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BEFORE THE PUBLIC UTILITIES COMMISSION OF '.T.'HE STATE OF CALIFORNIA

In the Matter of the Application of )]
The Pacific Telephone and Telegraph
Company, & corporation, for telephone - Application No. 55214 _
sexvice rate Increases to offset . (Filed September 30, 1974;
increased wage, salary and associated ) . amended Decemberwl?v 1974)
expenses. _ . \ |

)
Investigat:’.on on the (:omission 8 )
own-motion into the rates, tolls,
rules, charges, operations, costs | o
separations, inter-company settle- \
mentg, contracts, service, and . - . Case No. 9832 .
facilities of THE PACIFIC TELEPHONE (Filed November 26 1974)
AND TELEGRAPH COMPANY, & California _
corporation; and of all the tele-
phone corporations listed in =
Appendix A, attached hereto. J _

(Appearances are listed in Appendix A

OPINION

In this application The Pacific Telephone and “"elégraph
Company (Pacific) originally sought rate relief totaling $83.8 million,
but on December 13, 1974, Pacific filed a substantial amendment '
requesting total relief of $97.9 million. -

No changes are proposed in basic monthly exchange serv:f.ce
rates. Increases are proposed for service comnection charges, moving
charges, certain changes of customer's sets, and in-place connection
charges. There are also proposed revisions of charges for line
extension and sexrvice comnection facilities in suburban areas, and
certain increases and changes in intrastate message toll service, o
discussed at greater length below. ' o
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The requested $97.9 million rate :reiief represents a
4.2 pexcent increase in total local and toll intrastate revenue.
The chart below, taken from Pacific's Exhibit 2, shows a breakdown

of the $97.9 millfon by major rate components and the pa:cem:age
increase of each component:

The Pacific Telephone and Tele?aph Company
Application No. 552
Rate Relief Requested by Major Categories

: - Dol]m‘.'u. L
Catggog Increasgse.

Sexrvice Connection, Move and
Line Extension Charges - - $29.0 . 25 37. o
Message Toll Telephone Sexvice sz 6.2
Residence Extensfons 9.1 25,00
Touch-Tone Calling Service | w257
Private Branch Exchange Service 7.4 8.6 -

This decis:[on awards relief in the amount of $65. 2 million
based on a 12-month test period ending June 30, 1975. Calcnlation of
the additional revenue necessary is set forth in Findmg 2; the g
results of operation and the effect of the adopted rate spread are '
set forth in Appendix B, page 1, which shows the adopted total company

anoumts and the resulting adopted amounts for intrastate results of
operation. .

Preliminary Matters

Although the ception of this application suggests th:{;s :.s
an offset proceeding, this is not ‘a proper description of f{t since :r.t
involves a new test period and therefore new analyses. of results of
operations for that period. A rate Increase applicata.on is pot an
offset proceeding simply because no increase in rate of return is
sought. (Pacific Tel. and Tel. Co. (1975) ____ CPUC o
Application No. 55492, Decision No. 84938 dated September 30 1975 )
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Because of the scope of the relief requested the Commission‘
iritiated Case No. 9832, an investigation of Pacific's rates, service
and facilities, etc. on November 26, 1974 and consolidated it with
this application. Several independent telephone company respondents
in this ca.se-/ filed a written motion requesting us to. amend the Oxder
Instituting Investigation so that it would exclude any issue relating
to modification of the toll settlement agreements between Pac:[f:’.o and
the independent companies. |

The examinex correctly denied this motion. The ,independent"
telephone companies are properly before the Commission on this :tsSue‘—,
in a proceeding designed to investigate rates generally. (See.
discussion, Pacific Tel. & Tel. Co. v PUC (1965) 62 Cal 2d 634, 675;
44 Cal Rptr 1, 401 P 2d 353.) The fact that the various pet::'.tioners
may have to expend sums to protect their interests is not an unusual
occurrence for a company which is part of a regulated {ndustry. The
Comnission must fulfill its obligations to set reasomable rates,
including joint rates under Public Utilities Code Sectioms 728, 766,
1705, and other pertinent provisions of law.

Another preliminary consideration is the petition of the
staff for an examiner's proposed report, opposed by Pacific. The
staff wishes such a proposed report because of the complex issues .
(raised by the staff) concerning tax treatment, discussed elsewhere
in this opinion. Pacific points out, among other things, that
examiners' proposed reports have generally not been employed in rate
relief matters, even when they are complex, and that the tax treat-
ment issues werc treated exhaustively in Decfsion No. 83162 dated
July 23, 1974 (Applications Nos. 53587 and 51774) » and therefore such
issues, however involved they may be, are hardly novel

1/ Calaveras Telephone Co., Dorxris Telephone Co., Ducor Telephome Co.,
Evans Telephone Co., Happy Valley Telephone Co., Hormitos Telephone
Co., Livingston Telephone Co. of Califormiaz, Mariposa County - .
Telephone Co., The Pondexosa Telephone Co., Sierra ‘J.‘elephone Co.,
The Siskiyou Telephone Co., and The Volcano Telephone Co. .

-3
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We agree with Pacific's arguments. We have afforded Pacific
ac expeditious a schedule as possible, considering the issues raised,.
the parties involved, and our own workload. Pacific's amended
application, with proper supporting documents, was f£{led on
December 13, 1974, and we began bearings before Comissioner Holmes
and/or Examiner Meaney which were held on various dates through June 6,
1975 in San Francisco, Los Angeles, San Diego, Fresno, and ‘Sacramento.
Closing briefs were due July 21. We should now proceed directly to
our final decision, without consuming the time required to issue a
proposed report. The mot:ion wn'.ll be denied.

Rate of Return

Pacific's rate of return of 8.85 percent was established in
Decision No. 83162. 1In this proceeding, Pacific seeks no change in
this return. The staff did not specifically advocate a lower return,
but in its opening brief it invited the Commission's attention to the
fact that the Commission, in Decision No. 83162, _consfdered; the
prime rate "of prime importance" (mimeo. p. 19) and that, on June 9,
1975, we took official notice that the prime rate had ~dropped to

6-3/4 percent. Im its brief the staff said that it supported any
other party advocating a lower rate of return. No other party m.ade a
specific recommendation of a £igure below 8.85 percent. A

The rate of return camnot be altered based on this record
The prime rate fluctuates const:mt‘.!.y. As of m:r.d-Sept:ember it bhad risen
to a range of 7-3/4 percent to 8 percent. Vere we.to continually
adjust xates of return based on the changes in the prime ‘rate, or
because of any other ome factoxr, we would fail in our duty to weigh
the many considerations we have consistently found important in-
determining rate of return, and would cause interminable confus:f.on
ard extra expense to the utilit:!.es (and to the ra.tepayers) w:t.th
con.stantly fluctuating rat:es. -' N o
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Wkat annual rate of return will coustitute ‘justfcdmpens'ati'or_x
depends upon mavy circumstances. (General Telephone Coﬂpany (1969)
69 CPUC 601; Pacific Gas and Electric Company (1971) 71 CPUC 724. )

Any party wishirg o adjus" & rate of retura should make 2 complet:e
showing on this issue. No such showing was made here. ‘Rowevex, 1o

view 0f the Supreme Ccurt's opinion in City of TLos Angeles v PUC
(December 12, 1975, S.F. No. 23215) __ Cal 3d ___, we’ will, in
supplementary nearings, take further tevtimony on whether rate o‘
return should be adjusted vis-a-vis the issue of determmng the
method of calculatn.ag Pacif:.c s tax ln.ab:.l:.ty fo:.' ratemak:.ng purposes
(see d:.scass:.on infra). ‘

perating Reverues | R

The company‘s operating reveaue fo-ecas.. is essentia.x.lv o
based upor a month-by-month review, end indl udes histerical month.'!.y
date from past years (Exh. 20, Paxt ZI, Section B). Econo:n_c and
telephone volume forecscsts for fature pexriods include many e.:-tmq"ev
of general economic fectors, such as a "deterioration in the short-
temm outlook for the California ecoromy” (2xh. 20, Part II, Section C,
page 1) caused by the kigh inflationary = rote and various restrictive
ecozorie measures designed to control it. The company. a::r:.v&d at a
revenue estimate for the test vear of $3.13 bilhon.z_ : ‘

The staff’s revenue estimate exceeds Pac:.f:‘.c s by $" 5.4
ofilion, or 1.1 p\,rce*t. The steff is critical of the con':pany s
method of estimating ou the besis that it £3 a “short: wew wc;..,ch
will not mecessarily be icdicative of future conditions. |

The staff developed its estimate using l2-month moving
totals up to the effective date of Decision No. 33162 (August 1z,
i974). Thke staff then added the znmualized net effect of reveaues
authorized in Decision No. 83162. 'l'h\, s'"w. £ also trended '—evem:e R
per aversge company station. o S

The compary arguss that the staff's method faa.lo to cons-'d
the falloff in growth of dusiness activity, wh.‘.ch occ-.:xzred .\.rom

2/ Estimates are rounded in the discussion t~e<:1::£on of tn...s ODina.O"'
for convenience only. Waen &n estimate is adopted, the actuz
axnd not the roundd figure Is ,.doo..bd F**"ﬂ tes ax | ¥OYX t'nev |
cotal company wmlocs othorwise dA.CE\...'..‘ I

<S-
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fugust 1974, and that recorded data after August 1974 (not used' b'yi
the staff although it was available) demonstrates this falloff .
Pacific also points out that the staff witness conceded: the later
data showed a slowdown in busimess growth. Pacific points out that
the staff witness testified that later data demonstrated a £alloff
of 61,000 coupany stations (compa.red to the number used to make the
staff's original estimate). :
We adopt Pacific’s revenue estimate for this proceeding.
We consider that it better reflects the short-run business downturn
Past b.istory of Pacific's estimates demonstrates that the methods
used by Pacific have proved accurate, when compared with recorded
figures. Effects of increased directory advertising rates, effective
January 1, 1975, and the timing of local calls, which will start in
selected aress in the second quartex of 1976, are ins:.gnificant for
this test period. These items will be ana.lyzed in’ future proceedings.
Interstate Toll Revenue Estimates
) Interstate toll settlement revenues are admin:.stered by the
long Lines Department of American Telephone & Telegraph Co::q:»any (AI&’I‘).
Each ATS&T operating company is reimbursed for its expenses and ‘taxes
and receives a return associated with its interstate investment |
The difference between staff's and company's: estimates for
the amount of such revenues results from: (1) different estimates for :
Pecific's expenses, discussed elsewhere, 2) application of d:.fferent -
AT&T rates of return in maln.ng the calculation, and (3) d:.f‘erent
seperetions ...actors. : : e
The staff applies an 8. 75 percent pro foma interstate .
rate of return to the Bell system' on the basis that AT&T
was granted an 8.74 percent interim rate of retum by the Federal
Commica.tions Commission, as of Maxrch 9, 1975.

Pacific employed what it believed to-. be an effective rate
of return of 8.38 percent.




A.55214, C.983’ ep

Since we are a2dopting Pacific's reverue estimate, we w:.ll
us'e Pacific's 8.38 percent estimate. We belfieve it is more’ represen
tative for the test period. | I
Ms.mtenance Expense ‘

\  Maintenance expense is the largest operating expense item
for Pacific, and the amount which should be found reasomable was
heavily contested because of the differemce between the company's
estimate ($688 million) and the staff's estimate ($669 milli‘on).v

Pacific's estimate was based primaril ly on 2 budget view for
a l2-month period. Pacific's witness on this su'bgect, Mr. Joses, -
stated that ke used 12-month periods ending with Jtme 30 of each yea::,
to be consistent with the test period, in order to compare the 12-month
budget view with recent trends. Pacific's test year estimate includes
whzt it c¢iaims to be defexred maintenance, caused, accordmg to
Pacific, by its recent financial condition. This causes an increase
of over 10 pexcent from the 1974 to 1975 company budget (Exh 31,
Table 8-C). The company witmess stated that the charts. he develooed
in a rebuttal exhibit (Exh. 62) demonstrate that Pacific's estimate
is closer to the long-term trend than the staff's.

The staff is highly critical of Pacific's development of
the estimate for this item, basically because in a “budget"’_ estimate,
long-texrm trends are given insufficient weight. The staff pomts out
that since xzanagement has cortrol of maintenance expenses, ‘ gement
decisions can infliuence short-renge trend lines, to the advantage ‘of"
the company in any given test pexiod. The staff a.rgues tbat while
Pacific claims an increase in meintenance estimates due to deferred
maintenance probiems, Mr. Joses, on cross-examination, stated tbat
there was no reason why an overall upward trend in total maintena.nce
expense should be any steepexr :Ln the future than it: was m the past.
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The steff further points to the fact that maintenance per.
compeny statfon 15 not increasing as fost as formerly (there is a
filatter upward txend since the begimming of 1974) and- “chat“th:!.s is
due, among othexr things, to the fact that total maintenancc hours
are decreesing (Exh. 93). Thercfore, argues the staff, a wage
increase chould nmot influence minuenmce expense trends as sh.arply

in the past.

The company exriticizes the staff's estizate on the ‘be'.s;is ‘
thet it makes mechanical use of trending theories (based, primarily on
12-month moving totals), and that the staff, in using & line-of-sight
technique on an extremely small graph to levelop a trend, could omly
produce the crudest information. Yacific aiso ssserte that the staff,
in plotting movieg totals from ecembexr 1873 to December 1974 selected
a period during whick majatenzace expense increased at a slaver rate
then would be indiceted by a similer plot beginning in 1871.

"T"™""We adopt the company's figure. We agree that thc-. stass! ,
treading pexiod extended over a period when the increase in :na‘.ntenc.nce
¢osts was relatively slow, and also that the sta_ff 's esc:.mate‘ ina_ae- ‘
quately considers short-range problems of deferred maintenance. /
Pacific's estimate is to a certain extent more comsistent with known _
trends over the last four years, and as we mentioned in our immediate /
preceding decision regarding Pacific's rates (Decision Nd- 83“].62‘ .
aimec. p. 22): "Our continuing concern with adequacy of serv:.ce

causes us to be somewhat more gemerous in regard to ma;nt:enance
expense." ’
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Traffic Expense -

The staff estimated traffic expense as $8 049 000 less than |
the company, before adjustment for 7-1/2-hour operatoxr shifts.
The staff used recorded data through December 1974, and developed
its trend on the basis of 12-month moving totals.

The company considers the wage increase granted to be too
large to be included in such trending, and is particularly "c‘r:l“.tieal“
of the staff's failure to annualize the $2,128, 0'00 increa'se in operator
expense for the test period, resulting from- shorten:‘.ng of operator |
tours from 8 to 7-1/2 bours. ‘

The staff points to several factors which have an’ offsectmg
effect: installation of trazffic service position (TSP) eq_uipment which
will improve operator productivity; the eligibility of an addit:’.onal
1/7 of calls each year for processing with TSP equ,.pment- a- gxadual
decrezse in the proportion of operator-handled calls; and Pacific s
advertising campaign to reduce needless d:.reetory- assistance calls.

We agree with the company's estimate. The offsett:.ng
factors mentioned by the staff have & gradual, long-range effect,
while the wage increase's impact is immediate and. ‘su,‘bstént‘iai'.‘, The
rates set in this proceeding are not likely to be In effect’ long
enough for the company to feel any substantial relief | f:rfom- the
productivity gains cited by the staff. |
Commerceial and Marketing Expense Gererally (Advertn.sing)

Since Pacific, for this proceeding, adopted the advertisa.ng
diszllowance from the last proceeding, there was very. lit_:tle d:‘.fferenee
between Pacific's estimate and the staff’s. The staff trended
recorded commercial expense, and made a separate trend per average
company station, then adopted the average of these two- estimates. :

This estimate, with the ad;ustments we will d:.scuss below, :'.s o |
reasonable.
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Direct Distance Dialing Campaign ‘

During the proceeding it became clear that the $1,965,000
budgeted for a campaign to stimulate direct distance d:’.al:.ng will
benefit Pacific 50 percent and AT&T's Loung Lines Depa.rtment by 50
percent, Under this circumstance, Californmia intrastate ratepayers
should pay no more than their fair share of such a campaign.
will make an additional Intrastate disallowance of $682,820 for this
campaign, reflecting the difference between Pacific's intrastate
allocation for this item and the amount necessary to allow o more tha.n
50 pexrcent of the total for intrastate. ratemald.ng.

"Design Line" Promotional Expense -

"Design Line" is Pacific's trademark for various telephone
shells, which Pacific purchases from Westexrn Electric and other
suppliers (Western Electric supplies Pacific with 21l the ,Shell's,,
including those manufactured by independent companfes). Pacific, in
tis offering, breaks with its own established precedent and offers:
these shells for sale. By contrast, Gemeral Telepbone of Califomia.
at least at this time, supplies decoxator shells to its customers
for a mouthly fee. Company witnesses were acamined carefully
concerning this approach. : S

The staff does not reccomend that Paeif:[c 'be ordered to
switch to a monthly charge system, nor ‘did the other part:’.cipants, N
but there were various recommendations concerning the rate treatment
to be afforded Pacific's expenses for this program. 'Also; a large E
volume of mail was received from the publ:f.e, primarily voicing the.

fear that all ratepayers would be made to pa.y for- the actra costs of
the progran. ‘
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Pacific's position is that it intends the Design Line
equipment expense to be borme entirely by the purchasers of the
decorator shells, and showed that the prices of the shells themselves
would, because of the price levels,3/ pay for 100 percent of the cost
to Pacific, plus a profit margin, and ratepayers not mshmg to-
purchase such equipment would mot subsidize the progranm. _Pac:f._fi’.c s
witness, Mr. Joses, stressed the need for 'immovative marketing" to’
meet competition, sud expressed the opinfon that the program would
ultmate...y be profitable enough to lessen the revenue requirement: to
be covered by basic exchange rates.

It would dbe premature of us to decide at this ti’.me tbat
Pacific should emulate Gemeral Telephone and adopt a monthly ch.erge
system for its decorator telephome shells, but we will scrut::.nize
the program closely and require reports to assure that there is no
continuing subsidy of the program from other revenues. -

The most serious problem which we must comsider relating
to the Design Line program is the promotional start-up costs. Pacific
projected a met loss associated with Design Lime of $71,000 for the
test yeax, but fuxrther projected a net profit of ' $161,203 by December
1975. Because of the test-year loss, Toward Utility Rate Normalization
(TURY) reccamended disallowance of the entire program, and the: staff
recommended that at least the promotional expense of the program
be disallowed. :

The problem with the staff's presenta.tion on this subj ect
(Exh. 96) Is that, as the city of Los Angeles points out, it is a
"heads I win, tails you lose" proposition. While the. revenues would
be tzken into account for ratemaking purposes, expen.ses would be _
excluded. Such a recommendatiom is inequit:able. Los’ Angeles poi.nts ‘

3/ Prices range from a one time cha::ge of $59.95 to. $99 95, wh..le z
the average cost per set is $39 15, according to Pacific. y ‘
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out that in any start-up of a new program, costs will be higher in
the first year and profit will not necessarily be shown (and, we
might add, revenue will be lower while the public is introduced to the
new product or sexvice). Therefore, we agree with Los Angeles that
whatever adjustment is made to Design Line should take these factors
into account. Nor can we, as an alternat:.ve :f.gnore the- program and |
disallow it entirely, for if :r.ndeed it is profitable, then the revemxes
are excluded from ratemaking. o ‘ '

We conclude that the adjustment should be in the amount
which will txeat some reasomable portion of the promotional acpense
2s a start-up cost, In the same category as 2n investment, which
should be borne by the stockholders. Any determination of this
smount must be judgmental, since it is unkmown at this time what an
"ordinary" advertising budget for this program will be. We believe
it is reasonable to disallow S50 pexcent of the test-year estimate
(based on the staff's estimate of $770,750) for ratemsking puxpose.s.
This is not the establishment of a firm rule that 50 percent of"such
advertising costs should necessarily be so treated in- future years.
As explained, we deal here with start-up costs.

An equally. important problem is monitoring this new program.
We must examine Pacific's estimates to see if they include a.‘.l expenscs '
whickh should be attributed to Design Line. From & rev:l.‘ew of the
staff's Exhibits 96 and 97, we are corvinced that Paciffc bas failed
to charge certain expemses to Design Line which should be laid at its
doorstep. The staff projects continuing net def:{.cits to the program
through the end of 1975 because it attxibutes to :tt- ' i
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(1) Additional comtact time necessary for customer
representatives to handle Design Line transactions.

(2) Incremental cost difference between the electro-

mechanical working parts of a standard ("™Model
Sgg") phone and the parts of a rotary Design Line
phone. T

(3) Iostrument change loss ~ the loss to the company
each time it replaces a standard or extension.
pbone with 2 Design Line instrument. (The company
estimates an instrument change cost of $28 for
each residential subscriber and $36 for each
business subscriber; the tariff is only $12.)

A 10 percent contingency fund for unknown expenses
in commection with the program. The subjects
encoupassed in this contingency are outlined in
Exhibit 96 and include such items as inflationary
factors; installation of tele phone jacks on the
customer's premises (required for Design Line
paones); '"Interelasticity" - viz., the effect
Design Line may have on other similar products

such as Princess and Trimline phores; extra main-
tenance and maragement costs; installment financing
costs; and costs of administering a warranty
program. | .

The staff accepted the company's revenue estimates.

The proposed increase in the change of instrument charge
(to 315 fox residential subscribers and $18 for business subscribers)
would only reduce the cumulative December 1975 deficit to $834,183,
by staff's estimating methods. ' ‘ S

The staff also notes that, in case of ‘nc}npaymen_t,. the
company will not attempt recovery of the Design Line working parts
(the non-Design Line sets are reclaimed); The stﬁff .éid not éva;iuate; :
the economic effect of the monrecovery. RN
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' In an inflationary petiod, when every effort should ‘be made
tc hold down cost increases to ratepayers, we should assure rate-‘
payers who wish no more than standard equipment. that they are not
paying indirect costs of furnishing deluxe or nonessential items,
whether they are offered by way of monthly charge or on a pu::chase
basis. While we do not accept the staff's view that all promot:tonal
expense should be disallowed, we do agree with the staff that the costs
attributed to the Design Line program in Exhibits 96 and 97 are proper
(including a 10 percent contingency for the items set forth :Ln
Exhibit 96) and believe that Pacific should de required to file reports
with the Commission which will help us evaluate the finéncial success
or failure of the program, on a basis which will, with reasonable
accuracy, include the indirect costs of the program. In makin.g these
reports, the company need not agree with every staff's assumption
in determining revenues and expenses (for example, the company need
not agree that 10 percent is the proper amount for cont:mgency) 5 but,
we will expect Pacific to estimate as best as possi‘ble such £actors as
zdditional contact time, cost difference between standarxd and Design
Line rotary mechanisms, and the contingency factoxs listed in ‘
Exhibit 96. Such reports should contain enocugh detailed infomation
go that the staff may make its own analysis and draw ics own
conclusions.

We further detexrmine that, rega.rdless of the merit of
keeping installation costs low foxr standaxd telephones, a change-of-
instrument charge for a deluxe item should fully reflect the cost of
the service. Since by the company's own estimates, a change of
instrument costs $28 for each residential subscriber and $36 for each.
business subscriber, we will establish change-of-instrument charges
assoclated with replacing a standard telephone with a Des:.gn Line
nodel, or with replacing one Design L'Lne nodel with' another wh:tch ‘
will more nearly reflect the cost of service (this w:tll not: apply to
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the replacement of a Design ILiné phome with & sta.ndaxd instment
since it would be unfair to burden a new subscriber who moves into a
location with a Design Line phome, and who does not want :Lt, to have to
pay & higher-than-standard installation charge to return to a. regular |
telephone).

We will also require Pacific to attempc recovery of r.he
instrunents for nonpayment. We do mnot require any extraordinary
measures but simply that Pacific take the sare steps to Trecover: at

leest the working parts of the phone t.hat :f.t would take regarding
3 standard telephone. :

Lifelire Advertising ‘ ‘
_ In Decision No. 33162 we orde..ed Pae:’.fie to make the public
awaxe of "Lifeline" rates. The material concerning such adver"ising
which was submitted during this proceeding clearly shows that
Pzcific's respomse to our order has been inadequate. |

As contrasted to Pacific's comsiderable telev:’.s:.on and rad:Lo
outlays for other campaigns such as for the reduetion of informtion
calls and for promotion of various classes of business secviees,
Pacific's a.dvertis:f.ng for lLifeline was confined to certain. weekly
newspapers, on the ground that these papers c:t::culate in low-income
reighborhoods and thexrefore are effective in reech:.ng those for whom
Lifeline was intended. : :

Pacific's total reli.a.nce on these. weekly newspapers is
mispleced. There is no showing that a majority of persoas in such
neighborhoods read these papers, and in any event, distributfom of this
particular type of paper is not always & measure of readership.
Additionally, the advertisements themselves a.re hardly typical Iin
interest and Ingemuity to those Pacific ereetes for markets 'I.n wh:f.ch
:Lt is more actively interested
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We have often been cxitical of Pacific’s advertising budget
and have ordered reductions. In this pw':ocee‘ding], for example, we
have not hesitated to say thet certain costs of advertising associated
with drect distance dialing and Design Line should be disallowed.
Now, however, we specifically authorize the amount of $150,000, to be
included in setting rates for the test year, to be spent during -
calendar year 1976 for Lifeline advertising in areas where Lifelinme is
offered. While we 2re not against the use of a bill insert in the.
appropriate areas, since the cost of a b1ll iInsert is comparatively
modest, we wish the great majority of this amount to be devoted to
IV, radio, and gemeral circulation (daily) newspapers, since one of
the prime objectives Is to reach those without: phones wbo would not
of course, receive bill inserts. : ' |

Not all persons of modest means live ia :f.dentif:.able low-
income neighborboods. It is common knowledge that there is a mass
aud:.e:nce available through IV, radio, and daily newspapers: which i
20t reached through specialty advert:.sing-/ and Pacific should make at

4/ Pecific itself has often maintained, for example, that it cannot
conduct effective advertising campaigas solely 'by bill fnserts
and, cexrtainly, for many services, this is true. Pacific preseanted
adeq_ua..e evidence to show the revenue-producing effects of some
of 1ts Tecent major campaigns. For this reason we disagree with
the staff’s comment (opening brief, p. 27) that we should generally
call into question the efficiency and necessity of Pacific’s
wajor media campaigns. While we will always scrutinize carefully
the extent of such campaigns, and their revenue~producing’
effectiveness, we are hardly prepared to tell Pacific that it is
foreclosed from mass advertising. It is inconmsistent of the staff
to argue, on the one hand, thet it is generally questionable for
Pacific to engage in multi-media advertising, while arguing, on
the other hand, that Pacific has failed in its public duty
regaxrding Lifeline service because it has spent no moaey on such
advertising for Lifeline (sta.ff 's opening brief, P- 60).‘ =




A.55214, c.98’ ep | S - . |

least some minimally adequate usage of such medfa to reach this
audience. Since the availability of Lifeline sexrvice is restricted to
four metropolitan areas (San Francisco Bay area, Los»Angeles, Orange
County, and San Diego), with eight other areas to be added in five
yeaxrs pursuant to our oxrder in Decision No. 83162, there is no problem
in locating the general areas to be reached. '

We expect Pacific, in making use of the amount allowed, to
cumploy the same ingeruity arnd imagination in preparing TV, radio, or
newspaper copy for this subject that it would use regarding othex
campaigns, and considering the size of the budget. We hardly expect:
that Pacific should wish to sPend the amount of money selltng a service
with a low return, such as Lifeline, trat it would spend on a. campaign
for a class of service which‘might produce con,iderable revenues, and
we bave selected the amount to be devoted to Lifellne with this in .
mind. Nevertheless, as a matter of public serviee we are firmly _
convinced that Pacific should devote at least some funds to. massAmedia
advertising of Iifeline. : ‘

We are not expressing an opinion that the exact 1eve1 of
expenses we have set for calendar year 1976 meed necessarily be
maintained in future years, but at the same time, we think that as
Lifeline is introduced into new areas over the mext five. years purouan*
to our previous ordex, there should be at least a- brief minimum mass
media campaign in each arxea announcing,its availdbxlity, plus at least L
one bill insert in such areas. ‘ : ‘ |
Qperatlng Rents _ =

Pacific *ecently-made another departure frmm its normal
operating policy, and leased its new regional headqua:ters‘at_ ‘
1010 wilshire Boulevard, Los«Angeles,'at‘ahwannual‘net‘cOStfofV‘

“17-
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$1.5 mill:!.on.é/ ~ Pacific also leased a mller‘r;egiona‘l' ‘building in
Buena Park for $300,000 per year. - -

Before proceeding to discuss the difference between the
staff and the company regarding how these leases should affect
trending of operating rents, we wish to dispose of the inference in
the staff's brief that some sort of policy disallowance should be made.
While, in an ll-page analysis (Exh. 66), there is a oﬁe~page mention
of "corporate identity"”, various alternatives in the Los Angeles
downtown area were investigated and this choice proved the least
expensive available building. The company also considered moderniza-
tion of its present regional office, and found this to be the ‘most
expensive alternative. The various choices are summarized In
Exhibic 66, page 5, as follows: I RN

5/ The total ammual expenses are actually: rent, $1,847

600; taxes
and operat costs, $737,000; less parking income, $§6,000; |
total, $2,488,600. From this is subtracted the total present

operating expenses of Pacific's present locationm, 740 South Olive
Street, which amount to $1,325,200 for the test year, since there
is an interim period of overlapping leases, and $1.1 millifon .
thereafter (Exh. 66, p. 8). | o e e
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Location .~ Lost . -~ Remarks

Modexnize 740 S. Olive St. $3.'SOM' Cost reflects code
‘ . requirements and air
condit:[oning ‘

Security Pacific Plaza 3.18M(1) Space: not’ a.va:f.lable

on' contiguous. ﬂoors.f:‘. a

United California Bank 2.86M(1) - Good: quality- space.
‘ ‘ S “Other tenants. e o
Broadway Plaza 2.524(1)  Good quality space.f’-
: _ - Other. tenants.. B
1010 wilshire 2.49M(2) . Good qulity Space. j
Sole occupant.

(1) Costs are based on offers received in .J’anu.ary
1974 for a 10-year term subject to remegotia- .
tion. Included is cost of maintaining present
garage opexration and leasing suitable stxreet |

level space elsewhere for employment or public
offices.

(2) Cost based on current offer with a 30-yea:: term

Pacific's witmess took the position that the re-fer_enee to
corporate identity bad to do primarily with selecting a convenlent
and attractive location in oxder to attract high-caliber employees. &/
The zge and condition of Pacific’s present building, accord:[.ng to the
company, had presented a problem in this regard. ‘

While we do mot intend in this proceeding to make any policy
adjustment, we agree with the staff that,at some point, continual
dependence on long-term leasing may have mdesirable long—tem effects
on expenses, and we should closely scrutinize it. The company has

6/ Exhibit 66 does not bear out this contention s:[nce the" sentence
referred to (Exh. 66, p. 7) reads:

"Prominent location with unique and- beaut:.ful ext:er:f.or
will provide an excellent corporate identity."_ -
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annoucced plans to lease space for a Noxrthern Regionsl Headquarters
in San Francisco (to be occupied beyond the test yeaxr). The.
coupany's rationale for increasing dependence on long-term" leases
for major buildings is that its study shows that {f the current cost
of debt is 8 percent oxr less there is an. advantage to owning such
facilities. While interest rates are ‘expected to remain relatively
high for the indefinite future, Pacific cannot necessarily assume
(nox can we) that they will imdefinitely be at the level of 9 pexrcent
oxr above (as it was at the time the decision was made). Further,
although Pacific pays millions to AT&T under its license contract,
and although AT&T, in 1971, asked tbat the operating companies
consult before leasing large buildings (Exh. 82), Pac:.f:.c failed o
heed this xequest before making its decision.

And although we agree that the selection of the 1010
Wilshire location appears proper in this particular case, Pacific
should remember that factors of corporate identity and aesthetics
should play a minimal role in selecting buildings, as compared to
the importance which might justifiably be placed on such considerations
by a company operating in a fully competitive area. We are of the’
opinion that prominence of location may be comsidered only to the
extent that it helps attract a quality work force by (1) providing an
adequately attractive euviromment and (2) eliminating transportation
problems for employees, in an era of increased reliance on pub.;.ic '
transportation.

For the above reasons, we intend to scrutinize leases for
laxge buildings, snd the selection of sites for all buildings, leased
or otherwise, carefully. We expect Pacific to investigate oot only

"downtown' locations, but other sites out of high-rent or hig‘n-cost—
of~purchase areas, wh:;ch may still be rea.sombly convenient for the
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purpose intended. The entire study for Pacific's mew Los Angeles
building (Exh. 66) appears to have considered locations in dowhtbwn
Los Angeles only. We will not consider such a restricted a:nalys:’.s
satisfactory in the future.

Turning to the econonic analysis of operating rents foxr
the test year, the staff took the position that the account was
suitable for trending and used recorded data from 1970. Om an
annualized basis, the staff included in its estimate $2 million over
1974 xecoxded costs for operating rents. The staff is of the opinion
that its trending encompasses both the new Los Angeles and Buena Parlc
leases.

The compa.ny s posit:.on is that the staff witness, :’.n £ailing .
to give particular comsidexation to these two buildings, £a:[1ed to
recognize these specific lease costs as outside the txend.

We agree with the company that the staff's trend fafls to
take into account the Los Angeles lease adequately (although the
Buena Park lease appears to be included within the trend). Attribu-
tion of over $1 million to the normal trend would leave too small an
amount to reflect othexr leasing cost increases throughout. the State.
However, s figure of $1.5 mfllion includes, as we stated above, .
$400,000 of overlapping leases which occur in 1975 only. Therefore,
the staff's estimate should be increased by $1.1 million, not. $1 5
milliion. : :

General Office S2lary and Elcgense ,

‘The staff's estimate is $1,880,000 less than Pacif:tc s,
with most of the differenmce traceable to engineexring salanes ('both
the company's and the staff's estimates exclude $167,000 for
legislative advocacy). As with traffic expense, the company ‘argues

that the increase in engineering salaries was not :f.ncluded :Ln staff
trend:tng, and tho staff d:[.sagrees.- _
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We again believe that the staff's trending fails.to give
adequate weight to the short-range impact of the sa.la.ry increases,
especially considering the length of time the rates we set here are
likely to be in effect, considering current economic condf.tions. o
The company's estimate {s adopted. :
Western Electric Adjustment

Based upon methods approved in previous decisi’ons,‘ the staff
prepared a study updating previous information to reflect rate base
and expense adjustments for Pacific's Ca.l:[forn:x.a purchases from
Western Electxic Company (Exh. 32). The net rate base adjustment is -
$49,627,000, and the met total expense adjustment is $3,033,000.

Pacific did not contest this adjustment for this particular
proceeding, and there is only a minor difference between Pacific's
calculation and the staff’s {$169,000 for expenses and $1,503, 000 for
rate base),

The staff had available later data in calculatmg the.se
adjustments and, accordingly, the staff's adjustments are adopted. -
General Service and Licemse Expense (ATST license Contract)

Pacific and all other Bell subsidiaries have a license
contract with AT&T for providing certain services such as basic
research, engineering advice and assistance, and other aid in areas
such &5 sccounting, law, financing, and other axeas where, in the
opinion of AT&T, these sexrvices can be performed more economically

than if they were bandled by each operating company. In Pacific'
Telephope and Telegxaph Co. (1971) 72 CPUC 327 (339), we said:
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"Bistorically, the Commission has rejected the per-
centage-of-revenue basis of payment to AT&T when -
determining reasonable expenses for the purpose of
setting rates for Pacific. Although over a period
of yeaxrs the percentage basis might result in
average charies that are reasonable, the end result
in a particular year at a particular level of
rates may not be reasomable. For example, a ten-
pexcent increase in Pacific's telephone rates
would result in a tem-percent increase in payments
to AT&T for exactly the same services. In lieu of
the pexcentage allocation basis, the Commission
gemexally has based its prior decisions on a
determination of actual costs to AT&T for the
services rendered to Pacific."

Pacific has paid as much as 2-1/2 percent of its gross -
annual revenue to AT&T under the comtract, although recent payments
heve been 1 percent. Then during the test year, ATST changed its'
method of assessing the operating companies, except for Bell of
Canada, to am allocated share of total costs. The Canadiancomp&ny
continced on a percentage basis. . o

The staff's estimate is based on trends which take into
account past experience, inmcoxporating the rate of cost increases
over the last few years. We agree that this is a reaé’ohable'gppr‘oach,
and adopt the staff's estimate. | | B

Apparently, Pacific believes that the staff made a separate
adjustment or disallowance for Bell of Canada. This is not the case;
the staff simply included Bell of Canada within the trend, and om a
‘trended cost basis, regardless of the fact that Bell of Canada
continued to pay on a percentage bacis (it is noted that Bell of h
Canada has now terminated its license contract a:rran_gemén_t with AT&TS
therefore, the problem of a separate method of payment will not be
present in the futuxe). . o e
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Lien Date Adjusment
~ As the company's opening brief (p 55-56) points aut: based
vpon the California State Board of Equalization's assessment of
Pacific's property, the staff and Pacific reached agreement .on
the fact that the net effect was to increase Pacific’s federal income
taxes during the test yeaxr by $1,648,000 and the California corporation .
franchise tax by $362,000. These changes are adopted. ‘
Net-to-Cross Multiplier '
The net-to-gross multiplier is a factor used to compute the
gross revenues necessary to increase net revenues by one dolla.r-
For computation of the California corporation franchise tax (CCFT)
coxponent of the multipliex, the staff used an :.ncremental tax rate,
as it has done in the past, rather than an effective tax rate.
Pacific disagrees with this approach, pointing out that the staff
otherwise used an effective tax rate in calculating the amount of
' CCFT for the test perfiod, and that an incremental rate "erromeously
assumes that a change in total Bell system unitary income for CCFT
purposes, and thus {n Pacific's CCFT, will come about oi:xly'by’ a
change in California revenues” (Pacific's opening brief, p. 34).
Pacific pcints out that many rate increases, totaling $914 m:x.llion
bave been granted to Bell system companies, and ma.ny rate increases
are pending. :
Pacific does mot present us with a change of c:’.rczmstance
by showing us that many rate increase cases are either. pending ox
have recently resulted in rate relief throughout t:he' Bell SYstem.
This bas elways been the case in recent yeaxrs. We used an incremental ‘
rate in the previous p::oceeding when economic circumstances 'were
simflar, and such a rate was used by Pacific in past cases. We do
not believe that we should change to an effect:f.ve t.ax rate based on
this record. The staff's calculation is adopted. _ '




Expenses Connected With Divestiture litigation

The United States Department of Justice has commenced a
divestiture suit against AT&T which, if successful, would require
AT&T to divest itself of Western Electric and Bell Laboratories.
(It is waclear whether the Justice Department actively seeks an order
requiring divestiture of the operating companies.) '

The staff wishes us to place Pacific on notice that since
the defense of this litigation can only benefit AT&T's stockholders,
any amounts charged to Pacific by AT&T should be disallowed.
| Whethex presexvation of the existing corporate 3tructure
of ATST would also bemefit the ratepayers is certainly controversial.
On this record, we are not prepared to make a final decision that
there are no benefits at all to the ratepayer, but in order that we
may carefully consider this problem in the future, we w:‘.ll ‘order
Pacific to be prepared, in forthcoming rate cases, to furnish for the
record the amounts actually spent, the amounts projected to be spent
in comnection with this suit, and how the operating compam’.es are
charged for the expense (f.e., whethexr it Is included in ln.cense
contract payments or billed separately). Of course, we will wish
information on any sums spent directly by Pacific on this 1itigat:ton,
including Pacific's best estimate of the financial value of the t:f.n:e |
:anolved in defending the suit.
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Menazenent Salaries ' _ ‘

The staff claims that Pacific was imprudent in accepting
4 recommendation by its personnel department in mid-l974 which' granted
an 8.3 percent salaxy increase to management (nonunion) personnel. |
The staff argues that a more responsible course, in view of the
economic situation, would at least have been deferral of the increase,
and that, even without the new wage scale, Pacific's ovn survey . showed
that its management group was paid about average among the: forty
coxpoxations surveyed. : :

Pacific states that the :f.ncrease waS :Ln 1:!.ne wu.th t:hat
granted to union employees and was necessary to prevent undue
compaction or even overlapping salary levels, resulting in: simtions
in which some nonmanagement persomnel would earn more than their

supexrvisors. Pacific also argues that its survey shows t:he ra:l’.se was
in line with general trends. ‘

We do not believe an e.cross-the-boaxd disallowance is
warranted. An 8.3 percent management salary increase is not out of |
lime to maintain reasonable levels and attract personnel to nacagement
positions in an ere of unusual Inflationary pressures.= -

This does not mean, however, that we will always considex
it necessary or proper for a utility to match, dollar-for-dollar, &
unfon-contract-wage increase with a management salary boost. And,.
regarding Pacific's "compaction™ argument, we note that it cert:ainly

does not zpply to top-level executive salaries, wh:[ch we will continue
to scrutinize c:losely'.8 ‘

7/ The Federal Reserve Bulletin for September 1975 (page A-53) shows
that for the period from January 1973 through July 1975, the
Consumer Price Index compiled by the Bureau of Labdbor statistics

rose 19.27%, and the wholesale price index for the period January
1973 through August 1975 rose 42.07.

8/ We note our statement in the recent Pacific Gas and Eleetrie
Company decision (0.84902) that salary amoumts In excess of

$100,000 will not de recognized for ratemaking purposes. This
rule applxes to Pacific, which has two salaries over $100,000, the
total overage being $105,000. No separate adjustment is necessary
in chis proceeding for tnis amount because the size of Pacific'’s
rate base means that the adjustment would be too small to affect
rates. We will continue to scrutinize the.effect of such salaxies.

=26~
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Computation ofywages by'Subeccount' , .
Since Pacific has stated that increased wage coéts; more’
than any other factor, prompted this application, the staff”pr0poses
that the company be ordered to file wonthly reports of wages by
subaccount. :
Pacific replies that it has never analyzed wages on. thxs

basis and to do so would require costly cbanges in company accounting
procedures. ' ' '
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We disapprove this request. Such detail is not required
Oy the Uniform System of Accounts, and furthermore, it is difficult
to see how it would be of value, at least if the staff's normal
estimating and trending practices are followed In future applications.
The staff has traditionally developed its trends and estimates by
account oumbexr, with each account containing all expenses, including
wages, associated with it.

Depreciation Expenge :

| After making its own calculations and- analyzing those of
Pacific, the staff adopted Pacific's estimate of depreciation expense,
except for a minor variation in the adjustment for common utility
plant, which amownts to a difference of only $4,000 (Exh. 31, Table
14-A). The adjusted depreciation expense figere of $421 9lﬁ 000
(the staff's estimate) is adopted.
Miscellaneous Operating Expenses

In addition to operating rents and genexal service and
licenses (both of which are discussed elsewhere), Chaptexr 11-B in. |
the staff's Exhibit 31 contains an amalysis of certain other accounts
which do not require lengtby discussion.

The staff's analysis of instrance accounts included certain
premium increases occurring in late 1974, which were not covered by
Pacific's estimates. ILikewise, the staff's estimate‘of the accidents
and damages account includes actual 1974 experience. The staff's
estimates exceed the Pacifie's by a total of 3192 000. These estima:es
cre adopted.

For relief and pensions, the staff's estimate is 2 2 percent
or $4,768,000 lower than Pacific's due to (1) an adjustment to reflect
lower accruable payroll commensurate with differences on estimates
for expense items that include payroll and (2) the staff's evaluation
which attributed a higher percentage of payroll to capitalized 3
expenditures. Since our adopted results are in’ line with Pacific s
as to payroll items, we wiil adopt Pacific's estimate.
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Tax Estimates

This discussion concerns differences im taxes other than
those which result from different estimates of revenue and expenses.

Ad Valorem Taxes. The staff's estimate i{s 2.1 percent

lower than Pacific's. The staff used the 1974-1975 £iscal yea:;
billings which became available in December 1974. The staff's

estimate Is adopted. ‘

Payroll Taxes. The staff's estimate for this ‘account is

. 1.8 pexcent lower than the company's, resulting from different trend:{ng
by the staff for accounts including payroll expense. Again, since our
adopted results for payroll accounts are bastcally those. of Pacific

we adopt the company's estimate for this account.

Separations |
In this section we deal with issaes relating to apportion-
ment of total company investment, revenues and expenses between
interstate and intrastate operations.

Plant in Service. The largest difference between company
and staff calculations concerns sepzrating telephbone plant in serv:.ce,“
which iIs the largest component of rate base. Pacific used a factor
of 0.2097 while the staff employed 0. 2138. The resultmg difference
in dollers for the test year is. $33,777,000. |

The staff witness testified that he developed his factor
using recorded data from 1972 through 1974, and applied least squares
trending methods to it. He also developed a visual, or graphic,

estimate which he stated checked w:f.th the est:f.ma.te that :r:esulted
from: the wmathematical a.nalysis.
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Pacific 18 eritical of this reault on the basis of recent |
recorded data and the fact that each of several other estimatiug
methods yield a lower factor. Pacific {ntroduced Exhibits 42, 43,
and 44, each of which contain least squares projections based oo
recorded data for different perfods. On cross-examination, the staff
witness, Mr. Evans, stated (Tr. 1222):

"My analysis of Exhibits 42, 43, and 44 is that these
are three exhibits that show least. square progect:.ons

that yield an n.nte*state factor in the range of
-2121 to .2126.'

We believe the company's proposed factor is too low, but
thet it bas shovm that the staff’s factor is too high. While it will
probably eventually reach the staff's suggested level we ¢annot
assume under current economic conditiomns that we are setting rates
for a few years into the future. On the other hand, the company
relied in part on 2 minutes-of-use study, the details of which the
company witness was not familizr with, and Exhibit 79, g:ra.phs pre-

* pared by Pacifn.c to justify its development; shows on its face that
its projections are not typical of recent recorded results.

We adopt the lower end of the range calculated. by the staff
witness from Exhibits 42, 43, and &4 (0. 2121) as an approprmte factor
for the period that the rates found reasonable here are lz.k.ely to be in
effect. |

Other Factors. The staff's separations factors for ot:her
factors were based on use of later recorded. da.ta. and. analyzed with
regard to lomg-term tremds. Pacific did not- contest the staff's
f.{guz-e during the hearings or on brief. The staff's e‘stim;:es”‘are‘,
adopted. - D R
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Rate Base _ S

In reaching a determination of rate base, we consider
telephone plant in service (with the Western Electric Adjustment,
discussed elsewhere), property held for future telephone use, materials
and supplies, and working cash. From the total derived from this
analysis we deduct the depreciatiorn reserve, the deferred tax
resexve, 2/ ang other adjustrﬁents. The staff's estimate of rate base
is $6,324,120,000, wh:ich is $24 millior or 0.4 percent less tha.n
Pacific's estimate. : - : o

'I'elephone Planc in Set:v-.:.ce. Differences. between‘ t:he staff 's
and the company's estimates result from (1) different estimates of the
test period construction budget, and (2) the factor employed to
calculate the amount of this budget that will be added’ ‘to the rate
base as plant dz.nng the test period. The sta.ff's est:’.mate :!.s 2.5
pexcent higher than Pacific's. i

We adopt the staff's estimate. It is ba.sed on the a
December 1974 constxuction budget while Pacific exmployed: the Augu,t
1974 budget adjusted to reflect several additional months of data.
The staff's factor of 47.2 percent is also reasonsble. It was .
developed from woxe tban one year of past experience of the weighted
avexage additions to net plant, whereas Pacific detecm.ned its- :Eactor '
from an analys:.s of test-year data only. \ ~

Working Cash Allowance. The small difference between
Pacific’s -and the staff's estimates is due to staff use of 1974 study
da.ta not available to Pacific when it made its: st:udy. The staffy’s
estimate is reasomable and is adopted. - o

9/ 1In this section, we determine the deferred tax reserve based on
the method we found reasonable im Decision No. 83162. Discussion
of alternate methods of ratemaking treatment of the deferred tax
resexve is dxscussed inﬁ:a ,
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Other Rate Base Factors. There are minox differences in
estimetes of materials and supplies,and property h.eld for ﬁzture
telephone use. We have amalyzed the staff’s method of computing these
items {Exh. 30, p. 7-1GA; Exh. 31, Tables 13-B and 15-B) aad. conclude
thar the staff's estimates should be zdopted.
Depreciation Regerve. There is also on...y a minox di‘ference
{lecs than 1 pexceat) betwecen the staff’s and the company's estmtes
of depreciation resexrve. The staff points out that Pacific has in
the pest underestimated retirements of plant. The staff's figure is
adopted. | S |

Deferred Tax Reserve. This amounts to the differeace
between income taxes paid using accclezated depreciation and income
taxes caleulated using book depreciaticn under the no*ma;;.zat;.on
treatment of Income taxes used by the company. Based upon this
treatment {staff disagrecment with the use of this method being' dis-

cussed elsewhere) thexe Is no differerce between. the company’s and
the staff's colculations. The _.stima. te for tkte te.,t per:.od is
$319,739,000.29/ ‘

Staff's Proposed Treatment of Intexest on
Plant Under Construction '

The staff previously proposed a working cash adjustment to
rate base (with which Pacific disagreed) to recognize the lag in the
payment of bills a2fter the time material is received from Western
Eleetric Company. This 2djustment was adoptad in Case No. 7409,

The staff's position was that amounts related to plant under
constxuction should be included in the working cask ad;;ustment

because Pacific was accruing interest desing construct:.on and there-
Sore would eaxrn on those cmounts.

10/ It should be emphasized that this reserve is subtracted from rate
base and thus has the effect of a downward adjustment on rates
for the test year. Hence ocuxr discussion, :.nfra on methods of

"annual adjustment' concerns future periods om.y ‘Therxe already ,
be:.ng the necessary "adjustment’ for the deferred tax reserve.
inciuded in test year rate calculations fo*' th:.s prcceedmg.

"-PS"' o




| .

A.55214, C.9832 ep

In this proceeding, the staff argued that Pacific should not
include interest on unpaid contractor’s bills in the rate base. At
the same time, howevexr, based upon its previoﬁslyi adopted recommenda~
tion, it st{ll included amounts related to plant mde:"'-cons:ructiOn
in the working cash adjustwent, and for the same reason the ébmpany”
argues (opening brief, p. 49): o o |

"The evidence shows that the Staff's proposed treat-
ment of Interest would decrease the rate base by
$1,968,149 (see Trx. 2563, 2659), but that the
corresponding increase in the rate base from the
removal from the working cash adjustment of amounts
related to plant under construction would be in
excess of $3,500,000 (see Tr. 2603, 2617-18). The
Staff's proposed treatment of interest is incon-
sistent with the working cash adjustment, and would
-- together with the corresponding change in that
adjustment -- xvesult in an increase (pot a decrease)
in the rate base. For these reasons the proposed
interest adjustment to rate base should be rejected.”

We agree with Pacific and will not adopt the staff's pro-
posed treatment. o o I
Use of Proceeds from the Sale of Notes - R _

Exhibit 69 is & letter dated November 15, 1974 sent to the
Commission pursuant to previcus Commissfon authorization relieving
Pacific of its responsibility to report on the disposition of funds
from the sale of notes under Gemeral Oxder No. 24~B, and allowing It
to furnish the Commission with the information by letter. |

‘The exhibit states that some of such funds were used "for -
general corporate purpose”, which would be a violation of Public
Utilities Code Section 817. The examiner ordered the Finance and
Accounts Division to investigate the matter. The result of the |
investigation was to show that the letter was mislesding; however, the
Finance and Accounts Division's exhibit on the subject (No. 114)
recommends that in  the future, the depfec':[’atiqnﬁ résé;-vg _, bajlénce‘,
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should be part of the calculations in the aoount: réported to reitnburse |
the treasury for unreimbursed capital expenditures. The st:a.ff witness
:x.nd:.cated that this is the.practice followed by other major utilities.

We agree with the staff recommendation as better practice,
to assure the Commission that the intent of Section 817(b) is caxrrfed
out, but believe that,in addition, the company's letter format of
reporting the disposition of funds has proved unsatisfactory. The
company, having been relieved of its duty to file a full report under
General Order No. 24-B (as is the case with most other major util:tties, |
due to numerous financing transactions) should at least furnish us with
enough information to elimin,.tte the confusion caused by Exhibit 69.
We will order Pacific to make. such reports in the future in ‘sub—
stantial accordance with the. fo:mat in Appendix D to this decision.
The reports may continue to be in letter fom.
Proposed NARUC Separations Plan ' |

The city of los Angeles and TURN both advocate tha.t the
separations plan adopted by the National Association of Regula:ory
Utility Commissioners (NARUC) should be adopted. This plan allocates
more of the revenue requirement to interstate traffic and less to
intrastate. The staff did not advocate the adoption of the NARUC
plan on this recoxrd, although under exam:i.nation, the staff vr.Ltness
testified that in his personal opinion, the NARIIC plan was a more
reasonable basis of allocation than the so-called Ozark pla.n

The Ozark plan is consistent with the separations wethod
adopted by the Federal Commmications Commission (FCC). Pacific |
points out that present use of the NARUC separations plan, without
‘such & plan first being adopted by the FCC, would leave a gap in'the
~ reverue Tequirement since our unilateral adoption of it would dis-
allow $94 million of intrastate revenue requirements. without any
con:esponding increase having been adopted by r.he FCC for interstace
Tevenues. e »
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The city of los Angeles and also TURN support the present
adoption of the NARDC plan. :

Central to the question 1s not only ratana.ld.ng theory, but
vhether the Commission may adopt a plan without working a confi;scation
of Pacific's property. It is clear that we are not bound genmerally
to every determination of the FCC (Pacific Tel. and Tel, v PUC (1965)
62 Cal 2d 634, 655~-656). However, Pacific argues that Iin that case
no confiscation of property was involved since the Comnission was not
bound to depreciation rates prescribed by the FCC, and since Pacific
would recover the value of its property over its allowable life-span,
all that was involved was the rate of capital recovery in :n:s .
Jurisdiction.

los Angeles points out, in response, that hist:orically
state comissions have adopted plans consistent with the FCC aot |
because the FCC plan was required but because the FCC plan was usually
the most reasonable before the state commission. Therefore, the
argument runs, if in fact there is a more reasovable plan, there is ,
no bar to adopting it. In New Hampshire, the New Hampshire Commissfon .
adopted its own plan and was challenged by a Bell affiliate before
the New Hamsphire Supreme Court. The court upheld the Commission's
right to adopt, for intrastate purposes, a separation plan’ diffm:ent
than that used by the FCC. (New England Tel. & Tel. Co. v State of
New Hamsphire, NH » 97 A 2d 213, 99 PUR NS 111 (1953).)

We will not resolve this question on this record because
we feel that we do not have sufficfent fnput from General Telephome
Company, Continf:ntal Telephone Company, and the othex independent
telephone companies on the effect of the adoptio:i of this plan on
these companies. The only exhibit offered on the subject
was the staff 'a exhibit, and we think the record needs more development
before we take 3ucb. a major step. We note that the FCC has had the.
question of revision of interstate/intrastate sepaxat:tons before it in
one form ox anrvther for sevm:al years. X :

-38-
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We will defer all questions concerning this problem
including the legal arguments regarding its adoption to Pacific's
Application No. 55492 now pending. The brevity of our discussion
here should not be a measure of this issue's impertance. We"expect
Pacific, the staff, other telephone companies, and any interested.
parties concerned with this issue in Application No. 55492 to be
ready to present legal and economic issues to the Comission which:
will help us resolve this problem. Cextainly (and without here
indicating that we have decided the legal :Lssues) , we will
state that it is our opinion that we do not have to wait indefim.tely
fox the FCC's action before disposing of the various :’.ssue* presented
regarding adoption of the NARUC plan, or any other plan. ’

Service Complaints :

Pacific has always mmtained a high standard of serv:'.ce and
this record presented us with no gemeral or widespread service. :
considerations. However, certain specific problems merit discussion. -

Public Payment Agencies. Arthur S. Hecht and the Sunset~
Parkside Educational Action Committee (SPEAK) in‘.:roduced evidence to
show that Pacific's policy was to minimize, 1f not eliminate the
mumber of public payment agencies such as bank branches, - dmgstores,
ete., available to pay telephone bills.

SPEAK's position is that at least a winimmm of such agencies
shouid be maintained in low-income neighborhoods in oxder that persons
of limited means can pay their bills without paying postage, and also
becsuse persons who have mobility problems may £ind it easier .to pay
theixr bills at 2 bank branch, a drugstore, oxr some other locat:.on
which they normally patromize, rather than taking a separate trip to
the nearest mailbox or post office bramch. Exhibit 53 contains over
500 signatures which SPEAK obtained asking Pacific to escabl:.sh more. ‘
public paywent agencies in vanous locations thxoughout San. Francisco. L
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SPEAK. points out that Pacific Gas and Electric Company -
maintains 31 offices which can be used for this purpose scattered
throughout the city while Pacific maintains five offices three of
which are within several blocks from each other (the 1a.tter 'being in
Chinatown or close to the f£inancial dist:rict)

Pacific's position is that the costs of maintaining these
stations have risen to the point where it is unfair any longer to
burden all subscribers with these additional costs. Pacific
terzinated its arrangement with some banks because of increasing
costs thus reducing the amount of statioms available. The statewide
cost in 1974 for a public agency was almost 20 cents pex payment
according to Pacific®s evidence while it would cost the subS'cri‘ber |
ounly 10 cents to mail a payment and Pacific 3.2 cents to process
payments mailed directly to it. 4

Pacific points out that at least ome ba:nk now offers
senior citizens f£xree checking accounts and claims that if a person
has mobility problems it would be just as difficult for him to get
to a public payment agency as to a mailbox.

The staff and SPEAK point out that costs vary w;dely and
that Pacific hes not made much of an investigation to determine whether
public payment stations could be operated on a more reasomable basis.
While the fee to Wells Fargo Baak for handling payments is now 35
gents pexr bill, the Bank of California charges omly 7 cents for pex-
forming the service in Berkeley, and the herdware store in Newark
bandles the payment for 9 cents. SPEAK suggests several altexrmatives
which Pacific apparently has not comsidered, such as making use of '
agencies now employed by Pacific Gas and Electric Company and the
San Francisco Water Department and studying the possib:tlity using
certain public agencies such as senior c:!‘.ti.zens_ housing a.rca_sy a.nd -
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food stamp distribution centers. SPEAK's ultimate objective is a
system of public payment agencies which would be comparable in con-
venience (although not necessar:.ly in number) to the agencies ut'!.lized'
by Pacific in 1972. : o

We believe that there are problems with mald.ng an oxder as
sweeping as SPEAK proposes. We agree with Pacific's argument that
times have changed and that the normal method of payment is now the
use of a check. A4s was pointed out, free checking accounts are now
available for senior citizems. A further problem is ideatifying the
particular neighborhoods or locations which would conmtimue to be .
convendent for such persons. Im an era where more and more 'peopie of
all ages live in the suburbs, it is increasingly difffcult to pinpoint
specific locations where senior citizeas live in high numbexs. As
we pointed out elsewhere in this opinion in comnection with Life-
line advertising, we cannot assume that all persons of modest means
‘necessarily live in identifiable low-income neighborhoods.

We do agree, however, that Pacific appears to have made an
inadequate survey of the problem to determine whether public paymeﬁt _
agencies can be maintained In proper locations at a reduced cost. We
will oxder Pacific to investigate in San Francisco and other
appropriate urban areas to determine whether public payment agencies
w2y be maintained or established om a low-cost basis in areas
convenient to tke wrban poor, and to report more fully on this
problem in Application No. 55492. Such investigation should include _
the possibility of use of different types of stores or agencies than
bave been considered previously, since the cost from one type of.
establishment to the other, according to Pacific's ,ownfevi‘deﬁce,w
varied so highly. While we will not ask Pacific to seek formal
abandonment of payment agencies, we will require Pacific to report on
an anrwal basis the establishment and disestablishmmt, or the cba.nge

in location, of such agencies. This report wﬂl be available t:o t:he
public.
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Telephone Tnstallations for Mobile Homes. A public witness
in San Diego, who is the manager of a trailer park, st'at:ed‘ that
under Pacific's tariffs, the ownexr of a trailer is charged $25 for
& comnection fee, .$25 as a deposit, and, in sddition, $25 for'a mobile
comnector. Such people may only need the telephone for three months
and, at the same time, he said they must pay considu'ably more than
a person in an oxrdinary house.

According to the witness' Lnformation, the s:r.mat:ion
regarding the mobile comnector is indefinite, with some of the
ingtallers requiring the conmnector and others not.

Pacific responded (Exhibit 109) that it is about to adopt
a new practice which would provide for the use of newly developed
jacks, plugs, and cords for imstallation of this kind of service,
which would be specially built for nonpermsnent service. Regarding
this new program, it was unclear whether any parts which would
be attached to tkhe customer's vehicle would be left with the -
customexr at the conclusion of the installation, and',bif' 8o, whether
such parts would be sold to the customer rather than furnished on a
monthly charge. :

We are convinced that Pac:[f:[c is taking i{ts own st:eps to
straighten this matter out; therefore, we need enter no order on the
subject other than to require that Pacific's study on this problem.
be available for the record in Application No. 55492. It is important.
to remember that whem & customer of this sort wishes to leave he would
be able, under Pacific's new program, to discommect the jack and |
depart. Therefore, we believe that Pacific should explore, In its
study, the alternative of selling whatever equipment is to be placed
aboardaboator:fnatrailertmderitsnewprogram.' ' S
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Raremaking Treatment of the Deferred Tax Reserve , |

In Decision No. 83162 dated July 23, 1974 we aopted test-
yeer normalization for Pacific. In City of Los Angeles v BUC
(December 12, 1975, S.F. No. 23215) Cal 3d __ , the Supreme
Court reversed this determination because it found error inm our
opinion that the "annual adjustment’” method was unavailable to us
because of due process and statutory problems. The final paxagraph
0f che Court's opinion states in part: | “ |

"The Coumission, on remand of this mattexr for

further proceedings consistent with this

opinion, shall expeditiously determine what

position it will adopt with respect to the

tax expease issue (See City and County of

San Francisco v Publie¢ Utilities Com., supra,

6 Cal. 3d L19, I20-I31.) Havicg ascertained

this position, be it annuval adjustment or some

other alternative, including the possibility

of a commensurate adjustwent in the rate of

return, the commission shall provide for

refunds, if appropriate, to the ratepayers

of the difference between such a rate and
the tariff reviewed he:ein."‘

The Court found no other error (slip opinion; p. 46)jand
specifically made no ruling upon our interpretations of the relevant
federal tax statutes and associfated Treasuxy regulations, or the
constitutionality of such laws or regulations. Nox did‘the\cduxt‘
pass judgment on the continued availability of what we referred to
in our previous opinion as 'pro formaz mormalization', or'detérmine
that we must, or should, ultimately adopt‘any‘pa:ticular-fédéral'tax
treatment in determining Pacific’s revenue requirement. (See ﬁhe 
Couxt's Footnotes 42 and 43, slip opinion, pp. 45-66.) |
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In this pfoceeding, the staff again has recommended various
altexnatives to test-year normalization. The evidence on this_issue‘
was, of course, submitted before the Supreme Court's latest opinfon.

As the staff points out, the subject of accelerated
depreciation, and the ratemaking treatment of itswuse;-has‘been‘a
subject the Commission has dealt with for at’least 15 years (cf. Rate
Fixing Treatment for Accelerated Amortization (1960) 57 CPUC 598).

The particular subject matter we are concerned with here had its
geneSLS-mn Pacific Telephore & Telegraph Co. (1970) 71 CPUC 590, when
we determined that Pacific was entitled to employ accelerated
depreciation with no*malizat;on—i/ in fixing rates. This determina-
tion was the subject of the California Supreme Court's opxnzon in City
and County of San Francisco v PUC (1971) 6 Cal 34 119, 98- Cal Rpt: 286,
490 P 2d 798, which annulled our order on the basis that we erred

11/ The terms "flow-through', "normalization”, and other associated
terus are defined, an dlscussed conceptually, in Decision
No. 83162, p. 55 ot seq.; see eSpeczally P- 67. o
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ir refusing to consider the merits of adhering to the 1968 method of
\-e.erm:ming Pacifn.c s tax liability for ratemaking purposes (tha*- i.,,

the nmethod we approved prior to the passage o;. the (federal) 'raac '
Reform Act of 1269). It should be ewmphasized that the Court did not
{mpose on us a duty to consider the 1968 method ("'low-thxaugh)
exclusively. The Court stated:

"For failexre to consider lawful alternatives in- cal-
culation of federal income tex expense, the decision
of the commissior must be anmmlled. . . . Upon: -
ferther consideration tae commission should consider
whether to adkere to the 1968 method of detemn.ning
federal income tax expease end whether to adopt the
accelerated depreciation £nd normalization method-
adopted by tha deci...:.on vefore vs. . . . Tae .
commission may also consider alternative opprOaChE'-‘
waich strike 2 balance betweern these two extremes.

"...zlthough the method open to the nontelephone
utilities ic nmot open to Pacific, ‘the commissicn is
not compelled to adopt one of the two extTemes set
forth above bus may edopt a coxpromise striking a
proser balance oetween tee interests of the ratep..yers
and Pacific in the light of cusrent federal income
tox statutes.” {6 C 3d at 130.)

As a consequerce of the Court's opinion, we gave exhaust:we
coasideration to- varicus methods of determining Pacific's tex ‘levevls
fox ratemaking purposes in Decision No. 83162, and to associated
axguments concerning the actual tax consequences to D c:.f;.c flom.ng
from the adoption of one method or another. o

We f£irst considered various methods of _e.ccoxmtihg fo:.f tax
depreciation. We deveted more than 19 days of hearing to the issue of
accelerated depreciation. We reviewed in detail the h:.story of federal
tax provisions concerning this subject, especially. Sect:.on L4432 of t:be -
Tax Reform Act of 1969, whick provided that utilities such as ?aﬂflC'v
which bhad bDeen straight-line deoreciat*o“ toxpayers pr:{.o.. to August o
30, 1989 wm.ld vot be allowed to take acce...eratcd eprecuta.on mleos\ w
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noxwelization was used to reflect operating results in the company's’
regulated books of account and for establishing the company's cost of
sexvice for ratemaking purposes. (Pacific did not velecr. to take
accelerated depreciation prior to Augu..r. 30, 1969, but du.d §0'
afe terwards.) ’

At the hearing in the app:.:.cat:.ons and cases culmin.atmg in
Decision No. 83162, we considered five methods of accounting for
depreciatioa: -

{1) Straight line,

(2) Accelerated depreciation with (test year)
normalizetion,

(3) Accelerated depreciatien w:.tn ‘low—tbrougb.,

(&) Accelexared deprecmat:.o:: with what we te“med
in that proceeding "aormalization on 2 :
pro forma dasis", and . /

{5) The automatic adjustmeat clause.
The descriptions and methods of computation relating o these va:" ous
wethods are discussed in detail in Decision Ne. 83162.

Regexding the use of straight-line deprec:’.at;on, no pa::ty,
either in the previous proceeding or im this one,_ advocates it.
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.~ We summarized our opinion regarding the use of . -
&ccelerated depreciation with flow-through as follows (Decision
No. 83162, mimeo.pp. 59-61):

"In our opinion we are precluded, as a practical matter,
from imputing accclerated depreciation with flow-
tarcugh to Pacific. Although the tax statutes seem
to be very carcfully drawn to aveid lixditing the
Commission's power, our intexpretation of the appli-
cable statutes is that if we were to impute flow-
torough to Pacific, the United States Treasury
would assess tomes against Pacific on the basis of
straight-lina depreciation. Such a result would be
a fipancial disaster to Pasific and would cause a-
substantial deterioration of service within a few
years. ‘ T

"Section 167{l) of the Intemnal Revenue Code, as | |
enended by Section 441 of =he Tax Reform Act of 1559,
DaKes Lt ¢leaxr thar Pacific canmot elect accelerated
depzeciation for tax puxposes if flow-through is
uced to establish the Company’s "cost of service for
ratemaling purposes’ (I.R.C. 2954, §157(LY(B) (G (L)).
As %o post-196% property, i.e., property which became
pudblic utility property after December 31, 1969,
Pacific may elect accelerated depreciation only if a
normzlization method of zccounting is used. The phrase
"normalization method of accounting' s defined in.
subsection (3)(G) of Section 167(1). | :

'(G) NORMALIZATION METEOD OF ACCOUNTING -
In oxder to use 2 normaiization method of
accoumting with regpact to any pudlic
utlility propexty - ' . ‘

'(i) the taxpayer must use the same metkod
of depreciation to compute both Iits
tax expense and its deprecization .
expense for purposes of establishing
its cost of service for ratemaking
puxposes and for reflecting operating
results in its regulated books of
account, and - o
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'(i1) 1if, to compute its.allowance for
depreciation under this section, {t
uses a method of depreciation other
than the method it used for the
purposes described in clause (L), the
taxpayer must make adjustments to &
reserve to reflect the deferral of
taxes resulting from the use of such
different methods of depreciation.'

"In FPC v M_e_zéghis Lizht, Gas & Water Div. (i973) 411 US
%58, € 40, tie ted States Supreme Court
explained the options available to regulated utilities
following the Tax Reform Act of 1969

'With respect to post-1969 property, a utility
ma;v use (1) straight-line depreciation,

(2) accelerated depreciation with normalization,
or (3) accelerated depreciation with f£low-

through if the utility used flow-through prisr
to August, 1'939_'%—1'6%(5@}7'—15_333;%1071,
under § 167(1)(4)(2Y, a utility may elect to
abandon accelerated depreciation with flow-

through with respect to post-1969 expansion
propexty.' (411 US 463, ewmphasis added.)

"Pacific did not, prior to August 1959, elect accel- :
exated depreciation with flow-through, and if Pacific's
rates are established on that basis, it will lose its
e‘.!.:.g:ib:.lity o use accelerated depreciacion (Memphis
%%%"" Gas & Water Div. v Federal Power Com'n T
] 42 F S 8577 e ifornia Supreme Court
in its decision annulling Decision No. 77984 recognized

that flow-through is no longer available to Pacific

(City and County of San Francisco v PUC (1971) 6 C 34
119, - - THe Couxft concluded that ' the option
Lo switch to accelerated depreciation and flow-through

bas been terminated’, and that 'the method open to the

nontelephone utilities is not open to Pacific’ (6 C ,

3d 119, 130)."
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_ We then tm:ned to an extensive legal and regulatory analysis

of what we termed in that proceeding as "pro forma nomalizat:’.on , which
we now believe is more aptly termed "extended normalization”, since

"pro forma" suggests that the method is some mere formal:.ty and oot
an actual means of mormalization. This procedure, by either name,
determines an estimate of time until the next rate case (i.e., the.
amount of time that the rates are likely to be in effect) and then
uses the amount of the deferred tax reserve at the middle of the
pexriod as an approximate weighted average of the reserve over tbat
pexiod (in the previous proceeding, t:he Ccm:ssion chose a three-year
period, and in our present proceeding, the examiner followed th:x.s
precedent and suggested the development of any excended type of
normalization be based on a three-year span).

Ouxr anaiysis led us to the ccnclus:.on that regarding tax
treatment (and as Pacific argued), the creation of a hypothetical
resexve for ratemaking purposes using a larger deferred tax reserve
amount (the "normalized" a:noz.mt:) than would be present in the test
period does not comply with the requirements of Internal ’Zevem:e
Code Section 167(1) (quoted above, p. 46) and would Jeopardize ’
Pacific's eligibility for the use of acceleratec’. dep*'ec:.atn'.on.

We then went further with ouxr analysis in view of the fact
(which is not contested) that a consequence of the use of .;.ccelerated

ep*ec:.ation with noxrmalization by. Pacific:

"e..is to create a rapidly growing reserve for deferxred
taxes that is totally out of consonance with the -
roughly harmonious relatiomship between. revemues,
expenses, and rate base. . . . This rapidly growing
reserve is, in our opinion, an extraordinary item
which, if not handled properly, will create a windfall
for Pacific to the detriment of the ratepayers. The
tax statute has created a regulatory problem with which
thesgor;missa.on must deal.” (Decisxon No. 83162, mimeo '
P- . : ,
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On this basis we analyzed staff's concepts of extended- (or, as they
were termed "pro forma™) normalization periods, and the arguments
comnected with the issue. The problem is most fully discussed in
Decision No. 83162 (mimeo. pp. 63-72) and need not be repeated here,
éxcept to state our conclusions, which were as follows (nimeo. p.. 72):

"Notwithstanding this discussion we are not malcing -
this extraordinary item adjustment for federal taxes.
We have read the relevant tax statutes sad the
exp Ltory Treasury Regulations published June 7,
1974 (39 F.R. 20194, et seq.), plus the briefs sub-
witted July 3, 1974. Our conclusions are: (1) from
8 tax viewpoint, treating the extrzordinary item
adjustment as part of the deferred tax reserve, the
adjustment s improper; (2) from a regulatory view-
point, as & ratemaling adjustment for an extraordinary
item, the adjustment is proper, and (3) the Treasury
ent is most likely to look at this matter ,
fxom a tax viewpoint. If we make the adjustment and
if the Department does what we expect them to do,
they will disallow the accelerated depreciation
treatment entirely, compute Pacific's taxes o a
Straight-line basis, and assess back taxes and
penalties of more than $57 miiliom for 1973. The
Cormission does not want this $57 =»illion to flow to
Wachington; we want it in California where it will be
used to provide service to the public. Further, a
357 million outflow will affect Pacific's current
sexvice, as well as its cbility to finance, to
malntain its credit, and to assure confidence ia its
financial integrity. These risks outweigh the $23
millien gross revemue saving to the ratepayers that
our adjustment would cause.’ : '

We then held, on the same basis, that job development
investment credit (JDIC) should be computed ™in the same marner as the
treatment accorded accelerated depreciation”. (Mimeo- p. 73.) |

Lastly, we stated that in corpliance with the Supreme )
Couxt's decision, state income taxes should be computed on & ﬂW‘
through basis, citing City of Los Angeles v PUC. supra, pp. 338-342.
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We have presented this full summary of our analysis and
conclusicms concerning methods other than the "autbmatic'adjﬁ§tment
clause" because, obviously, neither the Supreme Court s dlrection to -
us to "conmsider lawful alternatives'== niz/ in the calculatxon of federal
income tax expense, nor anytaing in its recent oplnlon in City of
Los Angeles v PUC, supra, encompasses a mandate to us to relltlgate,
based upon the same facts, the same alternatives we have. prev1ously
considered on the merits, over and over again in each’ successmve rate, 
application. Neither the staff nox any othex" party argues that thxs |
is ouxr duty. : ‘

We will of course accept our re5pon31billty to comply with
the opinion of the Court regardxng,tbe automatlc-adgushment clause,
and we will additionally analyze the record of our current proceed1ngf~
to see if there are any new. alternatxves proposed which we should

sudy. , . N

The staff's opening brie"(p. 67) argués that"racifié's |
rates should be set on some other basis than test-year normalizat_on,
and recoummands, in order of preference: - '

(1) Flow-through. ‘

2) Three-year'no'ﬁalizatidn.

(3) '"Yeaxr~to-year ad;ustment"

The staff's arguments regarding flow-through are tbe _same
as those in Application No. 53587; in fact, the staff's brief supoorts:‘
this position entirely from exhibit material in that applzcatlon.

The staff’s position on the use of an c—zx1:e¢:zde.~J normal:zatxon‘
period of three years again raises no new Or novel issces not ‘covered
by the staff's arguments in Application No. 53587, and not dealt wmth*
by us in Decision No. 83162. We have qnalyzed the staf"s argumen:s -
presented here on congressicnal intent and the word;ng of varxous L*'

’2/ Clt%zand County of San Franeciseco v PUC, ‘supra,. 6 Cal 3a "fﬂ~*,/’(f -
p. L3007 _ | ca me o T
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IRS regulations, but this leads us back to the deteminat:.on we made
in Decision No. 83162 (mimeo. p. 72) that the Treasury Department -
would most likely look at any three-year normnlization.per;od from
a tax viewpoint. We went on to say:

"If we make the adjustment and if ‘the [Treasury] Depart
ment does what we expect them to do, they will dis-
allow the accelerated depreciation treatment entirely,
compute Pacific's taxes on a straight-line basis, and
assess back taxes and penalties of more than $57 million
for 1973. The Commission does not want this $57 million
to flow to Washington; we want it in California where

it will be used to provide service to the public. ,
Further, a $57 million outflow will affect Pacific's
current’ service, as well as its ability to fimance, to
maintain its credit, and to assure confidence in its
financial integrxty. These risks outweigh the $23
nillion gross revenue saving to the ratepayers that our
adjustment would cause.’

The "Year-to-Year Adjustment"

In Decision No. 83540, which modifled Decxsion No.’ 83162
we disposed of a staff method called the "automatic adjustment
clause"l3/ because its automatic feature which would have. reduced
rates without a hearing was, in our opinion, violative of statutory
requirements. This determination resulted in the Cou:t § Tecent
annulment in City of Los Angeles v PUC, supra.

Io this proceeding the staff proposes a varxation of this

.or0posed method which would eliminate the automatic feature. This
"year-to-year adjustment" would operate so that on January l of
every year the effect of the growth of the deéferved tax
resexrve in that year would be reflected in a change of‘the-‘
revenue requirement. This method, in the staff's opinien,
is prospective ratemaking because the January 1 change would -
be effective for the fortbcoming yeax. The staff witness proposed:

13/ The mechanics of the method axe described in detail in Exhibit
104 in Applications Nos. 53587 and 51774, of which the
Commission took official notice in this: proceedxng. :
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that the tax reserve eStimate fbr ‘the fbrthcoming year could be tied
to the October view of the c°mpany so that a. bearing could ‘be held
and a decisxon issued on the adgustment prior to the end of the year. //
- The staff witness stated that while the extended adjustment

is more administratively convenient (and while he would still .
Tecommend flow-through, if allowable by the IRS), "I think the year-
to-year treatment is the most accuxate, because It makes uge of the
most recent data in each year's adjustment''.™— 1/ o

Ihe staff cites other advantages for this proposed pethod.

First, the year-to-year adjustment would operate irrespective
of Pacific's authorized rate of return, thereby, in the staff's
opinion, equit:ably fnsuring that extraordinary tax savings would be
passed on to California ratepayers (which does not occur under curzent
methods unless Pacific's monthly reports show that Pacz.f:[c actually
exceeds its authorized rate of return). As meuntiomed, the growth of
the deferred tax reserve is out of proportion when compared to the
normal 8rowth of revenue, expenses, and rate basc. For a normaliza-
tion company like Pacific, the rate base does not grow as fast 2
normally because the deferred tax reserve displaces investment which
would come from the sharebolders for a scraight-line or flowuthrough
company (this is true regardless of whether the reserve is held or
used to build physical plant since any plant’ built with tax reserves
ic not added to rate base, the contribution fbr it not hav1ng come
from the shareholdexrs). '

Second, the staff claims that the year-*o-year adjustmen:
does mot buxden the staff with "policing" the deferxed tax resexve,
as is required undexr Decision No. 83540 which adop:ed a procedure fbr

14/ The ycaxr-to-year adjustument is anothex form of the au.omatxc -
adjustment (see footno:e 24, Clty of Los Angeles v ?UC supra,
pp. 17-18). | o
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Pacific to file monthly reports which the staff would monitor to 'in,sure‘
that Pacific does mot exceed 1ts rate of return. {We question this
claimed advantage since it may or may not be less _work,éo Tun an .
dnnual rate proceeding which this proposed method would r_eqﬁ':t.re.)'

Third, according to the staff, the year-to-year adjﬁstment
would not violate any IRS regulation so as to render Pacific ineligible
for accelerated depreciation. The staff points out that a utility
such as Pacific can use accelerated depreciation for property acquired
after 1969 under Internal Revenue Code Section 167(1)(2) provided the
Teasonable allowance was cowputed under & normalization method of
accomting (see staff's opening brief, p. 94a). The staff then cites
the following IRS regulation. (39 Fed. Reg. 20201, adopted Jume 6, 1974)
clarifying what would not be considered normalization:

"(6) Exclusion of noxmalization reserve from rate
base. (i) Notwithstanding the provisions of sub-
paragraph (1) of this paragraph, a taxpayer does
ROt use & normalization method of regulated account-
ing 1f, for ratemaking purposes, the amount of the
reserve for deferred taxes under sectiom 167 (1)
which is excluded from the base to which the tax-
Payer's rate of return is applied, or which is ]
treated as no-cost capital in those rate cases in
which the rate of return is based upon the cost
of capital, exceeds the amount of such resexrve for
::lgfarred taxes for the period used in ingetemin:éng
€ taxpayer's tax expense in comput cost ©
sexvice In such ratemaking." (Emphasis added.)

The staff's point is that since this regulation means that deferred
taxes can be excluded from rate base for the "period used”" (i.e., a
test year) in ratemaking, the year-to-year adjustment mechqd is not in
conflict with IRS regulations, because the adjustment is applied,
prospectively, one year at a time, to.a test ye'ar‘,'” fbr'purpqses of the
adjustment. ' ' : | L

.

: Co ’ s . , .
‘ T . . '
. ‘/ '
‘ .
\
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Pacific wesponds to the sta‘f's a:gument regard*ng the tax.
regulation by pointing out that 1t mokes clear that a taxpayex does
not use 3 normalization method of accounting if the amount of the
reserve for defexrred taxea under Section 167(1):

"...whlch ¢ excluded from the base to which the )
taxpayer's rate of return is spplied...exceeds the
anourt of such reserve for deferred: taxes for the
period used in determining the taxpayer’s tax’ =
expense in comnuting cost of service in such
ratemaking. "

Under tbe staff’s proposzl, the xate bace 'ould be reduced {i. e., it
would reflect a larger deferred tax resexrve wh*Ch as we-expmmined '
1s cubtracted from totel plant before arriv1ng at rate base) while.
at the seme time the tax. exonnse fox the coming year would still be
besed on the test yesr. This leads Pacifiz to the concluszon that
thexrefore, there would not de ore "period used” as required by the
regulation, thus rendering Pacific 1nelzgible for accelezated o
depreciation. | B
We now bave two similar cnaual adjustment'methbds'we wust
consider together ("automatie" ard ''year-to-year'') to determine
wkether either of them should be z2dopted. we also,'és‘a result of
the Court's opinion in City of Los Angeles v PUC -supva‘ have tﬁe
question of whether any downward adjrstment in Paczf* 's assxgned -
rate of return should be mede in ordexr to offset the contxnued use
0f test-year normalizatioa. These znterwoven questxons are besb
ccnsidéred at sapplem~nua*y hearlngs which we'w111 ,et expeditlouoly
oy’ further order. ‘ R SRR ,,.
Because thaese quesuxons remeiz ogtstandzng we will bet.rates
based upon the test-year calculatiorns we have found reasonab;e \on a
test year endiag Jurme 30, 1975), subgech to refund to prov1de‘for an
arnual adjustment of the out-of-tes t-year aorxmal zatmon rese*ve, ig
adopted, orx, Iin the alternative, any adguetmen* in w"::f.t:e of. retu:n wé
ray make, 1f we elect to continue test-year noxmalzzatxon for Paczf.c
and detexrmine tkat because of such electlon, a downwa:d~ad3ustmant -
in rate of retuxn is wa*ran ed. | R = ST

L S e -
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e ,

We are aware that the Supreme Court's order ié”ndt*yeta,
final, but since this present application has been pending for some
time, we should issue a decision. Should . there. be any changes in
the Supreme Couxt's order xesulting from any challenge to it, we
will be able to deal with such changes at the supplementary hearings
herein, or by further order. Since the public is adequateiy
protected by refund provisions, we are‘making the order berein
effective the date hereof.

Job Development Investment Credit (JDIC)
And Investment Credit (IC)

The tax treatment of JDIC and IC must be consistent with
Pacific's election of ratable flow-through of March 9, 1972 under
Internal Revenue Code Section 46(£)(2) (formerly Section 46(e)(2)).
Since the same problems present tbemselvesfregarding:tbeée two items
- that are present with the deferred tax reserve, their treatment
will also be considered in our supplementary hearings.

One point concerning these tax credits may be finally
disposed of here, and this is the staff contention that Pacific is
in exxor in computing these tax credits, fbr ratemaking‘puxposes, '
on a wezghted basis for the tax year. :
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Pacific's position fs that the statutes governzng.lclmake
it clear that the credit is not available to Pacmfxc if its "eost-
of service for ratemaking purposes or in its regulated books of
account is reduced by more than a ratzble portion of - *he'credit
allowance..." (26 USC § 46 (£)(2) (A)), cnd fbat ‘the "ratable portlon"
is deterxined by reference to "the period of time used in computing
depreciation expense for the purposes of reflectmng oPeratlng
results in the taxpayer's regulated books of account.;." (26 USC
§ 46(£)(6)); (emphasis added). o ,
Pacific's argument confuces amor:Lzucion‘and deprcciation.
While depreciaticn is weighted during a test year becaase plant is
. added 2t different times, the tex credit accrues at one point in
' time, that is, at the end of the calendar period used. for'hhe tax
year, and tke computation is made when the tax return 15 flled fo*' 
that tax year. TIkis means that no matter when' durxng theuyear the.
plant is put into service, the full tax credit applies- 'Aswtﬁejﬂ‘g
stoff states. (opening br-eﬁ, P- 9°)-' o | f
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"Since the tax credit will fully accrue to’ Pacif:[c s
advantage on all plant put in service anytime. ~
during the test yeax, it is wholly incorrect to
weigh the accrual.”

Approaching the problem from the viewpoint of the hnguage
in the aforementioned tax statutes, this. means that the "ratable
portion”, under our system of ratemaking, is determined us:’.ng the .
end-of-year amoumt for IC. Any other construction is unreasonable as
not reflecting the "ratable portion", - and ‘we are not obliged to
anticipate possible unreasonable ox illogical interpretatz.ons by
taxing authorities, or to set rates in order to save and bhold harmlessu
Pacific from such possible constructions. We adopt the staff 's method _
of calculation (Exh. 76, Table 4, revised). . :

Regarding JDIC and IC, in order that we can better assess
Pacific's current earnings on a continuing basis, we w£11 order
Pacific to include in its monthly reports under Ordering Paragraph 3
of Decision No. 83540 the current amount of JDIC and IC. available
to Pacific, on an emd-of-reporting-péx:[od basis.

California State Income Tax o :

The treatment we most Tecently afforded this item was

explained in Decision No. 83162 (mimeo. p. 74) as follows:

"In compliance with the Supreme Court's decision,
state income taxes shall be computed on a flow-
through basis. (City of Los Angeles v PUC (1972)
7 Cal 3d 331, 338- urther, the reasons for
an extraordinary item adjusment: are equally
applicable to state tax flow-through, and no tax
statute prohibits this procedure. Therefore, we
shall compute state tax expense using a projected
three-year average flow-through for the years
1974-1975-~1976. (See Note 11 to Table I in
Appendix B.) ‘r'nis three-year adjustwent is appro-
priate to Pacific's results of operations because
Pacific has so recently begun to compute its tax
depreciation on an accelerated basis as contrasted
to other classes of utilities which have been
gtggzing accelerated depreciation for more chan a

ecade. :
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No party argues that we should change this procedure at this time.
Therefore, the state tax expense for this proceed:’.ng shall be: computed
using a proj ected three-year average ﬂow-through for 1975-1976-1977.
Rate Desigm

As pointed out by Pacific, rate desig: is not a mjor issue.
Most of the rate design differences between the staff and Paciﬂc
result from the differing estimates of revenue requirements. There
are, however, several conceptual problems, particularly. concerning
message toll sexvice, which require discussion.

Intrastate Message Toll Rates. The staff did not d:[sputc
that if revenues are to be increased, a reasomable percentage of the
Increase should be placed into higher toll revenues, but there was
serious disagreement between staff and company methods of arriving
at any increagse. Pacific wishes to institute, for customer-dialed
calls, a low-cost ome-minute minimum toll period for daytime hours
only (8:00 a.m. to 5:00 p.m.), followed by a higher~cost three-
minute period. The staff would take an additional step regarding
such calls and have & one-minute minimm applied 24 hours a day.

The staff argues that such an interstate schedule became
effective Maxch 9, 1975 and that, 1f a similar schedule is not a.dopted.
for customer-dialed message toll service in California, t:he minimum
call for many intrastate points will be mich higher than that. for
many out-of-state calls.

Pacific regponds by stating t‘bat its usage studies show

that a one-minute call does not meet the needs of most. persons. 'rheseﬁ
' studies (explained in general but not introduced as docmnents) show
that a mach higher percmtage of evening and n:[ght: calls are '
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eﬂiderice-generated rather than from business locations, and that
whiie the aversge duration of a business cell during the day is four
minutes, the average durction of a call during outside the day‘:tme
perfiod i3 seven minmutes. Pacific claims thet its market reseaxrch
indicates that residential callers prefer longer faitial peh‘.ods

{the exact phraseology of the questions and the format of the. ‘survey. /
were nct presented as exhibits). s/ :

We agree with the staff that & ozne-mizute period £ox customer-
dizied intrastate toll calls should apply for 24 hours. Since’ the FCC
has allowed a one-minuvte period to go imto effect for 24 hours on an
interstate basis, retention of & minfmm three-minute period for toll
calls within the State will aggrcvate already-existing problmns
ievoived In keeping intrastate message toll service competitive with
the same sexrvice for out~of-ctate calls. Cne of the most frequent ,
coxplaints which we receive from mesbers of the public is that mssage
toll e2lls to points cutside of Californiz are, under certain cir-
cuzstences, less expensive than these for chorter distances within the
State. As we explained elsewhere, much of this problem may be due to
separations iscues which we intend to investigate im Application No.
55492, but meanwhile, it will hardly do to exacerbate the problem by
continving with a minimum three-minute call in the evening when it is
possible to decign a proper rate schedule with a lower ope-mmute -
period. .
" While some re,iuent..,al users prefer longer calls in ..he
evexing, certainly there Is 2 place for an ...nexponsive one-m:’.nute
call for those vho can make use of it. The ‘.:aff's besic xate design:
plan for message toll serxvice is adopted bet at rate levels h...gacr
than originally suggested by the staff, in oxrder to p"'oduce &’

1S/ There is no irdication (i m spite of Pacific' license contract /
payments) tkat Pacific attempted to meke gny uwse of whatever
) rﬁ:a*'ch AT&T nmay have completed before adopting its one-minute
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Teasonable proportion of the total revenue requirement we have fbund '
reasonable. The adopted message toll rates are-designed tprroduce
8 test-year revenue of $37.3 million. The fbllowing table illustrates-'

a sampling of message toll calls at the existing'and the-adopted
rates:

: Presem: Authorized.:

:San Francisco to: Ore, Two, or Three Mimite - One Min. : Two Mm. ks Three M:Ln

Direct Dialed (8 A.‘J. 0 5 ?.M.) .
Bureka $.95 0 ss Cs. . S5
Fresno | .80, a5 M eT
Los Angeles 1.15 .59_ B v 1-37
Sacramento .55 o ;3L,'f;:‘,5gi¥_3:3 ,7;{  o

‘ 1300 W6 o7 Y 150

Direct Dialed (11 P.¥. to SAM.) - .
Burelka o us @ s as
Fresoo b5 C-200 0 W33 b
Los kageles o aya 3s T ag
Sacramento 40 ' a9 : . o ,43 .
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Conversion of 6 MMU Rates to Toll. Six mltiimeséage unit
(OMU) tariffs presently exist, alomg with 3, 4, and 5 MMU, in the
San Francisco and Los Angeles extended areas. The st:affxrecomends
elimination of the 6 MMU rates at this time. «

The city of los Angeles and TURN oppose the el:{.md.nation
of these tariffs on the grounds that to take this action unduly' :meacts
the telephone users in the areas mentioned, pa.rticularly, r.he
residential customers.

We bel:l‘.eve that opposition to el:'.m:[.nation of the & MMU
schedule stems in part from a misunderstanding of the effect of its
cancellation. These MMU tariffs date back to the 1930's, before more
complex dialing and billing equipment was available, and when at the
same time it was essentfal to eliminate what became an increasingly |
monumental task: the operator handling of toll calls in metropol:f.tan
areas. A simple system of charging multi-message units was invented
for these areas. While the calls were placed automatically, metexrs
were attached to each line and read at the central office each month.
The information was.then transferred to the bill. Now, although-
there is no longer amy such equipment in use, the MMJ t&riffs remain.

Actually, assuming no toll increase and at present rates
(that is, 5¢ per message umit) a call for the same: discance is the
sawe cost under either system. If, for example, & 6 MMU call is .
placed, the chaxge is 6 MU's (30¢) for the first three minutes, then
overtime at 2 MU's (10£) per minute. If a regular toll call is placed
for the same distance, the charge is 30 cents for three minutes and
10 cents each additional minute. Thus, assuming no toll increase, t:he
effect on the consumer of the elimination of MU tariffs is zero.
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The staff's rate design exkibit (No. 34) shows projected
increases in the revenues due to the elimination of 6 MMU rates but
this is due to new higher toll schedules. Thus, for example, in
Exhibit 34, page 5, the table shows elimination of gross: bill:[ng of-
$60.5 million MMU revenue and an offsetting increase of $63.2 m:!’.ll:‘.on\
in toll revemze.

It is true that the Los Angeles and San Francisco areas are
more profitable to Pacific because, as is the case with any utility,
the cost to sexve a demsely populated area is lower. Even co:_zs:.dering
this, bowever, it is not reasonable to maintain MMU tariffs indefinitely
at the same levels while gradually increasing toll rates. Under such
cixcumstances, MMU rates become increasingly preferential. Nor is
there any point, considering that separate MMU equipment is no longer
actually used, to deal with the problem by maintaining MMU tan‘.ffs In
effect and granting increases in the tariffs to maintain approximate
parity with toll. _

The only reason we camnot eliminate a11 MMU tariffs at once
is that the impact on intercompany settlements is too pronounced
but we affirm ouxr determination, expressed in Decision No. 83162, to
cancel all MMU rates as soon as it is reasonable to do so. Hae, the
staff’s recommendation to eliminate the 6 MU schedules is a reasonably
prudent step in this direction, and is adopted..

Directory Assistance Calls. The staff urges that as soon.
as possible, some system of charges for directoxry assistance calls
be established. According to staff witness Macario, "Studies have
shown that as many as 80 percent of the customers make thrge or less
calls per month to directory assistance and that the rminiﬁg{zo
pexcent make more than 80 percent of the total calls.”

While we take no position on the imposition of such charges
at this time, we note t:hat Paci.f:[c s advertising campaigo.s to
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alleviate growing use of directory assistance for local numbers have
been only partially successful. '.l‘here are many problems of fairness
to consider in imposing such a plan. For example (as a public witness
in Sacramento mentioned) blind persoms should be excluded from such
charges if possible. Also, with a growing percentage of unlisted
numbers, what is a reasonable method of allowing persons & minimm
oumber of “free" directory assistance calls for local numbers? lastly,
should requests for emergency mumbers (police, fire, ambulance) be '
excluded from any charge plan?

We will orxder Pacific to submit & directory ass:.stance cha:rge
Plan for the record in Application No. 55492 preferably in coordina-~
tion with the staff. ,

Private Branch Exchange (PBX), Centrex, 'J.‘elephone Answering
Service, and Private Lines. Pacific proposed increases in charges to
PBX rates and a restructuring of the Disl Series 100 and 300 PBX
services which, according to Pacific’'s witness Sullivan, wcmld bring
these services closer to their indicated costs. Scott-Buttner
Communications Company, an interested party, supports these changes as
being more nearly representative of true costs.

The staff recommends adoption of the proposed tariffs, except
for the rates for & piece of trial equipment called the NA-409, because
Pacific bas not developed adequate cost informetion regarding it.

Ve will approve Pacific's proposed PBX rates, except for the
NA-409, and order Pacific to file a study within 90 days of the date of
this oxder, whick may be used &s & basis for considering NA-409 rates
in Pacific's pending Application No. 55492.

. Regarding Centrex, Scott-Buttner questions whether the rates
are coumpensatory, and staff witness Macario recommends that for .
Centrex and telephone angwering services, Pacific be "or_dered to file

W sy
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cost studies and compensatory rates with the Cbm.ission’ within six
wonths (staff witness Evans' exhibit on separated results of ‘opexations
. shows. & 3.61 percent return on these items). We will order Pacific
to file such studies for the recoxd in Application No. 55492, alomg
with the cost studies om toll private lines recommended by the staff
(opening brief, p. 108). Toll private line is estimated to produce
earnings of about 3 percent. The study shoulc} pi'oduce'the“ i.nforma.t::f.on
necessary to determine the cause of this problem. L Sy
| ' Supersedure Revision. Under supersedure, a subscribexr in
effect takes over existing telephome service. This u.sualiy accurs.
when a business changes ownership. According to staff witpess
Macario: : ‘ '

-

"The present procedures require the inc ' customer
on a supersedure to sign what amomnts to a blank
check’ for the charges incurred by the outgoing
subscriber. This requirement has resulted in mmerous
cases of customer irritation and dissatisfaction. The
staff's proposal will eliminate this problem. The
cost of $4.6 million for this item shown in Table 1
will be offset by an estimated $1.1 million of connec-
tion charges for supersedures. This latter amount is
included within the revenue effects of the staff pro-
posed connection chaxges." '

The witness mentioned certain formal complaint cases such as Cases
Nos. 9899 and 9770, now both dismissed, which involved supersedure
disputes over amounts, in round figures, of $59,000 and $10.900,
respectively. - ‘ _ ‘
The staff proposes that these procedures = changed and that
instead, each customer be liable for his own cha<ges and that thﬁ ’
incoming customer pay the staff’s proposed secvice oxder charge .
The staff concedes that eliminating this. procedure aight '
result in a revenue loss to Pacific of $4.6 milli_qn," but this would- -
be partially offset by $1.1 million in new Tevenues fxom the staff’s
proposed sexvice comnection charges. J T
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we agreec that our present supérsedure tariffs are un&esirfv
adle in that they rcesult ia situations fn which an Incoming customer
objects that he was misled (the amount he has to pay is unstated onm
the form he sigos to take over the existing service). We wish,
however, to adopt conmection charges which will morxe Significaﬁtly
offset possible losses from eliminaticn of supersedure-collections’
tkan under the staff's proposal. Our adopted sexrvice order charges
axe set forth in Appendix E (Schedule 28-T) and are estzmated to
procuce new revenue of $2.4 million.

Sexvice Comnection and Move-and -Change Charggs. It is
undisputed that service connectiom charges and charges for moving or -
changing a telephone instrument do not meet current'costs;léf Both
the company and the staff propose imcreases which are mot designed to
recoup 100 percent of the actuzl cost s, in oxder to maintain: ,
customer's accessibility to mew telephones and rea,onable avallability
of move and change services. |

There is a stromg divergence as to how to accompleh uhe
revenue Iacreases, however. The cowpany's proposal would leave the
basic tariff structure vnchanged, and simply increase the charges
(see Exhibit B to the application, p. 96 et seg.). TFor s1mple'
telephone residence and business sexvice, the staff oroposes a three-
part cremge plan which would drezk the charges into "sexvice Qrder R
“"eeatral office work", and '"premises work" segments. Thug, while |
the company proposes an Increase of from $24 to $35 fox a ;implé
telephone residential coanection and an increase ‘rom $35 to $45 for

simple telephone business service, the °tuff s plan is as ‘61lows )
(Exh. 3%, p. 2): |

16/ Pacific estimeates that the simplest new s»rvxce conrection costs y/(/
$47, exclusive of the work on the customer s premises. Ag

menzioned inm ouz Decign Line discussion {p. 14) Pacific estimates

that a chenge of instrument costs $35 for a bLsiness subscrxber .
and $28 for a residential customer. .
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Proposed Charges, Simple Residence,
And Busipess Service

 Residence Busiﬁess |

Service Ordex: _ - : S :
In:f.t:l’.al L o - $11.00.° $13.oo:~<.- o
Subsequ IR I S

Prem:[se Visit Required* 8.00 - - 12.00} o

No Premise Visit Required - 6.00 8.00"
Centxal Office Work T 4..o'o; \e.oo;_;.- o
- Premises Work | o | D AV
Inside Wiring - 6.00 7.000
Telephone = | 4,000 5,000
* Minimm Total Charge S 1o 8. ooir'y.

The staff argues that its plan recognizes the dramaticu -
increase in telephone installation charges over the last several‘ years‘,
and that telephone subscribers are aware that,at present, ‘
installation requiring. mov:l‘.ng a telephone and other prem:Lses work
costs the same as the simplest sexvice commection.

~ Pacific objects to a multi-part charge plan on the basis
that the present plan is simplex but more strongly on the ground that
the staff's plan at the staff's proposed rates would yield insufficient
additional revenue. The company points out that the total charges
would equate to $25 for residence service and $36 for bus:moas serv:tce
or only a $1 increase for each. - :

We agree with the staff that the present. tariffs .are overly
sizmple and do not give a customer who is willing" to requ:.re the m:!‘.n:t.mxm
work a chance to pay a minimm fee. ‘ren years ago, a residential
customer could cbtain telephone sexvice for as little as $4, compared
to the present $24. Even though increased connect:f.on cb.a:ges” still
do not bear their full costs, something should be done to minimize
increases for comnections requiring a bare minfimm of work. We
recently recognized this problem in Gemeral Telephone Company (197&)

CPUC (Decision No. 83779, Application No. 53935).and: adopted' |

[
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& plan similax to that which the staff proposes here. We: {agree with
Pacific, however, that the staff's suggested rat:es would prov:'.de
inadequate rate relief for these charges, considering the actual cost
of the service. The following table shows our adopted rate’ levels
undexr the staff’'s plan: , ,

Adopted Service Comnection and Move-

And -Change Charges
(Simple Residence and Business Sexvices)

‘ Residéi:z'ce“ | ‘Bus«iness |
Service Order o | L o
Initial 812,000 - $20 oo,rj, -
Subsequent : I o
Premise Visit Required* . 10.00° | ’14 00
No Premise Visit Required 6.00- . 10.00

Central Office Work I o 5.000 o 7.00 |

Premises Work ‘1 R
Inside Wiring 7.00 © 8.00°
Telephone . 4.00. ‘ ,6.‘OQ‘ o

* Minimm Total Charge 12.00 .- 20‘”'00.?

(Note: The above table does nmot include certain instal- |
lation and move-and-change charges associated with = -
Design Line phones, and is not all-inclusive of service:
connection and move-and-change charges. Consult the
appendix.) ; _ Co




A.55214, c_.989‘ ep

Line Extension Charges. The staff does not d:.spute the
company's contention that, considering present costs, line extension
chaxrges should be increased, but the staff and Pacific d:'.sagree om .
the method of changing the tariff. ‘ ,

Pacific would revise the method of determining the charge.
Instead of continuing with a specific charge per one hundred feet of
line extension in excess of the free footage allowance, Pacific's
proposal reduces the free footage allowance from 2,460 feet to
1,000 feet. Then, charges for the extension of plant In excess of tbat:
“allowance would be equal to 50 perceant of the estimated cost of
construction along public thoroughfares and 75 pexrcent of the estmated
cost of construction on private property (Exh 8, p- 95; Exh 21
P. 9.

The staff cxriticizes the plan as resulting in lack. of
uniformity and as tending to cause disputes, including formal
complaints. The company counters by arguing that flat rates make no
allowance for inflatiomary factors in a time of sp:‘.raling construction
costs, and do not consider differences in circumstances.

Adequate recovery for line extensions has always beem a
problem. We accet Pacific's arguments concerning inflation and the
fact that special circumstances cannot be properly considered under '
present methods, and will authorize the f£iling of Pacific's proposed‘
tariff. I£, however, it produces an excessive numbexr of. disPutes,
we may find it necessary at a future date to return to & tar:[ff
which will contain spec:.f:!.c charges. ' '

. Other Rate Changes

' As mentioned, differences in rates proposed by the. company
and the staff grow smaller as the different estimates of rate levels |
are narrowed. Other changes reflected in the adopted rates a;e not
the subject of arguments in principle between the staff and the ‘
company, and do not require discussion. The levels for such rates
are set to be consistent with the xates and tariffs we have .
discussed above. ‘ ‘
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. 1. Tbe petition for a proposed report of the examiner should
be deaied. | | B
| 2. Based upon adopted results of opexations and on test-year
normalization of federal taxes, the additionsl revemue necessary to
produce & rate of return on rate base of 8.85 percent is as follows:
Rate of return authorized (D.83162) '8.85%
Rate of return at present rztes _ 8.18%
Increase in rate of retuxn required 0.67%
Adopted rate base : © $4,946,611 »000.
Net reveaue 1ncrease , - $33‘142‘000g¢r
Net-to-gross mu tiplic“ . 1.965Q[-
Gross revenue increase’ 3 $65 157, ,000
Settlement provision ‘ $L1 SO0.000fL"

(The total settlement provision amount
includes $6,700,000 for General Telephone
Company, $3 200, ,0C0 for Contimental .
Telcpnone Compuzy, and $1,700, OOO foxr other
telephone companies. )

Gross billirg increzse required $76 757, OOO

3. .The rate of retumn found reasomsble in Decision No. 83162
should not be modified at this time, but should be the subgect of
suppleneatary hearxngs Sor the reasons set forth in the-opxnzon.
4. Pacific's egzimate of Tevenues for the test perxod £s
adopted. _ , | , g :
5. The effective rate of return for the test pc~;od for
American Tzlephone and Ielegnaph Company is 8.38 percent. -

6. A reasomable estimate for mabn.enance ezpenses is-
$587,996,000. - :
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7. A reasonable estimate for traffic expense is $262,344,000.

8. The amount of $683,820 should be disallowed from intrastate
advertising expenses on the basis that this amount benefits the AT&T
Long lines Department rather than Pacific. '

9. TFifty percent of the staff's t:em:-year estimate of Design
Line advertising should be disallowed as a start-up cost of this
program, '

10. Pacific should be required to fle ﬂuancial reports of i.ts .
Design Line program as set forth in the oxder.

11. Change-of-instrument or move-and-change charges iuvolving ,
Design Line telephones should as nearly as possible reflect- the actualg
cost of the service.

12. Pacific should attempt to recover Design L:f.ne inst:rumcnts
for nonpayment in the same manner that it now seeks recovery of
ordinary telephones. |

13. “Lifeline" advertising is inadequate. $150,‘OQO\.rshould be
authorized for the 1976 calendar year for such advertising, to be
devoted to mass-media publicity, as discussed in the opinion.

14.. A reascusble estimate for operating rents is the ambunt
of $27,375,000. : |

15.a. Pacific's estimate for general office ‘and. sal&ry expense
is adopted. :
b. The staff's estimates for the Western Electric adgustment
and the AT&T license contract are adopted.

16. The staff's lien date adjustments are adopted.

17. The staff's calculation of the net-to-gross mulu.plier is
adopted

18. In forthcoming general rate increase applications, Pac:t‘.f:.c
should indicate ‘the amounts. spent on the AT&T d:f.vest:!.ture 1:(.tigation,
as discussed in the opmion. '- o RSP
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19. The 8.3 percent managementfsala}y increase is not
unreasonable under current economic condxtzons.‘ |

20. Pacific should not be ordered at this time to-compmle'wage'
information per subaccount. h ’ ‘

21. A reasonable estimate of depreczation expense . is
$421,914,000.

22. The staff's estimate of insurance accounts is adOpted

23. Pacific's estimate for relief and. pensxons is reasonable
and is adopted. | : o

24. The staff's estimate for ad valorem taxes is adopted.

25. TPacific's estimate for payroll taxes is reasonable.

26. A reasonable separations factor for telephone plant in
sexrvice is 0.2121. The staff' s separations factors for other accounts
are reasonable and are adopted. B
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27. 1t is reasonable, for this proceeding, to. adopt an adgusted
totzl company rate base of $6, 274,493,000.

28. The staff's proposed treatment of interest on plant under
construction should not be adopted. '

29. Pacific should be required to report the use of proceeds
from the sale of notes by letter, substantially in the fomat set
forth in Appendix C. B |

30. Pacific should be oxdered to investigate in San Franc:.seo
and other appropriate urban areas to determine whether public payment
agencies may be maintained at a ‘redueed cost, as more fully d:[’sCussed
in the opinion and should be further ordered to report on an, annual
basis the establishment, termination, or relocation of such agencles.
The results of the investigation ment:.oned shauld be ava.ilable for the
record in Application No. 55492.. : ' S '

31. Pacific's study on mobile connectors should be made. aveilable x
in Application No. 55492. .

32. It is reasomable to set rates for this proceed:.ng based on
test yeax nomal:z.zation subject to refund, and, at supplementary
hearings, to consider whether any method of annual adgustment should
be adopted, and whether any downward adjustment in rate of return =
should be made 1f test-year normalization without any anm:aal ad;ustmeut o
is continued in effect. .

33. The staff's computation of IC is correct and is adopted

34. California state income taxes should continue to be. computed
on a 3-year average flow-through basis. _

35. California intrastate messagetoll rates should be designed o
to provide for a one-minute minimum toll period.

36. Six MU tariffs should be canceled.

37. Pacific should be required to subm:.t a d:.rectory assistanee '
charge plan in Applicat:.on No. 55492 '
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38. Pacific s proPand increases to PBX rates and its prOposed
restructuring of the Dial Series 100 and 300 PBxhservices should be -
adopted, except for the NA-409 equipment. Pacific should be-ordered
to file, within 90 days, a cost study which may be used as a basis
for considering NA-409 rates in Application No. 55492. Pacific should
file similar studies within 90 days, regarding Centrex, telepbone
answering sexvice, and toll private line oPerations.

39. Supersedure tariffs should be revised.

40. The staff's proposal to break service charges for smmple
residence and single business service inco~componeuts is. reasonable
~and is adopted. o o S

- 4l. racific's proposal fbr line~extensxon charges is reasonable
and is adopted.
- Conclusion S
The application should be granted to the extenc set forth
in the following oxder and in all other respects denied-

IT IS ORDERED that:

1. The Pacific Telephone and Telegraph Company is authorxzed
to file with this Commission, on or after the effective date of this ‘
order and in conformity with the provisions of5General‘Order;No._QGﬂA,
revised tariff schedules with rates, charges, and cOnditipgs modified
as set forth ic Appendix D. - The effective date of the revised tariff
scoedules shall be five days after the date of filing. The revised -
tariff schedules shall apply only to service rendered on or after
the effective date of these tariffs.

2. The rates established by this order shall be subject to
refund pending consideration of the Supreme Court's directive in City
of Los Angeles v PUC (December 12, 1975, S.F. No. 23215) as it may
pertain to this proceeding. Pacific shall maintain such books and
records as are mecessary to determice the difference between the ‘
rates established berein and any other rates if any, whzch may'be }
establisbed by further order. - ‘ o S

FI

IR
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3. The issue of appropriate regulatory treatwent of the
deferred tax reserve in this proceeding shall be consolidated with
the remand of Decisions Nos. 83162, 83540, 83778, and 83779, and :
heard on a common record with the same issue in those préééedings-_v
Refunds, if appropriate, will thereafter be handled in one COmm;s31on,
oxder. ' R :

4, Financ;al reposts on the Design Line prog*am‘shall Be"filed'

- with the Commission on a semignnual basis, consistent’ wnth che views ‘
expressed in the opinion section of this decision.

5. Pacific shall attempt to recover Design Line equipmenc for
nonpayment on the same basis that it now attempts recovery of ordznary
equipment for nonpayment. .

6. Pacific shall expend the sum of $150 000 for Lifelxne .
advertising during the calendar year of 1976, consistently'wmth the
views expressed in the opinion section of this decision.

7.. Pacific is oxdered in any rate increase application
involving a new test period to report the amounts spent by itself or
by American Telephone and Telegraph Company on divestiture litigation.

8. Pacific is ordered to report by letter the use of proceeds e
from the sale of notes, substantially in the format set forth in '
Appendix C. : ‘

9. Pacific shall ,nvestxgate in San Francisco and other
appropriate urban areas to determine whethex pnblic payment agencies
way be maintained at a reduced cost. Such investigation’ shall be |
available for the record in Application No. 55492 Pacmfic sha’l

repoxt, on an-annual basis, the establxshment termination, or
relocation of such agencies.




“.“ - |
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j0, ¥L. Pacific shall include, in its montbly reports required by
(//7 Ordering Paragraph 3 of Decision No. 83540, the current amount of
JDIC and IC available to it, on an end-of-reporting—period basis.

// A2, Pacific's study on mobile connectors sball be made ava.ilable_} 3
in Application No. 55492. & |

/> J&. Pacific shall submit a direccory assistance charge plan in .
Application No. 55492. '

/3 4. Within ninety days of the effectf.ve date of this order,
Pacific shall file cost studies concerning NA-409 equ:’.pment Centj:ex,
telephone answering service, and toll private line operations. '

/# Joc The petition for a proposed report of the examiner :.s dem.ed ,

The effective date of this order is the date. hereof
Dated at San Francisco , California this 0"0 S
day of DECEMRER , 1975 | o > .

N e e s e T

~ Commissiomers - |
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AFPENDIX A

LIST OF APPEARANCES

Aépl:!.c:mt.: Milton J. Morris Attornéy at Law, for The Pacﬂific
Telephone and Telegrap Y. - '

Respondents: Dinkelspiel, Pelavin, Steefel and Levitt, by Lenaxd G.
Weiss, Attorney at Law, for Dorris Telephone Co., Ducor Telephone
+» Evans Telephone Co., Foresthill Telephome Co., Livingston
Telephone Co., The Ponderosa Telephone Co., and The Siskiyou
Telephone Co.; and Delwyn C. William, for Continental Telephone
Company of California.

Interested Parties: Administrator of Gemerxal Services Administration
by Max M. Misenar, Harold S. Trimmer, Jr., C. Paul Swift, and
Maurice J. Street, Attormeys at Law, for General Services
Administration; Independent Taxpayers Union of Califormia; A. M.
Hart and H. Ralph Snyder, Jr., Attorneys at Law, for Gemeral ]
Telephone Company of Cali fornia; Neal C. Hasbrook, for California
Independent Telephone Association; Thomas M. O'Connor, City
Attorney, and Robert R. Laughead, for the City and County of San
Franeisco; Joel Effron, for Scott Buttner Commmications Inmc.;
Rovert W. Russell and Manuel Kroman, for Department of Publn.c.
Utilities Transportation, City of Los Angeles; Leonard L. Snaider,
Attorney at Law, for Burt Pimes, City Attornmey, Los Angeles;
W:.:I.liam S. Shaffran Attl:orney at Lawi fgr JothW.cWi.ft, Cigyce ,
Ktorney,ganﬂ 03 Sylvia M. Siepge ene P, Coyle, an orge
R. Gilmour Attogey’v at Law, for %oward ﬁtﬁi ty Rate Normalization;
Colonel Frank J. Do¥sey, Attorney at Law, for Consumer Interests
of the Executive Agencies of the United States: Philip Endliss,
for the City of Gardena; Jean Daniels, for Alpﬁa_dama Omega
Chapter of Alpha Kappa Alpha, inc.; Arthur S. Hecht, for SPEAK
(Sunset-Parkside Education and Action Comnittee); and Donald Scott
and Michael Kennedy, for themselves. -

Commission Staff: Ira R. Alderson, Jr., Attorney at Law, and o
James G. Shields. SN o
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AFYPENDIX B
Page 1 of 2

. THE PACIFIC TELEPHONE AND TELEGRAPE COMPANY

Sumnary of Earnings
Twelve Months Ending June 30, 1975 Estimated

Total Compan rations Intrastate
Staif UtEIity

Est. Est. Adopted - Adopted
TS in.TEEusands)

$3,203,252 $3,163,815 $3,163, 815-$2 487,666

Item

Operating Revenues

Uncollectibles
Revenues after Unc.
- Total Opex. Rev,

ratin -3
Maintenance
Traffic
Commercial
Revenue Accounting
Bal. G&0 Sal. and Exp.
Opera:ing Rents .

Gen. Service and Lic.
%:%ieg ﬁnd Pensions
thex r. Exp.
Subtotalope P
Depreciation & Amort.
Prop. & Other Taxes
Payroll Taxes C
State Income Tax
Federal Incowme Tax
Affillated Interest Adj.

Net Oper. Exp.
Net Opexr. Revenues

Rate Base
Account 100.1
Account 100.3
Materials & Supplies
Working Cash

35236

668,865
256,423
261,451
48 305
127 912
25,275
34 480
221 569
11,053

421,914
173,224
61 449
33, 2912
269 755
~3.033

554,462

8,274,146

4 430_
37, ,920
94 629

31 2150

687,996
262, 344
260, 2877
48 305
129 953
27 786
36—805
2263337
10,861

1,355,333 T,69L.26%

"421 y918
176, 875
62, )58
29,378
238 904
-2.864

Z ,OIEV,USQ
514,606

8, 304 ,898

4 700
38 700
92z, ,752

317150

48 305

129,953
27 375"

34, 480
226,337

11 053'
TT689,059

> k4

421,914

173, >224
62 584
27, 7316

239,700
-3.033

521,901

8, 274 ,146
4 4307
37 920‘
94, 529 :

26,712

R _ .
3,168,016-'33132,665‘ 3,132;665 2 4625954*

262 323

261 216.

530 032
204, ;106

221, 346

4Y 929
1013987

22 505
27, ,067

177,629
_ 0% -

"y

337 067
136-483
49, 116
19, 2913
182 912‘
-2°419

\504;574 

6,519,200

3,107 -
30 658
74, 804

Less: Depr. Resrv. 1,766,066‘ 1,771, 664 1,766, 066 1 385 126

Less: Def. Tax Resrv. 319,739 319‘953 319 739. 255 663

Subtotal T3325,320 5,369,433 -_s-srs‘m T958,980

Affiliated Interest Adj. =49,627 -48 124 -4{ 828 *239,169

Pay TV Adjustment 27'97:%"%%

Total Rate Base
Rate of Return 8..847; 3 177,; R ‘.&‘;32’/.1 8-187.‘ :
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APPENDIX B
Page 2 of 2

THE PACIFIC TELEFHONE AND TELEGRAPH COMPANY
Estimated Revenue Effect’ of Adgpted Rate Sp::ead |

Ttem

Sexvice COnnection Charges

Number Change Charge

WATS Installation Charge '

Key Equipment Installation Charge

Miscellaneous Supplies and Equipment
Installation Charge

Line- Extension Charge

PBX Rates and Charges -

Touch~-Tone Rates and Charges ‘ % | v ;3,/ o

Supersedure X o (G- 6) -

6 MMU Conversion to 'l‘oll ' | 5.7

Message Toll S 37 3

1/ Includes ""Design-Line" change cbarge. B

2/ Included in 1 above.
'3'/ Offset by. $2 400 OOO included :f.n I above.

’
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APPENDIX C

(Format for reporting disposn.t:.on'
of proceeds from sale of notes) -

Proceeds Lfrom sales of vecur:’.ty authorized
by Decision No.

Disposition of proceeds , _
1. Repayment of short-term obln.gations ‘

Retirement oxr refmd of 1ong-term
indeotednﬂs.;

Acquisition or constmction of
property

*« Reimbursement of treasury for wm-
- reimbuxsed capital expenditures

| _Other (explain)
Total disposition of proceeds
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APPENDIX D
Page 1 of 4

Rates - *he Pacific Telephone and Telegraph Company.

Respondent's rates, charges, and conditiong are changed as set forth
in this appendix. :

dl

SCHEDULE CAL. P.U.C. NO. 6-T MESSAGE T.T\IIT °ERVICE

Schedule shall be so modified as to canvert 6 message unit routes to
message toll routes. Schedule Cal. P.U.C. No. 53-T shall be
appropriately modified to accommodate this change.

SCEEDULE CAL. P.U.C. NO. 12-T - PRIVATE BRANCH EXCHANGE'SERVICE

Schedule shall be msdzfied as proposed in nxniblr No. 22, excludiag
the NA4-09 system, pages 79-84-C, of Exhibict No. 22 as rccommended

in Exhibit No. 34, page 2, ''Private Branch Exchange Sexvice.” Present
rates and charges sbali be applxcable to existing services until said
servmces are conmverted at the company s operating convenience but no

later than December 31, 197q to the modified rates and- charges
uthorized herein.

SCHEDUIE CAL. P.U.C. NO. 22-T = !GIY EQ"TPI""N"‘ SERVICE

Schecule shall be modified as proposed in Exhibit No. 8, page %.

SCHEDUU:‘. Cal. P.U.C. NO. 23-'1‘ ~ CHARGES FOR _LINE EXTENSION AND
QV L ONNECTION r s..;....ITI UBUREBAN

Schedule shall be modified as proposed in Exhibit No. 8, page 95.

SCAEDULE CAL. P.U.C. NO. 28-T - SERVICE CCNNECTION CEARGES-MOVE AND
CHANGE CEARGSS-IN PYACE CONNECXION CEARGES

Simple Residence and Business Sexvice (axc;udes Key System, PEK
and Centrex Installations):
Sexrvice Order Residence Bu51ness

Initial : $12 00 $20-00;j."
Subsequent

Premise Visit Required * 10.00 14,000
No Premise Visit Required 6.00 © 10.00

Cenzral Office Work 5.00 ‘ Iiddf,f‘,

Premises Work : . ”ﬂf_ .
Tnside Wiring - 7.00 . 8‘00gﬁ«,;:‘«
Telepbone ™ 4.00 6200 ¢

% Minfmum Total Charge | 12.00 j _‘_ | 20 Ooﬁu .
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AP?ENDIX
Page 2 épa
Cther Residence an& Business Servmce?

: Schedule shall be modified as proposed in Exhibit No,,8 .
pages 96-102. e

No chaxge shall be applicable for cbange of address where no-change .
of sexvice or facilities is involved. ,

Charges for supersedure of service shall be the "Initial" service .
order charge pexr line end trunk superseded.

Cbu:ge for change to vacation rate service shall be the "Cenzral
O0ffice Work" cha*ge only.

Change of Instrument - "Design—Lihe" o

‘ ‘char e»f* .

: -Residence usiness -
Re _acembnt o_ telephone set with a A R

Npesigo-Line® set © $25.00  $30.00

Note: Total charge for change of fastrement to
"Design-Line" im addition to applicsble charges .
in Schedule Cal. P.U.C. No. 32-T, Supplemental
Equipment. Iaciudes change of fastrument WOTK
only, and not other services under this schedule.

SCAZDULE CAL. P.U.C, NO. 32~-T - SUPPLEMENTAL EQUIPMENT

Schecdule to be nmodified as proposed in Exhibit Vo. &, pages 103~108.

SCHERULE CAL. P.U.C. NO. 36-~T, RULE 23 - PRIORT"Y‘OF VSZABLISHMZN*
AND SUPERSEDURE OF SERVICZE

Schedule shall be modified as proposed in I:xhibit No- 34, page 3. |

SCHEDUZE CAL. P.U.C. NO. 50T = '°RIVA.£‘E LINE SERVICES AN’D CHAN‘\I"LS
SUPPLENENTAL SO0 IPMENT ,

Schedule to be modified aS*proposed‘in‘Exhibit Nd;;8; pages{1094110;1]-n‘
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APPENDTX. D
Page 3 of L

SCREDULE CAL. P.U.C. NO. 53-T ~ MESSAGE TOUL TELEPHONE SERVICE

: : Inttial Period

: Station : Peraon
: DAal s Coin :0perstor:

Phcte  tl Min, 1l Min, : 1 Min, - . amw

Mileoga : Day  :FBveninp: Night - 3 Min.-411 Days-Al) Hours

BRI TINTY
orr v

Each Additional Minute
: All Classes of Service:
vy Day  Evening Night:

O- 2 $0.11  30.09 $0.07 $0.25 $0.65  $1.25 $0.07 . 30.05 . $0.04
-1 . .09 .25 .65 .25 070 .05 04
LB-6 A2 30 .70 .30 .08 W07 .06

12-20 A7 WU L W0 T 137 10 W09
2A-25 .29 26 : A5 83 L4322
%-30 .2 .18 500 .88 L4800 a3

-4 .25 & 55 .93 L5 L a3
=50 .28 .23 .65 .98 158 15 U L
S-70 3% .25 .80 1.05 .65 a7 150

- 90 .34 27 - 95 1a2 72 0 19 a6
91-110 37 29 .05 .19 1.79 2L 8
13-130 - .40 31 L0 L2 L8k .22 .20
LBI-150 43 33 200 135 131 191 L2k LA
151-170 .LS : .33 -20 1-20 1.37 l-u97 . 026' .21 :
171195 Wivd .33 +20 1.25 1.43 2.03 A.28' : .’211

196-220 .49 BhL .20 1300 149 209 .30 . .23
22-2L5 .51 3L .20 135 1.55 2.15 .32 :

A8=270 .53 G4 .20 140 181 2.2 3 .3
270300 .55 35 . 145 165 2.25 35 2%,
302-330 .57 25 .2 L5000 17 231 0 .37 L2

331360 .59 0 35 A LS5 .77 237 39 2
361-430 .61 .36 .22 1.0 1.83 2.L3 AL .26
SU-590. .66 .36 .4 170 196 256 45 26
591685 = .67 .37 2 1.75 2.0L 2.61 W7 .28
Notes: | ' ' :

1. Inftfal perfod for-all directly dialed toll messages s
1 minute regardless of time of day message is placed.

2. Day, Evening,and Night classiffcations of "Addétienal’ ‘ o
Minute' charges are applicable to all classes of service,
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APPENDIX D
Page 4 of 4

SCEEDULE CAL. P.U.C. NO. 83-T - SPECIAL ASSEMBLIES OF EQUIPMENT
Schedule shall be modified as proposed in Exha.bit No. 8, page 115.

SCHEDULE CAL. P.U.C. NO. 128-T - WIDE AREA TELEPHONE SERVICE

Schedule shall be modified as proposed in Exh:'.bit No. 8, page 116.
SCHEDULE CAL. P. U.C. NO. 132-T - 'I‘OUCHTONE CAI..LING SERVICE _
Schedule sball be modified as prOposed in Exh:[bit No. 8 pages 117 120. .
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DISSENTING OPINION OF COMMISSIONER ROSS |

I cannot join in today's decision. Three facts are central to

this case. ‘ S
-Pacific Telephone collects $260 mallzon annually from ratepayers-as
an allowance for phantom taxes” == taxes whzch Pacific does not currentxy
owe, and which xt may never have To pay.
-If th;s Commzsszon tries to ellmlnate ‘those phantOm taxes from.
 customers’ rates, it runs stra,ght into a federal tax law adopted at’ the B

“uxging of the Bell System. This law might penal;ze telephone ratepayers

- additional hundxeds of millions of dollars in the event ‘chat hhe Puc

acrempts to protect customers Lfrom excesszve rates.

While denefitting from these 9-figure tax loopholes, Pac;fzc is
systematically reducmng the service it provides customers. Paczfzc, 1n its“‘?
Third Quarter Report to Shareholders (October 1975), announced 'an 1ncrease :
in earnings for the l2-month permod ended August 31 1975 £rom Sl 54 o $1. 76 f'
per share. The report notes that "these earnings zmprovements were 'bought’
{kan laxge part by cutbacks in expenditures which, if contlnued w;ll ;nev—"
itably have an adverse effect on serv:ce.

I do not delieve that a utllzty which receives $260 mall;on in gross

revenues ($130 million after taxes) from special tax benefmts should have

free rein to reduce sexvice levels in order o "buy an 1ncrease in earn;ngs. L

Nor should the company receive a $65 mlllaon rate inerease until thzs Comm;s-“
sion c0mp11eq with the State Supreme'Court mandate to explore all means ‘or

reduc;ng the $260 million phantom charge-

San Francisco, California AR
December 30 ,'"1975 - .Commissione;-: R o




