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Decision No. __ 7_9_3_6_7 __ _ 
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE StATE OF CALIFORNIA 
In the Matter of the Application 
of General Telephone Company of 
California, a corporation, for 
authoriey to increase its rates 
and charges for telephone service. 

Investigation on the Commission's 
own motion into the rates, tolls, 
rules, charges, operations, separa-
tions, practices, contracts, service 
and facilities of General Telephone 
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Application No. 5190.4 
(Filed May lS~ 1970). 

(Amended July 17, 1970) 

Case No,. 9100 
(Filed August 4, 1970) 

(Appearances Are I..isted In Append!:c A) 

OPINION ---_ .... - ..... ---
General Telephone Company of california (General) seeks 

authority to increase its intrastate rates and charges for tele-
phone service so as to produce approximately a $60 million increase 
in annual gross revenues, inclusive of $7.1 million of intertm 
relief provided by Decision No. 78133 dated December 22, 1970, in 
these matters, on a test year 1970 basiS. 

The additional revenue require=ent contended for by 
General would come,1n part, from multi~essage unit service in 
the !..os Angeles Metropolitan Area and intra.state toll s'ervice. 
Rates for these services, however, have been increased, after 
the above-entitled matters were taken under submission, as a 
result of the decision!1 issued on June 22, 1971 in the general 
rate proceeding on The Pacific Telephone and Telegraph Company 
(Pacific). Such increases in Pacific's rates apply to General 

'1:.1 Decision No. 78851 .1'0. Application No. 51774 and, .among others, 
Case No. 9045. . 

-1-



A. 51904, C. 9100 - SN 

sinee Pacific's intrastate toll rates are adopted by all other 
California telephone utilities and its multi-message unit rates 
apply to General as well as Pacific in the Los Angeles Extended 
Area. 
Public Hearing 

After due notice, 43 days of public hearings, in addition 
to the public hearings held earlier on the interim relief aspect 
of these consolidated proceedings, were held before Commissioner 
Symons and/or Examiner Main during the period October 19, 1970 
and April 23, 1971 in Los Angeles and eight other cities in 
Southern California. Testimony and exhibits were presented by 
witnesses for General, the City of Los Angeles, several organiza-
tions, and the Comission's staff. Eleven of the hearing days 
were reserved specifically for the presentation of testimony by 
members of the general public. Concurrent opening. briefs were 
filed on June 7~ 1971 and concurrent reply briefs were filed on 
June 21, 1971,and the matter stands submitted as of the latter 
date. 
Nature of the Company 

General is a member of the General System, of which 
the domestic telephone operating subsidiaries comprise the 
largest independent(non-Bell) telephone system in the United 
States. General Telephone and Electronics Corporation (GT&E) 
is the parent company with communications, manufacturing and 
research subsidiaries .• 

General, which is by far GT&E' s largest telephone 
subsidiary, operates in approximately a 10,OOO-square~ile 
area in Central and Southern California, serving 250 communi-
ties in portions of 16 counties. Its intrastate operations 
were last analyzed by the CommiSSion in Application No. 49835, 
and related cases, on a test year 1968 basis. Following sixty. 
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days of hearing the Commission issued Decision No. 75873 therein 
on July 31, 1969. Principal issues in the present proceeding 
parallel closely the ones in the prior proceeding. Reasonable 
level of rate of return, affiliated interest adjustments, oper-
ating results under present rates, and quality and adequacy of 
service are contested elements within an overall determination 
of intrastate revenue requirements. 
Rate of Return 

A pub lie utility is constitutionally entitled to an 
opportunity to earn a reasonable return on its investment which 
is la~ully devoted to the public use. Within this context, a 
fair and reasonable rate of return applied to an appropriately 
derived rate base quantifies the ear.c.i:ogs opportunity available t..L---
to the enterprise after recovery of operating expenses, depre" 
ciation allowances and taxes. 

Ultimately, the rate of return determination in this 
proceeding must represent the exercise of informed and fmpartial 
judgment by the CommiSSion, which must necessarily give equ:l.l 
weight to s~bscriber and investor interests in deciding what 
cons~itutes a fair and reasonable rate of return. Such balancing 
of interests is directed toward providing subscribers with the 
lowest rates practicable, consistent wi~h the protec~10nof the 
utility's capacity to function and progress in furn1shins the 
public with satisfactory, eff.icient service and to, maintain its 
financial integrity, attract capi~al on reasonable terms and 
compensate its stockholders appropriately for the use of their 
money_ After considering all of ~he evidence, the Commission 
concludes that a rate of ret't..'TC. ranging from. 8.l to 8.5 percent 
is fair and reasonable for General • 

... 
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'!he Commission is seriously concerned with the prepon-
derance of debt in General's capital structure and the concomitant 
effect upon interest coverage of continually increasing debt 
cos~s. Issuance of debt in the past has been the cheapest 
financing alternative; nevertheless, the impact of the existing 
high debt ratio upon interest coverage in the future will 
undoubtedly create undesirable financial consequences) particu-
larly in light of anticipated increments in imbedded costs due 
to higher interest rates. In fulfilling its future requirements 
for substantial amounts of additional funds from. external 
sources, General should consider carefully the alternatives which 
may be available with respect to issuing more equity securities, 
the objectives being to reduce the debt rat10 and to improve 
interest coverage. 

We will proceed now to a consideration of the evidence 
which assisted us in am ving ~t the rate of return we judge to 
be fair and reaso'nable. 

Testimony and exhibits concerning the fair rate of 
return for General were presented by Witness Christensen of 
General, Witness Deal of the Commission's staff, and Witness 
Kroman of the City of l.os Angeles. General also sponsored 
Witness Bjurman who presented rebuttal testimony from his view-
point as a member of ~he investment cOamlunity. 

Two basic sets of capital ratios were presented. While 
they are not significantly different, the set used by the staff 
witness has the advantage of including both debt and equity 
securities planned for issuance in 1971. We adopt the following 
eapi1:a1 ratios for the purposes of this proceeding::,: debt, 55.58 
percent; preferred stock, 3.42 percent; and common equi~y, 41 
percent. 
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It appears that applicant's embedded debt cost as of 
December 31, 1971, will be at least 6.28 percent, a level origi-
nally es~imated by the staff witness. The cost factor for 
preferred stock is equal to the effective dividend rate of 
4.91 percent. A weighted aggregate cost of these two capital 
components of 3.66 percent results and is adopted. 

Concerning the third capieal component, each witness 
differs as to a proper allowance. In Mr. Christensen's judgment 
a proper allowance for return on common equity should be in the 
range of 11.5 percent to 14 percent; in Mr ~ Deal's judgment the 
range should cover from 10 percent to 10.5 percent; in 
Ya-. Kroman' s judgment the prop~r allowance for a return on common 
equity is 10.3· percent. 

Based on its evidence of intrastate operating results, 
the $60.million increase in annual gross revenues proposed by 
General equates to an 8.5 percent rate of return, which yields 
an 11.8 percent return on common equity upon application of the 
adopted capital ratios and cost factors for debt and preferred 
stock. However, in Mr. Christensen's presentation the 8. S per-
cent rate of return corresponds. to a 12.3 percent return on 
common equity, using slightly different capital ratios than 
those adopted herein and a lower embedded debt cost which does 
not reflect the anticipated issuance of debt securities in 1971. 

In settling upon a 12.3 percent return on common 
equity, Mr. Christensen app.liecl a comparable earnings approach 
in the following manner: He listed 33: electric, gas and 
telephone compa.nies which issued mortgage bonds rated "A", 
(the same rating as General's mortgage bonds) by both Moody's 
and Standard and Poor's during 1969. For each company, he 
determined and set forth the average return on average common 
equity for the five-year period, 1964-1968, and the 1968 average 
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capitalization. From this he determined that the 1964-1968 
average ret~ on ave=Age co~on ~quity of these 33 companies 
was 12.3 percent and that for 12 of them, those having common 
equity ratios in 1968 within a r~nge of 3S to' 4S percent, the 
average percent return on average COtl:mon equity was 12.06, 
percent. 

In fixing an 11.5 percent lower limit to his recom-
mended range of return on common equity, Mr. Christensen 
compared the earnings of five GT&E telephone operating companies 
issuing mortgage bonds rated "A". The 11.5 percent represents 
the average of cecmon equity returns in the 1964-1968 period for 
these five companies. At the upper 1tmit of the range, the 
14 percent return on common equity was computed as being the 
return necessary to produce the 2.7 ttmes interest coverage 
referred to by the Commission in Decision No. 75873 as sufficient 
under then existing conditions to enable applicant to continue 
financing satisfactorily. 

The Commission f s staff wituess on rate of return did 
not use a comparable earnings approach in determining his 
recommendations, stating that the method involves the measure-
ment of risk between companies or groups of companies and that 
there is no known formula by which risk can be measured. How-
ever, the witness did examine the earnings of 14 other GT&E, 
system companies, 23 Bell companies, and 5 telephone holding 
companies, because in his opinion there are elements of 
comparability between such companies and General.. In addition, 
he testified that he exercised his informed judgment in view of 
the needs, circumstances and risks peculiar to General, con-
sidering many items, some of which influenced his judgment 
positively (higher re.turn) and some of 'Which influenced his 
judgment negatively (lower return). 
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Those items which he considered positively include: 
(1) General's capital structure; (2) th~ trend towards higher 
debt cost; (3) General's continuing need for large amounts of 
external financing; (4) the effects of eontinued inflation; 
and (5) the trend of General's earnings. 

Those items which he considered negatively include: 
(1) the size of General; (2) competition as compared to a 
captive market; (3) essentiality of the service to the public; 
(4) physical area of General's operations; and (5) General's 
affiliation with Gr&E and the control exereised by the parent 
company. 

the staff witness testified that he had not assigned 
any specific quantitative values to the various positive and 
negative factors in arriving at his reeommenclations. As an 
over-all judgment, his conclusion wa.s that a rate of return on 
common equity within the ra.nge of 10.0 to 10.5 percent is 
reasonable. The corresponding range of return on rate base 

lOuld be 7. 7S percent to 8.00 percent using his original set of 
capital ratios and embedded debt cost of 6.2S percent which 
have been adopted herein. 

The witness for the City of Los Angeles recommended 
a rate of return of 7. 70 percent, based primarily on an 
1.."Pciating of the 7.2 percent rate of return allowed in Decision 
No. 75873.' His recommendation equates to a 10.30 percent 
return on common equity under a slightly different set of capital 
ratios than the one adopted herein and with cost factors of 
5.95 percent for long-term debt, 7 percent for short-ter.m debe, 
and 4.91 percent for preferred s~ock. Such an allowance on 
equity represents in his judgmene & fair and reasonable amount 
based upon several analyses and considerations, including, 
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(1) the 1ncreases in earnings on equity which have been experi-
enced by Bell System companies, and Ceneral Telephone system 
eompanies, and representative gas and electric companies; 
(2) returns on equity of other major utilities allowed recently 
by the CQ'CIlI:Ilission; and (3) the fac'C that the 10.3 percent reeurn 
on common equity is near the top of the range found reasonable· 
by Deeision No. 75873. 

Mr. Christensen and Mr. Kroman have shown a. declining 
trend in interest coverages. Mr. Christensen contends that a 
reasonable rate of return for General should provide at least 
2.5 times interest coverage.. Mr. Kroman, in recomputing. interest 
coverages for the 33 utility companies selected and used by 
Mr. Christensen in his presentation, arrived at median interest 
coverages for the 1964-196a period and for 1969 of 2.89 and 2.30, 
respectively. 

Of course, declining interest coverage can be one of 
the many reasons that a utility may cite when seeking rate 
increases in order to fmprove earnings and thereby endeavor to 
proteet its bond :-at1ngs. The ability to determine precisely ~. 
a specific opt~ level of interest coverage in each situation 
for the pu:pose of maintaining a given bond rating would be 
remarkable; moreover, there could be no assurance thaZ sueh ~ 
l~el, if determinable, would be compatible with a proper 
allowance for return on equity. Thus, the fair ra.te of return, 
in striki~g the desired balance of rate payer and investor 
i'nterests while maintaining a financially sound, operationally 
effective u~ility, provides, through its return on equity 
component, appropriate: but only coincidentally optimum, 
iuter~st coverage. 

The principal presentations on rate.of return and the 
critiques in the record have been of assistance t~ the Commission 
in making. an info:rmed 4.nd impartial judgment .determination of 
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reasonable rate of return. As previously stated, the resultant 
fair and reasonable rate of return for General is in the range 
of 8.1 to 8.5 percent. Such a range of return should produce 
earnings on common equity of 10. 8 percent to 11.8· percent, and 
times interest coverages, after income taxes, ranging from 2.3 
to 2.4. General's related common equity ratio is 41 percent 
and its mortgage bonds presently ca.rry a.n "A" rating. 

Before leaving this very important element of the 
rate making process, we would observe that the fair rate of 
return for General ~ceeds the returns upon which rates were 
set in the very recent general rate proceedings of Southern 
California Edison Company and The Pacific Telephone & Telegraph 
Company. Rates for Edison were set in Decision No. 78802 dated 
June 15, 1971) to yield a 7.9 percent rate of return. At this 
level Edison's return on a 37 percent common equity ratio is 
about 11.9 percent and the interest coverage for its Aa-rated 
debt securities is 2.9. In Decision No. 7885l dated June 22, 
1971, rates for Pacific were set on a 7.85 percent rate of 
return to yield common equity earnings of 9.5 percent and 
approximate interest coverage of 3.1. Pacific's equity ratio 
is about 56 percent and its debt securities presently carry an 
"Aaa" rating. 

From these ultimate resul~s) we would fureher observe 
that the computed raees of return of General, Edison and PaCific, 
while not, of course) directly compa~able ~ny more than the 
companies themselves, are within the scope of a rational pattern, 
one which reflects an inverae relationship of rerum on common 
equity with equity ratiO·, on the one hand, and of interest cover-
ages moving in the direction of security ratings, on the other. 
Similarly, there is reasonable consistency in the consumer burden, 
as indicated by the combined effect of return and income taxes" 
imposed by the several levels of rate of return. 
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Affiliated Interests 
As a holding company, G!&E controls) in addition to 

telephone operating companies a.nd other interests, GTE Automatic 
Electric Incorporated, General Telephone Directory Company, GTE 
Service Corporation, and GTE Data Services Incorporated, which 
transact a substantial amount of business with General. 

GTE Automatic Electric Incorporated (Automatic or 
Automatic Electric) and its subsidiaries are the developing, 
manufacturing, supply and distributing companies for the tele-
phone operating companies controlled by GT&E. Automatic is 
the largest non-Bell manufacturer of telephone equipment in 
the United States. In addition to products of its own manu-
facture,. termed ttequipment~', Automatic purchases products 
manufactured by others, termed "supplies", for sale to its 
customers. 

General Telephone Directory Company (Directory 
Company) performs directory service for the telephone operating 
companies controlled by GT&E as well as for a number of other 
non-Bell telephone operating companies. This service includes 
the sale of directory advertising, the compilation of the 
alphabetical and classified sections of the directory, and the 
printing of two-column directories. 

GTE Service Corporation (Service Company) renders 
advisory assistance in legal, financial and operational matters 
and other services to GT&E and its subsidiaries. Service 
Company furnishes its services to affiliates on a cost-of-
service basis. 

GTE Data Services Incorporated (GTEDS) was for.med in 
1967 to provide data processing services to the General Syst~ 
telephone companies as well as to other organiz4tions outside 
the General Sys1:em. General has not t:ratlSferred its data 
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processing operations to GTEDS. GTEDS, however, is developing 
for General and other telephone operating companies of the 
General System a Business Information System, commonly known 
as BIS. A six- to ten-year program is contemplated for the 
BIS project at a cost of at least $12 million to General, and 
the staff,has made appropriate recommendations concerning the 
surveillance of the project. 

With respect to both the Service Company and GTEDS·, ; 
there is only one basic difference between epplicant and staff 
in the treatment of General's tr~nsaetions ~4ththese affiliates. 
This difference is in alloc3.'i:ion methods and has only a minor· 
effect at present, i.e. > a net expense effect of $·167,000 on" 
General's intrastate operating results for test year 1970. 
Appropriate resolution of this issue can provide an opportunity 
for General and its affiliates to move together toward a more 
equitable but still uniform allocation method. 

Applicant's allocation method is consistent with 
aceual billing procedures under which its share of the total 
billing is determined according to the ratio the customer's 

'. total operating expenses and taxes bears to the total of oper"';' 
4ting expenses and taxes of all part ieip ating General System ' 
telephone companies. '!'he staff's method requires the use of : 
four factors for the allocation and has long been accepted by . 
the Commission for allocating common or general office expenses 
among operating districts or departments of Califo:rnia utilities. 
'!he four factors are u\lmber of main stations, number of employees, 
direct expenses and plant in service. 

The advisory assistance and other services rendered 
by the Service Company are diverse) encompass~ing many utility" 
functions. BIS will comprise the following five major appli-
cation groups or "modules": Customer Service Module;: Employee 
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Module; Financial Module; Materials Management Module; Property 
Module. 

While it thus may appear that the fOur-factor method 
achieves a more equitable allocation of the costs associated 
with these activities among the participating telephone 
companies, we decline to accept either method at this time. 
Instead, we have settled on a middle-ground approach which 
results in a net expense reduction of $84,000, as the Service 
Company and BIS part of an adjustment for affiliated interests, 
in General's intrastate operating results for test year 1970. 
Automatic Electric Adjusement 

In this proceeding General again asserts that the 
prices it pays Automatic Electric are reasonable. Its evidence 
in support of this contention concerns prices of Automatic 
Electric to affiliates and non-affiliates, retention by 
Automatic Electric of a share of the telecommunication equip-
ment business of non-affiliates, and prices quoted to General 
by Automatic Electric's competitors. 

Such evidence tends' to confirm that Automatic Electric 
enjoys the advantages of 4 privileged position in the manufacture 
and distribution of equipment and supplies for the independent 
telephone industry market, a market not generally available to 

, Western Electric, but fails to establish that A~tomatic Electric's 
prices to General are reasonable. In essence, such evidence 
points to the aptness of the view expressed by the Wisconsin 
Commission in rejecting an analogous price comparison test: 

fl ••• that for all practical purposes the 
prices involved here are 'administered 
prices'.. the level of prices is not deter-
mined by the costs incurred by the largest 
and most efficient producer in a competitive 
market but rather are determined at a level 
which will permit smaller and less efficient 
producers to stay in business." (General 
Tel. Co. of 'V71s. (Wise .. PSL 1960) ~pOR 
!d 497, 312, 513 .. ) 
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Automatic relies, and increasingly so, on business with 
its affiliated telephone companies. These companies operate about 
46 percent of the telephones of the independent (non-Bell) tele-
phone companies in the United States. Of the remaining 54 percent, 
18 percent is accounted for by operations of United Utilities, Inc., 
and Continental Telephone Corporati~n, which are affiliated with 
telecommunication equipment manufacturers, North Electric 'Company 
and Superior Continental Corporation, respectively. 

Automatic's total sales have increased from $192 million 
in 1959 to $566 million in 1969 and its sales to all independent 
(non-Bell) domestic telephone companies have been fluctuating: 
around 85 percent of its total sales. With reference to the 
independents, the share of sales to Automatic's affiliated 
domestic telephone companies has increased from 66.5 percent in 
1959 to 85.8 percent in 1969- or, conversely, sales to other non~ 
Bell telephone companies have dropped from 33.5 percent- to, 14.2' 
percent. Moreover, while it is true that the telephone companies 
unallied with G!&E represent a smaller percentage of the inde-
pendent telephone industry than they did 11 years ago (the 
companies unallied with GT&E operated about 64 percene of the 
total number of "independent" telephones in 1959- and 54 percent 
in 1969), Automatic's business with its affi11~tes appears to 
be increasing by substaneiallymore than the relative gro~h 
of these affiliates within the independent telephone industry. 

I 

~, 

" 
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On its total sales of $565.7 million in 1969, Automatic 
realized a profit margin of 7.5 percent. A breakdown of this 
result by purchasers follows: 

1969 Total Sales or A.utomatic Electric 

.. .. .. Profl.t .. .. .. . 

Purcha.8or : Equipment : SU'Pplies : Total : Margin 
CDOIIars loll MIlllo116) 

General Tel. of Calif. $ 62.3 S 32.9 5102.2 8.4",.6 

.. .. .. .. 

Other GT&E Domeetie 
Telephone Companiee 178.8 137·7 '316.5 7 .. 6%' V· 

Non-GT&E-Affiliated 
Domestic Te1e~hone 
Comp8Zdee 

All Other 

57.8 
70.0 

$126.8 / 
With the exception of sales made to "All Other" purchasers, where 
perhaps there is exposure to 'Vigorous competition, Automatic 
Electric's profit margin on equipment sales (products of its own 
manufacture) is roughly double that on supplies sales. It charges 
the same or, for a number of important items, lower prices to its 
affiliates than to non-GT&E domestic telephone companies. On 
purchases of items b~ affiliates which are capitalized, credits 
are received from GT&E. In General's case such credits amounted 
to $7.8 million in 1969. The credits are in response to, and 
reflect) the elimination of intercompany profits in the Ceneral 
System consolidated federal income tax return. 

General's purchases from Automatic, in reaching 
$102.2 million in 1969, represent 21 percent of all sales to 
domestic (non-Bell) telephone companies by Automatic, or 18.1 per-
cent of total sales. 
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In Decision No. 75873 we held that Automatic's prices 
to General are unreasonable to the extent they provide more than 
a reasonable return on GT&E' s investment in Automatic allocable 
to transactions with General. In light of substantially the 
same record before us in this proceeding and of the below enum-
erated considerations,we are convinced that no change is in 
order and that our holding in that decision should be, and is, 
reaffirmed: 

(1) The size of the captive market -- GT&E system 
telephone companies provide nearly one-half of 
the independent or non-Bell telephone service 
in the United States. 

(2) The 1ess-than- ar.m's-lengeh bargaining in 
affiliated transactions. 

(3) The ambit in setting prices by vir~e of the 
captive market and of being the major manufac-
turer of telephone equipment for the independent 
telephone operat1~g cc~pani_~s. 

(4) The tendency tow~rd a~inistered prices wh~ch 
can produce excessive p:ofit m3rgins ~d permit 
smaller and less efficient ~uf2ceurcrs to 
retain or increase their sb..~~e of business ~"ith 
the non-GT&E controlled independent telephone 
companies. 

(5) The most objective and fair standard available 
for use in determining the amount of payments' 
to Automatic Electric which may be allowed to 
be recovered through General's rates appears 
to be cost inclusive of a reasonable return 
on investment. 
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In Decision No. 75873 we determined that for rate 
making purposes GT&E' s investment in Automatic and adjustments 
in General's payments to Automatic should be based on the 
following criteria! 

(a) Valuation of GT&E's shares of stock exchanged for 
shares of stock of Theodore Gary and Company and other acquired 
companies on the basis of the average of market prices for GT&E 
stock over the l2~month period immediately preceding each 
acquisition. 

(b) Allocation of the market price determined in (a) above 
between domestic telephone equipment manufacturing and all other 
activities on the basis of net investment (book value). 

(c) Allocation to General of GT&E's investm.ent in Auf;omatic 
Electric allocated to domestic telephone equipment manufacturing 
based on the investment method. 

(d) Allowing Automatic Electric to earn a 12 percent retum 
on equity in the form of GT&E' s net investment in Automatic 
Electric and in effect applicable to the portion of such invest-
ment devoted to serving General. 

With respect to the determination of GT&E's investment 
in Automatic, two opinions were issued recently by the Accounting 
Principles Board of the American Institute of Certified Public 
Accountants which have some pertinency. In fact, Opinion No. 16, 
Business Combinations, and Opinion No.. 17, Intangible Assets, can 
be used to reassess our criteria for determining GT&E's invest-
ment in AutomatiC, which resulted in an upvaluation for rate 
making purposes over book value, and the pertinent allocation 
to General. These opinions cannot be applied retroactively in 
any way for accounting purposes. 
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Opinion No. 16 provides, among other things, guidelines 
concerning the values of shares exchanged in acquiriDg a company 
or group of companies and concerning the apportionment between 
companies of an acquired group.. Opinion No .. 17 prescribes that 
the cost above original cost should be amortized over a period 
of not more than 40 years. We consider that the guidelines 
laid down in Opinion No. 16 are sufficiently broad to include 
well within their purview, as contended for by the Commission's 
staff, all of the criteria and procedures we adopted in Decision 
No. 75873 to determine GT&E's investment in Automatic Electric. 
After their further testing on this record, we view those 
criteria and procedures, except to the extent modification is 
in order to reflect Opinion No.. 17 considerations, as still 
being both appropriate and reasonable.. They will be substantially 
followed, after modific4tion to reflect Opinion No. 17 considera-
tions, in developing the Automatic Electric .ndjustment. 

Opinion No .. 17 specifically requires the amortization 
of intangibles including goodwill. This was not done in Decision 
No.. 75873, but now it will be. 

Neither General nor the Commission staff provided on 
this record an in-depth study to determine the appropriate 
amortization periods for the various elements comprising the 
intangibles including goodwill. Perhaps adequate records 
necessary to developing such periods are not available. 

Without such a study, the use of the maxtmum amortiza-
tion period permitted of 40 years ~dvocated by General appears 
to be less suitable than the 25-ycAr period advocated by the 
staff. In some respects, the selection of a 40-year amo~1za­
tion period appears indicative of replacing, in part, the 
acquired intangibles including goodwill with those which have 
been developed since the acquisition of Automatic Electric by GT&E. 
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Any such replac:em.ent of intangibles including goodwill would 
hardly be consistent with Opinion No. 17 and historical cost 
accounting. 

Quite clearly, General has failed to adequately meet 
the burden of proof as to the reasonableness of using the. 
maximum amortization period permitted. Under the circumstances, 
we find the 40-year amortization period advanced by General to 
be unreasonable and the 25-year amortization period recommended 
by the Commission's staff not to be unreasonable. The staff 
recommendation is adopted. 

We turn now to the matter of a reasonable return on 
GT&E's net investment in Automatic Electric. As we observed in 
Decision No. 75873) there appears to be somewhat greater risk 
in Automatic Electric's manufacturing operations, even with a 
substantially captive market, than exists in a utility operation. 
To quantify in some way this difference in risk and reflect it 
in a reasonable return continues to pose a difficult and complex 
problem. 

We accord little weight to the comp~rable earnings test 
as applied by General because the selection of manufacturing 
companies and the array of data used does noe allow for the sub-
stantially capeive market enjoyed by Automatic Electric. We 
reject the staff recommendation to the extent it recommends the 
use of an 11 percent return on Automatic's common equity for 
years 1969 and 1970, observing the higher costs of money experi-
enced generally since the proceeding in Application No.. 49835 
and the prevalence in the 1959-1969 period of the earnings 
pattern of a bro.a.d speeerum. of American industry developed in 
that proceeding for the 1959-1966· period. 
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An examination of all of the evidence on the reasonable 
level of return on GT&E' s net investment in Automatic Electric 
convinces us that no departure is warranted at this time from 
Decision No. 75873 wherein we said," ••• We are cognizant of 
the economic: necessity for allowing Automatic: a reasonable 
return on its investment to co:opcnsate for the nsltS undertaken 
and the need to attract capital. Accordingly, we conclude that 
Automatic: would be treated fairly if it earned a return on its 
common equity ~pproximating the return on common equity of a 
broad spectrum of Americen industry. • •• This reasoning leads 
us to conclude that a range of 10 to 12 percent on common equity 
of Automatic would be appropriate. Because of the uncertainties 
hitherto fore discussed in our determination of a precise rate of 
return, which are complicaeed here because we are considering a 
manufacturing firm, albeit with a subseantially captive markee, 
we select the 12 percent return on equity, a return which may 
be slightly generous." 

Automatic Electric's actual earnings on its book 
equity ranged from 17.7 percent to 37.1 percent, with a median 
of 22.4 percent over ehe period 1959 through 1969. Over the 
same period., its pro forma earnings on equity, in the form of 
Gt&E's net investment as determined by the procedures adopted 
herein, ranged from 12.4 percent to 24.4 percent, with a median 
of 16.2 percent. Restricting Automatic Electric's return on 
equiey (i.e., on GT&E's net investment in Automatic Electric) 
to 12 percent for the portion of its investment devoted to 
sernng General prevents) for the rate-making purposes of this 
proceeding, At:ltomatic Electric from making an unreasonable and 
excessive profit on sales eo Genera.l; it results ina decrease· 
of General's intrastate rate base of $19;806,000 and a net 
intraseate expense reduc1:1on of $1,244,000 for test year 1970. 
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General dld not present evidence concerning Automatic's 
progress) if any, in increasing its productivity, objectives for 
future increases, or justify Automatic's underlying costs. It 1s 
not sufficient merely to point to Automatic's profitable share of 
the telecommunications equipment requirements of independent 
domestic telephone companies unallied with the GT&E system. In 
future proceedings we shall expect General to make a comprehensive 
showing covering such aspects of Automatic Electric's operations, 
including cost controls. In our determinations concerning the 
reasonableness of payments by General to Automatic Electric, 
exceptional increases in productivity, efficiency of management, 
and the like, which are clearly demonstrable, should redound to 
the benefit of Automatic Electric and of General and its rate 
payers. 

Directory Company Adjustment 

General is the major customer of the Directory Company. 
It furnishes approximately one-third of all of the Directory 
Company's domestic telephone directory revenues. 

The Directory Company receives slightly over 80 percent 
of its total revenues· from CT&E~affiliated telephone companies, 
about 10 percent from non-GT&E-affiliated telephone companies, 
and the remainder from other sources. In comparison with other 
telephone companies doing business with the Directory Company, 
General provides approximately three times the revenue of all of 
the nonaffiliates and also about ehree times the revenue of the 
neKt largest affiliated company. MOst of General's. directories 
are printed under contract with comxnereial printers .• 
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General entered into a new contract with the Directory 
Company to be effective for all directories published on and after 
January 1, 1970. The old contract provided for payments to the 
Directory Company based on a step seale related to the level of 
advertising revenue per telephone. There was also a provision 
for annual adjustments depending on the magnitude of the Directory 
Company's net profits. The new contract provides for a split of 
directory advertising revenue, after certain advertising adjust-
ments and uncollectibles, on the baSis of 57 percent to General 
and 43 percent to Directory Company. The new contract may be 
terminated at the end of any year by either party upon one hundred 
twenty days' written notice being furnished before the end of that 
year. 

General contends thae ehe performance of Directory 
Company has minimized the rates General must secure from its 
subscribers to a greater extent than has the performance of the 
directory department of The Pacific Telephone and Telegraph 
Company (Pacific) for Pacific's subscribers. It further contends 
that payments by General to Directory Company are reasonable, that 
the benefits received by General and its subscribers from Directory 
Company's operation are substantial, and that application of a 
utility rate of return to a directory business is unrealistic and 
results in an inadequate return. 

~le it is true that the ne~ directory revenue per 
average main station of General exceeds that of Pacific in 1968 
and 1969, we would not"-venture an attempt to determine relative 
efficiencies of the two directory operations from the comparative 
results presented by General in its Exhibit 14. Such. a deter-
mination is not undertaken because of the substantial effect of 
differences iu rate levels for classified advertising, on the 
one hand, and in subscriber "mix", on the other, as between 
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General and Pacific, neither of which has been adequately evalu-
ated on the record before us, and because other pertinent factors 
probably exist which have not been disclosed. 

Under the new contract between 1:he Directory Company and 
General the high profit levels the Directory Company has been 
earning in its bus,iness with General would continue. In fact, when 
1970 is analyzed on a pro forma basiS, the Directory Company's 
earnings from i1:s business with General, as estimated by the staff, 
reach a high of 44.19 percent on net investment. 

The tabulation below presents a comparison between 
General and other GT&E-affiliated companies of the advertising 
revenue produced per telephone in service at the beginning of the 
year. On a unit baSis, such as the cost of putting a salesman in 
the field for a day or of compiling a listing, the COS1:S of sales, 
publishing and printing should be approximately the same, whatever 
the size of the directory. 

Year -
1965 
1966 
1967 
1968, 
1969 
1970 (Est.) 

oJ( 

Advertising Revenue Per Telephone 

General 

$ 9.06 
9.68 
9.91 
8,.52 
9.09 

10.71 
12'.37 

Other Affiliated 
Telephone Companies 

$5.27 
5.49 
5.9$ 
6.00 
6.07 
6.43-
6.43 

General 
Exceeds Other 

Ratio 

71.9% 
76.3% 
66.61. ' 
42'.0% 
49'.,81., 
66.61-
92.41. 

*Pro Forma Basis for full-year effect of General's latest 
direc1:ory rates. 
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Because of its size, we would expect General on its 
own to have been, and to be, capable of developing an efficient 
directory operation serving its needs and perhaps those of other 
telephone companies which cO'.lld inure to the benefit of General's 
subscribers. We can see, however, how a directory operation 
developed to handle all of the business of the Gr&E system 
telephone companies probably provides system-wide benefits as 
presumably the GTE Service Corporation does in carrying out its 
functions on a cost-of-service basis. 

At this point, certain portions of Decision No. 75873, 
which apply equally well to this proceeding, warrant repeating: 

". .. .. We accept the staff position that the Directory 
Company should not be allowed a greater return on business with 
General than the latter is allowed on its other utility business. 

'A telephone directory is an essential 
instrumentality in connection with a 
peculiar service which a telephone com-
pany offers for the public benefit and 
convenience. It is as much so as is 
the telephone receiver itself, which 
would be practically useless for the 
receipt and transmission of messages 
without the accompaniment of such 
directories.' (cali£ornia Fire Proof 
StorCfe Co~a~. Brundige (1926) 199 1. I , ~.Y" 

(Mimeo. p. 73) 

H ..... a utility, when controlling or performing 
functions that are an integral part of its service 
to the public, cannot merely, by a separation in 
corporate structure of what o~herwise would be a 
functioning department, obtain higher profits 
than would be available to the utility through 
its fa:lrrate of return." 

(Mimeo. pps. 76, 77) 
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H6. No more benefits accrue to the Directory 
Company because it is an 'independent' company 
than would accrue to the Directory Company if 
it were merely a department in GT&E or a depart-
ment in General. The Directory Company does not 
compete for the business of General or any GT&E 
operating. company nor does it have any measurable 
risk of losing such business." 

(Mimeo,. p. 134) 

uS. The function of the Directory Company can be 
performed equally well by General within the 
present concept of utility service. 

H9.. General and the Directory Company do not 
bargain at arms-length over the division of 
directory revenues. !he Directory Company is 
used by GT&E to syphon profits from General • .. .. 

(Mimeo,. p. 135) 

For the rate~ng purposes of this proceeding we will 
make a net reduction of $1,779);000 in General's expenses for'test 
year 1970 to disallow Directory Company's making an unreasonable 
and excessive profit on its business with General. this adjust-
ment is computed on the basis of limiting Directory Cotlpany's 
return on business with General to the level of return,' the latter 
is allowed on its other utility business. 
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Results of Intrastate Qperat10n 
Both applicant and the staff of the Commission pre-

sented results of operation of General for test year 1970. 
For the jurlsdictiotlr'll separation, both used the 

Ozark Plan to reach separated intrastate from total results 
of operation and their final intrastate results, after 
revisions which occurred during the course of the proceeding, 
are set forth in Exhibit 84. !n addition in Exhibit 84) 
individual differences in the operating results reached, 
together with their rate of return effects) are shown. In the 
aggregate these differences account for the total difference 
in rate of return under present rates of 6.01 percent as 
dete%mined by applicant, and 6.78· percent as determined by 
staff. 

In Table 1 below, the comparative results of appli-
cant's intrastate operation for test year 1970, as set forth 
in ~bit 84., are summarized and the intrastate operating, 
results we adopt for test year 1970 under "present rates" a=e 
shown. "Present rates" exclude the interim supplemental 
billing charge made effective pursuant to Decision No. 78133, 
dated December 22) 1970, in this application and changes in 
state toll and mUlti-message unit rates pursuant to Decision 
No. 78851, dated June 22, 1971, in Application No,. 51774 and, 
among others, Case No. 9045. 
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Table 1 

Results of Intrastate Operation 
Under Present Rates - Zest Year 1970 

· .. . DU':t'erenee : .. .. .. 
: . Cole. 1 & 4- : A:pplica:c.t .. .. : Accounted for ~ : Recorded · · : .. 
: Item 

(1) 

Operating Revenues $ ~,733 

~rating ~nse8 
Expenses Other Xhsn Taxes 222,768 
Income Taxes 24,418 
Other T~ee 44,978 

TotaJ. Opt:rat1ng. Expen.5e.e 292,164 

Af!iliates Adjustment (;,286) 

Net Revenues 75,855 

:Rate B8.ee 1.11B,028 

Rate of Return 

"Bret1kdow. 
Af~iliAted Interest 
Director Modification Program 
Interest Expense Adjustment 
Inveetment Tax Credit 
Deei810n No. 77947- Effects 
OtMr 

6.78% 

: Adjust- : .. &-.. 
: ment8'" : Otber : Ad usted 

llars 1ll Thousands 

(2) (3) (4) 

S 4,:309" $3,663 $ ~72,,705-

2,146 2,885 22:1,799-
4,055 l,l~ 29,577 

~~2 (240) 42%2.27 
6,800 ~,749 ~2,-713 

3,286 

(5,?77) ('Sb) - 69,992-

47,005 (262) l,l64,771 

(0 .. 26%)· (o.ol5tD 6.0l?& 

.. : .. .. .. .. .. .. : .. .. .. .. . 
: Ado ted .. .. 

(5) 

$ '370,9TfJ 

2Z1,252 
25,953 
42:221 

298:,542 
(},l07) 

75,538-

1,142,6'5 

6.61% 
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As shown in Column 2 of the above table, the difference 
in ulttmate results reached by applicant and staff, i.e.) 6.01 
percent rate of return vs. 6.78 percent rate of return, is for 
practical purposes a.ttributable to adjustments accounting for 
O. 76 percent in rate of return. The remaining .01 percent of 
rate of reeurn difference is a result of applicant's developing 
its operating results from recorded 1970 figures and the s.taff"s 
developing operating results on an esttmated year 1970 basis. 
The composition of the adjustment entries in Column 2 of Table 1 
is shown~n the following tabulation: 

Compoei tion of Column 2 of Table 1 

: Oper .. : : : .. . 
: at:iJlg ~ .. .. . 
::Revenues: 

DecilSion No. 77947 Effects $2,409 S - $l,l65 S 

Dir~etor Modification Program 326 l,482 (~.1~) 24,340 

Interest Expense Adjustment 880 2,}5l (1,471). 

Investment Tax Cred.:i. t l,}30 (l,,222)" 

World.ne Ca.eh Allowance ... 2,3)0 

Ten-cent Toll to' Extended Area 
Service & Other Iteme 694 ~:5 ~l 

Affiliated Intore:;t ~,286 (2%2Sb) 20,335 

'total $4.:309 Sb,800 $3,286 (i5,,??" $47,005 

,-, - Red F:i.gure 
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The first two items~ Decision No. 77947 Effects and 
Director Modification Program> are pro forma adjustments made'· 
by the applicant and not the staff. The third item, Interest 
Expense Adjustment, is a pro forma adjustment made by the staff 
to place the deduction of interest expense for income tax 
pu-~oses on a level commensurate with the embedded cost of debt 
as of the end of year 1971 which was used by the staff witness 
on fair rate of return. !he fourth item., Investment Tax Credit, 
was excluded from the test period by applicant but not the staff. 
The next two items, Working cash Allowance and Ten-cent Toll 
Conversion to Extended Area Service, reflect largely differences 
in methodology or procedures between applicant and staff1n 
.determining the amounts for these items. 'I'he last item, 
Affiliated Interest, encompasses staff adjustment for rate 
making purposes of General's business with its affiliates» 
Automatic Electric, Directory Company, Service Company and GTEDS. 

Our adopted operating results in Table 1 reflect the 
company's basis of developing its operating results.from 1970 
recorded figures, some of the adjustments which account for the 
aforesaid 0.76 percent rate of return difference, and certain 
other considerations. We will now proceed to a discussion of 
such adjustments and considerations. 

Inclusion, on a pro forma basis of the full-year effect 
in the test period, of the increase in rate levels resulting from 
Decision No. 77947 is not really an issue between the applicant 
and the staff. It is an identifiable difference in their.presen-
tations and ~he full-year effect is properly includable1n the 
test year 1970. 
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The director modification program is an issue and has a 
substantial impact on ultimate results, i.e., 0.23 percent in rate 
of return. !he program will result in an equipment re:u=rangement 
which is necessary to make more telephone numbers available in the 
Los Angeles metropol1ta~ area. It will permit the use of additional 
three-digit central office codes not now available. 

According to applicant, the present telephone uumbering. 
plan in the Los Angeles metropolitan area will exhaust about mid-1974 
and the industry has scheduled cut-O'IJ'er to the new dialing pla.n, the 
metropolitan dialing plan, for completion by mici-l973, $0 as to allow 
adequate ttme to intercept misdialed calls prior to the introduction 
of number~ plan area codes as~e~l office codes fn mid-1974. 
Applicant's present schedule provides) however, for completion of 
the director modification program early fa 1972. 

The initial step commences in late 1971 with ~n i:lter1m 
plan that will be applicable to the Long Beach, Huntington Beach, 
Westm1nister and Downey central offices havfng extended area service 
to or from Orange County, which comprise 17 of General's total of 
55 central offices in the 213 numbering plan area. Scheduling tbe 
director modification program for completion in 1972 evolved from 
several considerations including the conversion of 2-MMO' routes to 
extended area service, the relief of the tandem network in the 
Los Angeles extended area by the use of multi-frequency signa1~ing 
inherent in the director modification anci adding of touch calling· 
equipment made possible by ciirector modification. 
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As of the end of 1970, applicant had spent on the program 
a total of $14,593,000 which reposed primarily in plant under con-
struction. Applicant has adjusted its intrastate operating results 
for the test year 1970 to include the total cost of the director 
modification program. The pro forma adjustment attributable to the 
program amounts to an increase of $24,340,000 1n rate base and a 
decrease of $1,156-,000 in net operatiug income. 

General contends that it is proper to make a pro zorma 
adjustment for the entire cost of the director modification program 
in the test year because significant amounts have already been spent, 
its completion is near term, and the program constitutes a necessary 
increase in plant without offsetting revenue increase. 

The staff contends t~t the director modification program 
should be considered as a gx'owth item. Because of growth,. new 
exchange prefixes in tbe 213 area are necessary and additional 
subscribers in that area means additional revenue. In essence, it 
is the staff's position that the plant is necessary to meet projected 
growth; that said growth will produce additi.onal revenues and that 
if the plant is considered for rate making purposes, so should be 
the revenues. Applicant counters that the only thing the director 
modification allows is the signalling of additional central office 
eodes on existing equipment by existing customers. The modification, 
of itself, does not allow applicant to handle any more traffic or to 
provide any further services to its subscribers. 

thus, while the ultimate aim. of the program is made 
necessary by anticipated future growth in the Los Angeles metropol-
itan area, we agree with applicant that the director modification 
will serve existing customers and is not directly related to· revenues 
to be received from future additional customers. It provides an 
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ancillary type funetion and in that sense is essentially non-
revenue producing in comparison with the exp4nsion of central 
offices, the stringing of cable, or the installation of tele-
phones to serve additional customers. 

In the circumstances and upon consideration of the 
substantial delay in applicant's receiving rate relief making 
1972 the first full year the new rates would be in effect, 
it is appropri&to for rate making purposes to include in our 
adopted operating results the pro forma adjustment made by 
applicant for the director modification program. 

Concerning the interest expense adjustment, the 
pro forma treatment used by the staff places on a consistent 
basis the deduction for interest in the computation of income. 
taxes and the effective interest rate on debt used as part of 
a fair ra~c of retu~ de~ermination. In this way, income 
taxes· and r3te of return become closer coordinated elements 
of the total cost of service or revenue requirements ... 

Placing them on such a coordinated basis within 
ot)erating results at present rates has the practical advantage 
of facilita~ing the detercinn~ion 0: the revenue deficiency or 
ad-jitional revenue requirement upon a comparison with :he rate 
0: return upon which new rates will be set. This procedure 
does, however,. distort earnings at present rates, as applicant 
contend's, but ~o do other pro forma adjustments. The staff 
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adjustment increases net operating income by $1~471,OOO and 
relates to an effective interest r~te of 6.13 percent on debt 
as of December 31, 1971. The comparable adjustment in our 
adopted operating results increases net operating income by 
$1,873,000 and relates to an effective interest rate of 6.28 
?ercent on debt as of December 31, 1971. 

The investment tax credit should be included in the 
test period operating results only if this credit will be 
available to applicant in the immeeiate subsequent periods. 
Under federal ineome tax law, the inves'bXI.ent eredit was repealed 
except as to pu=chase ccr.mnitments made on or before Apr;'l 18, 
1969. Applicant's entitlement to claim further investment 
credits on its tt.X return was expected to exhaus,t in 1970. 
There are now, however) compelling indications that such credit, 
perhaps under a different set of plant eligibility requirements 
and rates, will be restored. 

The staff based its computation of the investment 
tax credit for test year 1970 on its estimAte of the amount 
of qualifying plant additions to, April 18, 1969. This resulted 
in an investment tax credit of $1,493,000 for the total company 
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and $1,330,000 for General's intrastate operation. Annual Reports 
of General for years 1967 through 1969, filed with the Commission, 
disclose that the investment tax credit amounted to $3,297,682, 
$3,957,951, and $3,387,.460, respectively. 

Our adopted operating results as set forth in Table 1 
exclude an allowance for investment tax credit. Thus, this 
application should be kept open for the l~ted purpose ,of giving 
appropriate disposition to the effect of the investoent credit 
if i~ i3 in fect restored in feder~l tax law by not later than 
six months after the effective dnte of the order herein. How-
ever, in the event General files a new application which would 
also serve this purpose or if the investment credit is not 
restored witn1n said six-month period, the p~csent ~pp~ication 
should be considered closed. 

As to working cash allowance, the staff's figure, 
which is $2,330,000 less than applicant's -- giving rise to 
only ~ 0.01 percent rate of return difference, was arr~ved 
at by the same method of calculating working cash 3S th~ st~ff 

used in the most recent major rate proceedings before the 
Commissi~n. It is an appropriate method on the basis of this 
record and we see no =eason here for a departure from our 
actions in those proceedings. !he st~ff's estimate in the 
negative amo':J.ut of $2l8"OOO .as an allowance for working cash 
is adopted. 
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As required by ordering paragraph 4 of Decision 
No. 75873, the conversion of ten-cent toll to extended area 
service is to be made during 1971. The related conversion of 
2-MMU' routes to extended area service is also to be completed 
by December 31, 1971. the effects of eliminating ten-cent toll 
and 2-MMtJ routes have been "proformedfr into 1970 operations by 
both applicant and staff. The staff's pro forma treatment 
i~creases the cost of service more than the applicant's and the 
difference between them, which equates to about 0.02 percent 
in rate of return, is caused primarily by the staff using the 
so-called satellite plan and applicant the "toll continuation 
methodU as th~ method of settlement with Pacif:tc. 

Pacific's offer of settlement is based on the satellite 
plan anci has been accepted by all independent telephone companies 
except General. The staff's pro forma adjustment to reflect the 
elimination of ten-cent toll and 2-MMO routes is included in our 
adopted operating results. 

't-Tith respect to Affiliated Interest, the last itl2m in 
the tabulation setting foreh the compOSition of adjustment entries 
in Column 2 of Table 1, the pertinent affiliates (Automatic 
Electric, Directory Company, Service Company and GTEDS) and the 
development of our adopted adjustments have ~lready been discussed 
~t same length. !he adjustments result in a net expense reduction, 
or conversely, a net revenue increase, of $3" l07 ,000 and a reduc-
tion of $19,806,000 in rate base. 

Apart from the matter of the adjustments accounting 
for the difference in ultimate results between applicant and 
staff, there are several expendit~res included ~n operating 
expenses as developed by applicant from 1970 recorded expenses 
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that are significant from a regulatory viewpoint while having 
only a minor fmpact on cost of service or revenue requirements. 
The eA~endieures are for certain television advertising and for 
legislative advocacy,. dues and donations. Consonant with the 
pertinent staff disallowances, our adopted operating results 
exclude $455,000 in television advertising expense, which was 
directed principally toward tmprov1ng the company tmage, and 
$20,000 for legislative advocacy, dues and donations. 

Based on the intrastate revenues and expenses, other 
than income taxes, adopted herein, we compute and adopt as 
reasonable for the test year an amount of $25,953,000 for 
income taxes, which is the amount sho'Wn in Table 1. In the 
computation, accelerated depreciation with normalization was 
used to determine both federal and statc i~come taxes. 

This was also done by the staff and applicant in 
EXhibit B4 and is in conformity with the tre3tm~t specified 
in Interim Decision No. 77984, dated November 24, 1970, in 
Application No. 51774, et a1, and made applicable to· this case 
by Intertm DeCision No. 78133, dated December 22, 1970, herein, 
for federal income taxes. The adoption in Decision No. 77984 
of the normalization basis for federal income taxes is based 
upon changes in the federal laws. 
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Concerning accelerated depreciation for state income 
tax purposes, we stated in Decision No. 78851 in Application 
No. 51774, et al, and it applies equally well here, as follows: 

"If Pacific were to adop~ "flow-through" 
accounting for state income taxes using 
accelerated depreciation, it would not 
appear to be in compliance with the pre-
requisite in the Internal Revenue Code 
that a taxpayer such as Pacific must use 
the "normali?..ation method of accou'tl::i'tlg" 
to quzlify for the use of accelerated 
depreciation for federal income tax 
purposes. In any event, the state income 
taxes are a relatively small po~1on of 
total income taxes p~id by P~cific. 
Under these circumstances it is not 
w~rranted to consider different account-
ing and ratc-making treatment for state 
th~n for federal taxes. We find that 
th~ staff was correct in b~sing its 
deto~ination of revenue requirement 
in ~Xhibit No. 66 on the use of normali-
zation for both state and federal income 
taxes. TI1is avoids the possibility of 
jeopardizing the much larger federal 
income tax deferrals." 

Revenue Rec:; .... ',irement 
We find that the levels of revenues, expenses and rate 

base as set forth in Column 5 of Table 1 hereinabove, which 
reflect essential rate making modifications and comprise our 
adopted intrastate operating results, are appropriate, 3.Xld should 
be used, to determine General's gross revenue deficiency under 
"present rates". 

As shown in these results, the net operating income 
of $75,538,000 equates to a 6 .. 61 percent rate of return on the 
:ate base of ~1,142,635,OOO. This is less. than ~ fair return 
for General which, as found in a previo-as section of this 
Opinion, ranges from 8.1 to 8.5 percent .. 
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Rates for applicant will be set to yield the midpoint 
rate of return of 8.3 percent. Thus, a deficiency in net 
revenues under "present rates" of $19,301,000 results and there 
is required additional gross revenues (net-to-gross multiplier 
of 2.087) of $40,281,000 per year. However, because. of prac-
tical limitations in translating the additional revenue 
requirement into rates, the acopted rate spread, as set forth 
in the next section of this Opinion, yields revenue increases 
of $40,288,000, which represents a 10.9 percent increase in 
gross revenues. 

The adopted intrastate results at rates being author-
ized herein may be summarized as follows: 

Adopted Intrastate Results 
At Authorized Rates 

Operating Revenues 

Operating Expenses 
Net Revenue 
Rate Base 

Rate of Return 

$ 411,261,000 

316,419,000 

94,842,000 

1,142,635,000 

8.3'7. 

As discussed in a later section of this Opinion, 
General appears to be rendering an ~ecepeable level of 
service. Continuation of a penalty in r3~e of return for 
inadequate service is neither warranted nor would it be 
conducive to maintaining General'~ capacity to meet service 
standards systemwide in light of the heavy capital require-
ments of its construction program over the next several 
years to meet system growth and other needs. 
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Rate Spread 

A proper spread of the additional gross revenue require-
ment to the various types of telephone services provided by 
General is influenced in large measure by Decision No. 7885l 
issued on June 22, 1971, in the general rate proceeding on Pacific 
and related matters (Application No. 51774 and, among others, 
Case No. 9045). In fact, a revenue inerease of· $16,335,000 to 
General has been predetermined by that deeision and a revenue 
increase of $17,113,000 ensues upon reflecting a. considera.tion 
of parity in basic rates for Paeifie's and General's exchanges 
in the Los Angeles Extended Area and other appropriate relation-
ships. Our adopted rate spread yielding an annual gross. revenue 
increase of $40,288,000 is set forth on ~he next page. 
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: 

Adopted Pate Spreo,d 
Yielding Annual Groes ~evenue Increase 

of S40,288,000 

: Billing ; settlement : Revenue . . 
: ____________ ~It_e~m~ ____________ ~:~~~c~~~_e~~:~-E~!.~~e~ct~--:~-In~c~~~M~e~-: 

eDollarsin ~oueand8) 
Revenues Derived from D. 78851 

Message Toll Telephone Rate~, 
Including 7, 8. MU Conver6ion 

Me~'O'n1 t ,Service (~) 
Extended Area Serv10e 

Settlement Increase 
Subtotal 

BMie Exchsx;se Rates 
Los Angeles Exten4ed Area 
Other L. A. Motropol1tan Area 
Cuteide L. A. Metropolitan Area 

Subtotal 

Basic :Formula Revisione 
~ended Area Service 

Rate Increment 
EOimi"ete Differential -

Courtland, !sleton 
end W8lnut G%-ove 

Othor Services 

Subtotal 

FU~~utton ~olephone Serv1ce 
Foreign EYoehenge Service 
Me.cseago ~te Service ~ 4.7¢ 
Supplemental Serviee~ 
Move end Cl:l.ange 
Service Co:meetion 
PBX Service 

Subtotal 

$12,.559 
2,.506 
4,089 

1.57 

7,676 

S (2) 
(i(;2) , 
m.)' 
@) 
(71) 

(2bO) 
(~) 

~) 

$ 5,700 
6,6:35' 

,4,000 

S 127,' 

~ 

157' 

$ 15 
m 
l24 
22l 
654 

2,~~ 
2,447: 
6,840, 

S40,288, , 

. 
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Baeic Exchange Rates 
Ats one of our cont:i.nu:i.ng rate spread objectives, CO%l8Onant 'With Sect:Lon 728 

o! the PIl'blic Utili t:Les Code, we 8eek to maintain parity or near parity in baeie 
rates of General' fJ and Pacific' e exeha:o.ges in the Loe Angele" Metropol:L tan Area. 
For General'" exehenges outside the LA. Metro Area, un1torm bMic rates 'lor local 
sGrvice are dee:Lrable and warranted. Such rates are ma1nt81ned g~erall'Y at a 
higher level than basic rates in the LA. Metro Area coneietent with existing rate 
~l&tioXllJl:lips and. the objective or min1miz:Lng rate d1ep4rlties between Ge:leral and 
Pacific in the !.A. Metro Area. 

Basic Exchanse Month1;:: :Ra.tes l Primary Service 
Exten4ed SeMce Local Service 
LA. Metropol1 tan Courtland, Isleton All Other 

Exchar.ses Walnut Grove (1) Excban5!lJ (2) 
Author:i.zed Authorized AuthoriZ&d. 

10sidenec Pre8ent Herein Present Herein Pre~nt Re:rein 
l-Party :nat Pate $ 4.80 $ 5.75 T1+.2T $5.95 $ $.3 ! 5·95 
l-Party Meesage 

2.40-30(3) 2. 95-20 c:~) Rate ("Lifeline") 
2-Party nat Rate 3.85 5.05 3.20 5.25 3.95 5.25' 
4-Party nat Rate 3.05 4.15 2.55 4.25 3.;.0 4.25· 
Suburban (S'Ol3-R) 3.65 4.75 3.05 4.85 3.80 4.85-
l?:BX-~ 7.70 8.45 6 .. 25 8.85 7.75 8.8.5· 

Bue1ness 
l-Par'tyFlat Rate 10.60 12.60 9.55 13.20 ll.8o . 13.20 
l-Party MeB~ Rate 5.75-80 7.65-SO 
2-Party Flat ~te 8.50 10.SO 6.75 10.50 8.25 10 • .50 
Subur"oa=. (stm-B) 6.75 9.30 5.75 9.~ 6.75 9·.30· 
Scmi-Pu.blic Coin Box 5·50 7.65· 4.75 6.60 6.00 6.60, 
J?'.8X-~ nat F.I:I.te 15.75 18.90 14.2.5 19.80 17.50 19 .. 80, 
l'BX-~. Mes.eage Rate 2.75 3.85 -
(1) ~e preeent differential in rates for Courtland, Isleton and WalautGrove 

exchange.e is no longer ju.etif:Led. Service:Ln these exchanges haO been 
upgraded nnd they will benefit trom the conversion of 10-cent toll rcutes 
to extended service. 

(2) ExclUdes rate increments for Extended Are~ Service where applicable. 
Increases in such rate increments, in accordance with bat.Lc tormula 
revisions a.e reflected :i.n Exhibit 70, tJre 8.lso be:£.ng o.uthotize4 he:rein. 

(3) Service t~ be offered. in LA. Metro Area Excllaugee concurrently with the 
withQrawal o!reeidence 2- s:c.d. 4-party nat rate service by July 1, 197~', 
purSUBnt to Decision No. 75873. 
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Other Ser.rices 
The adopted spread of rate increases to other services 

produce revenue increases meeting the remaining additional gross 
revenue requirement of $6,840,000. 

Push-Button Telephone Service. Applicant proposes a 
new form of pricing arrangement a.nd rate changes producing an 
increase in revenues of $1,270,000. The staff also advocates 
the new' prieing procedure which includes replacing the extension 
charge and the key-in-lieu of extension charge, as presently 
applied, with a line appearance charge as set forth in Exhibit 81. 
The staff recommends rate changes producing a decrease in revenues 
of $531,000 however. We find reasonable and will authorize the 
new form of pricing arrangement and r.ates which produce only lI. 

minimal change in revenues from this service. In additio'n, non-
illl.lminated key systems, which are not the standard type equipment 
used in applicant's packaged offerings, will become a closed 
tariff offering as proposed by applicant. 

Forei~ F~change Service. Applicant's proposal to 
increase business foreign exchange service rates by $973,000 
appears reasonable and is adopted. Its proposal for a 60 pe-:cent 
increase in residence rates for this service, which are already 
higher' than Pacific's, would further widen the difference in 
rates between the two companies and is rejected. 

Message Rate Service. A 4.7-cent rate was· authorized 
in Decision No. 78851 for Pacific's message rate and message 
unit services. Consistent with this, the rate for calls in 
excess of the allowance under General's message rate service 
also will be increased t~ 4.7 cents. 

S~lcmental Services. Applicant's propos41 to 
increase rates for some supplemental equipment is supported 
by the staff. It will generate a revenue increase of $221,000, 
appears reasonable, and will be authorized. 
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Service Connection and Move-and-Change Charges. 
Applicant proposes to increase charges for these services to 
yield a $3,060,000 revenue increase. !'he changes proposed 
include an increase in the basic business service connection 
charge from. the present $15 to $18, an increase in the resi-
dence connection charge from $10 to $12 and an increase in 
the business move-and-change charge from $6. SO to $-10. The 
proposed 1ncreases,wh1ch include a consideration of cost, 
appMr reasonable and will be authorized. 

Privnte Branch Exchange Service. The staff 
recommen~ed changes in rates for this service, as set forth 
in Exhibits 70 and 70A, are more suited than applicant's to 
the level of revenue increases required at this time. Such 
rate changes, which produce a revenue increase of $2,447,000, 
appear reaso~able and will be authorized. Concerning appli-
cant's proposal to eliminate the present requirement for PBX 
basic termination charges, the tendency for such elimination 
to increase capital risk and to introduce potential inequities 
between existing and new subscribers would be undesirable. 
'While the proposal does offer some advantages, includi'l:lg , 
improved tariff administration, on balance we dee:n it prudent 
on the basis of the present record to reject it. 

We have considered applicant's proposal to increase 
rates for extension stations and the staff's recommendation 
to increase rates for optional residence telephone service. 
Such increases would result in either a further departure or 
a departure from the level of Pacific's rates for the same 
services and do not appear to be warranted at this time. 
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Service Quality; 
General has had a history of rendering poor service 

and dissatisfaction with General's service by some subscribers, 
especially am~ng those with heavy usage, still exists~ 

In some measure this history of poor service was 
attributable ~o rapid growth, strikes and acquisition and 
integration of systems of other companies. But in other respects 
it resulted from deficient management and deliberate neglect as 
evidenced during ~he late 1950's and early 1960's by limiting 
maintenance of central office equipment to repairs after 
deterioration or failure of equipment. As a result of the 
inadequate maintenance, equipment deteriorated andmalfunetioned. 

In the mid-1960's General adopted a preventive mainte-
nance program. and a number of other programs 'Co improve service. 
By the time of the proceeding in Application No. 49835 (DeCision 
No. 75873, elated July 1, 1969), service had improved substan-
tially but was below the quality of serviee provided by Pacific 
in adjoining areas. In the proceeding in 1st Supplemental 
Application No. 49835, the Commission, in Decision No. 77947, 
dated November 10, 1970, found service to have undergone 
significant further improvement and to be adequate on the basis 
of service index plan results but less than adequate on the 
basis of a market survey. By Decision No. 79310, upon limited ~. 
rehearing in 1st Supplemental Application No. 49835, the 
Commission further found "that the analysis of trends in 
service indices tends to be inherently a more reliable measure 
of service quality 'Chan market S'Urveys .. " 
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In the pre-sent pro<:~d1ng, General has sho-wn a con-
tinuation of further tmprov~ent in its service, as measured 
by the service index plans, to the point where the objective 
level is now being met on 4 total company baSis for each p.lan. 
Service indices of 96 to 98 for each plan are the objective 
and represent service standards which are among the highest 
in the nation. 

Notwithstanding this over-all or company-wide 
attainment of service objectives, there still are local weak 
spots. In the case of the exchange maintenance service index, 
several service offices, which were of concern in the Application 
No. 49835 proceedings, show further tmprovement but remain 
slightly below the objective level. Similarly, ~th respect 
to the dial central office service index, the West tos Angeles 
Central Office shows slight ~provement in reaching an average 
index of 94.3 for the eight-month period June 1970-January 1971. 
Programs deSigned to el1minate these few remaining weak spots 
have been improving service quality and are being continued, 
with modifications as required, to attain the service objectives. 

By its nature, an electro-mechanical system is not 
troublefree. Thus, some telephone service problems can and do 
occur. As discussed at some length in Exhibits X and Y, Gene~al 
relies upon a number of continuing comprehensive programs 
designed to detect) eliminate and prevent service problems and 
to achieve and maintain its service objectives. 

The Commission staff and the City of tos Angeles 
contend that a. second market survey is indispensable to an 
evaluation of General's ·service performance and that the 
service penalty should continue. As set forth in Decision 
No. 79310, the Commission considers service index plans to be ' 
more reliable than market sur..reys to evaluate such performance. 
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In that light, a second market survey can and will serve only 
an ancillary role to provide, among other things, antmprecise 
confirmation of service index plans results. 

The expert mtness on service matters for the 
Commission staff disagrees with the above-stated staff position. 
Based on continuing surveillance of service rendered by General 
and Pacific in Southern California over the past six to eight 
years, he concludes that Generalrs service performance is no 
longer inferior to Pacific's and in some respects is currently 
better than Pacific's. 

In our opinion, based on a careful consideration of 
the record, a penalty in rate of return for service inadequacies 
has served its purpose and is not only no, longer warranted, but 
it also would tend to impair General's capacity to continue to 
meet the service standards. 

To ensure elimination of local weak spots and con-
tinuance of meeting service objectives on a total company basis, 
General will be required to· verify quarterly the results of 
service index plans 
Appendix C hereto. 

substantially in the manner prescribed in 
In this connection, we said in Decision ~" 

No .. 79310: 
"To furt.:her buttress the reliab:l.lity of 
the input data for the service index 
plans on an on-going, long-term basis, 
we plan to require in our forthcoming 
decision in Application No. 51904 that 
the service index plan results be veri-
fied quarterly by an officer of General 
who will attest to the procedures and 
controls used in obtaining and compiling 
the data and who will direct attention 
to areas of potential service deficiencies, 
i.e., those areas identified down to the 
smallest reporting unit (central office, 
service center, exchange, etc.) by which 
the several indices are developed, which 
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fall below the 96 percent objective or 
fully s~tisfactory level for two or 
more consecutive months. He will also 
set forth the corrective measures being 
taken for such areas. Verification may 
be made before a notary public or by 
certification or declaration under the 
penalty of perjury." 

In addition, should performance of central offices by 
Area (Eastern, Central, Northern and Southern) or on a company-
wide basis -- as measured on the Dial Central Office Service 
Index Plan but exclusive of events beyond General's control 
(earthquakes, fires) floods, etc.) -- fail to reach s 9S~S 
index (1) in more than 40 percent of the Area/Total Company 
central off~ces for ewo or more consecutive months, (2) in more 
than 25 p~rcent of the Area/Total Comp~ny ceneral offices· for 
four or more out of six conseeu'tive months, or (3) in ten or 
more out of ~~clve consecutive months at the same Area/Total 
C<:>mpany central offices comprising 10 percent or more of the 
Area/Total Company central offices, it will warrant reestablish-
ment of the Central Offi~e Audit Program, on an area or total 
company baSis, whichever may result under the foregoing criteria, 
manned by maintenance audit teams under the plant director's 
control. This was formerly a routine program, which provided 
a central control and an independent audit of maintenance 
performance on central offices. It was developed and used 
regularly during the period of General's conversion to a 
?reventive maintenance approach. Currently, ~he plant director 
requires such audits only in special cases, presumably upon 
certain deficiencies arising and continuing in equipment 
perfomance. 
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Before proceeding to our findings and conclusions and 
the order herein, we should point out that it is not practicable 
in a proceeding as extensive as this one to rule individually on 
all the various points brought before us for consideration. Our 
objective has been to discuss and rule on those matters which 
seemed of major importance in deciding the validity of applicant's 
request. However, broad consideration has been given to, all 
requests though each may not be specifically treated herein. 
Findings 

1. General seeks authority to increase its intrastate 
rates and charges for telephone service so as to produce 
approximately a $60 million increase in annual gross revenues 
on a test year 1970 ba~is. 

2. Prior to this proceeding General's intrastate opera-
tions were last exhaustively anAlyzed by the Commission in 
Application No. 49835 and rele.ted cases. Decision No. 75873 
therein was issued on July 31, 1969. The test year used was 
1968. 

3. General's earnings under "present· rates" from its 
intrasta.te operations during the 1970 test year produce a rate 
of return of 6.61 percent on a rate base of $-1,142,635·)000, as 
shown in Table 1 herein. The adopted in~rastate operating 
results in Table 1 reflect essential rate making modifications 
including an affiliated interest adjustment. 

4. General is controlled by GT&E, the parent company to 
comnr.lnications, manufacturing and research subSidiaries. GT&E' s 
domestic telephone operating subsidiaries comprise the largest 
independent (non-Bell) telephone system in the United States 
with General being by far its largest such subsidiary. 
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5. General, as a member of the General System, transacts 
a substantial amount of business with Automatic Electric, 
Directory Company, Service Company, and GTEDS which warrants 
the affiliated interest ~djustment, consisting in the aggregate 
of a net expense reduction of $3,107,000 and a. reduction of 
$19,806,.000 in rate base, made in our adopted intrastate oper-
ating resul~s. 

6. Automatic Electric, 100 percent o'Wncd by GT&E,. is the 
developing, manufacturing supply and clistributing company for 
~he telephone operating companies controlled by GT&E.and is a 
supplier of telephone equipment to other independent telephone 
operating companies in the United States. 

(a) In light of the leading position held by 
Automatic Electrie in :nanufacturlng equip-
ment for the independent telephone industry, 
the absence of a:ms-length bargaining between 
Auto~tic Electric and its affiliated telephone 
companies which provide almost one-half of the 
independent (non-Bell) telephone service in 
the United States and the tend~cy in such 
cirC'Ul'1lstances toward adl:1nistered prices, 
Automatic Electric's prices to· General are 
deemed unreaso~ble to the e~tent they 
provide more than a reasonable return on 
GT&E's investment in Automatic Electric 
s.llocable to transactions with General. 
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(b) After modifieation to reflect the amortization 
of intangibles, the procedures used in Decision 
No. 75873 to determine GT&E's investment in 
Automatic Electric and ulttmately the latter's 
investment devoted to serving General should 
be followed substantially in determining such 
investments. 

(c) A fair earnings requirement for Automatic 
Elect:rie on equity~ :tn the form of GT&E 1 s 
net investment allocable to transactions 
with General and applicable to General's 
intrastate operations, is a~ the rate of 
12 percent over the l2-year period 1959 
through 1970. 

(d) Restricting Automatic Electric's return on 
such equity to 12 percent results in a 
decrease of General's intrastate rate base 
of $19,806,000 and a net intrastate expense 
reduction of $1,244~OOO for test year 1970. 
'!his is a fair and reason.;::.ble ~djU$tment 
which prevents, for the rate making purposes 
of this proceeding, Automatic Electrie from 
making an unreasonable and excessive profit 
on sales to General. 

7 • Directory Company, 100 percent owned by GT&E, perfor.:ns 
directory service for the telephone operating companies controlled 
by GT&E as well as for a number of other non-Bell telephone 
operating companies. 

(a) Directory service is an intrinsic 
part of General's op~rations. 
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(b) Our findings in Decision No. 75873 to the 
ultimate effect that the Directory Company 
should be treated for rate making purposes, 
with respeet to its business with General, 
as an equivalent to a functioning department 
of the latter apply equally well to the 
record before us in this proceeding. 

(c) Consistent with such findings, a net reduc-
tion in General's expenses of $1,779,000 is 
made for the test year to reduce the Directory 
Company's return on business with General to 
the level of return the latter is allowed on 
its other utility business. Such downward 
adjustment is fair and reasonable. 

8. A reasonable range for the rate of return for General 
is 8.1 to 8.5 percent. Such a range of return should produce 
returns on common equity of 10.8 to 11.8 percent. 

9'. The level of return to be adopted as reasonable for 
purposes of authorizing rates herein should be 8.3· percent on 
General's intrastate rate base of $l,142,6~5,OOO in the test 
year. 

10. General is entitled to increased net revenues of 
$19,304,000, an amount sufficient to raise its 1970 test year 
rate of return. to the 8.3 percent level. The corresponding 
increase in annual gross revenues is $40,288,000, a portion 
of which in the amount of $16,335,000 corresponds in turn to 
revenue increases General derives from Decision No. 7885-1. 
General should be authorized to increase its rates for intra-
state telephone service to the extent provided for in 
Appendix B hereto. The rates authorized by this CommiSSion, 
as set forth in Appendix B hereto, are fair, j use and 
reasonable. 
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11.. General has had .a history of rendering inadequate 
service and dissatisfaction with General's service by some 
subscribers, especially among those with heavy usage, still 
exists. 

12. General has followed diligently for the last several 
years comprehensive programs eo tmprove service. 

13. On a ee1ephone system of this size, localized serJice 
problems can and do occur. General has the obligation and 

, resources to take the necessary remedial actions. 
14. General is now rendering satisfactory telephone 

service based on results of its service index plans which 
show that the objective levels are being met on a total 
company basis for each plan. These service objectives are 
e.m.ong the highest in use by telephone companies in the United 
States. 

15. Continuation of it penalty in rate of return for 
inadequate service neither is warranted any longer nor would 
it be conducive to maintaining General's capacity to meet 
service standards systemwide in light of the heavy capital 
requirements of its construction program over the next 
several years to meet system gro~h and other needs. 

16.. Consistent with Decision No. 79'310, dated 
November 9, 1971, in 1st Supplemental Application 
No. 49835, the executive vice-president of General in charge 
of operations or a suitable alternate should be required to 
verify quarterly the results of service index plans sub-
stantially in ehe manner prescribec in Appendix C hereto. 

17. Should performance of een~ral offices by Area 
(Eastern, C~tral, Northern a.nd Southern) or on a company-
wide basis -- as measured on the Dial Central Office Service 
Index Plan but exclusive of events beyond General's control 
(earthquakes, fires, floods, etc.) -- fail to reach a 
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95.5 ind~~ (1) in more than 40 percent of the Area/Total Company 
central offices for two or more consecutive months, (2) in more 
than 2S percent of the Area/Total Company central offices for 
four or more out of six consecutive months, or (3) in ten or 
more out of twelve consecutive months at the same Area/Total ' 
Company e~era1 offices comprising 10 percent or more of the 
Area/Total Company central offices, it will warrant reestablish-
ment of the Central Office Audit Program, on an area or total 
company baSiS, whichever may =esult under :he foregoing criteria, 
manned by maintenance audit teams under the plant director's 
co~rol. 

18. The conversion to message r~te serviee of SO percent 
of business primary service in certain exchanges within the 
Los Angeles Metropolitan Area will not oeeur until after 
~d-1973. Upon such conversion ce~ain changes in rates, 
ch~r8es and conditions would be authorized pursuant to 
Appendix D of Decision No. 75873. However, as a result of the 
present proceedings, such tariff changes have been rendered to 
be of questionable suitability. Not only would they no longer 
be incremental to the specific raee levels they were designed 
from, but, more fundamentally, the impact of the conversion to. 
measured service on revenues and expenses is not known. If 
needed, appropriate rate relief may be sought by General as 
the conversion proceeds. Appendix D of Decision No. 75873' 
should be vacated. 

19. The BIS project being developed by GTEDS for the 
General System telephone operating companies under a contem-
plated six- to ten-year program requires substantial expen-
ditures by General. Continuing surveillance of the project 
by General should be such as to provide an on-going ~Jaluation 
of total costs of the project, including both actual and 
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estimated remaining costs, in relation to benefits to be 
::~lized from the project. Such evaluations in summary foxm 
should be submitted to the Commission semi-annually. 

Based upon consideration of the record and the 
foregoing findings, the Commission concludes as follows: 

1. The application herein should be granted to the 
extent set forth in the preceding findings and in the 
following order and in all other respects should be denied. 

2. The tempora=y supplemental billing charge estab-
lished pursuant to Intcrtm Decision No. 78133 herein should 
be terminated. 

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

4. The rates and charges authorized herein are ju.'St 
and reasonable and present rates a.nd charges, insofar as 
they differ therefrom, are for the future unjust and 
unrea.sonable. 

5. Appendix D of Decision No. 75873, dated July 1, 1969, 
in Application No. 49835 should be vacated. 

6. Surveillance of the BIS project, verification of 
Service Index Plans results, and potential implementation of 
the Central Office Audit program should be required as 
prescribed in the following order. 

7. All motions consistent with these findings and 
conclusions should be granted and those inconsistent there-
with should be denied. 

The Invesement Tax Credit may be restored in federal 
tax law soon and be applicable to General. If this occurs not 
later than sfx months after the effective date of the order 
herein, this proceeding will not be considered closed unless 
General files a new application suitable for giving appropriate 
disposition to the effect of the investment credit on its 
revenue requizement. 
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GenerAl Applied for an increAse in r4tes on May 15, 1970. 
Although the matter WAS submitted for decision on June 21, 1971, 
final disposition of its request W&S neeessarily deferred during 
the pendency of the ?residentfs 90-day wage and price freeze which 
ended on November 13, 1971. We have carefully reviewed this order 
in relation to the regulations issued November 13, 1971 on Price' 
and Rent Stabilization. In our opinion, the action taken herein 
and the increases authorized a.re in accordanee with the Stab11iZA-
t10n Aet of 1970, 4S amended. 

The rates authorized herein will do no more than main-
tain applicant's financial integrity and enable it to raise from 
external sources, at a reasonable cost, the substantial amount 
of new capital it will require to finance its construction program. 

The rates herein authorized are estimated to result in 
an 8.3 percent rate of return on the rate base found rea.sonable 
in this proceeding, are estimated to produce earnings on common 
equity of approximately 11.3 percent and times interest coverage 
After taxes of approximately 2.3 times. Such a rate of earnings 
is, in our opinion, within the zone of reasonableness 
for this applicant considering its hea.vy reliance on debt and pre-
ferred stock as the sources of funds to finance its construction 
program. 

Applicant is, of course, expected to comply with the 
requirements of the Price CommiSSion's regulations relating to 
the stabilization of prices and rents after November 13., 1971 .. 
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ORDER -_ ........ -
IT IS ORDERED that: 

1. General Telephone Company of California is authorized 
to file with this Commission, on or after the effective date 
of this order, revised tariff schedules with changes in rates" 
charges and conditions as set forth in Appendix B attached 
hereto. Such filing shall comply with General Order No. 96-A. 
The effective date of the revised schedules shall be five days 
after the date of filing. The revised rate schedules shall 
apply only to service rendered on and ~fter the effective date 
thereof and concomitantly the temporary supplemental billing 
cha'X'ge established pursuant to Interim Decision No. 78133, shall 
be terminated. 

2. General Telephone Company of California shall maintain 
a continuing surveillance of the BIS project in such manner as 
to provide an on-going evaluation of total costs of the project, 
including both actual and esttmated remaining costs, in relation 
to benefits to be realized from the project. Such evaluations 
in summary form shall be filed with the Commission semi-annually, 
on or before February 28: and August 31 of each year, until 
completion of the project. 

3. Within forty-five days after each calendar quarter 
commencing ~th year 1972, General shall file with the Commission 
a verified report on the Service Index Plans and their results 
and on anticipated service affecting problems. The report and 
its verification shall be made substantially in the manner 
prescribed in Appendix C attached hereto. 

4. In the event its performance, as measured by the Dial 
Central Office Service Index Plan, falls within the criteria 
prescribed in finding 17 hereinabove, General shall reestablish 
its Central Office Audit Program which thereafter shall remain 
in effect until pertinent further order of the Commission. 
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Upon such re~ctivation, the program shall be structured to require 
not less tl~n one primary audit of each central office in the Area 
or Areas, or in the Total Company, ~r year whichever results under 
said criteria, and shall conform to aforesaid ffnding 17 in all 
substantive respects. Further, General shall develop and file 
with the Commission, within ninety days after the effective date 
of this order, its plan for the potential implementation of the 
Central Office .~dit Program. 

5. Appendix D of Decision No • 75873, dated July 31, 1969, 
in Application No. l~9S35 is vacated. 

6. All motions consistent with the findings and conclusions 
set forth above in this decision are granted and those inconsistent 
therewith ~re denied. 

This proceeding will be !<ept open to the extent indicated 
in the statement concerning the Investment T~ Cred.it ixmnediately 
following the findings and conclusions of the foregoing opinion. 

The effective date of this order shall be fifteen days 
after the date hereof. 

Dated at 
day of 

Sn.n Fmneisco 
--------------------~ N8" '1BEtr' 1971 .. ftlt 

calif.ol:nia, ;' I 
r 

S:~" .~. 
COmmissIoners . 
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Appendix A 

APPEARANCES 

Albert M. Hart, H. Ralph Snyder~ Jr., 
Walter ROok:and John Robert Jones, 
Attorneys at Law, for applicant. 

Alexander Googooian, Attorney at Law, 
lor City of Bellflower; L. David 
Fox, for National Businessman's 
Association; Joan H. Martin, Attorney 
at Law, for Senior Citizens of Los 
Angele$ County; Royal C. Younger, for 
Senior Citizens Movement; and Shirley 
Goldinger, for Association of 
california Consumers, protestants. 

Roger Arnebergh, City Attorney of Los 
Angeles, by Charles E. Mattson, 
Deputy City Attorney; Louis possner, 
for City of Long Beach; R. w. RUssell, 
Chief Engineer and General Manager, 
by Manuel Kroma.n, K. D.- Walpert and 
Kenneth E. Cude, Deparement orPUblic 
Utilities ~ transportation, for City 
of Los Angeles; Robert E. Burt, for 
CalifOrnia Manufacturers Association; 
Carl Weissburg, Attorney at Law, for 
unIted Hospital Association; Ronald G. 
Trayner.. Attorney at Law, for California 
Hospital Association; John A. Van Ryn, 
Attorney at Law, City Attorney, for 
City of Santa !-1aria; Joseph 'R.. Gallagher, 
in propria persona as a taxpayer and 
registered voter; and Morris M. Conklin, 
in propria persona, interestea parties. 

Janice E. Kerr and Leonard L. Snaider, 
Attorneys at Law, Colin Garrity ana 
John Gibbons, for the CCmm1ssion staff. 
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Al?PENDJX :s 
Page 1 ot 3 

General r C rates, charges and conditions are change4 as set torth:1.n 
tll1s appendix. 

Schedule No. A-1 
I:cd1v1duaJ. and Party Line, Suburb~, PBX TruIIk 8J:ld 

Semipublic Serv1ee--Author1zed Ratea 

~ 

:--------------------------------------------~Ra~t-e~P~e-r~M~ont~h---------: 

.. . .. .. 
:EXtended SerV1ee: : 
: Los Angeles: All' : 

: : Metropol1 te.D: Other : 
~C_la:;;; ... ;.;.s....;an;;;::.=.d_=G:=.rs.;:;;;:e:.;:;e....;o::;,:r....;S::;.;:erv1:::..:..:::.::c:.:::.e_.:._.: Exch~es (1) :Exeballges (2): 
BusineS3 Service 
ltId1V1dual Line - Fl:I.t 
Individual Line - Meaeured 
2-Pa...""ty Flat 
SU'b\n"ban :BI.w:tnecc 
Sem1:publ1c Co1ll :SOx 
PBX 'r.r\mk - FJ..e.t 
PBX ~ - Megsage 

Residence Service 
I:c.d1v1dual LiDe ... Flat 
L1:1:'e-L1ne Meas\1X'ed 
2 ... Party Flat 
4-Party nat 
Suburban Ees1dence 
F.BX Tr\U:Ik Resid.enee Flat 

(Message 8l1.ow8.1:lce ZhCWD ill parenthesis) 

$13.20 

10·50' 
9.30 
6.60· 
19'.~ 

5·95 

5.25 
4.25-
4.85 
8.85 

(1) :&htet1ded Serv1ee Exchanges. 
Los Angeles Metrol»li tan Area 

CoviDa. 
Downey, 
Eti'Wand.a 
Runt1:1gton :Bea.ch 
Long :Beach 
M:Jli'bu 

Monrov1o. 
Onteri0 
PomOlla. 
Redolldo 
San FerntlZldo 
SaDta Monies. 

Sierra. Madre 
Slm1:md-~U1lga 
West Los Angeles 
Westmirlater 
Wb.1ttier 

(2) PAte: shewn ere tor loeeJ. service. Extended Derv1ee,where o:etered., 1: 
ottered. at the::e rates plus extended :Jerv1ce rate increments as set torth 
ill Exhibit No. 70, Table 6. 



Schedule No .. A-l - Continued 

Message Ro.te 

APPnmDC B 
Pe.ge 2 of 3 

ClaE:a or Serv1ce 
Me~aage Rate Serv1ee - Each Message over Allowance 
Semipublic Service - Each Exehacge Mes~age 
Hotel Service - Each Exchange Meecage 

Schedule No. A .. 6 
Private Branch. Exel:l.apge Service 

:r~te Per Message: 
4.7¢ 

lO.O 
5.0 

1'he rates set forth in Exhibit No. 70, Ta.ble 7, Sheets 4, 5, 7 and 8, SlId 
Exh1bit No. "(O-A, :t'able 1, Sheets 2, 3, 6, 9 ud 10 are a.uthorized .. 

Schedule No. A-15 
SUJ?Elemental Services 

The rates set forth in EXc.1bit No. ll, p$8e 24, are authorized. 

Schedule No. ;'-19 
Foreign Exell8.nge Service 

1berates set forth in Exhibit No. 70, Table 9, ere a.uthorized. 

Schedule No. A-29 
Move and Change Charges 

~e·ra.tes and ch8rges set tonh in Exb.1bit No .. ll, page 26, are author:tzed .. 

Schedule No.. A-30 
Serv1eeConneet1o~ Chargee 

Th.e:rates eet torth 1n Exhibit No. 11, pages 27 &'Cd 28, ore authorized. 



Sehed'llle No. A-34 
Pushbutton Telephone Serviee 

APPENDIX :s 
Po.e:e 3 of 3 

RAZ:S 

The ra.tes set tortb. in Exhibit No. 70, ~Il.ble ll, are authorized except as 
tollO".vs: 

Line Common Equipment 
Eneh central otf1ce line, PBX station line 
or ~r:1.wte J.1nc term1nated 1n the Sj"ctem, 
(l) m~ted, rate per month ................................ .$2.80 
(2) No:o:1.111Jlll1nated l1ne - otter1llg l1m1ted to' service 

ectabl1ched or applied tor pr:1.or to effective 
date o't order. 

Other PAtes and. Cbargez 

Ro.tes llXld cb.o.rge= tor other related :erv1cea ehall be revieed to the 
extent rcquired by the above-authorized revisions. 
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APPENDIX C 
Quarterly Verification of Service Index Plans 

Preface 
The proper application of the Service Index Plans and the 

results of the plans are to be verified, in conjunction with a 
quarterly Below Objective Report, by the officer of General in charge 
of operations, presently the Executive Vice-President - Operations, 
or a duly designated and authorized alternate in his absence. The 
quarterly report serves to, set forth the reporting units which are 
below objective for two or more consecutive months, the reasons 
therefor and the corrective actions taken. In addition, the report 
directs, attention to anticipa.ted service affecting problems,. 
Below Objective Report 

This quarterly report shall list each reporting unit which 
failed to meet the Company objective for any service index plan or 
component incex thereof for two or more consecutive months in the 
four-month period ending with the last month in the calendar quarter. 

The report shall include the following: 
(a) Name of reporting unit and area (Eastern" Central, 

Northern or Southern) in which it is located .. 
(b) Service index results for each month .. 
(c) Analysis and description of causes of' failure to 

meet objectives. 
(d) Corrective actions taken or planned to be taken. 
(e) Est~ted date on which performance will meet 

or exceed Company objective. 
In addition, the report shall identify anticipated, serious 

service affecting problems and describe corrective actions planned 
or underway. 

Page 1 of 2 pages. 
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Appendix C (Continued) 

Verification 
I, the undersigned, an officer of the General Telephone Company 

of California, a corporation, certify under penalty of perjury that: 
I personally reviewed the procedures 

of index preparation, and am satisfied that 
the :esults are proper and unbiased. 

Based on my review of the indexes and 
personal knowledge of operation, the fore-
going Below Objective Report is complete and 
there were no other existing or expected 
serious service affecting problems beyond 
those ennumera~ed or otherwise commented 
upon. 

All necessary steps have been taken, 
controls implemented, funds secured, snd 
~npower prOVided to assure cont~ued good 
service perfo~nce of the Company wi:h the 
following exceptions: 
(Indicate "none" or specify the exceptions.) 

Executive vice-President - Operations 
or 

Duly designated and authorized alter-
nate in his absence. 

Page 2 of 2 pages. 
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COMMISSIONER THOMAS MORAN, Concurring. 

I concur with the majority in this decision despite the tact 
that in addition to granting rate increases, it constitutes a 
reversal of th1s Comm1scion t s h1storic practice. In all prior 
General Telephone rate cases until today the Commission has required 
(":reneral to "flow through fl to its subscribers tax Sa.vings available 
by reason of the 1954 amen~~ent of the U.S. Internal Revenue Co~e. 

The Commission by this decision authorizes General Telephone to 
,/ 

r~t-.a.1n Za1d tax caving: rather than to flow them through to the 
~ubscr1bers - a practice eUPhemistically called normalization. As 

a consoquonco General Telephone will over the next ten years' collect 
from itt. ~ubscribers more than $lOO,OOO'~'OOO over-and, a'bove"...tllat :; 
provided by the rate of return herein authorized. 

! shall not repeat herein my strong objections to this aspect 
of the deCiSion as I set the same out in full in my dissent to this 
CommiSSion's Decis10n No. 78851 dated June 22, 1971, in 
Application No. 51774, et al. 

However the Commission has heretofore granted the same authori-
zation to Pacific Telephone in DeCision No. 18851., dated June 22, 
1971" in Application No. 51774v et al .. , and it therefore would be 
inequitable if not indeed un1a~~u1 not to extend the same generous 
treatment to General Telephone and other utilities ae this Commission 
extended to Pac1fic Telephone in the above cited decision. 
Dated: November 22, 1971 

San Franc1sco, Ca11£orn1~ 


