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Decision No. _7.;;..9..;;;..8~7_3_ 

BEFORE '!HE PUBLIC U'l'ILITIES COMMISSION OF 'IRE STATE OF CALIFORNIA. 

In the Matter of the Application of ) 
!HE PACIFIC TELEPHONE AND TELEGRAPH ~ 
COMPANY~ a corporation~ for authority 
to ~erease certain intrastate rates 
ana charges applicable to telephone 
services furnished within the State 
of Californi~ in an amount necessary 
to offset increases in wage and 
salary rates. 

Application No. 52794 
(Filed August 6) 1971) 

(See Appendix A for Appearances) 

OPINION -..-- ....... ---
Introduction 

In the application as filed, The Pacific Telephone a:ld 

Telegraph Company (Pacific) sought authority to revise certain of ite 
intrastate rates end charges so as to inc:!:ease its annual revenues, 
based upon the level of operations during the test year 1970,. before 
offse~ting un:ollectibles anc los AngelGs Extended Area settlements 
but after toll and other exchange settlements with incependent tele
phone companies, by approxim<ltely $84,800,000. The request was 
reduced to ap~ro~tely $77,400~OOO at the first day of hearing to 
reflect (1) changes by Federal Tax authorities in the permissible 
r~e of est~ted lives of depreciable assets and (2) mo:e recent 
data on settlements With independent telephone companies for inter
changed telephone traffic.1J The rate increases are requested in this 

Y The qcestion was raised (Tr. l41-l43-~ 433-434) es to' whether or :lot 
the rate request would have been redu:ed had the later infor.naticn 
not have bee:l f~ished i: response to Commission staff data re
ques~s. Pacific contends that the laeer j~forma:ion wou~d have bee:l 
c.evelopcd and the ep?lieetion ~enclecl even if the sta££ had :;:0= re
questecl the info:matione Inasm~h az the late: j~fo=matio~ was 
developed ~d the epp1ication was ~endec to reflect· that later in
£o:mation~ it ~tters little who receives credit for having initi
ated the reduction in revecue req~remento 
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proceeding to offset increases in wage levels of :Pacific's employees 
~bove the levels assumed when the present rates were estal>lished by 
Decision No. 78851~ dated June 22 ~ 1971~ in Application No. 51774. 

Copies of the applica.tion were served,. notice of filing. of 
the application was published,. and notices of hear:i.ng were published 
in accordance with this Cotmnis s ion 's rules of procedure. Sixteen 
days of hearfng were held before Commissioner Symons and/or Examiner 
Catey commencing October 4,. 1971, and continuing until December 1,. 
1971, in San Francisco, tos Angeles and San Diego. 'rhe matter was 
submitted on December l~ 1971,. subject to the receipt ofeertain late
filed exhibits and subject to the receipt of concurrent briefs on 
December 31,. 1971. 

!estfmony and, in some instances, exhibits were presented 
by th:ee witnesses for Pac~fic, a witness for General Telephone
Company of California, a witness for the Cities of I..os Angeles and 
San Diego, eight witnesses for Association. of California Consumers~ 
three individual cus tomers, and three witnesses for the Coc:miss ion. ' s 
staff. 

Pacific's service area, affiliated interests- and service 
'Were discussed recently in Decision No.. 78851. No significant changes 
have occurred warranting revision of the discussion in that decision. 
As in the earlier proceeding, the presiding exsminer required Pacific 
to investigate and prepare written reports wherever witnesses in the 
current proceeding had specific service complaints. A copy of the 
appropria.te report was mailed to each such witness, and cop-ies of all 
of the reports, collectively, were received as late-filed Exhibit 
No ~ 18. !be reports appear to have answered adequately the ques-tions 
raised by the various subscribers. 
Present end Proposed Rates 

Paci:fic's present t.ar1.££s include numerous schedules for 
tcl~hone and related services. The present rates and charges which 
Pacific proposes to change and the revised rates and charges which 
Pacific proposes in this proceeding are set forth in detail in :he-
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6l-page Exhibit No. 3-A presented by Pacific. The changes proposed 
in the first 57 pages of Exhibit No. 3-A are snrrnnarized 1n the 
following Table I. Specific items are discussed in more detail here
inafter under "Rate Spread". 

TABLE I 

Summary of Proposed Rate Changes 

Item 
!nerease Basie Exchange Rates 

Business 
Residence' 

Increase Message Unit Rates 
Within· Exchange 
Outside Exc~e 
Foreign Exc:hange 

Increase Message 'roll Rates 
Increase Other Rates & Charges 

Airport Intercomm.tm1cation Service 
Centrex Service 
Key Equipment Service 
PBX Service 
Service Connection, Move & Change 
Various Supplexc.ental Equipment 
Various Special Assembly Equipment 

Initiate New Rates & Charges 
Non-published Serviee 
Hunting Se-.-vice 
.Customer-initiated Number Change 

'rotal 

Revenue Increase 
1970 Test Year 

Amount, 
(Millions). Percent 

$ 1.517 1.0% 
5,.704 1.8 

3.041 2.1 
3.672 ·8.S 

.716. S.O 
28·.331: 6-~7 

.040 7.0 
1.408 8.0 
9.248 8:.0 

.904 2.0 
8:.681· 23.0 

.273 1.0 

.051 3.0 

6-.176,· New 
3.830 New 
3.339' New 

$77.431 4.5% 

On pages 59 through 60 of Exhibit No.3-A, Pacific sets 
forth three alternative proposals for increases which would produce 
the same total additional revenues as the changes in the foregoing 
Table I. Alternates 1 and 3 'Would incorporate some of the changes 
included in Pacific's primary ~roposal but would produce a greater 
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proportion of the additional revenue from basic business and residence 
rates. Alternate 2 would produce all of the additional revenue from 
basic business and residenee rates. 
Issues 

During the course of the proceeding and in the briefs filed 
by various parties> the issues raised fall into the' following general 
categories, which will be discussed in detail hereinafter: 

1. Has due process been followed7 
2. Would the requested increase be consistent with the Federal 

Economic Stabilization Progr~~ 
3. What test year should be adopted? 
4. If 1970 is adopted as a test year, should the application 

be handled as an "offset" proceeding? 
5. Should utility employees t wages and fringe benefit increases 

be :reeognized? 
6. If i:lcreases in wages and benefits are to be reflected 

in a 1970 test year, should not other post-1970 chanses 
be reflected also? 

7. If increased revenues are authorized, which rates should 
be revised? 

Dl!e Process 
Association of California Consaners (ACe) contends that 

~acific did not provide adequate public notice 0: this proceeding. 
Affidavits of publication of notice of filing of the application, 
received collectively as Item nA" (Tr. 6), show that Pacific published 
the notice of filing in newspapers throughout the service erea, 
pursuant to Rule 24 of the Cormnission f s Rules of J.>7:oeedure. ACe 

contends that, inasmuch as the date of filing fell 'Within the pe:Jk 
vacation period, Pacific should have been required to notify eusto=ers 
of the hearings by means of individual bill inserts. Item "B" (,rr. 6) 
shows that: in September, 1971, Pacific also published notice of 
hea..~ in essentially the same newspapers that were utilized for the 
filing notice. September is not: senerally considered the height of 
the vacation season. the publication of hearing notice complies with 
thE: requirements of Rule 52 of the Commission t s Rules of Procedure. 
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ACC contends that Rule 49 of the Commission's Rules of 
Procedure "calls for" (Tr. 7) a prehearing. conference· and that fail1.lI'e 

to hold one deprived parties, in some manner, of their rights. Under 

Rule 49 a prehearing conference is not required but may be held at 
the discretion of the presioing hearing officer if he deems it useful 
to expedite orderly conduct and disposition of the proceeding. One 
of the principal advantages of a prebearing conference is to dete:::nine 
in advance the approximate scope .and magnitude of the presentation 
planned by the various. parties so that hearing time can be s,cheduled. 
In the cru;e of ACe, this basic information was not fw:nished, even 
after repeated requests, until many weeks after a prehe~ confer
ence would have been held err. 181, 1274-1276). Under these circum
stances, a prehearing conference was not warranted. 

ACC also contends that the lack of night hearings denied 
due process. There are no provisions in the statutes nor in the 
Commissionts Rules of Procedure requiring night hearings. Indeed, 
night h~ings have been extremely rare. As the presiding examiner 
pointed out (Tr. 43), in the recent rate proceeding involving Pacific, 
the evidence presented by witnesses at night hearinss in San Fr:mcisco 
was essentially the same as the evidence received in the day bearings. 

Most of the parties> except Pacific, contend that this 
application should have been dismissed or at least that hearings 
thereon should have been suspended beeaus e of the California Supre:::l.e 
Court's annulment of interim Decision No. 77934, and pending review 
of Decision No. 78851 in Application No. 51774> Pacific's recent 
full-scale rate proceeding. Pacific points out that the evidence in 
the current proceeding relates to significant changes which took 
place sUbsequent to sub~ion of Application No. 51774. Since these 
changes were not> and could not have been, reflected in the rates 
established i~ the earlier proceeding, it was entirely proper to 
determine the extent, if any, that the changed conditions should 
modify whatever revenue requirement is determined on the basis of 
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the record in Application No: 5l774. !here is a possibility, of 
course, that the revenue requirement exclusive of the changed con
ditions covered in the current proceeding could be modified because 
of further hearings being scheduled in Applic~tion No,. 51774 as a 
result of the Supreme Court action. To protect the customers' 
ixl.terests, the order herein provides for refund, with interest, of 
~y difference between the amounts charged under the rates authorized 
herein and the amounts which would have been charged at any lower 
r;;ltes established dter submission of reopened Application No. 51774. 

Several of the parties contend that the staff investigation 
in this proceeding was inadequate. ACe even went so far ('Xr. 953) 
as to cb.aracterize the staff's efforts as "a very shoddy piece of 
business". A representative of Consumers Arise Now (CAL'\!) softened 
his own criticism of the staff somewhat, however, by e:cplaining 
('Xr. 30) tb..o.t he did not mean his remarks to be disparaging against 
a particular staff member but, rather, that he hoped his remarks were 
disparaging against the presiding examiner. 

Evaluation of the thoroughness of the staff's investigation 
hinges upon the reasonableness of a 1970 test year. Assuming as 
discussed hereinafter that a 1970 test year is reasonable, the record 
shows a thorough staff investigation of significant ehanges which 
took place since subcission of Application No. 51774. Admittedly, 
the staff did not duplicate the detailed studies which formed the 
basis for its presentation in Application No. 51774. In view of the 
short interval of elapsed time since the Commission's adoption of 
results for a 1970 test year in that prev.tous proceeding, 'Che staf: 
members ~roperly concentrated their considerable talents and efforts 
in evaluating changed conditions which might modify the previously 
adopted results. Many man-hours (Ir. 691, 726, 801) of investigation 
over a period of several months (l'r. 957) and the review of volominous 
"Aork papers ('rr. 93-99.., 968-969) were i:lvolved. 
Federal Eco~ocie Stabilization Progr~ 

Phase I, the wage-price freeze phase of the Federal Economic 
Stabilization Program~ was in effect from August 15 to November 15, ., 
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1971. Phase II, the wage-price controlled phase of the program, 
then went into effect, with regulations and ~endments and modifica

tions thereto being. announced from time to time. 'those currently in 
effect for regulated public utilities such as Pacific are set forth 
in Part 300, title 6 of the Code of Federal Regulations, as amended 

effective March 20, 1972. We ~ak~ official notice of those 
regulations. 

Section 300.16, p.aragraph (e), of the current regulations 
provides, where regulatory approval is granted prior to May 25, 1972: 

"(c) ~e~lato;x !Seney certification. With respect to 
eac price l.ncrease it approves, each reguJ.atory 
ageney shall certify in the order granting. the in
crease or in a separate document the following: 
(1) The former priee:r the new price and the 

percentage increase; 
(2) the dollar amount of increased revenue which 

the inerease is expected to provide; 
(3) '!he amount by which the increase will increase 

the utility's profits as a percentage' of its 
total. sales; 

(4) 'rb.e amount by which the increase will increase 
the utility's overall rate of retm:n on 
capital; 

(5) !hat sa.fficient evidence was taken in the 
course of its proceedings to dete~ine whether 
the criteria set forth in paragraph (d), (1) 
through (4) of this section, as in effect on 
January l7, 1972, are or are not met by the 
price increase; and 

(6) That the price increase does or does not meet 
those criteria or meets them only to a parti
cular extent 1 with 3. statement of reasons why 
the price increase does or does not meet the 
criteria or meets them only to a particular 
extent." 

the criteria referred to in the foregoing subparagr:aphs (5) 
and (6) of paragraph (e) were set forth in' paragraph (d) of the regu
lations in effect on January 17. 1972, which provide': 
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"Cd) General. A public utility may charge a price in 
excess Of a final l?rice (a price which is not 
subject to account~ and refund) in effect on 
January 16, 1972, only if, within the 3"propriate 
period specified in this section for reView by 
the Pr:Lee Cotmnissiox:, the Commission does not 
make a negative finding on any of the following: 
(1) The increase is cost-based and does not, unless 

specifically provided otherwise by the Price 
COmmission, reflect future inflationary 
expectations; 

(2) The increase is the minimum required to' assure 
continued, adequate, and safe service or to 
provide for necessary expansion to meet future 
requirements ; 

(3) The increase will achieve the min~um rate of 
return or profit margin needed to attract 
c~it4l at reasonable costs and not to impair 
the credit of the public util~ty; 

(4) The public utility has obtained a certificate 
in accordance with paragraph (e) of this 
section, ••• ; and 

(5) In the opinion of the Price Commission, the 
increase is consistent with the C01Xlmission's 
overall goal of holding average price increases 
across the economy to a rate of not more than 
2-1/2 percent a year." 

In compliance with the foregoing regulations., Appendix C 
~o the order herein includes the requisite items which consti
tute the certification referred to in the regulaeions. 

Portions of the increases in wage and fringe benef:t ts had 
been scheduled to go into effect for Pacific's employees durfng the 
Phase I period but were postponed temporarily because of the wage 
freeze (Tr. 245) and did not go into effect until Phase II. 
Test Year 

'- Pacific f s present rates were established by Decision 
.~ .. ' 

No. 7asSl in Application No. 51774. Based upon the comprehensive 
record in !:hat proceediDg, the Commission found, among. other thiIlgs~ 
~t the adopted estimates of operating revenues~. operating expenses 
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and rate base for the test'year 1970 reasonably indicate the probable 
results of Pacific's operations for the near future at the then 
existing wage levels of Pacific's employees. 

Although 1970 had been found to be a valid test year for 
setting rates which became effective July 23, 1971, some of the 
p~ties contend that a 1970 test yes::: no longer was valid two weeks 
later when Application No. 52794 was filed, or at least was not valid 
about four months later when the matter was submitted. We do not 
agree. '!he basic concept of a test year is to establish the relation
ships between revenues, expenses and rate base that are indicative 
of the operations to be e~ected when the new rates are in effect. 
'!'he passage of a few weeks or months does not invalidate a tes t yesx, 
provided kxl.own significant changes during that short interval are 
given recognition by means of $uitable modifications to the test year 
results. 

In the preliminary staff evaluation of the reasonableness 
of the continu.ed use of 3. 1970 test year in the current proceed1n8, 
there was no serious disagreement among the staff members (,rr.' 98-1). 
Subsequent review of 1971 data by one of the staff witnesses (Tr. 995-
998) app~s again to confirm the reasonableness of the staff's 
having used a 1970 test year basis. 

Naturally, rea~ouable results also eould have been achieved 
by appropriate detailed projections into a 1971 or 1972 test year, 
but this would have required considerable duplication in analyzing 
and adjusting 1971 data or est~ting 1972 data. The mere ari~etic 
projection into 1972 of recorded data for prior years as presented 
in Exhibit No. 13 by the Cities of Los Angeles and San Diego could 
inadvertently distort the end result. For example, the projected 
growth of revenue through 1971 exceeded the actual. growth crr. 1423), 
the average net plant and working capital projected through 1971 fell 
short of the actual construction (,Ir. 1446) ~ and the projected in
crease in operating expenses exclusive of wages appears abnormally low 
('1'r. 144S). The combination of these distortions is" cumulative; they 
ell tend to understate the future revenue requirements. 
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The cities r witness who advocated the use of a 1972 test 
year also recommended that a decision be postponed until more aecual 
1972 data are available (Tr. 1454-1455). It is quite conceivable, 
however, that the Sl3llle arS'ltllent as to the alleged infirmity of a. 1970 
test year would then apply to the usc of a 1972 test year for se~ting 
~ates out beyond 1972. This logically would lead to- the recommend
ation for a 1973 test year with a concurrent recommendation, however, 
for further delay to see what actually happens in 1973. A decision 
would be postponed indefinitely on that basis. 

One of the bases for objection to a 1970 test year by the 
cities' witness W~ the witness' opinion that 1970 was a recession 
y~. I. measure of the business slump was the approximately 14 per
cent that the Forbes Index of Economic Conditions for 1970 fell below 
."l trend line drawn across the tops of the plotted index figures for 
196~ through part of 1971. One flaw in this comparison is the use of 
the trend of peaks, rather than some trend be~~een penks aIld valleys 

in the plotted data. Another basic flaw is that the witness ignored 
his own testimony (Exhibit No. 13, Page 10~ Q. &A. 25) that there 
apparently is a lag between the time that the Foroes Inde-..<: shows a 
down trend and the time it shows in Pacific 1 s revenues. If an average 
trend line is drawn through the fluctuating index graph~ and if the 
testimony regarding lag in revenue effects· on Pacific is considered, 
it can be seen that 1970 revenues probably fell quite close to a 
normal trend line. This is certainly not a rigidly proven conclusion, 
but it does confirm to some extent the finding in Decision No. 78851 
that Pacific's revenues were not abnormally low or high. in the lest 
half of 1970, the period when the Forbes ~dex reached a low point 
in its cyclic fluctuation. 

Most of the arguments presen~ed against the use of a 1970 
tes t year were based upon the elapsed time froe the test year to the 
d<:.te a::.y revised rates would become effective,. but et one point (T=. 

1592) the Cities of Los Angeles ~d S&l Diego aclvocated going ba.ck st:iJl 
f~tller to a 1967 test YClJI. Although we consider 1970 to be recent 
enou$h, it is not appropriate to go back another three years. 
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Offset Proceeding 
In Decision No. 7835l~ the Commission founel that "The 

adopted est:t=ates ••• of operating revenues, operating expenses and 

rate base for the test year 1970 reasonably indicate the probable 
results of Pacific's operations for the near future~ at 'the present 
w::lge levels of Pacific's employees." (Emphasis aelded.) At that 
time there was no way of predicting accurately what wage and fringe 
benefit increases would result from a pending labor elispute. 

As soon as the effect of the negotiated settlement to the 
labor dispute was evaluated, Pacific filed the current Application 
No. 527S4. In it, Pacific asks that adcIitional increases in telephone 
rates be authorized to offset higher operating expenses under the new 
levels of w:tges and fringe benefits. Most of the parties disagree 
with the "offset" concept proposed by Pacific and contend that another 
full-scale rate proceed~ is now required. 

'.the objections to the noffset" approach to a large extent 
stem from an apparent lack of understanding of the concept of utilizing. 

the magnitude of operations eluring a test year, as indicated by 

IlUillbers of customers·, number of man-hours labor required to operate 
and maintain the system to serve that number of customers~ andotber 
such stE..tistics consistent with the size of the operation which 
existed during the test: year. For a large utility such as Pacific, 
it can reasonably be assuxned that~ if wage rate levels, price levels, 
tax rate levels~ end all other unit costs and prices remain' constant:~ 
the higher rate base and expenses resulting from increzscs in !It:l:ClOer 
of cust~ers in the near future will be approximately offset by the 
additional J:eveuues from the new customers. The rate of return 
actUOllly realized by the utility under the authorized telephone rates 
would, in such si'tUation~ be very close to the rate of retut'n indica
teel by the test year. If~ however, postage rates were increased to a 
higher le~·el than existed during the test year~ and if. postage repre
sented a significant portion of operating expens,e~ the utility would 
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not rea.l:lze the rate of reeurn found reasonable. In general~ chanzes 
in revenues ~ expenses and rate base which are directly related to 

growth in customers beyond a fairly recent test year can therefore be 
ignored, whereas known cb.anges in price levels :md non-revenue pro
ducing changes should be reflected back into the test year to mike it 
indicative of probable near future operations. The lG-percent in
crease which took place in Pacific's wage and fringe benefit rates 
subsequent to the recent establishment of ?resent telephone rates is 
of sufficient magnitude to consider modification of 1970 test year 
results to offset the increased e~enses which would have been 
incurred during 1970 under the higher unit costs of labor 0 

Another argument presented by several of the parties against 
an "offset" proceeding is the decision by the California Supreme 
Court, whic.b. could result in modification of the 1970 test year 
revenue requirement established by Decision No. 78851. Tlrl.s argument 
is not valid, as previously disct:Ssed herein under flDue Process". 
Reasonableness of Wage and Frin~e Benefit Increases 

About 64,000 of Pacific's over 75,000 nonmanagement 
employees are represented by unions (Exhibit No.1, Page 2). Contracts 
with the unions had been entered into in 1968 after a n~tionwide 
strike which lasted several weeks (Exhibit No.1, Page 3), but those 
contracts expired in 1971. Pacific considered the 1968 contracts to 
be satisfectory initially but conceded that before their expir~tion, 
the wages and fringe ~e£its established thereby were not competitive 
with other California employers (Exhibit No. 1~ Page 4).· 

After negotiations for new contracts had been in progress 
for so:ne time, no agreement had been reached and a strike ensued. 
Negotiat~ons continued~ however, and tentative agreements were reached 
late in Ju1y~ 1971 (Exhibit Noo 1, Page 6). 'Xhe va.:ious unions in
volved ratified the final contracts on or before August 14, 1971 
(Tr. 91-92). Employees not covered by union cont=acts were granted 
wage and fringe benefit increases comparable to, but no greater than, 

those prescribed by the union contracts (Xr. 360). 
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Although the l6-percent increase in wage and fringe benefits· 
for the first year under the new union contracts is greater than 
prevailed in prior years ~ the record does not indicate that the 
resultant levels are out of line with current compensation in compar
able fields. In fact, the staff included the increases for all 
nonmanaget1lent em?loyees~ union and nonunion, in its expense. estimates 
incorporated in Exhibit No. 4-A and carried forward into Exhibit 
No .. S-Ao Nevertheless, in the staff brief the argu.:t:.ent. is presented 
that increased wage and fringe benefits which result from nationwide 
rather than local bargaining should be disallowed as an operating 
expense. vle do not agree.. We do not consider that employees whose 
union chooses to bargain nationally are less entitled to wage adjust
ments than are employees whose union bargains locally.. It follows, 
then, ~t no distinction should be made in the resUlting. effects on 
utility expenses. 

The City of San Diego, in its brief, holds that f7Ratepayers 
should not have to bear the burden of wage increases not required by 
direct Union negotiations .. " Under this hypothesiS, two utilities 
wi~ identical wage rates for their employees would be given di£ferent 
rate-mald.ng treatment if the employees of one utility had a union 
contract a:l.d the employees of the other did not.. '!his is not equit
able. Si:nilarly, it would not be equi~ble to, recognize only the 
expense increases resulting from wage increases granted under union 
contracts and to disallow similar percentage increases. paid to 
employees not covered by a contract. 

'!he staff w.i.tnesses did not So so far as to recommend 
exclusion of increases to all ~ployees not covered by a union con
tract but did rccot:mlend exclusion of increases payable to management 
employees. '!he rationale for this exclusion was that the wages of 
management personnel are within Pacific's cont=ol because there is 
little likelihood of a strike of man3gement personnel (Exhibit No.4> 
Page 5> Q .. &A. 19). As one of Pacific's witnesses points out, 
however, Pacific does not base its managers' pa.y on the e:nount 
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required to keep them from quitting (Tr. 275). !here should be some 
reasonable reletionship maintained between pay seales for different 
levels of employment within a company, just as there should be some 
reasonable cor.relation between pay for equal work. in separate but 
equivalent companies. We see no valid reason to give different 
treatment to anyone portion of the relatively unifom percentage 
increase beiIls. paid to most of Pacific's employees. Approxi:nately 
400 of Pacific's management employees at and above the Division 
Manager level were not covered by wage increases granted prior to 
the institution of wage controls (Tr. 918). !he record does not 
indicate whether those employees will be covered by additional wage 
adjustments but, inasmuch as Pacific has not requested any revenues 
to offset wage increases above the District Manager level, the ques
tion need not be resolved. 

Staff witnesses included in their estimates the additional 
accruals required by the more liberal pension plan which resuleed 
from the union contract negotiations (Exhibit No.4, Page 5, Q. & A. 
18). !he staff brief, however, argues that Pacific should have 
resisted payment of higher pension costs, even though the pension 
improvements had been negotiated in good faith. We do- not agree that 
it was incumbent upon Pacific to seek loopholes in the wage-price 
regulations which would eire~ene its negotiated contracts. 

A staff witness. adjusted his estimates of Pac:Lfic's settle
ments with General telephone Company of California (General) because, 
at the time the estimates were being prepared, the wages of General's 
employees were frozen. The staff brief concedes that it has been 
clearly established that General's wages have been unfrozen, but 
argues that General was imprudent in not resisting the unfreezing of 
its wages. As in the case of Pacific's pension improvements, we do 
not agree that it was incumbent upon General to seek loopholes in the 
wage.-price regulations which would: circumvent contracts negotiated 
in good faith with its employees. 
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A witness for Ace was critical of the fact that the Bell 
Sys tem. has employees in the managem.ent category who ~ in the w:i:tIless' 
terms, constitute a "built-in strike-breaking force" (tr. 1709). 'Ihe 

appearance for Ace suggested the appellation "scabs" for Pacific's 
management employees who kept essential services opera ring during the 
recent strike (Ir. 1709). This line of testimony appears to' be 
relev~t to the rate proceeding only to the extent that it suggests 
that Paeific was not an easy mark at the bargaining table and hence 
did not give in to excessive demands. 
A~set Depr~ci~t1cn ~~e 

In evaluating a proposed telephone rate increase to offset 
a. post-1970 wage increase, other potentially significant post-1970 
changes unrelated to customer growth also should be considered. One 
of these changes is the Asset Depreciation Range (ADR), wlUch perclits 
:nore flexibility in estimating service lives of assets for computing 
the depreciation deduction allowable for Federal Income Tax. The 
ADR proviSions were issued origin~lly as an administrative order but 
we:e later incorporated, with some modifieatioXlS, in the Revenue 
Act of 1971. 

Pacific's use of ADR in its original form would have reduced 
the intrast.'ltc revenue req,uireme.nt for the test year 1970 by ~bout 1.2 
million dollars, due to a higher deduction from rate base for deferred 
ta..'"< reserve. This was testified to by one of Pacific's witnesses 
(l'r. 126) and confirmed by a staff witness (l'r. 670). 'Vihen ADR was 
incorporated into the Revenue Act of 1971, however, the f'first-year 
convention", ~hich determines the assumed date of installation of 
plant for depreciation purposes, was modified. This changed the 
previous 1.2 million reduction -in revenue requirement to 0.3 million 
dollars for the test year 1970 (Tr. 438). 

If, as a result of the reopening of Application No. 51774, 
llor:o.e.lized income taxes aJ:e not used, this could result in a greater 
:educ:tion 1n revenue requix'ement attributable to ADR. For example, 
if full flow-through of the tax effects of ADR were assumed, the 
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estimated effect on intras tate revenue requirement would be a reduc
tion of 7.1 million dollars ('Xl:'. 438). The normalization treatment 
of ADR effects adopted herein is consistent wit:b. the basis used for 
establishing present telephone rates. Pacific will be required to 
make appropriate refunds if the basis for establishing the present 
rates is changed in reopened Application No. 51774~ and the revised 
basis modifiee the effect of ADR. 
Investment Tax Credit 

Another significant post-1970 change Ul'lXelated to customer 
growth is the Investment Tax Credit (IIC). '!he te:m I'I'C refers to 
a reduction in current tax liability allowed by Federal income t3X 

authorities) pursumit to tax laws, based upon a stated percentage 
applied to the dollar amount of specified qualifying plant additions. 

An ITC was introduced by the Revenue Act of 1962, suspended 
by the Suspension Act of 1966, restored by the Restoration Act of 
1967 and repealed by the Tax Refom Act of 1969. A revised I'IC was 
recently reinstated by the Revenue Act of 1971. We hereby take 
official notice of the aforementioned previo1:S and recent tax laws. 

The initial lIC origjnally resulted in a reduction in 
·depreciable plant used in computing depreciation allowance for Federal 
income tax retu.rns.. Because· of the higher future tax liab·ility re
sulting from the lowered depreciation allowance, the original ITC 
was, in effect, a tax deferral. This provision was soon re~-sed, 
however, so the !Ie no longer reduced future depreciation allowances 
and thus constituted an actual tax saving. The Commissi.on, :i:n set
ting rates, flowed through the average tax saving on a current basis 
as a reduction in revenue requirement. 

The present reiDstated ITC also results in taxs.avings, 
rather than tax deferrals. Revised Internal Revenue Code Section 
46(e), however, because of Pacifiers fomer use of straight-line 
depreciation for tax purposes, disqualifies. Pacific for IIC if rates 
are set ot). the basis of flowing through the ITC directly to revenue 
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requirements on a current basis. Pacific would not be disqualified 
for the ITC if the tax saving were aeeum.ula ted as a ded\1Ct:ton from 
rate base~ provided each year's IIe were amortized over the life of 
the rel~ted plant additions. The bene£its to customers in that 
treatment would be similar to the reduction in rate base resulting 
from the normalization of taxes under accelerated depreciation 
provisions. It would differ from the benefits of normalization re
lated to accelerated depreciation, however, in that the amortizstion 
of the deferred tax account reduces future income tax allowances for 
rate-making purposes, whereas amortization of the accumul~ted IIC in 
future years would, in effect, go directly to the utility's surplus. 

In lieu of Slllorti~ing t:he I'IC "below the line" and deducting 
the cumulative rrc balances from rate base,. as outlined above) Pacific 
also would not be disqualified for ITC if the lIC were amortized 
Habove the line" over the life of the plant (ratab-le flow-through) and 
no deduction were made from rate base. The long-term effect on cus
tomers wou.ld be about the same under either method. 

Pacific's use of IIC would reduce intrastate revenue require
ment for the test year 1970 by about 1.2 million dollars ('Ir. 438) .. 
If full flow-through of ITC were possible and appropriate, the esti
mated effect on intrastate revenue requirement would be 3 reduetion 
of 29.3 million dollars (Ir. 438). 

We are of the opinion that it will be of greater ultimate 
benefit to Pacifiers customers to set rates on the basis of either 
(1) accumulating the I'!C as a deduction from rate base or (2') r.;:table 
fl~tbrough rather than to disqualify Pacific for ITC by assuming 
full flow-through on a current basis. We are aware that the california 
Supreme Court on November 26, 1971, in annulling Decision No~. 77984 . 
in Application No. 51774 et al., held that the Commission could, if 
warranted as .a punitive m.easure) deliberately disqualify Pacific from. 
use of accelerated depreciation by using £l~t:hrough in setting rates. 
We do not see how that punishment could reasonably be extended to 
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the disqualification of Pacific for lIC. 'Whatever punishment, if a.ny, 
is warranted for Pacific's past adherence to straight-line deprecia
tion for income tax purposes will be esta~lisbed in Application No. 
51774 et al., reopened by Decision No. 79432, dated November 30, 1971. 
Pacific will be required to make appropriate refunds if the basis for 
establishing the present rates is changed in reopened Applic~tion No. 
51774 and the revised basis modifies the effect of lIC. 
Other Items 

'!'he staff brief again brings up the issue of applying the 
1971 dollar effects of the Ozark Separation Plan to the 1970 test 
ye8X, but no arg'lllXlent is presented to justify its adoption. In fact, 
the 1971 effect is not included in the exhibits presented by staff 
witnesses in the current proceeding. The increased effect of the 
Ozark Plan in 1971 over 1970 is related to growth in number of 
customers and the resu1t~ increase in 1971 plant and expenses re
quired to serve those customers. As we explained in Decision No,. 
788517 it is not appropriate to reflect the 1971 dollar level of 
Ozark Plan effects in a 1970 test year. 

Another suggestion which appears in the staff brief, but 
is not included in the exhibits presented by staff witnesses, is that 
the 1972 reserve for deferred taxes be utilized in the 1970 tes: year. 
As a utility grows, its plant investme:lt, deprecia.tion reserve and 
reserve for deferred taxes (under normalization) all increase. As in 
Decision No. 73851, we do not consider it proper to use the 1972 
reserve for deferred taxes in a 1970 test year. 

In Decision No. 78851, the Commission "rolled back" l17.5-
mi'l.lio'n dollars of post-1970 average plant installations into the 
test year 1970 7 on the basis that it was the amount to be installed 
in the then near future which represented nonrevenue-producing ~n
sta.llatiotlS. It' was estimated, based upon the evidence in Application 
No. 5l774, the amount rolled back would reflect the installation of 
such plant only through the year 1971. Additional evidence presented 
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by the staff in the current proceeding (Exhibit No.5-A) shows that 
the amount rolled back would represent more nearly the amount of 
intrastate nonrevenue-producing plant to be installed through May of 
1972" assuming no increase over 1971 in the level of such expenditures. 
The additional five months is not unreasonable as applied to the 
former proceeding because it is more than offset by the higher actual 
level of W3ges which have been in effect and not compensated for in 
present telephone rates. In the current proceeding" however" we are 
givin.g direct recognition to the 1971 wage increase and concur with· 
the staff's recommendation in Exhibit No.5 that the rollback of 
nonrevenue-producing plant in the current proceeding be reduced by 
27.6 million dollars. !he remainder reflects the intrastate non
revenue-producing plant through approximately tbe end of 1971. Cor
responding staff adjustments in depreciation and taxes related. to 
the 27.6 million dollars in plant also are adopted. 

The rollb~ck of 117 million dollars of post-1970 nonrevenue
prodUCing plant into the test year 1970 was one way of making an 
allowance for earnings attrition. There are many approaches which 
have been used to offset attrition or erosion of earnings as high
cost plant is installed to provide new services as well as to replace 
existing low-cost plant which has fully depreCiated. The approach 
we used in Decision No. 7eSSl to offset attrition was not new in 
California. This Commission has made adjustments of this tyPe for 
many ye.lrs. For example" in water utility rate decisions. nonrevenl.'!e
producing plant designed primarily to improve service" such as some 
reservoirs, pumping stations and filter plants. scheduled· for com
pletion beyond the test year" bas been rolled back into the test 
year. 

A figure either larger or smaller than 117 million dollars 
could have been used to make tbe a1:trition allowance, depending upon 
how far into the future is considered a reasonable period for rolling 
back post-1970 nonrevenue-producing plant into a 1970 test year. It 
w~s our conclUSion, however, that the 117 million dollars would allOW' 
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Pacific a sufficient attrition allowance .. so that Pacific's earnings 
coul~ be maintained for the period closely following the Commission's 
order. In Application No. 52794, evidence was introduced' (Tr. 1305-
1307) which shows that, even after including tbe full annual effect 
on eurrent earnings of the last rate decision and the pending request 
for an offset increase. the amount we allowed for attrition does not 
ap?ear to Q,"!ve been sufficient to permit P~cif!c to earn the rate 
of return fOi:D.d reasonable in Decision No. 788S1.. We still consider 
that the 117 million dollar plant adjustment for an attrition allow
ance w~s a reasonable one under the assumed conditions in the p~ior 
proceeding. 

On Page 4 of Exhibit No.2-A, Pacific presented a graph 
showing intr~state rate of return for the period 1968 through 1971, 
adjusted to reflect current separation procedures, current telephone 
rates, current income tax rates and corrent levels of wages and 
salaries. Pacific contends that the leveling off of resultant rate 
of return for that period shows that there have been no significant 
changes in employee productivity that would tend to offset part of 
the effect of higher wages. Several of the other parties contend 
tb.at more detailed productivity studies should have been prepared. 

We ag=ec that the graph presented in Exr.ibit N~. 2-A is 
only circumsta~ti2.l evidence of relatively fixed em?loyee productiv
ity. It is co:.lfirm.ed ~ however 7 by st:a tisties presented in Pacific r s 
annual reports to the Commission for the years 1967 through 1971~ 
which were incorporated by reference in the record in this proceeding 
('Ir. 255-256). Data on expensed payroll in Schedule 70";'A and number 
of telephones in Schedule 52 of those aonual reports show that the 
payroll expense per main station or per telephone increased at almost 
exactly the 6.6 percent average annual rate of wage increases during 
that period. If there had been significant changes in employee 
productivity, the payroll per telephone statistics would have changed 
at a different ra'te 'than the changes in wage levels. 
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There were some specific payroll savings resulting from 
reduced operator-handled calls under the rates authorized in Decision 
No. 78851 (Tr. 1320). the four million dollar saving reflected in 
that decision was at the wage rates in effect at the end of 1970. 
At the present wage rates, 3n additional allowance of 0.6 million 
would be consistent with the wage increase reflected in opera'ting 
expense, .:lond is adopted as an adjustment to' the expense estimates 
presented by Pacific. This is an addition to the saving& of 1.4 
million dollars estimated by Pacific in connection with the expense 
of number changes if the proposed charge for customer-initiated 
changes decreases the incidence of such changes (Tr. 1321). These 
adjustments are, in a sense, related to productivity. 

the testimony of an engineer presented by ACe consisted 
primarily of a critique of Decision NO'. 78851. 'I'b.at witness had been 
a witness for the staff in the earlier proceeding. We g~ve careful 
consideratien to his testfmony in arriving at Decision NO'. 78851 
bu't did not adopt some of his recommendations. No- new eV'idcnce sup
porting his earlier recommendations has been presented. 

ACe contends that the presentation of a prefessor of 
economics whO' testified for ACC shows that a telephone rate increase 
for Pacific would contribute to' inflationary expectations. We agree 
that higher levels of wages or prices are, inherently~ more infla
tionary than lower levels. The wage increases for Pacific's employees 
are now in effect~ however, and have been since about May~ 1971. 
Pacific's requested telephone rate increases,. therefore, are cos't
based and are not based upon the assumption of continued inflation 
in cost ef labor and materials. They do not even reflect further 
w.:ge inc:-eases which are scheduled to go- into effect shortly under 
existing wage contracts. 
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Since submission of this application~ the State Corporation 
Franchise Tax rate has been increased to 7.6 percent from the former 
7.0 percent. There is insufficient evidence in the record to deter
mine how much this will affect the lower effective r~te which 
Pacific now pays due to the consolidated returns required by state 
tax authorities. For the purpose of this proceeding) we will asSllrrle 
that the increase in taxes will be negligible. 
Results of Intrastate Qperations 

Witnesses for Pacific and the Commission staff have ana
lyzed .and estimated the effect of 1971 wage" and fringe benefit 
increases on Pacific's intrastate operational results for a 1970 test 
year. Pacific's estimates were presentec:i in Exh.1bitNo. 2-A and the 

staff estimates were presented ill Exhibit No~ 5-A. Both exhibits 
show the results adopted in Decision No. 78851 at present telephone 
rates, the effect of certain eh.anges in levels of wages and other 

items which took place since Decision No. 78851) and the resulting 
revised results at present" telephone rates. 

Summarized in Table II~ from the exhibits of Pacific and 
the staff, are the adjusted results of intrastate operation for the 
test year 1970 under present te~ephoue rates. For compar:Lson~ this 
table also shows the corresponding a.do?ted resu.l!:s of operation as 
discussed hereinafeer. 
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TABU: II 
Revised Summa~ of Earnin~s at Present Rates 

Test Year ~,~ 

(Dollars in Millions) 

Amount 
Item Pacific Staff. . Ad 22ted' 

Net Revenue -
Based Upon Decision No. 78851 $ 278-.1 $ 278.1 $ 278.1 
Changes Since Decision No. 78851 

~£fect . of 1971 Wage Increases 
Due to Higher Expenses (86.2) (7Z.0~ (8$.6~ 
Due to Higher SeSe Taxes (1 .. 7) . (1.7 . (1.7 
Due to Higher Sett1ea:.eues 6.2 9 .. 6 6.2 

Subtotal {Sr.]) (64.1) (St.I) 
Effect of Decrease in Rollback 

Due to Lower Ad Valorem Taxes 0.8 0 .. 8. 
Due to Lower Depr. Expense 1.4 1.4 

Subtotal .' 2.2 2.2 
Effect of Income Taxes 

Due to Above Changes 42.1 31.8: 40.> 
Due to I'IC - - 0.7* 

Subtotal 42 .. 1 31.8 41.0 
Total Changes in Net Revenue (39~6) (30.1) (37.9) 

Revised Net Revenue 23&.5 248:;..0 240.2 
Rate Base 

Based Upou Decision No. 78851 3,540.6 3,540 .. 6 3,540.6-
Changes Since Deeision No. 78851 

Effect of Decrease in Rollback (27.6) (27 .. 6) 

Effect of Higher Reserves for Taxes 
Due to ADR (6.7) (6.7) (1.8) 

Total Chatl,ges in Rate Base (6 .. 7) (34.l) (29.4) 
Revised Rate :Base 3,533.9 3-,.S06~3: 3:,75-11.2' 

Revised Rate of Return 6.751. 7 .. 0n 6.841-

(Red Figure) 

* Ratable flow-through of 14.9 ~llion dollars ITC 
over £u estimated 20-year life-. 
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The lower staff es timate of the expense effect of the 1971 
wage increases is due to the staff's inclusion of wage increases only 
for nonmanagement employees. As previously discussed herein, we have 
included the 1970 test year effect of all of the 1971 increases which 
were actually granted but have reduced them by 0.6 million dollars 
consistent with the productivity adjustment in Decision No,. 78851. 

The higher staff estimate of settlements effects is due to 
the fact that the wages of employees of General Telephone Company of 
California were frozen at the time the staff estimate was prepared. 
As previously discussed herein, those wages are no longer frozen and 
the higher settlement figure no longer is appropriate. 

At the time the estimates were being prepared by Pacific 
and the s ta.ff, the effect of !.DR. was a reduction of &.7 million 
dollars in 1970 rate base. With the change in "first-year convention" 
previo~ly discussed herein, the effect was reduced to 1.8 million 
dollars.~ The corresponding effect of ITC on 1970 rate base would be 
4 reduction of 7.5 ~l11on dollars.!! 
Revenue Requirement 

In order to produce the 7.85 percent rate of return on rate 
base for the test year 1970 found reasonable in Decision No. 73851, 
Pacific's ~oss revenues after settlements with the independent 
telephone companies mus t be increased by 70 million dollars. !his 

is an increase of four percent over the corresponding gross revenues 
under present rates. 

Y Item 
Gross revenue """re'quirement effect under 

flow-through (Tr. 433) 
Divided by net-to-gross multiplier 
Gives year-end cumulated reduction 
Divided by 
Gives average deduction during year 

-23-

Millions of $" 
ADR ·ITC - -

7.1 
1.9&7 
3.6, 
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1.8. 

29.3 
1.967 
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In derivinz the gross revenue requirement, we have used the 

s<Jme net-to-gross multiplier of 1.967 used in Decisio:l l~o. 73851. We 
recognize that the increased State Corporation Franchise Tax ~atewill 

result in a higher multiplier but have asStmled the difference is 
negligible _ 

Rate S'Oread 
After determining the revenue inerease required to produee 

a reasonable retul;n, there is the further problem 0'£ dec:td:Lng. the 
proportions of the inerease to be derived from the various'telephone 

and related services. Table III berein shows the distribution of 
increased revenue requirement proposed by Pacific and the distribution 

adopted herein. 
TABLE III 

Annual Revenue Effects of Rate Increases - Test Year 1970 
(Dollars in Millions) 

Rate -Basic Exehange Rates 
Business 
Residence 

Message Unit Rates 
MMU 
Exchange Messages 
Exchange Mess~es - FEX 

Airport InterCOimIl. & Centrex 
I~on-publisbed Service (New) 
RunttngService (New) 
Key Equipment Service 
Message toll 
PBX 
Service Conn. & Move &. Change Cb.arzes 
Customer-initiated Number ~ge (New) 
Supple & Special Equipment 
Private Line 

Subtotal Increases 

Ada us tments Due to Rate Chanl}es 
alary,Savings 

Change in Uncol1ectib1es 
Change in lA-EA. Settlements 

Subtotal Adjustxnents 
Adjusted Increase 

(Red' Figure) 

-24-

Increase 
Requested Authorized 

$: 1.5 
5.7 ' 

3-~0 
3-.7 
O~7 
1.5 
6~2 ' 
3:.8: 
9.3- ' 

28.8 
0.9 
8.7 
3.3 
0.3 --, 

77.4 

1.4 
~0.8~: 
2.0· 

(1.4) 
76.0 

3.0 
0.9 
0.0 
1.S, 
3..1 
S.S" 

. 9~S: 
28.8 

0.9' 
S,.7 
1 • .7 
0.3-
2.1 -

71.3· 
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Ihe incre~cd basic exChange service revenues requested by 

Pacific would come primarily from a flat 10-cent increase in monthly 
rate for basic business anci. residence service. At the level of 
overall revenue increase authorized herein, the s.taff concurs w1.th 

Pacific in the amount to be produced from increases in basic exchange 
rates. v1ith the exception of Pacific's requested change in "Lifeline" 
service, the requested changes in basic exchange service rates are 

authorized by the order which follows. 
As part of PaCific's proposed Changes in basic exchange 

service rates, the number of calls allowed on the present 2MQ(20) 
"Lifeline" rate without erloXa charge woulc! be reduced to lS calls per 
month. Of the present tJLifeline" subscribers, about 64 percent use 
less than their '!?resent 20-call allowance (Tr.. 759) so' the additional 
revenue from a reduction to 15 messages is relatively insignificant .. 
Applicant's tariff witness points out, however, that the "Lifeline" 
rate does not cover the cost of service (Ir. 565-566), and he 
expressed concern that there would be a significant conversion o·f 
present flat-rate customers to "Lifeline" service, resulting in such 
revenue losses as would reCJ.uire further rate relief (!r. 596). In 

support of his concern, he cited the roughly 100,000 present "Life
line" subscribers (Ir.. 1252) and significant num.bers of recent trans
fers to that service (Tr. 125S). 

It would appear that the proportion of "Lifeline" subscribers 
should soon reach the saturation point. It does not seem reasonable 
that more than a small percentage of Pacific's subscribers would be 
willing or ~le to reduce their outgo~ug calls to the low point 
required to make "Lifelineu any cheaper than other a.vailable tele
phone service. Further, "Lifeline" service is only a.vailable ul 
areas where facilities for measured service have been installed. 

Admittedly, the:e will indeed be a problem if large utlmbers 

of subscribers switch to "Lifeline" service and are able to limit 
their calls sufficiently to reduce Pacific t s overall revenues by large 
amounts. In that event so:ne adjustment to the "Lifeline" rates may 
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become mandatory to avoid undue subsidy by other classes of users .. 
The order herein does not euthorize the red~tion to 15 messages per 
month but requires Pacific to submit periodic reports on numbers of 
"Lifelineu subscribers and other pertinent data. 

In Decision No. 78851, the Commission cOtllXllented on rates 
for message unit service and message rate service: 

n!b.e staff concedes that evetltually the difference 
between message unit rates and unit charges (st) 
for toll calls should be elfminated but recommends 
that full elimination of the differential not be 
:nade at this time. We concur with this recommend
ation3 but consider 4.7¢ to be a more appropriate 
interit::!. step. Consistent with this) the rate for 
calls in excess of the allowance under message rate 
service also will be increased to 4.7¢.u (The Com ... 
mission did authorize the full st for foreign 
excbange message units.) 

In the current application, Pacific requests that the mes
sage unit rate be increased to 4.8: cents, the exchange message rates 
be increased to 5.1 cents and the FEX message rate be increased to 
5.4 cents. At this time we do not see sufficient justification for 
having different rates for message units and exchange messages nor 
for increasing the disparity between normal exchange messages and FEX 
exchange messages. The order herein authorizes a one-mill increase 
to 4.8 cents for both the message unit rate and exchange message rate. 
the requested increase in FEXmessage rate is not authorized. 

Pacific requests increases of seven to eight percent in 
rates for airport intercommunication service and Centrex service. 
The staff concurs in this source of revenue. It is authorized by the 
order herein. 

Pacific does not now charge any additional amount where a 
subscriber has a nonpublished telephone number, sometimes referred 
to as an unlisted number. Pacific proposes to initiate a 50-cent 
monthly charge to be added to the charges for normal service when a 
subscriber requests nonpublished service and does not have another 
telephone with a published number. The staff, several of the other 
parties and many of the public witnesses do not concur in this request. 
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About 26 percent of Pacific's residential subscribers now 
have unpublished numbers (Tr. 514). The subscribers r mo·tivation !.n 
requesting unpublished numbers presumably is quite varied. A witness 
for Pacific cited examples of those who wish t~ live the life of a 
recluse;J those who are f&'llous and would like to remain anonymous, 
those who receive harassing calls for a variety of reasoOS 7 those 
having domestic problems, those attempting to escape creditors, 
professional people and others ('!r. 511-512, 592). Pacific must 
maintain special traffic records for those scbscriberS;J and special 
lists of persons authorized to receive the numbers in the day-to-day 
conduct of the internal operations of the utility mus't be used to 
assure proper security of this information (Exhibit No. 3-, Page 5). 
Routine matters such as correlation of a payment made by check and 
the account to be credited become exceedingly complex in orde~ t~ 
maintain the secrecy of the subscriber's number (Tr. 59a-599). 

It is difficult to evaluate all of the costs incurred by 
Pacific because of nonpublished numbers. For example, significant 
alOUllts of directory assistance operators T tiJ:1e must surely be 
required when one ou: of four residential subscribers cannot be 
found in the directories.. Even the directly assignable costs are 
a significant 16 cents per month per unpublished n1.lmber (Tr.. 510). 

Objections to the proposed charge for unpublished service 
are primarily on sociologic grounds. Rather strong feelings we~e 
expressed that a person is entitled to his or her privacy. When the 
free provision of uonpublishcd uoxnbers incurs cos-ts which are being 
borne by all subscribers, however, it is not unreasonable to change 
the rates so that those who cause the additional expense will pay 
more for telephone service than those subscribers whose numbers are 
listed. Instead of the requested 50-cent charge, we will authorize 
a 25-cent charge, which should cover a significant portion of Pacific's 
out-of-pocket costs for this special treatment. Pacific will be 

required to notify present subscribers of Wlpublished service that 
the new ehal:'ge has been authorized,. so they may change to published 
service if they so desire. -27-
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Hunting service is another service provided by Pacific 
without extra charge and for which a charge is now proposed. With 
this service, equipment will search the lines of a subscri.ber wi1:h 

multiple lines to find a vacant line for each incoming call until all 
of the subscriber's lines are in use. An examp-le of the value of 
such service to a business subscriber was cited by Pacific's witness: 
ten lines arraDged for hunting can carry eight times as many busy
hour calls as can ten lines not arranged for hunting (Exhibit No.3, 
Page 7). Although, as the staff points out, the provision for huntin3 
service also is of some benefit to Pacific, the monthly rate of 
50 cents per line proposed by Pacific appears reasonable and avoids 
discr~ation between subscribers with and those without the benefits 
of the service. 

Pacific proposes increases of about eight percent in rates 
for key equipment services. The staff concurs in the reasonableness 
of this source of additional revenue. It is authorized by the order 
herein. 

Pacific proposes several changes in messase toll service, 
in which the staff generally concurs. The most significant of these 
is the elimination of the present systen of rounding to the next lower 
five-cent multiple of rates for overtime increments. By changing to 
one-cent steps, as proposed by Pacific, a uniform relationship is 
achieved between the initial period charge and the overtime for all 
classes of message toll at all mileage steps. This appears reason
able and is authorized by the order herein. 

Another proposed change in message toll rates is the 
requested increase to $1 from the present minimum charge of 65 cents 
for person-to-pcrson calls. The staff concurs that this is an ap
propriate source of additional revenue. It more nearly reflects 
actual cost, unrelated to distance, of providing this service (Tr. 
598) • Similarly, the proposed increase to 50 cents from the present 
35-cent minimum charge for operator-completed calls is cost-related 

(Exhibit No.3, Page 5). '!he staff suggests that the additional. 
labor costs could be spread throughout the various rate blocks, but 
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most of the labor costs relate to the number of calls rather than the 
distance or t~ of call. Pacific' s proposals in these categories 
are auth(.)rized by the order here.in. 

Pacific also proposes a uniform initial-period charge for 
operator-completed ealls. The present initial-period rate is lower 
in the evening. than it is during the day, despite the fact: tl."1.at the 
operators who handle or assist on such calls in the evening are paid 
at a higher rate than the operators who handle dayetme calls (Exhibit 
~!o. 3, Page 6). The staff concurs in this charge. It is authorized 
by the order herein. 

Pacific's request for increases of about two percent in 
PBX rates is concurred in by the staff. It is authorized by the 
order herein. 

Pacific proposes increases averaging about 23 percent in 
charges for new and ac1ditional service connections, for moves of 
subscribers' sets, for certain changes of subscribers' sets and key 
telephone system services, and for in-place connection charges. These 
services all involve primarily labor costs. The present charges fall 

far short of being compensatory and thus the services are being 
subsidized by the ratepayers at large ('Ir. 523-524). '!he staff con
curs in this souree of additional revenue. It is adopted by the 

order herein. 
Pacific proposes to institute a charge of ten dollars for 

each residential customer-initiated number change, and fifteen dollars 
for comparable business customer number changes.. These will still 
fall short of the average cost of $16.67 incurred in making such 
changes (Tr. 516). The staff suggests that a charge of two dollars 
be made for the initial nomber change by any resideneial subscriber 
and that the ten dollars be charged for subsequent changes. 

Pacific cond~ted a study of the reasons subscribers request 
number changes. !hat study showed that the largest category was 
subscribers who receive harassing or annoying calls (Tr. 521). If the 
subscriber cooperates in attempting to apprehend the culprit, however, 
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Pacific has found that well over 50 percent of thos e problems can 

be cleared up in a fairly sbort: time ('Xl:'. 591). In those CIlSCS wbere 
all of the fairly involved procedures fail over a more extendedperiocl 
of time, Pacific would initiate a ll\llllber change. 'Ibis, and any other 
utility-initiated number change, would not becbarged to the sub
scriber ('Ir. 591). 

Considering all of the aspects of the number-change issue, 
including the fact that some customers may find it unbearable to put 
up with harassing. calls for a long enough period to correct the prob
lem, we will authorize a five dollar charge for customer-initiated 
residential number change and a ten dollar corresponding charge for 
business number changes. This should produce a little over half the 
addi tional revenue as would the requested charges) due to the pre
ponderance of residential changes.. This will probably be somewhat 
less of a deterrent to changes than would the higher requested 
charges, but we will assume that Pacific will still realize the 1.4 
million dollar salary savings which they esttmated would result from 
fewer number changes than under the present situation where no, charge 
is made. 

Pacific proposes changes in rates and charges for numerous 
items of supplemental equipment: and special assemblies of equip:nent, 
which will increase revenue from these sources by from one to three 
percent. '!he staff concurred in these sources of additional =-eve::l\le. 

They are authorized by the order herein. 
'!he staff suggested that part of the total revenue increase. 

be produced by a 10-percent increase in private line charges. This 
was opposed by Western Burglar and Fire Alar.m Association and 
American Distric~ Telegraph Company p:imarily because those users of 
private lines have long-term contracts with their clients and cannot 

recoup the additional cost. 
Pacific agrees that private line rates need revaoptcg and 

had almost completed a detailed seudy which would form a basis for 
revisions. One of Pacific's witnesses expressed concern that ra~e 
c!langes at this time would invalidate the study (Tr. 533). Inas:l~ch 
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as the study was scheduled for completion in December~ 1971~ a rate 
change at this time should not affect the study. A lO-percent raise 

could, however, cause some subscribers. to seek interstate private 
line service where available at a lower cost. A 5-percent increase 
in private line rate is more in keeping with 1:b.e average overall 
increase granted and will narrow the gap a little between earnings 
from private line and those from. other services. It:[s authorized 
by the order herein. 
Rulings and Motions 

In a proceeding where so many minor issues have been raised, 
it is not practicable to rule individually on all of the. various 
points brought before us for consideration. Our objective~ as in all 
such proceedings, has been to discuss and to rule specifically on 
those matters of major importance in deCiding the validity of the 
requests of the applicant and the manner in which our findings :-ela

tive thereto are to be implemented. Due consideration, howeve.r, has 

been giVetl. to all points and motions raised, although each may not 
have been hereinabove specifically treated. 
Findings and Conclusi.ons 

the Co'C.'lClission finds that: 
1. After due notice, public hearings have been held in App-li

cation No. 52794, evidence has been adduced, the Coamission has been 
fully informed and the matter stands submitted. 

2. This Commission last exhaustively analyzed the operations 
of Pacific in Application No. 5177l.,.. Decision No. 73851 was issued 
therein on June 22, 1971, and the rates therein prescribed (those 
p:eseutly in effect, with minor exceptions) became effective in July, 
1971. 

3. Subsequent to Decision No. 51774, the wages and fringe 
benefits for Pacific's employees have increased. 

4. Under existing rates and charges for its utility services, . 

Pacific's earnings for the test year 1970 produce a rate of return of I 
6.84 pereent on an intrastate rate base of $3,51l ,200~OOO. r. 
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5. The adopted estimates in Table II of the foregoing opinion, 

as discussed in that opinion, of operating revenues, operating 
expenses and rate base for the test year 1970 reasonably indicate 
the probable results of Pacific's operations for the near future at 
the present wage levels of Pacific's employees. i 

6. Ihe rate of return of 7.85 percent on a test yeax intra- I 
state rate base of $3,.51l ,200,000 and a corresponding. return of 9.5 
pe:cent on common equity allowed by Decision No. 51774 are reasonable. 

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

8.. Pacific is entitled to increases of 36 million dollars in 

net intrastate annual revenues. to raise its test year rate of return 
from the present 6.84 percent to the 7.85 percent hereinabove found! 
to· be reasonable. 

9. An increase of 70 :ni.llion dol.lars in gross annual revenues, 
after settlements with independent telephone companies and based upon 
the test year 1970. is justified. 

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

charges authorized herein are jus.tified; the rates and charges author
ized herein are reasonable; and the present rates and charges, insofar 

as they differ from those prescribed he:ein, are for the future . unjust 
and unreasonable .. 

11. If, as a result of the reopening of Application No. 51774, 
a different revenue requirement is established which results in lower 
revised rates in Application l~o. 52794, it will be reasonable for 
Pacific to refund to its customers any difference between the amounts 
charged in the interim and the amounts that would have been charged 
at the rates authorized in the supplemental decision issued herein. 

12. The effects and trend of conversions to "Lifeline" rate 
ws.rrant further investigation.. 

13. Appendix C to the order herein accurately reflects da:a re
garding the increases authorized herein and we so certify to the 
Price Commission. 
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The COmmission concludes that Pacifie's application for 
rate increases should be denied in part and granted- in part. 

ORDER -------
IT IS ORDERED that: 

l.a. After the effective date of 1:b.is order:J The Pacific Tele
phone and Teleg%'aph Company (pacific) is authorized to file the 

revised rate schedules attached to this order as Appendix B: and> con
currently> to cancel or modify its present tariffs to make them. 
consistent therewith. . Such filing. shall comply with General Order 
No. 96-A. The effective date of the revised schedules shall be ten 
days after the date of filing.. The revised schedules shall apply 
only to service rendered on and after the effective date thereof .. 

b. Prior to> or concurrent with> the f:trS1: billing of each 
present subscr.i.ber for nonpublished di.rectory service or hunting. 
service> Pacific shall notify each such subscriber in writing. of the 
rate authorized herein and shall advise those subscribers that the 
charge may be avoided by requesti:cg:J within fifteen days:J normal 
service excluding nonpublishcd or hunting service. For subscribers 
who comply w:Lthin the fifteen days> Pacific shall make no further 
charge for the special services and cancel the amount. initially 
billed therefor. 

2. The filing by Pacific of the revised rate schedules author ... 
ized herein shall constitute acceptance 'by Pacific of the requirement 
that if> .as a result of the reopening of Application No. 5-1774> a 
different revenue requirement is established and lower revised rates 
ar~ authorized by supplemental order in Application No. 52794> Pacific 
must refund to its customers, under a plan acceptable to this Commis

sion~ any difference beto~ee:t the a:nounts charged in the interim and 
the a:nOu:lts that would have been charged at the rates authorized in 
the reope:l.ed proceedings, including interest at 7 percent per year. 
In o:der promptly to effect the refunds which would be required under 
those eireu:astances, Pacific shall mainta!:::l records of intrastate 
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charges to each of its customers (excluding coin box collections) 
beginning with the effective date of the rates authorized herein and 

continuing wtil further order of this Cotrmissiou. 
3. On. or before the ten1:b. day of each month in the year 1972 

subsequent to the effective date of this decision:. Pa.cific shall file 
in this proceeding a report sbowing the total number of "Lifeline" 
subscribers. Those reports may also include data on revenues ~ 
expenses) rate base~ customer acceptance) or other effects· of the 
ftI.i£eli:c.e" service. 

4. Motions consistent with the opinion and order herein are 
granted; those inconsistent therewith are denied. 

the effective date of this order shall be ~en~ &ys after 
the date hereof. 

Dated at ____ ......;.. ____ -', California) this 

day of ____ .... Ool:.?C>:::.JI __ t:----~) 1972. 

comaassioners 

c:S'i2> 0 ~ # 

!.o~,~, iO\. to..,,"' \- cL.S"~l':" 

2)-
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Utilities 

APPENDIX A 

LIST OF APPEARANCES 

COt:tinental Telephone Company of Ca.li£ornia~ I.P .. ~ by .James F. 
cr~ Jr.~* of orrlck~ Herring.ton~ Rowley & Sutcliffe, and 
Iachar D. Crowe .. 

General TelephOne COmpany of California~ I.P' .. 'I by A .. M. Ra.rt* 
and R. Ral.'ph S~der 1 .Jr. * 

The Pacific Telep ne and Telegraph Company, applicant, by 
Richard W. Odgers* and .James B. Young.* 

Government 
catifornia Public Utilities Commission Staff, by Richard D .. 

Gravelle,* Tedd F. Marvin and Vincent MacKenzie.* 
Genera! Services AanijniStration~ 1.15., by wl.lIl.3m E. Casselmanz II~ * 

Renn c. Fowler~ Robert w. ¥Eangler~* and Maurice J. Street. 
City of LOng BeaCh~ r.P .. ~ by uis Possner .. 
City of Los Angeles, I.P., by Manuel Rioman'l Charles E.. Mattson* 

for ~er Arnebergh,* and ROber: W. Russell. 
C<:unty of ~, I.P., by DoUSlaS J. &loneS.* 
Cl.ty of San Dl.ego, I.P., by ,,1l.11iam R. !{ion erger, Jr.* 
City .and County of San FrllncJ.Sco, I.P .. 'I by RObert R. !laughead~ 

Milton Mares* and Thomas M. 0 Connor .. * 
City of Santa Maria, I>., by John A. Van Ryn.* 

orfanizations and Co~rations 
lUed 'telephoneanies ASSOCiation,. I.P., by Ernest W. Watson. 

American District Telegraph, Association" I.I>., 'by Lessing E. e!OId.* 
Association of CaJ ifornia Consumers, P., by SZlvia M. Siegel. 
California F3X'IXt Bw:eau Federation, I.P .. , by Wl.lb.am t. kneCht.* 
CalifOrnia Farm. Information Cotrmittee~ P." by BO~hila itiu~en. 
California Inde:penderJ.t Telephone Association" I .. ~, by Nea.~ c. 

Hasbrook. 
California Public Interest Law Center, I.I>.) by Frederick: W. Br:a7* 

and John Maclnni s. * 
Consumers Arise Now" I.P. and P .. ~ by William M. Bermett,.* Morton 
~~ J'ob.:l Or Cotmor and Miche ... e ShUltz .. 

Independent Taxpayers Union, 1> .. , by D eD. Katsikarls. 
Mission Coalition Organiza.tion, 1" .. ~ by tar:ij Dalcal:'lo, David A. 

Garci.a* and ~I.croez. 
Telephone Answenng services of California, Ine .. ~ I.P .. ~ by Ernest W. 

Watson. 
Western Burglar & Fire Alarm Associati.on~ I.P .. ~ by Lessing E.' Golcl.* 

Individuals 
wiiliam M. Bennet't, * P .. ) Donald c. Jmneson~ I.P.,. John MaeInnis~ r.p.,. terrence J. Shantion, P." ana Ted Sheedy, I.P. 

* - Attorney-at-law 
I.P. - Interested Party 
P. - Protestant 
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APPENDJX :s 
Page 1 ot 3 

Tbe rates, c.b.nrges and C':)D.d1tions 0'£ The Pacific '!e1epnone and 'telegraph .. 
Compatly are cbanged. as set :Cort:c. in tbis appenCl.iz. 

Schedule Cal. P.'O'.C. No. 4-~ .. Individual and. Party tine SerJice 

Proposed. rates as set forth in Exhibit No. 3A., pages 10, ll, l2, l3, 14, 
l5 anl.d 16~ are authorized except no chru:lge in rate~ or ce~~e allowaIlce is o:u:el:lorized 
1'or - ene. 2-party l:IesSllge rlJte resit!enee service • ... 'it.b. a 20-:nessage ~llowanc:e. 

Schedule cal. P.U.C. No. 9-T. Farmer Line Service 

Proposed rates as :::et forth in Exbibit No. 3A,. page 17,. ere authorized. 

Schedule 00. P.U.C. No. 13-T ~X Trtmk Line ~rviee 

Proposed rates as set :Cortn in Exhibit No. 3A., poges 18 and 19,. are 
au:t:c.onzed. .. 

The followi:og rates tlre authotized: 

Message ~t Rate 

Semi-public coin boy., public: 
telephone and fore;tgn , 
exeb.a:cge service. 

Other Services 

Exella:lge Message ~te 

Eaeh exeb.8nge message over 
allowo,nce (it' any) exc~t 
foreign exc:b.s.::.ge services 

Eaeb. exc.b.oolge message over 
~owar.ce,. tore1gO. excbsnge 
services 

Each Message Unit 

~te Per Message 

4.8¢ 
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APPENDIX B 
Page 2 of 3 

RA'XES - (CON'XINOED ) 

Schedules Cal. P.U.C. No:::. 4-T. 2-T, 13-T, 1B-T. 34-T, 117~T,) 
128 .. T. Hunting Serviee in Connection With Mult11'1e Lines 

Pr~s4!!d. rates as ::et :!orth in Exh.1"oit No. 3.4., pa,ee 2l., ore autb.orized. 

Schedule Cal. P.U.C. No. 12 .. T. Pl'ivnte B%'aneh Rxehange Service 

Proposed rates as :et foX"tll in Exbi"oit No. 3A, page 22, 3re authori:::ed. 

Schedule Cal. P.U.C. No.. 17-T: Directory !.isti;;gs 

The !ello .... -il:lg rate is authorized: 

Non-Published Service 

. 
Rate Per Month. 

$0.25 
Conditions et service a: :et forth in Exbibit No. 3A" page 23, ~ autho:::-lzed. 

Schedule enl. P.U.C. No.. 22-T. Key Equipment Serviee 

~'posed. rate: and eharges as set ferth. in E:w-..hibit No.. 3A> pages 24, 25~ 
26, 2:7 8.'Cd. 28,) ere autherized.. 

Sehedule Ctll. P.U.C. No_ 2B-T, SeNice Conneetion Charge:, 
Mo~e··and ChA.n.ge Ch:I..rp:es. In Pl.aee Cocneetion Charges 

Propo~d. charge: ru: set forth in Exbi"oit No.. 3A, pages 29,· 30, 31, 32, 33 
and 34 are authorized. 

Tl:.e following eh.arges are authorized fer eha:lge ef tele~hone numbers: 

Change o.tTel~hone Number 
Businezs Service 
Residence Service 

Schedule Cal. :?U.C .. No.32-T.: SU!J!>le:nentsl Equil7:::ent 

Charge 

$J.O~OO 
5.00 

Proposed rates and charges as set forth in Exhi"oit Ne., 3A., pages 36, ::r, 
38, 39, 40, 41, and 42, are autho.rized. 

Schedule Cal. P.U.C. No.. 34-T, Foreign Exehange Serviee 

Proposed ra.tes and eonditio::.s :et forth in Exhi"oit. No. 3A.~ :p~ 43,. are 
aut.torized. 
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RAXES - (CONTINUED) 

Schedule 00 .. P.'C'.C. No. 5O-T? P:i~te Line 
Servieez ru:.d ChIlnne~~ - SU'O'O~f!:lentaJ. EqUipment 

Proposed rates a:c.d charges as set forth in E>-JUbit No-. 3A, pages 44, 45 
and 46, are authorized. 

Schedule Ce.1. ?U.C. No. 53--:. Message Toll Teleohone Service 

Proposed rates and condition::: as se~ forth in Exbib1t No. 3A, pages 47,. 48, 
49". 50 and 51, nre authorized. 

Schedule Cal .. P .. U.C. No. 83-T, S;peCi8~ 
Assemblies or Es.uipment 

Proposed rates a: set forth in Exhibit No .. 3A". page 52, are authorized. 

Schedule Cal. P.U.C. No. ll7-T: .M.U??rt 
Intereocnnunieatil?£? S~ee 

Proposed ratcs as set forth. in Exhibit No. 3A, page 53, are authorized. 

Schedule Cal. P .. U.C. No. 12l-T, Centrex ~ce 

Proposed rates and charges as set torth in Exhibit No. 3A" 'page~ 54') 55 
and 56" are autllorized. 

Schedule Cal. P.U.C. No. 128-T, Wide A:rea Telephone Se!'Vice 

Proposed e.b.c.rge as set forth in EY.bibit ~o. 3A, :page 57, is ~uthori:ed. 

ScheduJ.e Cal.. P.U'.C. No. 135-'1', Connections o't 
CUstaner -Provided Eg,uipnen.t and Sy:-eems 

Proposed rates and charges as set forth. in Exl:libit No. 3A, .page 5$, are 
authOrized. 

Local. and Interexeh.a?Se Private Line Services 
and Ch8nne~s - ~ Arfeeted Schedule~ 

the Pacific: Tel.e'phone and Telegraph CO::l!)aIlY is authorized and directed to 
rue a schedule of private line rates in a 'tom acceptable to-the Commission such a~ . 
.... -1JJ. result in an. over-all average i:.crease of 5~ in local and 1nterexchanse private 
line ::-3t~S. Pend1llg the effectiveness o't such seb.ed'\lJ.e a 5% sureb.a.rge on private 
line rates and serviees is au~hori:edo. 
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APPENDIX C 

DA.TA REGARDmG RA.'IE INCREASES 
A'O'IHORIZED TO OFFSET 1971 WAGE INCREASES OF 
THE PACIFIC TEI.EPHONE AND '.tElEGRAPH COMPANY 

INTRASTATE OPERATIONS 

(1) Intrastate Revenues 

At Present Rates. 

1970 TEST YEAR 

At Increased Rates Authorized 
Percentage Increase 

(2) Revenue Increase Authorized 

$-1>709,.200>000 
1,.779>200,.000 

4.11-

$ 70,.000,.000 

(3) Net revenue as a' percent of gross revenue is expected to- be 
15.S~ as compared with 14.01. under present rates~ a difference 
of 1.51.. . 

(4) Rate of return on total capitalization assignable to intrastate 
operations is expected to- be 7.85'Z,. the same rate of return 
allowed at present tel.ephone rates prior to the 1971 wage in
creases, as compared w1.th 6.847. at present telephone rates 
after the 1971 wage increases~ a difference of 1.011.. 

(5) Sufficient evidence was taken in the course of the proceeding 
to determine whether or not the criteria set forth in para
graph (d), (1) through (4) of Title 6, Chapter III, Part 300, 
Sect. 300.16 of the Code of Federal Regulations, as amended 
effective Januaxy 17, 1972,. are or are not met by the rate 
increase. 

(6) the rate increase is cost-based* ~ eoes not reflect future 
inflationary expectations; the increase is the minimum required 
to assure continued, adequate and safe service and to provide 
for necessary expansion to meet future requirements; the 
increase will achieve the minimum rate of return needed to 
attract;;capieal at reasonable costs and not 'to impair 'the 
credit of the public utility. !his Appendix to the rate 
decision constitutes the certification required by the Code 
of Federal Regu.l..a.tions. 

* . !he wage ~ncreases being offset were granted by 
the utility prior to the November 8, 1971 
amlouncement of a 5.5% annual wage increase 
guideline maximum under the Economic Sbbilization 
Program. 
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J. P.. VUl<ASIN> JR.,. ~'1lW> Concurring in part and Dissenting 

in part: 

" 
I concur in the Findings, and Conclusions and those 

. provisions of the Ordering paragrol'h, regarding rcven\,le 

requi~ments necessary to offset the in~ase in wages and 

fringe benefits afforded to employees of The Pacific Telephone 

and Telegraph Company. 

However, I dissent from those provisions. of the 

Opinion and Order which raise some of this additional revenue 

through the imposition of a charge for unlisted telephone 

num:bcrs. Not being listed. in a public directory is a right>. 

and no levy should :be made on persons desiring to exercise 

such a right. () 

, ., 

San FranCisco, california 

April 4> 1972 
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D. W. HOLMES, COmmissioner, concurring in part and Dissenting 
in part: 

I concur in the Findings and Conclusions and those 

provisions of the Orderins paragraph regarding revenue 

requirements neeessa.xy to offset the increase in wages and 

fringe benefits afforded to employees of The Pacific Telephone 

and Telegraph Company. 

However, I dissent from those provisions of the 

Opinion and Order which raise some of this additional revenu.e 

through the imposition of a charge for unlisted telephone 

numbers. Not being listed in a public directory is a right" 

and no levy should be made on persons deSiring-to exercise 

such a right. 

,,~ to C? 
Commissioner 

Dated at San Franeisco, Cali£ornia 
April .. 4, 1972 .. 
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COMMISSIONER THOMAS MORAN~ Concurring. 

I concur with the Commission majority in this decision 

authorizing rate increases. (zubjeet to refund) t¢ ot':Cs.et the wngc 

increases granted by Paci~1c Telephone to its employees last July 

which, by agreement with the unions. representing the majority or its 

employees~ were made retroactive to YAY 1971. 

As I did not sign and indeed dissented from the lazt prior 
11 . 

dec1z1o~ of this Commission respecting Pacific Telephone, which 

gave Pacific an a:".:lual increJ.se in. reve:rJ.ues in excess of $:'ll3,.OOO,OOO, 

an explar..a.t1on is in order. As I said in my dissent to that 

dec1z1on and which I rea!'!'1:-=., the proVisions therein are ttclearly 

bad regulat1on~ bad law and constitute 1ne~u1table treatment of the 

cal1forn1a cOrlSmner, and will most likely haunt thj,s Comm1:ssion for 

years to come." 

SUbsequent to that decision the California Supreme Court by 

unan1 mous vote nullified that portion of the rate increases 

therein allowed under guise ot: "normalization." Consequently th1s 

Commission is now already under legal obligation to order refunded 

to the ratepayers amounts wbj,ch as of February 291" 1972 exceeded 

$401"000,000. The California Supreme Court still has unde~ considera

tion all the other aspects of that unfortunate decision and may 

nullify other provisions therein thereby further increasing the 

total refunds which will have t¢ be made by Pac1fi¢ to its subscribers. 

'l:/ Application No. 51774 
Decision No. 78851, June 22" 1971 

- 1 -



-' 
A. 52194 
D. 79873 

In theory, it would obviously be more logical to postpone 

decision or th1s instant case until final determination is made in 

respect to said last major rate case decision. However in practice 

such delay would not be in the ~terest of the people of Californ1a 

because the additional sums which Pacific is paying and has been 

paYing to its employees Since May 1971 amount to more than 

$1,000,000 a week and to continue such a drain would be unfair and 

also have a highly adverse affect upon the ability of Pac i:t1c to 

~nt~nue to prov1de the qual~ty or telephone service which the 

people or california must have. 

Dated: Apr11 4, 1972-
San. Franc1zco, Cati:t."orn1a 

r .... 4tfmas Mor --
Commissioner 
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