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BEFORE THZ PUBLIC UTILITIES COI\EMIS\.ION OF THE STA.'I'E OF CALIFORNIA

In the Matter of the Application of
CONTINENTAL TELEPHONE COMPANY OF
CALIFORNIA, a Califormia corporation, Appl:.cation No- 55376

for suthority to increase its rates (Filed December 12, 1971+)
for telephone semce. : .

Orrick, Her:ﬂ.ngton, Rowley & utcl:Lﬁ‘e, by :
James F. Crafts, Jr., and Robert J. Gloistein,
Attorneys at Law, for Continental lelephone
Company of Califormnia, applicant. ;

Scott LeFaver, for the City of Gilroy; Fred Wilken,
for the People of Sanger; and Jerry Fuchs for
Gilroy Dispatch; protestants.

Wlliam L. Knecht and William K. Edwards, Attorneys
at Law, and Ralph O. Hubbard, for the California
Fayrm Bureau Federation; Neal C. Hasbrook, for
the California Independent Telephone Assoc:.ation,
and 3rundage, 3eason, Reed, Pappy & Hacley, by
Jeff Pesses, Attorney at Law, for the Inter-
national Brotherhood of Blectr:.cal Engineers' 1
interested parties. ‘

Lionel 8. Wilson, Attorney at Law, Kenneth Chew, :
and George A.. . Amaroh, for the Comission stai‘:f.‘

INTERDF OPINTON ON MODIFICATION

Applicant's request for general rate relief was.- accompanied
by a petition for interim rate increase. Eearings were he;.d on. the
petition for interim relief on March 24, 25, and 26, 1975 :.n ‘

San Francisco before Examiper Gilman. The company cla:i.med that it ‘
needed an interim increase of 3.6 million in :LntraState revenues before
December 31, 1975 in order to have suff:i‘.c:.ent interest coverage to-
issue bonds. = It claimed that $10 million of ‘bond f:.nancing ‘was. needed
o refund a similar amount of short term debt which could not be
extended beyond the early months of 1976 and an addn.tiona.» S m:\.llion
was to be applied to the company s continuing construction program. o
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The staff conceded that an emérgéncy"c:dsted; ‘but challenged
the company's showing in two major respects. It claimed that the
applicant could successfully market bonds with a’ 2. 18 t:.mes coverragc
rather than the 2.3 times coverage sought by applicant. The stai‘f
also contended that the company's estimate of toll revenues Was too
pessimistic; it asserted that $1.657 million in add:.t:.onal revenues
would meet the emergency.

The Commission adopted the stai‘f's positzon relying on the
staff's abil:.ty to provide timely reccmmendatn.on,s for correction if the
staff's toll revenue estimates proved too opt:x.mistic- Ib authorized
interinm rate relief intended to produce $1.657 million in additional
revenue between July 1 and December 33., 1975 (D. 8&662 dated
JulY 15, 1975). S

Anmost immediately ai‘ter the decision. was :.ssued, the
applicant filed a petition for modif:.cation, alleging that the staff's
toll revenue estimate had proven to be s0 much in error 'cha"c a
further $1.853 million in interim relief was necessa.ry' to pem:.t
issuance of bonds, despite an additional extension of :Lts short:—tem
line of credit to March 31, 1976. The Commission's F:.nance a.nd
Accounts Division produced a study challengmng the ccmpany s
contentions in several respects. '

Hearings on the petition for modlfn.cation were held on
August 15 in Weaverville and September 15 through 17 in San Franc:z.sco
before Examiner Gilman. Oral argument was ‘held on Septcmber 19 and
the petition for reconsideration was submn.‘cted- The petition f.'or o
reconsideration was heard on the assunption that the amcu.nt of :.ntem
relief awarded would be limited by the same standard used :.n D. 81.662,
i.e., the amount necessary t0 meet the emergency. L
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The Utilities Division staff opposed the use of the ,
emergency standard, asserting that by accepting a- short. dela.y the .
Commission would be able to utilize a different standard, by wai't:ing ‘
until all of the direct evidence was introduced the amount of interim
relief could be set at the lowest level of expected pemanent rate
relief. The Utilities Division asserted that relitigation under the
test used in the last decision would be dilatory and a significant.
waste of the staff's limited resources of time and talent. The
division claimed that the delay necessary to permit receipt of ‘all.
parties' direct evidence on permanent rates would not signii‘icantly
prejudice applicant's ability to obtain timely f:.nancing. .

~ Largely because of applicant's decision to stipulate o

the staff's results of operations evidence (rather than presenting
its own showing which allegedly would justify a substant:.a.lly larger
wltimate increase) all the evidence necessary for the f.‘inal dec:.s:xon
was submitted before action on the petition for modification could
be taken. It now appears pointless to keep each pb.ase of this matter
in separate compartments. AlLl of the evidence now available shoxﬂ.d
be used to determine whether and to what excent, additional intenm '
relief should be granted. _‘ . - :

" We have in previous cases i‘ixed :Lnterim rates based on the
amount of permanent relief a utility und.mspu‘cedly requ:.res- d
(California~Pacific Utilities, D.835L9 in A.5L66L, A. 51...665 (October 8,
1974).) o:tnce it is now possible to consider all of the- evidence
presented we can now form a reliable estimate of the minimum amount
of permanent relief which the company could expect to receive.\ “The _
staff showing on expenses, revenues, and rate base :i.nd:.cates an added-
revenue requirement of $0.803 million per month}/ even- u.s:!.ng the low
end of the staff-recommended rate of return.’ The complete record,

1/ We have used monthly rather than the amnual fn.gures, since it -
is unlikely that this interim dec:.sn.on will reman.n in effect
for. more than a i‘ew months . S ‘
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would not support any smaller amount of pema.nent relief, on the
contrary, it would demonstrate that any lesser rate was unreasona.‘ole
and a potential threat to the company's ability to render good,
economical service indefiritely. The record clearly demonstrates
that the present level of rates including the interim reliei‘ already
granted is insufficient to accomplisk even the minimum- financzng plan
recommended by the staff, and that it would be. adverse €o long range
consumer interests to cause arbitrary delays in obtazning addition.al
long—t.erm debt capital. ‘

' Applicant has offered to stipulate to the stai‘f's results
of operations, with certain reserv-a.tions which' ‘have l:.ttle :.mmediate
impact on interim rate levels. Controversy st:.ll e:d.sts between the’
parties as to rate of return and rate spread; both areas, as well as
the service problems encountered, present lcnotty issues whicb. require ‘
deliberate consideration. Since there is no dispute about the need
for at least $0.803 million per month of permanent rate relief, it
would be unreasonable to compel the utility to wait several months
while the matters still at issue are being considered andA'resolved.
It would also be unfortunate for those of appl:.cant's employees who
are now laid off or working short weeks—/ because of applicant's fiscal
difficulties. While there is no absolute correlation between rates
and employment, expedited relief on the basis of the. m:.nimum stai‘f
showing appears t¢ be sufficient to support a retum 'c.o full '
employment- ‘

2/ Many of applicant's salaried employees are ‘being pa:.d on a
L-day week basis, while some contimue to work all or parb
of the fifth day without cost to customers.
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We are especially disturbed by iﬁd_ications in the record |
that these layoffs and reduced work weeks may have resulted in the
pemaneﬁt loss of highly trained personnel. This {s waste. which
sooner or later will have an undesirable impact on the consumer, either
in higher future costs or in poorer service. There are indica.tions
that reductions in maintemance and conmstruction programs though |
designed to have no impact on customers, may nevertheless already
have produced changes in scheduled maintenance which will potentially
degrade service. The longer these deferrals last," the more dii‘i‘icult
it will be to prevent severe service problems. | '

Since the rates given in the last decision were insufficient
to meet the financial emergency, addit:.onal relief must be granted. o
Protective Conditions : _

As our estimate may prove to be substantially in error, we
will prova.de that any revemues collected under this. order sball be
subject to refund. .

The refund condition is also required. because of.’ the
pendency of a proceed:.ng which may increaSe statew:Lde toll rates.
(Application of PT&T etc., A.55214.) If there is an increase in
tho..e rates during the effective life of this order we will requ:x.re
an equal reduction in the amount of surcharge. The record contains
a formula which can be used to calculate the reduction once the |
anount of toll relief given PT&T is kmown. ‘I‘herefore, there would :

- be no reason to bold a further hearing. ' o
Rate Spread : :

The staff recommended that any new intenm increase shou.ld ‘
be imposed by a surcharge om toll calls only, Since most of the o
financial emergency bad been caused by a reduction in toll callmg
The company opposed this type of spread, claiming that customers
m:.ght modi.f.‘y their ca.lling habits enough to sxgnif:.cantly‘ reduce the
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amount of revenmue increase below that needed. The arguments and
evidence on this point are not sufficient tlov"j:ersuade us ‘to‘"ab'anden”
the spread pattern established in D.84662 herein.. |

In D.84662 we utilized a surcharge applicable to all
intrastate billings as appropriate for an interim proceeding. ~ Sueh -
a formula spreads an interim increase so as to reduce or elminate the
amount of litigation needed to resalve confli.cts between the interests‘ .
of various classes of copsumers. , S S : N

In D.84662, the Commission ﬁ.xed the rate increase surcharge )
at 9 06 percent rather than the 4.53 percent suggested by the staff
as applicant planned to issue securities within 6 months of the
decision. The smaller surcharge would not have acb:.eved the desired

revenue coverage until one year after the decision. The 9. 06 perce:rt: o

surcharge enabled a year's interest coverage to be achiev'ed An

6 months. Staff counsel urged that this treatment constituted
retroactive ratemaking and warned that a contimat:.on of the feature
here would be an error. The staff asserts that this result is the
same as establishing a more than reasonable rate to malce up for a
utility's failure to achieve its allowed rate of return during past
pericds. This is not true. In D.84662 we indicated that the" | -
9.06 percent surcharge would not produce a return on equity in excess’
of that adopted ir the company's last rate case. On the con:t;rax'y, '
the rate of return and return on equity produced by the increase

were specifically found "not excessive". Vhen earmings are below
reasonable levels each dollar of :.ncmased earnings required vo oi‘fset.
current costs including cost of capital is reasonable, regardless of
why the earnings fell below reasonable levels. ~ o
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Interim Rate of Return

In D.84662 we used the last adopted rate oi‘ return on
equity as the test of excessiveness. Now that we have received all
the evidence needed to determine the next authorized rate of return
it would be pointless formalism to continue to rely on ra.te of retum
evidence which is years out of date. Consequently the protective
condition imposed here will allow us to order a refund if_ 1t :f.s
found that the rates authorized allow the company' to- earn in excess
of the next, rather than the last, authonzed rate of return
The Stipulation

Applicant offered to stipulate that the staff's results of '
opera.tmons be adopted, but that no finding be made: regarding
applicant's election of the tax credit available under the 'I'ax .
Reduction Act of 1975. Applicant asserts tb.at its dec:.sion to offexr
the stn.pulation can reduce the burden on the Commission stai‘f and
free it t0 employ its limited resources elsewhere. "'he stai‘f has
not opposed accepting this stipulation. The only economic R |
disadvantage to the publ:.c would be in the ratemalc:.ng treatment of
the 1975 investment tax credit- ) LT

' Given the insignificant amount at :I.ssue in the tax credit
problen, and the fact that only the company and the staff are active
participants in this proceeding, we think it appropriate that a
precedent setting decision should be avoided.

With respect to the treatment for- ra.temak:.ng purposes oi‘
the investwment tax credit, applmcant's offer to st:Lpulate does not
require a final detemnation by the Commission. For pvcrposes '
of detem:.ning the stipulated results of operations, the L percent
investment tax credit available under the Internal Revenue Code _
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since 1971 has been flowed through to net income. In 4ts original
application, applicant sought authority to account fop such L percent
inovestment tax credit by & normalized method of accounting and
reserves the right to renew its request for such authority at any
tinme in the future. -

The additionsal 6 percent investment tax credit. available
to applicant under the Tax Reduction Act of 1975 has been: accounted
for in the stipulated results of operations according to the rata‘ble
flow through method of accounting which wa_s elected by applicant
under the applicable provisions of Section L6(f) of the Internal
Revenue Code, as amended by the Tax Reduction Act of 1975. The
staff does not agree with this method of accounting for the additional
investment tax credit and cb.a.uenges the election of such method of
accounting by applicant. ' - :

In this proceeding the difference betwean the wo methods
of accounting for the additional investment tax credit is relat._ively
insignificant. The federal income tax expense reflected in the.
stipulated results of operations would be only appro:d.nia'cel'_y" $40, 000
less, and the net operating revenue approximately $40,000 gfeéter;
if the additional 6 percent investment tax credit were flowed tbu:-ough
40 net income on a five-year average basis. It is therefore applicant's
position that the Commission may adopt the stipulated results of
operations without maldng any final determination as to the propriety
of the election made by applicant under the Tax Reduction Act of 1975.
Applicant would not object to the recpening of the proceedi.ng for |
the limited purposes of a further detemination on that issue if
subsequent developments in the applicable law nake such a reOpening
-.~appropr:i.ate. - - ‘ :
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Table I sets forth in comparative form the original showing -
of applicant's 1975 total California results of operations, the
comparable showing_of the staff, and the showing to which epplicant
is prepared to stipulate for purposes of this proceeding. The .
footnotes to the ta'ble indicate the areas in which t.he st:.pulated
results of operations differ from the staff showing. Such diﬁ.‘erences
are based upon discussions between applicant and the staff and it is
applicant's understanding that the staff is agreeable to the
adjustments reflected there, except to the extent hereinai”ter se’c
forth with respect to the investment tax credit. L ‘

Applicant emphasizes that, while the stn.pulated results
of operations reflect the affiliated adjustments proposed ‘oy the
staff, its stipulation is for the purpose of ‘c.his proceeding only and
does not constitute an agreement that the ai‘i‘iliated adjusments or
any other rapemald.ng adjustments are proper.' Appln.cant agrees that,
for purposes of this proceeding, :Lts test year 1975 tOtas California
rate base may be considered to be 3211,247, 000 and tha'c its- test
year total California net operating revenue may be. considered To be
314,152,000, thus producing a rate of return for the test year of
6.70 percent at present reates. Applicant has not agreed to or
accepted, and reserves the right %o dispute in any subsequent
proceeding, any of the affiliated adausmen'c.s or other: ratemak:.ng
adjustments whickh resulted in a staff showing substantially the same :
as the foregoing. If it were feasible to do so, appli_cam; would_
offer to stipulate only to the three figures set forth above i.n
this paragraph and thus graphically eliminate the impl:.oation that
applicant is accepting staff-proposed affiliated a.djustments. ‘The
affiliated adjustments are reflected in'the stipulated results of.
operations only to permit the preparation of the separated results
of operations which are set forth in Table 2. Applicant« is not

accepting for any purpose the techniques or concepts applied by
the staff in de’c.emini.ng its showing. .
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Applicant of:f.‘ers the stipulation with the understanding ‘
that its acceptance by the Comission for purposes of this proceeding ’
would be without prejudice to any position which the Commission
or its staff may wish to take in any present or future proceed:.ng
involving applicant or any other public utility. Acceptance of the ‘
stipulated results of operations would not constitute any :.ndication
by the Commission of its posit:x.on on any of the disptxted n.ssues which -
need no longer be- cons:x.dered as-a resul‘b of appl:.cant's stipulation. -
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Summary of Earmings Based on Util:.ty and Sta.f.‘f Bst_mates
Zstimated 1975 at Present Utility Rates ‘
Total Califormia Operatxons '

‘ ' . - ‘ . Urdlity B
Item Ttilit Staff  Stipulated .
, - (ﬁollars-ﬁ_'fhousangsf B
Cperating Revenue - R
% 3.5,01.]. o.x.6 I»J.S;‘ 316,1..15“, S
Ser | 56,200 " 49,027 49 027,
Miscellaneous 1,808 1,926 926"
T su?lwtcfiﬁl ! '13.16."""
ncolle es . L6
erati 'nses
tenance
Traffic
Commercial
Gen. Off. Sals. & Eacps- _

Other Operating Exps.
Subtotal

14,007
8,175
L, 320
»7
<
Depreciation | 14,236
Taxes Other Than on Income . T929L
Taxes Based on Income ' 5 6%8;’ L
-Subtotal : AU , y 2OE .
ﬁgausment Xf eiIncrease -
:justment - iliates -

Net Operat:.ng Revenue | o l&-,m 3

Weigh‘bed Average
Depreciated Rate Base

Tnadfust e 217,306 ‘.13,222. 2*3'92[*)@)"'

uStment-Affiliates =~ |

Adjusted m LD "L"ﬂ?

Rate of Return 6-7 | 6. 76% | 6 70%
(Red.uctlon) '

(1) Revised amount to reflect accounting msunderstan '
between utility and staff, reswlting in a $70,000 increase
net of toll revenue and tax effects.

(2) Includes 1975 Tax Act additional inves{:mem; cred:i:t. on
ratable flow through. g

( 3)  Composite expense efi‘eﬁt for operations of a.'Ll affilia.tes. : |
(&) Compos:i.te rate base ei‘fect for. operat:!.ons of all af:f.‘:.liates. .
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OOI'TI‘INE‘NTAL TELEPH)NE OOHPANY OF OALIF'ORNIA

parated Summary of Earnings Utility Stip.llat.ed
Yéear 1975 Est,imated Preaent Rates '

| | ' - - - Total  State State .
. w Toba‘lr o e Total ~ State Hessage Private Totsl
Item . . Galif,  Interstete Intrastate - .Toll Toll - - Line  Ex¢hande
i S S T (Dollara in Thouséands) S o
gperaqu Revernes . $ ¢ T$13,726 - $ 53,6 s 5,301 $ 31. 492§ 809 818,311
Uncollectibles - R ' S &7 - "2222 y 3 30 ! 14 Ty ,'4,20» , .

Revenues After Unc. o N 57 ' 1/2,"329_ '. @2.222_' 22‘12% -35,323 5 18,251
- Total - T | 13,659 53,3019 . 35,12 34,323 118,251

'Operabing Ex’pensés _ - - S ' ' ' -
Maintenance , : ,755 11,0!,2 : 7,020 6,620 ) l;,022
Traffic - X 6,398 4.86 4e857 S5 1,536
Commerclial o - . 487 3,613 14,459 1,435 2 1154 -
CLUnIhAR  _jm0 m hm g s s g
er Operating Exps, ‘ : : : 1,5 4 :
Subtotal ' o ‘ 27,697 1 -687 17:13%
Deprecistion & Amorb. 11,346 97 6,665 -
Property & Other Taxes 500 ) Ly 170 2,791 2, 662 ]
Payroll Taxeés 1 123 772 75!, SOESOE T: )
State Income Tex : 56 : 4 (42
Federal Income Igj: (11 525; 2277;
- Aff. Int, EXPVO * ; 283
" Net Operating Expenses %%% g
Net Operating Revemues 10,935 7,519 70422 97 AL

WU GLESSY

Rate Base - g _
Tel., Plant in Svc. - 272 202,868 . 126,667 120,802 5,865 76,20
Tels Plnt. Under Constr. N.I.B. 709 B,OZO 1,9 1|8\’§0 100 T 1,130
Materials & Supplies 088 519 1.14 3 1,405 58 1, 1106
Working Cash ' 533 ,331 1,495 1.4!.9 46 836
Less Dep. Res. _ 02 8,612 36,690 23,108 .91; 1 137 13,582

Less Tex Def. 90 18 78

Subr.ot.al/ \ , ; 39 %2) ) ) 55 Kg) .
Affs Int. R/B Adj. § 101 z 2,171 ! .2% 821)
Totsl Rate Base : 39,31. 171,3'3?) 07,05 102 1 Ly 87 E,Szﬁ

Rate of Retum _ 8.18% 6,364 7.02% 7,266 1.99% 5.27%

(1) Revised amount to refiect acco\mt.ing misunderstanding between utility and staft, resulting
in a $70,000 in¢rease net of toll revemue and tax effects. _




Serrice

Rate proceedings often evoke numerous . complaints of
inadequate and unsatisfactory service. Many of tbe customers who
feel aggrieved by service difficulties assert that all consideration
of rate increases should be postponed unta.l all of applicant'
service meets acceptable standards. ' ,

Applicant responded in detail to each of the complaints made
at the hearing, detailing its diagnosis and remedial efforts taken.
The staff service witness had the benefit of those complaints as
well as those contained in letters of protest to the Commission.
Because of time problems, however, he prepared his. exhibits without
being able to analyze the company’s :.ndividual responses. The stai‘f'
service analysis was basically aimed at measuring the company 3
performance against the standards set forth in General Order No. 133,
which are based on system averages and are incended o permit ‘
companson between telephone utilities. The stai‘f's ultimate
conclusion was that service in comparison to other telephone utilities

is reasonably good and improving. It made several detailed: suggescions, ‘

many of which applicant is willing to comply with, depending on. the
availability of financing. Detailed- study will be needed. to- analyze
: and compare those suggestions with the. complaints and- applicant'
responses. . : SRR v
' It is appropriate at this time to regect the’ contentn.on
that all service complaints should be remedied before any rate .
increase is considered. The complaints contained few matters which
are not related either to construction or maintenanoe. It would
appear that a signifieanc portion of the matters complained oi‘ can be
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remedied if they can be remedied at all, only by ‘either fmproved _
maintenance or construction activity. Since the present level of
rates could be maintained only with further cuts in both categories, :
it can be seen that postponing rate rel:.e.t‘ would hinder rather than
encourage serv'ice improvements- ' '
O'ther Considerations

 The staff suggested that further interm relief should be
confined to an extension of the present surcharge which adds a
9.06 percent surcharge to all intrastate billings.z/ Applicant’ s
position is that that surcharge should be increased to at ‘I.east
19-39 percent (assuming a December 3 effective date). ,

Both of these positions assume: that applicant will cont:mue
to operate with emergency limitations until final relief is granted;
that final rate relief, without dispute, cannot be less than: (stated
in surcharge terms) $9.639 million per year. 3oth pa.mes also-
assumed that pemanent relief can and should follow very quicld.y,

. for example some time in December, allowing a quick retum w nomal
maintenance and construction. ; e

For the reacons stated a.bove, 'tbe assumptlons concerning
timing are not satisfactory. It appears that the public interest
requires both the earliest possible return to normal’ operat:z.ons, and
deliberate consideration of the rema:.ning issues. We have the*efore
decided to surcharge existing rates at levels which m:.ght e descnbedh
a8 semi~permanent rates rather than at levels merely sufi‘ic:.ex:.t to
prevent the emergency situation from becowming cr:.'ba.cal. We postpone
action at least temporarily on applicant's request for full rate.
relief, and will likewise delay final decision on rate spread and other
questions. Ve must emphasize that ‘the record does not pemit a
finding that rates at this level are sufficient for a i‘u‘Ll retum to
planned maintenance and constmc'c:.on- ' ‘

3y E’CCIQP“?' YellOW-page‘ chargeg;» "
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The order which follows will cam.el the presently effective S
9.06 percent surcharge, substitut:.ng therefore a 27.33 Percent / _
surcharge. The net efi‘ect is an 18.27 percent :.ncx_-ease‘over preseat . / .
rates. L R
We believe that consumers should be aware oi‘ the appl:.canon o
of funds which they are asked to provide. The applicant ‘will actually
receive less than half of the extra revemues this increase will
provide. With the minor exceptions noted in the margin,” 'nearly |
half will go to the federal govermment as incdme‘ tax. Only applicant’s
half is available for supplying the labor, goods, and capital needed
in the performance of applicant's obligatio-zs o the consuming public., -
We £ind that' : :
1. Even if the staff prevailed on each diSputed issue the _
record would not support a finding. that a ra.te .mcrease of less ‘than
$0.803 million per month is fair and. reasonable-, | : [/
2. Applicant has outstanding short—tem debt and m.ll have
insufficient funds to pay this obligation when' d.ue, u.nless it can
issue bonds as planned.
3. Applicant has budgeted reductions in construction and
maintenances; those reductions will impa.ir applicant s service =
obligations to its consumers. ‘ ‘ o
L. Even if applicant reduces its dividend payment to its
parent corpora.'c.ion to $5.3 million, as recomended by the sta.fi‘ it |
will still require at least $9.7 million in bond f:.nanc:.ng w meet
its current obligations. | : ‘

L/ The actual figure is 47.09 percent. Less than % percent of
this is siphoned off by increased uncollectibles (i.e., consumers
who do not pay their bills) and less than 8.68 percent is
attributable to the Califormia. corporate franchise tax.
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5. At present rates, applicant can meet but not exceed the
minimum legal standards to issue $9.7 million in bords within 3.
months after the date presently fixed for the expiration of its
short-term line of. credit. : o

6. It is highly unlikely that applicant will be able to issue
bonds at interest rates and terms tolerable to customers if its ,
earnings do not exceed the minimm interest coverage standard ‘by a.
Substantial amount.

7- If applicant issues only "‘9 7 million in bonds it will not
increase its presently budgeted constmction or malntenance levels; .
nor will it rebire any laid—off employees or place any more on mll
work weeks. . S

8. The rates established here ‘may allow applicant to earn
as much as 9.0 percent on rate base; no lesser return could. now 'oe
found reasonable. - |

9. There will be some diminuta.on in the revenue allowed by
this rate increase by reason of changes in calling. patternS° the
record does not permit an estimate of this effect sui‘ficient to
require a change in method of surcharging adopted in. D.8l»602. _

10. It is necessary and reasonable to ensure that surcha.rging
does not, by reason of some unanticipated change, produce excessively
high returns to applicant. ‘ |

1l. It would be uni‘air to applicant t0o postpone adopting the
undisputed portion of a rate increase while remaining ‘issues a.re
being considered. It would be in the public interest o allow
‘applicant €0 resume normal maintenance and constmct:.on. L
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12. It is necessary to ensure that. any. additional "toll:Settle~
ment revenue which is received by applican‘b as a result of- ‘orders
in A.5521L is offset against the relief authorized’ herein.’ That can
be accompln.shed by a formula which decreases appl:!.cant's surcha.rge
revenue by $48,600 for each $1.0 million of add:.tion.a.l toll reve:me ' /
granted Tke Pacific Telephore & Telegraph Company on an annual -
basis; no further hearing will be necesssry to establ:i.sh the amount of
surcharge decrease. once an order in A.5521L is issued. . |
13. The stipulation proposed by applicant :(.s fair and reasonable _‘ :
and should be accepted.

o 14k. A surcharge of 27.33 percent, and a cancellation of the
presently. am:horized surcha:ges will produce add:.tn.onal revenues of
$9,639, 000 amnually. | . | :

15. Applicant's present rates with authorized surcharges w:.ll

be, for the future, unjust and unreasonable; the rates with 'che
surcharge established herein, together with the conda.tions set out
in the ordering paragraphs which follow, w:.ll not be excess:we or-
unreasonably high. . ;
Conclusions

L. It is not in the publ:Lc interest for a u'tz.l:.ty to be
dependent on the goodw:.ll of a short:-tem lender for an: exbens:.on of.‘
the term of an obligation it cannot repay because ea:rm.ngs are
lnsufficient to allow it to issue 'bonds at :.nterest ratesr and u:nder
terms acceptable to customers and lenders' such a s:.tuat:non
constitutes a financial emergency and entn.tles the utility to ‘interin o
rate relief. A : ‘ ' ‘

2. Once the minimum amount of pemanent rel:.ef can be «
calculated with reasonable precision, interim rel:z.ef can e set a:t _
that amount, rather than being limited by the last authonzed rate f
of return or the amount necessary to neet the emergency- o
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. 3. Once it is demonstrated that a ut.ility is, w:i‘.thout d:bspute, o
entitled to a certain amount of rate increase, the Commission need
not defer granting such increase for consideration of issues which
would not reduce the amount of undisputed mcrease, if such delay'
would cause or Prolong a financial emergency. :
4. No retroactive ratemaking was :.nvolved either in D. 8&662 or
in this decision. ’ ' o
5. Applicant should be authorized to increase its rates. by -
a surcharge uniformly applicable to all. California intrastate b:.llings
except for directory advertising semces. - o
6. Applicant should be required to reduce its surcnarge /
to offset any revenues received as a result of A. 55214-

INTERTM ORDER ON MODIFTCATION -

IT IS ORDERE'D thats - :

1. Applicant is authorized, on or after the ei‘fective date
hereof to file in accordance with General Order I\ao. 96-A the tar:x.i‘i‘
schedule attached hereto as Appendix A and to make the tariff ‘
effective for sexvice rendered on and ai‘ter the date o:E‘ filing. 'I'he
surcharge revenue collected under the ‘cariff shall not be: suba ect. -
to settlement with comnecting utilities. The surcharge shall be of
no further force and effect on the effective d.ate of a f:mal order
herein. ‘ CoL .

2. Applicant shall account s‘eparatély"for all s)ui-charge‘ o
revenues received as a result of this application and shall render .
such reports and projections of the transactions in this account as
may be required by letter over s:.gnature of the Secretary of ‘z:he
Commission. -

3. Al ordenng paragraphs of Dec:.s:z.on No. 8&662 are hereby
rescinded. _ : , , | o *

,
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0

o~ .

L. Applicant may be ordered to. refund any or all of the
surcharge revenues received as a result of orders in this proceedlng
to the extent that the revemues received added to applicant's other
intrastate revenues produce a bigher rate of return, afver ratemaking
adjustments, than that ultimately allowed in this proceedlng.,-

5. The staff shall by late~filed exhibit indicate the: 1mpact
on +he surcharge~of revenues received by applicant as a result of
any order in Application No. 552LL; no further hearing_will be
scheduled for copsideration of surcharge reduction on that grcunds.

The. effective date of thlS-order is the daxe hereof.
Dated at Fragd , Calz.fom::.a, this /6 =
DECENBER —  , 1974 ‘

. Commissioners <
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APPENDIX A

Applicability o - L
Applicable to customer's intrastate billing for services =
rendered, -except classified directory listings and. advertising. . .-
Within the territory served.

Intrastate billing surcharge effective Decembes 17, 1975 and
until further order of the Public Utilities Commiseion of the
State of Califormia. P S S
P'ercenm e Rate

CRT.33%




