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86533 Decision No. _____ _ 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STA.TE OF CALIFORNIA 

In the Matter of' the Application of 
The Pacific Telephone an~ Telegraph 
Company, a corporation, for telephone 
service rate increases to cover 
increased costs in providing telepbone 
service. 

Investigation on the Commission's own I 
motion into the rates, tolls, rules, 
charges, operations, costs, Separations, 
inter-company settlements, contracts, 
service, and facilities of THE PACIFIC 
TELEPHONE AND TELEGRAPH COMP Al-"Y, a l 
California corporation; and. of all the 
telephone corporations listed in 
Appendix A, attached hereto., ~ 

Application No. 55492 
(Filed February lJ, 197'5-
amended January l6, 1976 

Case No. 10001 
(Filed November 12, 1975) 

(Appearances listed in Appendix A) 

THIR!) INTERIM OPINION 

The Pacific Telepbone and Telegraph Company (Pacific) 
seeks rate relief of $119.6 million in the application which is 
part of this proceeding. Because certain problems neea our immediate 
attention we Wish to issue an interim opinion and order on the 
subject of "beld orders", and certain other service problems. 
Hearings on these Subjects were held in various cities on various 
dates in March through July of this year. 
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I. HELD' ORDERS 

General Order No. 133 defines a held primary service 
order as a request for prfmary telephone service delayed over 30 
days because of lack of telephone utility plant_ A held regrade 
service order is defined as a request for a.change in grade of an 
existing primary service delayed over 30 days because of a lack 
of telephone utility plant. 

'1 

The staff's Exhibit 36, a report on Pacific's telephone 
service quality, contains several charts showing unfilled orders 
for 1974 and 1975. The staff prepared two charts on a GO 133 
basis, showing (1) primary service orders held during 1974 and 1975 
and (2) regrade orders held for the same period, broken down by 

the company's maj or geographic sectors _ These charts illustrate 
the problem we are taced with and are reprinted here. 
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Pacific ?repares informaeioQ for held orders on a slightly 
different basis: it compiles a. count of held orders for both 
primary.and regrade service ("main service and regrades report"). 
P~ci£ic defines held orders as customer requests for main services 
and regrades uncompleted by the day of a monthly count (usually 
taken on the 25th day of the month). Based upon such data, the 
staff constructed ewo additional charts showing (1) the number of 
unfilled "main" service orclers for the same period as the preceding 
charts, on Pacific's own reporting oasis, and (2) a similar ccart. 
for regrade orders. Again, the charts are broken down by major 
geographic sectors. These charts follow. 
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In all four charts, it should be noted that almost all 
of the total increase in held orders over the latter part of 1975 
is matched by a pronounced increase in such held orders for the 
Northern Sector (consisting baSically, of Northern california 
exclusive of the San Francisco Bay area). 

Pacific's data identifies, on the basis indicated in 
Charts 3 and 4, reasons why requests for service are unfilled, 
as follows: 

Reasons 

Reason Held· 
Plant facilities 
Foree 
Other 

for Unfilled Orders 
Main Service Regrades 

1974 1975 1974 r975 ...-....... ~ .-....-, -
93.17. 93.91. 98.97. 99.07. 

.3 .3 .2 
6.6 S.8 .9 1.0 

The above development is seen better againse a backdrop 
of what Pacific regards as a "normal" level of held orders. The 
record does not contain an estimate for all four sectors, but 
Mr. Hamish Bennett, Pacific's assistant vice president for 
Regulatory Planning, and its witness on the subject of service 
levels, stated that for the Northern Sector a normal held order 
level would be about 330 (Exhibit 54, page 2), with 90 percent of 
those orders held for less than 60 days (thus, according to staff 
reasoning, a normal level for the Northern Sector for orders held 
60 days or longer, based upon Mr. Bennett's testimony, would be 33). 

The staff's Exhibit 36 also developed information which 
tended to show a similar trend of buildups for orders held over 
60 and over 90 days. Some such orders are, of course, held because 
they present special installation problems (e.g., locations far 
removed from any existing line) but the staff's data shows that 
much of this buildup was the result of shortages of plant margins 
(Exhibit 36, pp. 4-6). The situation resulted in a. 1975 total of 
orders held over 60 days (as of November 30, 1975), a.s follows: 

-8-
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Held Orders - Over 60 Da~s - November 30 z 1975 
Primary Res=:ade ToUt 1 Sector Number bOl!8rs Number DOllars Dollars 
(000) (000) (000) , 

Northern 634 $10,568 922 $6,549 $17,l17 
Bay 8 204 26 428 632 
Los Angeles 9 109 9 223 332 
Southern Co. 36 399 60 299 698 -State 687 11,280 1,017 7,499 18,779 

The dollar amounts indicate "relief project dollars" 
required to serve these orders .as of November 30, 1975, by which 
is meant funds either added to the existing budget or diverted 
from other purposes to meet the problem of held orders .. 

In its brief, the staff presents us with more recent 
data for orders held over 90 days and warns us that the problem 
which was present in 1975 continues into 1976. The information­
was compiled from. Pacific's annual reports to the Commission, and 
compares Pacific's performance with that of General Telephone 
Company: 

Company 
Pacific: 

Northern· 
Region 

Southern 
Region 

Total 

General: 

Primary Orders Held Over 90 Days - 1976 

1-l-76 
Main 

Stations 

3,500,000 

·3,500,000 
7,000,000 

1,700,,000 

January 
Per 

l,000 
Total M.S. -
1,209 0 .. 345 

62 0.018 
1,271 0.182 

6 0.004 

Februaq 
er 

1,000 
Total M.S •. 

1,234 0.353 

75 O.OZl 
1,309 0.187 

5 0 .. 003 

March 
Per 

1,000 
Toeal M.S .. -
1,268 0.362 

75 0 .. 021 
1,343' 0.192 

8 0.005 
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Tbe Staffts Position 
The staff argQes that the held-order sitWltion is 

entirely traceable to budget c~tting on the part of pacific which 
was unwarranted by financial c:onsiders.tions~ and that, therefore, 
strong action should be taken by the Commission. 

Pacific filed this applica~ion before we disposed of its 
previous rate increase request (Application No. 55214). It made 
a "motion to set public hearings" on August 1, 1975 which we 
denied (Decision No. 84938 dated Sepeember 30, 1975). One of 
the reasons for our denial was ~hat Pacific would have to file 
a major amendment to this present applica~ion as soon as the 
amount of :relief awarded in Application No. 55214 was known. This, 
of course, was what occurred. Nevertheless, Pa.cific, as the stai':f" 

points out, expressed its concern over the Commission's action 
in a letter dated June 18, 1975, to the Commission. The letter 
discusses Pacific's problems concerning bond ratings and other 
financial considerations. The letter then states: 

''We will reduce our 1975 constructiort program by $25 
million. As you know, capital expenditures are a 
long-term proposition so if we are not to incur 
severe cancellation penalties we cannot substantially 
reduce our program when half of. it: already has been 
carried out and most of the remainder bas been 
committed. However, even this cut will mean deferral 
of certain projects. 

"As to expenses, we will reduce our 1975 levels by 
$25 million. We contemplate having on our payroll 
some 1,000 fewer people at the end of 1975 than we 
had planned at the outset of the year. 'Ibis means, 
among other tb~s, we foresee less hiriXlg for the 
balance of 1975.' (Exh:tbi't 36, Appendix A, Sheet 
6 of' 7 .. ) 

-10-
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The staff points out that while this letter also discusses 
possible layoffs, pacific actually cont~lated a reduction in 
force before the problems discussed in the letter arose. According 
to Exhibit 53, Pacific was considering a reduction of 1,000 employees 
in February 1975. 

Pacific's Board Chairman, Mr. Hull, armounced his View of' 
the problem to Paciric's shareholders in its quarterly report tor 
the fourth quarter, 1975 (p. 4): 

"Despite the increase in our earnings per sha:e, 
our post-tax interest coverage for the 12 months 
ended November 30 was 2.34, compared with 2.39 for 
the same period last year. This cont:intJed deeline 
in coverage is a threat to our bond rating. 

"During the past four quarters we have been operating 
under stringent ex~nse budget controls. Unfortunatelx, 
in some areas such limits have affected the uaI~t 
o our serVJ.ce. can persona y assure you we are 
aoing our Sest with the available resources." 
\Emphasis added.) 
The staff points out that although a recurring theme 

of the quarterly reports is alleged finanoial problems, the 
reports themselves indicate reasonable financial health, making 
the budget controls instituted by Pacific unreasonable. The staff 
points to various statements and figures in the quarterly reports 
(Exhibit 56) indicating financial health. The January 1976 quarterly 
report states that earnings for the twelve-month period ending 
November 30, 1975 were $1.78 per share compared with $1.62 for the 
comparable twelve months in 1974. pacific's p?st-eax interest 
coverage for 1975 was 3.41.. 'l"be staff .argues that in order to judge 

-11-
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Pacificrs financial health it should compare reported ra:e of 
return with return on a flow-through basis,. which was 9 .. 9 percent 
for mid-197S.!/ , 

The staff also questions whether some of Pacific J s 
budget control procedures were really the result of any'disagreement 
with Commission action or were simply overzealous trimming. The 

staff's Exhibit 36 st.'l11lm-3rizes Pacific's own budget "views" for 
its direct operating expenses. 

PACIFIC'S BUDGET VIEWS - 1975-1976 

View Date 

December 197¢l 
Change 

March 1975 
Change 

July 1975 
Change 

October 1975 
Change 

November 197~/ 
Change 

December !975 
Cumulative Change 
Cumulative Change, Percent 

(Red Figure) 

Direct Operating 
W7rnse Budget1l 

1 197& 
-(Millions)-

$1,347.2 $1,53~.5 

(15.2) (13.4) 
1,332.0 

(23.1) 
1,308.9 

.2 
1,309.1 

1,309 .. 1 

1,309 .. 1 
(38.1) 
(2.8)1. 

1,518.1 
(93.2) 

1,424.9 
(.2) 

1,42~.7 

13:.0 
I 

1,437,1.7 
13.3. 

1,451.0 
(80.5) 
(5.3)1. 

1.1 Maintenance, Traffic, CommerCial, Marketing, Other. 
~I Basis for A.S5492, filed February 13, 1975. 
~/ Basis for A.55492, amended January 16, 1976. 

1/ See an analysis of Pacific's fl~w-~hrough return in Decision 
No. 84938, supra, pp. 3-4. 
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The above table translates, according to the seaff cxhib:tt, into 
the following "view-eo-view" redu.ct::£.ons: 

View to View 

December 1974 to March 1975 
Marcb 1975 to July 1975 
July 1975 to October 1975 

Cumulative Expense Reduction* 
Cumulative Expense Reduction 

1975 1976 
~11ions "'""")'" 

$10.8 $12.9 
13.7 60.2 

_..::_.,;.,3 6 .. 3 
24.8 
l.S1. 

79.4 

5 .. 21. 

* No "cutback" imposed in November and December 1975~ 
views. This is the $25 million expense reduction 
in letter of 6/18/75, referred to above. 

Based upon the above analysis, the staff's Exhibit 36 states (p. l4): 
Obviously the major budget adjustments made during 
the period December 1974 to December 1975, were 
"cutbacks". The effect of the above expense "cutbacks" 
on rate of ret~n is approximately 0.2 percent increase 
for 1975 and 0.6 percent for 1976." 
The staff's exhibit then offers a breakdown, based upon 

information gathered from company so~ces, which shows that "cutbacks" 
were accomplished by a combination of reductions in force and 
permi tted. overtime, deferral o-f routine maintenance and training 
time, increased workload per employee, and greater service risk. 

One particular method used by Pacific to hold,down costs 
which has direct relation to held orders is Pacific's adoption of 
certain guidelines which' deferred high-cost installations. At 
the time of the staff exhibit, the guideline reqaired deferral of 
all Northern Sector service orders which exceeded $2,000 per primary 
order and $1,000 per regrade order. ' 

!be staff is firmly of the opinion that none of the 
increase in held orders shown on the charts for lat~ 1975 is the 
result of any normal, recurring 'tren~. As Exbibit 30 (p_ 7, 

-13-
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paragraph 23) st:a.tes, norcally performance deteriorates in the 
middle of the year because of greater than average movement of 
telephone customers, but ~ben, in fall and winter, because of a 
lower level of movement, performance improves. 

In conclusion, the staff argues, inter alia, that the 
company has never attempted to allege in ~his application, let 
alone prove, any financial emergency,Y and that, under the 
circumstances, the company's actions, which could have been 
expected to cause service problems, are violations of Public 
Utilities Code Section 451, which requires the furaishfQg of 
adequate service. 

The staff's views of the company's actions lead it to 

make ewo alternate recommendations. The first suggested 
alternative (brief p. 16) is that the company be ordered to: 

"(1) Cancel its' high cost t limitation on service 
orders. 

(2) Establish a program such that within six 
months of the effective date of the Commission's 
order, and thereafter, service will be 
provided) pursuant to filed ~riff requirements, 
to applicants for primary service and for 
regrade of service* within 60 days of the 
service date requested. If at any time, 
Pacific anticipates inability to comply with 
this order, it shall promptly seek an extension 
of time by supplemental application herein 
setting forth all facts and justification 
for extension of time as to each service order 
it is \!D.3ble to serve as ordered." 
(Exhibit 36, p. 18) 

2/ Althou$b there are certain averments concerning its financial 
- conditl.on in the "motion to set public hearings", no interim 

relief has ever been requested in spite of the assigned 
Commissioner's expressed Willingness to investigate any emergen~ 
Which might exist and render a prompt decision on such a problem 
(Transcript 23). 

-14-
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In the alternative, the seaff recommends a reduction of 
pacificre assigned 8.85 percent ra~e of return (cf. C.ener~ 
Telephone Comoany (1969) 69 CPUC 601, 690-692). 
The Company's Position 

Pacific strongly disagrees with the staff's view of the 
:eco:d and the staff's recommendations. 

Pacific first points to its generally high level of 
service based upon n:any indicators, pointing out that staff witness 
Macario testified that the general service level was reasonable 
Hwith no sigcificant decline'in the last two years ••• " (Exhibit 50 
p. 4-EM) and that sta·ff w-:.tness carlson testified that maintenanee 
service "generally :cl'resents a quality of service well above the 
level which would be considered unsatisfactory" (Exhibit 38, p. 4, 
Ale). . 

Regareing held pr~ry orde~s in pa:tic~l~r, ?~cific's 
position is tb::.t 0,) the situation in the Nort~~e:n Se~or was 
not caus~d by ite budget measures but by unusual growth patterns 
not covered by Pacific's forecasting, and (2) Pacific bas alrea.dy 
im?lemented 3 plan to reduce the held order problem to 3 reasonable 
level. pacific's witness Bennett testified {Exhibit 54, p. 1): 

"1. The actual c:ie:cand for main telephone service 
i~ C~lifo~~i3 in 1~75 was significantly gr~:er 
t~n haQ been antici?3ted a~ the ene of 1974. 
Econowie forecasts were predicting ~ downturn 
in the economy which Pacific reflected in its 
detoand forecasts. As 3 matter of fact, demand 
for telephone service continued to be st=ong. 

"2. Most importantly, the greatest increase in 
decand for service and the most signi:iean: 
ir'C:t::':~3es in unanticipated demand were in the 
rural ¢~eas served by Pac1:!e wh~re it is v~re 
difficult to forecast 3ceurately the exact 
location ~nd ~t~ when new facilitie~ will be 

.. 
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needed for growth; where i~ is more costly eo 
provide these facilities; and where it requires 
more engineering analYSis and construction 
time, which increases the time interval 
necessary to provide service." 

Mr.. Bennett pointed out that Pacific did not make any underesticate 
of main telephone station growth in 1975 out that what occurred 
was the forecasts were incorrect regarding what geographical 
areas of the state the growth would occur (Transcript 1148; 2001-03) .. 
He further testified that in spite of the capital restrictions, 
the actual dollars spen~ by the Northern Sector Customer Operations 
Group in 1975 exceeded ~he amount originally allocated to them 
in the December 1974 view of 1975. 

Regarding the limitations On high cost orders in the 
Northern Sector, Mr. Bennett stated this was s:i.mply a method of 
setting priorities so that the most service for ~be most customers 
could be provided for the money spent. 

Mr. Berme~t laid out the following plan for dealing with. 
the held order problem: 

"In 1973, pacific spent $51.2 million in Subscriber 
Loo~s and Structures in its Northern Sector. In 1975, 
Pac~fic increased these expenditures to $71.6 million. 
Our plan calls for the $pending of about $30 million 
more for outside plant loops and structures in 1976 
than was spent in 1975. Comparable increases are 
planned for 1977 and 1978. 'this means that the total 
to be spent in 1978 will be about $140 million in 
this Sector alone, virtually doubling ~he .amount 
spen~ in 1975 • . 

"Under tbis proposal, the Sector would be down to 
normal held order levels (about 330) by year-end 
1978. 
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"The Northern Sector has already begun to implemene 
this plan as follows: 

1. Stimulate transfers within Pacific which 
~~ll add over 80 construction craft 
employees to its regular force. 

2. Temporarily obtain about 50 fully qualified 
engineers to augment our engineering 
staff for the remainder of 1976. 

3. Temporarily obtain about 80 qualified 
construction craft employees during the 
last 7 months of 1976. Together with 
these employees" we plan to temporarily 
obtain supervisors and the necessary tools 
and motor vehicles. 

4. Establish 4. hiring and training program 
at an increasing rate, which" when added 
to the above requirements, will result 
in a net force increase of 23 percent by 
year-end. 

S. Increase authorized overtime levels for the 
engineering and clerical forces eo 10 percent. 

6. Increase authorized overtime levels for 
craft and supervision forces to 11 percent. 

7. Spend $2.2 million more for motor vehicles 
and work equipment. 

8. Allocate an additional $1.0 million for 
training needs of new force 3dditions ane 
the liVing expenses of the temporarily 
obtained people .. 

"In 1977, the Sector plans to transfer, or hire and train, 
an additional 80 or so employees before allowing 
normal attrition during 1978 to reeuce the force 
to levels required to support the ongoing program. 

"'!his plan bas the advantage of maintaining a balanced 
construction program in the two and a half year 
time frame from now until year-ene 1978. Foree 
additions are planned in an economic manner and we 
estimate we can achieve productivity levels in the 
Northern Sector comparable with whae was obtained 
in 1975. 
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"In summary, the objective of this plant is to re(1~ 
held orders to normal operating levels by the ene 
of 1978 and by that time to have sufficient plant 
capacity that these levels can generally be maintained •. 
This plan allows the plant additions to be designed 
and constructed in such a way as to be eeonocica1ly 
sO\lnd, provide good serviee now and in the future, 
and to ~ke advantage of the latest technological 
improvement." (Exhibit 54, pp .. 2-4) 

It should be noted that although tbis plan, according to 
Pacific's own estimates, will eake two years to co=plete, this 
does not mean that customers presently having held orders will 
have to wait two years since there is a turnover in held orders. 
(Exhibit 54, p.4) 

Pacific considers the scaff's reeommendaeions arbitrary 
and impractical. It first points out that it has never been 
possible to complete all held orders within 60 days. Rural areas 
pose special problems. Facilities must be insulled where none 
exist. Overloaded wire must sometimes be replaced.. Therefore, 
to require the formal filing of applications for all held orders 
over 60 days would serve no purpose. Assuming that Pacific were 
to take the necessary steps to fill all held orders within 60 days, 
this would cause nan extraordinary service undertaking, which 
would be uneconomic and inefficient. It would reqUire Pacific to 
increase its spare capacity beyond normal levels, and would compromise 
the proper engineering and construction of telephone plant and 
facilities". (Pacific I s brief, p. 10) Pacific points out that to 
do this would require precise predictions of growth along each 
cable route. 
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Added to this, according 'to the company, is tbe 
administrative burden for the Commission, as well as the company 
if Pacific bas to file an application for each order it is not 
sure it will fill in 60 days (presumably, if we were to, adopt 
the staffts suggestion, we would expect applications which anticipate 
the problem rather than those filed ~ post facto). 

The company proposes, as an alterna.tive, that telephone 
utilities be required to augment their GO 133 filings by reportinz 
the particulars on all orders held over sixty days. 
Discussion 

The preponderance of the circumstantial evidence shows 
that Pacific's budget measures played a significant part in the 
held order problem discussed above. ~1ile the company's forecasts 
failed to show unusual growth in the Northern $ector, certainly 
the company could have recovered faster from an increasing problem 
had it not taken the budget view it did for 1975. The budget­
tightenl.n,g measures coincided, in' time,. with the worsening of the 
held-order problem. While we need not determine that 100 percent 
of the held order problem is traceable to budgetary conSiderations, 
it would be ignorins rea.litie's. to attribute the entire problem 
to incorrect forecasting. After all, it was Pacific's announced' 
intention to safegUClrd earnings a~ tbe expense of service 
conSiderations, over the course of 1975. The record shows that 

Pacific succeeded in its objective. No financial emergency was 
ever deulonstrated, nor in spite of Pacific's various statements, 
referred to above, in correspondence and stockholders reports, can 
any alleged earnings problems be traced to unreasona~le regulatory 
1a8.2.1 Pacific gambled that it could adopt stringent short-term 

'2/ See discussion, Decision No. 84938, supra. 
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budget tightening measures with no pronounced service problems. 

It lost this gamble insofar as held orders in its Northern Sector 
are concerned. 

The company's recommendation does very little more than 
maintain the status quo. More detail on al.l telephone orders held 
Over 60 days might. speed up staff investigatio:cs of held order 
problems (and for this reason We will authorize a form of Pacific's 
suggestion) but it does not provide adva..'"'lce information. 

\'le agree "tdth Pacific, however, that the staff's particular 
"application" Suggestion would fmpose a heavy administrative burden, 
and, if we- add 'to, ita requirement that all held orders· shall be 
tilled within 60 days, a financial. and construction burden not 
benefiCial either to the ratepayers or to the company. 

We believe Pacific should be required, in the future, 
to request advance permissicn by way of application,W' to impose 

any high-cost limi ~ation on filling service orders. ExistiDg 
high-c~st limitations, if a:tJ.y are still in effect, Will be ordered 
canceled within 30 days. 

'ite also eO:OSider it appropriate to requ:ire P aci£ie to 
apply (formally) for permission to carry an excessive number of 
~eld orders. 'Whenever its forecasts. show, for a:tt'f reason inclucii%lg 
budgetary considerations, that its 6o-day and over held orders, 
for a:ny individual sector or for the company as a whole, will 
exceed the normal figure by 100 percent or more during the six 
months (approximately) folloWing the application. 

Since we have evidence on the "normal" amount o! orders 
held over 60 days fOr Paci£ic's Northern Sector only, we will order 
evidence to be taken on this record of what should be considered 
"normal" for the remaining Sectors, and for the company as a. whole. 

~'ApPlications referred to should be filed as separate proceedings 
and not "herein", as was suggested by the sta:t:f'. 
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Regarding our orders on this subject. we accept Paci£'ic's 
suggestion that notification to the Commission of the details· of 
existing 6o-day and over held orders should apply -eo. all telephone 
corporations. We reject the notion, however, that our "application" 
requirements must apply equally to all telephone companies in 
ord~r to avoid "equal protection of the laws" problems. We are 
not engaged in rule-making in. imposing such require=.ents; we have 
had full evidentiary hearings regarding the problems of one co~pany, 
and we are ordering this company to correct such problems. 

We believe that Pacific's program to bring the present 
Northern Sector held-order problem oack to· normal levels is 
satisfactory for the present, and we will order Pacific to continue 
it. We reserve judgment regarding whether it will need future 
modification, depending upon the results it produces. 

Lastly, we adopt the staff" s suggestion tb.a:t in vi~ of' 
Pacific's unreasonable budget management, a reduction in Pacific's 
aSSigned rate of ret1 .. trn is justified. The measurement of' this reduction 
should be calculated with ref'erence to the amount of money 
Paeif'ic's stockholders "saved" by way of' budget holddowns wbich 
res'Ul ted in the build-up of' held service in 'the Northern District. 
':'his is of' necessity an estimate and. not an amount which can be 
determined with mathematical certainty. 

Bearing in mind that we believe that some of the excessive 
held orders were the result or Pacific·s forecasting problecs, traceable 
primarily to unprecedented. growt.h in the Northern Sector, we will 
attribute· (for the purpose of doto=mining any rat~ of rot~ ~cjustme~t) 
( 1 ) excessive held regrade orders, and (2) orders held cecaus e they 
cost over $2,000 as resulting trom erroneous forecasting. We will then 
determine the adjustment based upon the remaining pr-f..mary sernce orde= 
held over 60 days. 
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As or November 30, 1975, the 1,405 held orders for p~~a.-y 
service in the Northern Sector translate into total required relief 
project dollars in the amount of $23,400,000. 921 of the held 
orciers were for a!Ilounts of over $2,000, in the total amount of 
S12,S73,OOO. Therefore, in our opinion, the projects unreasonably 
deferred by management discretion amounted to the difference of 
these two figures, or $10,527,000. 

This $10,527, 000 represents capital dollars not expended 
at the proper time, .... 'hich Pacific should have expended to meet its 
public service obligation under Public Utilities Code Section 451. 
ACCOrdingly, it is appropria.te to reduce Pae1.fic's return by an 
amount rougbly equivalent to the savings realized by Paci!ic's 
stockhOlders by failing· to make the required investment. 

By this management decision, Pacific relieved itself of 
financing this amount at the current cost of debt capital 
(a.pproximately 9 percent). Inasmuch as the plant investment was 
not made, the usual plant ca...-rying charges - depreciation, maintenance, 
administration, ad valorem taxes, and other similar items - were 
not incurred. The translation of the effect of not mzking the 
$lO,527,OOO investment equates to a difference in rate or return of 
0.007 percent. This return di££erenee is equal to an adjustment in 
gross revenue: of $7 40~ 000 per year. The spe.ci£'ics o! this calculation 
appear in the table 'Wbich !ollows:; 
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CALCULATION OF 'PENALTY AGAINST RATE OF RETURN 

Investment Not Made 
Cost of N e~ Debt - Approx. 
Saving in Annual Interest 
Offset: Tax Reduction Not 

Realized Due to Increased. 
Interest Deduction:* 

Net Saving to Stockholders _ 
Equivalent 'to Net Revenue 

Total Company Rate Base -
Utility's Estimate 

Dit! erence in Return 
Intrastate Rate Base­

Utility's Estimate 

Adjustment in Net Revenue 
Net-to-Gross Multiplier (Star£'s 

Estimate) 

Adjustment in Gross Revenue 

(Red Figure) 

$ 10,527,000 
9% 

$ 947,.000 

$ (46l"ooO) 

$ 426,000' 

$6, 85l,,02,000 

.007% 

$ 377,0 

$ 
1.966 

740,000 

* State Corporation Franchise Tax @ 1.24% x 947,000 = $12,000 
Federal income tax @ 4~ x 947,000 - l2,000 = $449,000 
Total Tax Ortse't - $40l,Ooo 
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The amount is, of course, caJ.culated on a twelve-month 
basis (the investment !igc.res are for the middle of' the test year 
for this application). Pacific's exact penalty, however, will ,be 
deter.mined by itself. We Will allow Pacific to petition in this 
proceeding for a restoration of' its full rate of return when it can 
make a shoWing that its held primary and regrade service orders 
(including thoSe over $2,000) have been reduced to within a noxmal 
level. In' this way, our minor rate of return reduction Will not 
serve simply as a warning by way of' a financial penalty but also 
as an incentive to upgrade service. 

. There is still remai:o; ng the problem of how to translate 
this red.uction into a rate adjustment. Based. upon the Application 

" 
:~, 

. No. 55492- test· year, our calcula.tions indicate that if tbe initial 
residence service order charge (Schedule 28-1) is reduced from $l2.00 
to $11.65, the revenue decreas~ (less settlement) for th~ test year 
in this application is approximately $761,000. Since Pacific may 

~ petition for restoration of its full return in less than a year, this 
is an appropriate reduction. Also, since im tial installation of 
residence service has been a serious probl~, we believe it most 
ap!>ropriate to place the reduction in installation costs. This .... r.i.ll 
be the order. 

. .... , .. 
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II. OTHER SERVICE CONSIDERATIONS 
Pacific requests that we not wait until our final 

decision until disposing of two other service considerations, in 
order that it may proceed to estimate its future budgets. None 
of the parties to this proceeding object to Pacific's request. 
Since the record is complete regarding sueh items, and since we 
may deal with them. without lengthy a.nalysis, we will grant this 
request. 
Metropoliecn Service Conversions 

Ordering Paragraph 2(a) of Decision No. 83162 requires 
Pacific's upgrading of service as follows: 

"For the exch.anges of 3ak.ersfield, Fresno, Modesto, 
Riverside, Santa Rosa, and Stockton business oae­
party measured service, residence one-party measured 
service with a 60-messagc allowance, and residence 
one-party measu:ed service with a 30-message 
allow~nce, shall be introduced within five years. 
Concurrently, business two-p.arty flat and residence 
two-party and four-party flat rate sorvices shall be 
wi'thdrawn. " 
Pacific requests a two-year extension of time to meet 

this- requiret:Lent (until July 1981) for the Stoekton, Modesto, 
~~esno, ~nd Bakersfield exchanges. pacific's rea sons- for this 
request were outlined by its witness Mr. C. L. Wade (Exhibit 94, 
p. 3): 

"By ext:ending the required date of conversion for 
these four exchanges by two years, Pacific will save 
$1 million in costs of timing equipment. This would 
come about since the delay would allow the reuse 
of equi~nt removed from step by step central 
offices in the Los Angeles area when those offices 
are converted to E.S.S. switching equipment. In 
adeition, the extension would allow Pacific to 
defer 2-1/2 million dollars of capieal expenditures 
until 1980 and 19S1. w 
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The effect of this deferral is that residential customers 
will not have 30 or 60 call measured service, and business 
subscribers will not have measured rate service before July 1981. 

Because of the savings in C:lpital expenditures, the 
staff believes the company's request is justified. We agree that 
the lack of availability of measured service in those areas is 
outweigbed by a worthwhile cost saving, and we will authorize 
this extension .. 
'Upgrading of Rural Service 

We believe that a different result must obtain reg~rding 
Pacific's request for a two-year extension (also to J~ly 1981) 
to eliminate 8 ... party rural and 4-party urban service in 49 
exchanges (listed in Exhibit 95, pp. 4-5). 

!his el~nation was also ordered in Decis~on No~ 83162. 
Pacific's argument is that it only wishes to defer installation 
in 49 of 314 exchanges, which involves a deferral of 12 percent 
of 92,000 stations. Again, the rationale is.8 cost savi~g in 
capital and manpower, and the company claims. tb..a.t it could then 
concentrate on meeting the Northern Sector's "extraordi.nary 
growth" (i .. e., eliminating the "held order" problem discussed above). 
Pacific ~lso claims that a deferral will allow it to proceed with 
install~tion of outside plant in a more orderly manner. 

We believe that this is borrowing from Peter to pay Paul. 
Most of the 49 exchanges which would suffer deferral are in the 
Northern Sector. Considering the recent history of the Northern 
Sector's held orders there is no reason why it is fair to that 
sector's ratepayers eo ask them to put up with one service deferral 
in order to cure another. 
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Pacific's witness Bennett's own testimony eomments: 
''Much of ou: rural plant is old and in need of rehabilita.tion." 
(Exhibit 9, p. 39.) No one is responsible for this state of 
affairs except the company. Pacific should take whatever 
reasonable steps are,necessary to cure its held order problem, 
particularly in the Northern Sector, without retrenchments in 
programs which will otherwise upgrade rural service. 
Directory Assistance Recording 

On brief, TURN requests that we reverse our position on 
Pacific's use of a recording now used in certain areas, which 
played before the "l~ll" ca.ller is connected to the automatic 
call director, which then connects the caller to a directory 
assistance operator. Our position on the use of this recording 
was explained in our previous interim decision in this matter 
(Decision No. 85487 dated February 18, 1976). 

TURN believes that continuation of the use of this recording 
is contrary to the spirit of our Decision No. 86082, in Case 
No. l008S,.i/ dated July 7, 1976, in which we seated our belief 
that di=ectory assistance service should continue to be available 
'Y.'ithout: charge. !his is clearly erroneous. At: no time did we 
state that we would stop trying to find other methods to reduce 
unncec~sary use of directory assistance, thereby passing cost 
savings onto the ra.tepayers. 

2/ The investigation into proposed directory assistance charge 
plans, which was instituted on our own motion on April 20, 1976 
in order to remove this issue from Application No. 55492 and 
~se No. 10001. 
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Preliminary information indicates that in areas where 
the recording is in service, directory assistance volumes h8ve 
been reduced, but there is, at present, inadequate experience 
with it to make any solid determination regarding its "slue. Our 

final determination concerning permanent use of this recording 
is appropriately :reserved for oar final decision herein. 
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Findings 

1. Pacific failed ~o meet its public service obligation 
under Public Utilities Code Section 451 in that it engaged in 

unreasonable budgetary reductions, which contributed to the problem 
or excessive held orders tor primary and regrade service. 

2. The amount of such orders held for over 60 days in Pacific.s 
Northern' Sector is clearly excessive, and remedial action should. be 

taken, as specified in our order herein, to prevent future 
re~~enees of this situation. 

3· For Pacif'ie's Northern Sector, a reasonable est;ima~ for 
the "normal" amount o£ orders held for 60 days or longer is 33. 

4. Present high-cost limitations tor filling orders tor 
primary Or regrade serviee should be terminated after 30 days. 

5. Paciric should be ordered. to continue with its present 
plans for reducing the volume or held orders in its Northern Sector, 
as de-:ailed on pages 16-18, above. 

6. Pacific's rate or return should be adjusted dO'WIlward by 
0.007 percent, as more rully set out in the opinion section of this 
deciSion. 

7. Paciric's request to defer certain metropolitan service 
conversions tor two years is reasonable and should be authorized. 

S. Pacific's request to defer for two years el~nation of 
$-par.ty and 4-party lines in certain areas until July 19S1 is 
unreasona"ole and should not be authOrized. 
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THIRD INTERIM ORDER 

IT IS ORDERED that: 

1. Pacific's rate of return is reduced 0.007 percent until 
such tfme as it makes a shOWing on this record that its held primar,r 
service and regrade orders are within normal limits. '!'his reduction 

shall be achieved by reducing the initial reSidence service order charge 
(Schedule Ze-T) fram $12.00 to $11.65. 

2. Pacific and all telephone corporations which are respondents 
in Case No. 10001 shall furnish the Commission Wi 1~h quarterly 
summaries giving the Commission reasonable detail concerning primary 
service and. regrade orciers held for over 60 days, and explaining What 

steps are being taken to fill such orders. 
3. Pacific shall not impose any high-cost limitations upon 

pr~ary service and. regrade orders without first applying to the 
Commission to do so. Any such presently existing limitations shall 
'be terminated no later than thirty days after the effective date of 
this orcier. 

4. Whenever Paei£ic's forecasts show that it is reasonable to 

assume that its 6o-d.ay-and-over held orders will exceed the nor.nal 
level by 100 percent or more (on a 'basis of a six-month forecast), 
it shall file an application requesting permission to exceed such 

limit, and shall, concurrently with the filing o! s~ch application, 
take appropriate remedial action to· prevent such excess. 

5. Pacific and the CommiSSion staf! are ordered to furnish, 
for the record in this proceeding, evidence which 'Will allow 'US to 
determine the "no:rma.l" level of held orders on a company-'Wide 'basis 
and. for sectors other than the Northern Sector .. 

• 
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6. The upgrading of certain metropolitan service required by 
Ordering Paragraph 2( a) of Decision No. 83162 shall be completed 
prior to the end of July 1981. 

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

Dated at . SoLn 'F'?-A.ndseO 

day of IIOVFUQ~J> , 1976. 

/p. 
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APPENDIX A 

LIST OF APPEARANCES 
(Interim issues) 

Applicant: Mil ton MOrris and B. Haven Walling, Attorneys at Law, 
for The Pacific TeiepEone an~ Telegraph Company. 

Interested Parties: Leonard Snaider, Attorney at taw, and Manuel 
Kroman, for the City of Los Angeles; William Shaffran, At'tOrney 
at Law, for the City of San Diego; Ann-Murohy, A'ttorney at Law, 
and Sylvia Siegel, for Toward Utility Rate Normalization; 
Hennan MuLonan, for Consumers Against Utility Service Exploitation; 
WiIliam L. Knecht, Attorney at Law, tor Calif'ornia Fam Bureau 
Federation; Robert taughead, for the City or San Francisco; 
Charlotte G. Hamaker, for the Santa Clara Valley Coalition; 
David L. Wilner, for Consumers Lobby Against Monopolies; and 
~rin B. Albeck, Attorney at Law, tor General Telephone Company 
ofcaIilor.a:1.a. 

CO:mnission Staff': Ira R. Aldersonr Attorney at Law, and James G. 
Shields. 
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COMMISSIONER. WILLIAM Sl'MONS, JR., Dissenting 

We have in the past reserved rate of return penalties (and that is what 

this is, regardless of the language simply calling it a "reduction") for 

situations in which a company demonstrates by consistent and routine 

maladministration, that it is not interested in providing reasonable service, 

or that it cannot do' so because of menagement incompetence whieh the utility 

is reluctant to correct. (Compare General Telephone Co. D.7SS73 (1969) 

69 CPUC 601; Citizens Utilities Company of California D.76996 (1970) 70 CPUC 799; 

Washington Water and Light Compan¥ D'.83020, April 4, 1972'; California A-nerican 

Water Co. D.86249, August 17, 1976J 

The facts in this case do not fit this mold. I see nothing sinister about 

a utility reducing its budget in order to protect its times-interest coverage, 

nor in publicly announCing this objective to its stoCkholders. Taking action 

to protect the ability to finance improvements benefits the ratepayer at lOost 

as much as the stockholder. 
I 

The admittedly tight budget management over the period in question would 

have caused no problem whatsoever, had not an unprecedented population growth 

occurred in Pacifiers Northern Sector. This growth pattern was so out of 

phase with past trends that no amount of good-faith forecasting. could have 

predicted it. This, as the company witness Mr. SullivanT s testimony sha.-ls, 

is the real cause of the problem. The majority of the Commission uses 

hindsight to fine Pacific $740,000 for the outcome. Only when time machines 

become a reality will such treatment be justified. 

I certainly do not' argue that the $ituati~n in the Northern Sector is 

satisfactory and that the Commission should do n~hing about it. We have 
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ordered Pacific to continue its prOgram to reduce the amount of he1d'orders 

to a normal level. This order," if not carried out within a reasonable length 

of time, could form a baSis for.'contempt proceedings at a later date as 

matters warrant. This resolution avoids unfair treatment of the utility and 

at the same time accomplishes a realistic approach to solution of prob1ens 

in ratepayer service. 

San Francisco, california 
November 2, 1976 

.. " 
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