deseribedin more detail in the dis-

cussions hereinafter of revenues, expenses and rate base. 
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Item -

Table I 

Restatement of Staff Estimate 
Test Year 1970 

(Dollars in Millions) 

Modifications 
Original lOiroll S.Jose OZark Resea~ed 
Format 2 MMU Exch.· Plan* Format 

Operating Revenues $1,602.0 

Operating Expenses 
$(24.3) $(2.1) $ 0.0 $1,575.6 

Exc1.Taxes 1,077.8 (9.2) 1,068,6 
Taxes,Exel.Ine.Taxes 137.4 (1.1) 136.3 
State Income Tax 20.9 0.7 19.8' 
Federa 1 Income T.a.x~~1;::3;.;2~ • .;.1 __ ~;.:..;;:.{-_~::..::.;.o!-~~4;.:, • .;.:7 :--~_1;.:2~4~.~7 

Total $1,368·.2 . (4.9) $1,349.4 

Net R.evenue $ 233-.8 $(1.0) $ 4.9 $ 226.2 

Rate Base 0.0 $ 0.0 $(28-.8) $3,340.6 
Rate of Return 

Adjustmeuts 

$3,369.4 

6.947-

(0.l7)% 

(0.34)'. (0.03)% 0.20% 6.777. 

0.001. 
.. 

Adjusted Rate of Return 6.77% 6.77'." 
(Red Figure) 

*Assum1ng that the relationship between incremental 
change in expenses (~e£ore income taxes) and incre-
mental change in rate base) due to change to the 
Ozark Plan, would have been in approximately the 
same proportions in the s,taff estimates as in 
Pacific's estimates in Exhibit No. 75. 

Summarized in Table II, from the exhibits of Pacific and 
the s~aff, are tb~ estimated, recorded and adjusted results of intra-

state operation for the test year 1970 under present telephone rates. 

For comparison, this table' also shows the corresponding adopted 

results of operation as discussed hereinafter. 

.. 11-
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: 
: 

TABLE II 
RESULTS OF INTRASTATE OPERATIONS 

UNDER PRESEN'r RATES - TEST l'EAR 1970 
(Dollar~ in M1llion~) 

: pa.cific : Stall : : 
:Est1:ma.ted. :Record.ed :Est1me.ted.: : 
: & : & : &: : 

: ____________ ~I~~~ ______________ ~:~Ad~j~u~s~~d_:~A~dj~u=st~~~~:A=d~ju~~~~~:~A=d~~~~: 
Qp~rating Revenues 

tJnadjustedtor 1971 Rate ChangI3S 
Eliminate 10¢ Toll & 2. MMt.T , 
Changes in San Jose Exchange 
Increased. Directory Ad:v. Rates 

Actj~tec1 

Qperating Expenses Exel. Taxes 
Elcc1. Follo'4ng Five Items· 
Adjust tor Year-End Wage Levels 
Adjust for Pension Fund Int. Rate 
Depreciation" J:Xel. Following Two Items 
Change to Ozark Separations 
Western Elect.r1e Adj~tment 

Adjusted. 
TAXes Other Than On Income 

Payroll", Exc1. Ozark Adju:stment 
Ad. Valorem & Other" Elccl. Ozark Adj. 
Change to Ozark Separa.t:tons 

Adjusted 
Income Taxes 

State" :EXel_ Ozark Adjustment 
Federal,. Exel. Ozark Adjustment 
Change to Ozark Separa.tions 

Adjusted 

Total Expenses. & Taxes 
Net Revenue 

Average RAte Base 
Exel. Ozark Adjustments 

,Telephone Plant 
1'iorking Cash 
Y~tcr1a.ls & Suppl1es 
Deprec1ationReserve 
Western Electric Adjustment 
Res.erve tor Deterred. Taxes 

Subtotal 
Change to Ozark Sepa.ra.tio~ 

Total 

Rate 0'£ Ret\1rll on Avg. Rate Ba~e 

Not Revenue tor Pro Forma. Rate Ba.s.e 

Pro Forma Rate Base 

Rate of P.eturn on Pro Forma Ra.te Base 

$l,579.e $1,,593:~1$1,,602·.O $1,,593.1 
(24 •. 7) (24.,7) (2J.~'). (24.7). 

0.0 (2.4) (2.;1) (2.4) 
1·2 1·2 .. 0.0' . l·2 

1,,556 .. 8 1,,567.7 1,,575,.6 : 1,,567.7 

851.9 856 .. 4, 852'.,2', 85Z~2 ' 
10, .. 7 10.5' 0.0 10.,> 
0.0 0.0 (7.$) . 0.0 

238.8 237.8 236.8 Z"j7.S, 
0#0 (7.3) (9.2) (7.;3:) 
0.0 0.0 ~;'. 72 ' 0.0 

1,101 .. 4 l,,097.4 1,,068.6 1,09~.2 

24.9' Z"j .. $ 24.7, 23.$· 
ll5.1 1l7'.8· 112~7 ll7.8 

0.0 ~0~22 ~1.12 (O.~' 
3.40.0 140.7 136'.3 ' 140.7' 

1903' 18.6: 19.1, 19 .. 0 . 
98'.$' 100.0 120~0 ' 101 .. 8. 
0.0 4.6 2'·4 4.6 

ll8, .. 1 123.2 l44.5, , 125 .. 4 ' 
" 

1,,359.5· 1,,361.3 l,,~49'~":" 1,,359'.3 . 

197.3 206,.4 226.2' 208.4 

4,,~)7.2 k.,,362.,) 4,,306,.9 .4,,362'.3 
7903 77.0 5S.S $$ .. 8 ' 
13.1 18.' 13.1 18,.3 " 

(980 .. 8) (98&.9) (97l.8) (986.9)' 
0.0 0.0 (31.6.) 0.0, 

(2.42 ' ~2.21 ~l.Ol' (3.3) 
3,,445.4 3,7.4 3,,'J 9~4 , '3,1J)J.2' 

0.0 ~.12 ' , (28~'8'2' !~i.l) 
3,,445.4 3,444.~ ~,,~40.6', ~,,42:3.l, 

5.73% 5.99%' 6.77%, 6 .. 09% 
, . 

' .. 
$ .197.) $ 206.4 $ 205,~.4' 

$3,586.8 $3,,587.4 $3,,540 .. 6 . 
5.50% ' 5.75% 5~80%" 
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Qperating Revenues 

The first item shown in Table II is the 1970 operating . 
revenues before adjustment for 1971 rate changes. Pacific's original 
estimate is about 22 m1.1lion dollars lower than the staff's. Actual 
revenues 'Were between the two estimates and somewhat closer to the 
staff's estimate than to Pacific's. The staff expressed some doubt 
that the recorded revenues for the last half of the year followed a 
~ormal pattern but bad not analyzed them to resolve that doubt. We 
hereby take official notice of the monthly reports for the past three 
years filed by Pacific pursuant to Genera.l Order No. 65-A. A review 
of monthly revenues in those reports shows a relatively uniform 
seasonal. pa.ttern during that 3-year period. Revenues rear...hed' a 

yearly peak in October of each year, fell about 4 1/2 percent in 
November of each year, and rose again in December of each year. We 
find that ~ecorded revenues were not abno~lly low or high in the 
last half of 1970. Actual revenues for the full year are adopted as 
the first item in Ta.ble II. 

Paragraph 5 of the order in Decision No. 74917 required 
Pacific to establish extended service, in lieu of toll and multi-
message unit service, over all routes where the toll route mileage 
is 8 miles or less. !he completion thereof is to be no later than 

December 31, 1971. The resulting eltmination of 10-eent toll and 
2 MMO is. on ochedule an~ barring unforeseen circumstances, will be 
completed as required by the previous order. The loss of revenue 
resulting from this change must be reflected in .the test year 1970 
to, make the test year indicative of future operatioDS o There is only 
a minor difference between the estimates of Pacific and the staff for 
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this adjustment. The staff's estimate is based upon the 1971 level 
of operations, added to or subtracted from 1970 revenues. Pacific's 

estimate is based upon the 1970 level of operations. Pacific's basis 
is more appropriat~ fo= the test year 1970 and is reflected in the 

adjustment adopted for this item in Table II. 

Paragraph 6 of 'the order in Decision No. 74917 required 
Pac~£ic to establish revised district areas in its San Jose exchange. 

This results in reduced revenues from the San Jose exchange. '!he 

completion date prescribed by the Commission is July 1, 1971. This 
work is proceeding somewhat ahead of schedule. Pacific did not in-

clude an estimate for the effect of this change in its original 

presentation,but did include an adjustment to the recorded results 

in Exhibit No. 75. As in the case of the preceding item, Pacific r S 

estfmate based upon the 1970 level of operations is more appropriate 

than the staff's estimate based upon the 1971 level of operations. 
Pacific's est~te for this item is adopted in Table II. 

Directory advertising rates are included in the rates 
increased by Paragraph 1 of the order in Decision No. 74917. As old 

di:ecto:ies expire, the new rates become effective for advertising in 

the new directories. The additional revenues which would have been 
produced during 1970, if the new rates had been applicable to both 

new and old directories, wcze iQeludad by Pccific in its original 

estimates and as an adjustment to recorded revenues but 'Were not: in-

cluded by the Commission'staff. Consistent with the adj~tment for 
reduced revenues in the preceding two items, the increased revenues 

fo::, this item sho~ld be included as· an adjustnlent. Pacificts estimate 
for this item is adopted in '.table II" 
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Qeerating Expenses Excluding Taxes 

The first expense item in Table II excludes taxes cd 

depreciation and also excludes adjus~ents for wage levels, pension 

fund interest rate:> Oza:k separa.tions and Western Elect:ie prices. 
With those exclusions, the total expense esttmaees of Pacific and 

the staff are a.lmost identical, although there a.re differences in the 
distribution of the expense est~tes by accocnts. !he similarity in 

the two estimates is due in part to the fact that, for the purposes 

of this proceeding, Pacific does not dispute certain adjustments made 

by the Commission in Decision No. 74917. These include the exclusion 

of expenses related to legislative advocacy, dues to certain organ-
izations, general services and license fees paid to AT&T, write-off 

of pay TV fa.cilities and plant acquisition adjustments, and the 
unfunded pension expense adjusttne.nt. 

Actual recorded expenses for the first expense item on 
Table II exceeded the estimates of both Pacific and the staff. A 

review of the monthly reports referred to in the discussion herein 
of revenues ShO~7S that for a fe.w of the months certain expenses such 

as maintenance expenses were somewhat higher than a normal trenQ would 

indicate. !he amount adopted for the first group of expenses in 

Table II is based upon the estimates of the staff, which estimates we 

find to be representative of a normal level of such expenses for 1970. 
Y..aintenance E?9?etlses 

One of the s t<lff engineers who had reviewed Pacific's 
oain~n:mee axpenses recoxmnends in Exhibit No. 63-A that the cst:l.mate 
of such expenses included by the staff in Exhibit No. 66 should be 

:edueed because Pacific's maintc~ce expense per telephone during 
1969 was higher than the aver~ge of other Bell System operating 
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companies. Cross-examination of this witness diselosed7 however~ that 
there were signifieant errors in his caleulations and that he had 

failed to give adequate consideration to such undisputed facts as 
Pacific J s higher wage l~vels, differences in the departments to which 

engineering pers<;,nnel of the various companies are nominally assigned, 

relative quality of service, offsets due to work done by Pacific for 

compensation relating. to other Bell System operations, relative rates 
of turnover of personnel, and relative complexities of the various 

telephone systems. We find that the further adjustment to Pacific f s 

maintenance·expenses recomcended in Exhibit No. 63-A is not appro-
pr~te. 

Advertising Expenses 

'.the item of Paeific' s expenses which was subject to the most 

criticism of public witnesses is advertising. The criticism ranged froo 

generalized statements that "a monopoly doesn't need to advertise" to 
specific eXamples of advertising which the customers contended were of 
no benefit to them and which they considered to be merely self-
laudatory on Pacific's part. 

In Exhibit No. 6l-A, the staff cites Decision No. 502'58, dated 
.July 6, 1954, in Application No. 33935. In that decision the Commis-

sion expressed an opinion regarding the general benefits and reasonable 
level of advertising for Pacific at that time: 

"Applieant's program, in our opinion, results in ob-
taining sufficient numbers of employees to avoid 
expensive overtime pay, increasing revenues from 
directory advertising and long-distance service, 
improved service and reduced cost of handling public 
inquiries. In 1952 the applicant spent less than thr.ee 
quarters of one percent of its revenue on advertising. 
In our opinion an expenditure of no greater magnitude 
than this is not excessive considering the results 
achieved. It is obvious that should the amount be 
disallowed in its entirety, such action would not 
obviate the need for a rate inerease7 as some pro-
testants appeared to believe." 
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In Exhibit No. 6l-A in the current proceeding, the staff 
lists some of the subjects covered by Pacific's advertising which 

inform, advise, ins truct and solicit the cooperation of telephone 
users in mllld.ng the most efficient use of the telephone. The amount 

of all such advertising by Pacific, chargeable to total California 

operations, as est~ted by the staff for 1970, is 11.5· million 
dollars. '!b.1s represents less than six-tenths of one percent of total 

revenue at present telephone rates. 

Exhibit No. 54 shows that the actual 1970 advertising expense 
was almost one million dollars higher than had been est:l.matecl by the 
staff. We are of the opinion that the level of Pacific's advertising, 

expense in 1970 was not excessive. It falls well within the propor-

tion of gross revenue which his torically has been eons,idered reason-

able. If we could conclude from the record that, in addition to being 
reasonable 1n cost, the message in each advertisement was of benefit 
to customers~ we would not hesitate to allow the actual 1970, advertis-
ing costs i:n. full for the test year. 'there is serious question,. 

however, that all of the 1.4 million dollars of actual 1970 expenses 
related to "1nformative,advereisingn,Such as descriptions of instances 
of employee helpfulness, are of significant benefit: to' customers. By 

not ~dopt1ng the recorded expenses for 1970, we have in effect 

disallowed about one million dollars of advertising expense. We find 

that end result to be reasonable. 
License Contract Serviees 

Pacific's parent, AT&T, proVides certain services such .as 
basic researeh, adviee and assistance in engineering, 1:X'aff:tc, plant, 
comme=~ial, aceounting~ legal, financing and other matters for the Bell 
System operating companies, where these oerviecs can be performed more 
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efficiently and effectively on a centralized basis. Payments to AT&T 

for these services are based upon the application of a factor, cur-
rently one percent of the gross revenues (,(-lith minor adjustments) of 

each operating company. 
Historically, the Commission has rejected the percentage-of-

revenue basis of payment to AT&1: when determining reasonable expenses 

for the purpose of setting rates for Pacific. Altbcugh'over a period 

of years the percentage basis might result in average ch3rges that are 
reasonable, the end result in a particular year at a particular level 

'of rates may not be reasonable. For example, a ten-percent increase 

in Pacific's telephone rates would result in a ten-percent increase 

in payments to AT&T for exactly the same services. In lieu of the 

percentage allocation basis, the Commission generally has based its 

prior decisions on a determinntion of actual costs to AT&T for the 
services rendered to Paeific. In the current proceedings, both 

Pacific and the staff have based their estimates of intrastate, 

expenses on that same concept. The result is a slightly higher al-

lowance than the actual payments under present telephone rates and a'. 

slightly lower allowance than would actually have been p3yable under 

the telephone rates authorized herein. 

Counsel for the Commission staff disagree ~ith the estimates 

presented by their "clientU and by Pacific. S·taff counsel, in their 

opening brief, recommend disa.ll.owance of all or part of the payments 
to AT,&T. for the services provided under their contract because 

specific dollar values for each of the services rendered could not be 

cited. The undisputed evidence is that most of these services would 

have to be performed by Pacific if AT&T did not provide them and that 

Pacific would not be able to d~p~ieate those services, for the amounts, 

paid AT&T. The expenses adopted in Table II include payments, to A1:&T 

for those services on a cost basis in lieu of the percent~of-revenue 
baid.s. -18-
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Year-End Wage levels 

Utility rates are set prospectively, not retroactively. As 
in the present proceeding, it is not always practicable, however, to 

~e a future year as ~ ~est year in determining the level of earnings 

whieh will prevail at any given rate level. Instead, a. prior year is 

used as a test year. In the absence of convineing evidence to the 

contrary, it is generally ass'l.1lXled that the higher rate base and 

expenses resulting from increases in customers in the near future 

will be approximately offset by the additional revenues from the new 

customers. Known changes during and beyond the test year which are 

unrelated to the future growth normally are "rolled back" into the 

test year so that the end results reasonably reflect the operating 

conditions which will prevail during the period when the new :rates 

will first be in effect. 

One of the known changes unrelated to growth is the general 

wage increase which became effective during 1970 for Pacific's 

employecso Pacific included an adjustment to show the increased 

level of expenses which 'Would ha.ve resulted if the wage inc!:'ease had 

become effective on .January 1 of 1970, whereas the staff did not make 

a similar acljustxnent. The adjustment is reasonable in setting rates 

for the future and is adopted in Table II. 

Pension Interest Rate 

Pacific's present pension plan for its· employees is funded. 
'Xb.at is, even though the \pension is not yet payable to those employees 

who have not retired, payments are made into a fund :for future 

pensions. !b.e pe:c.sion fund accrualS:1 by themselves, are calculated to 

provide pa.rt of the total t,:;lt:i.:nately paici to retired employees. '!he 

rest of the amount needed comes from earnings OD. the pension fund 

obtained by the investment of those funcls by the fund's t%ustGGs. 
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Many factors go into the computation of the proper accrual 

which, together with eaxuings of the fund, will provide the required 

pension for each employee when he retires. Detailed actuarial 8 tudies 

provide projections of probable future effect of such things as turn-

over of personnel and personnel mortality statistics. Other eonsider,-

ations, sUch 'as the effect of future wage changes, fu'tUre negotiated 

changes in the plan's benefits and aver~e earn1ngs on ,the ftmd':8 

investments are not easily evaluated. 

Pacific, in determining its accrual, assumes DO future changes 

in the plan nor in wage levels. This would result in serious deficien-

cies if some means were not used to cover such contingencies. 1'he 

assumption by Pacific of a low interest rate on the fund's earnings 

tends to provide for such contingencies, although for the past twenty 

years even this expedient has not proven sufficient to avoid 

deficiencies. For example, in Decision No. 74917, the Coamission 

disallowed a portion of the accrual usecl by Pacific. Pacific cont1rlued 

to pay more into the pension fund than had been allowed as an operating 

expense. Despite this, the reserve has continued to be deficien~. 

In the current proceeding, the staff contends, that: each of 

the factors which go toward determining pension fund accruals should'be 

evaluated as accurately as possible rather than to have offsetting 

infirmities cancel out to a reasonable end result. We agree 81'ld 1n 

future proceedings will expect Pacific:. to present its support for the 

pension accrual rate on the basis of more realistic interest rate 

assump1:ions and separa.tely stated contingency provisions. We do not 

concur with the staff that the low interest rate assumed by Pacif1e 

should be used as a bas is for reducing the accrual where the effect· of 

the low interes t rate has been shown to have been offset, by. other 
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factors. In this instance, 'we find that Pacific's pension accrual for 

the test year 1970 is reasonable. The staff adjustment is not adopted 
in Table II. 
Deprecia.tion 

Depreciation expense was est:imated by both Pacific and the 

staff on the basis of the straight-line remaining-life method adopted 
in previous Commission decisions. Also, the recorded straight-line 
total-life depreCiation was adjusted by Pacific to a straight-line 

remainiQg-life basis. After that adjustment, recordeddeprecintion 
fell midway between the estimates of Pacific and the staff. Pacifie's 

original estimate was appczGlltly a little high because, even though the 
plant additions in 1970 actually were higher than Pacific had estima-
ted, the resulting dep~eeiation expense was lower than Pacific 
Originally estfmated. The staff est~te is· too low primarily because 
the staff estimate of plant additions is less than were actually 
installed. The recorded depreciation expense, adjusted to a straight-
line remaining-life basis, is adopted in Table II. 
Change to Ozark Separations Plan 

The Ozark Plan of separations affects the allocation of plant 
betwezn intrastate and interstate operations pursuant to· an order of 
the Federal CO'IXImunications Commission dated October 28, 1970, in 

Docket No. 18866. This plan increases the assigtmlGut of expenses .a%),d 
inves~ents to Pacific's interstate operations starting January 1, 
1971. 

In the adjus~ents which Pacific made to recorded results in 

Exhibit No. 75, the benefits of the Ozark Plan to intrastate users 

are shown under the various items of expenses and revenuec. In 
Exhibit No. 66, the staff deri·Jed an estimate of the effect of the 
change to the Ozark. Pl8l'l in 1971 as· a change in the rate of return. 
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In Table I we have converted the estimated change in rate of return 
shown by the staff to equivalent expense a:o.d rate base cha:nges~ As in 

the case of the revenue adjus talents for the rate changes authorized in 

Decision No. 74917, hereinbefore discussed, Pacific's estimate based 

upon the 1970 level of operations is more appropriate than the staff's 

estimate based upon the 1971 level of operations. Pacific's estimate 

for this item is adopted in Table II. 
Western Electric Adjustment 

In previous rate proceedings involving PaCific, the Commission 
generally has adopted certain adjustments to Pacifie's plant and 
expenses to reflect lower prices than those actually charged Pacific 
by its affiliated manufacturer, Western Electric, Company, Inc. Those 

red,.tetions were based upon the concept that Western Electric should be 

entitled to no higher a rate of return than would be reasonable for a 
re.gulated utiliey. 

In the most recent of Pacific's, rate proceedings, the usual 

v1estern Electric adjustment was adopted for the purposes of that pro-
eeeding, but the Cottl1ld.ssion stated that more definitive information 

on manufacturing costs and prices would be desirable. Concurrently. 

with the rendering of the decision in that rate proceeding, Case 
No. 8858 was opened to investigate, among other things, the reasonable-

ness of prices paid by Pacifie to Western Electric as· related to 

Western Electric's costs and profits. 

Ten days of hea.-1ng were held in Case No. 8858 during which 
several interested parties actively particip.ated. The issues involved 

were diseussed at great length in Decision No. 76726, dated Janua.ry27, 
1970, and need not be repeated herein. Two of the findings in that 

decision summarized the Commission t s views on the issues pertinent to 

the current proceeding: 
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"6. In each proceeding concerned with fixing 
respondent's rates, tne determination of a 
reasonable earnings level for v1estern Electric 
Company from its manufacturing operations and 
sale of products to respondent will be based 
on what constit~tes reasonable earnings for a 
manufacturing company. 

"7. In the performance of its manufacturing 
functions ~ Western's prices to Pacific and its 
earnings on its sales of manufactured products 
to Pacific have been fair and reasonable when 
compared to the earnings of manufacturing 
companies. The ~r1ces paid by Pacific to 
Western for manufactured products are fair and 
reasonable." 

In Case No. 9043, one of the proceedings consolidated herein, 

CAN and Will~ Bennett allege that Western Electric is a public 
utility under the jurisdiction of this Commission. No evidence was 

presented, however, in. support of that allegation. In fact, although 

five of Pacific's witnesses on the subject of Western Electric were 

available during 17 days of hearing and were cross-examined by other 
parties, neither Bennett nor any of the other individuals who appeared 

for CAN undertook to cross-ex..wine those witnesses. 

Pacific contends, under the principles outlined in Decision 

No. 76726, that the Western Electric adjustment now is reduced to zero 

for the test year 1970 0 In support of that posit1on~ Pacific present-
ed testimony by four witnesses: Witness, Harrigan, Vice Pre~ident­

Finance of Western Electric; Witness Kendrick, a consulting economist; 

v1itness Kamps, Engineeri:o.g Manager-Price Surveys of Pacific:; and 

Witness Mobraaten, the Vice President-Operations Staff of, Pacific at 
the tfme the application was filed. 

The evidence of Witness Harrigan in Exhibits Nos. 5 and 5-A 
was presented to show that (1) Western Electric has, a manufacturer's 

financial profile: .and a capital goods manufacturer's degree of risk, 

(2) affiliation of Western Electric with the Bell System produces its 
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, own peculiar risks and u:l.certainties for the manufacturing a.ffiliate~ 

(3) Western Electric is subject to regulatory reseraint in setting 

its earnings objectives and its prices, (4) these restraints prevent 

Western Electric from experiencing peaks in good etmes high enough to 

act as offsets for the earnings troughs experienced by most manufac- r 

turers in periods of recession, (5) Western Electric's potential for 

higher earnings in good years is largely translated into reductions ' 

in prices to the operating companies, (6) Western Electric's pricing 

is necessarily prospective in nature, adding to the possibility of 

failure to achieve earnings objectives, (7) Western Electric exper-
iences variations between forecasts and actual sales to about the same 

degree as other manufacturers, and (8) Western's earnings in the post-

war period have been modest in view of those of other manufacturers. 

In Exhibits Nos. 6 and 6-A, Wit:ness Kendrick presented the 

results of his productiVity study to show that, during the period 

1948 through 1963, Westeru Electric's increases in its productive 

efficiency were (1) over twice as great as· the corresponding 

efficiency increases in the economy <lS a whole, (2) ovar twice as 

great as the corresponding efficiency increases in the manufacturing 
industries, and (3) over one 3nd one-half times as great as efficiency 

increases in the electrical equipment industry of which Western 

Elect:ric is a p~rt.. '!he study of '&lestern Electric operations over a 

period of years by this witness showed that the company's management 

had utilized the increased productivity and efficiency primarily to 

absorb increased wages for its employees, increased prices· for the 

materials and services which it purchases, and re.ductions in prices 

of its products to the operating companies. 
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In Exhibits Nos. 7 and 7-A, Witness Kamps presented the 

results of his study of a comparison of prices charged by Western 

Electric .and those charged by the general trade. '!he study indicates 

that, for the entire range of Western Electric products purchased by 

Pacific, the prices paid by Pacific were less than 60 percent of the 

lowest prices avai.lable in the general trade. 

In Exhibits Nos. 8 and a-A, 'Vlitness Mobr~ten covered the 

oopect of the manufactured products and services which were provided 

by Western Electric but which did not involve manufacturing by it. 

This witness concluded that, as a praetical xcatter, Pacific could not 

duplicate the services which it now receives from Westerno- The study 

indicated that if Pacific were to undertake its own installation, 

purchasing, warehousing, repair and salvage operations, the cost 

would .. far exceed t.~t which is now incurred. Further, Pacific would 

lose the. advantage of deferring income taxes on portions of ce~italized 

cl'largcs uncier the Bell System . consolidated returns. 

In addition to the four witnesses presented by Pacific, 

't-J'itness Jizmagia:o. was made available for c:oss·-ey..omination at the 

request of the Commission staffo 'that witness was in charge of a 
pricing study prep.ared by a consulting firm, which stuc1y had been 

used by Witness Mobraaten as the basis for some of his conclusions. 

The Commission staff presented information on Western 

Electric through two witnesses: Witness Gibbons> an acco~tant in 

the Finance and Accounts Division, and Witness Hoem.axl, an engineer 

in the Utilities Divisiono There apparently was some misunderstanding 

~:garding the previously quoted findings in Decision No. 76726. 

Despite the finding in 1970 in that decision that Western Electric 

prices to Pacific had been fair and reasonable, the staff deducted 
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some 47 million dollars from presently surviving plant installed 
prior to 1968 as though Western Electric prices to Pacific had not 

been fair and reasonable. This was calculated by allowing for Western 
Electric only the rates of return which presumably would have been 
allowed over those years if it had been a telephone utili~. 

A further adjustment was made by the staff, reducing by 

about 8 million dollars the prices of plant installed between 1968 

and 19700 This was calculated by allowing for Western Electric only a 

6.3, 6.9 and 7.7 percent return on net investment respectively for t:he 
three years on services and cupplies and an 8.5 percent return on 

manufacturing operat1ons 1 in lieu of the lO.l percent composite.re-
turn which the staff estimates!! was earned during dbat period. 

Counsel for the Comission staff contend 1:ha.t the staff, in 

determining Pacific's rate of return for the test year 1970, could 

reasonably have continued to make an adjc.stment t:o disallow any 

Western Electric charges through the year 1970 wh~ch resulted in 

earnings to Western Electric that exceeded the rate of return allowed 

Pacific, despite the. findings in Decision No. 76726. The arithmetical 

computations for such further adjustment are included in Exhibit 

No. 65. Witness Hoeman testified that, if he were the eXpert: witness 

on a reasonable rate of return for Western Electric, he, too, would I 

favor limittng the rate of return to the le\-els allowed Pacific over 

the years. Staff counsel also state that the method- actually adopted 

by the staff in dete:mining the :rate of return for Pacific 1:0. the test: 

year 1970, insofar as it relates to the Western Electric adjus~t, 

1/ EXhi51t No. 65 1 'table 6-c, sheet 2, ~olumn C
1 

L:Lne 18. 
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also will protect the public. that method treats Western Electric 

as though it were a public utility telephone company with a public 

utility telephone company capital structure prior to 1968 .and tr':3ts 

Western El.ectric as though it were a publiC utility telephone company 

with a manufacturer's capital structure for 1968·, 1969 and 1970. 

The Cities of Los Angeles, San Diego, San Fr.mcisco:r ,nnd the 

General Services Administration indicate in their briefs that they are 
in geueral agreement with the recommendations of staff witness Gibbons 

that the Commission ignore, or at least modify, its previous findings 

in Decision No. 76726·. 

We Will first discuss whether or not there should be any in-

consist~cy in treatment ?f Pacific's plant installed in various years 

insofar as review of Western Electric earnings are concerned. The 

findings in Decision No. 76726 constituted a change in regulatory 

concept from what had previously been utilized. Historically, other 

changes in regulatory concepts have been reviewed and revised from 

time to time by the Commission. For example, after 1:he CoDmlission dis-

continued the allowance in rate b'tlSc of "present market value". of land 

used by California utilities, all land was included in a utility's 

rate base at original cost regardless of the fact that some of the 

land had been appraised in earlier proceedings at other than original 

cost. Also, after the use of an undepreciated rate base with sitaking-

fund depreciation was abandoned by the Commission in favor of a de-

preciated rate base, generally with straight-line depreciation, the 

plant was not segregated even though some of the plant had previously 

been allowed in the rate base at its full undepreciated original cost. 

Similarly, it would not be appropriate to consider that Western 

Electric was a manufacturer in some years and not in others. Uniform 

erea~nt of rate base items of various vintage years for setting 

future telephone rates is appropriate and does not eons tLtute retro-

active rate making. 
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We have already determined in Decision No. 76726, thet 
Western Electric prices to P8cific for monufactu=ed items were 
reasonable prior to that decision. The datu upon which that find~ng 
was made covered pr~ar1ly the period 1946 through 1967. Most of 
PacificTs then eXisting plane had been installed or acquired within 
that period. 

The Commission intends, as stated in Decision No. 76726, 
to maintain continuing surveillance over the prices subsequently 
charged Pacific by Western Electric, to be sure that they remain 
reasonable. For that purpose, Pacific brought up· to date through 
the year 1969 in Exhibits Nos. S, 5-A, 5-3· and 5-Cmaterial which 

previously had been presented on comparative earnings. By means 0: 
compar1sons s1milar to those made in Case No.. 8858:,. this upclated 

information shows that, in the performance of m.a.nufacturingfunetions,. 
WesteTn Electric's prices to Pacific andWestern~s earnings on sales 

of manufactured goods to Pacific from 1946 through 1969 have been 
fair and reasonable when compared with the earnings of manufacturing 

companies. Similar comps't'stive data for 1970 were not av8ilable at 
the time the exhibits were presented but, for the purposes of this 
proceeding, it is reasonable to assume that no significantly different 
conclusion would have been reached for the plant installed from 1946 
through 1970. 

In DeciSion No. 76726, the Commission discussed Western 
Electr1c 1 s weighted average profits on Bell System sales and its 
weightea average corresponding return earned on net investment and on 
equity capital since 1946. That evidence was included in the data 
conside't'ed by the CommiSSion in arriving at its finding that Weste-rn 
Electric prices and profits, es of that timc~ had not been excessive. 
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The following Table III shows those statistics and comparable later 

data covering the period 1946 through 1969 presented in Exhibit 
No. S-B in the current proceeding: 

TABLE III 
Comparisons of Western Electric Profits & Earnings 

on Bell System Sales 
Item c. 8858 A. 51774 -

Profits on Sales (Markup) 4.8% 4.91-
Return on Net Investment 9.1'. 9·.21. 
Retu~ on Equity 10.1% 10.2% 

Two important factors relating to the return that investors 
in an enterprise, regulated or not, reasonably expect to· earn are 
risks inherent in the type of operation and risks inherent in the 
capital structure. These factors are separate but interrelated. 
For example, an enterprise with operations entailing widely fluctua-
ting profits might adopt an extremely low debt ratio to avoid having 

profits in poor years completely wiped out or drastically reduced in 
covering interest charges. In general, a higher than average com-
posite of the two types of risks warrants a higher-than-average 
expected return. 

Even if two enterprises have similar risks i't1herent in 
their operations and similar capital structures, they Will not 
neeessarily realize sim1lar earn1ngs levels. In 8 competitive 
Situation, 1ncent1ve and reward for a more efficient management of 
an ente~r1se is provided by the greater earnings which the enter-
prise is able to ach1eve as compared with the earnings of a less 
efficient competitor who charges a similar pr1ce fer his product or 
service. In the case of a regulated ~tility in California, incentive 
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and reward for 4 more efficient management of an enterprise is 
per.mitted by Section 456 of the Public Utilities Code, which 
provides: 

"Nothing in this part shall be construed to 

iroh1b1t any pub11c utility from profiting 
o the extent permitted bv the eommis$ion rom any econom1es, ettic~enc1es, or 1mprove-

~ents which it may' make, and from distributing 
by way of div1denas~or otherwise disposing ol:, such p:rofits. -.a.ne commission may make ~r 
permit suCh arrangement with any public utility 
as it deems wise for the purpose of encouraging economies, efficiencies, or improvements ana 
securing to the public utility making them such portions of the pro£1tf, thereof as tfie commission determines. r 

The intent of Section 456 also should apply to an affiliate 
of a CalifOrnia utility_ It is quite possible that the risks 
inherent in the manufacturing operations and in the service and 
supply operatiOns of Western Electric are not quite as great as the 

operating risks of some of the manufacturers used in the comparative 
data presented in this proceeding_ There is no que$t1on, however, 
that the capital structure of Western Electr1c 1& s:lmi1ar to that of 
manufacturers. there 'is also ample evidence that Western Electric 

has been Operated in an extremely efficient manner, as compared. with 
other ente~rises_ Considering the risks and efficiencies of Western 
Electric's total operations, we deem it reasonable for Western . 

Electric to have earned the returns it realized from 1946 through 
1969. No adjustment to the prices charged Pacific for products an4 

services during that period is ~8rranted. 

Further tests of reasonableness are appropriate in review-
ing the manufacturing functions and the service and supply functions 
performed by W'este-rn Electric. Also, although manufacturing is not 
a normal function of a utility, such service and supply funct10nsas 
purchasing from other manufacturers, storekeeping, installing, 
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repairing and salvaging are normal utility functions. Even though 
Western Electric did not earn an unreasonably high return on its 
opeTstions, a downward adjustment in prices charged would be 
appropriate if Western Electric prices for 'menu£actured products 
were higher than s~ilar products manufactured by' others or if 
Pacific could perform the service an4 supply functions at lower 
cost than the charges by Western Electric. Exhibits Nos. 7 and 7-A 
show thet Western Electric prices for manufactured products are 
overall about 60 percent of the level of the lowest general trade 
suppliers. Exhibits Nos. S and 8-A show that it would cost at least 
$14,500,000 more per year for PaCific to duplicate the service snd 
supply functions now perfor.med by Western Electrlc_ These exhibits 
confirm that no adjustment to Western Electric prices for manufac-
tured products or for services and supplies is warranted at this 
time. No adjustments to expenses or rate base for Western Electric 
charges are adopted in Table II. 
Taxes Other Than on Income 

PayrOll taxes paid by Pacific in 1970 were lower than had 
been estimated by either Pacific or the staff. Ad valorem taxes, 

on the other hand, were higher than had been estimated by either 
Pacific or the staff. In the absenee of some reasonably well-defined 
trend in such items, the laeest experienced tax rates and assesDments 

are utilized in a test year. In this case, the actual 1970 taxes are 
k.."'lown and thus are adopted in Table II. 

The effect of the change to the Ozark P'-an is to allOcate 
more of this group of taxes to interstate operations. PaCific's 
estimate of the change in allocations based upon 1970 levels of 
operation, is core reasonable for the test year 1970 than is the 

staf£T s comparable estimate besed upon 1971 levels of operatiOns, and 
is adopted in Table II. 

-31-



A. 51774 et·al. EK 

Income Taxe~ 

The various differences between revenues and expenses 8S 

estim&ted by applicant, 8S actually occurred, as estimated by the 

staff and as adop:ed 1~ Table II affect the amount of tsxable income 

and corresponding income taxes. A further " difference in state 
corporat1on franchise tax results from the Staff'3 assumption of s 

single-company tax return for Pac1fic rather thsn the consolideted 

return re~red by state tax authorities. 

In Deeision Noo 76726, the Commission found: 

f18·. '!'he payment by respondent of its California 
Franchise Tax upon a consolidated return basis 
With American Telephone and Telegraph Compe.ny and 
1ts aff1liates does not necessarily under all 
Circumstances impose any additional burden upon 
CalifOrnia ratepayers over an4 above the burden 
which would be imposed if respondent computed and 
paid its Celifornia Franchise Taxes· on Q separate 
re~urn basis and may in fact benefit California 
ratepayers unc:!er some circumstances. TT 

In that same decision, the Cocun1ssion also discussed 

benefits to Pacific's customers from the filing of consolidated 

income tax roturns~ which benefits sometimes more than offset any 

disadvantages resulting from the f111ng of consolidated state income 

tax returns. Even without considering those offsetting ~dvanteges~ 

the state oorporat1on franchise tax would be about 5 million dollars 

lower under a consolidated return than on a separ&te return basis, ~t 

the level of telephone retes authOrized herein. The reverse wac true 

under present telephone rates~ which reaulted in state corporation 

franchise taxes about 3 million dollars higher ur.der the consolidated 

return than if a separate return ht:d been permitted. This seem:f.ng 

~neonsistency is dU2 to the ~pplic~tion of the ~locat1on formula 
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used by state taxing authorities, which results in 8 lower effective 

tax rate on incremental increases in Pacific's gross revenue than for 
the initial taxable revenue. 

The state corpora~ion franchise tax adopted in Table II 
reflects the use of a consolidated return. This results in sllcw-
ances under the increased telephone rates authorized herein which are 

in line With actual tax liability. The use of a hypothetical separate 

return for State corpOration franehise tax at this time would result 

in allowanees of greater taxes for rate-msking purposes than the 
actual tax liability. 

In Exhibit No. 66, the staff developed Pacific's revenue 
requirement on the basis of nnorma11zstionn of both federal and state 
:tncome taxes rather than to Uflow-through ff the lowering of current 

tax payments resulting from use of accelerated depreCiation on income 

tax returns. This is in conformity with the treatment specified in 

Interim Decision No. 77984, dated November 24~ 1970 herein, for 
federal income taxes. The adoption in :hat decision of the normal-
1zation basis for federal income taxes is based upon changes in the 
Federal Laws. 

If Pacific were to adopt "flow-throughn accounting for 
state income taxes using accelerated depreciation, it would not 

appear to be in compliance with the prerequisite in the Internal 

Revenue Code that s taxpayer such as Pacific must use the ~normal­
ization method of accounting" to qualify for the use of accelerated 

depreciation for federal income tax purposes. In any event, the State 

income taxes are a relatively ~al1 portion of total income taxes paid 

by Pacific:. Under these circumstances it 1s not warranted to. consider 
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,; 

diffe-rent accounting and rate-making treatment fOr'state than for 
, 

federal taxes. We f1nci thst the staff was corredt in basing its 

cleteminat10n of revenue r~qu1rement, in, Exhibit', ,No. 66 on the use 
;", " '"I ,.:, • 

of normalization fo;'both state aod federal 1n~ome taxes. This 
" t "" 

avoids the POssib1li~y of jeopardizing the mu~~ larger feciersl income 
tax deferrals •. 

,i 

The effect on intrastate income taXes of the ~h2n8e to the , ' , 
Ozark Plan at a ;g1ven level of grOs.s reven~~s is t,o increase those 

, . 
taxes. 'l'h1s is ,.clue to the loWer intrastat'e expenses other I th/ln 

I ," ,I,:~ .. ' . .. . ' 

income taxes and'the resulting higher taxable intrastate income. 

The change in income taxes due to the Ozark Plan adopted in Table II 

is consistent ~~th the changes in othe~ expenses adopted in t~t 
table. 
Rate Base 

The telephone plant installations by Pacific during 1970 
were somewhat greater than had been estimated by either Pacific or 
the st8ff. This accelerated level of plant installations wes 

discussed herein under "Serviceff • As stated in that discussion, we 
are still of the opinion' that the higher rate of plent improvement 

is important in maintaining adequate safety margins which will a~o1d 
deterioration of telephone service. The actual plant installations 

are 1ncluded 1n the 1970 ~verage plant adopted ir. Table II. 

The bas1c difference between the worl<1ng cash allow~ces 
, , 

estimated by Pacif1c ane tile staff is in PacifieTs use of the "retail ff 

method and the staff's use of the "cost'n' method" UndG+r the retail 

method, conside~etion is g~ven to the aversge lag in ~ece1ptof 
revenues, including the portion of thOse'revenue~ 3ssig~bLe as 
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earnings on net investment. Under the cost method, eons1derntion is 

given to the lag in receipt of the portion in revenues which is 

assignable to covering expenses. In daveloping working cash nllow-

ances in prior d~eisions, the Commission has almost invariably not 

considered the disadvantage to' stockholders which results from delay 

in receipt from eustomers of the eQ~ngs portion of revenues nor 

has the Commission considered the 8<tlantages to stockholders wh1ch 

result from sny receipt from customers of the bond interest portion 

of revenues in advance of the actual payment of such inte:est. 
Unless and until proven not appropr1ate~ we will adhere eo the cost 

baSis utilized in prior proceedings for ~ork1ng cash allowances. 

The average depreciation reserve deductible from plant in 

dete~in1ng rate base w~s greater than had been estimated by either 

Pacific or t~ staff. Consistent with the adoption of: actual plant 

additions in 1970, the actual depree111t1on reserve is adopted in 
Table II. 

The average level ofPacific Ts materials and supplies on 
hand during 1970 was considerably higher than the amounts included 

in the estimates of Pacific and the staff. Exhibit No.1 includes 

the statement> however~ that Pac1f1c Ts estimate waG not based upon 

any detailed special studies Or projections. Exhibit No. 61 includes 

the statement that the staff adopted Pacifie Ts estimate for 1970' as 

reasonable. From a review of the fluceuat10ns in level of materials 
and supplies from 1966 through 1969> as set forth' in Exhibit No .. 12, 

it can be seen that during years when plant additions were being held 

to a lower level" the 8vere.ge materials and supplies on hand .a.\so was 
lower, Conversely, when plant additions were 1nst611ecl at,an 
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accelerated rate, the aver.age materials and supplies on hand 

increased. The higher level of materials and supplies which actually 

prevailed in 1970 appears to be related to the plant improvement 
program d~$eussed herein under nService" and 1s adopted in Table II. 

As discussed her~in under ~Expenses", the effect of the 

change to the Ozark Plan estimated by Pacific is more appropriate 
than that of the staff. This is reflected in the rate base adopted 
it:. Table II. 
Pro Foma Rate Base 

In Exhibits Nos. 75 and 102, Pscific includes alternative 

1970 results of operation using a weighted average rate base and a 

year-end rate base. Pacific contends that the use of e year-end -

pro forma rate base 1s justified in this proceeding to offset the 

erosion of rate of return which 1s the inevitable effect of infla-
tion. Pacific points out thet the Commission frequently has made 

an allo~e in rate of return to take care of anticipated attrition 
in earnings which results primarily from inflation. 

~e do not agree that the use of a year-end rate bese 
necessarily is appropriate. For example, if 811 of the capital 

additions installed by a utility during the year are directly 

related to proViding seTVice to new cUstomers, the additional net 

revenues to be received from those new customers normally should also 

be reflected in the test year if a year-end rate base is to be used. 

On the other hand, we often have utilized a rate base which was 
higher than either a weighted average or a year-end rate base when 

installation of non-revenue-produc1ng plant is imminent. In such 

cases~ the additional plant would be completed before or soon after 
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the new utility rates oecame effective. Not only would there be no 
offsetting additional net revenues available to offset the higher 

investment, there would be additional expenses. Unless the non-

revenue-prOdue1ng plant and related depreciation expense and taxes 

were r.rolled baek~ into the test year, the utility would never 

schieve the rate of return found reasonable by the Commission. 

To determine the r4te of return for the test year 1970 for 

rate-making purposes we Will consider how much 6ddi~1onal non-
revenue-produeing plant Will have been installed by the approx1ma~e 

~iGPoint of the first 12 months that the new telephone rates have 

been in effect. Undisputed testimony of PacifieTs vice president 

in charge of operations shows that sbo~t 75 million dollars of 1970 

capital expenditures and 80 million dollars of 1971 capital expendi-
tures are essentially non-revenue-produeing. Only about half of 

those 1970 expenditures and none of the 1971 expenditures would be 

reflected in a weighted average 1970 rate base and corresponding 

r.et revenue. When we ffro11 backff into the 1970 test year all such 
non-revenue-producing plant that will heve been installed by ~he 

end of 1971, including the effect of additional depreciation 

expense and additional ad valorem taxes, offset in part by lower 

income taxes which result from the higher assumed expenses and bond 

interest, the end result' should be reasonably close to the retu:n 

waich will be realized by Pacific during. the first 12-month period 
thnt the new telephone rates ere in effect. 

The return on this pro forma basis is shown at the bottom 

of Table II. Details of the effect of the roll-back of non-revenue-
producing plant are ~hown in the fol1ow1ng Table IV: 
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TABLE 11: 

ROLL-BACK OF PLANT ADDITIONS 
Item -

1970 Wtd. Avg. Rete Base 
1970 Pro Forma Addit10ns 
1971 Pro Forma Additions 

1970 Pro Forma Rate Base 

1970 Net Revenue for Wtd~ Avg. Rate Base 
Adjust for Depreciation Exp. @ 5.4% (0) 
Adjust for Ad Valorem Taxes @ 2.7% (b) 
Adjust for Income Tax Effects 

1970 Pro Forma Net Revenue 
1970 Pro Forma Rate of Return 

(a) EXh. No. 12, Pg. 14-17 
(b) Exh. No. 12, Pg~ 12-6 
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3·,423.1 
37.5 
80.0 

3,540.6 
208.4 

(6.3) 
(3.:) 
6.5 
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Long-Term Construction Plans 

One customer challenged the level .of plant additions' which 
Pacificts management estimates will be installed during the next 

decade~ Detailed correlations of past plant construction, corres-
ponding Customer growth and other growth factors were presented by 

this witness to show that:. the projected rate of plant expansion 
is much greater than in the past. 

this witness has overemphasized the importance of the 
long-term construction prognostications. We are not attempting to 
set rates for the next decade. We do hope to set rates wbich will 

permit Pacific to earn, during the next few years, the rate of 
return found reasonable in this proceeding. We have not included 

in the test year 1970 the large plant expansion estimated by Pacific 

througb the next decade. thus, if Pacific's long-term projections 
are either overstated or understated, this would have no significant 
effect on the test year results. Further, even if there is not as 
great a need as now expected for external financing of the long-term 
construction program, this does not mean that the investors who have 
provided the funds for the existing plant are not entitled to a 

reasonable rate of return. 

It is essential, however, as we indicated in the discussion 

of "Service",. that Pacific not relax its efforts to avoid deteriora-
tion of service, and tb.at it comply with the order to install plant 
additions at the rate of at least $750,000,000 per year for the 
next three years. 
Ra.::e of Return 

Evidence and testimony concerning the rate of return which 
Pacific should be allowed to earn were presented by PaCific, the 
COmmission staff and the City of Los Angeles. The following table V 
shows a comparison of the various recommendations: 
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~ 

On Equity 

Maximum. 

Minimum 

On Rate Base 

Maximum 

Minimum. 

JR 

Table V 
Rate of Return Recommendations 

Recommended Return 
Pacific Staff L.A. -
12.75% 
10.75 

9.50 
8.50 

9.50% 
8 .. 85 

7.85 
7.50 

8.931. 

8·.80 

7.50 
7.50 

Pacific's witness on rate of return employed three 
approaches to show earnings of other enterprises in comparison with 
earnings he recommends be allowed Pacific. These approaches are 

(1) comparisons of risks of the telephone business as compared with 

risks of electric utilities and industrial corporations~ (2) com-
parisons of earnings of companies having capital structures similar 
to that of PacifiC, and (3) a determination of the return sought by 

investors in general. 
In the first approach, Pacific's witness showed that the 

yield of Pacific's bonds, those of Moody's "All" Electric Utilities 

and those of Moody's "A" Industrials were quite comparable. This. 
information, coupled with a showing that PacifiC's debt ratio was 
higher than those of the industrials and lower than tbose of tbe 

electric utilities, led him to the conclusion that, at least in the 
eyes of the bond purchasers, the risks xelated to operation of 
telephone utilities fall somewhere between the risks inherent in 
the electric utility operations ane; those of industrial corporation 
operations.. His summaries of the earnings of the 50 largest electric 
utilities and the 50 largest industrial corporations then determined 

his recommendation of rates of return. 
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The rate of return witness for the City of Los Angeles 

contended that Pacific's showing on comparative earnings of telephone 

utilities) electric utilities and industrial corporations is invalid 

in that: (1) Comparative earnings data for the years 1964 to 1968 
show electric utility earnings at a higher level than industrial 

I 

corporations) contrary to pacific's assumption of correlation of 
risk and return on equity, (2) the operation of a Bell System tele-

phone utility entails no greater nor significantly different risk 

than the operation of an electric utility, (3) earnings of industrial 
corporations are not valid criteria for determining the proper level 

of tel(!phone utility earnings) (4) Pacific did not give any consid-

eration to th,~ in~lerse relationship between return on equity and 

equity r~tio, and (5) there are significant differences between 
Pacific and the 50 largest electric utilities as to size and as to 
type of :egulation. 

In the second approach to comparable earnings,. Pacific's 
witness determined that the current common equity earnings level of 
companies having a similar capital struct~e to that of Pacific is 

about 11 ... 3/4 percent. Various opposing parties consider this 
approach invalid because it treats only with the portion of risk 

related to capital structure and does not consider the portion of 

risk related to the types of operations. 
In the third approach to comparable earnings, PacifiC's 

witness first established a recent S ... year average of 6.5 for the 
percentage of Pacific's dividend to average book value. He then 

estimated that a 5.3~pereent growth in earnings w~s expected by 

investors as evidenced by :he a~nual percentage ~~crcase in ea=niegs 
per share experienced by large utilities, banks and industrial 
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corporations over a recent lO-year period. From these figures, be 

estimated'that 11.8-percent return is required to meet Pacific's 
equity investor expectations. 

As pointed out by several of the parties, the rationale 

for this third approach is not elear. The percentage of Pacific's 

dividend to book value is a function of pacific's percentage payout 
policy and this is controllable, within limits, by Pacific f s manage-
ment. the annual rate of growth of earnings per share of other 

corporations also is dependent upon the poliey of those corporations 

regarding the percentage of earnings to be retained and reinvested 
in plant. In any event, adding the two percentages does not appear 

to have any relevancy to the return on equity expected' by investors •. 
The witness on rate of return representing the City of 

Los Angeles presented rebuttal testimony pointing out alleged 

defects in the approaches used by Pacific's witness on rate of 

return. Some of the principal contentions raised in this portion 

of the presentation of the City of Los Angeles are: 

1. Comparison of Pacific's rates to the rising 
pattern of the Consumer Priee Index and to 
the rising level of Pacific's plant investment 
is an oversimplification. 

2. Pacific's projected estimates of increases in 
future embedded cost of debt are overstated. 

3. Pacific's th:ee approaches to 8 reasonable 
return on equity capital produce results 
which exceed the returns recently allowed 
Bell System telephone utilities by this ~nd 
other regulatory commissions. 

4. Comparisons with earnings of industrial 
companies have been rejected in the past 
by regulatory commissions. 

5. Pacific has not substantiated its allegation 
that risks of telephone utilities are greater 
than those of electric util:Lties. 
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6. Historical levels of dividends and earnings 
per share are not.pertinent to a determination 
of reasonable rate of return. 

7. Pacific docs not give adequate recognition to 
the significance of its relatively high, equity 
ratio as it affects the rate of return to be 
allowed on equity eapital. 

8. Paeifie does not give recognition to the rate 
of return consequences of its affiliation with 
the Bell System. 

9 •. The fact that Pacific's interstate earnings are 
. bigher than intrastate earnings should be 

recognized in comparing overall returns realized 
by. Pacific with those of other entities. 

In de~e~oping a recommendation on rate of return, the 

witness for the. City of Los ~scles started with the'6.9-~ercent 
return found reason.a.ble for Pacifie in Decision No. 74917. By 
substituting the recent level of embedded cost of debt for the 

embedded costs unde~lying the 6.9-percent return in Decision No. 
74917, and holding constant the allowance on equity, the witness 

derived an updated return of 7.31 percent on total capital. Based 

upon the nominal inerease in return on equity actually experienced 
by other Bell System operating companies in the pase few years, 
the witness added only 0.04 pereent to overall rate of retu-~ for 
increased allowed. earnings on equity, raising the updated return 

recommendation to 7.35 percent, rounded upward to 7.4 percent. He 
then added 0.1 percent to· give recognition to' the effeet; of.:addi-

tional debt financing which was imminent but not yet effected at 
the time he prepared his exhibits. His final conclusion thus was 
for a 7.5-pereent return on intrastate rate base., .. 

The Commission staff witness on rate'of return did not 
use a "comparable earnings" approach in determining his recommenda-
tions. He stated that such an approaeh· involves the measurement 
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of risk bett~en companies or groups of companies and. t:bat there is 

no known f~rm\lla by which risk can be measured •. He did, however, 
give consideration to the earnings of the various Bell Systems sub-
sidiaries, of the General Telephone companies and of several tele-
phone holding companies, because he felt there are elements of com-
parability between such companies and Pacific. . In addition, he 
testified that he exercised his informed judgment in view of the 
needs, circumstances and risks peculiar to· Pacific. He considered 

many items, some of which. influenced his judgment positively (higher 
return) and some of which influenced his judgment negatively 

(lower return). 

Those items which he considered. positively inelude (1) 
Pacific's capieal structure, (2) the growth potential in Pacific's 

service are~ (3) the trend toward higher debt cost, (4) Pacific's 
continuing need for large amounts of external financing, and (5) 

the effects of continued inflation. 

Those items which he considered negatively include (l) 
Pacific's large size, (2) competition as compared witb a captive 
market, (3) importance of the service to the public, (4) tbe genera-

tion of internal financing, (5) the upward trend of Pacific's 

earnings over the last four years, and (6) Facific's affiliation with 
AT&T and the control exercised by that parent company. 

The staff witness testified that be bad given consideration 
to the various positive and negative factors in arriving at his 

recommendations but had not assigned any specific quantitative value 
to each factor. His final conclusion was that a rate of return on 

common equity within the range of 8.85 to 9.50 percent is reasonable 

and that the corresponding range of return on rate base would be 
7.50 to 7.85 percent •. 
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Pacific developed, througb cross-examination of the staff 

witness, that some of the negative factors which the witness con-

sidered in arriving at his recommendation are common to most tele-
phone utilities. the same may well be true of some of the positive 
factors. Since the witness had first investigated the range of 

returns of other telephone companies as compared with Pacific, some 

of the positive and negative factors may not be valid in such 

comparisons. Inasmuch as the witness was not able' to provide even 
a rough estimate of the relative weight given to' each positive and 

negative factor, it is difficult to determine what the effect would 
be if we disregarded any specific factor for comparative purposes. 

The subject of rate of return was discussed in considerable 
detail in Decision No. 74917. Most of the general discussion therein 
would apply equally well to the current proceedings. It need not 
be repeated herein in its entirety but p.'lrt of the discussion is 
so apt as to warrant duplication: 

"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 devolves upon the judgment of the Commission, 
after weighing ,the evidence presented by all of 
the experts who, by their testimony, r.ave sought 
to advise the COmmiSSion, to determine and to set 
a fair and reasonable :ate of return for the 
applicant~ The testimony 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." 

After careful review of all of the evidence presented 

by the various witnesses on rate of return, we are of the opinion 

that a return of from 8.50 to 9.50 percent on rate base and a return 
of from 10.75 to l2.75 percent on equity, as rec~ended by Pacific's 
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witness would be excessive. On the other band, we are convinced 

that the 7.5-percent return on rate base recommended by the witness 

for the City of Los Angeles would not be adequate. We consider 

a 7.8S-percent return on rate base and a corresponding, return of 

about 9.50 percent on common equity to be reasonable. These 

returns are within the ranges rec01'mllended by the Commission staff. 

In prior decisions the Commission has been somewhat critical 
of Pacific's keeping its debt ratio, below 40 percent. Since the 

last rate proceeding, Pacific has taken steps to increase its 
debt ratio, which is expected to be over 43, percent by tbe' end 
of the year. The higher debt ratio provides advantages to customers 

resulting from the reduction of Pacific's income tax included in 

expenses. It also provides benefits to equity stockholders result-

ing from the leverage of a slimmer equity. To the extent poSSible, 

consistent with maintaining the high rating of PacifiC's bonds, 

and dependent upon market conditions at the time of issuance of 
additional securities, we would like to see Pacific maintain the 
higher debt ratio or even increase it somewhat. 
Revenue Reguirement 

In order to produce a 7.8S-percent return on rate base 
for the test year 1970, Pacific's gross revenues after toll settle-
ments with th~ independent telephone companies must be increased 

by 143 million dollars. Ihis is an increase of 9 percent over the 
corresponding gross revenues under present rates_ 
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In deriving the required gross revenue increase, we 

have not used the net-to-gross multiplier derived by the staff 
in Exhibit No. 66. the staff figure does not give recognition 
to the expiration of tbe federal income tax surcharge nor to 

the lower effective state corporation franchise tax rate on incre-
mental income resulting from the consolidated Bell System returns 
re~~ired by state tax authorities, as hereinbefore discussed. We 

have given recognition to a somewhat higher level of uncol1eetibles 

than estimated by the staff, as indicated by the actual 1970 expe-
rience'of Pacifie. Consistent with the rejection of the percentage-

. . 
of-revenue basis for allowable license contract payments to AT&T, 
we have not included.any factor for increases in this item. The 
end result adopted is a net-to-gross multiplier of 1.967, rather 

than the 2.135 derived by the staff. The lower multiplier results 

in a lesser increase in rates. 

Rate Spread 

After determining the revenue increase required to pro-
duce a reasonable return, we are always faced with the problem of 

deciding the proportions of the increase to' be derived from the 
I 

various telephone and related services provided by, and the various 
geographieal areas served b~ the utility. In such determinations, 
consideration must be given to many factors and objectives, some 

of which are conflicting. For example, it is desirable that rates 
for each type of service support the full allocated costs and 
investment related to the services, but rigid adherence to this 
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principle could result in some charges which exceed the value of 

the service. If those services are then no longer used by signifi-

cant numbers of subscribers, this works to the detriment of all 
subscribers due to the red1.!ced sources of revenue to' cover fixed 
costs. 

In Exhibits Nos. 99' and 100, respectively, Pacifi~ and 
the staff set forth recommended rate spreads at various levels of 
increased revenues. In general, Pacific recommends obtaining most 

of the increased revenue from increases in rates for basic exchange 
service. the rest of the required revenue increase would be derived 
from an increase in message unit rates and increases in some of the 

rates for miscellaneous service and equipment, offset in part by a 

reduction in some toll rate$. -
In contrast to tbis, the staff recommends obtaining less 

than half of the increased revenue from increases in rates for basic 

exchange service. The rest of the revenue increase would be derived 

from increases in message unit rates, miscellaneous service and 
equipment rates and toll rates. 

Pacific's principal stated reason for increasing basic 
exchange rates and reducing toll rates is to eliminate or at least 

reduce the disparity between interstate and intrastate toll rates 

for calls of equal mileages. This disparity was criticized by 
several of the public ~tnesses in these proceedings. Recent increases 

in interstate toll rates have reduced the disparity, however, and it 
does not appear reasonable to obtain as much of the required revenue' 

increase from basic exchange services as is recommended by Pacific. 

On the other hand, too great an increase in toll rates could dis-
courage toll use and ultimately be to the detriment of all telephone 
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subseribers. We have adopted what we feel is a reasonable middle 

ground between the reeommendations of Pacific and the staff. This 

results in the distribution of the required increase in revenues, 
after settlements, as shown in the following Table VI: 

Table VI 
Sources of Increased Revenues 

Rates Millions of$. 
Basic Exchange $ 87 Message Units+ 27' 
Miscellaneous & Supplemental: 

Increases $- 12 
Eliminate Color Charges (2) 

Net Increase 10 
Toll: 

Increases+ 21 
Settlements (6) 

Net Increase lS 
Adjustments: . 

Conversion of 7 & 8 MMU to Toll# 4 
Credit for Toll Operator Savings 4* 
EAS Settlements (4) 

Net Adjustments 4 -Total $143 
* Savings estimated by staff, resulting from reduced 

operator handled calls under type of toll rates 
authorized herein, with f~1l flow-through of those 
savings to Pacific's customers. 

+ After conversion of 7 & 8 MMU to Toll. 

4ft 'Effect at present rates. 

Basic Exchange Rates 

Having determined, as shown in Table- VI, that approximately 
87 million dollars of the :evenue increase is to be derived from 
increased basic ey'c~1ange rates, we must £~rther deee=mine how this 

increase is :0 be spread among the various geogra~h!eal areas ~nd 
various types of service. 
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Pacific and the staff both concluded that there should 
no longer be a differential in basic ratQ levels between San Diego 

and Orange County EAS rates which have resulted in higher rates for 
Orange County_ The C:U:y of San Diego presented testimony and 

arguments showing that San Diego rates historically have been at 

times less than and at times more than Los Angeles and San Francisco 
rates, but that a reasonable balancing of the many considerations of 
cost and value of service calls for uni£Orm rates in the three areas. 
The california Farm Bureau Federation extends that conclusion on a 

statewide basis, citing that value-of-service factors for given 

geographical areas, such as station availability, tend to offset 
cost factors such as relative rates of return obtained from telephone 
operat·ions in those areas. The City of Sacramento argues that sub-

seribersin the suburbs of Sacramento should pay higher rates tcan 
those in the ci1:y, but we can reasonably assume that the Cityo£ 

Sacramento would not object to tbe removal of the present rate dif-
ferentials which have resulted in higher rates for Sacramento sub-
scribers than for those in other large cities such as San Franeisco~ 

Los Angeles and San Diego. 

MOst of Pacific's present basic rate differentials between 

geographical areas in the state stem from efforts to more nearly 

equalize ra1:es of return acbieved by Pacific in those areas. As 

pOinted out by the Farm Bureau Federation~ perhaps too much emphasis 
has been placed upon cost of service as opposed to value of service. 

For example, within anyone exchange there may be wide 

variations in theoretical ~ost of similar services, due to the rela-

tive proximity of subscribers to a central office, tbe age of the 
telephone instrument and connecting lines and many other items of 
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expense and ra':e base. In lumping together all customers in a 

given geographical area for the purpose of ehecking rate of return, 
we tc~d to average out the variations within the particular. area. 
If we were to adopt a $'tatewide level of basic rates, we would merely 
be averaging out the variations over a larger area. 

Subject to review and modification in the next rate pro-
ceeding if unanticipated adverse effects are experienced, we consider 

, . 
it :ca$ona~le in this proceeding t~ establish uniform basic· rates 
throughout Pacifie's territory except that, in areas where optional 

measured bUSiness rates are not yet available, business rates for 

l-party fl~t r~te, 2-party flat rate, PBX trunk flat rate service 

aud Semi-pUblic coin box service will be lower than in a=eas where 

optional measured business rates are c.v.:liloilble. Those basic rates are 
set forth in the follOwing Table VII. Ther~ will, of course, still 
be deviations from those basic rates where toll-free calling has 
been established over extended areas and where special rate areas 

.' 

have been authorized. 
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Table VII 

Bn.sic Exchange 'RI.l.tes 

Rate -
1FR Flat-ra.te Residential (l-party) 

lMR(60) Measured Residential (l-party)¢ 

l..\fQ(20)* Li1"e~o '" 
2FR Flo.t-rate Residential (2-party) 

2MR( 60 )Mea.s'.l%'e<i Residential (2-party) 

2..V.Q.(20)* I.i1'el:i.lle rb 

4FR Fla.t-rate Re~identia.l (4-po.rty) if, 

RES-S'O'B FlAt-ra.to Residential (e-pa.rty) if, 

RES-FARML Flat-ra.te Resid.ont1al (Fa.rml1ne) r!J. 

REs-TK Rosi'<ientiaJ. Tr\mk 0 
4ZR SUO\lrbsn Residential (4-party) 0 

Present 
Ranse ~$~ , 

4 .. 65- 5.40 
3.00- 3.30 
2.25 

3.65- 4.15 

2.75- 3 .. 05 
2.25· 

2.95- 3..35 

3.40- :3.85 
1.50- 1.75 
6.95- 8.10 

4 .. 00 

Authorized 
Herein ~$2 

5.65 
4.20 
2.95 

4.95 

4.05 
2.95 
4.05 

4.;;· 
2.00 

$.45 

5.10 
1FB Flat-ra.te Business (l-party) r/J 9.00-14 .. 50 + 12 .. 50-15.65· 
1..\$(80) z.!eas'Ul'ed ~iness (l-party) 0 
1MB-FX (200) Meas'UX'Gd ~iness (For. Exch.) 

2FB FlP...t-rate Business (2-part.y) r/J. 

FB-SUB Flat-ra.te Bu5iness (8-party) 0 
BUS-FARMI, Flat-:oate ~iness (Farmline) </J. 

F'JX Flat-ra.te Business 1:r:urJl[b 

1m Measured Business Trunk 4ff> 

MTK-ADDL Meas'Ul'ed Busine,~ Trtmk (Add' 1. ) </J 

TK-FX(300) Trunk, Foreign. Exchange 

TK-FX-ADDL(3OQ) ~" For. Exch. (Ad.d'l .. ) 

SOO-?UB Semi-public Coin Eox 

4ZB Suburban Business (4-part:y) 0 

5.15- 5 .. 75 

14.00· 

6.75-10.00 

6.25- 6.90 

2.75- 3.50 

13.50-21.75 

5.15- 5.75 

2.55- 2 .. 85· 
21.00 

20.25 

J....5q- 5.15 

7.50 
* PresontlY' 30 c~lls, to bo rceuced to 20. 
# ProsontlY 2 trunks, to be reduced. to l. 
rJ l-Jhere o!!ered. 

7 .. 55, 

16.40 

9.50-12.3; 

$.55· 

4.00 

lS .. 7$-23.25 

3.75 

3.75 
2k..50 

23.75 

6.25- 7.55 

9.80 

+ The lower ra.te applies. only whore optionol mea:tured. 
busine~s ~orvice is not available. 
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Lifeline Service 

In Decision No. 74917, we established a basic minimum 

service at the rate of $2.25 per month with a message allowance 

of 30 units, irrespective of whether l-party or 2-party service 

is used, in those areas where residential message-rate service 
was then or thereafter became available, with the only restriction 
being that no more than one such service may be estnblished for 
each dwelling unit. 

Pacific proposes that the basic charge for this service 

be increased to $2.95 and that the 30-message allowance be reduced 

to zero. Individuals and groups of retired persons objected stren-
uously to this proposal. Although we agree that an increase in 

the basic charge to $2.95 is warranted, complete elimination of 

the message allowance is not. The rate authorized herein will 

reduce the message allowance to 20. 

PBX Trunks 
Commercial message rate PBX trunks are presently rated 

as follows: the first two trunks of a PBX system cost the same 

as the exchange business l-party message rate b'J.t with zero message 

allowance; each additional trunk costs one-half the rate for two 

trunks. This 2-trunk minimum was adopted apparently to insure 
adequate service on a small PBX system. This %equirement is unneces-
sary since the customer is able to order l'.S many or as few tr",nks 
as he wishes and thereby obtaln whatever trunk service q,uality he 

'Wishes. In Exhibit No. 69', the staff proposes that these trunks 

be priced at a rate equal to one-half the l-party business mess~ge 
ra~e (rounded to ~he next lower 5i) with a zero message 8llowance. 
This recommendation appears reasonable and is adopted. 
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The staff· expressed concern that, under the" present 'tariff 

provisions, a hotel theoretically could demand an, unreasonable number 

of trunks in excess of its actual needs because hotel message-rate, 
PBX trunks are now furnished at no eharge but with. a premium message 

rate of SilO The staff recommended that, consistent with the uniform 
rate for flat-rate trunks, hotel message-rate trunks be offered at 
the same monthly rate, allowance and message rate as other commercial 

trunks. We find that' this recommendation is reasonable and should 
be adopted .. 

Qptional Residence Telephone Ser~ice (ORTS) 
This service 'is an optional expanded calling area service 

available for an incremental charge 'in several exchanges of the 

San Francisco and Los Angeles extended areas.. In Exhibit No. 69, 
the staff suggests that the incremental charge for thiS service be 
increased at approximately the same percentage as tbe increase in 

the message unit rates. This charge was reviewed and increased last 

year. In view of that increase, no further increase 'is made at 
this time. 

Message Unit Service and Message Rate Service 

Both Pacific and the staff have recommended that the 

present message unit rate of 4.05i be increased to 4.5e. General 
Tel~pbon~ Company has recommended that this rate be increased to 

5i, 'Which would increase that utility's revenues from settlements. 

The staff concedes that eventually the diffc4ence between message 
unit rates and unit charges for toll ealls should be eliminated but 

recommends that full elimination of the differential not be made at 
., ..... 

this time. We concur with this recommendation, but eonsider 4.7</. 

to be .a more appropriate interim step.. Consistent with this" the 

rate for calls in excess of the allowance under message rate service 

also will be increased to 4.7i. 

Pacific proposes that the message unit rate for residence 
flat-rate foreign exchange service in the San Francisco Extended 
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Azea be increased from 4.0St/. to St/.. The staff concurs in this 
proposal. It will be adopted. 
PBX Equipment 

Tbis category includes PBX manual switchboards and dial 

systems, other special-type switchboards such as automatic hold 

distributors, telephone answering switchboards and associated equip-
ment arrangements. In general, the staff concurs in Pacific's 

, .. ' proposed rate increases for these categories. Those increase~ 
are adopted. 

The staff proposed that rates for noncabinet-type PBX 

equipment be decreased when such equipment has been in use f~r more 

than 5 years. Cross-examination of the staff witness on this subject 
disclosed :hat there eould be seriQus complications in attempting 

to implement this plan, espeCially wl'1ere only portions of such 

equipment have been replaced. The staff recommendation is not 
adopted at this time. 

When the rate for cabinet-type equipment was. established, 
an exception was made for a small number of customers who had this . 

type of. service but were receiving it at the lower non-cabinet 

type :ra:te. The staff recoxm.uends in Exhibit No. 69 that this exception 
treatment be discontinued and that remaining cuseomers be permitte,d . 

. ,.,. 
'. to change to noneabinet-type equipment, if they so deSire, witbou.t 

.•... 

payment of basic termination charges or installation charges, pro,-
vided this is done within 60 days after the effective date of revised 
rates in this proceeding. This suggestion appears reasonable and' 
is 3o.opted .. 
Centrex 

A lower exception rate treattolent similar to that: discussed 
under "PBX Equipment" was established for certain cabinet ... type 
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Centrex equipment. The staff recommends that this special rate 
treatment also be discontinued. This recommendation is adopted. 

Since Pacific's application was prepared, separate rates 
:: I 

for cabinet-type customer location Centrex have been established 
~ J 

at a differential above noncabiuet-type e~uipment. The staff 

concurs in Pacific's proposed ,increases in non-cabinet Centrex 
and reeommends that the differential between cabinet and noncabinet 
equipment be maintained. 'Ibis recommendation is adopted. 
Service Connection and Move-and-Change Charges 

The principal changes in these charges proposed by Pacific 
are an increase in the basic business service connection charge 

from the present $15 to $18-, an increase in the residence service 
connection charge from $10 to $13. and the elimination of connection 
charges for residence extensions installed at the time of main 
service installation. 

The staff disagrees with Pacific's proposal to increase 
connection charges and to- provide free connection of residence 
extensions when installed concurrently with main service installa-

tions. Pacific's proposal appears reasonable, however, and should 

provide a more equitable spread of installation costs. PacifiC's 
proposal is adopted. 
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Long Cords 

In 1968, the Commission ordered the discontinuance of 
long-cord "credit". Prior to that time, no installation charge was 
applicable if a long-cord customer changed residence witbin the 

same exchange. The discontinuance of this credit resulted in rather 

widespread customer dissatisfaction. Pacific now seeks to restore 

the credit for long cords and to expand it to include moves company-
.' wide. It further proposes reductions in installation charges 

for such cords. 

The staff does not concur with Pacific's proposal. The 
staff contends that cost studies show that long-cord revenues should 

be increased rather than reduced) but did not present any of those 
studies. To reduce the apparent m1sunderstanQing of subscribers 

that payment of installation charges mean that they lulve "bought" 
the long cord, the staff proposes a reduction in long-cord instal-
lation charges and the establishment of a monthly rate applicable 
to new installations. The staff contends that this proposal will 
result in long-cord revenues more nearly approaching actual costs. 

Restoration of the long-cord credit and reduction of 
installation costs as proposed by Pacific should alleviate the 
inordinate amount of customer dissatisfaction which has been 
raised on this subject. Pacific's proposal is adopted. 
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Color Sets 

'V1hen color sets were introduced some 20 years ago, the 

color charge was $10. In 1966, the Commission reduced this charge 

to the present $5. It has been generally understood that this charge 

would be eltminatcd after the proportion of black sets was sufficiently 

low as to avoid excessive black set retirements. The staff proposes 

that this charge be eliminated over the rtext: several· years by reducing 

the color charge by $1 a year until it becomes zero. Even with the 

elfmination of the charge for color sets, customers requesting changes 

of instruments from one color to another or from black to a colored 

set would still be required under Pacific's tariffs to pay for the 
change. It thus docs not appear likely that the complete removal of 

the color charge at this time would result in an excessive amount of 

black set :retirements. !he order herein removes the charge for color 

sets. 

Other M1sccl1aneous Charges 

The staff concurs in Pacific's rate proposals in the re-

mainder of the group of miscellaneous items. The rate changes 

generally give recognition to rising costs of the offerings, appro-

priate interrelationship of rates and rate history. Most of these 

rate inereases are limited to a maximum of about 2S percent. Pacific's 

proposals are adopted" 

Private Line Service 
Paeifie did not request any increase in rates for private 

line service. Pacific's witness pointed out that, even at present 

r~tes, the intrastate rates are not competitive with interstate rates. 

!he staff contends that intrastate toll private line earnings are low 

compared with total intrnstate earnings and reeetllIllends that private 

-58-



A. 51774 ct ale jmd 

line service rates be incre.cu;ed. In order not to increase me dis-

parity between interstaee and intrastate rates for this type of 

service, no increase will be authorized at this time. 
Other Changes 

In Chapters 6 and 7 of E:Khibit No. 69, the staff presented a 

number of other recommendations. These, however, do not have a. direct· 

revenue requirement effect and were not recognized in the staff's 

recommendations for rate increase, for one or more of the following 

reasons: 

(1) The recommendation will take several years to 
implement. 

(2) The eosts are uncertain. 

(3) The Change has little or no cost associated with it. 

Several of the staff recommendations appear to have merit 

and all of them warrant further investigation. 'the order herein 

requires Pacific to prepare feasibility studies on each of the reCODl-

mendations made by the staff in Chapters 6 and 7. 

Conversion to Toll Routes 

The staff recommends conversion of the, present 7 and 8 

message unit routes to toll. Similar conversions of then-existing 

9, 10 and 11 message unit routes to toll routes were ordered in 1968 by 

Decision No. 74917. We find that the staff recommendation is reason-

able and should be adopted. 

Message ~oll Rates 

Message toll charges constitu.te over half of the average 

residential telephone bill. Pacific and the staff each recommended 

several changes from the present rates. 

One of the changes proposed by Pacific for its message eoll 

rates is to establish a uniform initial-period rate for person-to-

person calls. !he present initial-period rate is lower in the evening 
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~ it is during the day despite the fact that the operators who 
handle such calls in the evening are paid at 4 higher rate than the 

operators who handle daytime calls. 
Another change proposed by Pacific is to establish a 

separate schedule of rates for calls which require the assistaaee of 
an operator, include a third-number call, credit card call, collect 
call, and requests for time-and-charges. those types of calls are 

more expensive to furnish than calls which the customer dials himself. 
Calls which are sent paid and are dialed direct by the customer are 

the least expensive to furnish. Accordingly, Pacific's proposed rates 
for such service are at a lower level. 

In addition~ Pacific proposes a new reduced night rate DDD 

(Gircct dist~cc dialing) schedule applicable during the hours. of 
11 p.m. to 8 a.m. daily plus all day Sundays and holidays~ !his 

schedule would reduce the present lowest rated maximum distance call 
within California from sst to 49¢. Under this plan, there would be 
three levels of rates for DDD calls: Day rates·, evening rates and 
night rates. Day rate time periods would be from 8 a.m. to 6 p.m. 
(in lieu of the present period of 6 a.m. to 6 p.m.) on MOnday through 
Friday. !he intermediate evening rate time period would be from 
6 p.m. to 11 p.m. on Monday through Friday and from S a~m. to 11 p.mo 

on Saturdays. 
For operator-handled calls, Pacific proposes two levels 

of rates: Day rates and combined evening and night rates. As in 

the present rate schedules, there would be a higher level of rates for 
person-to-person calls than for station-to-s ta.tion calls" Surcharges' 
would be added for collect and third-number calls, as in the p:escnt 
rates. 

'!he staff agrees in general with Pacifie's proposed revis-
ions in format. In the night rate for DDD calls., the staff proposes· 
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.an initial one-minute peX'iod instead of retaining the tbree-minute 

initial period, as proposed by Pacific. In addition, the staff would 
charge evening rates on Sundays and holidays between 6 p.m. and 11 p.;m. 

instead of night rates as proposed by Pacific. 

The staff also proposes slightly higher charges than did 
Pacific for operator-handled calls, together with the elimination of 
surcharges for collect and third-number calls. We concur with most of 
the staff's suggestions, but there do not appear to be sufficient 

advantages to a one-minute initial period for night rate DDD calls to 

warrant deviation from the three-minute initial peX'iod. 

The toll rates authorized herein are essentially the staff's 
proposed day and evening rates, with minor modification of some of 
the charges, and Pacific's proposed night rates. these rates involve 

increases from the present rate levels pX'tmarily only where operator 
handling is involved. 

Higher rates for operator-handled mess~es will give an 
incentive for customers to use DDD. In view of the rapid growth in 

toll usage and the difficulties which telephone utilities have 1n 

hiring and retaining operators, a:n.y reduction in operator handling is 
desirable. 

The incremental costs of operator-handled toll messages over 
the cost of DDD messages should be reflected in rates. A study 
prepared by ?acific at the staff's request indicates that as much as 

47t additional cost is incurred on an operator-handled message in 

comparison with a. customer-dialed call. Obviously, many operator-
handled calls now produce less revenue than they costo 

Reduction in the ~ount of oper~tor-handled calls will 

result in sizeable savings in expense" which savings will flow through 

to the benefit of all telephone subscribers in the state •. Pacific 
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made an estimate at the request of the staff which indicates a saving 
of almost four million dollars per year will accrue from decreased 
traffic expense after application of the new toll rate format. We 
have reflected this saving as a credit to the rate spread. 

the pattern of having an extra charge for operator-handled 
messages is consistent with the interstate rate schedule and the toll 
rates recently introduced in several states. Also, operator-handling. 
is an optional service and individual customers, therefore, have .an 

opportunity to avoid or minimize ::my increased charges. 
The provision of a reduced off-peak rate is designed to 

encourage customer use during off-peak periods on the toll network 
and thereby either generating additional revenues or diverting usage 
from peak periods for which facilities must be provided on the toll 
network. The provision of an off-peak rate is also consistent with 

the general s tructu.re of the iilters tate rate schedule. 
Because of congestion on the toll network on Sunday 

evenings, a reduced rate is not appropriate for that period. Exper-
ience with the interstate toll network reveals that there have been 
Sunday evening overloads to the extent that additional circuits have 
been required over the normal average business day, busy-hour require-
mente 

The staff!s proposed conversion of 7 and 3· message unit· 
routes to message toll involves those routes in the Los Angeles and 

San Francisco-East Bay extended areas of 26-30 a.."ld 31-40 toll rate 
miles, respectively. This recommendation was made to avoid conflict 
with the staff's toll rate proposal and to give flexibility in making 

further toll revisions. Without this revision~ 7 and 8 message unit 
calls would be charged more than certain toll calls over routes of.the 
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S3me distance. Even at present toll rates, this revision would result 

in a net increase of almost four million dollars in annual revenues to, 

Pacific after settlements. 

Data Exchange Service 

the telephone message toll and exchange network has exper-

ienced increased use in recent years by eus tocers using the sys tan for 

data communieatiollS and other non-voice uses. The term "data" 

includes both digital and .analog communications. Examples of digit.'ll 

communications include teletypewriter, business machine and computer 

communications. Examples of analog eransmission include faCSimile, 
slow-scan television, telemeeering and other signals which vary 

continuously rather than being transmitted in discrete pulses. Other 

unusual services include remote control of radio telephone systems and 

transmission of music. 

In Exhibit No. 69, the staff recommended a schedule of rates 

whieh ultimately might be made applic.o.blc to data exchange service. 

This portion of the proceeding has been deferred to allOW other par-

ties to prepare evidence. Prchcaring conf~reucc on that deferred 

phase of the proceeding will be set soon. 
Full Bilingual Service 

Complainatlts in Case No. 9042 ask that Pacific be required 

to provide "full b"llinguaJ. service" so that a subscriber in the 

portions of the. state wi.th significant numbers of Spanish-spea.ld.ng 

residents could obtain essentially the same service in Spanish as in 

English. 

Numerous witnesses were presented by complainants to testify 

regarding the telephone problems encountered by persons who do not 

spe.aIt English. Some of these witnesses were employees of Pacific. 

Ironically, several of those employees who speak Spanish consider 
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Pacific callous in not providing full bilingual service at no extra 

charge but testified that they themselves would not assist Spanish-

speaking subscribers unless Pacific pays a premium for their lin-

guis tic talents. 
His torically, Pacific at one time 'Would not permi'c operators 

to speak to subscribers in other than English. In·more recent years, 

however)o operators have been encouraged to assist subscribers in wh.a.t:-

ever tongue the operator and subscriber could communicate. Apparently, 

however, this has given rise to a labor dispute. As an alternative, 

Pacific has arranged to transfer Spanish-speaking subscribers to a 

private translation service 'Which assists the subscriber. 

There is no doubt that subscribers 'Who cannot speak English 
may find it difficult to make operator-assisted calls or transact 

business with Pacific. Unfortunately, our society apparently has not 
yet provided facilities to teach and sufficient incentive for all to 

lea.rn English. We cannot conclude, however, that it is the responsi-
bility of Pacific to- overcome fully this deficiency. The steps· 

already taken by Paeific appear reasonable and no· further require-

ments will be made at this time. 

Rulings and MOtions 
In a proceeding as extensive as this one, it is not 

practicable to rule individually on all of the various points brought 

before us for consideration. Our objective, as in all such 
proceedings, has been to discuss and to rule specifically on those 
matters of major importanee in deciding the valid1ey of the requests 

of the applicant and the ~er 10 which our findings relative thereto 
~re to be implemented. Due consideration, however, has been giv~ to. 

all points and motions raised;, although each may not have been., herein-
above specifically treated. 

-64-



· e· 
A. 51774 ct ale jmd 

Findings and Conclusions 

'Xb.e Comm.ission finds that: 

1. After due notice, public hearings have been held on a record 
consolidatitlg Application No. 51774 and Cases Nos .. 9036, 9042, 9043, 

9044 and 9045; evidence has been adduced; t:he Cotmnission has been 

fully i'O.fomed and, except for the "data exchange service" phase of 

Cases Nos. 9044 and 9045, the matters stand submitted" 

2. This Commission last exhaustively analyzed the operations 

of Pacific in Application No. 49142. Decision No. 74917 was issued 
therein on November 6, 1968, and the rates therein prescribed (those 

presently in effect, 'With minor exceptions) became effeceive· in 
December 1968. 

3. Plant additions of at least $750,000,000 per year by Pacific' 

for the next three years will decrease the likelihood of service 
problems. 

4. Under existing rates and charges for its utility services, 
Pacific's earnings for the test year 1970 produce a rate of return of 

5.80 percent on an intrastate rate base 0: $3,540,600,000. 

5. The adopted estimates in Table II of the foregoing opinion, 
as discussed in that opinion, of operating revenues, operating expenses 
and rate base for the test year 1970 reasonably indicate the probable 
results of Pac~fic's operations for the near future at the presen~ 
wage levels of Pacific's employees. 

6. Western Electric Company, Inc. (Western) in the performance 
of its manufacturing functions and service and supply functions, has 

charged prices to Pacific and obtai~ed e~~ings on sales and services 
to Pacific which have be~n fair and reasoneble when eomp~red to th~ 

earnings of manufacturing companies. The prices paid by Pacific to 

Western for manufactured products and for services and supplies have 

been fair and reasonable, but we shall continue to review prices paid 
in the future, to be sure they continue to be fair and reasonable .. 
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7. No showing has been made that Western is a public utility 
under the jurisdiction of this Co1IlrDission. 

8. A rate of return of 7.85 percent on a test year intrastate 

rate base of $3,540,600~OOO and a corresponding return of 9.5 percent 
on common equity are reasonable. 

9. , Pacific is in need of additional revenues ~ but the increases 
it requests would be excessive. 

10. Pacifie is entitled to increases of 73 million dollars in 

net intrastate annual revenues to raise its test year rate of return 

from the present 5·.80 percent to the 7.85 percent hereinabove found 
to be reasonable. 

11. An increase of 143 million dollars in gross annual revenues, 

after settlements with independent telephone companies and based upon 

the test Ye:3:r,1970, is Justified. 

12. Based upon the record herein, the increases in rates and 

charges authorized herein .are justified; the rates and charges 

authorized herein are reasonable; .and the present rates and charges, 

insofar as they differ from those prescribed herein, are for the 
future unjust .and unreasonable. 

13. If, as a result of the pending review of Interim Decision 

No. 77984 by the California Supreme Court, these proceedings are 

reopened and lower revised rates are authorized, it will be reasonable 

for Pacific to refund to its customers any difference between the 

amounts charged in the interim and the amounts that would have been 

charged at the rates authorized in the reopened proceedings. 

14. the staff recommendations in Chapters 6 nnd 7 of Exhibit 

No. 69 wnrraat f~tber 1nvcstig~tion and feasibility studies. 

15. S,teps taken by Pacific to assist subscribers who do not 
speak English have been reasonable. 
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The CCmmission concludes that: 

1. Pacific should be required to install at least $750»000,000 
of plant addition per year for the next three years. 

2. Pacific's applieation for rate incre3ses should be denied in 
p~: and granted in part~ 

3. Pacific should be required to prepare feasibility studies 
on the staff suggestions in Chapters 6 and 7 of Exhibit No. 69. 

ORDER .... - -.-. ..., -
IX IS ORDERED that: 

1. During eaeh of the years 1971, 1972 and 1973, !hc Pacific 
Telephone and Telog~aph Ccmpany (Pacific) shall install at least 
$750,000,000 of plant additions. 

2. After the effective date of this order, Pacific is author-
ized to file the revised rate schedules attached to this order as 

Appendix B and, concurrently, to- cancel or modify its present tariffs 
to make them consistent therc.with. Such filing shall comply with 

General Order No. 96-A. ~he effective date of the revised schedules 

shall be ten days after the date of filing. The revised schedules 
shall apply only to service rendered on and after the effective date 
thereof. 

3. The filing by PacifiC of the revised rate schedules auChor-
ized herein shall constitute acceptance by Pacific of the requirement 
that if, as a result of the pending review of Interfm Decision 

No. 77984 by the California Supreme Court, these proceedings are 

reopened and lower revised rates are authorized, Pacific must refund 
to its custome~s, _~de= a plan acceptable to this C¢mmissioQ) ~y 

difference between the amounts charged in the intertm and the amounts 
that would have been charged a~ the rates authorized in the reopened 
proceedings. In order promptly to effect the refunds which would be 

-67-



· e· e· 
A. 51774 et a1. jmd 

required 1.Jl1lder those cirC\mlS tanees, Pacifie shall maintain records 
of intrastate charges to each of its customers (excluding coin box 
collections) beginning with the effective date of the rates authorized 
herein and continuing until further order of this Commission. 

4. After the effective date of this order, each respondent 
in Case No. 9045 is authorized to file foreign exchange service 
tariffs consistent with the revised basic exchange rates of Pacific, 
as set forth in Appendix B of this order and, concurrently, to cancel 
or modify its present tariffs to make them cons is-tent therewith. 
Such filing shall comply with General Order No. 96-A. The effective 
date of the revised schedules shall be ten days after the date of 
filing. 

5. Within six months after the effective date of this .order, 
Pacific sha.ll file in these proceedings deta.iled feasibility studies 
showing advantages, disa.dvantAges, effects, costs and plant investal.ent 
required to effect each of the staff recommendations set forth in 

Chapters 6 and 7 of Exhibit No. 69 not disposed of bytbis decision. 
6. Except to the extent that relief has been granted by this 

order, Cases Nos. 9036, 9042 and 9043 are dismissed. 
7. Except for the "Data Exchange Se:rvice" phase of Cases 

Nos. 9044 and 9045, those investig:ttions are discontinued. 
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8. Motions consistent with the opinion .and order herein are 
granted; those inconsistent therewi'tb. are denied. 

The effective date of this order shall be twenty days after 
the date bereof. 

Da.ted at ____ s.n _____ -Fr-an-e-~ .... o"'-"'-,. california, this .:l ~ '7A.. 
~YO£ _____________ J_U_N_,E ____ , 

/ 
, j 
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Placer ...... ~ ..... , .......... " ..... ~ ............ ,' •• ~ .. , · · • . • • 
San Francisco • • • •• • ••• , •••••• ,.,., •• " ••••••••••• 

CITIES 
Anah~1m .................. , ......................... II •••••• • 
Bellflower- ............ , ................ t ••• , ••••••• • • 

Benicia • II .... " •••• , ...... ~ ............... , ~ -,. .... • • • .. • • • 

Bev~r 1y Hills , ~ •• ~ ••••••• ! •••••••••••••••••••••• t • 

»l.reka .. " • 11 • II ... ,. ., • ~ , ~ • II • " •• II , • , ••••• ~ •• ,. • '! • • , .. ., • • .. 

L9~ Angeles •• '" • ~', " ~ ..... ~ II , ••• , •• • ,. , •••••• ~ • • • --" • , • • 

l'".r.tTtg E~ach .,,,,,,, ... ,,,, ......... , ........ , ....... , ...... . 
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Ross Workzran ............. • • • , .. , • • • • • • • • 
Robert C. Abrams and Stephen C. Jones 
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and H. Ralph Snydor, Jr. • •••••••••••• 
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J. A. J{oora , .......... , . , , ..... · •• • • • • · • · 
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Robert w.spanfler, It.aul'ice J .Street, Hart T. 
llinkin, Harv n R.:-~orse and P.ax n. Uisenar I . . 

Richard D. Gravelle, Janice Kerr&: Leonard L. 
Snaider, staff counsel, John J. Gibbons 
and James G. Shield~ .................. 

Thomas C. Lynch by Charles A. OIBrien 
and Donald B. Oa,! ....... " ....... , .... I 

Richard J. Moore by Jacob Levitan .. , , . I 
Douglas J. Maloney by 'ih()P'..!3.s G.Hendl'icks I 
Richard E. Sa1adana and DQuglas A. Lems I 
Thomas M. OIConnor, Hilton Mares and 
Robert R. laughead ................ 'II .... , I 

Joseph B. Geisler and Alan R. Watts ••• I 
Alexander Googooian ...................... ' PM 
L. S. Brady ........... "' ........ , ........ I 
~orge Slaff and Allen Gr~nes ••••••••• P 
Ch;Slel Norton Ga;y:loro l;t C. ~lalt.er Birkelo p 
Rogel' Arne~rgh by Charles E. Mattsoi!, 
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Pittsburg 
Sacramento 
San Diego 

•••• '1 •••••• , ••• , ••••••••••••••••••• , ••• .......................................... , ..... 
••••• ~' ••• I ••••••••••••••••••••••••••••• 

San Francisco ............................. , .... , ........... .. 
Seaside .• , ...... , ......... , ......... " ........ I .......... . 
Thousand Oaks ...•.••. , ............................ . 

ORGANIZATIons and OORfORATIONS 
Allied Telephone ~panies Association ••••••••••• 
Anerican Taxpayers Union of California, Inc. (Unit J) 
Apox Janitor Supply •••••••••••••••••••••••••••••• 
Association of California Consumers •••••••••••••• 
AssQciation of Data Processing Service Organizations 
Business Corraunications •••••••••••••••••••••••••• 
California Farm Bureau Federation •••••••••••••••• 
California Faraer-Consumer Information Committee 
California Hospital Association •••••••••••••••••• 
California Independent Telephone Assooiat~on ••••• 
California Labor Federation, AFL-CIO •••••• P •••••• 

California Retailers Association ••••••••••••••••• 
California Rural legal Assistance •••••••••••••••• 

Chicano Law Students (Hastings) 
Cornmunicat,i~n Workers of America 

..... II- •••• " •••••••• .... , ........... , . 
Consumers Arise now •••••••••••• , ••• , ......... '.~iII .. 

Contra Costa Legal Service Foundation •••••••••••• 
Consumers Cooperative of Berkeley •••••••••••••••• 
The Diners' Club ••••••••••••••••••••••••••••••••• 
Echo An$Horing Service ••••••••••••••••••••••••••• 
General Electric CorpOration •••••••••••• , •••••••• 

Roger Golla ....... ~ .... III .. I ....... , •••• , 

James P. Jackson •••••••••••••••••••• 
~'ohn W. tfitt by C. H. Fitzpatrick and 
William Kronberger ••••••••••••••••• 

(See County of San Francisco) ••••••• 
Saul M. Weingarten •••••••••••••••••• 
Rayzr«>nd C. Clayton •••••••••••••••••• 

Ernest W. llatson •••••••••••••••••••• 
Diamantes D. Katsikaris •••••••• , •••• 
Nat Yanish .... " . , .......... III ••• III •••••• 

~ Sylvia Siegel •••••••••••••••••• 
O'}{elveny It: Hyers, by William J t Bogaard 
~l~ C. Brackney ••••• , •••••••••••••• 
W. L. Knecht and Ral}:h Hubbard •••••• 
Mrs. Borghild Haugen •••••••••••••••• 
Ronald G. Tr~vner ••••••••••••••••••• 
Neal C. Hasbrook •••••••••••••••••••• 
Dennis T. Peacocke •••••••••••••••••• 
Robert H. Shillito ••••••••••• ~ •••••• 
Fred H. Altshuler, David H. Fielding, 
Robert Gnaizda and Lupe Quint.ero ••• 

Steven J. Ybarra •••••••••••••••••••• 
Stephen H, Confer and Edward long •••. 
William H. Ba'.nett J John A. Breffeilh, 
Kenneth R. Clegg, Lew Geiser, Garret p. 
Shean. Harold Sherwin Small, Edwaro 
Torrlco and. Charles Walsh •••••••••• 

Jim I..i'J)arx; ••• II • I ••••• , ••• ~ ••••••• , •• 

Don Rothenberg •••••••••••••••••••••• 
NlchQlas ~ifio ••••••••••• ~ ••••••• ! 
Clarence Ricks •••••••••••••••••••••• 
O'Helveny & J.(yers by William J. BoRaard, 

and Squire, Sangers & Dempsey by John' 
Lansdale , •••••••••••••••••••••••••• 
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Hornblower & '"leeks - Hemrhill, Noyes ••••••••••••••• 
I.B.E.W. Local Union 11..>. 1011 ••••••• " ••••••• , ••• 
Int.Qrnationa1 Coo-municat.ions Corporat.ion ••• ~ ••••• 
Int.erracial House, Inc. • ••••••••••••••••••••••••• 
League of United Lat.in-American Citizens ••••••••• 
Hexican-American Legal Defenso Fund ••••••• '.~ ••••• 

Mexican-American PQlitical Assooiation ••••••••••• 
NAACP Legal Defense •••••••••••••••••••••••••••••• 
NatiQnal Businessr~ts Association ••••••••••••••• 
ResP9nsible Kerchant.s,Proport.y ~ners & Tenants,Ino. 
Retired Employees Group of T.P.T & T. • ••••••••••• 
San Francisco UelghbQrhood Legal Assistanc~ Founda-

tion ..•.•....... 't ...... I ••••• ,. • '" ••••••••••••••••• 

San Pablo Oorr~unity Change Foundation •••••••••••• 
San Pablo Parchester ~~unity Organization •••••• 
San Pahl~ Housir~ Tenant Council ••••••••••••••••• 
Sears Roebuck ar~ Company •••••••••••••••••••••••• 
Senior Citizens MOve~ent ••• , ••••••••••••••••••••• 
Spanish Speaking Sub$cribers (144) ••••• , ••••••••• 
Spanish-Speaking/Sirnarned Political Assoclat~on •• 

Telephone Answering $ervices of California, Ino. 

United Auto Horkers, N<;)rthern California ••••••••• 
lielfare Rights Organization ••••• , •••••••••••••••• 
Windsor and Healdsburg local Action Council •••••• 
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William G. Irving •••••••••••••••••••• 
H. \',. Nc\,'horter •••••••••••••••••••••• 
Jackson & Jones by ~tanley R. Jones 
Marc~s Garvey Wilcher •••••••••••••••• 
David H. Fielding •••••••••••••••••••• 
Robert Gn.ai zda J Elaine Climpson and 
Mario Obledo •• , ••••••••••••••••••••• 

(See Mexican-American Legal Defense Fund) 
(See lfexican-American Legal Defense Fund) 
L. David Fox •••••••••••• , ••••• , •••••• 
Jack Bartolini ••••••••••••••••••••••• 
h~lliam J. h'ider ••••••••••••••••••••• 

Gilbert T. Grah~m •••••••••••••••••••• 
(See Contra Costa l~gal Service Foundation) 
(See Contra Costa Legal Service Foundation) 
(See Contra Costa Legal Service Foundation) 
Hope H. Canp. Jr. • .•••.• " •...•••...••• 
R9.val C. Younger and Mrs Joan Hartin •• 
(See Mexican-American Legal Defense Fund) 
Ricardo A. Callejo (and see Mexican-
Ameri~an Legal Defense Fund) 
~cigalupi J Elkus, Salinger & ~osenoorg 
by Lucius P. Bernard •••••••••• , ••••• 

Salvador L. Tavares •••••••••••••••••• 
(See Contra Costa Legal Service FQundation) 
(See Kexican-kmert~ L~gal Defense Fund) 
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INDIVIDUAlS 
Bennett., Wil1i81!l H. .. • • • • • • • • • • I ............... .. 

.£tone, ()ona,ld L, ........... , ••• , .. , • , •••••••••••• 
Frierly, Philip G. •• ' ••••• f" ••••••••••• , ••••• 

Ciesielski, Wladys}aw • , ....................... . . . . . . . , .. , .............. . Cross, Dr. Nancy Je~~ll 
De Mattia, Douglas 
Elder, Randy N. 

•••••••••••••••••••• t!'1 •••••• 

.~.t ..... , .. , ................... t 

Ervin, Rebecca ....... , .. , ...... "" .. , ...... , .. 
Geiser, l~li •••••• ,t ••••••• , •• , •••••••••••••••• 
Glass, Michael r. . ..... ~ ....................... . 
Heidrick, Harold H. 
Hunter, Kenneth R. 
J~~eson, Donald C. 
Kf~chnol" Ku.. • • • • • 

..................... , ..... ................. , ........... . .. , .......... , ............. . ....... ,.~ .. , .... , .... , .... 
KQgc)l, !l~ncy •••••• t • •• • .. , •••••• , II •••••••••• , • 

-i::- J.,\ ~ 1"1 J J lla ,.' .................. t •• t ••• , • ~ •••• 
Mercier, Ce¢Ue 
Nolan, otis 
Pugh, David 

•••• ,. ••••••••••• , •••• , •• i ...... . .... ,.." ................ , ... , ....... . ....................... ,. ....... "" ..... , .. . 
Shean, Garret. p. • ••••• , ••••••••••••••••••••••• 
Small, Harold Sherw~ ••••••••••• , ••••••• , ••••• 
&nall, Mr. and Nrs. JatJes H. .~ ••••••• 111! .... ,., •• 

-8tQne I Janet, ••••••• , ........ It .... , •••••• " 'I ,. •••• 

TQrrico, Edward ..................... , ........... . 
ViViano, Vietq1' ••••••••••••••••••••••••••••••• 
Winsor, Richard ~ ••••• t ••• , ••••••• , •••••••••••• 

Wright. J Orville I, ••••••••• -•••••• ,_ ••••••• , •••• 

* Markel" I.,eon • I ••• I ......... " II •••••• ~ .......... III • 

Neroier, Andre ........ , ..... , ...... , ..... , .. . 
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Self (Sea Consumers Arise Now) .. .......... . 
" ........... t ...... " " ........ . Donald L. Bone 

Philip G. Brierly .. ..... " " , ... ., ........... . 
Wladyslaw Ciesielski ••••••••••••••••••••• ..... , ............... . Or. Nancy Jewell Cross 
Douglas De ~tt.ia 
Randy N. Elder 

.~, •••• I!., ••••••• " ••••• 
.......... t ...... " • ! .......... . 

Rebecca Ervin • , ...................... It ••••• 
Self (See Consumers Arise Now) · .......... . 
Michael K. Glass ••••••••••••••••••••••••• 
Harold H. Heidrick 
Kenneth R. Hunter 

. ............ " ....... . .., .. ".~ ..... " ......... . ." ..... , ......... , .... . Dcnald C. J~eson 
Kim Kirschner 
tianey Kogel 

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

Jim. LiMl"',Y "" •••• " .......... t ••••• " •••• I I • 

• ••• , ••• , ... , ••••• I!I ......... . Cecile Mercier 
Otis Nolan ...... , ..... , ...... , .. "', ......... . 
David "P\l h •••••••••• , " ................... " 
Self See Consumers Arise Now) · .......... . 
Self See Consumer$ Arise Now) ••••••••••• 
Harold Sherwin Small (S~~ Qqnsumers Aris~ Now) 
Janet Stone .. , ...... , ................... . 
S~lf (See Consumers Arise Now) · ... , .. , .... 
Victor Viviano ........ "~ ....... ~ ... ,, ...... . 
Richard "Jin501' ••••••••••••••••••••••••••• 
Orville I. Wright ................. , ..... , ..... 
Leon Harkel .................. ! •• I .......... , 

Andre Meroier . , .............. " .............. . 
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AP.PEN1)IXB 
1'4g41 1 . 

R4tes - The Pacific Telephone and Telegr&p~ Com94ny 
Rf!tlpondent' s rates, charg411S And cOnd1tiono Are changed AS aet forth in this aj)j)etld1x. 

I Schadul~s No~. 4-T and 5-1 
I"dt~dual .~d Pa~tv ~in~ ~ervic .. , ~ - ! 

I 
Individual ~nd Party Line Service 

R.ate . pcr Month 

EACH PRIHAlt{ 
STATION: 

ExCh.&ngoa w:Lth. 
LocAL Service 

Only 

AltA 
AntlApol1,a 
Arvin 
Avalon 
Avenal 
Baker 
:Balc.era!ieLd 
&ngor 
!o1gSur , 
liooonville 
l\orr<!gQ 
BrAdley 
Br1dgev,Ul. 
Burrel 
C&mbri& 
CMlI» 
C&rrt.. PlAins 
Challenge 
ClUeo 
Cle&J!'~ O.u 
Clov«rdalc 
Coalinga 
Corona. 
eo"l.teMlle 
neath Valley 
J)unnig&r1. 

BIlIl1.noau 

Ind:l.vidual 2-Party Indiv1dual 
Line 

$12.50 

LiM 

$9.50 

Edw/lrds 
Elk 
Elk Creek 
trni.granc Cap 
EIIIDOt@ 
Esparto 
l"."I.llbrook 
Feathor falls 
firebaugh 
Gazelle 
Ceoorge town 
Creen!ield 
C\,I&l.14 
Nopl&ncl 
Hl,1ron 
JacumbA 
J'.1l1&n 
Keystone 
KrU.ghts Ferry 
l'..aI(e Borryosa. 
lebec 
Loa Banos 
:r,.,...,er :t.l(o 
Loyalton 
Madora 
Marysville 

u.no 

$S.65 

..., 4-Parcy Serv:l.ce Where Oitered. 

Ru14111ncc 

2-PAJ:>ty 4-Put .. 
Line U.ne 

$4.9~ $4.05 

Mt!ndota 
M1cl\1gan. Bar 
MirandA 
Mojave 
Mount Shasta 
Newhall 
Noreh Yuba 
Ocot:Ulo 
07:1o.nd 
Oroville 
PAt'lOCh~ 
PalmciAh 
Parad1.se 
Pa.~nt" 
P ... oR.oblu 
Pauma Valley 
P .. cAdero 

Suburban Service 
R.atc Per Month Sellli.-Pub .- Serv:l.cCl 

~'Qd:l.v1d\Ul.l 
B'.lH1nca. Roa1.det'IA:. Uno 
8-Party 8-Party Rate Per 

Line L:l.nc Month -
$8.55, $4.55' $6.~, 
9.80"" 5.,10"" 

R.os&mO\\4' . 
Shingle Sp%'ing. 
ShoshoNI 
Sierraville . 
Smareav11.le 
SodaSpr1Aga 
501..4&4, 

. Sonoma 
Stockton. " 
Stonyford 
'tetw:ha.p1 
'.tracy 
'l\Iwe, 
Ukiah 

Petaluma CMain n.A.) 
P:l.nC!c%'ost 

WalM%' n&a1n 
W'arMrSpringa 
Weed 
Weott 
W'Matl&nd 
Wil.l:f,;ta 
Wlllowa· 
Winter. 
Wo<>d1and 
Yos.m1te 

P:Lnc VAlley 
Pl.acervillA 
Point Ar~na. 
Potter Valley 
R.amonA 
Red nll,1t!· 

@ Co~-oli4&ti¢n w1th Trea Pinos. et!oct1ve July 31, 1971 &Ilthorizod by D-78183. 
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APPENDIX B ~ Co~tin~ed 
PAge 2 

Ratcs • Tho PAcifie Telcphone and Telograph'CompAny 

Xnd1v1d~1 and Party ~nc Serv1ce 
Raec per Month. 

S~b~rban Service 

EACH PRlMAR':( 
S'l!A'fION: 

Exct\&ngea o",t.1<1c 
of IDOtropol.1tan 
areaa with. exten4ed 
.erv1ee to exchange a 
within oight m1lea 

Alleghany 
Angel. Camp'N* 
Arroyo Crande 
Atascadero 
Atwater 
Botdc1A 
Biggs 
Bl&1r"8n 
Bodega :8.ayww 
BlJtte City 
Camp tonv:1.lle 
Cayucoa 
~h1.11 .. 
Cb\l&ur 
Cobb Mou.ncain 
Colton 
Corning 
C~l(ett 

Crowa Landing 
Dav1a 
l)elAno 
Del MAr 
l)1nuba 
D:l.xon 
Down!eville 
I)U1UJl!I.1ir 
EArlimart 

, EscAlon 
P'.a1rfield-S",i.u.n 
Pelton 
P'Ulmore 
P'ontan&""* 
Corbcr 
CeyaeMlle 
Cotu:alea 

:a",dnoaa 

, 
Xnd1v14",.1 2-Party 

Uno Uno 

$12.50 $9.50 

Cra.,. Valley 
Crcn4daww 
Cr1dley 
Crovcl&n4 
Cu,ernev:Ule"'* 
Cu.t:Lne 
li&lf Mool\ Bay 
If4.nt'ord. 
Herald 
Kighland 
HUt 
MolU.ater 
Home\olOO4 
Hornbrook 
}I~ghaQn 

Ignacio 
Invern.elll 
lone 
JAekson 
J4I!Ieatown 
Kc bayvilleww 
X1ngatNrg 
La HondA 
LaKe]>Qrt'N* 
Laton 
Lemoore 
tewi.ton 
Unco1.n 
t;1ve OAk 
Lockeford 
toa Molinos 
MeridiAn 
M:Ldci'le tOwn 
Milcon'N* 
Moccaa1:a. 

l&ce per Month Sem1pub. 
Rel1dence Serv1.ce 

IM1v1dual 

z.party I4-party 
B",.iae. Ra.U.ncll UM Xnd1V1dlJAl 8-Party a-Party Rate pel:' Uno 

$5.6~ 

Un.e Une Uae 

~4.9~~ $4.0~ $8.55, 
4.05 9.so.~ , 

Moc1eato 
Mo 1«< 1 \IIIlI\e Kill 
Montague""* 
Monte R10ww 
Moo~&rk (Moorpark I) Jo.) 
Morro &y 
Mou Beach 
Navada C1.ty 
Newan, 
Nicaa:to"'* 
Nic4Iww 
Nicol&",.*"" 
N1.I>OIIIO 
North San JWln 
Oakdale 
Oec14ontal"'* 
Orange Cove 
PA't11er 
P.pperwoo<1ww 
Piru. 
P1amo Beach 
Pittsburg (Main I) .A.) 
Pittsburg (Clad. tone 
P.A.)ww 

P1.xlllY 
Pleasant Crove*"" Pl.e4aanc()n 
Pl)'lllOuth 
Po1.nc Reyes 
Portola 
Quincy 
RAncho Santa Fa 
R.:r.al:to 
R.:r.chv.te 
Riverbank 
'RJ.vordale 
R.:r.vordde 
Rodeo 

" 

~n.e Month, 

$4.55, $6~2~ 
5,.10* 

San Arldreas 
S&n,C1.emente, 
San Juan 
§&n !.u:l.a Obiapo San· 21Art1n 
Santa Margarlta' 
Seb .. stopol; 
Sell11& 
Sequo1 .. : 
Shafter, 
S:r.~..w.. . 
$,OMr .. 
South1a~ 
St:LM011']3eac}1-
:Bol1naa*"" 

Stratford 
Suttor Croek 
'fe'". <15.11. 
'lh~e R1ver. 
'f1l>ton 
Tomalesww. 
'fr •• 'Pine. 
Tl.lrloek 
Upp.r lAb""* 
VAe.v111. 
Vdl~jo, 

Valley' P'ord"'* 
Val:Ley' Sprlng. 
V1ft& 
Viata (VbCa 2) .A.) 
Wallaco 
Wasco, 
Waterlord 
WoodlaU' 
Yreka""" 

* 4-Party· S.rvice where offered. 
I Offered 1~ San Clamonce only. ' ** Extel'l4ed Area Service to· be :Lntroduced by l2~31.-71. 

" ., 
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APPENDIX R - Co~tin~ed 
Page J . 

Rates - Tho Pacific Telepho~e &~d TOlegraph Company 

Xadiv1dU41 and P4rty L1ne Serv1ce 
RAte per Month 

Sub~rban Service 
RAt. per Moath. :Suai.Ma. ~s14c1nce .. 

, :SUa1t!.11. Res140nce EACH P1UMARY I Ind1vf.4lu.l 2-Par~ Indiv1du~l 2-P4rey 4-P4rty 8-Pa.r~ a-Party S%Al'ION: ! Un. Une Uno t1ne Line Un. Un« I 
i(Excbaagea oueaide of 
met~OP01it.n Areas V1th exteft<1e.d se'tViee 
beyond eight ~i1es) 

$5 .. 65 $4.95· $4.05 $ 8.55 Andcr.on;----~--__ ._ $12.50 $ 9.50 $4.!i5· (14.30) (11.30) . (6.SO: (5.80) (4.90) (10.35) (5.40) Antioch-----••• ----_ 13.10 10.10 5.85 . 5.15· 4.25· 9.15 4~.75 A?CO.---M-_______ ~ __ ],3.70 10.70 6.05 5.35 4.45· 9.75· 4.95, 
ArCAea~-----.-----.. 12.85 9.85 5.65 4.95 4.05 8.90 4.55 
AuburD----.-------~_ 13.10 10'.10 5.85 5.15 4.25 9.15· 4.7S Ben tOmoa4----~-.-.- 14.25 11.25 6.25 S.S5 4.65 10.30 5.15 Blue take---••• ----- 15.60 12.60 6.70 6.00 5.10 11.65 5.60 

12.90 ..... 6.15 ..... 
»O~lder Creek------- 15.00 12.00 . 6.50 5.80 4.90 11.05· 5.40. !"Cawle'Y----,--":"_-"'_-- 15.35 12.35 6.60 5 .. 90 5.00 11.40 5.SO 
C&lex1co--------~--- 13.70 10.70 6.05 5..35- 4.45 9.75 4.95-CalipatriA---------- 13.70 10.70' 6.05, 5.35 4.45· 9.75· 4.95 Calistoga----------- 13.70 10.70 6.05 5.35 4.45 9.75 4.95 Cao1.trano Val1ev--- 12.75 9.75· 5.65 4.95 -~ 8.80· 4.55' 

4.05-60 10.05- S.lO· Carmel--------_· .. w. 13~25 10.25 5.90 S.20 4.30 9.30' 4.80 
Ca~], Valley------- 16.80 13.80 7.10 6.40 5.S0 l2.85- 5.95· '-
Ca~ch.r.--·-·---.-. lS.OO 12.00 6.50 5·.80 4.90 11.05- 5.4iJ, 
C&Dcroville---~---.- 14.25 11.2$- 6.25 S.5S 4.65 10 • .'30 5.1S-

l]; .S5 ...... 5.70* 
Clov1.---·--.----~-. 14.75 10.75 6.05 5.20 4.~S 9.20 4.85 
Cottonwood~--------- 12.50 9.50 5.65 4.95 4.05 a..!S5 4.55: (15.00) (12.00) (6.SO) (5.-80) (4.90) (11.05) (5.40) Del.Rey--••• M._--___ 14.25 11.25 6.25 5.55 4.65 10.30 5.·15 Ea.t Coatra Costa--- 13 .. 70 10.70 6'.05 5.35 4.45 9.7S, 4.95 EX Centro----------- 14.60 11.60 6.35 5.65 4.75 10.65 5.25· 
ene!n1ta.-----~.---. 13.70 ' 10.70 6.05 5.35 4.45 9.75 4.95 EIICoM1do 
Eacond140 ]) .A.---.- 13.10 10.10 S.85 5.15 4.25 9 .. 15 . 4.75-San. Marcos ]) .A.---- 13 .. 85 10.85 6.10 5.4iJ 4.50 9.90 5.00 
Eureka-~-•• ------~-. 15.20 12.20 5.90 5 •. 20 4.30 11.25 4.80 Forestv11Le--------- 14.25 U.25 6.25 5.55 4.65 10.30 5.15-Fort !ragg---------- 13.10 10.10 5.85 $0.]'5 4.25" 9.15 4.75 
rO~Un&M-----.-M--__ 14.30 11.30 6.25 S.SS· 4.6.5 10.35·· 5.15 Frcncb Culch-------- 12 • .50 9.50 5.65 4.95 4.05 8.55 4.5.5 (15.00) (1.2.00) (6 • .50) (5.80) (4.90) (11.05) (5.40) 

~ Ratu .hall ~ iac're4llod to ,those shown in parenthea:l.a \lpon iatrOductioa of extet1d4d 
&'CU .caMe. effective August 1, 1971 au.thorizc4 by ])-76998. 

• 4-Party, Subu~b&a Servico 

Semipub. 
Serv1ce 

~vf.4ual 
Une 

RAto per 
MonCh' 

$6.25 
(7.25) 
6.75-
7.00' 
6.50 
6-.75 
7.25 
8.00 

7.SO 
7.75-
7.00' 
7.00 
7.00 
6.50· 

6.50 
8.SO 
7.SO 
7.25 

7.SO 
6.25 

(7.SO) 
,7.00 
7.00 
7 .. SO 
7.00 

6.75 
7.00 
7.75· 
7.00 
6.75 
7.25 
6.2.5, 

(7 • .50) 
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APPENDIX n· • Coc.Cin~ed 
PAg~ 4 

Rate. - The PACit1c Iclepho04 and Ieleg~apn Company 

Xc.dividuAl and PAX~ Line Service . -1 
ltaCe per MonCh 

Sub"rban SoMe-l - . 
Rae. per Monch i s.m1pub. lu.a1'C1eU Residence Serv1ce 

1v1c1101&l 
2·Party iXnd1v1du&l 2·Party t .. put)' 

kll1N1. Roa1den<:e, Un.. v.at PRXMAXY i Xnd1V1dlU.l a-put)" 8-P&1:' 1:"/ Rate per S'.tAnON: 1..11141 Uno Une Line Id.ne L1ne' Line . Month· 
(Exchanges o~cddo of 
metropolitan area. 
vith extended 'Clrv1c~ 
beyond e1ght: ll1ilol) 
continued 

Pre.no----.··.-.----- $13.35 SlO.35 $5.65 $4.95· $4.05 $ 9.4tJ $4.55 
Cale--~--·-------.--- 14.15 11.25 6.25 5..55 4.65 10.30 5 .. 15' 
Healdlb"rg-··-.--.-.~ 15.00 12.00 - .6.50 5.SO 4 .. 90 11.05· ~.4O RoltVille---------... - 13.70 10.70 6.05 5.35 4.45 9 .. 75 4.95 Hyde.Ville--..... --.. -- 17.4tJ 14.40 7.30' 6.60 !i.55 13.45 6.05-ImperiAl------------- 13.70 10 .. 70 6.05 S.35 4.45 9.75- 4.95-

ll~OO,* 5.50* 
Xing City------------ 13 .. 20 10.20 ~.65 4.95 . 4.05 9.25 4.55 
Le c~.nd-------w~---- 15.00 12..00 6.50 S.SO- 4.90 11.05 5.40' 
Livermore·.-----••• ·- 13.35- 10.35· 5.85 5.1S 4.25 9.40 4.75 
L041·-~-M_-.-•• ------ 13.00 10.00 . 5.65 4.95 4.05 9.05 4.5S toleta-------···_---- 16.40 13.4tJ 6.95 6 .. 2:5 5.35 12.45· 5.85 
MA~1nez---.--------. 13 .. 70 10.70 6.0S 5.35 4.45- 9.75 4.95-
Mendoc1ftO----·--··~-- '13.70 10.70 6.05· 5.35 4.45- 9.75· 4.95 
~rce4----·-~----··-- 13 .. 10 10.10 5.65 4.95 4.0')- 9.1S 4.5S· 
MOnt.~4Y----·-·-·---- 12.85 9.8S 5.65 4.95 4.05· 8.90 4.55 
Moorpark-S"nset: K1l1s 

1) .A.----............ --- 14 .. 25· 11.25 6.25 5.55- 4.65 10.30 S .. 15 
N4p •• ------.---~---~- 12.75 9.75- 5.65 4.95 4.05 8 .. 80 4.5S 
North Tahoe--·------- 13.10 10.10 5.85 5.15 4.25 9.15 4.75 
Oc •• ~1de--.---.-~.-- 13.10 10.10 5.85 S.lS 4.25 9.15 4.7S 
Oja1~----·---·---·--- 14.30 11.30 6.25 S..55 4.65 10.35 5.15 
Peta'l\lll\oll-Sw1ft 1)"".-- 15.00 12..00 6.SO 5.SO 4.90 11.05 5.4tJ P1ftole------------w.- 7.55-SO -- 5.65· 4.95 4.05- 8.55 4 .. 55· ?laDA4a----_·_._----- '14.25 11.25 6.25- 5.55· 4.65- . 10.30 S.lS 

11~5" 5.70"" Portervil1e-·-------- 12.7S 9.75 5.65 4.95 4.05 8.80 4.!i5 
Pow.y-------~~-.--.. - 13.70 10.'70 6.05 5.35 4.45 9.75' 4.95' 
Redd1nr.~-------.----- 12.50 9.50 5.65 4.95 4.05 8.55 4~55 

(14.85) (11.85) (5 .. 85) (5.15)' (4.25) (10.90) (4.7S) R1o<nell-M----•• ~---- . 19.10 16.10 7.8S 6 .. 75 !i.55 lS.15 6.05 
16.40' 6.60~ Saint Helena---.. --••• 13..35 10.35 5.8S 5.15 4.2S 9.40 4.75 Sal1uaa---------•• --- 12.75 9.75 5.65 4.9.5 4.0S 8 .. 80- 4.55-San Ardo------------- 17.10 14.10 7.20 6 .. 50 5.55 13.15 6.05-San tuc4s----••• ----- 15.4S· 12.45 6.65 !i.95 5.05

1 

.11.50 S.S5 Santa Cruz----------- 13.10 10.10 5.6S 4.95 4.05 9.15 - 4.55 SantA Ro •••• ·_·_._._. 13.70 10.70 5.65 4.95 4.05 9.75· 4.55 
~ Rate. lhal1 be inereaso4 to choso 'ahown in paronch •• 1s upon introduction· of exeended 

aroa·lervioa effective August 1, 1971 a~chorizod by ~-76998. 
w 4-Parey S"burban Service 

$6.75 
7.25 
7.SO 
7.00 
8.7~ 
7.00 
6.75 
7.SO 
6.'S· 
6.SO 
8.25-
7.00' 
7.00 
6.75 -
6.50 

7.25 
6.50 
6.75 
6.7S 
7.25· 
7.SO 
7.55-
7.25 

6.50 
7.00 
6.25 
0.50' 
9.7S 

6.75 
6.50 
8.7S· 
7.75 
6.7S 
7.00 

, 
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APPENDIX» - Cone1n~o4 
Pago 5 

Ratea • '.the Padt1c telephone and telegraph Company 

Xnd1v1<l1.&41 and Karty Une 5erv1ce 
Rae. pet Month 

S~~ur~an Strvic. 
Rate per MQnch· 

!ut:i.neaa R .. 1denco 
$&m1pub. 
Sern.ce. 

iIn41v1:du&1 . 
In41v141U.1 '2-Pucy l4-parcy 

B~.1M • Rea14enCe. 
lACK PaIKAltl ' tnd:f.v1dlU.l 2-Parcy a-pucy 8-Party 
StAnON: Uno lJ.l\e L:f.ne H L1ne X4.MI Un. . Une . 

(Exchange. ~c.ide of * 
mecropo11tA~ .~e.a 
wich eXCen<le4 Hrvic4 
beyoad dghC m11oa) • 
cOQC1nlAe4. .' 

Sat1coy--------.--·~ $13.70 $10.70 $6.05 $5.35 $4.45 .$ 9.15 $4.95 
, Shasta t&ke~-------- 12.50 9.50 5.65 4.95 4.05 8:.55 4.55 

(18.50) (15.50) 0.65) (6.75) (5.55) (14.55) (6.05) 
South Placex-------- 13.70 10.70 6.05 5.35 4.45 9.15' 4.950 
Spr1ngY111o--------- 14.25 lL.25 6.230 5.55 4.65, 10.30 50.15 
Suool----~-·-----w~- 14.25 11.25 6.2S 5.55 4~5 10.30 5.15, 

11.55' , 5.70· 
TborDtOft------------ 14.25 11.25 6.25 5.55 4.65 10.30 S.lS· 
Trin1dad------------ 20.20 17.20 8.25 6.75, 5.5S 16.25 6.05 
~ke~------·--~-·~ 13.70 10.70' 6.0S, 5.35 4.45 9.75· 4.95 
Vontura------------- 13.85 10.8S 6.10 5.40 4.50 9.90 5.00 
V1.ea-S&n Marcos 

D .A..-------... _----. 13.55 10.55 6.00 5.30 4.41:) 9.60 4*.90 
V1aal1a------------- 12 •. 75 9.75 5.65 4.95 4.05 8.SO 4.55 
Wat.onv111e-------.- 13.10 10.10 5.85 5.15 4.25 9.15' ,4 .. 75· 
~n4ao~------------- 14.25 11~25 6.25 5.55 4.65 10.30 5,.15 
Yountv111e---------- 16.00 ' . 13.00 6.85 6.15 5.25 12.05 5.75 . 

" Jtatea .ball be :LftCruaed to tho ••• how, :l.n parenthtt.:!.a \Ipon intr04~t:Lon of extel\4ed 
atea .erv1ce effecC1ve .Aug~e 1. 1971 authorized by n-76998. 

'* 4-Parey S~1>ut'ban ·Sel:v1.ce 

" .,' 

Ua. . 
RAte poer 

MoftCh 

.$ 1.00 , 
6.1~ 

(9.25) 
1.00 
7.25 
7.25 

7.25 
10.~, 
7.00 . 
1.00 

7.00 
6.50' 
6.7S· 
7.00 . 
8.00 

.. "-" 

" 



APPENDIX B • Co~t1nued 
Pas" 6 , 

RAte. • tbe Pacific: tclcphonG and lelcgraph Company 

In<1:1.vidl.i&l and Pax'ty Uno Service 
btc per Month 

S~~urb&n Service 
lI.&tc per Month Sem1pub. 

lSudnclIII aea:l.denc:e Serv1ee 
~v1.d.U&1 

2 .. Parr:y '''''-Party 
JSudM. Rea~nce Uce 

EACH l"!U:MAR'l ' In42.v.l.dWt.l Z·Parey Io.di v.l.4ual a·P4t'ty a·Party Rae. per 
Sv.%ION: L1ne L1t1e L1ne Uae Une ' L1na , Un. Month. 

Extended Arcaa .. 
Lo. Angeles, S&1\ 
Frane1scO"~lt Bay, I Orange Count:" and ' 
San X>1.ego • ! 
All txc:h&ngoll----.. - .... $15.65'" -- $5.6$ 1$4.95'111 -. ~8.!i!i I $4.5$ $7.~5 

7.55·S0 4.20·60 4.0s-6?* , , 
2.95-20 2.95-:10* " 

Except: I 
Ho~nt 'Wilson-.. --..... - 15.65 5.65 -- -- -. , _. .8.00 ! 

Ch~lA VLata-
, 

DulZura D~.-.... -.-- 15.65 $12.35 5.65 4.95* 8.55 

! 
4.55 8.00 

4.20-60 4.0~'" 
2.95-20 2.95-20* .-

... , Flat rate budneu at\d 2-PArty 'rea1dence 8~rv1c:e shall be withdrawn by Dec:elllbor 3l., 1971. 
tos Angeles Extended Ar~a Exchanges: 
Ago~ra Compton Inglewood 
Alhambra Culver City t4 Cre_cant. 
Arcadia El Monte Lomita. 
Beverly Hills !l Segundo Los Angeles 
Burbank Clendale Montebello 
CaMS" Park. HAwthorne Mo~t'lt Wilson 
Sa~ lranc:iseo-East Bay Extended Arell Exchangel: 

Nor th Ho llywood 
Pal adena 
Reseda 
San Pedro 
'torX'llneo 
Van Nuys 

BelVedere Lafayette Palo Alco Saratoga 
Campbell. Los Alco. R.ed'",ood C1Cy S&us.1:I.to 
Concord Mtllbrae R1chmond South 
Corte Madera M1ll Valley San Carlos-Belmont SatL FrAQC1.sco 
Danv111e Moraga San FrAnc1sco Sunnyvale 
E .. c :Ba)' Mounca1n V1w San Jose Walnut Creek. 
Fremont-Newark 0:1n4& San Maeeo WoodSide 
Hayward Pad!:l.ca San Ra!ael 
Orange County Extonded Area, Exchanges 
Anaheim P'~llerton Newport :a.aen 
Brea Car4cn Crove Orange 
BuenA Park 
San DiegO-Extended ArCA ExcbAnges: 
Cb.~la V1.su 14 Jolla National C1cy 
Coronadoo 1.& Mesa Pae.1t1e :8oach 
El Cajon 

Pl&Co~C:1& 
S4U\Ca Ana 

San D:I.ogo 
San Ya1.4ro 



APPENDIX B - Continued 
l'age! 7 

Rate. - The Pae1f1c 'l:elAphono and Telegraph CompAl\)' 

Xndividual &nod Party Line Servico 
Rate per Month 

Suburban s.~. 
BI.l1I iaa sa a .. 1dence 

Rae.. ~r Month 

. B\1I11Da • :Residence v.cH PIXXAlt! Indiv1dual 2~Party Xnc11v1dU&1 2-Party 4 .. P4t'ty 8 .. P&l'CY" 8-Party S%AnON: L1tl.e UM Uaa Uno Une Un.c ' Liaa 

Sacr&l\loOnto 
Z:xt&ndcd Al:e& -

All P;xeb.lmgO$----. $15.65· -- . $5.65 $4~95 , $4.05 $8.55 $4." 
7.55-80 

• Flae racu·. l)",a1M II II aervice shall be w1ehdraw(\ by December ~1 .. 1971. 

Sacramento Extended ArC4 Exchanges: 
" , 

'YAir Oaka . 
Folaom 
JUo Un4& 
Sacramento 

'$em1P\1l). 
Serv1ce . 

1In41 v:f.<W.a1. 
lJ.De 

bto per 
Month 

$7.55 

.. 
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APPENDIX B • Co~tinued 
PAge 8 

Race •• The Pacific Telepbone and Telagr.p~ Compa~y 

Schedulca No.. 9 .. '!' and 10-'!' - 'Armer Un. Serv1ce 
kAlis - each SC&t1on 

; Race per Mont~ 
;..
1 __ -.., ___ •• 

: I 
: Red- I :Bud· 
, donee 1 ne •• 
! 5t'rv:l.cl! Sf! rvi et' 
1 I 
I I EXCMtlges ",Mr. offered as I ' 

lbced un~r Exch.&na:.a '<11th I 
I.oc.l Service On.ly 1t\ Sched- I 
ulea Nos. ~-T and 5-'!' o! chb 1 • 
&ppend1x-------------________ , $2.00 I 
ExchAnge. ",here ottered u I I 
,11.ted under Exchan,ges ouc-, I 
.1de IDIiI~OPOl:l.t&l\ areas V.l.th/ I , 
extended aorv1ce co exchang.. : 

! within. eight \\lllu---.. ----__ .. , 2.00 

Exchange • Extended Out.ide 
Motropo11C&D·Aroaa beyond 
eight adles 

~. I 
I j ___ L ' I 

AnderDQUr---------.. --------1 
Aubu~ft-·-·----·--·----··---1 C&11.cog.-.----.M ___ ~ __ • ___ , 
Carmel-.~--••• -------•• __ •• ~ 
Carueher·----------··---·--1 
Clovta------·--------------i Del Rey .. -----------________ ~ 
Zaac Concra CO.t.---------.. ~ 
hC:Ond1do-!.con41do :D.A.---.. I 
Zscondi40-San M.rco. :D.A,-"1 
Eureka-----------···-----·-1 . Fore. Bragg---------._---__ •. 
1orcun.----.-------_~ ____ .~. 
Pr •• no··---.. ----.-_____ ... 
Haaldaburg .......... ____ ••• _. 
Hydo.vi1lo-.---------___ ._~ K1ng C1e,yM~ __ •• ___ ... ____ ~._~ 

La crand-._----._------.. -_ 
L1.vermore-----••• ---•• __ ". __ 
Lod1--------··----~ _____ . __ ~ 

. j 

2.00 
(2.85) 
2.20 
2 •. 40 
2.25 
2.85 
2.15 
2.60 
2.40 
2.20 
2.45 
2.2~ 
2.20 
2.60 
2.00 
2.85 
3.65 
2.00 
2.85 
2.20 
2.00 

4.00 

4.00 
(5.80) 
4.60 
5.20 
4.75 
6.50 
4.50 
~.75 
5.20 
4.60 
5.35 
6.70 
4.60 
5.80 
4.85· 
6.50 
8.90 
4.·70 
6.50 
4.85 
4.50 

Ro.i- :8ua-
den.co Maa 

I~ .. ..-.ri 1''' ~....,., I't' 

Loleea------••• ---___ ._ '$3.30' 
MAr'ctnez--... - ....... ----... 2.40. 
Mendocino-.. ·--.. ---....... 2'.40, 
Merced---- ... -----.... ---_ 2.00' 
N.~----.--- ... ----.. -.... -_ .. , 2.00' 
Norttl 'l'4b.oo-.. ---------- 2.20' P1AC&d.a--------------..... ' 2'.60' 
potto4V111e-.. --------.. ~. 2.00 ,: 
Rodd1cgf-------------_ 2.00 I 

(2.20) 
Saint HeleM-·------.. -. 2~0 
Sal1aaa----------•• _--- 2.00 
San ArdO----.. -· ...... --... . 3.55 
San tuc .. -----._------- 3.00' 
South :Fl&c:.r-.. ---· .... --. 2.40· 
S~r1ngv11le---.... - .. ----. 2.60' 
Vancura-----.-----... --- 2.4~ 
V1 •• 1:t&--... --....... --.. __ .. 2.00, 
WindMor-......... -----____ , 2.60 

Exchange· San P'r&a.C1aco1 

~:o~:.:::~~~ .. ~:~~ 2.00 
nanv111e .. ---.. - ...... -----l 2.00 hemont-Newark-.. - ..... ·- ' 2.00 
HAyward--------------- 2.00 

Excl\anglil .. SacrAmento 
Extendo4 Are". 
F&1r ¢.x.--.---.-..... -.-- 2 .00 Pol.om.-----------... _--- ,. 2.00 
Sacramento-·--·· .. -----.. 2.00 

Exchango - Los Mgele. 
Exten<lcd Ar •• 

$7.90-
5.20 
5.20 
4.60 
4.2$, 
4.60 
5.75 
4.25· 
4.00· 

(6.35) 
4.85 ' 
4.25. 
8.60' 
6.95 
5.20 
~.?5" 
'5.35, 
4.2~ 
5.7S 

4.00 
4-C0 
4.® 
4.00 

4.00 
4.00 
4.00' 

P •• adea.&-----... ---..... _ 2.00 4.00 

Exchange .. San 1)1ogo 
Extea.do4 kt •• 
E1 CaJon .. --· .. --.. -........ 2.00 4.00 
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RATES - TEE PACIFIC 'IELEPHONE PJ.ID TELEGRAPH COMPAN'! 

II Sehedu1e~ Nos. 4-T, 5-T. 6-T. I-T. 13-T, 14wT, 18-T and 12l-T 
~sce.ge Unit Servic~ in Stm F%'anciaco .. Ee.st Bay ExUonded Area and Los Angeles 
,Bxtended~a. and 'Me§2!!:£.e Rate Exc~e Service in Other Excp.a.nge3 Where 
ONer .. ed 

Semipublic coin-box,publ1c telepbone". 
and toreign exchange serv1ce .. 

Other services 

Incre~ the Mcr rate tor residence tlat rate tore1gn ex~hsnge service in the 
San F.ranc1sco~East Bay Extended Area tram 4.05t to 5i~ 

Exebe:cge ~ssage Rate 

Ee.eh excb.e.:oge message o'Ver the allowa.nee 
(it ~) fI:ir :mes:::s.ge rate services .. 
except1Dg to:re1gn exeballge serv1ces. 

Rate per Messl.!.ge 

Schedule::: &bell be so mod1tied as to convert 7 and 8 :message unit rout~s to 
message toll routes. 

m Schedules from Section 3 or Exhibit No.· II 

~'!:Iedule No.. 12-T 
Er1;m.ts :Brf,Ulch 'E:lccba:o.ge Service 

Scbedule No.17-T 
P1reyt9ry L1Gt1pgs· 

Sehedu1e No. 22-T 
Key Equipment Se1'"V1Cfl! 

SeheduleNo. 24-T 
Di$Y~tebing Tel~~one system Servic~ 

Sehedtllfl! No. 28-T 
S:7ryice Connection Charges .. M9;le and Chepe~ Cho.rges .. 
In PlAcfl! Connection qparge~ 

Schedule No. 32-T 
supplementAiEqu1~t 

Sehed1.7le No.. 4l-T 
Mobile Tel!phone Service 

Schedule No. 50-T 
Sri'Vat4'! Line ~m.s.~s_~d...c:Aannels S:u:pplementa.1 Eq,u1pJllent 

.. 



!n (Continu.ed) 

Sehef!1Jlc No. 83-T 
~e1.aJ. AS!:eto'bl:1es of !d-u:L:pment 

Scb~d"ale No. 100-1:' 
'TelephoXle Answer1$ Serv1ee 

,Sehedu.le No. 117 .. T 

APPENDIX :So 
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A1rport Intereommu:01eat1Eg Servie~ 

Sehedul.~ No. l2l-T 
Centrex Servie~ 

Schedule No. l.28-T 
Wide Area Te~~hone Service 

Sehedw.es shell be mod1t1~ as ;proposed in Exhibit No. 11,. :,pages 86· through 
l33, ex~t as follows: 

1.. !'he footnote On Schedule Cel. P.ti .. C. No .. 12-T, 13th Revised. Sheet 12" 
wb.1eh ree.d.s "For 800A 8Jld 757A caoi1lCt type systems :tn Sernee 43 ot 
Julr 0, 1970, r&tes for Series 100 140E or 701 type system8 W1ll 
IlJ;l:Ply" i5 d.eleted .. 

2.. In Sehedule Cal .. P.U.C. No .. 32-1', S'l.l'9plement8l. Eq1Jip%rlexrt" 7th Eev1sed 
~ 12" the $5.00 "Non-recurr1Dg Cbarge tor Providing. Set in ColorU 

a.,p11ee.'ble to "Rand-~le:phone Sets .. Standard T:r.Pes and ColorlS" is 
el1m1ne.~d. 

3· The footnote on Schedw.e Cal. P.tr.C. No .. 121-T" 3rd Emsed Sheet 4-A, 
wbieh ree.c1s "For eust()mer loeation .. ca'b1%let ty;pe systems (lOlESS) in 
Serviee end a~11eat1ons t4ken on or before October 22,1970". rates 
tor eustomer location - non-ea'b1net tY).'e syrtems (701) W111 tJ."J/f;'J:y" is deletf!d. 

IV ~hedule3 Nos. 13-T 8%ld 14-T 
Pr1v3.t~ BrSZleh Excb.sx;ge 'l'rU%lk tine Servie~ 

Co~re1al a.nd Hotel Man\UIJ. and. Dial P:BY. .. Bus1:cesG Key Sta.t1on DiaJ. PBX a:cd 
Orde~ ~ece1v1~ Equipment Services: 

Where oftered.. the trunk rate to~ fla.t rate Gervice tor each trunk line shall be 
15~ ot the ind1vi~:ual l1lle :primary 3tG.t10n tlnt rate rounded to the lower 
25 cent mult1~le. The 'tX'U%lk rate tor mesf'lE1ge rate services tor e&<:h tl."\l:Qk. !1ne 
sb.:l.ll 'be one halt the 1nd1vJ dIJ"'J. line lJr:1m,.:ry 1'I't&t1cn mesoag~ rate with no 
message sllOW'atlce round"!d to the low~r 5 eent multiple. 
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BATES - 'XEE PACIFIC m.EPHONE AND ~Im~ COMPA:.'r1 . 
V Sehed\ll~s Nos.. 34:T SJ:Id. 35-1' 

Foreign Exchange Serv1ce 

"'Ill 

Fore1gn exc:h&llge service 'Will be ottered between Cl1str1et &reM or exeballges 
wherever su'bseri'ber3 request thtl.t such serv1ce 'be prov1ded. 

BUSiness 

I2ld.iv1dual. Line MeGsage Rate (200) 
PBX ~, First, Messe.ge Rate (300) 
PBX 'h"u:Dk, Ee.eh Add'l, Message Ra.te (300) 

Res1denee 

Mont!UiY Rate 

$16.~ 
24·50 
23.75 

Residence pr1mar,y service rates tor rore1gD exchange services are cdjusted 
to the extent required 'by my cbsnges ill the ba.Gic exc:hi.ulge rates, o:cd 'by 
changes in the residence additional listing rate. 

Foreign exeb.e.:cge serv1ee from exebeJ.lges ba.v1llg spec1e.l re.te erea.s w1ll be 
priced e.t rates shown tor tbe base ra.te area. or the speciaJ. rate e:r:ca, a.G 
s,)?Foprie.te. 

In e.d.dition to the re.teo shO\<l'%l above the a:p:propriate m11eage 1llcrement 'Will 
~:pply. The increment tor rate areas Po, B, or C will ,apply in s4dition to, the 
proposed re.tp. tor Los Angeles service in contiguoU3 exc~es. 

Sehed\lles sbell ~ eo:o.so11d8.t~d 80S :proposed 1ll Exh1b1t No. 69, ~es 6-4 and 5, 
:pe.regre.pb. 12. 

I,,' "' ,. 
"'--,, 
"j' 
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RATES - TEE PACIFIC 1'EIEPBONE flJ:m 1'ELEGRAPR COMPPJr.( 

VII Sebed~ No. ~ ... T 
~sSAgeToll;;Iep'bo:oe Serviee 

Sehed~e shall 'be modified as follows: 

'.rwo-Po1nt Serv1ee:. 

: · Dial Station 5a"v1ec ~Pe.1d O~l : · : : : Eve~ : Night · · : : 6 P.M. to II P.M. : II P.~ to a-A.M. · · : · Dey : Su:aclsy tbru Friday . Da.1J.y and. · · . · · : a A.M. to 6 P.M. and : 8' A.~to 6 P.M- · · · : Mondaz tbru Frida:! · All ;Q& Se.t\'ll"d~ :.SundaI and B011~s .. .. · .. : : First . Each : F1rot . Eaeh : First : .Each I : . . · Rate ~ee ' : Addl. .. Three : Addle : 1'bree . Addl. .. .. · . · : Mileage Minutec : M1nute : Minutes : Minute : 1'1t-.nutes : Minu1"..e · .. ---_ ..... ~-. _._- -- ........ -.- .. - .... ---
o ... 8 $0.10 $0.05* - $0.10 $0.05* $0.10 $0·05* 9 ... l2 .15 .05, .15 .05 .15 .05 13 ... l6 .20 .05 .20 .. OS, .20 .. 05-

17 ... 20 .. 25, .05 .25 .05 .25, ·05' 21 ... 25 .30 .10 .30 .- .10 ,·30 .10,: 26 ... 30 .35 .10 ·35 .10 ·35, .10 
31 ... 40 .40 .10 .40 .10 .40 .10' -41 ... 50 .45 .15 .40- .. 10 .40 .10: 51 ... 70 .;0 .15 .45 .l5 .40 .10, 
11-90 ·55 .l5 ·50 .l5 .40 .10 91 ... llO .65, .20 .. 60 .. 20 .40 .10 III ... 130 .70 .20 .60 .. 20 .45 .15 • 

131 ... 150 .15 .25, .65 .20 .45 .15 l51 ... 170 .. 80 .25 .65 .20 .45 .l5 171 ... 195 .85 .25 .10 .20 .45 .. 15 " 
196 ... 220 ·90 ·30 .. 70 .20 .45 .15 221 ... 245 ·95 .. 30 ·70 .20 .45 .15,' 246 ... 270 1.00 ·30 .70 .. 20 .45· .15 
2'Tl ... 300 1.05 ·35 .75, .25 ' .45 .15' 30l ... 330 1.10 ·35 .75 .25 .49 .15 331 ... 360 l.15 .35, .75 .25 .49 .. 15-
36l ... 430 1.20 .40 .80 .25 .49' .l5 43l .. 510 1·30 .40 .80 .25 .49 .. 15, 511 .. 590 1·35 .45 .80 .25 .49 .15 
591 - 685 l.4O .45 .85 .25 .49 .l5 686 ... 795 1.45 .45 .85 .. 25 .49- .l5 796 ... 905 1 .. 50 ·50 .. 85 .25 ·49 .15-

* $0.05 tor each a4d1tio~ two minutes. 
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Ra.te 
Mileage 

o .. 8 
9 ... 12 

13 - 16 
17 ... 20 
21-25 
26 .. 30 

31 .. 40 
41 - 50 
51 .. 70 

71-90 
91- llO 

III .. 130 

131 .. 150 
151 .. 170 
17l - 195 

196 - 220 
221 .. 245 
246 .. 270 , 

271 .. 300 
301 .. 330 
331 .. 360 
361 .. 430 
43l - 510 
511 .. 590 

591 .. 685 
686 - 795 
796 - 905 

. . 
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RATES .. TEE PACmC 'I'ELEPHONE PJ!ID TELEGFJJ?R COMPANY 

o:Jrator Station ~rv1ee · · · · · ~rson Serviee : Paid ~d Colleetl · : Evell1l:lg : · EveIl1ng · · · :6 P.M. to 8 A .. M.: :6 P.M. to 8 A.M.: 
: Y.on. tbru Fri. : : Mon. tbru :Fri.. : 

: Dey : All Day Saturday,: Dey :All D~ Sat'U:'dG.y; 
:8 A.M. to 6 P.M.: Sund~ :8 A.M. to 6 P.M.: S~ : : Mon. thru ~r1. : and Holida.;:r::s : Mon. thru :Fri. : and Rolida~s : : First : Ea.c:b. . First : Ea.cb. .. First : Each · First : Each : . · · : Tbree : Addl. : Tbree : Addl .. : ~ee : Addl .. · Tbree : Mdl. : · : M1nutee:2'4.'I;l~~:_r.1\~~s-=_.'¥6L.:c~~~'U'tes: Minute: Minute');, M1p'U'te: 

$0.35 $0.05 $0.35· $0.05 $0.65 $0.05 $0 .. 65· $0·05 .. 35 .05 ·35 .05 .. 65 .05 .65 .. 05, ·35 .05 ·35 ·05 .65 .05 .65, .. 05' 
.40 .. O~ .. 40 .05 .. 70 .05 .70, ·05 .45 .. 10 .45 .10 .80 .. lO .80, .10 ·50 .10 ·50 .. 10 ·90 .10 ·90 .10 
.60 ... 10 .60 .10 1.05 .10 1.05 " .10' .70 .15 .65 .10 1.25 .15 1.25 .. 10 .. 75 .. 15 .. 65 .15 1 .. 35 .. 15 1·35 .15·. 
.. 80 .. 15 .70 .. 15 1 .. 45 .. 15 l.45 .. 15 .85 .20 ·75 .20 l.50 .20 1·50 ' .20 ·95· .. 20 .85 .20 l .. 55 .. 20 l .. 55 .. 20 

l .. OO .. 25 .8; .. 20 1 .. 60 .. 25 1 .. 60 .20 1.05 .25 .. 85 .. 20 1.70 .25 1 .. 70 .20 1 .. 10 .25 ·90 .20 1 .. 75 .. 25·, l .. 75 .. 20 
1 .. l5 ·30 .. 90 .20 1 .. 85 .. 30 1~85 .. 20 l.20 ·30 ·90 .. 20 1·90 ·30- l.9O' .. 20 1.30 .. 30 l .. OO .20 1 .. 95 .. 30 1·95 .. 20 
1 .. 35 .. 35 1 .. 00 .. 25· 2·05 .. 35 2·05 .25 1.40 .. 35 1.00 .. 25 2 .. 10 .. 35 2.10 .25,' 1.45 .35 ::' .. 00 .. 25 2' .. 15 .. 35 2 .. 15 .. 25 
1 .. 50 .40 1 .. 05 .25 2'·25 .. 40· 2~25 .. 25 1.55 .40 1 .. 05 .25· 2·35 .. 40 2 .. 35 .. 25 1.60 .45 1 .. 05 .. 25 2.45 .45 2.45 .25 
1.65 .45 1.10 .25 2 .. 50 .. 45 2 .. ;0 ·25· 1 .. 70 .l~5 1.10 .25 2.55 .45 2'·55 .. .25" 1·75 .. 50 1 .. 10 .25 2 .. 60 ·50 2 .. 60 .25-

" 



Metbod ot: Appl.y1llg Ra.~G 

1. Cle.sses ot: Serv1ce 

(A.) Dial St4ti"n Scrv1ce 
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Dial station rates IlPPly to: 

(1) Sertt-l'a.1d meSSIlgell dialed. 1lJ:ld COmpleted 'by the customer trom Il 
reoid.P.~e or bus1l:leGS telcpbotle witbout the assiS't1mee or IJ, 
telephone com:paJ:Iy operator. 

(2) Sent-Pa.1d mess.e.ges- ·plP..eed trom a. :public or GeD'li-publ1e coin 
telephone at ll. r&~ mll~sge dists.nct': ot 40 :n1leG or less. 

(3) ~t-Ps.1d messages !Jl.cl.eed with the oILGs1stMee ot: M.,o:peratQr vbo-.re: 

dial. completion :t'1;I.C1l1t1es ~e not e.v~~,. 
'!('J,ui;pment or cireuit cond1t1ol'lS CI.W.GC unsueceGstul 

d1aJ. attempts.' 
the cuotomer identities h1mo~ as be1r.g ha.ndie4:p;ped suxl 

une.ble to dial. 
the Operator muct identity the cs.ll1:Jg num'bcr 'Where 
automatic recording equ1pment is not &.vs.1la.'ble. 

(4) Sent .. Pa.:td. meczsges reest4'b11sbed e.tter a. serv1c~ ta.:Uure on e. 
custome:r d,1aled. ce.ll. 

(:e} Operator Ste.t1on Service 

Operator cte.tion ratec apply to: 

(1) ~cGS.ge$ requir1:og the asSistance or a tel",hotIe c~ ¢peratcr 
tor completion or t~e call or a request tor ~ intormation or 
ASSistance relating to billing or chargeG tor such a call except 
tor operator Cerv1ces used 1:0. coxmect1on With :o1e.l Stat10n Services 
noted above'. 

(2) St&.t1o:o. messages pl4eedfrom a public or sem1-pUblic coin 
telephone at e. rate mileage d1staDee over 40 miles. 

(3) Station messages b1lled. to tbe called. n'lmlber" s. third telepboIle 
number or ~ telephone comp~ credit card. 

(4) Station me::;se.ge::; ",here the cutitomer requects time a:o.d cbarge:z 
quoted. 

« 

(5) Interp...xehe.2:lge Rec~iv1%lg Service ~c~e$ (En~1se or Zen1th). 
" 
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PMES· ... m :?ACIFIC TELEPHONE A11tJ ~R CCMPAN:C 

l. Cle.sses ot Serv1c~ ... continued 

(:6) Opers.tor Sts.t1on Sf:X'V1ce ... continued 

Operator Sts.tion Ro.tes apply to - continued 

(6) Me$$~S 'billed to s:peeiel toll ~ill1t1g n\lJllbers~ Q, 8.1ld Z ... 
included. 

(7) Messag~s to or trom a. Mob1le telephone O'r 8. VHF Msr1t1me tel~hoz» 
...... here d.1eJ. tacilit1es are %lot s.vo.:Ue.ble .. 

PAtes 6Jld cond1't1ons e.Pl'l1es.ble to conterence oervic:e are revised to the extent 
nee~ssar,y by the e~s order~d berein in t ...... o-point service. 
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COMMISSIONER MORAl!, Concurring in Part and 

Dissenting in Part. ' 

I concur with the majority in the finding that an increase 

in Pacific's rate of return from its presently authorized 6.9% 
to 7.85% is tair and reasonable. It must be noted, however that 
rate or return is only halt of the question. The other halt is 
the deter.m1nation of the amount or operating expense~ and' the 

determination ot the amount ot the rate base to which the rate 
." ot return shall be applied to arrive at the actual charges to be 

imposed upon the California consumers. 

I dissent from most of the other economiC, legal and financial 
findingc and concluSions in the decision ot the Commission majority. 

The most objectionable aspects or the majority opinion 

(whiCh alone I shall c11scuss herein) are three in number. Two 

relate ~o annual operating expenses and one relates to rate base. 
In my judgment the majority Ts decision in respect, to these three 
matters is clearly bad regulation, bad law and constitutes 
inequitable treatment or the Calitorn1a consumer" and will most 
likely haunt this Commission tor years to come. 

The first major objectionable ruling is the decision herein 
to permit Pacific to "normalize", or in plain English retain for 
its own purposes the Federal income tax savings which Will be 
realized by Pacific by reason of the "accelerated depreCiation" 
proviSions or the U.S. Internal Revenue Coee. Pacific's own 
\,11tness admitted in this hearing tl".at such savings will amount to 

$700~OOO~OOO over the next ten years. A more re~lictic est1mate 
is $l,OOOJOOO~OOO. 

Actyal depreciation of capital assets is charged annually to' 

the cost of cioir..g bus1ne~s. The "accelerated depreciat10n IT :made 

available to American industry by the 1954 Amendment of the U.S. 
Internal Revenue Code is Simply a tax reduction and was intended 

- 1 -
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'by Congress to be a tax reduction when enacted 1n 1954. It 1s 
true tr~t some companies which benefit from this provision may in 

later years find it necessary to make up part or all of the 

original tax reduction" depending upon the nature and success . 
of the particular company's operations. In SUCh a case, such a· 
company could with some logic look upon the tax reduction as a 
tax deterral. However a company (such as a major Cal1forn1a 
utility) which is assured of continuous growth, will never 1n the 
foreseeable future, have to pay extra taxes by reason ot the taxes 

currently saved. through the "accelerated depreciation" provis1ons. 

Consistent with this obvious fact, and consistent with the basic· 
regulatory principle that a utility'S operating expenses shall 

be accounted for on an annual baSis, this CommiSSion has until 

today required every major California utility without exception 
to "flow through" the tax savings to the consumer. 

To permit Pacitic to collect trom the conoumers more monies 
each year under the guise ot reimbursement ot taxes than the . 
company in fact pays as taxes, constitutes an abandonment. of the 
basic principle which just1ties private ownership of publiC util-

ities" i.e. that private investors shall provide voluntarily all 

capital needed by the utility and the consumers shall provide 
the utility solely with reimbursement of expenses plus a reasonable 

profit. Not only will this DeCision in this respect require 

California consumerc to pay a billion dollars extra to Pacific 
during the next ten years, but this CommiSSion, as a matter of 

elementary fair play if not of law" will be compelled to reverse 
1tzelf also in respect to all the other California utilities 
wr..ich have S:ince 1954 and ot111 are "flowing through" these tax 
savings to their consurn~rs. 

The second major objectionable ruling in this Decision 1$ 

t hat which reverses preVious 'Commission DeCisions by retroactively 

reViSing the rate oase of Pacific as of December 31" 1967. The 

- 2 -
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major component of Pacific I s rate base consists of" amounts paid 

by Pacific to its affiliate, Western Electric:.' In its last 

Decision" this COmmission fixed the precise dollar amount of 
Pacific ~elephone'$ rate ~ase as of Decemoer 31, 1967. The 

majority today have reached back more than three years and added 

$27,300,000 to PaCific's rate base as ot: Decemoer 3'1, 1967. The 

effect of th1s adjustment upward ot the eomp3ny's December 31" 1967 
" rate base ~1.ll be to permit Pacific to collect from the California 

ccnS\lIncrs the extra sum of apprOX1ma.tely $6,,847,,000 annually in 

each ot: the next twe:'l.ty to twenty-five years. Of this add1 ti'onal 

amount, a~proxir~.tely $4,,663,000 annually will be in the torm of 

re~urn upon the increase in the 1967 year-end rate base and the 
balance will be in the form of additional depreciation thereon 
c::ach year. 

The third major objectionable ruling in this DeciSion is the 
treat~ent of the affiliated interest adjustment sometimes called 
J.;he ''Western Electric Adjustment". This Commission in its Opinion 
i~ Case No. 8858, dated 27 January 1970" stated: 

Hln each case of this kind, the question of whether or 
not an 'affiliated interest adjustment! should be made" and 
if' so the nature and. extent thereof'" is a complex problem 
not su~cept1b1e to any simple arithmetic computation nor 
application of a.ny mechanical formula. H 

The COmmission majority criticizes its predecessors for having 

arb1trer11y in two :previous cases (DeCision No. 43145" July 26" 

1949, a.nd DeciSion No. 50258, July 6, 1954) disallowed prices 
paid by Pacific to Western Electric for its manufactured articlec 

to the extent that such ,rices would have permitted Western Electric 
to earn ::lore than a utility rate of retu...""n. I join in that 

cr~t1c1zm. However in this Decision toQay the m~jority does a 

complete flip-flop and has arbitrarily ruled that 'the full amount 

of' ~he charges passed on by Wectern ElectriC to its affiliate" 

Pac:!.:r~c Telephone" shall be allowed whether for manutactured . 
articles, purchase~, warehousir~, 1r~ta.11!ng and salvaging. 

- ') -..I 
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One aro1trary extreme in my judgment is just as ~ad regulation as 
the other arbitrary extreme. In th1s Decision the effect of the 
Commission majority's ruling will be to permit Western Eleetrie 

to earn something more than eleven p¢rcent on equity~ despite the 

f'act that w1th its capt,ive market Western Electric faces min1mum 
risks as compared to any other manufacturers in this country. The 

Commiss10n majOrity today 1n so ruling does also reject results 

of our o~~ staff's analysis and our own staff's recommendation that 

Western Electric be pet~tted a return of ~ percent on equ1ty_ 

It should be noted that the Commission majority ha$ issued 

this Decis10n despite the unan1mous disapproval of 1t ~y this 

COmmission's own staff • 

. rune 22" 1971 
San Fran.c:1s co" california 
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