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OPINION 
-~ ... --~.-

Continental Telephone Company of california. (CTCC) and 
Golden West 'Ielephonc Company fUed ,Appli.:atiOD. No. 52805 on 
August 117 1971 seeld:c.g to increase eheir rates for classified 

dixectory advertisinS in the amo~t of $934,687. Subsequent to 

this filing 7 CTCC acquired Golden West Telephone Company.Y 
On September lS7 197i CTCC filed ~lic:at:Lon No. 52859 

seeI<ing a genera.l increase of $3 7 600 7 000 in local excbange rates 
and an increase in the state"Hide toll rates eo prcduce .an a.dditional 
$l,650 7000 in revenue seetl~ts~ 

On. November 30 7 1971 on its owa. :not:ton, the Commission 
ordered an investigation of C'l'CC~ The Pacific Telephone and Telegraph 

Company (P'X&!), and all other telephone cOl:pOrat1ons doing bus:lness 
:in CalifOrnia, Case No. 9296. 

1/ Decision No. 78709 dated May 25, 1972 in Application No,. 52493'7 
as amended by Decision 1'10. 79987 dated August 247 1972. 
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Applicant amended its showing on February 4, 1972. The 

revised showing reduced the local exchange revenue requirement by 
$1,072,000 due to the effect of changes in depreciation and investmen~ 
tax credit. With respect to toll revenues, appli~t estimated it 
would receive additionally $1,900,000 if PT&X's Application No. 52794 
were grauted.Y 

The two applicat10as were consolidated with the investigation 
for hearing. 

2:/ Decision No. 79873 elated April 14, 1972 in PT&T' s Application 
No. 52794, ClOdified by Decision No. 79941, increased PT&T's 
rates i1lclud:f.ng statewide toll rates. crcc benefited frCY.n 
ehese decisions by $l,900,000 annually through settlements 
with P'X&T for toll operations. Petitions for review of these 
decisions were filed with tbe California Supreme Court. 
On June 9, 1972 the California Supreme Court a:cnulled Decision 
No. 78851 dated June 22, 1971 in Application No. 51774 wherein 
PT&'l' had been granted a. general increase in rates in the amount 
of $143 million, which 1i1cluded toll rates. (7 C 3d 331 (1972).) 
By DeciSion No. 80347 dated Au~t 8, 1972, the Commission 
complied with the Sup~eme Court's order and authorized $55.4 
oillion of increased revenues to n&'X. On the same day, the 
Commission. issued Decision No. 80348 which restated the rate 
increase granted by Decisions Nos. 79873 and 79941. The Supreme 
Court denied review of these decisions on October 12, 1972. 
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Hearings com::oenced on February 25, 1972 and were held 
in 'ten different locations in applicant's service area. viz.: 
Victorville. Manteca, Gilroy, Sanger. Taft, Garberville, Weavexv1lle. 
Ridgecrest, Bishop, anc1 Blythe, as well as San Francisco. During the 
hearings testimony was taken from 56 of applicant's eus~rs, the 
majority of whom either opposed the increase or had service problems. 

During the course of the hearings. by Interim Decision No. 
80214 dated June 28, 1912, the Commission granted the requested 
increased rates for classified directory advertising. 

Applications Nos. 52859 and 52805 and Case No. 9296 were 
submitted on December 29, 1972 upon the receipt of opening and 
clOSing briefs after 3& clays of hearing during which over 100 exhibits 
were received in evidence in addition to direct test1mony, erOS$­

ex.em; natiou, and rebuttal testimony. 

. This is the first time applicant has been before the 

Commission seeking a general increase in rates. CtCC is an amalga­
mation of twelve different telephone companies with varying rate 
Structures, the last acquisition having been Golden West Telephone 
Co:pany. 

The lase rate increase granted for .a major part of 
appliea:c.t 's service area was on July 2. 1962 to Cal1forc.ia Interstate 
Telephone Company by Decision No. 63885 (59 CPUC 761). 

CTCC is a wholly owned subsidiary of Conttnental Telephone 
Co:por~t1on (CTC). erc is the third largest independent telephone 
holdtng company in the United States. The parent corporation has 
many operating subSidiaries in 42 states of the United Sea.tes~ ca:cada, 
and in five Caribbean Couneries. CTC bas manufacturing, service, .and 
leasing subsidiaries which provide services and equipment: to crCC. 
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Issues 

listed: 
'!he following issues w:tll be considered in the order 

A. Rate of Return 
B. Affiliated Transactions 
C. Results of Operation 

1. Operating Revenues 
2. Expenses 

a., Maintetlanee~ lra.£fie~ and ·ComDe:r:c.ial Expenses 
b. General.and Other Expenses 
e. Wages 

d. Taxes 
3. Telephone Plant 

a. Telephone Plant"in-Serviee 
b. Construction Work In Progress (CWIP) 

i. Non-Interest:oearing CtVlP' 
ii. Interest During Construction 

4. Depreciation 
5.. Rate Base 

a. WorI~ Capital 
D. Rate Spread 
E. Directory Advertising Rates 
Fo Service 
G. Aceounting Practices 

Differences between estimates of operating expenses, taxes, and rate 
base by cxee and staff arise from differences in estimating procedures 
and £rom rat2-making adjustments proposed by staff. 

Exhibit No. 105 eoaso11dates and sets forth the detail of 
amo.:mts of differences in the estimates by C'I'CC and staff of the 1972 
results of operation at present rates. The follO'.ri.ng tabulation 
compares C'I'CC and staff estimates of the results of total California 
inters'tate .and intrastate operations in the test yeu 1972: 
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Test Yefr 1972 
Total Cfll1~~~:a~eia~iop8 ~~ 

• Present Rates 
(000 otriittcd) 

...,. 
N 

Staff Staff ~ ...,. 
com1any Estimating Rate-making Staff ~ 
Pos tion Di,fference Adjustments Posltioq rt 

~erating Revenues 
$ ~ • ~al Service Revenues. $ 11,478 306 $ $ 11,784 

Toll Service Revenues 40,397 725 41,122 • 
Miscollaneous Revenucs 1,649 2 1,651 ~ Less: Uncollectibles 250 12 262 

Total $ S3,27li '$ 1,02r "$ 
, 

~ S4,~9S 

Op.,crating EXQcnses and Tax~ 
$ lla In"tenance $ 8,498 (377~ $ r36 $ 7,885 

Depreciation/Amortization 9,593 £61 164 9,368 
Traffic 5,936 27 162 6,001 
CoO"mercial 3,217 r39~ t 3,020 
Gen. Off. Salaries and Exp. 3,075 166 38 2,871 
Other Operating Ex~enses 2 163 178 ~ 00 1 685 

Total Operat n3 Expenses 32:482 694 958 30:830 
Operating Taxes: Fe. Income 1,254 720 518 2,492 

1 Cal. Corp. F~anch. 461 133 84 678 
~ Other 5 J 519 

15§ ~49) 5 1470 
Total Operating Expense and Taxes $ 39,716 $ $ C05) ~ 39,470 

Balance Net Revenues $ 13,558 $ 862 $ 405 $ 14,825 

AVf: Net PIt! I Cash. and Hand S 
"fa .-Plant In ServIce $190,t31 $ (543~ $ (2,9134) $187,104 
Tol. Plant Under Constr. (non-int. bearing) 7, 62 (6,587 875 
Cash . . .. 3,li.3 . (23) 3,120 e ~~terlals and Supplies 2 142 2,142 
Investor SUP~lied Working Capital 7 531 (7:531~ 
Less: Depreo ation Reserve 27:867 (928 (441) 26,498 

Tax Deferral of Inter .. Company Profit 2,571 (19 2,552 
Tax Deferral of Accelerated DepreoiatiQn 156 156 

4 

Total Rate Baso $175,030 $(8,429) $(2,566) $164,035 
Rate of Retulll 

(Red FigUl:'e) 7.15% .91% .387. 9.04% 
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The foregoing estima.:es of t:otal California operations 
are separated into interstate and intrastate operations. Since 
both parties followed essentially the same procedures in effecting 
separation of their estimates, no substantial issue exists on the 
method of separation. The following tabulation compares CTCC and 
staff estimates in the test year 1912 of the results of· California 
intrlLSt~::e. oper.at1ons for which increased rates .are :z:oequested: 
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, 
(\) , 

!est :J.~r. 191Z 
Cg11fornialntrastate Qperat!ons 
" . . t>i'esentRales 

"(000 Qmltted) Staff 

Operating Revenues 
~Local ServIce Revenues 
Toll Service Revenues 
Miscellaneous Revenues 
Less: uncol1ectibles 

Total 

Oporating Expenses and Taxes 
MaIntenance 
Depreciation/Amortization 
Traffic 
Commercial 
Gell. Off. Salaries and Exp. 
Other Operating Expenses 

rotal Operating Expenses 
Ope~ating Taxes: Fed. Income 

: Cal. Corp. Franch. 
Other 

Total Operating Expense and Taxes 

Balance Net Revenues 

AVf' N~~ ~~'l Cash, andM and S 
'l'e • Plant In ServIce 
To1. Plant under Constr. (non-int. bearing) 
Cash 
Hater.ials and Supplies 
Investor Supplied 'lorking Capital 
Less: Depreciation Reserve 

Tax Deferral of Inter-Company Proflt 
Ta~ Deferral of Accelerated Depreciation 
Total Rate Base 

Rat(l of Return 
(Red Figure) 

Company Estimating 
Positl,on pifference 

$ 11,478 $ 306 
28,940 118 

1,649 2 
195 10 

~ 41,87t $ 416 

$ 6,511 $ (289~ 
7,593 (49 
4,796 183 
2,922 r7

1 
2,565 138 
1 716 141 

26:103 541 
682 364 
313 63 

4,369 
'$ 31,1.67 $ (109) 

$ 10,405 $ 525 

$150,885 $ (65a~ 
5,906 (5,215 

2,542 
1·753 

5 961 (5i?6l J 22:057 856 
2,035 (11 

123 1 
$138,537 $(6,667) 

7 .517~ .181. 

i'> 
\It 

Staff 
Rate-making Staff 
Ad\\lsttn~ntsfg~ltto.!l 

$ $ 11,784 
29,058 
1,651 

205 r- $ 42,288 

~ 
\It 

~ 
f!. e 
• 

~ 

$ {l80 $ 6,042 
130 7,414 
131 4 848 
~52 2:763 
31 . 2,396 

~238 1 337 
762 24:800 
410 1,456 

66 447 

$ (~~~~ 4.3~0 
$ 31,0 ~ 

$ 325 $ 11,255 

$(2,361) $147,866 
691 

(18) 2,524 
1,753 -(349) 20,852 
2,018 

124 . , 
$(2,030) $129,840 

.38% 8.67"% 
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Rate Of Return 

cree seeks a rate of return of 8.73 percent. the upper end 
of the 8.55 percent to 8.73 percent range which it deems reasonable. 
The related range of the earnings allowance for COl:DEDQn equity 15 12.25 
percent eo 12.75 percent. Conversely. the staff recommends 4 rate of 
return r4nging from 7.70 percent to 8.00 percent as rea.sonable:r which 
produces a. common equity allowance of 10.00 percent to 10.80 percent. 

Applicant's witness and the staff's witness on rate of 
return both use the same capital structure and differ only slightly 
with respect to the embedded cost of long-term debt .and inte'rim loans. 

Applicant's California intrastate operations in the test 
yee::: at present rates, 4S hereinafter adopted, will yield a rate of 
rctuxn of 8.61 percent. 'Ib.1s return produces a common equity 
~llowance of 12.42 percent. Applicant's operations at present rates 
produce a rate of return and allowance for common equity well within 
the range deemed reasonable by applicant. Even if we found reasonable 
for the purposes of this proceeding the range tn rate of return and 
allowance for common equity urged by applicant, no increase in present: 
rates would be justified. No useful purpose will be served in 
considering further at: tb1s time tb.1s issue inasmuch as applicant t s 
request for increased rates is herein denied. 
Affiliated Transaetions 

'!be Continental 'telephone system. comprising approximately 
145 foreign and domestic corporations, uses various wholly owned 
subsidiaries to enable it to provide telephone service in Califomi.a. .. 
The major units are: Superior Con~inental Corporation (Superior) 
which performs the manufacturing and supply functions for the System; 
Continental 'telephone Service Corporation (crsc) which performs various 
services common to all operating cocapaxdes; and Medusa Leas1ng 
Co1:poration (Medusa) which. leases vehicles to the operat~ coazp.anies .. 
These relationships are detailed in staff Exhibits Nos. 20, 21~ and 22 .. 
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The Coamission bas often expressed its concern with 
affiliated interests and their impact on the cost of service furnished 
to the public. When.a utUiey purchases services ~ comocl:Lties ~ 
capital equipment~ the construction of new properties, and the use of 
funds frotD. its parene or an affiliate, there is an absence of arm's 
length bargatoing with the loss of all of the protection which 
independent bargaining affords both the investors and the consumers. 
the unregulated development of affiliated relationsh1ps with utilities 
subj ect to our jurisdiction forces us to scrutinize affiliaeed 
intercompany transactions when a rate ca.se is being considered to 
safeguard the interests of consumers and investors. A special burden 
must be borne by the applicant in a rate case to demonstrate con­
clusively not only that affiliated intercompany transactions are 
reasonable in that they do not create a burden on the consumer, but 
that the affiliated relationships afford the maximum gains 1n 
efficiency or productivity and the greatest savings in costs to the 
consumer. 

In this first genera.l rate proceeding involving applicant 
4S it is presently constituted, the consideration of affiliated 
ttansactions herein is of special significance. Although. the last 
major rate proceedtog involving any of applicant's component telephone 
companies was in 1962, affiliated tr.ansac:tions of concern herein have 
become sufficiently significant to give rise to proposed expense and 
ra.te base adjustments beg:U:ming with 1967. Even if the protection of 
investors should not be recognized 8.6 a va.lid object: of utility 
regulation;, the impOSition of "dis&llowanees" on the investor. 1£ 
they a<:cnmuJ ate repeatedly, must finally have the effect of 1JJ.crea.sing 
the cost of capit:al 41ld decreasing the quality and quantity of service 
to the ultimate disadvantage of the consumer. Applicant must 
immediately become lJMare of, and participate in, only those types of 
affiliated transactions which arc of demonstrable benefit to cocsumers 
if it wishes speedy rate relief" 
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Affiliated Service, Manuf2Cturing, and Supply Qeerations 
Continental Telephone Service Corporation. This company 

was organized in 1968 to service and advise Continental system 
operating comp.a:c.ies in their business operations. The company had 
six operating divisions on September 1, 1971 serving the various 
maj or geographic areas covered by the domestic operating telephone 
companies. In addition the ctSC has a headquarters office 1n 
St. Louis, Missouri, and a 4~ta processing unit with three major data 

processing divisions. CTSC performs executive, engineerix1g, traffiC, 
commercial, treasuxy, legal, accounting, data processing, regulatory, 
and other management services for the operating companies. 

Hedusa Leasing Corporation. Medusa Leasing Corporation, a 
Delaware Corporation, is a wholly owned subsidiary of ere and was 
incorporated on March 13, 1967 f~r the pw:pose of acquiring the assets 
and liabilities of Medusa Equipment, a division of C'l'C. The head­
qt.larters of Medusa is now located in Bakersfield, california. It is 
primarily in the business of leasmg vehicles and work equipment to 
th~ operating subsidiaries of C'!'C .. 

Sueerior Continental Corpora.tion. Superior Continental 
Corporation is a wholly cr.med subsidiary of eTC and is headquartered 
in Hickory. North Carolina. It was formed on September 1, 1967 by 
the merger of Superior Cable Corporation, acquired by eTC on 
March 28, 1967, Com.unieation Apparatus Corporation (CAe), .acquired on 
February 28, 1967, and. Central Western Supply I>ivision of Cl'C, now 
called Continental System Supply Division. of Superior. Superior draws 
copper rod into wire whieh is 'then amlealed and insulated with 
polyethylene or other plastic mater1.als. This wire is used in the 
manufacture of a wide variety of telephone and other com:mroieations 
wire and cable, electronic distribution systems, and other communi­
cations equipment which Superior sells to the telephone industry. 
Sinee it was formed, Superior aequired Stipa Insulations, Inc. of 
Rocky Mot:nt, North Carolina, in 1960; formed the system Equipment 
Division in 1962 to develop and manufacture telephcz:le lJJ!eesBCry 
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products; and acquired S & G Manufacturing Company ~ New' Orleans ~ 
Louisiana ~ in 1966. In 1964 Superior eonsen:cted a new es.ble plant 

at 2rownwood~ '!exac.~ to serve the -SotJtl'!West:~ Yd.clwes1:, and West Coa.s~ 
markets. A fourth telephone cable plant was opened at Mt. Pleasent, 
Iowa, in 1967. I:l addition to its Cable and Equipment Division, 
Superior also ope:ra.tes Co:ctinental System Supply and Continental 
Telephone Laboratories as d~vis1onse 

Continental System Supply (esS), 35 a divisicm of Superior, 
distributes finished produc~s to ere sw>sidiaries, maint4ins inventory 
c0t2.trol and accounts receivable, and IXL3intains aceotmtir:.g control over 
sales, tl:'a.nsportation, and ware~ousing e.."'Cpenses. It aceumul3tes infor­
mation on future needs 3nd advises suppliers of future requirements. 
ess bills, collects, remits, warehouses ~ an~ accounts for products 
ordered f:om Superior and othe= manufacturers. It handles credits 
&ld adjustments, assists with claims for transport:ation da:lla.ge, and 
handles complaints on defective ~te=ials and shorteges. CSS analyzes 
product usage and pe:::formance for the Con:1nental System Equipment and 
Y..ater1als Standards Coa:mittce to use in detenxLning ClateriaJ. standards 
for the Continental System. ess also caintains a material and supply 
catalog to keep opera~i:c.g companies up ~o date or.. material and supply 
stand..o.rd listings. 

ess is headquartered in Eickory ~ North Carolitla, and' has 
rcgio:lSl warehouses a: OrFallon~ Missou:ri~ and Reno" Nevade. Prior 
to Augu.st 1969 it was known as Supe=ior Sales ~d Service Division. 
!ts predecessor before,Se?te:nber 1, 1957 was Central Western Company. 

'!b.e Whitney Slake DivisiOt'I. o~ Ham6en, Conneeticut~ is the 

la'Cest acquiSition of CTC, having been &cquired 4lld n:erged into 
Superior in J\me of 1971. I~ is new eo division of Superior and 
continues in the business of ma:nufacturing i:lsule:ed wire =<1 ceble. 
The division draws and str;;:.nd5 cOptlcr wire .:rod insulates wire with ~ 
wide v.ari~y of mtlterials. !t is e liU\de= in the cleve!o;,>ment and 
manufecture of rct=aetile coil-cords such as ere used on telephone 
ha.nds~,ts. !'he divisio-c 1:-..as ~ot::::' p:ri.''=l.cipa1 plan:s. rae main p~: 
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is loca. ted in Ra.mden, Connecticut ~ and manufactures chiefly insula.ted 
wire and cable. A second plant is located in Angie:) Nor:h Carol:t:oa., 

and is used pricarily for the manuf~eture 0: plastic telephone cablcz. 
The divisianfs plax:.t in North Walpole, Ne"A Hampshire, is used ch1efly 
for the manufacture of cords. A fourth plsnt in Bellows Falls, 
Vermont, is used mai.."'\ly for =he manufaet".:tZe of telephone cores and 

cord sets. Because there is no defi:l.i:ive history of Whitney B1.eke 
Company while under the control of erc an analysis of this eocpany is 

not included in tb!s record. 
Communications Apparatus Co;poration was acquired by eTC in 

Fe'!:>ruary 1967. A month after eTC sequired Superior, CAe WClS placeC 
unde::- its control a.nd operated as its subsidiary. CAe supplies load 
coils, station a?~aratus, and related ~~oducts to the telephoce 
industry. CAe's manuf'acturi:1g plant is loeat~d at: Xeller, Texas If 

Continental Tcle;?hone Electronics Co;pgrations, a subsic!1ery 
of Superior, is located at Euless, Texas. It manU£~ctures electronic 
distribution systems and subscribe::- carri~r systemsv 

VIDAR Corporation, (vmAR) was acquired by eTC in JUtle 1970. 
VID&~ is headquartered at Mountain View, Californ!a, and produces 
VICOM digital transmission systec.~ ~ VInAR data. .acquisition and 
:integration equipment:, ax:.d Autolab sas chromatography equipment at 
plants at Mountain View and San Luis Obispo, cali:o::nia.. 

Yletelp~l P'roducts, I':'!.c. (Metelpel) is now a wholly O"w"Ucd 
subsidiary of erc although it is considered to be ~der Superio= for 
adm;n;strative supervision. Majority C".ro.ershi!? in Metelpel was 
acquired in 1970 and cOm?lete ownerShip tn 1971. Y~te1pcl buys scr~ 
C<lble end wire and recovers the coppe= to be re,roce~sed ;,y St:perior. 
In addition, Y.4etelpel processes fe=rous and nonferrous metCll and l?~er 
scrap at its pl3.t'l.t at Bettendorf, Iowa. 

Bec:!use of the complexity of the f!n.s.nc:.al transactions 
reJ~ted to the acquiaition and control of Metelpcl a~d the ~~i~i­
cant effect tb.a~ this operation new bas en cree, no profit or loss was 
coc::p\!tcd for Mete'!.pel i'O. tb!.$ proceedir.e. Ta.c staff did not re~d 
any ~ejUStc2nt beca~se cf the o~er~ti~ of Y~tel~el. 
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Corrm/Scape Corporation was established in 1967 to provide 
design engineering and construction supervision for CKJ:V and other 

commu:nications systems. CorrIA/Scope Corporation manufactures coaxial 
cable pr,1ma.rUy for the CA1:V ind\l$t%'y at a uew plant at Sberr1lls 

Ford> North carolina. Thi& cable plant was constructed in 1967. 
Markup 
Certain items such as drop wire .and 1us1cte wire manufac­

t:ured by Superior Cable and Equipment Division are sold to independent 
distributors such as Graybar Electtic Company> Inc. (Graybar). cree 
purchases these items from the todependent distt1butors at competitive 

, 

prices. Nearly all the products of Continental Telephone Electronics 
Corporation and Co!XJPl.lnications Apparatus Corporation are first sold 
to independent product distributors such as Graybar and then purchased 
at competitive prices by crCC. In some instances> Continental System 
Supply Division (CSSD) of Superior purchases these same items back 

from. the independent product distributors such as Graybar> and then 
adds a markup before selling them to CTCC. This practice results in 
a double markup on items purchased by CTCC. 
Adjustments for Affiliated Transactions 

Continental Telephone Service Corporation 
For transactions between CTSC and crCC> the staff in Exhibit 

No. 20 proposes for california operations &l expense reduction of 
$85>000 and a rate base reduction of $126>000 as investor related and 
rate of return adjustments. 

The staff poSition is that, since CTSC performs functions 
that are an integral part of C'XCC' s utility function in a rate 
proceeding> the operations and earcings of CTSC must be viewed and 
treated the same as crce's operations and ea.rn1ngs. The staff bas 
used the same capital s't'rUcture and cost of debt as cree's to 
determine the reasonableness of the earnings of CTSC. It is the 
staff's opinion that 1£ crcc were to perform these services for 
itself) the additional investment requ1z'ed would be obtained from 
tbe same sources and 1n the same proportion .. as is reflected 1n 

'io 
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Cl'CC:s capital structt.:re. Differing from the staf:f position, CTSC 
has been iD.cluding in its costs which are allocated in part to excc 
~ return of 12 percent on its beg!nning-of-year equity in its total 
bels:ce sheet net 1nves~ent gee federal income tax associated witA 
t"'..c.t return. C':C owns lOC percent of CTSC .. 

C'ree objected to the exclusion by the steff of about 
$2,000,000 from the 1972 fixed asse~s of CTSC which applicant 

classified as ncn-~terest bearing construction work tn progress. 
'this issue stems from the then pro;>o~d move of the Se. !.ouis Division 
of C!'SC from St. LouiS> Missouri" in pa:t to "Jirg:tn1& and in part to 
:BakersfielcI.. The St. Lcuis Division perfor:ned services. for CTC and 
all of its sUbsidiaries. 

~plicant failed after staff ~quiry to inform the staff 
of anticipated c~ges fn future costs which would resulz from tae 

terminatiO'o. of ope:-.?t10ns in St. louis" ~0tIl the occupancy of a. large 
building being constructed at Bak~zfield, and f:om reduction of 
leased office space ~ Bakersfiel'. Not being ~ble after xepeated 
efforts to obtain a s~bst&ntive estimate f2:om applicant, the staff 
t::.ede 1e5 estiCll.ltes as if operations were to continue 1:0. St .. Louis .. 

In res~e to the steff adjustment cree introduced 
Exhibi: No. Sl which merely recomputes the staff shewing to include 
the eons~c:1on work in progress w1tbout a definitive shOWing of 
increased or decrc.s.sed costs =esul1:ir..g ::rom the c:~ge in St. :,ouis 

O?e=ations. This reeo:d discloses that about $500~OOO was incorrectly 
included by applicant in construction wo:k ~ p:ogress for a non­
op~:cativc building in Sa.:l Jose, Califo:nrl..c., end a smElll airc::aft, 

a:l.d ai=craft tn:l!.:.o:ten.:n~c equip::r.en: received in exchange for .a. je: 
C~r..der air~rtl.f·i: cr.4ned by CTSC.. This reco=c! does not disclose whet 
St. Louis properties woulcl become nonope::~tiV'e or ·~hat other decr~es 
in current costs wouli: be effected by tlle cb..ange ~':l operations.. We 
find the st.'lff adjustoent of the CXSC COA:lSttuctiOt:. work in progress 
reas~.able. 
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The Commission bas accepted as reasonable for many years 
the regulatory concept that customers should not be required to pay 
the costs which a holding company inCtlrS as an investor in its 
operating companies. Staff Exhibit No. 20 indicates that such 
"investor related expenses" incurred by CTSC which should be charged 
to eTC increased from about $680,000 in 1968 to an estimated 
$1,600,000 in 1972. Applicant argues that it is improper to base 
such an adjustment on decisions dealing with the relationship between 
The Pacific telephone and Telegraph Company and its parent since the 
rela.tionship of erc and cree is not the same as PT&T and AT&T. etC 

maintains that items labeled investor interest costs, such as stock­
holder reports, registrar, transfer agent, trustee fees, and others, 
properly should be allocated in part to its subsidiary companies 
since they are virtually 100 percent owned by eTC and cree, and are 
not incurrfng these costs. eTC feels that since the subsid~ry 
company receives the benefit of financing ~ the form of a ready 
a.ccessible source of funds, the subsidiary company should bear a 
portion of these costs. 

It is an elementary rule of regulatory law, generally 
speaking, that a utility must bear the burden of show1:o.g by sat::.sfac­
tory e· ... 1de11ce that all charges to operating expense are reasonable 
and have been reasonably incurred. ere bas specifically eomm.ented 
in this proceeding on only Central Depository expenses and the air­
plane expense among those c~1d.ered to be investor interest costs 
by the staff. 

Witness for applicant carefully classifies Central 
Depository expenses as "a subsidia'rY £\mction" without a:rJ.y convincing 
explanation either to the staff during its investigation or during 
this proceeding of how such expense redounded exelusively to the 
benefit of operating companies and their customers or of how the 

parent ~eceived no benefit from tbe depository. 

-16-
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!he sta.ff ass~gned SO percent of airplane expense incurred 
by CTSC to investor interest costs s:Lnce c~=ges :from the St. LouiS 

Division and the Telephone Divi~1on we:c so commingled a.S to ~revent 
comparison 0: the eos~ of CTC's owning or leasiug 3irplanes with other 
alter-...ativcs. Applicant's showing in this proceeding. on tb.1s l...c;sue 
does not establish the :~sonablencss of the airplane expense. 

We find r~$onablc the staff proposed rate-making adjus~t 
fer CTSC investor related costs. 

Ap?liea.nt, be.sec1 on a s~a::f eecounti:lg recommendation, would 
incre4sc C:SC operattng expenses ~o reflect a long-te:m amortization 
of the cost 0: a data process:1ng -:o:lversion which haci been written off 
before the tes~ year. It would be inapp=opriate to include such an 
adjust~~t which would allow A wind£~ll in that 8n expense could be 
recovered ewice~ 

We do not o~ject to the formation of a scp~rate entity 
specifically organ1.zecl to pro'l'ide m:>re efficient service a.t lowe-.c 
costs. We do object" bowe·,cr, where S1.:Ch sepa=ate entities are used 
to the detriment of the ratepayer, :rathe':: tl'-.a.n his bene::1t. Thus , 
w'e a:e concerned with the :easonableness of the costs incurred end 
the ear:J.ingz on the in'l1estc.ent requireG to per:or.rn se'rvices for the 

utility. n1e earnings C:l. tb.e investttet:.t reCiu~red in these service 
type corporations should not be :x:.y greater tr'&:l the earn~gs would 
"have been had the service .functi~ end the related investment thereon 
r~tned tn the utility corporate st--ucture. We f~ ress0n2ble ~he 
staff a.e.j".lStmen~ for CTSC transactiotlb with. cree; howev~r > 1972 
ope:ations have been recocp~ted ~t 8 0 61 pere~t :~te of return as 
adopted for exec. ~~s will result in ~n exp~ reeuction oi $80>000 

3nd ~ rate base red'~eion of $125~OOO. 
Medusa 'Leas:i.':~Q; COE9P2nI 

The staff proposes a net revenue adjustment of $28,000 and 
.a rat.e base adjustment of $157 ~OCO to -=otal Celifornie operat1on.4). 
beC.!lt:se it con:;idercc1 :he ser~:iee lives u:;ed ~. Mcdus~ in detexmi:d.ng 
dep:cO:U:.1:ion cost to be too short .a!J.d bccawse YlCdusa r s earo.:Lngs 
exceeded tl'-~ r:z.:e of ret,.rcn on :.').c:: ploi:':lt: i4.'lve:;tcent expe:ienccd oy 
cree's California o;>erc.tio:'.s. 

-!7-
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The following is a c~~ of vehicle average service 
livcs used by ctCC, Medusa, the staff, '!he Pacific 'Ielephone and 
Telegraph Company, and General Telephone Co. of ~.liforn1a: 
.. .. .. .. .. .. .. .. .. .. 

:. ___ .....,;CO:;..:,;;rn::;cp;.;:a~r_i;;:;;;s_on::.....;o:;-.:f;:...;;A..:.; .. ~l_e:;.::r;.-::a.:;cg\,;;,;~.....:.se;:;0-rvl.~:::.;' e~e~L~i;.;.v_e_s ____ : 
: : Pacific : : 
: For Applicant :'!elephone: Gener~l : 
:~A-Pp-l=-l.O:-· can--t';;;'i-S;:': ~Me~<i;':::us:'=a;:;.;=o: -'=U~s-c~a:---: aucl :Tclephone: 
: EcO:looic : 12/1/70: By : Telegraph.: Co. of : 

: ______ I~t~e~m~ ____ ~: __ ~S~t~u~d~y~~: __ ~D~a~ta~~: __ ~S~ta~f~f~_:~CQ~~p~an~y~~:Ca~l=i~f~o~rn~ia_: 
P~se:lger Car: 3.00 Yrs. 3.28 Yz-s. 4.57-Yrs. 7 .. 00 Yrs. 6.50 Yrs. 
Light Utility 
Trucks 

Trucks I-Ton & 
!..a.l:ger 

4.00 

6.00 

4.56 

6.14 

6.42 

8.03 

7.30 

9.00 

8.00 

10.50 

!hc staff r s use o~ sho=ter ~verage ser.rice lives for 
applicant than those used by PT&T atld General is justified because 
applicant serves a more widely scattered and sparsely populate~ 
territory than either o~ the other ewo, res~t:£.ng in more mileage 
per vehicle per yea::-. Medusa r s rates .are considered by the president 
of Medusa to be comparab12 to rates charged by cOClme'rcia1 le:tSing 
fil:to.s. Such. unaceepb.ble criteria. :or testing the :t"easotlIlbleness of , 
prices to affiliates of re~lat~d utilities is a classic example of 
the problems 'tJhich arise from. a eoo.p1ex holding comp2lly structure 
which is easily manipulated. 'i:O conceel ca.rnit:.gs ane! thus eircumvent 
effective re~lation. 

We fine reQsonable the staff adjustments for transactions 
".dth Medusa !..easing Co:poration~ reeomp'.lted b,or..;ever at e.n 8.61 pe:r­
ccn: rate of :c~~ for :est 7~= 1972 oper~:ions. Th!s res~lts 1n 
a ~e: :evenue ~djustment of $23~COO ~ a rate base adjus~t of 
$152 1 000. 

-18-
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~rior Continente,l Corporation 
tra! Western COiPan;z 

vfrIi.Il.. COrporation . 
The staff in Exhibits Nos. 22, 84, ~ 105 proposes for 

California oper-"tions an e..'tpense reduction of $1,000 and a rate base 
reduction of $l,934,OCO for. supplies ~ ~ufactured items purchased 
through or frOal Supc::rior., the Cent:'al Western Co:np.any before it beeeoe 

~ part of Superior in 1968, and from V1J)M1.. Corporation. 
A?plicant argues that ece:r:e is no evidence t:bat prices of 

materials and equipmcn: sold by affiliates :0 excc a::e un=easonable It 
Moreover, the staff does not recognize what applicant calls "the 
actual value of th~ equity inveS'U:lent which Coneinen1:al Telephone 
Co~oreticr.l ~de it:. Superior when it acq:uired Supe=iQr". Applicant 
1ll.G.i:lt.?i:ls tbst: wIlen the "actual value" of ere's investn::.e:1t is 
recognized, the retu...-n on equ.1ty to erc has been lower ehan that w1:i~h 
it would be entitled \mdeT. Co:m::iss1on decision. It is CICC's position 
tbs.t payments to iu: c.ffiliates were fair and reasOt!able and sl"'.ould be 
accepted without adj ustme:nt in tbis :-ate case. exec sub:rd.tted Exhibits 
Nos. 12, 13. 14, 35, 70) 71, 72, 77, 78, and 79 to demonstrate the 
reasonableness 0: st:.ch prices on a price comparison bas~ and on the 
baSis of the reeu:n on eTC's equity investmect in its affiliates. 
Exhibits Nos. 13 end 70 set forth price comparisons and savings before 
and after interc01l:p0Y pro~it elia::!.na.tion. Exhibie No. 70 is 

essentially the sa.me .as Exhibit No. 13, making a £e:.17 changes in prices 
as the :esu1t of the staff's re~lew cf icvoices end removing, rebuilt 
t:el~hones f:om the caleulat;.on of :c1epho:le se'C saviugs. Exhibit 
~~. iC indiClttes tb.:lt before el~:ion of intercompany profit .:l 

sa~~gs of $45,539.37 wocld be made on twelve months usage of fifty 
items in cO'CIl.l'uison with Autoc:&tic El~etrl.c catalog prices to 
uO:l-affiliates. 
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The staff, .o.fte:: :-eview1x>.g actual i:i.voices on the items, 
reduced in Exhibit No. 87 the amount of savings to $41,783.69. If 
the telephone sets, drop wire, and 1:o.side wire are eliminated from 

the comparison, rema.~g i:ems would cost CTCC $l,149.84 more to 

purchase them £:om Superior than if the Automatic Electric catalog 
p~ices were paid. Tbis record shows that .an independent telepbo:le 
company paid on at least one occasion $12.75 for telephone sets and 
$24.00 per 1,000 foot coil of inside wire.~/ If these prices are 
substituted for Automatic Electr~c ca=alog prices and if fQvoice 
prices to cree for the reme~ 48 items are considered, it would 
cos~ C'!cc' $26,885.3-7 Qore to pt:rcb:lse tile 50 ite:ns from Superior 
tr~ it would from n~n-e~filiatesq 

!..pplica.nt r s E."<hibits Nos. 13 Qd 70 do not demonstrate that 
tae prices ~aid fo= ma~eri&l$ and supplies acquired from its manufac­
turing :;::ad supply .e.ffili<ltes are reasODaole in ths.t they consistently 
result in lower cost pla~t or service ~han othc:wise available. 
This reco:d de:nonstr.:tes tha: catalog prices are negotiable 'When cree 
deals with. a non-affiliated supplier, that CTCC pays a double p:ofit 
on prod~cts of Sup~rior purchased through S~eT.ior' s System Supply 
DiviSion, an~ ti:l3: C'l'CC on oec2.sion luls bee:l l:,;)le to mske purchases 
from non-affiliAtes Cot l.ower prices tba:l from. af:iliates. 

3/ CTCC Exhibit No. 70 shows the cost to CTCC fo= telephone sets 
- to be $13.45 and the cost of ~ide wire to be $25.20 per 

1,000 feet. 

-2C-
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C'XC aequil:ed Superior and VIDAR by exchanges of equity 
securities. ~nereupon~ CTC carried forward the recorded assets and 
liebilieies of the merged corporations 3t their premerger recorded 
.lmOu::l.ts. Applicant contends that the marl,et value of the C'1'C stock 
issued to acquire St:perior should be used as the basis of dete:ul'injng 

the c.ar.:U.ngs of Superior rather than the pooling. of interest method 
used on the oooks of ere. ere ecqaired Superior and VIDAB. 'I'","ithout 
addit~ll stoeIcllolder ~ves~t. The assets and liabilities as 
recorded before and after the merger did'not change and in fact 
stoeI(bolder groups neither withdrew nor invested assets but in effeet 
exchanged voting common stoeI, :in a ratio representing their respcct;.ve 
1nt~ests in the combined corporation. If the market V31'le of the 

stock exchanged is now applied for ratc-maI~ purposes to the 
<::ott.birled corporation, a stoc!<holder "i1indfall is generated at the 
~e of the utilities r cus'tome:s without any benefit accruing to 
the cust~rs. We do not find t:t:rJ.y persuasive basis in thi.s record, 
other than stoc!<holder self interes; to support epplican~'s position. 
Applicant should be sware that if it generates apparen-e :increases in 
e.arn:i.ngs by acquiring corporations by the exchange of stock and by 
reeo:d:lng the eocb1:c.at1on by the pooling of 1n~crests method, ehen, 
it cannot reasonably ~eet to juc.tify higher costs of materialS, 
supplies, and services in a rate proceedtng merely by arbitrarily 
revaluing the stock involved. We find reasonable the use of the 
i:c.~estment recorded on 'the books of C':i:C as the proper basis. fo: 
application of the rate of return in determi:ing a reasonable level 
of esrnings for Superior .and VIDAR .. 

The foregoicg staf~ adj~tments fo: affiliated transactions 
were predicated ~on a return on common e~uity of l2 percent for ~pnc­
£aeturing operations) .a rate of =et~'n of 8 peree1At: for service and 
supply operatiOt'lS) and original cost as reflcctee. on the boo!<s al,d. 

published f1:c..ancial statements of crc. If :he :eturn on common equity 
£0: manufe.ceuring operatiO':lS ~s 11m!ted to the 8 percent assumed 'by 
the sta.ff for service and sl:pply ope=a.tions J the staff :rate ~se 
adjustJne:l.t: 'l'N'ould ine:ease $S8,000 ::0: eotal company operations cr.:ld 
$77 , 000 for int::'astatc opc:-c::«:iC!lS... The expense adjust:llE:n: would :lOt 

be significant. 
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Exhibit No. 22 shows o:l. Table II-A that CTC on December 31, 
1970 w~s the third largest tndepenQent telephone company. Table II-B 
shows th8.t: from. 1967 tJ:::rot!gh 1970 total sales of Superior increased 
from $41,943,OCO to $94,760,000 while the sales to the Continental 
systct: increased frOCl $17,335;,000 to $42,076,000. Although about 
56 percent of Superior r s sales were to non-system companies, clearly 
zystem cOOIper.ies <i~.te Supe:rio:t' by furnishing .;: large share of 
Superior f s :c.e::ket 2nd by coope:'ativ~ efforts 1."'lherent in affiliated 
rc.l:!.tiouships. 

!'he epplic:ant !xl its clOSing brief states that -:he s~f£ 

rC::lJa.ined silent on the matte: of elimj.nation of the intercompany 
profit fo: federal income taY. purposes. Applicant further stated 
that due to its method of coo:putation the tax deferral is " ••• greater 
than the net income eamed by the .affiliates, beca:.lSe the profit 
eliminated is gros~ p=ofit rat:her than net profit". Applicant anc1 
its pa:e.nt are acting in .:t reasonable and prudent ma:oner in filing 
the consolidated income. tax return. nowever, this cetb.oc1 of :filing 
the parent's eonsolid3tcd federal inc~ tax ret~ does not in any 
way reduce the profits of Superior .and its sl.lbsidia:ies, or the 
parent corporation r S share of those profits. !he tax <!eferrtl17 
while resulting in a source of ~terest ~ree temporary capital to 
the applicant;, cannot be employed as justification for UD.:easotl.ebly 
high profi~s on affiliated transa~ti~ since the manufac~~g ~& 
$upply affiliates .are in no way affected by t:Slng these t3X aC7o:rntages 

available to the parent corporatior:. U!:!.de: t!le current' ta..~ laws_ 

-22-
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Applicant has not c~'~eingly demonstrated tn this 
p:oceeding that transactions between CTC and its affiliates have 
redounded to the benefit of the ~ustomers of CTC in the form of 
in~eased efficiencies, lower cost:; ~ or aevaltageous ava:U.e.bility of 
supplies .a::.d ca.terial to satisfy expeditiously customer growth &lei 
service dea:ands. Without the d.cmo':lStrs.tion of such customer benefi·ts 
we find no basis for inelt.uiing in customer rates ~ allowance for 
affiliat.ed manufacturing., supply, and sern.ce operations rates of 
:eturn greater than that incl~ded. for the utility. 

We find tba:: the rate-m4king aci.j ustments p:,oposed. by the 
staff for tre.~ctions 'be~e~ applic~.nt and its manufacturi!lg. 
~ffi~~tes are r~sonable i£ the rate base adjustmect for intrastate 
operatiO'C.s is increased by $74,000, on a:l 8.61 percene =ate of return 
£0: these affiliated operations fo~ test year 1972. 
Affiliated Interest R~ort 

The p:otrscted hearings end the company reorganization led 
to a c~lieatcd record and tee tcability for the s~ff and c~any 
to reach a meeting of ~he minds as to specific issues involved in the 
area of af-::iliated interests. Therefore, the Cor.mnissior:. adopts the 
staff's r~te-~g adjustments, without prejudice, fo:, the purposes 
of setti:lg rates at this tiOl2. The Commission will require that the 
cOClpo'lt'l.y pr~~e a report: th.l t will clearly descrihc its df11iate6. 
cor;:pany :elationships .and tran~ctions» as well as ~he aeeouc.ting for 
those ~ransactious. This report will be prepared in conjunction with 
the Commission staff and will be submitted to the Co=mission within 
180 days afeer the effective date of this order. 
Results of ~eration 
Ope~at{n& ~venues 

Loeei Revenues 
CTCC's e~tw.te for local revenues for the 1972 test :?eriod 

.WO\mts to $11,478,000.. The staff's estu.ete ClClOunts t~ $11~784;OOO 
which is $306,000 more ~han crcc r S lo~l r~venue estima~e. 

-23-
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The staff based its estimates on graphs of ~elv¢ months 
moving totals of the various revenue accounts, utilizing recorded &ta 
fo:- 1969, 1970, and 1971 through August. The suff estimated fou::' 
months of 1971 and all of 1972. exec based its estimate on a computer 
program tbat projected 1972 10C31 revenues .c.t present rates on an 
exchange by ~l:::3.nge basis.. '!his computer p:og:r:am incorporated 
historical da.ta on reVe:l'.leS per str'ltior:., station growth projections, 
!:o.dividf.1al circum.ctances relating to each exchange :::ad judgment 
f~cto=$ f~-isheQby exchange canagers.. This computer program is 
utilized in projecting revenue for crcc's budget. 

cree'::. Exhibit No. 58 shows t!1at with regard to total 
company local rev~ue estimates, the budgeted 1971 revenues exceeded 
act~:l by l/lOth of 1 pe=cent. !':l prior. years budget expectations 
exceeded actual results as £ollO".-1s: In 1970, 6.6 percent; in 1969, 
3.5 percent; and in ~S68, 1.0 percent.. In 1967 actual revc:tues 
exceeded budget revenues by 7/10ths of 1 p~rcent. In rebuttal, the 
staff pointed out that, wit~ respect to total California oper.a~ions 
tn 1971; the Company's estimate was exceeded by recorded local revenues 
by ~143,OOO or 1.3 percent over budgeted esticate. The difference 
between the s~~ff estimate fo: 1971 and recerd~d :esults was $3,000, 
or a var.~ce of less t~~ e03 percer.t for four months of 1971. 

We are not impressed by the resu1ts of CTCC's computer 
considering that estimates for budg'2t purposes m.c.y or may not: have 
the seme j~dgment factors in the progr~ as those csed for rate-making 
estimates. We are impressed by the .~nualized accuracy of the staff 
estimate. We will ~dopt the steff esticat~ of local :ev~ues. 

Toll ReVen.1.1CS 

exec's estimate for 1972 ~trastate toll revenues amounts 
to $28,940,000. The staff:s 1972 estimate ~counts ~o $29,058,000, 
which produces a difference of $110,000. 

The suff estimate is ~reC!icated upon crcc 1 s e$~imates for 
settlem.ent exp~es /!n,d =atc b&s~ 'rather than U!>¢n $ta£f estimetes 
for results of ope:atio~. CTCC ~i~ta~ the toll revenue eseicate 
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for the test year 1972 should be derived directly fr~ the =ate base 
and operating mepense levels which are adopted by the Commission. 
Neither position is correct. Toll revenue settlements are the result 
of expenses, ::'~te base, and settlement ratios 'tIlb1ch correspond neither 
to :cccrded actual amounts nor to aalOu:tts allowed in rate p:oceeding$. 
For instance, adjustcents of expenses a::.d r.s.te base are not made for 
affiliated transactions in arriving at settler.:tents; and whole life tax 
c'!.epreciation . is used for settle:nen't although crcc actually uses 
li~eralized t:lX dep=ec~tion. For this proceeding we must aeterci:ce 
as accurately as possible from the 4v~ilablc evidence 'the toll revenue 
settlements that will be received b~ cree under the conditions assumed .. 
for tha tczt period. :t is e.ppropriaee to use CTCC f S expe:1Se and rate 
base es~im4tes ~o the extent they do not include rate-making adj,ust­
ments such es those for affiliated trar$actions and w~se increase 
adjU$~ts. The s~ff results of O?eration estimates, however, 
tnclude lower ope=~~tng expense estimates amo~ting to $492,000 before 
taxes and depreci.o.tic::. for intrastate operations, ~·hich are not 
reflected in the estimates of CI'ec. Since we are here:1t!.after largely 
adopting staff estimg,t:es as being the best estimate$ of the expenses 
applicant will .s.ctually experience in lS72, and most p::o~ably those 
which actually will be ~~ed for s2ttlemcnt pu:poscs, it ~s ~??ropriate 
thet the ad~ted toll reven~ est~te reflects t~c lcwc::, opo=attcg 
expenses estimated by the staf= with the exceptio-o. of t:~c w~ze ~c.just­
meo.t which hereinafter 'We do not accept for this proceceing. Sit'liluly~ 

since the staff did include its pr090sed wage adjustment in ~ts e~ter­
mi!:t.3.tion of toll revcr..ues,. it is necessary to exclude this adjustment 
for settlement purposes. We sl'l.e11 adopt the staff toll revenue 
esticate but shall add $383,000 to eliminate the effect of the steff 
wage adjustment and to reflect adopted l~~er expense estimates. We 
find $29,441,000 to be a reasoneb1e estima:e of ~era$tate toll 
re~en'~s ~ the test year. 
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Results of Operation 
E~es 

1:ens.nee 1 Traffic 1 and Comnercial Exoenses 
cree's estimate of intrastate minten.ance ~ traffic ~ and 

commercial expenses for 1972 test year amounts to $14~229~000.l' 
whereas the staff estimate of these expenses,before rate~king 
adjustments, amounts to $14,016,000, or $213,000 less than excc's 
estimate .. 

cree made its estimate of 1972 operations in JUDe 1971 
before it prepared its 1972 budget in October 1971. Its estimate 
of maintenance expense, for ~le, was $238,000 greater than its 
1972 budget estimate. However, C!CC did not change its estimate 
on the basis that the total for its oye~at1ng accounts was close 

to the budget total for these same accounts. 
The staff's esttmates were pr~11y Oased on a review 

of the budget. W".o.ere warranted, adjustments to a normal level 
of expenditure were made, as for example, the staff's estimate 
of total California maintenance expense was $138,000 less than the 
company's 1972 budget due to normalization of cert~in of these 
expenses.. We find reasonable the staff estimate of maintenance, 
traffic, and commercial expenses. 

General and Other Expenses 
C'ICC's estimate for the test year 1972 for total California 

general and other opera.ting axpenses amounts to $S ,.2381' 000. The 
staff estimated $4,894,000 for the same period. Thus the staff's 
estimate is $344,000 less than CTCC's before rate-making adjustments 
and $682,000 less after rate-making adjustments. 

In general, to arrive at its 1972 estimate,. excc considered 
the aet\,l41 expenses of the fust three months of 1971 and tbe 

budgeted amounts for the last 9 months. '!he staff mmualized the 

actual charges during the firs.t eight months of 1971. 
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We are not impressed by applicant's general method of 
estimating these expenses. For example, we note that trade dues 1n 

1971 were budgeted for $81,818 3nd that applicant1s witness testified 
that $15,328 was actually recorded during the first eight months 0: 
1971. ~..erely because an amount is budgeted or even recorded in the 

books of account does not establish, per se, that the amount is 

reasonable and should or will be allowed or adopted for rate-making 
purposes. Applicant bas not demonstrated ""'hy, for c.xample, Accoant 
No. 665, "Other General Office Salaries and Expenses" increased 31.9 
percent between 1970 and 1971, the year in which the appli.cations 
herein considered were filed. 

We shall adopt the staff est:1ma.tes for ge:!.era1 and other 
operattng expenses after adding $46,000 to compensate for a m1nor 
i'lleonsistency in estimating trade duetf:.' and adding $53,000 to ge:1eral 
and revenue aceoUD.t1ug expenses. 

Wages 

cree r S calculation of its expenses included 1ncreases in 

wages at the rates of 9 percent for management employees and 11 percent 
for non-~nagement employees. the staff's estimates for wages for 
1972, predicated upon the 5-1/2 percent guidelines see forth in the 

Priee CommiSsion's re~lations, result in a reduction of $276,000. 
The staff adjustment wUl not be adopted in this proceeding. 

----------------------------------,-------------------------~/ Instead of the $81~818 and $39,048 trade dues budgeted in 1971 
and 1972 a:o.<i used by the staff 1'0 estimating Account No. 665;, we 
shall use $15 ~28 annualized;, for both yea.1:'s. 
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Taxes 

Applicant states that it a:c.d the staff are in agreement 
on all operating taxes, except taxes based 02l. income. Except for 
the estimated difference between whole life and remaining life 
d~rec1at1on accruals, the difference in tax estimates is a function 
of other esttm3ting and rate~king differences. 

Te l~hOt"Le Plant 
Ie ephone PL'int-in-Service 

cree's estimate for Telephone Plant-in-Servic:e used in 
California operations is $190,631]0000.. The staff estimate, before 
rate--mak1ng adjustme:lts, is $190,088,000 or $"543,000 less' than 

crce' s es~i.xrl4'te. Applicant mainta:tns that the staff estimate 
would have been $7,071,329 greater if a n~r of alleged errors 
were corrected and consequently applicant's esttmate should be 
adopted. 

/ 

The staff used 1971 recorded data for its 1972 beginning­
of-year plant. crce, on the other hanel, used an estimated figure 
for beg~tng-of-year 1972 plant based on four months of 1971 
recorded data. 

Further, the staff's 1972 ne: additions to plant 

esticnte was based upon the utility's recorded amounts as a 
percentage of its budgeted amounts for the ~~o latest recorded 
years (1970 and 1971) which was then applied to the utility's 1972 
construction budget to derive the staff's 1972 estimate. cree 
analyzed the budget on a projeet-by-projeet basis. 

This record fndicates that neither esttmate is precise. 
Applicant's estimate has not been revised to reflect available 1971 
reeorded data. Likewise the staff did ~ot revise its relative 
factors to reflect available 1971·recorded data. However, we are 
not convinced that the 1972 construetion budget is realistic .. 
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" '\ 
We note that applicant's 1971 construction budget increased five 
percent over that of 1970 and that applicant's 1972 construction 
budget is 22 pe:cent greater than that of 1971. We find the staff 
estimate of telephone plan~-in-serv1ee reasonable. 

Construction Work in Pr ess CWIP) 
Non- nterest Bear g or og;ess 

cree tnc1uded $7 7 046,000 for beginning-of-year non-interest 
bearing construction 'Work in progress in its calculation of its 1972 
California operations %'ate base. Applicant's Exhibit No. 92 shows 
the $4,366,214 to be the recorded amount on December 31, 1971. Of 
the recorded amount, $798,524 represented non-interest bearing 
construction work in progress) $2,~34)921 represents construction 
work that had been completed but !lot charged to plant, and $1,,432,.769 
~epresen~s overheads not charged to work orders. Such unapplied 
overheads consist mainly of engineering costs. contract" supervision7 

and supply loading. The overheads are initially accumulated ~ a 
special permanent work order as a part of construction work in progress 
and are subsequently allocated to interest bearing work orders. 
Thereafter 7 interest during construction on the overbeacls is charged 
on a monthly basis \mtil the date the construction is completed and 

tl:!e plant is in operation. Thus> interest during construction on 
overheads becomes a component of the plant accounts which are included 
in rate base. 

For rate-making purposes ~ interest bearing construction work 
in progress is not included in the rate base since the: interest 
provides tnvestors a return allowance on funds during CODStruce1on; 
but non-interest bearing construction work in progress is included in 
the rate base in lieu of a retum on funds utilized during the period 
of construction. Applicant would include the tmapplied overb.eads in 
rate base, and the staff recommends that unapplied overheads be 
excluded from the rate base. The sta.ff is correct in its poSition 
t~t to include these charges in rate base would result in applicant 
earnirt.g an imnediate return through the rate of return allOW'8nce in 
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rates until the nexe rate proceeding and would also earn another return 
upon the' allocation of overheads to ~terest 'bearitlg construction work 
orders and the capitalization of the interest thereOn. 'Ih1s doubling 

of the return is unreasonable. 
Applicant argues that its present practice over a period of 

years bas resulted in a l~er rate base because of the lag in 
application of overheads and in lower account:1:cg expenses. Such 
argument is not persuasive. The practice penalizes stockholders by 
OClission. This ColIlClission prescribes un1form accOtmting and allows 

I 

adequate expenses to perform this function 1n the interest, among 
others, of the ratepayer :i.n regulation of utilities. If applieat'l.t 
desires to compensate its investors for the use of funds represented 
by unapplied overheadS, it may do so by promptly cleartng overheads to 
interest bearing construction work orders. Such preliminary work that 
is included in the overheads should be cleared to expense accounts. 
We find reasonable tbat unapplied overheads be excluded from the rate 
base and adopt the staff estimate of non-interest bearing construction 
work in progress. 

Interest During Construction 
crcc has capitalized interest on construction work in 

progress at the rate of 9.4 percent 1n 1969) 9 .. 925 percent in 1970, 
and 9.18 percent in 1971. Other major public utilities in California 
use rates generally ranging from 6.75 percent to 7.5- percent .. 

It is the staff r s pos1t10tl that reasonable rates sbould have 
been 7 percent in 1969, 7.5 percent in 1970, and 7.5 percent in 1971. 
Based on the foregoing recOlnClended rates, the staff bas proposed an 
adjustment tn the amount of $375,840 for excessive capitalization on 
interest. It is the staff's position that interest during conseruetion 
bears 4 minimum risk. and should not be used as a device to guarantee a. \ 
retum on funds invested :In CWIP in excess of or even equal to, a fair 
rate of return allowed by this Coamission on investments included In a 
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utility's rate base. For the test year 1972, the staff made a $15,000 
downward adjustment in expenses and $349,000 reduction in ra.te base 
for total california operations. 

cree's management" without the customary notice to the 
COmmission after discussion with the staff, computes yearly an interest 

duriJ:g: construction rete based on III81l2.gernent' s estimates of the then 
cu....-rent cost of capital. In estimB.ting the current composite cost of 
funds ~ecessary to ecct estimated construction expenditures, applicant 

bas asS\.'ttted a 12 to l3 percent return on eqt.::.ity funds .and bas estil:04ted 
~ rate for bo:rowed funds. 

The purpose of the 8.l~owane.c of in:erest on construction work 
iu progress is not to give a utili~ profits before operations begjJl 
end. the plant becomes rever.ue producing, bet it is an acknowledgement 
of ~he fact that capital funds cannot be empl01ed without the loss of 
interest that might have been e4meo had they oeen otherwise investee .. 
Since it is not the pw:pose of the allow.ar.ce to provide profits before 
opera.tions .'l%'e begun, the rate should ~ confined to the minimum cost 
necessary to command the funds required. The common stockholder is 
fairly treated if the allowance on common equit::T funds used in 
construct:ion is limited to an emo\!nt sufficient to pay current 
dividends. It is unc.eeesS.2ry for the allowance to be suff:!'cient to 
provide accretions to retained earnings. The allowance to be eqt:iULbleF, 

, 
must consider the to:al financial circumstances of the utility, ~ 

~ 
includi..I.g the source of funds and flow of cash. ~ . 

We find that applicant eapitalized excessi7e interest on ~ 

construction work in progress and we adopt the staff adjtJSt:nents for 
this item. P~plieant should be prepared at any su})zequent rate 
proceeding to fully justify the rates it US2S fo~ :in~est durl:lg 
construction. 
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I?epreci.aticJl 
'!he staff reviewed the c1epreci.ati01l rates submitted by 

cree and eonsiders them to be reas0a4ble with the exception of 

the rates for buildings. 
The issue bere pertains to the adjustment that was 

made by the staff for the lives of certata concrete block bui1dfngs. 
The staff assigned a normal total life expectancy of ~5 years to 
most of the buildings. crcc bas buildings of this general type 

in service which &T.e older than 45 years., Under the remaining life 
theory of depreciation" the lives of these buildings can be either 
shortened or lengthened if fut'Ure circumstances or conditions so 
warrant. 

With respect to the depreciation ra.tes themselves> the 
staff recorm:nends that the applicant be ordered to establish and 
tlJ3.intain memorandum records shOW'ing, deprec:i.atiO't1 expenses with 
the related depreciatioc reserve by accounts on the straight-line 
remaining life basis beg1mling with January 1> 1971; that applicant 
should also be ordered to su~t,annually to this Commission a 
copy of s~h records along with its annual reviews of the stra1ght­
line remaining life dep1:'eciation rates; that 'applicant be ordered 
to use the depreciation rat~s set forth in Table 14-C of Exhibit 
No. 49 for the years 1971 and 1972; and that for 1972> and 
subsequent years, the depreciation rates shc:Mn in Table 14-:8 of 
Exhibit No. 49 should be used until such time as the Commission 
app:oves any revisions to these rates .. , 

The staff used an average of the utility's experience over 
the latest three-year period to derive the depreeiation rate for 

station connections. It is a long-standing rule that the depreci­
ation accruals for the stations connections account should so 
closely equal retirements in any particular year as to maintain 

the depreciation reserve, assignable 1:0 this account substan1:1.ally 

Sot zero.. The staff recommends that 'the 8.50 pereene r:lte calculated 

-32 .. 



A. 52805 et a1. lmm 

as described above for station connections and used for the estfmated 

year 1972 be adopted for the purposes of this proceeding.. We f:lnd 

the depreciation recommendations of the staff reasOl:ahle. 
Rate Base 

working capital 
Various issues related to rate base have heretofore been 

diseussed.. The remaining major rate base issue is the allowance 
to be included in the rate base for working capital. exec claims 
$7,531,000 should be included in the total California rate base 
for working cash and for materials and supplies.. This contrasts 

with the staff recommendation of $$,262,000. 
Applicant's method of determination of the working cash 

and materials and supply allowance 1n essence was based on the 
assumptions that all capital is furnished by investors, and that 
the ~~t of investor furnished capital can be determined by 

subtractfOg net fixed assets from fixed capital. These assumptions 

are iucorrect in that capital is also furnished by other than 

i1:westors through the time relationships of current assets and 
liabilities.. Applicant's method of determination of working cash 

is without validity. '!he staff estimate of tl1e allowance for 

working cash and materials and .supplies will be adopted for the 
pu.-poses of this proceeding • 

. Adopted Results 
Tbe following tabulation sets forth the summary of intra­

state operations for the test year 1972 at present rates. which we 
find reasonable for the purposes of this proceeding. 
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Test Year 1972 
Adppted Ca11fornii ln~rastate Opera~i0ft8 

(000 Oiiiitted) . 

~at1n~Revenues 
1 se ce ReVexmes 

Toll Service Revenues 
Miscellaneous Revenues 
Less: Uncollectibles 

Total . 

OPerating Expenses and Taxes . 
Mi1Iitenance 
Depreciation/Amortization 
Traffic 
CoIXIIl.ercia.l . 
Gen .. Off. Salaries and Exp. 
Other Operating Expense 

Total Operatfng Expenses 
Operating Taxes: Fed. Income 

Cal. Corp.. Franeh. 
Other 

Total Operating Expense and Taxes. 

Balanc:e Net Revenues . 

AV~. Net PlantSeCaSh, and M and S 
Ie, .. P tant 1li rv1ce 
Tel.. Plant Under Constr.. (non-int .. bearing) 
Cash 
Materials and Supplies 
Less:Dep:reeiati~ Reserve 

Tax Deferral of Inter-Company Profit 
Tax,Deferral of Accelerated Depreciation 
Total·Rate Base 

Rat,e of 'Return 

" 

-34.-

Intrastate 
At Present 

Rates 

$ 11,784 
29,441 
1,651 

207. 

$ 6,170 
1412 
4:979' 
2,815 
2,.510 
1,450 

23,m, 
1,372 

433 
4 .. 356 

~ 31;4'91 

$ 11,172 

~41,783 
691 

2,524 
1,753 

20 844 
2:018 

124 
$12f,770 

8.611.. 
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Rate Spread 
Exhibit No. 7 sets forth the multiplicity of rates presently 

effective for the various areas served by applicant. Both c.rcc and 
staff agree on the desirability of establishing uniform rates in all 
exchange areas served by applicant in California. 

There are extreme variations in existing rates for the same 
grade of service among the applicant's serving areas. For this reason, 
establishment of uniform. rates would result in increasing rates for 
subscribers ba9'ing low rates and redueing rates for subscribers having 
bigh rates. 

In addition to rate changes applicant proposes to separate 
the following exchanges into the 1ndieated separate exchanges, adding 
incremental charges for extended area s~.r.Lce, where appropriate, 
between the newly established rate centers: 

Present Exch.ang"e Prgeosed Exchanges 

1. Barstow 1. Barstow ,Yermo 
2. Boron 2. Boron, North' EdwardS 
3. San .Joaquin 3. San Joaquin, cantua 

Creek, l"ranqu111ty 

4. 'raft 4. Taft" Fellows, " 
Maricopa 

S. Victorville S. Victorville, Adelanto, 
Apple Valley, Hesperia . 

Applicant also proposes to establish extended area service 
between Ripon and Manteca,. with no incremental rate since it is 

presently a 10 cent toll rate. 
, 'It 1s the staff recoa:aenc1ation that applicant r s proposal 

to divide areas should not be authorized. If cree still believes 
that it is necessary to divide these exchanges, separat:e, thorough 
studies should be made of each area. '!be present subscribers should 
be given an opportmdty to express a preference for extencled area 
service or for limiting service to tbe local (:()C'!)Oltmity. Size alone 
is not the determining factor in establ1sb11lg new exchanges. 
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We shall not author:!.ze herein extended area service between 
Ripon and Manteca. However, since a rate increase is not involved 
here 7 applicant should effect: this change by .an approprlate tariff 
filing. 

The applicant bas grown over the years by acquisition of & 

number of small independent telephone companies in California~ Each 
of these companies, when acquired, ad4ed a different rate structure 
based on its individual :rate history. As a :resule, the rate structure 
of applicant presents a large number of different rate levels for 
similar services, thereby presenting administrative and other problems. 
For example, the rate for one par1:y res1detlt:1.al service ranges from 
3 low of $3.00 per month in the McFarland Exchange to a high of $6.60 

per month tn the Big Pine Exchange. 
Under Sect10u 728 of the Public Utilities Code, the 

Commission is required to take into consideration any evidence offered 
eoncerning the quality and rates of adjacent areas for comparable 
service. In contrast to the bighly variable rate level& in applicant's 
exchanges, the Commission 1n 1972 adopted basically uniform exchange 
rate levels for the largest telephone operator in California, The 

P~cif1c Telephone and Telegraph Company. The rates of that eompl1llY 
are identical throughout California with the exception of certain 
large extended service areas outside of the five largest metropolitan 
areas. Although in this decision the Commission is providing no 
cha:lge in the revenue of app11eant~ it 18 appropriate tbat such 
averagtng of rates as may be accomplished with min1Wlm impact on 
customers be implemented. The Commission staff Exhibit No. 9S Jl 

presented proposed basic rates that would limit any increase to a 
maximum of sot per trlO1lth on residence ratesJI and $1.50 per month ou 
business rates. This ?roposal~ adopted herein, is a first step 
t~ards achieving a uniform rate level. The service connection rates 
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proposed by applicant, $10.00 residence and $15.00 bus1ness~ fall far 
short of meeting the costs of such service connections. In order eo 
balance t:he effects of having a limit on the amount of rate increase 
in the averaging discussed above, the service Com'lecti01l charges 
authorized herein will be at the level of $12.00 for reSidence, and 
$20.00 for business. 
Directory Advertising Rates 

By interim. Decision No. 80214 the Coam1ssion author:tzed 
increases in directory advertising rates pending the submission of 
Application No. 52859. Nothing has occurred in this proceeding to 

bring about any change in the rates a.uthorized. The staff recommends 
.':l clarification of the 1nter1rn order to avoid the interpretation that 
automatic increases in rates would resul't from the application by the 
utility to change rate groups. The staff recommendation 18 reasonable. 
Service 

Of the 56 custoraers appearing at public hearings in 10 
service areas, most were concerned with the servtcg arrangements in 
their locality, ra'ther than service deficiencies ~ namely, institution 
of extended area service, changes in tbe provision of foreign exchange 
service, and elimination of existing mileage charges. The latter can 
only be accomplished by expanding existing b.a.se rate areas or the 
establisb.tcent of special ra'te 47e.as. Applicant r s peliey Wi.th respect 
to- extended area service is outlined in ~bit No. 103. Applie.ant 
bas indicated its wUlingness to undertake studies on the Weaverville­
Hayfork, Alpine-Garduerv:tlle, Lone Pine-IndePendence ~ and I..ucerne 
Valley-Victorville routes. We will expect said stuc1ies without 
fu.-ther order. 
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The staff, after field investigation of service, coocluded 
generally that applicant is successfully ident~ sources of 
trouble and is taldng corrective action. HOW'ever, to insure continued 
improvement in service, the staff recommends that applicant be ordered 
to meet prescribed levels of performance as evaluated'by the relative 
number of customer trouble reports and by the length of toll operator 
answering time. During the proceeding, applicant did not object to 
the staff recommendation, but in its brief, applicant requested that 

it be botmd only by General Order No. 133 which sets standards of 
telephone service. '!he General Order specifically provides that it 
should not be interpreted as a vehicle by which service may, be 
degraded. the staff recommendation merely follows applicant's present 
objectives as testified to by applicant's witness in this proceeding. 

We find the staff recommendations reasonable. 
Aeeountfng Practices 

During its review of cree's records and practices in 
preparation for this proceeding, the staff had an opportunity to 

observe ~ some detail the accounting practices of applicant for the 
first time. AS a consequence, the staff made certain recommendations 
regarding applicant's accounting practices and procedures that are at 
variance with the provision of the Uniform System of ACcou:c.ts for 
Class A and B Ielepho:o.e Companies. These recommendations are set 
forth in detail in paragraphs 8 and 10 on page 4-3~ paragraph 8 0.;1 

page 5-2, and paragraph 6 OD. page 6-2 of Exhibit No. 49. 
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In its brief, applicant objected only ~o the staff 
recommendation that Account 674 be utilized as prescribed for 
recording amounts payable for services received under a license 
agreement, a general service contract, or other arrangement providing 

fo:, the furnishing of gene1:al accounting, engineering, financial, 
legal, patent, 8.1ld othe-..: g~eral services. AWlieant: does not use 
this account. Applicant maintains that if the costs fo= affiliated 

service functions were chllrged to Aeeotmt 674, distortions in 
financial reporting would be incurred and toll settlement calculations 
would be substantially more complex and costly because realloeatio:l of 
the chArges to app:opriate accounts would ha.'17e to be made for 
settlement-study purposes. 

It is essent:La.l to effective =egul&tion ths.t .: central 
account for se:vice charges :rom affiliates be utilized. It is 
intended that such charges be realloe&ted to ~ppropr12te accounts 
either directly if identifiable or by overheads if not identifiable. 

We find toot staff accounting recomm....~dations are reasonable. 
Findings and Conclusions 

A. Rate of Return 

1. CTCC's intrastate ra.te of return, at present r.ates a.fter 
rate-making adjustments, is 8.61 pereeut. 

2. A -rate of return of 8.61 percent produces for CTCC a co:cmon 
equity allowance of 12.42 percent. 

B. Affiliated T.r.an.saetions 

.3.. Superior Continental Corporation, VIDAR, Continental 
Telcphoo.e Service Co1=poratiO:J., and Medusa !.e4si:lg Corporation arc 
wholly owned subsidiaries of Cont~ental Telephone Corporatio:. 
Continental Teleph~e Compsny of California is also a CTC subsidiary. 
Central Western ~any was a wholly ~~ed subsidiary of the 
CO:l.tineue.al System perforJ:n!ng supply ~unet1ons for the system 
operating ccmp~es prior to 1968 • 
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4. Continental Telephone Company is a vertically integrated 
company comprised of telephone operating comp.anies, ma'0Uf.3eturing 
and supply) and service companies. 

s. C'XCC has not demonstre.ted the reasonableness of its 
affiliated tr.?:aSaCtions with Superior, vmAR~ crsc, Medusa • .and 
Centra.l Western. 

6. creers price ec.<aparison tests clo not establish the 
reasonableness of th.e ttansactions wit:h affiliates. 

7. For the rate-making purposes of this proceedi::1g" goods and 
services provided by an af£f~iate should be valued /i!t system cost 
auG: include a rate of return no g:re<:1:er than that permitted the 
operaticg utility. 

8. !be profits of Superior, V1J)AB., ersc, Medusa., a:cd Central 
Western on their transaetions with Cl'CC -have been excessive. 

9.. It is reasonable to reduce the total California expenses 
by $l~OOO and. rate base by $2,029,000 beea.use of the excessive profits 
of Superior, VIDAR, and Centra.l western. 

10. '!he reasonable rate-making adjustment for CTSC servof-<:es to 
total California operations is a reduction of expenses in the amount 
of $80,000 .me a reduction to rate base in the amount of $125,000. 

11. The re.a.souable adjustments for Meclus.a are to reduce total 
Califo't'n1a expenses by $23>000 and rate base by $152,000. 

l2. c:.rCC bas not justifi<!<i its ela.1med expenses for aireu.ft 
operat:~. 

C.. Results of Operations 

13. the staff's estimate of in~astD.te local revenues at 
p:esent ra1:es.in the amount of $11,784,000 is reasoo.able for the 
test year 19?2 and will be adopted_ 

14. Intrastate toll revecues Cl~ present -rates in the &mO\mt 

of $29,44l>000 is %easonab1e for the :est year 1972 ~d will be 
adopted. 

15. The s~f~rs est:!m.&te of maintenmce) traffic, and 
coo:r;nc:ecial expet'tSe is rea:;c::..eble. 
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16.. The staff proposed limitation of wage increases to 5.5 
percent 1$ unreasonable in this proceeding. 

17. 'l'b.e adOJ>ted estimates, previously discussed herein, of 
intrastate operating revenues, operating expenses, and rate base 
for the test year 1972 reasonably indicate the results of applicant's 
operations in the near future under present rates. 

1>.. Rate Base 

18. $4_366,214 is the recorded beg1nn1ng-of-year 1972 non­
interest bearing construction work-in-progrcss. $1,432,769 of this 

amount is actually unapplied overheads that will subsequently bear 
interest. therefore, $1,432,769 should be excluded from. rate base. 

19. !he staff's estimate of $147,788,000 if computed at 8.61 
percent for intrastate plant-in-service is reasonable and wUl be 
adopted. 

20. crcc has c:ap:teal1zed interest on construction work-in- . 
progress at rates of 9.4 percent, 9.925 percent" anc1 9.18 percent 
for 1969, 1970, and 1971. 

21. Reasonable tnterest rates during construction for exec are 
7 percent for 1969, 7.5 percent for 1970" and 7.5 percent for 1971. 

22.. A total California reduction in expenses in the amount of 
$15,000 and a re<luct1on in rate base in the 8mO\mt of $349,,000 is 
necessary to reflect the above interest rates. 

23. A reasonable rate for interest during construction for the 
purpose of this proceeding only is 7.5 percent. 

24. cree' s computation of worIdng capital erroneously includes 
funds provided by ratepayer. The staff's estimates of wor~ cash 
plus materials 411d supplies are reasonable and will be adopted. 

fJ 

25.. M estimate of $129,770,000 for :tntrastate rate base based 
on the staff's estimate revised for an 8.61 percent return for 
affiliated transactions for the 1972 test year is reasonable and will 
be adopted. 
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E. Depreeiation 

26. CTCC uses liberalized depreciation with flow-tbrough for 
tax purposes. 

27. Cl'CC does not maintain memorandum records showing 
depreciation. expenses with the related deprec:Laeion reserve by 
accotmts;J on the sttaigbt"'line re.maintog life basis. 

28. !be depreciation rates set forth in Table l4-C of Exhibit 
No. 49 for the years 1971 and 1972 (except Station Cormections for 
1972) are reasonable and Will be adopted. 

29. Tbe depreciation expense of $7 ,412,000 is reasonable ancl 
will be adopted for 1972. 

F. Rate Spread 

30. '!be reasonableness of intrastate toll rates and the settle­
ment procedures of Pacific and other telephone utilities is presently 

being considered by the Commission in Application No. 53666 and in the 
associated Case No. 9504. 

31. The evidence on suburban mileage charges indicates that 110 

change in the level of these charges is warranted. 
32. The proposed rates contained in Exhibit No. 95 providing 

for rate averaging with limited increases is reasonable and is adopted 
herein to proc1uce no change in exchange revenue. 

G. Directory Advertising Rates 

33. Directory AdvertiSing rates were increased on an interim 
basis in Decision No. 80214. It is reasonable that Decision No. 
80214 be made permanent. 

34. The second ordering paragraph 1n Decision No. 80214 is 
ambiguous. 

H. Service 

35. The staff recommendations with respect eo service are 
reasonable. 

I. Accounting Practices 
. 36. The staff reeommendat:1ons with respect 1:0 accomlting 

practices a%'e reasonable. 

-42-



A. 52805 et ale ek 

We conclude that erec's request for rate :r.nereases should 
be denied and that CTCC should do such &ets as are herein orderecl, 

that Decision No. 80214 should. be modified and reaffirmed ~ and that 

submission of case No. 9296 should be set aside for further consider­
ation of current eaxui.ngs, settlements, and rate spread. 

OR D E R - .... ~ .... -
IT IS ORDERED that: 

1. Application No. 52859 of the Continental Telepbco.e Coq>any 

of California for authority to increase its revenues for telephone 
services is denied. 

2. In future rate proceedings Continental Telephone Company of 
California shall j ust1fy its investment :tn aircraft and the concomitant 
operating costs by showing the benefits accruing to the California 

ratepayer f1:om. the ownership or leasing of such aircraft. Applicant 
shall also maintain adequate records of aircraft usage and operating 
costs by individual aircraft, including flight logs and the affiliate 
to be charged with the associated expenses and flight hours. 

3. Tax savings resulting from. deferred federal income taxes 
associated with intercompany profits shall be applied as a reduction 

to the recorded cost of plant, begtnnfng January 1, 1973. 
4. CTCe shall establish and ma1n1:ain memorandum. records showing 

depreciation expenses, with the related depreciation reserve by 
account and sub-aecoune, on the straight-line rema1n;£ng life basis, 

beginning January 1, 1971, except Station Connections, Account No. 232, 
shall be treated as set forth 1n Ordering Paragraph 6. 

S. CTCC shall submit annually to this Coumissioc. for its 
approval, by May 1 of each year, a copy of the records required by 
Ordering Paragraph 4 above along with its armua.l reviews of t~e 
straight-l1ue rema.1ni:ag life depreciation rates) commencing with the 
year 1974. 
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6. CI'CC shall use the depreciation rates set forth in Table 
14-C of Exhibit No. 49 in this proceeding for the years 1971 and 
1972, except that 8.50 percent shall be used for Station Connections, 
Ae::ount No,. 232, for the year 1972. For the year 197~, and each yc:..?r 
thereafter, the atlnual depreciation rate and the resultant accrual 
for Station Connections, Aceotmt No. 232, shall be calculated in .a 

manner such that the annual net charge to the reserve will maintain 
the reserve balance in this account a.t, or near, zero. 

7 • Decision No. 80214 is hereby reaffirmed except that the 

second ordering paragraph in Decision No. 80214 is hereby amended 
to read as follows: 

Applicant is authorized to file with this 
CoCamiss1.on from. time to time, in conformity 
with the provisions of General Order No. 96-A, 
revisions to the tariff schedules filed 
pursuant to paragraph 1 of this order in 
order to reflect changes in the rate group 
classification for any of its directories 
caused by changes in the number of stations 
tn the exchanges tncluded in such directories 
and upon issuance of Commission authorization 
to make any such revision effective coincident 
with the issuance of directo:y or directories 
involved subsequent to the Cotmn1ssion authorization. 

8. For the year 1975, each central office serving area. sb.e.ll 
meet utility objectives for customer trouble repores per 100 stations 
as set forth in Table 1 of Exhibit No. 3 in this proeeed1ng, in at 
least 10 months out of 12, or in at least 9 months provided no two 
failures are in consecutive months. CTCC shall repor't those offices 
failing to meet the above requirements annually by March 1 of the 
follOWing year until 1975. For the year 1975, CTCC shall, in addition, 
report the reasons why such reported central offices failed to meet 
the requirements. 
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9. For the year 1975~ each toll office shall acbieve exec's 
objective of 90 percent of toll calls requfrtng operaeor assistance 
shall be answered within 10 secoods in at least 10 months out of 12, 
or in at least 9 months out of 12 provided no ~o failures are in 
consecutive months. CTCC shall :report those offices falling to meet 
the above requirements annually by March 1 of ehe following year until 
1975. For the year 1975, the utU1ty shall, in addition, report the 

reasons. why such reported toll offices failed to meet the. requirements. 
10. C'XCC'shall record charges from. its affil1ated service cocapany 

in Account 674 as required by the Uniform System of Accounts for Class 
r~" Telephone Companies a8 prescribed by t:h1.S Commission. 

11. CTCC shall conduct periodic (yearly) studies of administra­
tive and general expenses relating to plant construction as 4 basis 
for capitalizing such costs. 

12. cree shall capitalize interest during construction after the 

effective date of this order, at a rate of 7.5 percent per year. Such 
interest rate shall not be changed prior to notification to the, 
Coamission of a contemplated change. 

13. Beginning 60 days after the effective date of this order 
applicant shall file 12 monthly reports of its reeorded"~2-monebs­
ended" intrastate operations on two bases, one without regulatO%y 
adjusements and one ineluding the regulatory adjustment adopted herein. 

l4. Within 180 days after the effective date of this deeision~ 
applicant shall file in eonjtmetion with the Coamlss1on's staff, a 
report describtog its then current affiliated relat1oaships~ trans­
actions, and accounting therefor. Applicant shall atmaally file a 
supplemental report setting forth the then cur.r.ent status of these 
matters. 

'. 
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15. .Applicant is authorized to file revised rates. that produce 
no change 1n overall exchange revenue» as set forth in Appendix A 
attached hereto, in conformance with General Order No. 96-A after the 
effective date of this order, and to make such rates effective upoa. 
five days r notice to the public. 

The effective elate of this order sball be twenty days after 
the date hereof. 

San Fra.nci.s<:o if ...(..r-l-1-sfated at ___________ , Cal om:1a, tb:1s __ _ 

day of PTEMBER' , 1973. 

-46-



A. 52805 ~ al. fjk 

: 

: 
: 

APPENDD: A 
page'l or 5 

Authoriz~ Exeha.nge Rates 
Continental Telephone Company' o! California. 

SCHEOUI.E NO. A-l: INDIVIDO'AL AND PAIIX!­
LINE SERVICE, BO'SINESS AND RESIDENCE SERVICE 

: ______________ ~~~t~e~P~er~M~.o~nt~h~-------------: 
Bu3ine:5:5: Resid.ence : 

Exchanges : Inctividual : 2-Part:r : Ind.!.viduaJ. : 2-Party : 4-Pa:r:t"J' : 
with Local tine Line: line : Line : Line : 

: ____ ~~~~~e~~~~~1~Z ____ ~: __ ~~~.~~~~~7~.~40~~:--~§4~.3~O--~:~~~.~~~~:~~~.~~: 
Alderpoint !J 
Alpine 
Benton 
Boron 
Br1dge}:)Ort 
Cal1torn18, Cit.Y' 
ColevUJ.e 
El Mira.ge 
FelloW3 !I 
Hayfork 
Ind.epend~e 
:Leggett 
I.uc"rne V17ey.d 
Mad. River " 
Maricopa. 
Newberryo' y 
Or le:ms ::::; " 
Ran~burg 
Running Springs 
San Joaquin 
S\:mmlit Valley 
Ta.!'t. BRA. 
1.'rSl"lquility 'b / e / 
'l'rixtit:r Center :::.t " ~ 
Trona 
Walker 
Wrightwood. 
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APPENDD: A 
Page 2 of 5 

SCEEDt.r'..E NO. A-l (Continued) 

: R:l.te Per Month : 
Eltchal'lgoz : Business: Residence : 
w.1.th Loes.l : Ind.iV1~uaJ. : 2-Part:r : Ind.i'Vid~ : 2-Pa,rty : ~?a:rt:r : 

: ____ ~~~M1U&£~,~~~~~y ____ ~: __ ~ll~n~e~~:_t~i~n~e __ ~: __ ~ll~n~e~~:~~~e~~:~~~e~: 
Adelanto: 

Zone 1 
Zone 2' 
Zone '3 

Alpaugh 

Apple Valley: 

Zone 1 
Zone 2 
Zone :3 

ButtonWillow 
Cor~oran 
Covelo 
Cuyama 
Do: Palos 
Farmir.,gt.on 
He,peria: 

Zone 1 
Z¢ne2 
Zone 3 

I.a.ytonvUle 
I.ind.en 

Lost Hills: 

Zone 1 
Zone 2 
Zone 3 

V.a.nteca M 

MeKittr1eh 
Ripon 
Snelling 

Victorville: 
Zone 1 
Zone 2 
Zone '3 

W.,averville 

$ 8.60 
10.10 
ll.60 
7.50 

8.60 
10.10 
ll.6O 
8.50 
7 .. 50 
8.25 
8 .. 25 
7.50 
5.75 

e.6O 
lO.10 
ll.60 
e.25 
8.25 

8.60 
lO.10 
ll.60 
8.50 
8.00 
8.50 
6 .. 00 

8.60 
10.l0 
ll.6O 
7.7$ 

$ 

6.25 

6.25 
7.00 
7.00 
6.25 
5 .. 25 

7.00 
7.00 

7.15 
6.60 
7.30 
5.15 

6 .. 50 

$ 4.30. 
5 .. $0 
7.30 
4.30 

4.':;0 
5 .. 80 
7.30 
4.05 
4.30 
4 .. 30 
4 .. 30 
4.25· 
4.00 

4 .. 30 
,.80 
7.30 
4.30 
4.30 

4:,30 
5.80 
6.75 
4.30 
4 .. 05 
4 .. 30 
4.30 

4.30 
5.SO 
7 .. 30' 

4.30 

$ 3.50 $ 2.90 
4.50 3.60, 

4.30 

2.90 

2.90 
3.60 
4.30 
2 .. 90,. 
2 .. 90 
2.90 
2.90 
2.90 
2 .. 90 

2 .. 90 
3.60, 
4.30 

2.90 
2 .. 90 

2.90 
2 .. 85 
2.90 
2.90 



• 
A. 52205 et. al. ek 

. . 
: 
: 

APPmmIX A 
Page:3 ot 5 

SCHEDUlE NO. A-l (Continued) 

RAte Per Month : 
: Bu31n"'~~: Re~id.~ee : 

RIt~ : In<:l.:1:v1(1ual : 2-Pa.rt.y : Ind.1vid.ual : 2-Pa.rty : 4-Party : 
w.1. th ExteDd«t : l1ne : I.1ne : I.1ne : Line : ~e : 

:. ______ ~~~~e~~ ______ ~: ___ $8~.~~~_·~.~$~.~40~~:--~$4~.~O~~~~~~~2~ .• O __ : 
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SCHEDtJ"I.E NO. A-1 (Continued) 

Rtl.te Per Month .. .. 
Exchanges . Business : Residene" 

with Ext~dee :Individua.l: 2-Pa...-ty :Ind.1v:1.<1uaJ.: 2-Pa,rty : ~Party : 
: tine ~ tine : line : Line : Line : g"rvie,., 

BigP1ne $11 .. 10 
Bishop 9 .. 30 
Blythe' $>.9$ 
Calitorn1a Hot Springs e~2$ 
Clemente 8.2$ 
CrQ'Wley I.a.l<e 9 .. 95 
Eo.rp 10.00 
Exet.er 7.50 
Gar~rville 7.7$ 
G1l..owo7: 

Zone 1 S .. SO 
Zone 2 9.50 

GlennVille 8.25 
June Lake 9.20 
Kernville 9 .. 9$ 
Knights tanding 7.00 
take I~beJ.la. ll .. l$ 
~e Vining 9.80 
I.etl.on CO ..... e 8.25 
Lone P"t.ne 9 .. 05 
Mt\mmoth Lakeo e.8; 
McFarland 6 .. 25 
Olancha 9 .. 95 
Palo Verde ll .. OO 
Parker Dam 9.35 
Piercy 8.75 
Pine Creek 11.10 
Robbins 7.00 
Sanser 7.25 
Ti vy Valley: 

Zone 1 7.25 
Zone 2 8.00 

Welc!on: 
Zone 1 9.95 
Zone 2 1l.4'a/ 
Zone :3 ll.4Sd 

wbi tethorn 8.75 

NOTES: 
~1ne:Js ext~sion:s $1.75. 
Residence extensiOM $1 .. 00. 

$ 9.90 $ 5 .. 15 
8.10 4.30 
7 .. 60 4.30 
7.00 4.70 
7 .. 00 4 .. 30 
8 .. 55 4.90 
7.50 04.8; 
6.25 4.30 
6.65 4.50 

7.40 4.30 - 5.40 
6.4IJ 4.30 
8.00 04 .. 50 
8.50 4.80 
6 .. 2$ 4.;; 
8.9; 4.80 
8.55 4.70 
7.00 4.90 
7.85 4.30 
7.65 4.75 
5.25 3.50 - ,.6; 
9.35 5.15 
7 .. 50 4.55 
7.50 5.20 
9 .. 90 5.15 
6.50 4.65' 
6.25 4 .. 00 

4.00 
4.75 

;.10 
6.~ 
6. 
5.20 

Preoent incr~ents for SRA'5 shall be maintained. 
Y No 2-pa.rt.y residenee line offered.. 
'E/ No 2-party business line ot!ered. 

\\ Sf no 4-'Oa..""'t:r re:;1derlce line orfered. 
~ ?11:l.S ~lMge !'rr:r:r.. Zone 2 • . 

$ 4.3$ $ 3.7$ 
3.50 2.90 

2.90 
3.60 . 
2.90 

4.10 3.50 
4 .. 0; 3.45 - 2.90 
3.65 3.0$ 

3 .. 50 2 .. 90 
3.70 
2 .. 90 

3.70 3 .. 10 
4 .. 00 3.40 
3 .. 7$ 3 .. l5, 
4 .. 00 -
3.90 3.30 

- 3 .. 50 
3.$0 2.90 
3.95 3.35 
3.00 2 .. 7$ 
4 .. 8$ 

3.75 
3.75 3.15 

3.80 
4.:30 -
3.80 3.15 
3.85 3.25 

3 .. 50 
4.00 

5.30 
4.JJJ 

/" 
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AUTHORIZED EXCHANGE RA'I'ES 

Sehedul., A-5 - to~Al and ~lI!TIded Suburb.rm s.,rviee 

Applicant i3 a.uthorized to ruc the ra.te" shown ~ "Proposed'1 tor loeal 

a.nd. extended. suburban 3~rvice on page" 22 and Z,3 ot Exhibit No. 95. 

Sehegule" A-4. A-6. A-7. A-lOt A-11. A-12, A-14. A-25. A-29, A-31. 0-1. 0-1, 
and L-l - Other Nonreeurr1ng 

Applie.ant i$ authorized to tile the rates lis~ under "sta.f!" on page 12 

ot Elchibit No .. 95 and as 1'urther detaU~ in M~d.ated sections 1:0. Exhibit No. 95. 

Sehedulflls A-15 J Supplemental Equipnent. and A-22. S~eia.l Billing,.Num~r 

Applicant is authorized to file the ra.tes proposed. tor these :schedules 
in itQ application. 

Schedule A-30 - SfIIrviee Connection 

Applicant, i3 authoriz~ to file the rates tor this schedule eontained in 

1 t:s applicat.ion ~cept that the service eotmection ra.te shall be $20 per line tor 

business service and. $12 per line tor residence service .. 


