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0PINIQN
INTRODUCTION

The Pacific Telephone and Telegraph Company (Pacific)
orizinally filed Application No. 55492 on February 13, 1975. Afcter
the decision in Pacific's previous request £or rate relief, Decision
No. 25287 dated December 30, 1975 (____ CPUC __ ), Application
No. 55214, Pacific €iled, on January 16, 1976, a substantial
amendnent o Application No. 55492, taking into account the adopted
results in Application No. 55214 (the carly history of Application
No. 55492 is reviewed in our order denying motion to set pudblic
hearings, Decision No. 84938 dated September 30, 1975).

Application No. 55492, as amended, reguests rate relief
for a 1975-1976 test year in the amount of $119.6 million. In this
decision we are awarding rate relief totaling $12.8million. This amounts
Lo a revenue increase of 0.5 percent of total intrastate operating revenue.
. As this applicaticn was originally conceived, it contained
an alternate, and lower, request for rate relief associated with
an estimated saving resulting from a proposed directory assistance
charge plan, €iled by Pacific in accordance with our previous order
in Decision No. 85287, supra. After a large amount of public
testimony on this parcicular issue, we determined that because of the
scope of the issuves raised, it should be transferred to another
orocceding, and accordingly, om April 20, 1976 we instituted am
investigation on our own motion into directory assistance charges
(Case No. 10085). Later in that case, we issued Decision No. £6082
dated July 7, 1976 waich limited the scope of the investigation to
eliminating systematic ahuse of directory assistance services, and
stated that we would not further consider a plan of charging
subscribers ‘or directory assistance usage after the usage exceeded
o many calls per month. Since this entire issue will be disposed
of in Case No. 10085, no further reference need be made to it here.

[
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Sixty-three days of public hearings werc held in various
locations throughout the State before various members of the
Cotmission and Administrative Law Judge Meaney during various dates
in 1976 between February 2 and October 28. The matter was submitted
on October 28 subject to various brief filings, the closing briels
on the various rate issues being due December 31, 1976. Various
interim decisions were issued on specific subjects during the course
of the case, which will be reviewed herein as necessary to discuss
particular subjects. '

Pacific sought no inecrease in rate of retura in this
proceeding. In Decision No. 83162 (Application No. 53587) dated
July 23, 1974 (__ CPUC ______) Pacific's rate of return was
determined to be 8.85 percent. In our third Interim oxder in this
present proceeding (Decision No. £6593 dated November 2, 1976,

CPUC ) we reduced Pacific's authorized retuxn by 0.007
percent because of service considerations, and Pacific is contesting
this result. Regazdless of zhe outcome of that contest, we
indicated in Decision No. 8€593 that this reduction could dbe
terminated when the service problems are cured. We will determine
rates for 8.85 percent and then Indicate what reductions are being
made o account “or the C.007 perceant roduction, so that we may act
te ecliminate the reduction a2t the appropriate time.

Also central to the final disposition of rate levels in
this procceding 1s the question of how to compute federal income
taxes. The issues were elaborately discussed in our most recent
Pacific decision (No. 85287 dated December 30, 1975 in Applicationm
No. 55214, and in the California Supreme Court opinions cited therein.
The issue has been decided in another pending proceeding (Decision No.
87838 dated September 13, 1977). The adopted results herein reflect the
use of test year nmormalization of accelerated depreciation and ratable
flow through of the investments credit (imereased to 10 percent for
1675 and 1976 by the Tax Reduction Act of 1975) for federal income
taxes, and test year fiow through of accelerated depreciation for

-3«
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.S:ate of Califormia income taxes. Rates determined here will be subject
to refund because the test year normalization question is still
outstanding, with Decision No. 87838 under appeal by various parties.

A major issue in this procecding is whether there should be
any change in the formulas we use for allocating costs, revenues. and
rate base between interstate and intrastate operations. This issue is
the subject of supplementary hearings and will be disposed of in a
supplementary opinion and order. The rates determined .here will also
be subject to refund depending upon the outcome of this issue. For the
purpose of this order, we will follow our past separations practices.

The staff performed an elaborate study of the Bell System
license contract (payments by Pacific to AT&T for the performance of
various services, including Bell Laboratories and Westexrnm Electric
product development). Delays in the development of data also caused
us to set supplementary hearings on this issue, and our rate oxders
herein are also subject to refund pending its resolution.

I. MONITORING PRACTICES

Before proceeding to rate relief, rate design, and service
considerations, we will discuss various issues raised in comnection
with monitoring of telephone calls. In our fourth interim order in this
matter (Decision No. 86594 dated November 2, 1976) we dealt with the
problems of monitoring of telephone conversations between two or more
customers by plant maintenance personnel for the purpose of repairing
lines, and ruled that in all such cases a beep tone shall be used. No
further discussion of this particular issue is necessary.l

1/ Decision No. 86594 also dealt with single message rate timing
(SMRT) for residential telephone service. We granted petitions
for rehearing on the SMRT issue, but our orders zranting such
rehearing specifically left our ordering paragzraphs concerning
plant maintenance monitoring in full force and effect. '
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Backzround '

Tais is by no means the first time that we have
considered monitoring problems in detail. In order to understand
ovr disposition of the issues raised here, we must include a brief
review of our past actioms. '

Our jurisdiction over this matter stems from Section 7906
of the Public Utilities Code which recads:

"7906. Privacy of communications; investigatien.
The Public Utilities Commissiorn shall reguiarly
make inguiry of cvery telephone corporation under
its jurisdiction to determine whether or not such
corporation iIs taking adeguate steps to insure the
privacy of communications over such corporaticen’s
telephone commumication system.™

In 1964 an investigeation wos commenced (Case No. 7915)
because certain telephone utilities were offering to their subscribers
aonitoring equipment which wss under the conixol of the subscribers
ané not the telephone utilities, for the purpese of :faining and
observing employecs in their duties. 1In Decisicn No. 69447, Lssued
Juiy 27, 1965 (64 CPUC 526), we gencrally reviewed our attitude
toward monitoring equipsment furnisied to subscrivers for the
purpose of monitoring conversations betweea an employee o5 a
subscriber and an outside caller c¢f the svbsceriber.

We found, iater aiia, that subscribers were unable to
insure, and were unwilling to attempt to insure, that monitoring
esuipment would ot he used for purposes other than those allowed
by the authorized conditions of service. Therefore, we reouired
that any such cquipment furniched to subseribers would be equipped
with an automatic toningz device of the same type as specified by
the Federal Commumications Commission (FCC) fer notice of the use of
recording devices in connection with interstate and foreigm missage
toll serviece. '
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That investigation was raovened, and after 27 addicional
days of hearing in 1966 we issved another decision (Decision
No. 73146 dated October 3, 1967, 67 CPUC 528). 1In this extensive
opinion we considered, among other things, whether any monitoring,
"service observing”, or "recording practices" of any nature should
be camploved by public uvtility telephone corporations in the conduct
of business, and whether any sewxvice observation shovld be conducted
without the requirement of notice. We considered extensively the
¢ifferent types of ecuipment used by telephone utilities and other
businesses for monitoring purposes and different mecthods of giving
notice to the customer that such monitoring is %aking place. The
purposes and methods of various types of moanitoring were explored
at length.

Uctilities and others took the position that monitoring
of employees is an essential tool necessary for maintaining proper
service to customers. The American Civil Liberties Union argued
that no monitoring should be employed for any purpose, even with 2
beep tone or other warning device. Various unions advocated that
aonitoring should never be permitted without an zudible warning
device. Some of the telephone workers vnions advocated restrictions
on monitoring. The suitability of various substitutes for monitoring
was considered.

Thus, in that extensive investigation we comsidered all
facets of monitoring both by telephone corporations and by telephene
corporation subscribers. In Decisfion No. 73146, supra, we found:

"l. Monitoring by telephone utilities and
business subscribers is useful in the
training of emplovees, assists in promoting
the efficiency of operations and helps to
improve the quality of service to the public.

"2. Notice of monitoring by a2 beep tone tends
to destroy the usefulness of monitoring
and decreases the use of monitoring
equipment.
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Adegquate means other than monitoring

are available for the purposes of
training employees, promoting efficiency
of operations and improving the quality
of service to the publiec.

This record contains no quantitive and
convineing evidence that substantial
decreases in efficiency of operations
or of quality of service to the public
have occurred since February 16, 1966.

The use of monitoring equipment has not
been permitted since February 16, 1566.

Some monitoring equipment was used
without prescribeg notice by business
subscribers as late as April 15, 1966,
and was in place and capable of being
operated as late as June 24, 1966.

Public utility telephone corporations
are unable to insure, or are unwilling
to insure, that monitoring equipment
will be used by subscridbers in
accordance with prescrided tariff
conditions.

Monitoring equipment as herein defined
gives rio notice to any party to a
communication that the communication

may be or is being monitored.

The use of monitoriang cquipment without
an audible waming tone is advocated
generally by executives, managers, some
exployees of telephone corporations and
of business subscribers to telephone
corporation services, and by some membexs
of the public.

The use of monitoring equipment is
resisted generzlly by the telephone
industry labor unicns, employees
reoresented by such labor unions and
by some members of the publiic.

All parties to 2 communication should be
advised of all persons who monitor,
recoxd, or otherwise intercept such
comnuniication so that each of such
parties may determine the degree of
commumication privacy desired.

-7-
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No telephone corporation or subscriber
to the service thereof or any govern=
mental agency can determine for a party
to a communication the degree of privacy
such party desires.

The privacy desired by a party to 2
commmication can only be determined by
giving appropriate notice to svch party
that the commrunication is being momitored,
recoxded, or otherwise intercepted.

Tals record contains no convincing cvidence
to change the findings and conclusions of
Decision No. 69447.

It is a reasonable condition of service,
and it is in the public iInterest in
promoting the privacy of communication
to reauire that all monitoring ecuipment
(as herein defined), which is used to
nonitor any communication over any part
of a public utility network, shzll give
appropriate notice of menitering te all
parties to such comrmmication unless
such monitoring is essential to the
actual operation, maintenance and
construction of the communicacion
circuitry or to national defense or

to law enforcement or to the health

and safety ¢f the public and individuals.

Such notice of monitoring by racording
of communications should be given by
the 'beep' tone prescribed by the
Federzal Commumications Commission

or by merking telephone instruments
from which communications may be
recorded as hereinafter prescribed.

Notice of the monitoring or otherwise
intercepting, except recording, of
cocmunications should be given as
hereinafter prescribed.

Exceptions to the requircements of

notice of monitoring and the limitations
on menitoring, as hereinafter prescribed,
are reasonable.
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It is reasonable to vequire teclephone
corporations to promote the privacy of
communication by forbidding the
divulgence of information nercaining
to 2 monitored commumication or the
hbenefiting by those not entitled
thereto from such information.

The rules, practices, equipment,
appliances, facilitles and service of
telephone corvorations in California
are unreasonable and improper in that
they do not adequately or sufficlentcly
Insure the privacy of commumications
over the public utilicy networks of
such corporations.

Section 7906 of the Public Utilities
Code, set forth in Decision No. 69447,
indicates that it is the policy of the
legislature that commmications over
pudlic utility telephone systems be
private.

"We conclude that, under Section 761 of the Publi
Utilities Code, Decision No. 69447 should be
affirmed and the xules, practices, couipment,
appilances, facilities and sexrvice of telephone
corporations in Califormiz should promote the
privacy of communications as ordered herein.'

Our order in the decision prohibited monitoring without
notice. It prescribed the methods of giving notice (one method
being an automatic tone warning - in other words 2 beep tone). It
also established exceptions to the "notice"” reguirements, ia thae
follewing specific instances.

(1) Monitoring,, recording, and iaterception
of conmumications by telephene corporations
when required by law enforcement and
national defense agencies under enabling
laws and legal safeguards.

Monitoring, recording, and interception
of commumications by telephone
corporations when any of said activities
may be reouired to {dentify and eliminate
the source of lewd or harassing calls of
which a subseriber has complainzé to the
telephone corporation.

-y
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"Administrative monitoring' when periormed

by telephone corporation employees to

provide the vtility with an overall evaluzation
or Index of the quality of telephone corpora-
tion service fvrmished by a telephone
corporation office or work group to subscribers
without reference to the performance of
individual employces; without identifying
individual employees or subscribers; and
without the making of any notation or any
written record of the contents, substance,
purport, effect, or meaning of any
conversations which may have been heard

during said administrative monitoring,

except as specifically required for
administrative monitoring.

"Supervisory momitoring”’ of telephone
traffic and plant operations when performed
without the making of any written notation
or any record of the contents, substance,
purport, cffect, or mcaning of any
conversation which may have been heard
during said supervisory monitoring.

Monitoring, recording, and interception
of communications when performed by
telephione corporation employees to
prevent the perpetration of fraud upon
or loss of revenue by the telephone
corporation when performed without the
naking of any notation or any recoxd of
the contents, substance, purport, effect,
or meaning of any of said commumications,
except as absolutely necessary to prevent
suck fraud or loss of revenues.

Interception of communications by telephone
corporation employees who are engaged in
the actual operation, maintenance, and
construction of cthe commmaication circultry
of the telephone corporation when performed
without any written notation and any record
of the contents, substance, purport, effect,
or meaniny of any communication which may
have been intercepted.
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Decisi q‘Xo. 73146 1s still our basic oxder concefning
moaitoring. The cnly modification to it hes been in the fourth
interim order in this present proceeding (Decision No. 86594
dated November 2, 1976). This change was occasioned by the faecr
that the cvidence showed that, upon the request of a customer, a
conversation on his telephone line is very occasionally zonitored for
repalr and maintenance. We ordered that Ordering Paragraph 2.C(6)
of Decision No. 73146 be modified to require that, except for
computer data transmicsicns, a beep tone would be used whenever such
maintenance mornitoring was to take place.

In our present proceeding, no further contentions are
raised concerning monitoring by subscribers. The issues here involve
entirely monitoring by telephone corporations for the purpose of
"supervisory monitoring” or "administrative monitoring" as defined in
the order above. As the orcder shows, these two types of monitoring
are exempt from the requirements of a beep tome provided that no
written notations of comversations are made. TURN, in effect,
invites uws to reexzmine ocur conclusion in Decision No. 73146
relative to supervisory and administrative monitoring. We believe
that some of the evidence offered 4s duplicative of the cfforts by
the many parties in Case No. 7915; however, we believe that certain
issues must be addressed. These Issues break down into two basic
categories: (1) problems of constitutional law and privacy of
communication, and (2) practical and administrative considerations.
Statutory Considerations

TURN argues that Pacific's monitoring practices violate
state and federal statutory requirements.'Z This assexrtion is not
borne out by the plain language of the statutes involved, and,
contrary to TURN's claims, there is no post-1966 legislation whic§
has the effect of overturning our previously reviewed decisions.2

State statutes regulating wiretapping)are not in conflict with

federal law. (People v Conklin (1974) 12 Cal 34 259, 1li4 Cal
gptr %gl;)appeaI‘aismissed, 415 US 1064, 42 L ed 24 661, 95
Ct 652. -

Compare Footmote 15, infra.
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The federal statute conceming wiretapping and
eavesdropping, 18 US Cole § 2511, contains the following exception:

"(2)(a) It shall not be wmlawful under this
chepter for an operator of a switchboard,
or an officer, employee, or agent of any
communication common carrier, whose
facilicies are used in the transmission
of a wire commumication, to intercept,
disclose, or use that communication in
the normal course of his employment while
engaged in any activity which is a
necessary incident to the rendition
of his service or to the protection of
the rights or property of the carxier
of such communication: Provided, ‘///
that said commumicaticn common
carriers shall not utilize service
observing or random monitoriag
except for mechancial or service
quality control checks."

Sexvice observing and administrative monitoring £all within the
proviso of this section.

Regarding state law, California's anti-wiretapping statute,
Penal Code Section 631, after sctting out the acts which constitute
wiretapping in paragraph (a), contains the following language in
paragraph (b):

"(b) Exceptions. This section shall not apply (1)
to any public vtility engaged in the business
of providing ccmmunications services and
facilities, or to the officers, cmployees
or agents thereof, where the acts
otherwise prohibited herein are for the
purpose of construction, maintenance,
conduct or operation of the services
and facilities of such public wutilicy,
or (2) to the usc of any instrument,
equipnment, facility, or servigce furnished
and used pursuant to the tariffs of such
a public utilicy, or (3) to any telephonic
communication system used for communication
exclusively within a state, county, city
and county, or city correctional faeility."”
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This Penal Code section does not, of course, remove our jurisdiction
to take necessary action to guargntee the privacy of telephonic
¢crmunication under Public Utilities Code Section 7906. The
previously discussed Commiscion cases on this subject, as we have
seen, resulted from our jurisdiction under this Sectiomn.7906.
Constitutional Questions

We deal here with whether supervisory and administrative
monitoring, in their present form, pose comstitutional problems
under the Fonrth Amendment to the U.S. Constitutionéfor the First
Article of the California Constitution.

The exact nethods of such monitoring are described in
detail infra under the heading "Practical Comsiderations”. Here
we are concerned with the effect upon the customers, many of whom
are waware of monitoring practices.

We £ind that the practice of supervisor§ and administrative

. monitoring of voice telephone commections between a user and one
or more telephone company employees, under conditions where the
telephone user can be overheard by the monitor, without adeguate
information that such monitoring is liable to take place, is 2

violation of privacy guarantees under both of the above-mentioned
constitutional provisions.

4/ "The right of the people to be secure in their personms,
houses, vavers, and effects, against unreasonable seaxches
and seizures, shall not be violated, and no Warrants shall
issue, but upon probable cause, supported by Oath or
affirmation, and particularly describing the place to
be searched, and the persons or things to be seized."

S/ "All people are by nature free and indeperndent and have
inalienable rights. Among these are enjoying and defending
life and liberty, acquiring, possessing, and protecting
property, and pursuing and obtaining safety, happiness,
and privzey."”
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By virtue of his or her training, the operator or
other telephone employee receives adequate warning of the fact that
a small percentage of calls are monitored. Our comstitutional
problem therefore concerns the user.2

We will £irst consider the U.S. Constitution. Most of
the cases cited in the briefs of Pacific and TURN on this peoint
are not of much assistance, since they concern scarches and
seizures in eriminal investigations, where the issue is
introduction of evidence wmder the "exclusionary rule",ll or
problems regarding the legitimate proprietary right of a telephone
company to protect Its systea against unlawful abuse.§ None
of the fact sitvations in any of the cases cited squarely deal with
the issue we are faced with here, because none of them fall under
the statutory exceptions to wiretapping discussed above, and
therefore the courts had no reason or basis to consider comstitutional
problems relating to statutory exceptions in favor of supervisory
or administrative monitoring. Nor do any of our own three previous
opinions on the subject discuss this issuve in détail.gj

6/ Alleged effects on service standards from the use of monzcorxng
are dealt with, infra under "Practical Considerations".

7/ Pcople v Avers (1975) 51 CA 3d 370, 124 Cal Rptr 283; Peoplc v
Superior Court (Freeman) (1975) 14 "¢ 3d 82, 120 Cal Rptr gg?
Balpin v Superior Court (1972) 6 Cal 3d 885 101 Cal Rptr 375.

8/ U.S. v Clegg (1975) S09 F 2d 605; U.S. v Becklev (1965) 259
¥ Supp 567.  In Huff v Michigan Bell Tel, Co. (I967) 278 F Supp
76, the issve was the pnonc company s monitoring of a phone in
an cumployee lounge used for personal calls with the compmy's
assent.

9/ The American Civil Liberties Union, a party to Case No. 7915,
argued on bricef In that case that a1l administrative and
supervisory monitoring, with or without any warning of its
presence, was unlawful. Our findings and order in Decision
No. 73146 (67 CPUC 528) should mcke it clear that we regectcd

this conteﬂtion, as we again reject it here.
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In Griswold v Comnecticut (1965) 381 US 479, the U.S.
Supreme Court stated (p. 484) that specific guarantees in the Bill
of Rights have "penumbras', and, specifically, that the Fourth
Amendment included in its penumbra, a right to privacy, even though
such language was not included in so mény words in that amendment.

t is also clear that a physical trespass is not necessary

to constitute an invasion of privacy. In Katz v United States (1967)
389 US 347, the petitioner was convicted of tramsmitting gambling
information across state lines by telephome. Evidence had been
gathered by attaching an electronic listening device outside the
telephone booth from which the cz2lls were made. The Supreme Court
reversed the conviction, stating, Inter alia, that because the
Fourth Amendment protects people rather than places, the Amendmen='s
reach cannot turn on the prescn&e or absence of a physical intrusion
into any enclosure.—

With these cases in mind, we return to our Finding I;,
in Decision No. 73146*

"The privacy desired by a party to a commumication
can only be determined by giving appropriate

notice to such party that the commumication is

being monitored, recorded, or otherwise intercepted.”

This £inding was not applied to telephone corporations. Finding 18
provided for exceptions. The exceptions, specifically set out

in the oxder, are supervisory and administrative momitoring by
telephone corporations, and certain other categories not relevant here
(see quotation of the order, above, pp. 9-10). A review of this
finding, ané¢ the arguments made here, convinces us that there is no

10/ Thus the court specifically ruled that the 'trespass” dectrine
of Olmstead v U.S., 277 US 438, and Goldman v U.S., 316 US 129,
no longer controlled.

11/ The complete findings of this decision are quoted at mimeo.
po. 6-9 above. .
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constitutional warrant for an exception to a requirement of notice
to the customer in favor of telephone corporations.

Pacific makes a strong arguwent to the effect that neither
an expectation on the part of the customer of privacy, nor any
unrcasonable imvasion thercof, is finvolved in service observing.
Pacific's opening brief states:

"Protection of 'private' communications is as
important to Pacific as to anyome. Pacific
has a deeply felt obligation to protect the
privacy of telephone communications in order
to assure public confidence in the telephone
system. However, no invasion of a private
right is Involved in service observing.

Only exchanges between a Pacific employece

in the normal course of bdusiness and a
customer calling the company for information
or assistance are subject to service observing.
The conduct subject to service observing is not
personal and private commumications, bdbut is
impersonal and of a business nature. There is
10 case anywhere in the United States that
sustained an Invasion of privacy claixz based
upon an individual's incuiries to telephone
company cmployees about telephome service.
There 13 simply no expectation of privacy
involved. The employec knows that he or she
is subject to being observed in the normal
course of business. . . . The customer I3
not calling a particular employee of the
telephone company: ke is ¢alling 'the
telephone company' -- whether that means

an operator or an operator and her supervisor;
a business representative or a business
representative and an assistant service
operations manager."

The above quotation is a fair statement ¢f the underlying
rationale for the exception ({n favor of telephone companies) to
the requirement that inforzation be provided to a telephone user that
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some nonitoring Is taking place.lg/ We believe this rationale
cannot pass constitutional muster, since it is not for a telephone
corporation, or even this Commission, to decide for each telephone.
user that he expectsno privacy when he talks to an operator.

Pacific overstates its case in its brief in saying ''there is simply
no expectation of privacy involved”. Query whether the average
telephone user suspects that at any time he Is talking to an
operator he may Chowever infrequently) be overheard by a supervisor,
without warning.

We agree with Pacific's argument that the nature of the
information in a customer-employee call is not in the same
"personal" category as in a customer~customer call, and that a
customer does not call a particular operator or service
representative. Tor this rcason we believe that the same strictures
that exist for customer-customer callslzl need not be applied to
customer-employee calls, and we reject any contention that

supervisory or administrative monitoring, per se, is repugnaat to
the Constitutiom. The right to privacy is not absolute, and
constitutional guarantcesof privacy are protections against
unreasonable invasions, and may be weighed against other
considerations (Roe v Wade (1972) 410 US 113, 153-154). It is
rcasonable to inform telephone customers of the limited use of

12/ We note with interest that this is in essence the same
argument advanced in Case No. 7915 by gas and eleetric
utilities, airlines, and various other business and nonbusiness
orxganizations. While we rejected this contention for such
organizations, we in effect accepted it for telephone companies.

13/ Compare, for example, our discussion of test-board monitoring
in our fourth interix order herein (D.86594, November 2, 1976).
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monitoring so that they rccbgnize that their privacy, when
conversing with a telephone company employee, is not absolute,

and To allow the practice of supervisory and administrative
monitoring to continue in oxder to maintein quality of service.

The information provided should be sufficient to allow the customer
to wderstand the extent of his privacy.

We £ind that cach telephone book in the State should
carry, on the paze where the table of contents begins, a boxed
item to be printed in a2 least ten point boldface type,
explaining supervisory and administrative monitoring, substentially
in the form set out in the order in this decision. We also find
that each telephone corporatiom should, within the 1978 calendar yeax
and occasionally thereafter, cducate the public concerning
aonitoring practices by appropriate bill inserts.

Because of the less personal nature of the informatiom,
we do not believe that a beep tone is necessary or that each
indivicdual call monitored must be specifically identified by
beep tone or otherwise. This, in our opinien (as discussed in
more detail hereafter) would destroy the value of monitoring, and,
as we have said the public also has a legitimate interest in
maintaining service standards.:

14/ Omne other method deserves mention. This is to require a beep
tone all the time during everv customer-employee conversation,
whether or not monitoring i1s actually taking place. Thus, an
operator or other employee would remain wmaware of which call
is monitored. This altemative was not ¢xplored during the
hearings and there is no direct information regarding its cost;
however, Pacific's witness Morse indicated the cost of
requiring a tone warning on all monitored calls would include
a $3.9 million capital expendituTe (Exh. 96). We believe it
would be a serious case of "overkill" to require this, since it
would crcate the impression that all or most customer-employee
calls are monitored, when in fact, administrative monitoring is
performed on an estimated 0.031 percent of all operator-~handled
calls, and the estimate for supervisory monitoring, based on the
best information available to the Commission, is approximately
one percent or less of ail operator-handled, business office,
ané repair calls. It should be well noted that opcrator-handled
calls are, in turn, a small percentage of total calls.

-18-
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At the expense of repetition, we emphasize that we deal
here only with constitutional reguirements. Whether other
considerations mean that we should additionally regulate monitoring
is discussed infra.

We recognize that any warning may result in occasional
nistmderstandings, and some effort and expense, not previously
required, will be necessary to answer questions of customers. Such
expense and effort, either on ouvr own behalf or that of a telephone
utility under our jurisdiction is, in our opinion, well worth it.
Cur constitutional responsibilities and those of the utilities we
rezulate, are pavamount, and take pracedence over the expedient
practice of ignorinz the fact that the vast majority of telephone
users live in ignorance of the very occasional (less than one
perecent) monitoring of operator-customer calls.

Our holding is not an implied finding that the above
cuoted federal and state statutes, insofar as they except

administrative and supervisory monitoring, are repugnant to
constitutional requirements. Those statutes simply define conduct
which constitutes unlawful and punishable wiretapping. That is the
extent of their purpose.lg An exception from their strictures

in €avor of certain monitoring practices (which still may be the

subject of other legislation or regvlation) is not comstitutionally
obiectionable.

Finally we come to consideration of Article I of the
California Constitution. Because of its recent adoption, no great
body of law surroumds it. However, it is c¢lear that the California
"privacy” right is also certainly not absolute 2nd exists, like the

15/ C£. Penal Code § 630. The ¢nactment of § 631 in 1967 does not
limit the exercise of this Commission's power to regulate certain
nonitoring of public utilities of their officers or employees.
(Opinion of Legislative Counsel, 1967 Assembly Jourmal 2518.)
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federal right, to pvrevent unreasonable incursions inte privacy
(Whaite v Davis (1975) 13 Cal 28 757, 765, 120 Cal Rptr 94; cf.
Armenta v Suverior Court (1976) 61 CA 3& 584, 132 Cal Rptr 586,

and Locer v Municimal Court (1976) 17 Cal 3d 859, 132 Cal Rotr
464.) We hold that the practice of supervisory and administrative
monitoring, without the dissemination of adeaguate information
explaining the practice to the telephone customer, is offensive to
Article I of the CaliforniaConstitution on the same basis as
discussed previously for the federal Constitutionm, and that to meec:

state constitutional standards, the same method as discussed above
1S acceptable.
Practical Problemc

We must first describe the monitoring practices so that
the issues are clearly vnderstood.

Supervisorv Monitoring. Within the last few vears
Pacific has been introducing electronic traffic offices. These
offices have, for the most part, replaced the old "cord board”
offices in urbar arcas. In such an office a two-person modular
unit rather than a switchboard is used. Operators have {a front of
them a keyboard and a display panel. The display panel shows the
calling person's telephome number, and the number of the called
party can also be shown. Monitoring of an operator, in this kind
of setup, can be done from a remote console which is essentially a
cduplicate o7 the operator’s console. An operator is umaware, at
any particular time, whether he or she is being monitored in this
fashion. The record is not ¢lear how auch remote monitoring is
carried out in a coxd-board office, but apparently it is less
frequent. The new type of office is known as the Traffic Service
Positions System (TSPS). |

The increase in remote monitoring has not replaced other
types of service observation. In traffic departments, monitoring
is done "without notice” (as described above, from a rewmote comsole)
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and "with notice' at the employee's work positions or fxrom central
locations within the same work center by either local operating
wmanagers and, in the case of operator services, by service assistants
who are nov-management employees. In fact, all of the monitoring
done in repair centers and business offices is "with notice" at the
enployee's work pesition or from locations within the same work
center, _

Pacific's witness, Richard G. Morse, staff director for
operator services, indicated that the number and frequency of
obsexvations on a particular operator vary based upon the
performance and experience of the employee. He stated that in 2
typical office, approximately one hour of call observation is
obtained on each operator per month. The observers, he said, tzke
ouly encugh observations to obtain a representative sample o€ ezch
employee's performance. No customer-to-customer calls are momitored.

Administrative Monitoring. Administrative monitoring is
a randox statistical sampling of a small percentage of the comtacts
between customers and cmployees, performed by Pacific's service
inspection organization. 1Its purpoesc is to measure the overall
quality of service by an office or a work group. This type of
monitoring does not include the identity of any employce.
Administrative monitoring is performed on operators, business
employecs, and repair services euwplovees. Only sbour 0.031 percent
of all operator handled calls are subject to administrative
monitoring. As in the case of service observing, absolutely no
customer-to~-customer c¢ontacts are monitored.

Claimed Speedup. TURN criticizes remote monitoring,
as part of a speedup system which results in a degradation of
service. It Is pointed out that in a coxd-board office an operator
was expected to handle 20 calls in & half-~-hour pericd but in‘the
TSPS offices the expectation is 35 to 40 calls. Some of TURN's




A.55492, C.10001 dz

witnesscs testified that the speedup had affected customer service.
Tewer "rings" are allowed in completing long distance c¢alls; the
practice enforced, at least in some offices, is to allow the
telephone at the distant location to rimg five or six times at
the most and then disconnect and ask the customer to try later
(Transeript 1217). Another operator complained that they were
under pressure to be very brief in £inding out whether a child
callexr was in any sort of difficulty (Transeript 1364).

Another operator explained the apparent specdup in cthe
handling of emergency procedure. According to this operator,
she was formerly allowed to stay om the line in an emergency call
to a police department but now she is required to leave the line
as soon as a conversational exchange takes place. She mentioned
specific instances in which she had been reprimanded for remaining
on the line (Transcript 12523. (The telephone company practice
submitted to the ALJ at his request indicates that in an emergency
situation, once a party has answered, the operator must determine
that conversation is proceeding satisfactorily before leaving the
connection.)

The purpose of the presentation of this evidence was not
only to indicate that a speedup has taken place since the advent
of TSPS, dbut to show that remote monitoring is used in enforcxng
the spcedup with undesirable results. One operator complained that
such emphasis was placed on the nuber of calls taken that ske
could not stay o& the line when someone appeared to be in difficulty
(Transeript 1354-1355).

There‘»ere some complaints that operators, in the
evaluation, werv not given credit for other types of calls tnat
consumed an unurual anount ¢f time and therefore would lower the
operator's averdge amount of c¢alls taken. One example is a call
to a foreign country where the calling party does not have the
telephone number and it is necessary to obtain a directory
assistance operator in a foreign country (Tramscript 1361).

=22~
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One problem connected with going off the line in an
emergency <¢all before a "satisfactory" conversation is established
has to do with the consolidation of central offices. Some offices
now cover several cities ané if a person calls and sinply says
"give me the police"” and is injured or too excited to say where
they are, they could possibly be comnected to the wrong police
department. If an operator goes off the line the person in danger
would have to hang up and replace the call. It was pointed out,
however, that at least in a TSPS office, the operators have display
buttons which, when pushed, will tell the operator what number the
person 1s calling frow. (Transeripr 1374.)—§/

TURN believes that the speedup is aggravated by the use of
remote monitoring. Some operator witnesses introduced by TURN
testified that other operators had suffered adverse medical effects
from pressure and tension of the remote monitoring. (This evidence

.was entirely hearsay and the Commission has no way of determining
how much of any alleged medical cffects were due to monitoring as
distinguished from, other job pressures or personal problems.)
These operator witnesses did comment that they felt more pr¢53ured
as a result of remote monitoring and in their opinion'this‘éffected
their job performance. '

TURN also cuestions whether the remote monitoring results
in the training that is supnosed to emanate from it. One operator
introduced by TURN stated she had never received any training as a
result of remote monitoring, and another stated that the sessions
were very brief and uninformative.

16/ Evidence on this subject is Surther reviewed in TURN's opening
' drie€, beginning at page 13.
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Two witnesses who had been sevvice assistants, 2nd thus
responsible for overator training testified that although a certain
amount of time is alloted for such training, due to other duties
most of this time was spent on other matters. One of the witnesses
complained of too many changes in practices resulting in confusion
while training operators. _

In summary, TURN's witnesses generally teanded to agree that
remote monitoring did mot identily the training nceds of the
employees and any usefulness in that direction was outweighed by

incrcased tension among the operators from never knowing when they
were being monitored.

Written Notations of Menitored Calls

TURN also argues that an undesirable side effect of
monitoring is the practice of some service assistants of writing
down certain things operators may say to customers in order to use
such information for retraining and also for discinlinary purposes.

Supexvisory monitoxring of telephone traffic and plant operatioms,
as performed here without notice to the subscriber, is dnly allowed
when performed "without the making of any written notation or any
record of the contents, substance, purport, effect, or meaning of
any conversation which may have been heard during said supervisory
nonitoring”. (67 CPUC 553.)

TURN introduced Exhibits 100 through 106 whiéh
show that the order of the Commission was violated by making
brief quotations which later were used to show discourteous
treatment. For the most part, these consisted of improper remarks
which might have been overheard by the customer or language which
would indicate the operator followed improper procedures. For
example, Exhibitc 106 indicates that an operator was discovered
engaged in a personal conversation with someone comnected to her
TSPS bBoard. She told this party to "hold on 2 minute" after which
she took five calls from customers and returned to her personal

-2
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conversation. Inm Exhibit 100 the operator was gquoted as saying
"I hate this brllshit" (althouzh the customer was apparently on
holé at the time and therefore &id not heaxr it).

Exhibit 103 shows that a directory assistance Operator was
asked for the number of a bank at a certain address and the operator
(impropexly) replied “'I can't give address informatiorn, however, the
main office telephone number is...".

In Exhibit 104 the operator said, "will you keep quiet”
in any angry voice to the customer (the operator was attempting to
talk to another operator to complete the call). In Exhibit 105,
an operator, having been ziven a party with an unusval surname to
be called saild, "Quack, aquack”, to the customer, who replied,
"What's that?" '

TURN points out that various violations of this sort were
the subject of Commumications Workers of America v Pacific Teleohone
& Telegraoh Company and General Telephone Companvy of Califormia ;
(1971) 72 CPUC 78 and, in spite of this, violations continue. TURN
recommends that the Commission take strong action regarcding this
phase of the problem.

Business Office Monitoring

The above methods deseribde monitoring in the traffic
offices. In business offices (as well as repair offices) all
monitoring is performed at the employee's station (i.c., with notice)
by use of an open transmitter, which fnvolves a supervisor |
plugging in at the station and keeping the transmitter open, thus
assuring the customer of at least some notice (see the "motice"
provision of Decision No. 73146, 67 CPUC 528, 552-553). So that
there is no misunderstanding, now or in the future, we have
interpreted, and do interpret our order in Decision No. 73146 to

require such an open transmitter for business or repair department
monitoring.iz

17/ The company witness describes business office monitoring at
Transcript 3896 et seq.

-25-
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While bdginess office~to-customer conversations are 2ot
in the same personzl nature as customer-to-customer conversations,
the information iﬁvolved is sometimes more personal than when a
customer deals with the traffic department. For example, a person
requesting telephone service will describe the layout of rooms in
the house znd something of the general calling patterns in order to
establish what service best meets the subscerider's requirements.
There 1s, however, no purpose in terminating or further restricting
rhe "on-station' monitoring for the simple xeason that, unlike a
traffic office, a business or repair office must keep written
records of the calls in order to sexve the customers (the customer
aced not de directly quoted, of couvrse). Thus no particular "orivacy”
would be achieved by terminating business or repair office
monitoring.

We return to our discussion of traffic department
monitoring.

Alternatives Suggested

TURN recommends that the Commission terminate remote
monitoring. It claims that various alternatives would do the. job
better.

NOMIO. First, it points to Pacific's NOMIO ("No More
Internal Observations') program. This program was introduced in
1969 at Pacific's Fremont directory assistance office. This was
intended to be 2 job enrichment program and to lead to better
performance through a relaxed atmosphere (see Exhibit 84 zand
Transcript 3731 et seq.). The operatoxr's skill level was divided
into three phases. When an operator reached the third phase (a
relatively high level of experience and efficiency) there was to
be no unannounced monitoring for that operator. Exhibit 84 explains
that the underlying philosophy behind NOMIO was to use intermal
observations more cffectively and to develop a more individual
method of training of operators.
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TURN also recommends an "operator identification” number
which would allow a customer to identify an operator giving
wmsatisfactory sexvice. TURN bhelieves that any initial problems
which might be caused by questions from the public by instituting
such a system would disappear with proper educational information
disseminated to the publie. | .

Floor Supervision. This is self-explanetory.  Supervisors
circulate throughout the office. TURN feels this is an advantageous
sethod because in addition to the correction of improper practices,
the supervisors would be able to help the operators with problems.
One TURN witness c¢laimed that the mere prescnce of a floor supervisor
within a reasonable distance would discourage misconduct and
discourtesy (Transceript 3485). TURN realizes that this would mean
only hearing the operator's side of the comversation but claims that
this is 21l that is nccessary since an operator has certain standard
respouses that he or she zmust make to customer information or requests
for assistance.

Monitorinz at the Operator’'s Station. This practice is
currently employed by Pacific— 28/ and consists of the supervisor
monitoring the operator by plugging in at the operétor's position.
Thus the supervisor can hear both ends of the customer-operator
conversation. TURN does not seek to terminate this kind of monitoring
because it believes the supexrvisor could better evaluate the opexrator
and assist and train the operator than when remote monitoring is used.
For example, a supervisor can watch the mamual operation of the keys
by the operator and assist the operator in becoming more efficient
in using the console. |

18/ As discussed above, this is the exclusive method used in businesc
and repalr offices., Such offices do not hire new employees in
large numbers. Addicionmally, in the repair offices, persoms <o
not work at fixed stations and therefore camot be monitored frem:
remote consoles.
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Costs of Monitoring .
Lastly, TURN points to what it claims to be a cost saving
by way of the elimination of remote supervisory monitoring. In
response to TURN's data regquest, Pacific compiled certain information
regaxding the cost of supervisory and administrative monitoring
(Exhibit 111). This exhibit does mnot furnish a breakdown by
different types of monitoring (cthat is, remote and otherwise) and
shows a total cost in excess of $3 million for supervisory monitoring
and slightly in excess of $1 million for administrative monitoring
of operator services. TURN disagrees with this estimate and, based
upon the testimony of five of its own witnesses and one telephone
company witness, ¢laims that it wonld be conservative to estimate
that service assistants spend approximately 60 to 65 percent of
their time doing supervisory monitoring and that management sperds
15 to 20 percent of its time doing supervisory monitoring.

. Multiplying this by the number of persons involved, and taking the
above percentages of the total figure, TURN claims that the total
expense is in the neighborhood of $10 million. (It is emphasized
that 21l the foregoing figures include all types of supervisory
obcervations and not just remote monitoring.)

Pacific’'s Evidence

Pacific first stresses that the Commission has
extensively looked into monitoring before, but nevertheless
the Communications Workers of America and TURN, again are
requesting changes in the Commission's position in this regard.
Pacific points out that the issues have been previously adjudicated
and have resulted in the Commission's already strong orders concerning
supervisory and administrative monitoring (see discussion under
"background"” above). Pacific maintains that the elimination of
supervisory and administrative monitoring would mean poor serxrvice
and would contribute to higher revenve requirements.
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Pacific first emphatically denies the assertions of TURN's
witnesses that supervisory monitoring is basically a disciplinary
tool, stressing that it is "invaluable" for training purmoses. One
witness from the traffic department testified that upon seeing an
operator handling a certain kind of call incorrectly, she would take
the operator off the hoard and conduct a training session.

Additional training sessions could be conducted if necessary. Other
telephone company witnesses testified to the time they spend
training operators as a result of observations. Cne Pacific

witness from operator services testified that she identified,
through supervisory observations, a certain grovp of operators
reeding additional training, and as a result she initiated a
coaching group and designated a service assistant to work with

them and a manager to insure that the training took place (Transcript
3727-28). As a result, she said, 27 of the 29 operators involved
were successful in improving their performance to required levels.
The various witnesses for Pacific from Traffic and Coumercial
testified that the follow-up training resulted from the use of
supervisory observations.

Pacific also stresses the need for supexrvisory monitoring
to maintain quality of telcphone service. Testimony of the witnesses
varied a great desl om how many customer complaints would be received,
but one witness testified that in the past five weeks she received
35 customer complaints: 3 for held-up lines, 10 for cutoffs, 5 for
abusive language, and 13 for various kinds of rudeness or discourtesy
(Transeript 3729). Another witness testified that while performing
supervisory monitoring, she personally observed operator discourtesies
and cutoffs (Transcript 3753).

In summary, Pacific's witnesses testified that remote
supervisory obsexving helps in discovering violations of secrecy of
communications, employee discourtesies, cutoffs and held=-up lines,
and incorrect procedure during emergency calls. Similarly, Pacific's

-29-
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witnesses testified that, in the business and commercial departmencs,

they could become aware of and correct representatives who furnished a v
customer with incomplete information concerning the requested
installation, which sometimes save the customer money. V//

In response to the testimony of a2 union member who
testified that monitoring would have adverse effects on Pacifie's
nmeeting its EEQC requirements, Pacific presented the festimony of
San Diegzo supervisor who stated that she annually prepares an
appraisal on each of her cmployees, aad that without the results
of 2 remote supervisory monitoring such evaluations would only be
prepared with great difficulty. She stated that the information
available from monitcring aids in preparing appraisals and helps
cmployees in obtaining upgrades and transfers. She denied that
minority operators react any differently from operators as a whole
to remote supervisory monitoring.

Similarly, another Pacific witness who stated that
conposition of her work force was approximately 20 percent minority,
testified that on the basis of her evaluations, which included
information from remote monitoring, she was able to loan 21 people to
various departments in higher raced jobs. She explained that the
benefit of such lending is that the operators learn more about these
higher jobs,which helps them qualify for them.

Pacific's witness Richard G. Morse, the staff director for
operator services, testified that the data from supervisory
observations aid the company in meeting the EEOC requirements for an
objective annual performance appraisal on cach employce. He stated
that a recent study conducted in 13 operator services offices showed
that an average of 7.3 percent of the cmployees were moved to higher
rated jobs through an upgrade and transfer plan within a l12-month

period. Supervisory observations, he said, were used to evaluate
work performance in each case. AR
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Pacific denies that the alternatives suggested by TURN
will do the job. Ome of Pacific's supervisors testified that
visual monitoring or floor monitoring tend to make some employees
more nervoes and as a consequence sowe employees who perform well
when observed remotely have problems on visual observations. This
witness also pointed out that in remote monitoring, since a duplicate
console iIs available to the monitor, the operator's ability to handle
the position effectively can be checked, whereas in visual monitoring
it {s difficult to determine the accuracy of the operator's keying
(Transcxipt 3615).

Most importantly, Pacific stresses that visual monitoring
and other forms of monitoring "with notice" do not deal with the
sitvation presented with a certain type of employee who would tend to
perform well only when he or she is being observed. Pacific points
out that the union itself, in the past, has opposed a return to
putting more supervisors on the floor instead of remote monitoring.
Floor supervisors can only hear the operator's side of the
conversation. Pacific also reminds us that this would lead to the
necessity for a large increase in the amount of flooxr supervisoxy
personnel.

Regarding the suggestion of a "numbering system” - that
is, a system in which an operator gives her number to the customer -
Pacific's witness Morse stated that experience in both the business
office and operator sexvices indicate customers do not usually
remember the name oxr the number even when it is znnounced and that v//
an operator could give out the wrong number and go unchecked. This,
in his opinion, would gencrate more labor problems than it would
solve, especially since Pacific employs 14,160 operators as of
August 1976 (Transcript 3903).
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Pacific's response to the NOMIO suggestion is simply that
after the program was tried, the service indexes (measurements of
performance) were unsatisfactory and comsequently the program was
discontinued. The witness on this subject (2 manager in the office
where NOMIO was tried) stated that after the éiscontinuance the
service indexes Improved. Apparently, during NOMIO, while the
internal monitoring resulrs indicated that the quality of service
was satisfactory, the official results derived from the
administrative monitoring were not satisfactory. This witness
stated, additionally, that she took tonme-of-service observations
for operators that were in "phase three'" of NOMIO and it became
appavent to her that some of the operators had accuracy deficiencies
that were not being corrected.

In answer to TURN': suggestion that if remote monitoring
is to continue it be done with a beep tone, Pacific's witness Morse
testificed that a beep tone would defcat the purpose of administrative
monitoring since it would destroy the objectivity of the sample and
therefore give the company 2 "'worthless measurement of overall
service provided to the customer'. (Exhibit 96, p. 26.)

Similarly, regarding supervisory monitering, an occasional
beep tone interrupting the call sequence would cause customer
confusion. He stated it would alse remove the objectivity of the
supervisory monitoring sample.

"The result would not accurately reflect the
ecaployces work since human nature being what
it is, an employee would not react o a call
in the same manner with the addition of a beep
tone. The beep tone is an interruption and
could result in aumerous questions £rom the
customer. There would be an increasc in costs
for the handling of c¢alls since the time
spent for calls would inmcrease. Momitoring
without the tone serves as a tool to deter
cnployees who are inclined to abuse customers.
This deterrent would be lost with a beep tome
and comsequently customers would likely be
subject to more abuses.” (Morse, Exhibic
96, p. 27.)
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Mr. Morse said that an actual survey convinced him that
discovery of discourtesies increased on a "monitoring without notice'
basis. It is his opinion that there is a percemtage of Pacific's
eaployees, however small, who are not able to refrain from being
discourteous, and he is convinced that without re¢mote supervisory
monitoring the problem could increase. He stated:

"If the company did not have this tool, or could
not use the data for disciplinary purposes, I fecel
this small number of undesirable employees would
become much greater.” (Exhibit 96, pp. 21-23.)

The company further points out that in TSPS offices, the
problem of discourtesy is magnified due to the fact that there
may be as many as 200 operators on duty at such an office at any one
time, and that without supervisory monitoring without notice, it
would be virtually impossible to establish cespousibility for
discourtesies. :

Lastly, regarding a "onec~way' beep tone which would be
heard only by the customer, this world cause questions by the
customers and slow dowm processing of calls, and also the customex's
question would make the operator aware of the monitoring. Lastly,
cven without the questioning, the method of establishing a oﬁe-way
beep tone consists of putting the beep tone on the circuit to go
both ways but\blanking it out by filtering it from the operator.
This method also filters out certain sounds within the normal
voice range, thus putting the operator on notice anyway'(Transcrip:
3355-56).

Pacific disagrees to a major extent with TURN's
interpretation of the 'disciplinary" exhibits (100-106). Pacific
points out that the previously quoted vulgarity in Exhibit 100
and the word "stupid' in Exhibit 102 were uttered by the operator
when not talking to a2 customer and, therefore, there was no
"eonversation” quoted in violation of Commission rules. It describes
the other exhibits as "borderline cascs” regarding the Commission's

-33-
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rules and says that if anything the exhibits are good'examéles of
why Pacific, for the sake of union relations as well as operator
development, should have greater latitude in the use of notations

concerning the nature of particular employee-to-customer contacts.
The Staff's Presentation

The staff introduced no independent evidence onithis issue.

Rezarding monitoring of the traffic offices, thefstaff is
basically concerned with violations of the Commission's orders not to
make any notation of the conversation. It analyzes the "diéciplinary
exhibits and states that these exhibits show on their facp that there
are violations of the Commission oxder previously quoted ‘ The staff
bricf says:

"™Maintaining privacy of commmications in this
age of telephony and electronic wizardry is an
all or nothing proposition. CPUC issued rules
stating even portions of conversations obscrved
during remote supcrvisory monitoring were not
to be recoxded or divulged, and the above
documented exanples show that PT&T in its
operating practices has not always followed
the letter or the spirit of those CPUC xules.”

The staff points out that one Pacific employee testified
that she wrote down as much as she could regardiag an Operatér{s
violations in order to have as many details as possible and that she
was given no guidelines on this practice from management. On the
other hand, other Pacific employces apparently understand the
problen. Pacific's witness Eich testified that if she overheard
an operator call a customer ''stupid" she would mark a check sheet
that the operator was discourteous. She testified that the
Comission rules ¢id not iInhibit hexr ability to do her job
supervising operators. (Transcript 3668-3669.)
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To assure more wniform compliance, the staff recommends
that the Commission prohibit making of any notations during
supervisory monitoring. The staff suggests using a check list
for evaluating custozer centact performance. Such a form could be
similar, the staff says, to the check list form now used by Pecific
in business office monitoring (Exhibit 88, p. 3). The staff also
recomuends that we put Pacific on notice that furcher violations
will result in a contempt action. :

Discussion |

We believe that TURN's evidence and the staff's evidence
blend two problems which should be dealt with separately. The
first is whether thore is any undesirable speecup in operational
services, and the other is whether there are problems related to
monitoring which should be the subject of our orders.

We believe the testimony indicates, aside from monitoring,
that although official Pacific traffic operating practice (with
cextain exceptions discussed hercafter) is reasonable, certain
supervisors, or perhaps certain local managers, have taken it upon
themselves to go the instructions one better in order to improve
the volume of calls handled. 1'

The most serious discrepancy regards emecrgency calls.
Traffic operating practice calls for the operator to determine that
a conversation s proceeding "'satisfactorily” and them cur out. It
is further required that if the operator cannot ascertain which of
several towns should receive a fire, police, or other emexrgency call
the operator should remain on the commection "umtil it is evident
that the right location has been reached". There is some testimony
to indicate that at times, operators have been admonished for
following this procedure and have been instructed to leave the line
immediately after the comnection, in an emergency call, has been
established. Regardless of whether such pressure results £rom remote
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monitoring or other types of supervision, it is undesirable and should
cease immedfately. Pacific should take the necessary steps to
upgrade its training of local managers and supervisory personnel

to assure scrupulous adherence to official traffic operating

practice regarding emergency calls.

The next area of concern is the time the operator should
wait for the called party to answer. We have reviewed the evidence
concexrning long distance calls to foreign countries and comsider
Pacific's practices reasonable. Regarding domestic operator-handled
long distance calls, traffic operating practices require the
operator to walt abdout 30 scconds, the practices explaining that 3C
seconds equates to 6 or 7 rings. The operator is then to discommect
and ask the calling party to replace the call. The operator has an
option ""based on operator judgment” to continue ringing beyond the
30 seconds if it 1is expected that the telephone maybe answered or the
¢alling party resuests it. Testinmony reveals that one operator was
apparently told teo wait only five riags, not to exercise any optionm,
and to then release the call and ask the oarty to replace ir. |

Assuming this to be true, we consider the action ofﬂany
local manager or supervisor to speed vp company-wide standards to be
a degradation of service. Five rings is not 2 sufficient time to
wait for a called party to answer. Again, Pacific should upgrade
training standards of local managers and supervisory personnel to
insure that there is no pressure placed upon operators to exceed
standaxrds adopted by the company. We also believe this instruction
needs clarification in oxder thot the operator's responsibilities
be clearly understood. Does "operator judgment' refer to the time
of day, that is, the traific load 2t any one point? Should an
operator be more liberzal in allowing a call to ring in an off-

‘peak hour than in a peak daytime period? Would it be morxe -
appropriate to require the operator, after six rings, to request the
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calling party whether they wish to have the called telephone ring
longer before automatically disconnecting at 6 or 7 yings-and if so,
should the additional time be specificd so that an operator
understands his or her respomsibilities? We will order Pacific to
clarify the instruction on this subject.

Another problem was complaints from overators that in
judging whether their work load was satisfactory (in the TSPS office
an operator is supposed tc handle 35 to 40 calls in a half hour),
little weight is given to a nonstandard call that takes a considerable
period of time, and that some operators have had warnings placed in
theilr personnel records or had received poor persomnel ratings
without any qualitative as distinguished from quantitstive analysis
o€ theirxr performance.

We believe that the evidence in this case shows individual
and isolated examples of overly hardnosed supervision, and not
a2 general degradation. Thus, at this time, we should leave
specific staffing ratios and the exact number of calls an operator
is expected to answer, to the collective bargaining process. The
evaluation of an operator's personal performance varies, depending
upon fhe policies of the local manager, and the persomalities and
intelligence of both the supervisor and the operator. For us to
eater blanket orders regulating staffing ratios, the amount of calls
an operator is expected to handle, and methods of supervision is
dangerous since it will impose rigid rules which may anot work for
every situation, and may ignore the introduction of new equipment
which makes productivity gains possible.
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However, we admonish Pacific and other telephome
corporations that it is their responsibility to provide qualicacive
as well as quantitative service, and that they should avoid adopting
rules or supervisory techrniques that will lead to a general
breakéown of coperator morale and result in an evaluation by
companies of their scrvice solely based upon sheer quantity of
service rendexed. We notethat we have allowed Pacific to institute
a recording which is played before the customer is commected to the
directory assistance operator In oxder to cut Jdown on directory
assistance volumes. As will appear elsewnere in this decision,
we are allowing this procedure to continue. This innovation has
perzitred Pacific to reduce by attrition the size of its directory
acsistance operator forxce. We believe it would be preferable, if
necessary, to inerease the operator persommel on the "traffice” side
o nmaintain quality of service, rather than to save 100 perceat of
the wage reduction achieved by the attrition on the dircctoxy
assistance side.

While we firmly believe that operators should be graded
qualitatively as well as quantitatively, we also believe that =2
specific order to this effect is inadvisable at this time. Disputes
between operators and supervisors as to their personnel grades are
better left to collective bargaining, because in the grievance
process (as is well illustrated by the exhibits dealing with
grievance matters) there is a more ready and more appropriate
source of justice where the cmployees can handle the matter on an
inforrmal basis and be represented by a union oificial without
worrying about formal filings of complaints and rules of evidence.
Besides, it would add grossly to the work of this Commission to
entertain a volume of ''grievance” complaints based upon the
violation of a Commission order directed particularly at the
relationship between a supervisor and his subordinate. (This is not
to say that we will shirk our duty in entertaining complaints
directly related to unlawful monitoring or failure to follow our
monitoring rules; <¢f. discussion infrza, mimeo. pp. 41-43.)

-38-
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Pacific and other telephone corporatious subject to our
Juriediction are warned, however, that if traffic overating
practice is such that it contributes to a general and substancital
lessening of service, we may act in the public interest.

For the present, we believe that Pacific should generally
review its training of local managers and supervisors to insure that
quaiity of service is not sacrificed to volume, and to assure that
such personncl understand that they have no authority to impose
de facto traffic operating practices conflicting with company rules..

We now come to the problex of whether, aside from privacy
considerations, we need regulate monitoring as suggested by TURN or
the stafef.

The cevidence does not convince us that, as a generzl rule,
remote monitoring makes operators nervous or otherwise interferes.
with their ability to perform. While some operators testified that
remote monitoring botherad them,zgf one supervisor testified that
her employees preferred remote monitoring to having a lot of floor
supervision with supervisors standing around watching them. We are
convinced that the psychological factors vary so highly from one
person to another that any blanket rule that we would adopt would
¢0 as much harm than good. The exact rules of supervision in this

19/ A few of these witnesses also testified that other operators were
so upset by fear of monitoring that they suffercd psychological
problems or became alcoholles or dope addicts. s {s
unacceptable hearsay even umder our liberal rules, and in on
event, psychological problems vary highly from ome individual:
to the next. This is not a proper subject for lay opinion. -

-39-
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regard are therefore best left to the collective bargaining process.
The fact that the preseat union contract does not contain any clause
or clauses relatiﬁg o monitoring does not mean that collective
bargaining is not the more appropriate format for handling this
matier.

There is no convincing evidence that there is e redgction
in quality of sexrvice which results £rom remote monitoring oxr auy
other kind of monitoring. While several operators testified to
their problems with remote monitoring, the witnesses were from a
few offices. The more likely inference to be drawn from this
evidence is that, in the individual offices, there are instances of
overly aggressive supervision which is best dealt with by the
grievance nachinery.

We believe that supervisory and administrative momitoring
are valuable tools in meintainiag quality of service, and the
elimination of the practice (or rules that would make monitoring
valueless) would work a reduction in service quality. Pacific,
being a very large corporation, must hire employees for its traffie
departaent in large numbers. Even the best preliminary screening
procedures will not eliminate all those who do not have the skills
or the temperament to be good operators. Hearing only one side
of the conversation (the operator's) does not furnish a supervisor
with adequate evaluvative information.

We agree with Pacific's witness Morse that monitoring
such persons ''on notice" (however cffective it may dbe in the business
office scctor where there are more experienced employees) is
wnsuitable as the sole tool for measuring operator performance in
the traffic sector. Nor do we accept TURN's argument that itz is
basically new employees that need to be weeded out and that the
experienced employees usually perform satisfactorily. Pacific
logically points out that while some people are siow starters and
improve gradually, others come to 2 new job highly motivated and

then, over the course of years, get bored and restless and becone 2
"' problem. '

-40-
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The differences in performance from one employee to another
in this respect lead us to reiect NOMIO as a substitute for remote
monitoring. There is no guvarantee that cnce an overator reaches the
"Phase IIX" level contained in the NOMIO system, his or her performance
will not swffer thereafter. The evidence shows that, at least in |
the long run, NOMIO's value was ques<tionable. -

We believe that TURN's arguments as to cost savings are
speculative. Eliminatior of remote monitoring might save some
money. More likely, however, is the probability that extra floor
supervision woulé be necessary and, at best, there will be a trade-
off in expenses from one kind of monitoring to the other.

Actually, the "grievance" exhibits (100-106), are a
. very good advertisement for remote monitoring. It is hard to
imagine that any of the operators would have made some of the
asinine remarks attributed to them had they known that monitoring
was in progress. Thus, without monitoring their conduct would have
gone uvncetected and probably would have continued.

Violations of Commission Rules

As previously mentioned, our rules which exempt supervisory
monitoring from requirement of notice to all parties to'a
communication that monitorizmg is taking place, also require that the
nmonitoring be conducted "without the making of any written notation
or any record of the contents, substance, purport, effect or
neaning of any conversation which may have been hecard during said
supervisory monitoring''. We agree with TURN that some violations
have taken place, and at least some of the time, the specific
quotations have turned up subsequently as testimony, or a sumary
thereof, at a grievance hearing requested by the employee. For
example, in Exhidbit 100, the notation made at the time of the
observance was that the operator "'called the customer a name”.

Latexr, at the hearing, it was stipulated that the word used was
"stupid”.

/

/
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The direct purpose of our rule was to govern notations
macde at the time of the observance. However, we do not believe that
the above quoted rule means (1) that no reccord whatsoever of en
operator's conduct may be made, or (2) that if an operator filed 2
grievance and raises the issue of his oxr her conduct, that the operator's
improper language, if remembered by the supexvisor, may not be guoted |
at a subsequent grievance hearing. (We see no reason to quote the
customer, as was dome in Exhibit 103).325/

We interpret our rule to mean that at the time of the
observance, there may be no quotations, and descriptions of the
conversation must be as general as possible. This apparently imposes

' po hardship on supervisory personmel. Pacific's witness Eich, when
she was asked how she would handle such language, indicated that she
would merely place on her review sheet that she heard the operator use
improper language or address a customer rudely, oxr words to that effect.
Certainly there &re not so many operators swearing at customers that
it would be lmpossible for a supervisor to recall later with adequate
accuracy what the operator said if a supervisor made a general notation
to the effect that an operator used vulgar or profane language with a
customer. While a strong argument may be made that the quotation of
a brief expletive or wvulgar language on the part of the operator ought
to be considered outside the rule, we believe that once it is decided
that something may be quoted at the time of the observance, there will

be difficulty in deciding what may be quoted and what may not, and the
rule will break down.

192/ We must distinguish between what protection is appropriate for
the operator and for the customer. If an operator iInitisates a
grievance, the language used by the operator is placed in issue.
It would be unjust to interpret our rule as a "gag order™ for-
bidding a supervisoxr from stating at a grievance hearing what
the operator said, when the operator has placed the propriety
of his or her conduct in issue. Furthermore, to quote the
operator's Improper language at such a hearing does not
necessitate a quotation or close paraphrase of the customer.
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The staff suggests that a check list format for the
supervisor's use during monitoring should be required, which would
remove the temptation to quote the operator or the customer. Such
a format is apperently used with success for business office
monitoring (see Exhibit 88, page 3). We believe this it 2 worthwhile
suggestion and will order the development and use of such a form
within six months of the effective date of this decision.

We are aware that these strictures make it difficult,
although not impossible, for Pacific and other telephone corporations
to use information gathered by way of remote monitoring for training
and, when necessary, disciplinary purposes. We have noted this
problem previously. In Commmications Workers of America v Pacific

Telephorne and Telegraph Company and General Telephone Company of
California (1971) 72 CPUC 788 we stated:
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"The Commission did not specifically forbid
the use for disciplinary purposes of information
that had been obtained through supervisory
zonitoring. The Commission is aware that by
forbidding written notations and records and
by forbidding disclosure o any person (which
includes the cmployce whose conversation was
nonitored) the Commission has made the use of
supexvisory monitoring fer direct disciplinary
purposes difficult. Howaver, telephone
corporations have adequate means of observing
empioyee performance by mweans other than
supervisory monitoring, including monitoring
with prescribed notice. In the opinion of the
Commissicn, {t is not necessary to sacrifice for
ease of employee discipline the principle that,
if the privacy of a communication is being violated,
notice should be given of the violation of that
privacy. &y

Indeed, the problems in the case cited and in this case
are similar. We admonish Pacific that we will act in the public
interest if the limitations that we have prescribed regarding the use
of information obtained through lawful monitoring are not followed in
the future. |
The adoptior of a check list form and proper training should

prevent more violations similar to tkose reflected by Exhibits 100 to
106. ‘

Future Monitoring Matters

Monitoring is a complex subject that needs special
attention of the Commission. We undertook to decice certain issues
within the framework of this application for a rate increase and
the associated investigation (Case No. 10001) because certain
immediate problems seened to prescnt themselves. However, we now
rule that iz the future, if further monitoring matters appear to
need resolution, the azgrieved parties should proceed by way of
petitioning to reopen Case No. 7915, or by filing an independent
complaint. In addition to the amount of time necessary to heer
detailed evidence regarding monitoring, we note that meny of our
rules on monitoring affect not only telephone corporations, but also
other business customers who usc certain monitoring equipmeﬁt'pUrsuant

43~




A.55492, C.10001 dz/km *

to our rules (see the list of appearances in Case No. 7915) and whe ¢//
are not ordinarily parties to a rate increcase proceeding; When
considering a subject as involved as monitoring, it is always
possible that the evidence Introduced will comvince us that
wnonitoring rules affecting other parties besides telephone
corporations need to be modified. Hence, a reopening of Case
No. 7915, if necessary, is the more appropriate way of handling “//
this subject.

We rule that we will not entertain, in the future,
investigations into monitoring problems within the framework of
an application for a rate increase.
Monitoring and Other Telephone Companies

All the direct evidence taken concerncd Pacific's
monitoring practices, but we must consider constitutional questions
relative to supervisory and administrative monitoring conducted
by other telephone company respondents herein. We hold that
wher any telephone company performs administrative or supervisory
monitoring, without using one of the methods provided for notice
under our rules, it must give the telephone user information of
this practice in the same manner provided for Pacific, in oxder
to meet constitutional privacy standards (cf. discussion above,
nimeo. pp. 13-20).

II. OPERATING EXPENSES

A summary of staff and company estimates for the test
year 1s contained in the table which follows.
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The Pacific Telephnone and Telegraph Comj.

SUMMARY OF BARNINGS
Twelve Months Exnding June 30, 1976 Sctimated

[}

: : : Total Commany Overations :
:Line: : Stafl » ;  Utill : : Intrastate
t No.: Itex : Estimate : Estimate : Adopted :  Adopted
(Dodlars in Thousands)
4 Operating Revenues $3,440,543 33,433,901 83,433,911 $2,679,50%
2 Uncollectibles T 267 2 : L
3  Reveaues After Unc. 3,400, T4T 3,400, » %0015 ,054,049
4 Deprec. Represcript. BT, - 5,142 2,560 705
S Restore Service to Norm. - 13,53k - -
6 Vage Annualizasion - 3,326 - -
7 Decisions & DA Rec. EfZ. 1&,% 100,556 104,522 - 97,365
& Total Operating Revemues 3,511,209 3,523,102 3,507,280 2,752,123
9 QOperating Expenses )
10  Maintemance 752,940 T52,56T 752,940 STo,1TL
1L Treffic 278,534 281,927 278,534 218,928
22  Commercial , 294,310 299,162 285,708 - 2L,995
13  Revenue Accounting k9,531 49,53 49,531 - 42,894
1k Bal. G&0 Sal. and Exp. 142,359 149,440 142,529 211,957
15  Operating Remts 30,50 3%,33% 30,550 24,961
16  Gen. Service ané Iic. 40,40 50,028 4,219 ¢ 31,029
17T  Relief and Pensions 278,570 282,328 278,570 T 218,8\T
18  Bal. Other Opr. Exp. 6,250 13,000 9,828 7,72
119 Subtotal 1,873,524 1,909,340 1,800,419 - 1,473,493
20  Depreciation & Amort. 461,077 483,966 472,560 1332,:26
. 21  Property & Other Taxes 184,187 183,808 284, 2650
22  Socinl Security Taxes 63,872 6L,L68 63,8712 50,17
2'3 State Income Tax 31,2322 2:32‘3:,.'12; 331,432 23,695
Federal Income Tax 237 »Q! 232,729 171,321
25 Afriliated Interest Adj. (2,793) (':%_? (2.793) (2,222)
26 Miscellapeocus Adjusts 1 40,03 I& Jm
27 Decisiops & DA Ree. B¢, _SL,267 50,452 Sk, 167 47,82
28 Net Cperating Expensces 2,502,791 2,974,013 2,903,740 2,282,100
29 XNet Operating Revenuses 608,478 549,089 603,500 470,023
30 Rate Base o - ,
31 Account 100.) 8,983,882 9,009,023  §,973,249.  T,042,206
32 Account 100.3 4,635 5,276 - T,725 5,453
33  Materials & Supplies 38,262 38,162 38,262 30,530
3% Working Cash 93,004 128,656 ok, 790 T4,
35  lesc: Depr. Reszv. 1,875,257 1,869,497 1,882,084 1,472,521
36  Less: De’. Tox Resrv. 453,35 Lu8,762 Lso -
37 Subtotsl 0,790, » €0 9,701,522 5,321
38 Affiliated Interest AdJ. ( ) (E"JE‘) 5! (% oio@
39 Rest Serv & CCFT Proform 1.968) 13,51 %} 1
Lo Decisions & DA Rec. B2, __35:9% 22,797 25,950 22,900
42 Total Rate Bace 6,TT5,2TL 6,080,091 6,766,505 5,304,821
42 Rate of Return ' 8.9%% 8.C2% 8.62% 8.86%
43 SMRT S5th Interdiz Order Net - « ) 7
Li Adi. Net Oper..Revs. - - 590,177 »OH0 .
@ 5 2l Rete of Retwn 8.98% 8.02% R AT 3.72%
(Red_Figure ‘

* Stal?f Qpening Brief
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Before turning to the discussion of various individual
accounts, we must consider two recasts of estimates Pacific added
to its results of operations which affect its expcase levels
generally. The first recast has the effect of anmualizing a
test-period wage Increase; the second, according to Pacific, is

for the purpose of restoring certain expense levels to what
Pacific considers normal.

Ammualization of Wages (""Column M) _

Pacific added a "Colurm M" to its results of operatioms
designed to annualize its test period wage increase, which was the
result of collective bargaining, in the amomt of $79.3 milliom,
effective August 3, 1975. Also included is 2 $13.8 million salary

increase for certain management employees, effective January 1,
1576.

The staff did not directly contest the rcasonableness of

the increase, but argued that amnualization of either wage increase
i¢ Inappropriate. The staff argued that wages should be
considered only to the extent they wiil be realized during the
test period and that to annualize a mid-test year wage increase
violates the principle of weighting and produces an atypical
result of operation.

Pacific argues that if {t is to have the opportunitcy
to earn the 8.85 percent rate of return previously found reasénable,
wages must be annualized. Such ammualization, accordiﬁg £o
Pacific's witness Bemnett, should include increased costs associated
with improved frimge benefits for menagement and NOT-BANAZEMORT
employees ($4,608,000) cffective January 1, 1976 and for pemsions
($3,585,000) effective January 1, 1976 (Transcript 2195-2205).
Pacific emphasizes that it has been paying increased wages for
non-management employees since August 3, 1975 and will contianue
to pay that level of wages throughout the period when rates

46
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authorized in this proceeding will be in effect. The effect of
Zailing to amnualize wages, according to Pacific, is that Pacific's
expenses for the test period and for the future will be wderstated.

The staff's position is essentially that the wage increases
presented hexe follow a typical pattern and therefore are included
in the staff's trending for cach of the various accounts. Statf
witness Amaroll testified that the staff examined each of the itoms
annualized by the utility and determined that expenses such as
wages, fringe benefits, and postal increases are not extraordinary
and therefore should not be annualized (Exhibit 38, p. 14-GAA).

The company counters by pointing out that the staff
inconsistently annualizes the rate increase from Application
No. 35214 which was effective in the middle of the test period,
but not the wage increase. Both such changes ''go beyond" the test
year, according to Pacifiec.

The staff argues that the inclusion of known rate changes
authorized for a test year recognizes past test years and the
revenue requirement found reasomable by fully considering.the rate
c¢hanges on a pro forma basis. According to the staff, failure to
recognize previous decisional effects on revenues of rate changes
would be to ignore known revenue requirements that were satisfied
with prior decislons and thereby risk duplicating satisfaction of
the revenue requirement.

We believe that the staff's exhibits show the wage increase
to be incliuded in the trends of other accounts. There is no separate
account know as "wages". Wages are allocated to accounts such as
maintenance, traffic, etc. There is nothing atypical about the wage
increase presented here and therefore there is no need to annualize
it when such increase is included in the estimates based om trends,
nor where estimates are based on budgeted amounts that provide fpr
wage increases occurring regularly om an annual basis. In General
Telephone Company of Californmia (1969) 69 CPUC 601, 660, we said:
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"The wages of General's employees were raised
in July 1968. General estimated wage oxpense
as 1f the wages had been in effect since
January 1, 1968. The staff argues that if
one expense increase is annualized, then 2ll
increases in revenue, expenses, and rate
base should also be ammualized. The staff
argument is sound. One expense should not
be considered without also considering
effects of all other items comprising
revenues and expenses. When trying to
determine which expenses Genceral might
reasonably incur in 1968, we should
avoid including expenses that we know
were not iacurred.”

The ''Column M" adjustment proposed by Pacifié will not be
included.

"Restoration of Expense Levels to Normal
rotions"” (Columm 'L')

Another ratemaking recast proposed by Pacific was a

-

"Column L" included in its proposed results of operations which,
according to Pacific, is necessary to restore overations to normal.
This involves Pacific's budget management and budge:s views over
certain portions of 1975 and 1976 and is discussed at length wmder
the heading "held oxders"” in our third interim opinion in this
proceeding (Decision No. 86593 dated November 2, 1976; sec especially
the table entitled "Pacific's Budget Views - 1975, 1976", mimeo.

P. 12 of that cdecision). Pacific, through its witness Benmett,
states its rationale for the proposal as follows:

"When we took the extraordinary and stringent
cutbacks last summer, we eliminated new hirings
thus producing a gradual decline in work force
through normal attrition. We also stopped
basic training activities. In addition we
cut an already tight budget, and throughout
all aspects of our operations we accepted a
greater risk that our established service
objectives might not be met. AlL of these
items 1L continued too long will build up
to a point where critical conditioas below
service objectives begin to appear. TFurther-
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more with declining work force and current
cconomic conditions, turnover of employces

is reduced so that cxperience aad productive
efficiency are at levels that on the average
canniot be sustained for too long a period.

It is necessery that Pacific receive revenues
sufficient to remove these restraining
conditions in order to assure continued
fgasona?éc)and adequate scrvice." (Exhibit
oha » p. e -

For all accounts, the recast amounts to $34.3 willien.
Maintenance and plant additicns are the most heavily affected areas.

Pursuant to 2 data request, Mr. Bennett furnished
Exhibit 127, which chows the actual recast amowmts fundec for the
test year - $4.2 million in maintenance, commercial (nomadvertising),
and traffic, and $7.1 million in plant additioms.

Mr. Bennett's reburtal ctestimony states that without this
adjustment, test-year expenses are not representative of funds
necessary to provide good service for current and future customers
(Exhidbit 187, p. 8). _

Pacific has certain self-imposed levels of service and
candidiy admits "it is uncontroverted that Pacific is not providing
objective level service in all of its service measurements to its
California customers”. (Opening brief, p. 35.) Pacific's argument
at the time it presented evidence for the intexim oxder was
that this was due to justifiable forecasting errors stemming
from atypical growth in the norchern California sector.

The staff argued, and we agreed at least in part, that the pileup
of helé orders, discussed in our third iInterim order was due

not only to forecasting problems but also to Pacific's parsimonious
budget management. We found that because of such budget control,
Pacific failed to meet its public service obligation regarding the
level of held orders for its northern sector (see Decision

No. 86937 dated February 1, 1977, which modified our Third Interim
Opinionr and Oxrder, Decision No. 86593).

49~
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The staff also argues that this $34.3 million adjustment
does not include, for the most part, items that fall within the
test period. Pacific has maintained its previous estimate (Columm A)
reflects abnormally low operating levels and thus Column L must be
included for ratemaking purposes. Pacific also argues that with a
declining work force and current economic conditions, the turnover
of employees is reduced and therefore experience levels and procuction
efficiency are at levels that cannot be sustained for too long a
pexiod.

The city of San Diego argues that Column L is nothing
more than an attempt by Pacific to collect $34 million in rate relief
that was denied in Decision No. 85287 (December 30, 1975, Application
No. 55214). R

The Column L recast is not a proper adjustment. As the
stalff points out, less than ten percent of this amount is budgeted
for the test year. The staff's trending, using twelve-moanth moving
totals, was based on recorded data from December 1971 to December 1975
with the last two months of 1975 deleted because they were unusuvally
dry (which would have caused abnormally low maintenance expenses
for that period). The staff’'s trending is a reasonable estimate of
future expense levels.

For the maintenance account, we adopt staff witness
Carlson's basic estimate.

Nothing in this discussion is intended to relieve Pacific
from its obligations covered in our previous orders in this proceeding
to restore proper service levels to the Northerm District.
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The Western Electric Adjustment

Pacific also makes an adjustment (Coluxm I) to its
resulis of operations "to recalculate the prices paid to Western
Electric to adjust Western's rate of return on sales to Pacific

to cthe rate of return allowed to Pacific" (Benmett, Exbibit 11,
p. 11).

This adjustment produced a sharp controversy and a
zreat deal of evidence and testimony, as well as extensive
arguments on brief that can only be discussed here in bare outline
form.

Although Pacific does not agreec with the Western Electric
adjustments made in previous Commission cases and spproved by the
California Supreme Court, it does not here contest the basic
adjuvstment, but rather argues in favor of an interpretation that
would have us raise the Western Zlectric rate of retum to

Pacific's £.85 percent rate of returm in 2 year when Western
Electric makes & rate of return less than Pacific’s.

The "Western Electric adjustment" imvelves our adopting
certain adjustments to Pacific's plant and expenses to' establish
lower prices than those actually charged Pacific by Western
Electric (a wholly owned subsidiary of AT&T) on the theory that
Western Electric shouid be entitled to "no greater rate of return
than would be reasonable for a regulated utility”. (City of Los
Anzeles v Public Urilities Commission, 7 Cal 34 331, 342; 102 Czl
Rptr 313; emphasis 2dded.) The c¢ourt has not only approved this
adjustment but reversed us when we sought to depart from it
(City of Los Angeles v PUC, supra). The adjustment Is succinctly
reviewed in the City of Los Angeles opinion, beginning at page 343:

"We extensively considerec the Western Electric
adjustment in Pacific Tel. & Tel. Co. v. Public
Util. Com., supra, ol (al. Zd 634, &OY~00L. We
set forth the commission's £indings as to the
corporate affiliation of Pacific, Western and
Anerican, as to the dominance of the Bell
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System in providing telephone service, and
as to its advantage in its integrated position
of veing rescarcher, designer, englneer,
wanufacturer, distributor, installer, repairer,
junkexr, and operator of 80 percent of the
telephone business in the entire continental
United States. Those €indings were not
disputed by Pacific. We concluded: 'The
determination of the commission in the
present case that Western is entitled to no
Teater return on lts sales to Pacific than
Pacific is entitled to earn on its operationms,
and that American should not be permitted
through the corporate instrument of Western
to subject Facific's ratepayers to the burden
of providing a greater return, is based not
oaly on extzasive ‘indings made by the commission
on the subject but also on the methods and
principle theretofore followed by the
comission...and as the comnission expressly
found hercin, produces a fair and rcasonable
result.” (62 Cal. 2d at pp. 661-662.) We
rejected Pacific's contention that it was
errcr for the commission to omit 'to include
a finding of fact as to the rcasonabloncss or
prudence of Pacific's purchases from Western
and payment of the prices charged, ...' (62
Cal. 24 at p. 661.)

"We thus determined that, where it appears that

a utility enjoys the dozminant position shown

by the commission's findings, it may not through
the use of corporate instrumentalities obtain

a greater rate of return than the utility would
be entitled to in the absence of the separate
corporate entities, and it was not determinative
whether the prices charged by one affiliated
corporation to another might be considered
reasonable. In other words, the utility
enterprise must be viewed as a whole without
regard to the separate corporate entities, and
the rate of return should be the same for the
entire utility enterprise.
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"We sece no reason to depart from our holding.

A corporation should not be permitted to break
up the utility enterprise by the use of affiliated
corporations and thereby obtain an increased rate
of return 7or its activities. In the light of
the dominance of the Bell System and its
integrated position, we azain reject the view
that 2 finding of the veasonableness or

prudence of Pacific's purchases Lfrom Western
would warrant termination of the Western

Electric adjustment.

"There has been no substantial change since our
prior decision as to the douinance of the Bell
Systen or os to the relationship between Pacific,
Americarn, a2nd Westera. Accordingly, Westemrm
mist be considered part of the utility enterprise,
and its prices should be adjusted to reflect no
greater rate of return on its sales to Pacific than
Pacific is entitled to earn on its operations.
This result cannot be avoided on the basis of
a2 finding that Western's prices were reasonable
when compared to other manufacturing enterprises.”

argument here is that this treatment must work both

"Western is not treated as a manufacturer separate
and apart €{rom Pacific, amd i{s not permitted to
earn a rate of return commensurate with such a
manufacturer's risk because of the integrated
structure of the Bell System and Pacific's
affiliated relations with Western (Citv of Los
Angeles, supra, pp. 344-45). Since this entire
Utility enterprise is precluded by the adjustment
from earning retumrns commensurate with a
manufacturer’'s risk in those years when the
integrated structure of the Bell System
allegedly shields it £from those risks (when
the manufacturer carns above Pacific's allowed
rate of return) the adjustment must likewise
be applied to the entirxe utility enterprise
in those years when the integrated structure
of the Bell System does not shield it £rom
such risks and it experiences lower carnings."
(Pacific's opening brief, pp. 41-42.)
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In other words, the Western Electric adjustment should he
applied to Pacific's results of operstions for the test period
here to raise the Western Electric return to 8.85 percent sinece
Western Electric’s return fell below that figure; that to do so
will correctly represent the future period in which the rates in
this case will be in effect. Pacific points out that the staff
witness on this subjeet, Mr. Sekhon, testified that Western
Electric's portion of the combined rate of returm of the entire
utility enterprise was only 4.4 percent in 1575 and 4.6 percent
ir the first half of 1976, and that it appears such low earnings
will continue beyond the test period.

Pacific argues that the Western Electric adjustment
{gnores the risk of Western Eleccric operations because of the
corporate structure of the Bell System and since this is the.
case these risks must be ignored in both directions to be fair.

The staff, having determined that the Western Electric
rate of return for the test period would be less than Pacific's
last authorized rate of return of 8.85 percent, did not add the
effects of a test year adjustment to plant added in 1975 and 19763
however, as stated in the staff dricf, the adiustments based upon
previous years, when Western Eleccetric's return exceeded Pacific's,
remain in effect (Exhibic 158, p. 1). The Westera Electric effect
on plant and expense in this test period, based upon adjustmonts
o surviving plant fromprior vears is $49 million of rate dbase,
and $2.8 million of depreciation expense.

The staff's argument is that the Western Electric
adjustment does not exist for the purpose of guaranteeing Western
Electric 2 minimum return, and to follow the suggestion of Pacific

would do just this. The city of San Diego and TURN concur with
the staff on this issue.
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We reject Pacific’'s contention. We have reviewed
carefully the language in the Supreme Court opinion quoted’ above
and see nothing to indicate that this decision, or any other
decision, requires us to adopt o '"'reverse' Westemm Electric adjustment
whenever Western Eleetrie's rate of return is below Pacific's for
the test year. Wnile Pacific's argument is tinged with plausibilicy,
it overlooks the underlying purpose of the Western Electric adjustment,
that is, to keep the ratepayver from ultimately paying for dealings

tween affiliates which would resul: in unrcasonable earnings to the

unregulated entity. This does not mean, at the same time, that we should
save and hold hammless Western Electric and in effect guarantee it
a minimum return on what is sold to Pacific by making an upward
adjustment in any year when Pacific's return exceeds Western
Electric's. ‘

The price comparison study fumnished by Mr. Clinton of
AT&T does not alter our determination on this issue. The
staff's adjustment is reasonable based upon Western Electric's
prices. We note that the evidence shows that Western Electric does
not olfer volume discounts for large oxders (which would presumably
favor a large company like Pacific) and that our previous Wes tern
Electric adjustments have not adjusted rate basc to compensate for
this type of price structure. . |

We conclude that Pacific's upward Westexm Electric
adjustment reflected in Column I of its results of total

lifornia operations should not be included in the adopted results.

Directorv Assistance Recordinz Adjustment

Earlier in this proceeding we allowed Pacific to begin
using a recording which is played before a calling party is comnected
to the automatic call director which eventually connects the caller
to a directory assistance operator. The service questions relative
to this device are discussed c¢lsewhere, and as will appear, we are
allowing Pacific to continuve its use. -

-55=




A.55492, C.10001 km

The staff's original estimate of the expense ecffect of
this recording is based on earlier data than the company's estimate
contained in Exhibirt 227. Revisions to Exhibit 257, the comparison
exhibit, provide the staff's updated figures, using the adopted 10
percent California Corporation Franchise Tax (CCFT) rate. This
exhibit shows an annualized total company expense savings of $12.8
million, and a total company balance net revenue effect of $7.1 million
as a result of using the recording on a continuing basis. is
translates into an intrastate expense savings of $15.8 million and
an intrastate balance net revemue effect of $6.7 million.. The staff's
updated estimate is adopted since it includes a CCFT caleulation
based upon our adopted CCFT rate of 10 percent (see discussion
beginning at page 1ll). |
Advertisings Expenses - General Considerations

Advertising is actually ome account of the commercial expezse
category (see Exhibit 162). We will deal in this section solely with
advertising and discuss other commercial expenses in the next section.

Before commenting on the individual issues, we observe
generally that the evidence and testimony submitted is of such
quantity and complexity as to be out of all proportion to the
dollars involved. OGranted, this issue is Iimportant from a -
standpoint of principle; nevertheless, comsidering the size of
some items, we urge that in future Pacific matters, the staff,
the company, and the interested parties plan ahead and, without
conceding important issues, attempt to develop the necessary
information so that the presentation on advertising can be more
concise, especially on the minor items. In this preceeding,
certain information requested by the staff was slow in forthecoming,
and at times erroneous. The staff, for its part, submitted
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recommendations from two different witnesses which in part

conflicted, (concerning institutional advertising), and a further
recomrendation from staff counscl.zg

Staff coumsel infers that the difficulties experienced
are due to lack of Commission guidance. There is plenty of
Commission precedent on advertising (although it is certainly
easier to state principles and rules than to apply them). It
should be unnecessary to have almost total disagreement over each and
every facet of advertising. We have previously made it clear that

20/ Staff counsel argued on brief that we simply disallow all pro-
T motional advertising. Such a practice might as easily harm the
ratepayer as help him, since it would be arbitrary in the
extreme to disallow advertising coxpenses and at the same

time allow, for rate-sezting purposes, the additional
revenues associated with those very expenses (compare the
discussion of the staff's recommendation regarding design
line telephones In our most rvecent Pacific rate decision,
Decision No. 85287 (Application No. 55214), December 30, 1975).
If both the revenues and expenses associated with advertising
are always disallowed, then the ratepayer loses the benefit
£ successful advertising campaigns, the additional or
incremental revenues from which tend to keep rates down. An
aryument similar o sta?f counsel's was made in Citv of Los
Anzeles v PUC (1972) 7 Cal 34 331, 351; 102 Cal Rptr 213, 328,
to which tne court replied: "It is contended that since
Pacific is a monopoly with captive consumers, any advertising
except that of informing the puvblic of emergency services is
calculated to and does no more than create a good public
image, and as such is institvtional advertising which is not
allowable as an operating expense. Advertising which is
properly classified as informative results in more than
2 mere fostering of goodwill. It shovld result in reductions
in operating costs and more efficient service to the ratepoyer.
The commission could properly conclude that expenditures fov
such purposes ave reasonable operating expenses, and in the
absence of a showing that the amount allowed for informative
advertising was primarily directed for other purposes, the
allowance of the commission must be upheld.”
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institutional advertising (which tends prizarily to build the image
of the company) will not be charged to the ratepayer. Several recent
cases have explained our current policy on advertising. Staff
witness Dade's testimony (Exhibit 37 p. 10-4) contains a failr
sumzary of what these recent cases classify as allowable advertising
(assuming a reascnable limit): (1) advertising that prdvides a
net increase in revenne or net decrease in expenses;ggé/ (2) advertising
which instructs customers how to obtain or use their service more
eificiently or cconomically, or advises them of legal or rate
matters as required by this Commission, or promotes safety; and
(2) 2dvertising for rasruiting employeces or protecting utility
Property. _

Pacific states, on brief, that if does not disagree with
the above statement.

"Thus, the issve is not the standard under which
Pacific's advertising cxpenditures are to be
allowed; but simply whether the Sacts in the
record in this proceeding demonscrate that
Pacific's advertising expenditures in the
test period were reasonably directed toward
accomplishing the agreed on purposes of
allowable advertising.” (Pacific's opening
brief, pp. 58-59.)

As we said regarding Pacific in Decision No. 83162 (Application
No. 53587) dated July 23, 1974: '//

"The reed for much of Pacific's advertising program
is obvious. It is important that Pacific tell
irs customevws how to use the telephone system.
Inproper vse of the system overloads ecuipnent,
causes additional burcdens on feleohone operators
and other personnel, recuires added employees,
causes ratepayers to overlook many of the
benefits ol modern telephony, and causes
frustration in the ratepayers who cannot
umderstand why a simople telephone call
cannot h»e put through withovt problems. What
is less understood is that advertising generates

o

20a/ But in judzing the value of such advertising, we will determine
. whether it causes an unnccessary increase in peak traffic which,
in turm, causes excessive increase in plant.
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income to the company which is uvsed to

offset losses on those services which are
rendered below cost, such as resicdential

£lat rate and lifeline sexvice. The losses
in these services are made up from profits

on the remainder of the systom. To the

extent that advertising will increase revenues
on other portions of the system, basic €lat
rate residence service and lifeline service
will be priced so that millions can afford it.
Although the staff criteria for determining
the proper allowance to be accorded advertising
expenses have merit, we must be careful when
applying them to individual items of expense
to consider the many kinds of telephone users
and the uces, both gcod and bad, to which
telephores ave put.”

See also our general discussions on advertising in Pacific Gas and
Electric Company (1975) __ CPUC ___  (Decision No. 84902,

Application No. 54279); Pacifiec Gas and Electric Comvanv (1976)

__ CpuC (Decision No. 86974, Application No. 54976), and
Southern California Edison Company (1973) __ CPUC

(Cecision No. 81919, Application No. 534889.25/ Our methods of
handling advertising were generally found reasonable in City of

Los _Angeles v Public Utilities Commission (1972) 7 Cal 34 331, 351,
102 Cal Rptr 313, 328 (see Footnote 20, supra). v
Institutional Advertisinz

Pacific made a voluntary disallowance of $791,000 for
expenditures in this category while the staff's recommended
disallowance was $1,123,250. Later, Pacific conceded that an
additional $38,000 might be disallowed for Bell System Family
Theater tune-in ads. Three items remain as sources of dispute:

(1) Disneyland exhibit, (2) Museum of Science and Industry display,
and (3) '"essay ads".

21/ Recent decisions of ours concerming gas, eleectric, or heat
utilities must also deal with Public Utilities Code Section
796(a) regarding disallowance of advertising which encourages
gas, electrie, or heat consumption.
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Disnevland and the Museum of Science and Industry may
be considered together. The staff recommends a total disallowance
on the basis that both exhibits primarily exist for corporate
image building purposes, and because, since these exhibits are
coastantly changing and Pacific's share is & minor amount of the
total, it 1is too time-consuming to calculate the small percentage
that should be charped to the ratepayers. Pacific points out that
notwithstanding such difficulties, we have calculated an apportionment
in the past and have allowed that part of these exhibits which are
instructional or informational to be allowed as expenses.

We deal heve with amounts too small to have an effect on
rates. The total Disceyland exhibit expense apportioned to Pacific,
including salaries, amounted to $299,000. The Museum of Science
and Industry apportioned total was $81,250. The cevidence convinces
us that these exhibits are primarily institutional, that because
the exhibits are changed from time to time the portion to be bomrme
by the ratepayers must be constantly reexamined, and that the
necessary testimony and evidence on these items is unnecessarily
detailed, considering the amount of dollars involved. The day or
two that a rate proceeding is delayed to comnsider these issues
could casily cost the company far more than it gets back from
including these expenses. The most important factor, however, is
that any view of the evidence shows these items to be primarily
institutional.

We will adopt the staff's recomended 100 percent
disallowance. This is not to be regarded as a precedent in
handling other items of small size. We deal here with special
factors which complicate the presentation of this issue out of
proportion to its size, and with the fact that, generally, it is
our desire to streamline our consileration.of advertising.
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AT&T Print (essav ads). As mentioned above Pacific, in
the course of the proceeding, acceded to a disallowance of $38,000
for print advertising concerning the Bell System Family Theater.
However, the coapany contests the staff's recommended $107,000
disallowance for the "essay ads" which had as their subject various
historical themes concerning the development of the Bell System and
the advantages in having an integrated communications system. While
these ads are of high quality, and wmay, of course, generate some
business, an iuspection of them (Exhibits 135 and 136) readily shows
them to be primarily aimed at enmhancing the corporate image. They
should not be charged to the ratepayer.

Bell System Television is the final institutional categoxy.
The company accedes to the staff's 100 percent disallowance ($598,000)
on the basis of our holding in Decision No. 83162 (mimeo. p. 5l):

"Although we have no doubt that some of this
money is beneficial to sales, we are of the
opinion that this entire category of Bell
System TV is used to enhance the general
corporate image of the Bell System and

therefore properly belongs within the
expenses that the shareholders should bear,
just as charitable contributions do."

ATET Exhibits. A third category of exhibit material (test
year amount $194,000) consists of Pacific's share of the expenses of
exhibits at trade shows. These exhibits are for the purpose of
stimulating the use of equipment available from operating companies.
This category is basically promotional and not institutional; however,
Pacific did not connect these sums to any showing of an increase in
net revenues. It is therefore not allowable.

Unidentifiable Advertisingz. A small amount of the company's
mathenmatical total was unaccounted for ($42,000). Since the company
bears the burden of proving the reasonableness of expenses, this
amount is disallowed. '
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Promotional Advertising

The various advertising campaigns which can be

considered promotional (noninstitutional) prodnced the greatest
cenLroversy. '

Before analyzing these campaigns we shzall consider the
suggestion of staff witness Dade that major promotional advertising

for specific equipment be categorically disallowed in future
applications. The witness testified:

"Ihe staff believes that maior promotional
campaigns for specific items should be

charged to the manufacturer or supplier who

can then adc the expenses to the price of the
promoted wnroduct, The staff beliceves that a
utility should always purchase its products

from a wmanufacturer or supplier who has the
lowest price, assuming all other things are
equal (i.e., quality, service, etc.). There
will always be a question whether a utility
obtained the lowest price when it buys from

an affiliated company that does not include

the major advertising and marketing expenses

in its products like most other competing
suppliers or manufacturers. When the

affiliated company, rather than the utility,
absorbs the major advertising and marketing
expenses, the amount of expenses is controlled
by the market place. If an affiliated company
then spends too much on promoting or marketing
its product, the product will become too expensive
£o sell and, if it does not spend enough nmarketing
the product, there will be little demand for the
product."

We reject the proposed blanket disallowance because we
believe that the difficulty in isolating advertising costs in this
manner would be great, and the time spent on such an approach
would be out of proportion to its value to the ratepayers.
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We can adequately, and more specifically, control the
problem the staff witness raises through the examination of Pacific’s
individual advertising campaigns, including those for equipuwernt,
and by meking appropriate disallowances when we are convinced that,
in a specific case, Pacific has failed to purchase a product at a
reasonable price.

Should a Trend be Used? 3Because of prodlems in analyzing
the company's advertising estimates and the difference between the
estimated and recorded amounts, staff witness Dade proposed as an
alternative to an account-by-account analysis for promotional
advertising that a ratio be used, which would be based on the fact
that in the last rate proceeding (Application No. 55214), advertising
(Account 642) amounted to 0.15 percent of gross operating revenues.
The company objected to this because it claimed this percentage
was unusually low. The staff witness conceded that advertising is

not really a "trendable" account and suggested it for this proceeding
only. e

While there are problems with the material furnished by
the company to the staff (due to mistakes and not to any desire
to conceal facts or evade discovery) we believe we have sufficient
informatioz to consider the campaigns individually and will mot
employ the suggested zatio. Advertising cannot be trended like
naintenance or traffic because advertising needs vary greatly from
year to year.

"Plan Ahead" Campaign. The purpose of advertising in this
category is to generate sales of optionmal residential equipment
by 15 percent and save expense by reducing installationm visits. The
staff prepared a study that showed Pacific loscs momey at the
current cost of the equipment because increase in demand for such
equipment would cause new equipment to be furnished at current
cost. The staff claims that Pacific’'s use of embedded costs of the
equipment is inappropriate. The company states that it is erroneous
to use only the cost of currently purchased equipment because as
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Pacific's witvess Sullivan documented only & small portiom of V//
residence equipzent furrished is purchased mew. No new Princess
sets were bought; all were from refurbished stoeck. For rotary dial
500 sets, only 10 percent were new, and about 67 percent of Trimlirve
phones were reconditionmed. Pacific also contends that the staff's
analysis overlooks certain cost savings from the campaign.
We believe Pacific was imprudent in advertising so heavily
in this area when cost studies show the equipment advertised
(primarily residential extensioms) zare not profitable even on an
embedded cost basis. We will allow $405,000 (50 percent) on the.
basis that onme zoal of the campaign was to reduce installation expenses.
Design Line. Cost factors concerning Design Line (decorator
phone sets) were discussed in detail in our most recent rate order
(Decision No. 85287 dated December 30, 1975 in Application No. 55214).
The prepouderance of the evidence indicates that, because of costs
which should rightfully be attributed to Desiga Line, the campaign
has been, and contimues to be, & money loser. We agree with the
analysis of the staff in this respect (staff's opening drief,
pp. 27-28) and believe that for this test year, allowance of the Desizn
Line advertlising estimate is unjustified.
Supplemental Residence Market Campaien. In the second
half of the test year (Pacific's advertising budget is managed on
calendar years) the Design Line and Plan Ahead campaigns were combined
into one campaign under the name "supplemental residence market
campaign”. We will tzeat that part of this campaign attridbutable to
"plan ahead" as we have treated the "plan shead" campaign and disallow
the portion attributable to Desigre Line promotion (based or Exhibit 207).
Business Market Advertising. The objectives of this
campaign were to (1) reduce losses of the dial PBX and key telephone

system installations to competitors; and (2) generate sales of new
product and service offerings.




A.55492, C.10001 km

The staff witness pointed out that there was a large
discrepancy between the estimated amount for the test year and the
recorded amount.

Pacific contests the staff's proposed disallowance on the
basis that staf{ witness Dade's cost-effectiveness analysis compared
the budgeted expenses with recorded sales revenue to reach his result
that the campaign should be disallowed. Pacific points out that
Mr. Dade's own testimony (Exhibit 163, p. 17) shows the campaign
generated $1,019,000 gross revenue in the test period or about
$2,038,000 on an annual basis.

Although the campaign gemerated $1,019,000 in gross revenue,
we were presented with no convincing showing of profitability. Ve
will therefore allow only the $307,000 for minor mecdia in this
category on the basis that Pacific, as an operating telephone company,
is justified in expending this sum to make the business customer
aware of its offerings in this area. The "competition campaign”,
included in this general categoxy, will be disallowed on the basis
that the $150,000 in advertising gemerated only $11,000 in gross
revenue on an annual basis.

Long Distance Toll Stimulation. In Decision No. 85287, our
last rate decision for Pacific, we allowed 50 percent of the expense
for this campaign on the basis that the effect was most likely the
equal stimulation on intrastate and interstate toll calls. Pacific
claimed that the present toll campaign generated $10 million in net
intrastate toll revenues. It developed that the company witness
forgot to subtract the expense for the campaign. More importantly,
Exhibit 207, Chart L, shows that interstate and intrastate toll "dial

fore 8" volumes have similar incrcases and decreases despite
"intrastate" campaigns, and we have no other information which convinces
us that a campaign con be conducted which can really stimulate
intrastate toll calls without having at least a similar effect on
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out-of-state call volumes (which benefits American Telephone eand
Telegraph Long Lines Department). We will agzain allow 50 percent
of the amount spent for this item. i

Yellow Page Advertising. This consists of advertising in
order to attract yellow page customers, and to hold onto existing
yellow pege customers by rumning "look in the yellow pages”
advertisements. The staff made no disallowance to this account (No.
132) in this proceeding. Pacific’'s evidence shows that spending $1.2
million "saved” $10.6 million in revemues which would otherwise be
lost. This amount may be allowed for this proceeding, although we
note that Pacific's most recent survey on how much money is saved is
now four years old. For us to continue allowing these amoumts, we
expect more recent data in the future.

A sumuary of our alliowances and disallowances for
advertising follows.
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. STMARY OF ADVERTTISING EXPENSE
Gtllity o Allowed - «
Ttam z,st,’ma:"e‘/ By Staff Adonted
Aecount AL2, Alvmciasino
Yass Vedin Camoadms o -

ATET Print (newspapers and magnzines) $ 917,000"2/ $ - 3

Bell System Television L= =L -
Directory Assistance Campaign 1,000,000 640,000+ 650,0002
Long Distance Stimulation 3,400,000 1,700,000 % 700,000
Competition Carpaign (Business Marketing) 500,000 - -
Business Marketing 620,000, / - -
Design Line Telephone 600,000~ - -

Plan Ahead and Supplemensal S
Residence Marketing Campaigns 810,000

- 405,000
Minor Media, Salaries. ard Cther Txpenses
Residence Marketing 730,000 250,000 . 307,000
Business Marketing 768,000 -7/ 207,000
Directory Assistance 80,000 -~ 80,000
Long Distance Stimulation 117 » . 58,500 58,500
ATET Exhibits 194,000 - -
Disneyland Bxhibit and Salaries m.,ooo%/ - -
. California Massum of Science & Industry 16, - -
Unidentilfied Advertising LzJOOO -
Tota.l Account 6142 39}985y200 55’110 000"/ $3v 5079 500
Account 132, Prepaid Directorv Exnenses ‘ :
Yellow Pages $1,764,000  $1,78L,000  81,78%,000

Notes:

1/ Does not include $38,000 utility voluntarily disallowed for advertising %o
promote Bell System Television.

g/ Veildvy vol..ntar‘...lj disallowed $598,000 Zor 3ell System Television.

- 2/ Does not incluce 3$250,000 d:.:-ec‘.ory assistance recording advertising which is
neluded in directory assissance recordiag program adjustment.

L/ Includes mi.no'- medla advertising which could 2ot be broken out separately.
5/-~ Does not ineluce $128,000 utility voluntarily disallowed for Disneylazd.

&/_Does not include $65.000 utility voluntarily disallowed for California Moseum of

Science & Industry.

w

3%l included this estimate uader mass mecdia.
(.]

S3N
i

stall developed a total figure based on a percenvagc of operating revemie.
figure is therefore not the sum of the above ..;gz.*c.,.

i.f

[
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Suggested Changes to Accounting for Advertising

The staff Finance Division witness on this subiect
recommends that Pacific be ordered to segregate lts accounting
on advertising as follows to eliminate the confusion on this
issue:

143

a. Institutional = The primary purpose of
this typve of advertising is to promote
zoocdwill ox to create a favorable corporate
image. As a policy matter, and consistent
with prior Commission practices, the staff
believes that such charges should not be
allowed for rate-making purposes.

"». Informational - The primary purpose of
this type of advertising is to instruet
customers in the use of the services
offered or to provide information
regarding the various services offered.

¢. ZPromotional Sales - The primary purpose of
this type of advertising is to promote sales
of products and sexvices,

"d. Long-Distance - This type of advertising
which is designed to stimulate toll usage.

e. Other - This type of advertising consists
of items such as legal notices, employment
advertising, Yellow Pages, life line, ete.”

The witness also recommends the inclusion of pre~ and post-campaign
costs (surveys) to advertising rather than sales expense.

The staff recognizes that the Uniform System of Accoumts
does not cncompass this treatment, but rexards this as supplemental
information not in conflict with it. | N

We agree that Pacific should furnish us its advertising
costs on this basis (excépt for survey costs, etc. which we regard
as sales expense and not advertising), ad we will order such
information to be provided us. But at least as important is an
acc¢urate campaign-by-campaign breakdown, since trending for this
account is inappropriate. Pacific should fumish with its direct

"

"

/
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evidence on advertising (or soomer, if it is available), campaign-by-
campaizn details of expenses and revenues. While we do not trend
advertising, recorded information on identical or similar campaigns
in the recent past is useful for comparison purposes. Regardless

of whatever accounting use the staff meay have for a media-by-media
breakdown of advertising (television, radio, print, direct mail,
etc.) this cannot by itself help us analyze the expeases devoted to
a particular campaign.

Other Commercial Expenses

The staff proposes a $7 wmillion adjustment to commercial
expense. This adjustment is proposed on the ground that Pacific
imprudently raised its service index for "busimess office accessibility”
from an objective of 88.8 in 1974 to 93.6 for the test period. The
business office accessibility index is a Pacific service objective
which measures the percent of times a subsceriber gets through to a
customer service representative at the business office. We do not have
a level of service established for this index in our General Orxder No.
133 (defining telephone utility service standards). The expense for
Pacific to add personnel to dbusiness offices in sufficient numbers to
raise the index to 93.6 amounts to $7 million.

Pacific ralsed this service objective to come in line with
Bell System service expectations, although in the opinion of Pacific's
witness on service, an 88.8 index level provided adequate service to
Pacific’s customers. Further, early in 1975 Pacific's management
fclt the 93.6 index objective was higher than it needed to be. Before
that, in late 1974, AT&T suggested to Pacific that it seek to raise
its objective to the 93.6 level.2:2/

2la/ The above facts are interesting in the context that while Pacific’s
management decided to raise a particular sexvice index it thought
adequate (and to fund an additional 350 customer service
positions) Pacific, at the time, had a company policy of deferring
rural orders for primary service which cost more than $2,000.
The dramatic and unreasonable rise in held orders resulted in
Decision No. 86593 (11/2/76; Third Iazerim Order herein) wherein
we reduced Pacific's rate of return 0.007 percent until such time
as Pacific dcmonstrates a return to normal for held orxders.

-69~
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Should we adopt the staff's proposed adjustament? Obviously,
we are concerned about having good telephone service for California's
ratepayers. Generally, Pacific provides good network sexvice. We do
not believe that the staff or TURN has shown that the only objective,
or even the principal objective, of raising this accessibility index
was additional sales. However, Pacific's own witness indicated that
Pacific had considered its "old" accessibility index satisfactory.
Additionally, the record does not otherwise demonstrate (as by way of
a customer survey or customer complaints) that the old index was
inacequate.

This extra expenditure, apparently adopted by Pacific at
the urging of AT&T management, does nothing but improve statistics
without eliminating any real service deficienmcy: therefore, such
expenditure should not be charged to the ratepayers.

Traffic Expense _

The staff developed 2 total estimate of traffic expense of
$278,534,000. From this basic estimate it deducted 513,215,000 as a
result of the effect of the directory assistance reéording, and an
additional $2,600,000 resulting from the effects of Decision No. 85287
(the staff and the company agree on this last figzure). The staff's
adjusted estimate was thus $262,719,000.

Pacific’s original estimate was $281,927,000 but the effects
of previously discussed Column L and Column M recast this figure to
$286,903,000.

We believe the staff's basic estimate (before adjustments)
is reasonable. It was based upon l2-month moving average trends and
appears to refledt the long-term growth.

We also believe that the $13 million expense reduction for
use of the directory assistance recording should be included. For
reasons that will be discussed in the service portion of this decision,
we are allowing the use of this recording to contimue. We regaxd
this as an extraordinary one-time adjustment that has the effect of
depressing the volume of directory assistance calls. .
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License Contract Expense

Although supplementary hearings are comtinmuing in this:
proceeding on the subject of License Contract expense, the present
evidentiary record is fully developed on some staff proposed adjustments
s that we can make decisions on them. These adjustments are in
addition to our previous traditional license contract adjustment.

This traditional adjustment comsists of two parts. Firse,
there is a 6.04 percent factor to adjust the license contracts
downward by the portion that is deemed identifiable investor related
expenses. The staff and the company agree on the percentage (although
the company does not necessarily a2ccept this adjustament ia theory).

The second part of the traditional adjustment is a 7.25
percent factor to ecliminate umidentifiable investor related expenses.
Pacific acceded to this adjustment in its original f£iling but later
in the case decided to challenge it. Comsiderable evidence and
testimony was introduced both by the company and the staff on this

subject. A review of it indicates that it may be interwoven with the

otber proposed adjustments that are the subject of the supplementary
hearings.

Antitrust Lawsuits. The staff proposed a disallowance of
$495,000 for Pacific's allocated share of AT&T License Contract
expense related to defending antitrust lawsuits. Of that amount
$429,000 ($238,000 for in-house and outside legal fees, and $191,000
for administrative support activity) is specifically identifiable test
year expense relating to defense of the continuing United States
Justice Department's divestiture suit, the balance is for the defense
of various other antitrust lawsuits. The staff's rationale is that
defending antitrust lawsuits is inherently a matter bemeficial only |
to Bell System sharcholders in that the corporate structure or alleged
mansgement misconduct is defended, and no benefit accrues to Pacific's
ratepeyers. '
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We believe a 50 perceat disallowance is approprzate.

It is obvious that the ratepayers are hardly the sole beneficiarxies
of a successful defense of such a suit. It is not possible for us
to determine, this early in the suit, that there is no benefit
whatsoever to the ratepayers in defending it. The complaint filed
by the Justice Department in this matter (U.S. v AT&T, et al.,

U.S. District Court for the District of Columbia, Civil No. 74-1698)
is generally worded and includes the possible breakup of the operating
- companies ianto independents. While arguments may be advanced that
independent, but interconnected, companics world function as well,
other equally strong arguments may be made that in a system covering
almost the entire United States, cost savings and efficiency flow
from some form of centralized management. We will keep watching '
developments in this suit to see if it is necessary to reevaluate
this percentagze at a later date. o

The staff has not demoustrated that the balance of its
proposed adjustment is reasonsble. The detail of the remaining
expense in this category has not been itemized and we are cognizant
that lawsuits are items or expense that zust be met. Unless it is
shown that particular suits are & result of imprudent corporate
menagement, or are only of benefit to the shareholder, it would not be
fair to adopt 2 disallowance of the associated legal defense expense
in ratemaking. In future procecedings the staff should be more specific
in its reasons for urging disallowance of antitrust defense expense.
Some of the expemse is undoubtedly investor-related; that is why we
continue our traditional adjustment to License Contract expense for
unidentifiable investor-related activity.

AT&T Marketing Department. The staff proposes a disallowance
of $4,314,000 from Licemse Contract expense for Pacific's share of
AT&T Marketing Department expense. It is pointed out that AT&T
Marketing Department expense has increased 98 percent over the 1974
level. Whether this is the result of termimal equipment competition.
we do not know. However, we are of the opinion after a review
" of the evidence that most of the ATST Marketing Depertment's effort is
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directed toward promoting and servicing Westexn Eleciric's interests.
There may be some portion of the activity that benefits Pacific, but
we cannot quantify that amount of expense which benefits California
ratepayers. When engaged in ratemaking, we must be circumspect in
allowing charges from affiliated companies. The utility must convince
us that such expense is reasonable. In view of the staffr's findings,
and Pacific's failure to rebut the staff's showing or otherwise
justify this expense, we are disallowing $4,314,000 from License
Contract expense related to AT&T Marketing Department activity.

Who, one may ask, should bear the expense of Marketing %
Department activity? This activity is of primary benefit to the Bell
System's mamufacturing affiliate, Westerm Electric. Western Electric
should perhaps logically absord this expense. Since in reality it
does not, we can only make a ratemaking adjustment, which in effect
imputes that expense to Westerm. Whether expense allocztion within
the Bell System will change is, we suspect, largely dependent oz the
outcome of the U.S. Justice Department's divestiture suit.

Bell Telephone Laboratories PBX Development. The staff
proposes a $453,000 disallowance to License Contract expense for Bell
Telephone Laboratory (BTL) work related to the devzlopment of PBX
systems. It is staff's contention that the research and fundamental
developuent activity conducted in this particular BIL project is of
2 nature that would primarily benefit the Bell System's manufacturing
affiliate, Western Electric, Pacific conceded that this activity
could result irn "new hardware developments" (Tr. 5717).

Pacific contested the staff's assessment. Pacific's witness
testified that the BTL projects in question are essentially "exploratory
engineering studies”, and are thereby not directly related to product
development. _

We are of the opinion that some of the $453,000 in question
supports activity that cam very likely result in the development of
new products, or improved products. While such products may eventually
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benefit telephone users, the first beneficiary will be Western Electrie,
in that it will profit from sales to the Bell System subsidiaries.

Qur dilemma is that we cannot quantify how much of the $453,000 expense
is related to product development. Product development related expeénsc
should not be bornme by Pacific's ratepayers by an automatic pass-
through ¢of such expense in the License Contract. Rather, it should

be absorbed as a portion of product price. If Westemn Electric paid
for all fundamental research and development activity, the result

would be that when a Bell System affiliate bought a Western Electric
product it would pay, as a portion of the price, the overhead cost

of research and development. And, to the contrary, if a Bell System
company bought a non-Western Electric product, it would contribute

to the research and development of other manufacturers. Given the
existing arrangements, Bell System subsidiaries, such as Pacific, may
pay for a good deal of Westernm's vwesearch and fundamental development
activity whether or not it buys all its equipment from Western
Electric. This is a troublesome situation. Staff refers to this
problem, in the ratemaking context, as the "regulator's nightmare”.

We are of the opinion that Pacific has not demonstrated that
the $453,000 in question is a reasonable expense for us to allow for
ratemaking. We are not convinced that the activity in question, either
in whole or in unquantifiable part, is not product development oriented.
Ia future proceedings we would expect to see more cetailed information
presented to describe such activity. Given the evidentiary recoxd
now before us, we have no choice but to disallow this expense.

Bell Telephone Laboratories Fundamental Research. Stafs
proposed a disallowance of $553,000 to License Contract expense for
BIL fundamental development activity related to Business Information
Systems (BIS). Pacific describes this activity as exploratory, and
conducted to assist operating companies in making economic decisions
relative to application of computer technology to the telephone
business. Alithough we have some reservations and doubts concerning
the BIS program in general, we find that Pacific has adequately
justified this expense.
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Basking Ridge, New Jersey, Bullding. Staff proposed a
$672,000 disallowance to Licemse Contract expense which represents
one-half of Pacific's amual allocated share of the returm on 195
Broadway Corporation's new Basking Ridge, New Jersey building. The
staff's adjustment is based on the fact that the Basking Ridge, building
was occupied (or used and useful) for only half the test period.

" Consistent with test period ratemaking, the staff's proposed adjustment
is reasonable and will be adopted. :

Purchase of Land in New York City. An adjustment of $252,000
is proposed by the staff because 195 Broadway Corporation purchased
land in New York City (for $18.5 million) for which it has no
immediate plans, rendering it inappropriate for treatment as land held
for future use. $252,000 represents the return on investment expense
for this land allocated to Pacific for the test period. Pacific's
response to this proposed adjustment is that as of mid-test periloed
(January 1976) this expeunse will not be allocated through the Licezse
Contract. We will weigh the adjustment by adopting half of it, or
$126,000. :

TZLSAM Project. Staff counsel proposed an acdjustment of
$180,000 for Pacific's share of expense for the TELSAM project ‘
("Telephone Service Attitude Measurement"). This activity is billed
outside the License Contract, and is conducted by a research firm
which surveys operating company customers concerning their satisfaction
with telephome service. It is staff counsel's contention that this
activity has nothing to do with Pacific's meeting our General Oxder
No. 133 service standards and, accordingly, is only & public opinion
indicator. though staff raises legitimate questions surrounding this
expense, we £ind that it is closely enough related to service that the
expense is appropriate for ratemaking. The amount is relatively minor
and its expenditure may aid in identifving service deficiemncies.
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Federal Tax Rate. Staff coumsel proposes an adjustment of
$1.2 million to License Contract expemse. This reflects the difference
between the current effective federal income tax rate for AT&T and
the 48 percent statutory rate as used in computing Pacific's allocated
share of return on AT&T's General Department investment. Tax expense
is an element considered in oxder to arrive at a net return on AT&I's
investment used to render Licenmse Contract services. An effective
rate of 5.12 percent would be experienced by AT&T during the test
period, whereas AT&T uses a 48 percent rate to calculate allocated
tax expense. The use of the 48 percent rate results in nonexistent
tax expense being allocated to Pacific. Pacific contends that the
effective tax rate of the Bell System (based on a comsolidated return)
is inappropriate for calculating the General Department's tax expense,
because the relatively low effective rate results primarily from
extensive plant investment made by the operating companies.

We are of the opinion that the Bell System's effective tax
rate (based on its comsolidated return) is the appropriate tax rate
to apply in calculating the tax component of return on investment
expense incurred between affiliated Bell System entities. This is
because the General Department, as part of the Bell System, has the
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mutual benefit of the low tax rate (regardless of why it results),
and to apply or impute the highest or statutory rate ignores that
benefit. In ratemaking when we review expenses between utilities and
their affiliates, we must deal with reality and allow reasonable
expenses. The 48 perceat tax rate is umrealistic and unreasonable.
We adopt the effective tax rate of 5.12 percent.
Executive Department Salaries

The staff's unadjusted estimate for this account is $2.8
million, which is $84,000 less than the company's estimate. The staff
had later data available to it when it made its estimate and we are
convinced that the staff's wmadjusted figure is appropriate.

The staff took its umedjusted figure and subtracted $170,000
to disallow cxecutive salaries which exceed $100,000 anmually. To
this the staff added another $30,000 disallowance for cerxtain salaxy

increases paid to 23 other high-level executives not earning over

$100,000 a year. This latter adjustment was made on the ground that ,/7
there have been excessive executive salary increases in the past several
years. TURN supports these salary disallowances.
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Staff witness Amaroli relied heavily on public salaries,
particularly in state government in Califormia, and TURN apparently
relied on the difference hetween Pacific salaries and these
California state government salaries exclusively (see TURN’s opening
brief, p. 31). The staff witness pointed out that Pacific did not
demonstrate any loss of executives to other companies, and he
wentioned that Pacific, in his opinion, competes with no one for the
executives in their employ except possibly other telephone
businesses, which may not be of a size and nature to truly be
competitive at the higher levels (Transcript 5145).

Pacific argues that staff's position was at first
founded on a Commission decision involving Pacific Gas and Electric
Company (PG&E) in which the Commission disallowed all executive
salaries in excess of $100,000 (Decision No. 84902 dated
September 16, 1975, Application No. 54279,  CPUC ___ ). However,
Pacific points out that the Commission reversed iltself regarding
this determination in another PG&E decision, No. 86281 dated
August 24, 1976 (____ CPUC ____ , mimeo. p. 34):

"In Decision No. 84902 dated September 16, 1975,
the Commission disallowed executive salaries
to the extent they exceceded $100,000 per year.
Based on this wecent decision the staff
estimates are $88,000 less than PGS&E's.

PG&E made an extensive, uncontroverted,
presentation in support of the reasonableness
of the salaries it pays executives. We are
convinced by applicant's showing and
arguments and will not adopt the staff's
adjustment of executive salaries."

The staff witness was of the opinion that the problems
encountered by PG&E execnutives are more difficult to solve than
those faced by Pacific's execcutives. The witness stated that he
had read the PG&E decision but not all of the evidence commected
therewith (Transeriot 5140).
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Pacific's Exhibiz 196 is a detailed review of the
salaries paid to its board chairman, president, and highest-
paid vice president, compared to large west coast firms for
the year 1975. In all three of the categories Pacific's salery
is below the median. Pacific's board chairman Is paid $18,000
a year more than PGS&E's, Pacific's president's salary exceeds
PG&E's president by $5,000, but Pacific’s highest-paid vice
president makes $8,000 less than PG&E's highest-paid vice
president. The tabulations in the exhibit would indicate that
Pacific's top-level salaries are in line with other similarly
situated corporations of equivalent size.

While it is true that Pacific and other utilities
operate within a regulatory climate which removes some of the
risk, for am executive this can add as many problems as it
eliminates. We also understand verxy well that Pacific is part
of the Bell Systex and therefore certain decisions are made for
it. However, this still leaves us with a very large corporation
serving six million people in a service area larger than PG&E's.
While a gas and electric company currently experiences problexs
regarding envircnment and the supply of fuel not direetly
experienced by telephone corporations, a telephone company on
the other hand offers a far more complex Inventory of products
znd sexrvices to the public. It cannot be categorically stated that
gas and electric company executives experience more difficult
problems than telephone company executives.

We believe that comparing Pacific with other
corporations of approximately equal size and complexity, such
as was done by the company, is more appropriate than
the staff's and TURN's very strong reliance on California state
government salaries. It is well known that state government and
other governments have budgetary provlems peculiar to government
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and that government salariles are traditionally lower than those
in the private sector. Pacific would be totally umsuccessful in
competing for talemt were it to adopt salary ranges based upon
surveys of goveramental ageancies.

We accept the staff's $30,000 adjustment based upon
certain rspid rises in executive salaries. We reject its
disallowance of all salaries above $1C0,000 in this proceeding,
on the same basis that we did in the PG&E case cited above. This
does not mean that in the future we might not return to a
disallowance of executive salaries above a certain level if we

are convinced from a proper showing that such a disallowance should
be made.

"Stockholder Visit Program' '

This program consists of periodic visits to selected
California shareholders to discuss with them current events
with regard to Pacific and the Bell System and to answer any
questions they might have relating to their stock and the future of
the company'’s business (Transcript 4310-4311). Pacific's witness
Mr. Henderson claimed that this not only benefited the company
and the investors, but its ratepayers as well.

Staff witness Amaroli testified that the program is an
investor~related activity and should not be borne by the
ratepayers (Exhibit 38, p. 6-GaA).

We have reviewed the briefs and the evidence in
this matter. This is quite obviousiy a program that should be
borne by the stockholders. Any benefit to the ratepayer is
Incidental. The staff's downward adjustment of $220,000 to
Account 665 for expenses associated with this program is adopted.

-80-
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General Legal Expenses

This recommended disallowance has to do with legal work
performed for Pacific by the law firm of Pillsbury, Madison & Sutre
of San Francisco. Certain matters handled by this Iirm are biiled
on a detalled basis. During 1966 Pillsbury, Madison & Sutro ran
a test at which time all lawyers assigned to Pacific's legal
matters billed their time separately for ecach item. The resultant
sumnary of services, in Pacific's opinion, showed that the work
performed was necessary and the billing was reasonable. Pacific
therefore directed that P{llsbury, Madison & Sutro resume the
"tixze-saving use of the 'gemeral' category for the billing time of
those PM&S attormeys regularly assigned to Pacific's legal affairs".
(Exhibit 195, pp. 12-13.)

The staff points out that without detailed billings,
there is no way to determine how much expense should be disallowed
for legislative advocacy, for antitrust-related work that the staff
fecls should be more properly borne by the sharcholders, and for
other matters that might be the responsibility of the shareholders
rather than the ratepayers. The staff recommends a $1 million
disaliowance (representing the amount of the legal expense for
which there is no detailed billing).

Pacific countered by submitting zaffidavits of the
Pillsbury, Madison & Sutro lawyers performing the general legal
services, describing their duties. Pacific objects to the staff
Investigation on the basis that the staff witness (Amaroiil) is not
2 lawyer but an electrical engineer and therefore cannot perform a
qualitative analysis of Pacific's legal needs.

We believe the staff's adjustment should be adopted.
Pacific 1is missing the point. The staff witness did not attempt
to second-guess Pacific on its legal needs but simply to add
up the amount of legal work which should correctly be billed to the




A.55492, €.10001 dz

ratepayer. We assume that an electrical engineexr is at least as
g00d as a lawyer at arithmetic. Without the cetailed billings,
he could not mske the necessary investigation. A large amount
of money thrown into a ''gemeral’ category in order to save the
expense of detailed billingz may well be appropriate for a
nonregulated corporation, where no decision has to be made about
whether the customers or the stockholders should foot the bill.
Such a corporation exists in a competitive area, and if it
PasSsSes too Jamy ¢costs on to its customers, the customers may go
elsewhere. The staff witness pointed out that another large
law firm, Lawler, Felix & Hall of Los Angeles, which performs
legal sexvices for Pacific, clearly and sufficiently detailed
its billings (Exhibit 38, p. 7-GAA). The staff believes there
is no recason why Pillsbury, Madison & Sutro cannot do likewise.
We agree. We are not specifying the exact detail nceessary. We
, think it would be appropriate for officials of the company, the
law firm, and the staff to work together to see if sufficient detail
carn be furmished without causing unnecessary expense.

Meanwhile, we believe it inaporopriate to burden the
ratepayers with this sum when Pacific has failed to carry its
burden of proof that such matters should necessarily be billed
to the ratepayers rather than to the stockholders.

Regarding the itemized billing frow Pillsbury, Madison &
Sutro, staff disallowed only $6,000, associated with legislative
advocacy. This staff disallowance is approprizte.

Other General Office Salaries and Expenses

The sta2ff's estimate for this item (Account 665) is
$195,000 less than Pacific's. The staff used later recorded results
to trend this accoumt. The staff's figure is acceptable (cthis
adjustment is before the "legislative advocacy" disallowance which
is included in this account, discussed immediately hereafter).
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Legislative Advocacy Expense

Pacific made a disallowance of $104,000, but the staff
recommends 2 figure of $202,000. We believe the staff's evidence
shows that Pacific failed to include in the disallowance certain
support activities. The staff's figure is adop:ed.zzh/
Dues and Donations

Pacific stipulated to accept the staff's estimate of
$270,000 as correct for this traditional disallowance.
Charitable Work Performed by Pacific
Executives ""On Loan'

The staff excluded $360,000 for the test period. Pacific
loaned executives to do charitable work, which causes an expense,
according to Pacifie, of $282,000 for the time of the coxecutives
loaned for more than four weeks, and $81,000 of in-house
coordinators on charitable campaigns. Pacific objects zo the
$81,000 being disallowed because it does not have to hire anyone
to replace such people. Nevertheless, these employees are not
directly engaged inm work which is productive as far as the
ratepayer is concerned, and therefore the ratepayer should not pay
for it. The staff's disallowance is accepted.

Local Commmity Affairs Activities of Customer
Operations Managers '

Staff recommends disallowing $392,000 regarding this
item. Customer operations managers attend comeunity affairs such
as rotary clubs and chambers of commexc¢e. They also go to city
council meetings and meetings of other public bodies. We believe
only a 50 percemt disallowance is appropriate here. While some
of this activity may be nothing more thon "establishing the
corporate presence', the evidence also showed that this activity
is vital in order that the local managers be aware of commmity
growth pattermns and developments for planning purposes. Not

21b/ The sums mentioned should not be equated with amounts reported
to the Fair Political Practices Commission, which include:

certain funds considered by us under legal expenses and other
categories,
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everything the telephone company ncede to know about future growth
trends is going to aopear in the local newspaper.
Business Information Svstem (BIS) Expensces
This is a Bell Telephone Laboratories (BTIL) research
program begun in 1967. The expenses for it have grown steadily,
and Pacific's share has been as follows:
PACIFIC'S ALLOCATED SHARE OF BIS

Amount
Year . (Millions of $)

1967 A

1968 1.5
1969

1970

1971

2972

1273

1974

1975

1976 (estimated)

QBB BWN

The test period expense for this item was $7.5 million
(Exhibit 187, part 1). Staff witness Amaroli proposes a

disallowance of $6.1 million.

BIS expenses are incurred under an agreement between the
Bell System operating companies, including Pacific and BTL. .Neither
AT&T nor Western Electric participate in this agreement. Each
company is represented on a BIS Advisory Board which determines
project priority, and each company may use any of the projects
developed, or reject such projects, as is necessary in its own
operations.

The purpose of the research and development performed
under this contract is to assure that continued advances in
electronic data processing and business information systems may be
utilized, and to provide efficiency in the design of systems and
programs through a centralized development organization (Beznett,
Exhibit 187, p. 2).2%/

22/ The BIS agreement {s Exhibit 67 in this proceeding.
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Pacific's witness Bennett stated that his studies
(which were not introduced as documents) indicated a saving,
since the inception of the BIS of $40 million because Pacific
does not have to develop its own products. The witness stated
that in making his study he assumed that Pacific would perform
the development of such products alone at one-half the total
BIS cost estimated for each project (Exhibit 187, p. 8).

These projects mostly have lengthy time f{rames
(anywhere from two to eight years) including trial by one of
the operating companies and release of a full "project package"
for implementation and changeover from existing methods to the
new method.

The attachments to Exhibit 187 (witness Bennett's
rebuttal testimony on this issue) contained a detailed breakdown
of BIS projects. We will mention a few as examples.

. 1. Administration of Design Service (ADS)

This is a system of handling and processing
of service orders for special services. It
was the svbject of a field trial by Pacific

in 1973 and was made fully operational in
nid-1976.

Coin Telephone Operational and Information Network (COIN)

This provides data support for coin telephone
operations including prediction and scheduling
of collections. It was installed in the fourth -
quarter of 1974 and is fully operational.
According to the exhibdbic, "expansion has high
priority”.

Maintenance Inventory Control System (MICS)
This is intended to provide computerized optimum
stock levels for spare parts. A field trial was

performed in 1975 and full implementation of it
was begun in the second quarter of 1976.
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4. Total Network Data Svstem (TNDS)

Intended to provide ''complete mechanization
of data for administering ceantral office
equipment and trunking operations'. This
project has several sub-parts listed in

the exhibit, five of which are operational
in Pacific's system.

The exhibit indicates that the estimated cost saving
flowing from the mentioned projects are as follows: ADS (combined
with another project not covered adove), $1,900,000, COIN, $3
million, MICS (combined with two other projects), $350,000, and
TNDS (total saving £rom all the various sub-parts), $13,700,000.

Not all of the projects turn out to be valuable to
racific. The exhibit lists the status of 52 separate projects.
Some of them are completed and in use. Some are in the process
of development and are assigned various priorities. A few have
eithexr been discontinued or are indicated as of no relevance to
Pacific's operation because some other system is the equivalent.

The staff's brief mentions that there are eight BIS
projects for which Pacific contributed its share of expense but
will not be used by Pacific. Five of these projects were
discontinued by BIL and the three others were completed but will
not be used by Pacific. The expenses connected with these projects
amount teo $2.6 million for the discontinued projects and $7.3 million
for those waich are completed but will not be used by Pacific,
totaling $9.9 million. (It should be well noted that this is not
a test year figure but a total figure over several years). The
staff also pointed out that Pacific's witness Bemnett stated there
are now six additional BIS projects in developmental stages which
Pacific may or may not use when they are operational.
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The staff argues that the continuing BIS expenses
were the subject of some critical commentary from AT&T's "Executive
Policy Committee" in 1972. Exhibit 68 contains 2 memo with the

following comment from the minutes of the Executive Policy
Committee:

"Mx. Felker presented Bell Laboratories
2lternatives to the recommendations presented
to the EPC (Executives Policy Committee)
by Mr. Cwens and Mr. Quirk on October 2.
Both alternatives contemplated continuing
the 1973 OIC budget for BIS at the proposed
level of $47 milliion pending further
study. The Coxmittee, however, coatinued
in its vicw that expenditures beyend the
level of the current year are unsupportable
an¢ that a significant reduction - to the

degree that it can be sensibdbly accomplished -
is desirable."”

The Executive Policy Commictee.had apparently proposed
reducing a total BIS budget from $47 milliom to about $25 mililom.

On cross-exazination, Pacific's witness Bennett stated
that there was an investigation info the benefits of BIS in 1972
eatitled the "BIS Priorities Project Report' submitted to AT&T's
Executive Policy Committee. According to Mr. Bennett, Mr. Owems,
2 nmember of the Executive Policy Committee, was in charge of the
Investigation, which was instigated at the bechest of the operating
company presidents and the president of AT&T. The report came to the
following conclusions: 1) Centralized BIS development has not
produced the desired results; (2) There is no reason to believe
that takeover of BIS by regular laboratories will resuit in
producing better results than their predecessors; (3) 0IC's
(operating companics) are capablce of developing BIS programs
designed in size to fit their own needs; (4) Sone locally
developed programs have been widely used by other OTC's; (5) If
left unchecked, BIS expense will conzinue to expand in ever-increasing
asounts; (6) The time is right for remedial action beiore regulators
intervene; (7) BIS work should be limited to sclectcd_project;.

-87-
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The recommendation to reduce the BIS expense level was
not adopted, pending further study. The staff cites this as an
example of AT&T thinking of itself first and the operating companies
afterward. The staff is of the opinion that its recommended
adjustment will accomplish what AT&T failed to achieve through its

voluntary reduction. Staff witness Amaroli testified (Exhibit 38,
pPp. 8-9 GAA).

"Pacific prepares a comprehensive study on each
BIS program before incorporating it into its :
California operations. Witnesses Albert Carlsonm,
J. $. Sekhon and I have all studied the BIS
program and we have agreed that Pacific's
ratepayers should assume the cost of those
IS prozrams which are used, or are being
developed for Pacific's use during any
portion of the test ?eriod. We do not
believe that Pacific's ratepayers should
assume any BIS developmental costs for
prozrams which are not currently used or
useful to Pacific during the test period.

"As to the BIS programs that have been
excluded, Pacific has not demonstrated that

it adequately reviews prograns to be developed
or that such programs are necded by Pacific.
Pacific has not demonstrated that it makes
certain AT&T does not charge for programs

that have no value to Pacific. Pacific has
not demonstrated that it has a review process
to evaluate the progress of each program being
developed and that it cancels its participation
in programs that do not appear justified."

The staff witness determined which project would be used and useful

to Pacific during the test period by asking Pacific for data

requests on the projects available and whether Pacific planned to

vse them (Transeript 5197). In view of the history of BIS, the staff

is of the opinion that it is not enough to simply trend expenses for
BIS. ‘
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Pacific is eritical of the staff's approach on the basis
that it Is a hindsight test. Pacific states that when dealing with
research and development, if the expenses are incurred in good
faith for projects which were feasible when entered into, and which
were reasonably calculated to produce foresecable benmefits (L.e.,
cost savings) to Pacific's ratepayers in the test period or in the
future they should be allowed. Pacific stresses that its showing,
particularly Exhibic 187, clearly establishes that the projects
were entered into in good faith and were reasonably calculated to
produce foreseeable benefits to California ratepayers in the future.
Moreover, Pacific states that its BIS showing establishes alrcady
existing savings benafits of a considerable magnitude. Pacific's
total BIS expenses (since the inception of BIS and not just for the
test period) through June 30, 1976 were $39 million. The
projects which Pacific has alrcady implemented or plans to implement
within the next few years produce an estimated annual savings in
excess of $67 million (Exhibit 187, pp. 7-8; also Exhibit 187,
part IIX).

The staff noted that Pacific does not approach outside
vendors respecting BIS projects. The company denies this, stating
that BIS has worked closely with outside vendors in procuring
hardware and services which those vendors could provide associated
with BIS projects (Exhibit 187, pp. 9-10).

In research and development, one must expect that not
all of the projects will turn out to be of value. While the staff ’
argues that Pacific and AT&T may be able to perform its research
and development of this sort better by having the operating company
do more of it themselves, or by more heavily using outside companies,
there is no hard evidence to this effect, and this argument remains
speculative.




A.55492, C.10001 wm

However, we note (1) that a certain percentage of the
projects are not suited for possible use dy Pacific, even at their
inception, and (2) this item has been growing rapidly, and out of
proportion to growth in other areas, in spite of the nmisgivings of
some AT&T executives. Because of these factors, a $2.5 million

downward adjustment to the total estimate for the test year is
warranted.

We also wish to point out that we deem it inappropriate
to simply trend BIS expenses into the future to keep pace with other
accounts, and Pacific’'s expenses generally. Moreover, we are
critical of Pacific for supplying only gereral information regarding
the test year cost savings. Morxe specific evidence based uvpon actual
studies will be necessary in the future if we are £o be convinced
that the amount allowed in this proceeding should not stand as a
"ceiling" on BIS expenses, or perhaps that a lower amount should be
allowed.

We also expect, in the future, a better breakdown from
Pacific on estimated savings which arec actually of benefit during
the test year versus those savings which will occur after the test
year in the ™ear future”. We will not rely on "trends” for BIS.

We will requizé Pacific, in future raie increase
applications, to submit as part of its direct showing a breakdown
of BIS projects in a form similar to that attached to Mr. Bemnett's
rebuttal exhibit on this subject (Exhibit 187) together with, as
mentioned, a more detalled breakdown of the estimated cost savings.

Lastly, we are mindful of the "license contract" payments
made to AT&T, which have a variety of purposes. We intend to insure
that there is no overlap between BIS and the license contract. Those
expenses which are part of BIS, in our opinion, should not receive
any support from the license contract and if it is shown that liceunse
contract funds are used for this purpose, any such license contract
payments should be disallowed.




.55492, €.10001 dz/xm

"Bell System Savings Plan"

Bell System management employees are eligible for a
deferred compensation plan in which the particular Bell System
company (in this case Pacific) matches the amount the employee
cefers from his paycheck up to three percent of his ammual salary.
Staff counsel recommended on brief that this be disallowed on the
basis that wanagement employees are paid at or above the median
level compared to 29 other large corporations, and because
management employees are nonunion and therefore this was not
negortiated.

Pacific points out that this suggested disallowance was
not brought up during the hearing and there is no evidence to
support it, and that Exhibit 71 is only a comparison of the top
salary rate of certain levels of Pacific's managers and does not
support the adjustment.

This proposed adjustment is inappropriate. Assuming
we were to find that Pacific's management employees were overpaid,
we would take care of the matter by disallowing the salary expense
rather than making a specific disallowance dirccted at one certain
fringe bemefit. This particular type of savings plan is used in one
form or another by many corporations and there is nothing
unreasonable about it. In any event, the record does not justify
the disallowance. The staff's testimony concerning management
level salaries was directed to disallowing certsin top-level
salaries over a certain amount. The staff's own Zxhibit 37 states
that Pacific's wage and salary levels for management employees and
non-mmagement personnel are reasonable.

We note, however, that the company, given the opportunity to
use investment tax credit (ITC) for an employee savings pian, chose
not %0 do so. In Pacific's next rate increase application we will
review whether cextain cmployees should have the opportunxty to
participate in such 2 "plan” while othexrs do mot. T
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Meal and Entertainment Expense

Staff counsel also proposes on brief an adjustment in
the amount of $222,000 in this category for "groups of non-PT&T
employees over and above the cost of ome such person”. The staff
claims that this is really a public relations fund. There is no
evidence to support the staff contention since this disallowance
was suggested the first time on brief. It will be rejected for this
proceeding without prejudice to the staff to pursue the matter in a
future proceeding.
Certain EEOC Expenses

Also proposed by the staff on driecf is an adjustment for
Puacific's expense related to settlement of a 1973 consent decree
between the Bell System (Pacific being a party respondent) and the
Equal Exployment Opportunity Commission (EEOC). The proposed dis-
allowance amounts to $336,000. TURN apparently recommends a similar
adjustment (see TURN's brief, pp. 34-36).

We are of the opinion that we should not allow test period
expense £0r payments to employees, pursuant to the EEOC consent decree,
to compensate for Pacific's past discrimination hiring and promotion
practices. Although the consent decree is not a finding of guilt,
but for the consent decree Pacific would not have incurred the
expense. Pacific, as any ucilicy. has the burden of showing expense
reasonable for ratemaking. We are simply not convinced that the
payments to employees pursuant to the consent decree to compensate
for alleged discriminatory practices are reasonable ones to pass on
to ratepayers. 7The U.S. Supreme Court has reached the same conclusion in
NAACP v FPC 48 L. Ed. 2d 248, p. 292 (1976). We emphasize that our
disallowance is limited to the penalty payments to employees, and
does not inclucde amounts connected with litigation of EEOC problems,

administration of EEOC programs, or compliance with the consent
decree.
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" Ciearing Accounts

The Finance Division recoxmended certain changes be made
regarding the treatment of Pacific's clearing accounts.: After scme
evidence was taken, Pacific and the staff arrived at a compromise
whick is set out inm Exhibit 174. The staff therefore requests that
we oxder Pacific to proceed as follows:

"Pacific siall revise Sheet 3 of Form A 4556,

4 report on Revenuve, Expenses, Net Plant and
Working Copital, to break out the wage

payments now shown under the caption 'other
into Traffic, Commercial, Accowmting and Other.
This segregation will represent actual wage
payments booked during the month. That porcion
of wage payments shown in account categories
which come from clearing accounts will be based
on a one month once a year study of clearing
account clearances.”

This is a reasonable procedure and we will enter such arn order.

III. REVENUES

Revenue Estimates for the Test Year

The revenue estimates for the test year are developed for
interstate toll revenuwes, intrastate toll reveaues, local sexvige
reventes, and miscellaneous revenues. From these categories an
estimate of uncollectible revenues is subtracted in developing the
final revenuwe estimate.

For interstate toll revenues, the staff's estimate of
$767 miliion exceeds Pacific's by $14 million. Most of the.

ifference results frem the fact that although Pacific annualized

the revemue effect of Decision No. 85287 (December 30, 1975,
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Application No. 55214) it did not annualize the revenue effect
of a recent FCC interstate rate increase granted in February 1976
(after Pacific filed its amended gpplication in this proceeding).

For intrastate toll revenues, the staff developed an
estimate of $948 million. The st2ff amnuwalized the effects of
Decision No. 85287 and then added $4.3 million for annualized
toll revenue resulting from single message rate time (SMRT). The
final result of changes to SMRT is Jdiscussed below. The staff
then also added $82 million for the effects of Decision No. 85287
to toll rate increases.

The staff’s original base estimate of local service
revenues is $1,565,375,000. The staff added to that estimate
an estimated annual revenue effect, after scttlements, of the
SMRT rates authorized in Decision No. 83162, anounting to
$25,987,000. Then $14,295,000 was subtracted due to the elimination
oL 6 MU and $254,000 was subtracted as the result of the use of
the recording on directory assistance calls (this is not the direct
effect, which is discussed elsewhere; this is an amount resulting
from the fact that as local calling volumes decrcase, the
proportion of interstate usage incrcases. See Exhibit 143, p. 2
for a description of this settlement process). Lastly, the staff
added the effect of an increase in the SG-1 PBX within the test
period, estimated by the company to be $1.2 nillien. The resulting
stafl estimate is $1,582,013,000, compared to the company estimate
of $1,568,257,000, a difference of $13,756,000.

The company eriticizes the staff development, pointing
out that the staff has historically overestimated revenues when
compared with actual results. In Exhibit 12, Pacific sets forth
the past reliability of Pacific's revenue estimates, showing the

- December view of the following year from 1965 to the present, as
follows: |
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. PLCIFIC TZLIPECNE AND TELEGRAPE CO.
TOTAL OPERATING REVENUES
(mxilions of dollars)

( ) = negative amount

Dec. Actual/View
View Year View Actual View Miss Percent Miss

1965 1965 1405.0 1423.2 18.2 - 1.3
1966 1967 1540.1 1518.4 (20.7) (1.3)
1567 1968 1631.0 1674.2 43.2 2.6
1968 1969 1860.6 1899.1 38.5 2.1
1969 1970 2041.8 2032.7 - .1 (0.4)
1970 1971 2212.1 2200.5 (11.6) (0.5)
1971 1972 2455.9 2357.2 (98.7) 4.0)
1972 1973 2620.3 2623.7 3.4 0.1
1973 1974 2874.8 2894.2 19.4 0.7
1974 1975 3257.8 3217.1 (40.7) (1.2)

Oct.
View Test

1975 Year 3433.9 3403.3 (30.6) (0.5)

The above figures, except for the October 1975 view, are from
Table C-1, page 5 of Section C, Exhibit 12. The October 1975 figures
are set forth or can be calculated from figures in the "Exhibit
Accompanying Rebuttal Testimony Actual Results vs. Estimates of
Hamish Bennett" of Exhibit 187. The amounts are total operating
revenues before uncollectibles per footnote in Exhibit 12, Section C.
Pacific's revenue estimates are based on a combination of
a "bottoms-up” forecast (that is, from informstion obtained from
various offices in the field) and a "tops-dowﬁ" for administrative
forecast of telephone activity. This is the method that Pacific
has used in the past. |
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Pacific points out that the staff witness on local
sexrvice revenues, although he had six months' recorded data
for his estimate availabdble to him failed to realize that these
actual results showed that revenues for the test period would be
considerably less than estimated even by Pacifie. Notwithstanding
these results, Pacific points out, Mr. Newman continued to use 2
striet trend analysis.

Pacific makes a2 similar criticism of the testimony of
Mr. Franklin regarding toll service revenues, that is, that
insufficient weight was accorded to six months of actual test
results available to him.

We are cenvinced from a review of Pacific's estimating
procedures versus the staff's, that we shovld adopt the company
estimates for revenue. The company gzave sufficient weight to
current information, and historically the company's estimates
have been quite accurate, especially since 1972. These company
estinates are subject to a recast which results from our final
disposition of residential and business SMRT. This is discussed
below.

Single Message Rate Timing Adjustment

Our fourth interim order in this proceeding (Decision
No. 86594 dated November 2, 1976) dealt inter alia with SMRT. We
granted rchearing, and have now issued our opinion on rehearing on
this subject, Decision No. 87584, dated July 12, 1977 (fifth interim
order).

In compliance with Ordering Paragraph 2 of Decision No. 87584,
Pacific provided the estimated annual revenue effect for the test
period resulting £rom the ordered rate changes. We have modified the
revenue effects for our adopted California Corporation Franchise Tax
rate of 10 percent. As & result both Pacific's total company and
intrastate net revenues decrease by $7.3 million. Neither company nor
staff estimates anticipated the reduction, and therefore rate levels
are set to prevent a shortfall in revenues from SMRT modifications.

-96=
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Changes in the Revenue
Effect of Decision No. 85287

Decision No. 85287 dated December 30, 1975 in Application
No. 355214, granted the last general rate increase to Pacifiec, in the
amount of $65.2 million. In their respective revenue estimates for the
test year in that application (1975-1976) both Pacific and the staff
annualized the revenue effect of the Decision No. 85287 increase (65.2
million) on & 1975-1976 test period basis, because proper ratemaking
requires that known revenue increases be ammualized and included in the
test period.

However, regulatory complications developed. The city of Sam
Diego petitioned for the rehearing of Decision No. 85287, contending
that we failed to include approximately $15 million of known revenue in
our adopted estimated results of operations in that decisionm (which, if
San Diego prevailed, would result in our reducing the amount of the
increase authorized in that decision). Further, complicating matters,
we issued, after rehearing San Diego's contentions, Decision No. 86541

. (dated October 26, 1976) which reaffirmed our original determination
that Pacific was entitled to $65.2 million of rate relief.

San Diego filed a timely petition for a writ of review with
the Supreme Court. Thereafter, on February §, 1977, we reopened
Application No. 55214 to reconsider San Diego's position, advising the
Supreme Court that we were reexamining the matter and requesting the
court to hold its comnsideration in abeyance pending our recomsideration.
Finally, on September 7, 1977, we issued Decision No. 87827 wherein we
found our previous decisions were in error to the extent that $7.5
million of increased yellow page advertising rate revenue (increased
in 1974 by Decision No. 83162) should have been included in our adopted
results of operations in Decision No. 835287, in ecffect reducing revenue
requirements by $7.5 million.

Pacific petitioned foxr rehearing of our latest decision, as
has San Diego. We denied both petitions on November 22, 1977 by
Decision No. 88145. The ordered refunds and rate reductions were

. stayed by timely petitions for rehearing and our decisions denying
rehearing. - -
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Hearings on wmost results of operations issues in this
proceeding were concluded in November 1976 and our action with respect
to reducing the revenue requirement of Decision No. 85287 was taken in
1977. What effect does our determination that rates should be reduced
by $7.5 million have on our adopted results of operations herein? Both
Pacific and the staff. as mentioned above, assumed a revenue increase
of $65.2 million from Decision No. 85287 and adjusted their respective
revenue estimates accoxdingly for Application No. 55492. Yet, we found
after submission and subsequent decision that, in cffect, a revenue
iancrease of $57.7 million was reasonable instead of $65.2 million. We
acknowledged this ratemaking ramification of our action in Decision
No. 87827 as follows: |

"The $7.5 million rate reduction oxdered herein
will be recognized in our decision or revenue
requirement in Application No. 55492 by
acknowledging that for the test period PI&T's
revenues will be $7.5 less than estimated Lby
Pacific and stafil."

But for the fact Pacific and San Diego are continuing to appeal the

issue, and the fact that we have stayed the $7.5 million rate reduction
pending action by the Supreme Court, we would for ratemaking consistency
reduce our adopted revenue estimate herein by $§7.5 million. At such
time as the Supreme Court may determine the $7.5 million rate reduction
proper we will, by a supplemental oxrder in this proceeding, authorize
an increase of $7.5 million. If the Supreme Court determines our rate
reduction was improper, no subsequent order neced issuc. We are of the
opinion we should not adjust downward our adopted revenue estimate by
$7.5 million because such a ratemaking adjustment may be premature. We
could make the adjiustment and oxder rates subject to refund, but the
fact is Pacific has not incurred the revenue loss, (because, as
mentioned, the rate reductions were stayed) and possibly may never
incur it depending on the Supreme Court's determination. We try, as &
natter of policy, to set rates subject to refund only when it is
unavoidable. Increasing rates incrementally by $7.5 million subject to
refund with respect to this item are avoidable.




A.55492, C.10001 &z

Staff's Proposced Revenuce Adjustment for
Discounts to Mmagement Emplovees

The staff proposes an upward adjustment to Pacific's
{ntrastate revenues of $2,053,000 in order to compensate for
the amount of revenue estimated to be lost during the test period
because of telephone discounts, orxr, as they are called, “concessions”
to management exployees. Exhibit 71 is a company response to
the staff's data request on this subject and estimates a revenue
loss (bothinter- and intrastate) of $2,585,000 due to these

concessions. TURN essentially supports the staff position in this
regard.

The staff's reasoning is that it is the Commission's
business to discourage concessions which promote usage and which
therefore increase long-term costs of plant expansion. At the
sane time, the staff proposes this adjustment only for management
(nonumion) employees.

Pacific defends these concessions on the ground that it
insures that Pacific's cmployees can be contacted at all times in
cmergency situations and for irmediate answers to technical
questions nccessary to the safe and proper operation of the plant.
Paclfic points out that the staff witnesses who testified regarding
the reasonableness of Pacific's expenses, inciuding management
expenses and fringe benefits, did not challenge the reasonableness
of the management telephome concessions (Exhibit 28).

This is not the first time this subject was explored on
the record. More complete evidence on these concessions was
submitted in Application No. 55214, of which we Zook notice during
the course of the hearings in the §rescnt proceecding. The company
represented that there had been no substantial change from the
concession situation in Application No. 55214 to the present time.
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In Application No. 55214 it was shown that the total
concessions to management and non-management employees, including
concessions to retired persoms with over thirty years of service,
amounted to almost $10 million. There are various classifications

of discounts. The amounts involved, and the classifications, break
down as follows:

PACIFIC TELEPEONE AND TELEGRAPE CO.
EMPLOYEE TELEPHONE DISCOUNTS

Employee Class Management Non~-Managenent Pensioners

Classes A, D, & P $1,309,000 $ 626,000 $4,202,000
Class B 723,000 - , -
Class C 578,000 2,202,000 -

Total $2,610,000 $2,828,000 $4,202,000

The grand total of the above is $9,640,000. Exhibit 112 in that
appiication explains that there is no breakdown of the amounts
involved by classes of management (i.e., top-level executives vs
lower-level management). The "classes" in the above teble are
explained in Exhibit 112 as follows: T

1. Class A applies to all employees with 30 years
or more of service, management eaployees at
district level and above, and certain supervisors
whose duties require thex to be on call at any
time. The concession is 100 percent on residence
exchange service, toll service not in excess of

$20 per month, and a reasonable amount of message
unit service.

Ciass B applies to supervisors (other than
those qualifying for Class A) whose duties
require them to be on call at any time.
The concession is 100 percent on residence
exchange service exclucding message units.

Class C applies to all other employees.
The concession is 50 percent on residence
exchange service excluding message units.
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Class D applies to a bona £ide second
residence for those persons eligible
to Class A or P. The concession is
100 percent on residence exchange
service and a reasonable amount of
wessage wnit service.

5. Class P applies to pensioners. The
concession is the same as Class A.

We question both the company rationale for such liberal
discounts and the staff's theory of why they should be disallowed.

It does not follow for the staff to argue that management
concessions alone should be the subjeet of 2 revenue adjustment and
then to say that the recason for this is it is in the public interest
for us to eliminate concessions that promote usage. If eliminating
excessive usage is the target, then the adjustment should be
across-the-board since there are many more non-maniagement than
management cmployees. This would not be an interference with
collective bargaining since we would have made no order that
directly tells Pacific not to give any of its union employees a
discount. The staff’'s argument rezlly seems to be aimed at
an adjustment for management salaries. If this is what the staff
wishes, then it should argue in favor of a disallowance to
management salaxies on the ground that they are excessive. We
would then make the appropriate disallowance without telling the
company which particular fringe benefit, if any, should be trimzmed.

As for Pacific's argement that these discounts help propexr
operation of the telephone plant, the discounts for management
cmployces do not scex to be specifically set up to accomplish this
objective. Looking at the classifications listed above, under Item 1
there appears to be no firm definition of a '"reasonable amount”
of message service, nor do we have any information regarding how
zuch of Item 1's Class A Discount is attributable to employees
who have specific responsibilities requiring them to use their
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telephone for emergency and other legitimate business purposes.
There are certainly many employees, even at high management levels,
who seldom I1f ever deal with emergencies, or even operational

problems, due %o the nature of their particular functions. Companies
in other iIndustries, who are umable to offer direct celephéne
concessions for emergency purposes, handle the problem by simply
allowing appropriate individuals to turn in expense accounts for
business calls.

We believe the staff's objective of controlling usage
by zegulating '"blanket" or categorical discounts to be'
Justifiable, and that this should be the true objective of any
regulation in this regard, rather than the indirect regulation
of management's salaries. As we have stated, if overall
management salaries arc excessive, they should be dealt with by 2
straight disallowance in this area. Therefore, we should investigate
discounts as a whole. However, we note that (1) we have not
indicated in the past that we were interested in such an
investigation; (2) this issue was raised late in the proceeding;
(3) we relied partly upon material from Application No. 55214,
concerning which there was no further development for the record
in this proceeding. Therefore, we do not intend to make the
revenue adjustment the staff proposes in this proceeding. We will
investigate this matter fully in the next Pacific rate incresse
application, and we will require Pacific, in its next application,
to furnish:

(1) Regarding the Class A Discowt, a
breakdown of the amount of classes by
management.

(2) Also regarding the Class A Discount,
2 breakdown of how much of the amount
is attributable to (a) management employecs
above the district level: (b) management
employees at the district level; (&)
supervisors required to be on call; and
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(d) emplovees not in such categories
who have more than thirty years service
(subdivided into managemeant and non-
management persormel).

(3) TFor the Class D concession, the same
breakdown as for Class A, and subdivided

by persons eligible for Class A or
Class P.

The above requirements are not all-inclusive and are
not intended to preempt data requests or further orders of the
presiding officer on this stbject in the mext rate increase
application. We intend to explore this subject thoroughly.

We emphasize that it is not our objective to oxder Pacific
to modify its discounts regardless of Iits commitments o its ewmployees,
but merely to decide whether there is a maximum total amount of such

iscounts reasonably chargeable to the ratepayers. For the p:escnt,‘
we will sizply state that unless good cause Ls shown, we believe that
$10 2illion is the maximum that should be allowed in future rate
proccedings for total discounts. We have a strong and justifiable
interest in regulating usage in order to prevent peak-load prodlems,
which in turn lead to the necessity to install extra plant.

We note that Pacific’s tarxiff Schedule 42-T, which lists
employee discounts, contains only part of the information furnmished
in Application No. 55214. We will order Pacific to file a revised
schedule declaratory of the practices described in Exhibit 112

in Application No. 55214 which will include any significant changes
since that exhibit was prepared.

IV. RATE BASE (INCLUDING WORKING CASH ALLOWANC”)

Adopted Rate Base Estimate (Tabl e)

) The company's total rate base estimate exceeds the staff's

by slightly more than $52 million. There is no difference between the
staff's and Pacific's begimning-of-test-year plant figure ($8,685,354,000)
and the difference between the company's and staff's proposed adopted
rate base is traceable to differences in estimates described below,
chiefly allowance for funds during construction, depreciation expense
and reserve, and weighted plant additions.  The foll owing_thb

summarizes the adopted rate base.
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PACIFIC TELEPHONE AND TELEGRAPH COMPANY
_CALCTUIATION OF ADCPTED RATE BASE

, Doliars of
Item : Thousands

Plant as of 6~30-75 | $8,685,354

Weighted Averzge Net Additioms |

Tnerease for Station Commections

Less:

SMRT Adjustment |
ATDC Adjustment foxr 8.5%
Allocation of Plant %o Nevada
West Valley Coaxial
Station Appazxatus Verification
WEIGHETED AVERAGE PLANT
Property Held for Futuxe Use
Material and Supplics
Woriking Cash Allowance
Less Depré§;gtion Resexve
Less Defexred Tax Resexve
SUBTOTAL
Affiliated Interest Adjustment
CCFT Pro. Forma

Decd sions and Directoxy -
Assistance recording effect* 35.958

ADOPTED RATE BASE 6,766,505

*Discussed in other sections of this decision.

Interest and Taxes on Land

Staff witmess lee rxecommended that Pacific be ordered to
stop capitelizing interest and taxes on land on which plant is being
constructed. This land, according to the witrmess, should remeain In
Accomt 100.3 "for future use' until the comstruetion is completed
and then it should be transferred dixectly into Accowmt 100.1
"telephone plant in sexvice" (Exaibit 149 pp. 2-1, 2-2).

This would result in neither interest nor property taxes being
capitalized, but the investor would be coxmpensated for the use of
his capital in the land simce Account 100.3 is part of Pacific's, |
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rate base. Pacific does not object to the prospective adoption of the
staff witness's recommendation provided that the land presently in
Account 100.2 (a value of $3.1 million) is transferred to Account 100.3
and thus included in Pacific's rate base for this .proceeding.

The staff witness also proposed the application of this
principle for the interest on taxes and land from 1966 throﬁgh 1975 ¢//
(Exhibit 149, p. 2-2) which would amount to a total rate base adjustment
of $2.7 million. Pacific objects to this treatment. We agree with
Pacific that this should vot apply retroactively. As Pacific points out
in its opening brief, the land was not in Pacific's rate base at the time
the interest and tax were capitalized; therefore, Pacific effectively
would have received no return on that investment if the capitalized
interest and taxes are now deducted from rate base.

Subscriptior Television Plant

As of November 3, 1964, Pacific's plant in service for

furnishing subscription television signals totals $2.6 million. Thkis
.was the result of a contract signed by Pacific and approved by the

Commission in 1964. After Pacific Degan making the necessary installation,

the voters of California repealed an enactment of the legislature which

authorized Subscription Television, Incorporated to enter into dbusiness

in California. The corporation thus ceased operations.

Pacific levied a termination charge of $l1.4 million against
the corporation pursuart to the terms of the coantract. The net loss of
$1.2 wmillion was charged to Pacific's Account 171 at the end of 1964.°

in our 1967 Decision No. 74917 (69 CPUC 53, 60-61) we adopted
a staff recommendation that this $1.2 million be deducted from the rate
base and this has been done in all subsequent Pacific rate proceedings.
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In this present proceeding, Pacific's witness Bennett
recommends that this $1.2 milliorn deduction froem rate base be
di.scontinued, essentially because the gross revenue effeet of past
Commission disallowances f£or subsceription television, through the
end of the test period, has now exceeded the original loss.

Staff witness Lee, after considering Mr. Bemmett's testimony,
chanzed his earlier recommendation and advised the Commission TO
continue this deduction for another three years (see Exhibits 151
and 193).

We are convinced from the calculation of witness Lee in
Exhibit 193 that this deduction should continue, although Mr. Lec may
have slightly overstated the amount of the net gain to Pacific by
using a year-end rate base. (The exact amount of this overstatement
was not made c¢lear in the record.) Because of the use of the
year-end rate base, which may overstate the amount of the net gain,
we believe the amount of time that a deductionr should remain ina
effect is an approximate two-year period rather than three years.
West Valley Coaxial Cable Plant

The construction of this cable began in the late 1960's
with an estimated completion date in the late 1970's. Certain
changes were made recently due to technological advances. Staff
witness Lee proposed that the balance of the West Valley Coaxial
Cable construction remaining in Accoumt 100.1, "telephone plant £
service”, Account 100.3 "plant held for future use” and Accoumt 139
"other deferred charges" be transferred to Accoumt 103 "miscellancous
physical property"” a non-rate base account. The total rate base
reduction under this proposal is $2.6 million.
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Pacific did not contest this except for challenging
the inclusion of $538,000 in Account 139. The basis for
Pacific’s objection was apparently that Account 139 was not a
rate base account. Later, after comsultation, Pacific reviewed
its accounting and cenceded that Account 139 is in fact a rate

base account. We will thercfore adopt the adjustment recommended
by the staff. '

Verification Transfer Problems

Pacific includes as a rate base item telephone plant which
is the subject of inventory icss. Pacific's investment in
Account 231 “"station apparatus' is verified every two years.
Commencing in 1974, with the authorization of the FCC staff,
Pacific and other Bell System companies adopted the system of
retiring the shortages by debiting Account 171, "depreciation
reserve” and crediting Account 231 "other costs'. Undepreciated
amounts remaining in Account 231 from prior period verifications

are charged to Account 608 "depreciation expense" over a l0-year
period in equal annual amounts.

The staff gecommends that the amount of the shortage
be removed from rate base and placed in Account 138 “extraordinary
maintenance and retirements''. In Account 138 Pacific would recover
its loss by amortizing the balance over an cight-year period as
an expense. This would result in a rate base adjustment of $9.1
nillion (Exhibit 150). The staff's rationale is that Pacific shouwld
not earn a return oa such plant, at the same time as it recovers its
loss as an amortized expense.

The staff's proposed adjustment of $9.1 million is
reasonable. The staff's recommended accounting and ratemaxking
treatment allows Pacific to recover its loss without permitting a
double recovery by continuing to allow lost plant to earn a rate
of return while it is being expensed. ' -
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Allowance for Funds During Construction

Pacific applied a2 9 pexcent rate for allowance for funds
during construction (also known as interest during coastruction).
The staff used an 8 pexcent rate. The resulting difference between
company and staff estiwates for this item, based upon estiwated
results, is $2.3 million (Exhibit 37, p. 13-3).

The staff points out that Pacific made the change from
8 to 9 percent om its own, and its request to do so was later
rejected by the Commission (at the Commission conference of
Februaxy 3, 1976).

Pacific points out that because of increcsing costs of
debt, Pacific should have this 9 percent rate in order to obtain
a reasonable return on its investment devoted to plant under

construction. Exhibit 108 shows that the last three bond issues
(all issued in 1974) have interest rates in excess of 9 percent.
This exhibit also shows Pacific's total embedded cost in debt as
6.4 pexcent.
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The staff points out (Exhibit 149, pp. 2-3) that the
Comnission recognizes an AFDC rate "somewhat less than the last
wthorized rate of return"” on the thcory that nonoperating plant
should not earn as high a return as operating plant, so that there
will not be less incentive to complete construction in the shortest
time possible and transfer such properties to operating plant.
Pacific states that this is not historically true, arguing
that in 1968, Pacific’'s authorized rate of retumm was 6.3 percent
but its authorized AFDC was 6.5 percent, and in 1970 and 1971,
Pacific's authorized rate of return was 6.9 percent while its
authorized AFDC was 7.5 percent.

We believe some upward adjustment in AFDC is authorized
and will allow Pacific to use an 8-1/2 percent rate. It is uncertain
whether interest rates will remain quite as high as they have becn
under current economic conditions, and considering Pacific's
enbedded cost of debt, we believe it inadvisable to allow a full
9 percent. We do not agree with the staff that our action at the
aforementioned Commission conference is a bar to Pacific's insertion
of this issue in the present rate increase case. Besides, over
a year has pasced since that Commission action. Raising the AFDC
rate to 8-1/2 rather than 9 percent will accomplish the staff's
objective of an Incentive for the utility to complete plant uvnmder
construction, since 8.5 percent is less than Pacific's auvthorized
rate of return.

Canceled Projects

This involves the stafi's suggestion that costs associated
with canceled projects should be charged to Account 23, "miscellancous
income charges" umless Pacific demonstrates that a canceled project
was viable and entered into in good faith, in which case the cost
of the canceled project should be transferred to Accoumt 138,
"axtraordinary mafintenance and retirements' to be amorcized to
Account 609, "extraordinmary retirements”

-107-
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We do not believe that the staff witness on this subject
(Lee) made clear how he would determine whether a project was
"visble and entered into in good faith'. Apparently, 1t Iis a
hindsight test which would judge "good faith" based upon the end
result rather than whether the company pursued the project in good
faith from the beginning. We believe the test suggested is
vague and difficult if not impossible to apply fairly.

We rcject the recommendation. We also reject an apparently
assoclated disallowmce of $3.3 million which was the costs of
canceled projects charged to operating expease accounts in 1975.
The record does not zhow how staff witness Lee determined that any
projects included in this proposed dissllowance were not ''viable
or enterced into in good faith" (Transcript 4986, 4988). Nox was
it shown that the staff witness made any particular investigaticn
into canceled projects in arriving at this proposcd disallowance
(Transeript 4986, 4989, 5298).

Depreciation Expense and Reserve

Originally therce was only a 0.1 percent difference
between company and staff estimates. These differences are
outlined in the staff report on the results of operations,

Chaptexr 14 (Exhibit 37). The staff methodology and results in

this chapter (except as discussed below) are reasonable and are
adopted.

During the course of the proceeding, the company presented
extensive evidence (see in particular Exhibit 187 introduced om
October 18, 1976) in favor of using new depreciation rates approvec
by the FCC and effective January 1, 1976.
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The staff and the city of San Diego opposed their use
because Exhibit 228, explaining Bemmett's exhibit om this subject,
was introduced on the last day of hearing. The staff further objects
on the ground that this is a subsequent request for a rate incrcase
without notice.

The "rate increase without notice" issue only presents itself
if the company raises its request for total rate relief. This did not
occur here.

We believe the new rates saould be adopted as of January 1,
1976, their effective date (i.e., for half of the test year).
Weighted Plant Additions
The staff developed a factor of 46.83 percent to weight the
gross additions to plant during the test period, by using an average
of five years' recorded experience on plant additions. We have reviewed'
.t:his method and are comvinced it properly reflects conditioms in a normal

year of operation. The staff's factor is adopted.

The staff used & five-year trend to arrive at weighted plant
additions (see Exhibit 37 pp. 13-l through 13-4, and updated figures im
Exhibit 214). The company apparently developed am individual estimate
for the test year. Since the exact time of year when plant is placed
in service is within the company’'s control and may vary from one year to
the other, we consider the staff's five-year trending methodology more
appropriate; therefore, the staff's estimate is adopted.

Plant Retirements

Again, the staff developed its figure, which exceeds Pacific's
by $15.7 million, by a five-year estimate. We again believe this reflects
a noxrmal year of operation, and the staff's estimatc is adopted.
 Working Cash Allowance

| The company estimate exceeds the staff’s by $34.1 million.
Most of this results from the differences in the estimates of the
various expense items. Staff witnmess Ong took Pacific's lead-lag
‘study and made some recalculatioms. First, he recalculated tbe San
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Francisco payroll tax results becezuse later results showed a Zreater
number of lag days than was shown in the utility's study (146.75 Cays
was the utility's original estimate; Mr. Ong's revised estimate is
156.91 days). This recalculetion is reasonable and is adopted.

Mr. Ong also recalculated the lead-~leg days for the amount
of state and federal income taxes that are payable on various due
dates. EHe stated (Exhibit 38, p. 7-HLO):

"Both the Intercal Revenue Service and the Franchise
Tax Board permit utilities, upon petition to deduct
the full year amount of ad valorem taxes from their
quarterly tax payments. To date, Pacific has mot
availed itself of this deviation; but the staff is
of the gginion that it should do so. This would
reduce the working cash requirement by increasing
the lagudays in the payment of federal income taxes
and reducing the lead days irn the payment of
Californisa income taxes."”

Pacific criticizes staff witness Ong's calculation of the
federal and state income tax payments c¢laiming that he did not investigate
the impact on the Bell System comsolidated tex liability of such a
deviation; that he did not investigate the impact of consolidated tax
liability on his recommendation that Pacific apply f£or the deviation:;
and that the Intermal Revenue Service and the State Franchise Tax Board
"might well refuse to grant a deviation to Pacific and/or the Bell
System if it were applied for, and it is not established that Pacific,
because of its participation in the Bell System consolidated tax |
statement, could individually even request & deviation". (Pacific’'s
opening brief, p. 21.)

Pacific presented us with no direct evidence, such as legal
opinions of the government agencies imvolved, or a refusal on the part
of either agency to grant the deviation. We consider its criticism of Mr.
Ong's recalculation to be based primarily on unsupported speculation.

We will adopt witness Ong's methodology. If in the future Pacific
applies for these deviations and is rejected, or if it can present us ‘
with hard evidemce that the net effect of having these deviatious
granted to it would be more, rather than less tax liability, we will‘ 
. reconsider this issue. ‘ o
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V. TAXES AND RELATED ISSUES

Federal Income Tax Caleculation ,

The final disposition of ratemaking for federal income taxes
(accelerated depreciation and investment tax credit issues) has been
cetermined elsewhere (Decision No. 87838 dated September 13, 19772 in
Application No. 53587 et al.). Om November 14, 1977 Pacific filed herein
a "Supplemental Memorandum Respecting the Need to Issue Rates Based Upon’
Normalization". We are setting rates by this decision based on
noxmalization, although the application of the ratemaking treatment
adopted in Decision No. 87838 covers the instant test period for the
caleulation of the prospective rate reduction. The rates authorized
herein are, however, made subject to refund because should we again have
to grapple with the cuestion of the proper ratemaking treatment for
deferred taxes, upon direction by a reviewing court, we could foreseeably
adopt a2 ratemaking treatment different £xom that adopted in Decision
No. 87838 (e.3., flow-through or the imputation of flow-through).

If on appeal it is found that our determination in Decision

.:\'o. §7838 should not stand, and Pacific should continue to be afforded
test year normalization, our oxrder here would not be affected since it
establishes rates on a normalization basis. If Decision No. 87838 (in
its present form or as we might choose to modify it on rehecaring) is
upheld, appropriate rate refunds and reductions, encompassing this test
year, will be made.

California Corporation Franchise Tax

The California Corporation Franchise Tax (CCFT) is a tax for
the right to do business in California. It is based on the income of
the preceding year, dbut for ratemaking purposes the Commission staff
computes this tax on a current year basis comsistent with othexr revenue
and expense items.

As pointed out in the staff report, Pacific's CCFT liabilicy
is not solely dependent on its California operations. Since Pacific
is part of the Bell System, the California Franchise Tax Board
determines Pacific’'s liability with reference to a "combined report™ of
the Bell System (see Exhibit 37, p. 12-12 for a further discussion).

23/ The effective date of the oxder (10/3/77) was stayed by the
timely f£ilings of the petitions for rehearing. '
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The result of this determination is to make Pacific's téx'lidbility
greater or less than the statutory rate of 9 percent on its separate
taxable California earnings.

Computation of the correct CCFT rate is important (1) to
compute CCFT expense itself, and (2) to arrive at the correet CCFT
factor which iIs part of the net-to-gross multiplier 24/ The method
of computation was the subject of considerable controversy between
the company and the staff and the evidence and arzument can be
reviewed here only in bare outline form. Basically, cach side
contends that its CCFT rate more correctly reflects the rate of
tax required under the combined report actually used for Pacific's
tax returns.

Pacific developed a rate of 10.567 percent, arguing the
effective rate has consistently exceeded the statutory rate, and
that this rate correstly reflects the difference. Pacific’s witness
Bennett testified:

"The ecffective rate of 10.5677 should de used which
results in a Net te Gross multiplier of 2.172.

The effective rate has consistently exceeded the
statutory rate which is allowed other California
utilities in determining their Net to Gross
multiplier. In my opinion it is pateatly wrong

to suppose that new revenues will be taxed at

only 1 or 2% when the statutory rate is 97. and
when Pacific under the regulations calling for

a combined report has for some time been lxable

for an effective rate of tax higher than the
statutory rate. find that the Staff's calculation
denies us the opportunity to carn enough to cover
taxes we will be liable for.” (Exhibit 11, p. 21.)

(Sec also Mr. Bemnett's testimony in Exhibit 187 onm this subject,
and Pacific’s opening brief, pp. 13-14.)

The staff takes the position that we should adopt 10
percent (the statutory rate plus 1 percent) which, when tested
against past experience, proves to compensate Pacific adequately.
Staff witness Amaroli explained:

24/ Other factors of the net-to-gross multiplier are developed
scparately, infra.
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"The utility's CCFT tax liability is determined
using a three-factor formula as discussed on
page 12-3 of this report. The 9% statutory
tax rate does not apply to the separate
California taxable income umder this method,
since the threc factors from other than utilicy
operations in California and other Bell System
operations outside Califormia serve to modify
the Ttaxable income when the return is £iled.
Both the utility and staff have developed tax
rates using three-factor data for the calendar
year 1974 tax returm, filed in September, 1975.
For that ome year, a tax rate of 9.4647 would
have applied. However, the staff omalyzed the
tax rate requircment for a seven-year period
and determined that, on the average, the use of
a 107 tax rate would provide for the actual
state tax liabilicy.

"Table 12-B shows, for seven income periods,
that application of the staff's 107 tax rate
provides for actual tax requirements, generally
with dollars to spare. Use of higher rates
that result from Pacific's technique would
make excessive provision for state taxes.

"Pacific has used its 10.567% incremental tax
rate in developing the net-to-gross multiplier
used to determine its roquested $119 million
Tevenue inercase. Pacific developed this
percentage by assuming that all Bell System
requested revenue incercases were granted
effective on the first day of the test year
being analyzed.

"The staff has used an incremental rate fox
Califormia Corporation Franchise Tax to
develop its net-to-gross multiplier. In this
development, the staff considers only the
incremental effect of Califormia revenue
increases. The resulting tax rate i{s 1.247% and
has becen used to determine the net-to-gross
meltiplier in Chapter 16. This follows past
staff practice which has been adopted by the
Comission.”" (Exhibit 356, p. 1l-GAA.)
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An examination of Table 12-B in Exhibit 37 (referred to
by the witness) indeed shows that the statutory rate plus 1 percent
has properly compensated Pacifiec for CCFT.

As stated above, the staff uses an incrcmental CCFT
rate for its net-to-gross multiplier calculation. This is further
explained in the staff report (Exhibit 37, p. 12-4, paragraph 15).

"For determination of the additional CCFT
liability which results when increased rates
are granted to the utilicy neither cthe 10.5677%
rate requested by the utilicy nor the 10%
(statutory rate plus 1%) used by the staff
is appropriate. Since only one of the three
factors chanzes, namely, the revenue factor,
the impact of any increasc only affects that
one factor not all three and then further,
only this utility's Califomia intrastate
revenues are afliected by rate incrcases
granted by this Commission. The Pacific
Telephone and Telegraph Company in its last
study for the 1974 tax year {(prepared in 1975)
had revenues representing 10.718% of Bell
Systen revenues. In consideration of the
above factors, the staff has determined that
the proper incremental tax rate for any increase
in rates granted by this Commission is 1.247%.
This is the rate used by the staff for
development of its net-to-gross multiplier in
Chapter 16 of this report.” (Emphasis by the
author.)

We agree with the staff development of CCFT both for
the estimation of the tax and for the computation of the net-to-
gross multiplier.

Pro Forma Flow Through of CCFT. The staff's proposed
pro forma flow through of CCFT follows the practice laid down in
our two most recent Pacific rate orders (see Decision No. 85287
dated December 30, 1975, mimeo. p. 56, Application No. 55214). We
will follow this practice again in this proceeding. The company
w3y present further views on the subject in its next rate proceeding
after the consolidated cases concerning the treatment of federal
taxes are <isposed of.
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Accrued Vacation Pay Adjustment. The staff made this
adjustment to Pacific's tax estimates because Pacific had apparently
been unaware of an Internal Revenue Code provision that allowed it
to take advantage of a decuction for accrued vacation pay, starting
with its 1974 tax return. (The staff also was uvmaware of this
potential deduction.) The Utilities Division (witness Amaroli) and
the Finance Division (witness Lee) presented separatc views on
the amount of fhe adjustment. The Utilities Division amount is
$5.5 million and is 2 straight adjustment based upon the tax effect
for the test year. The Finance Division proposes a $6.4 million
adjustment which, in a2ddition to the test year adjustment, has the
effeet of refimding $534,0C0 to the ratepayer for three years
(the assumed length of time that the rates for this casc would
be in cffect).

We choose Mr. Amaroli's adjustmert as correctly reflecting
test year principles. Pacific did not act in bad faith or mislead
the Commission in failing to take this deduction. As 2 matter of
proper test year theory, Pacific and other utilities are sometimes
awarded offset relief for unforesecen mew expenses, but this does
not mean that Pacific or any other utility may seek offset relief
every time an expense level in a particular accoumt shifts upward.
If this results in the utility making less than its assigned rate
of return, that is the chance it takes. Conversely, if a wtility
manages to save money through productivity gains or even windfalls,
this <does not mean that the commission which regulates it should
step in each time and order what is in effect a refund. To regard
cach saving which the utility achicves as something which in every
case should be in effect refirnded to the ratepayer would discourage

utilitiecs from searching for ways to cut costs (cf. Public Utilities
Code tion 456).
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In any event, the Finance Division“proposal does not result
in effecting a true refund but rather in adopting an artificially low
level for this item, which is not representative of future years, and
therefore not & proper test year estimate.

Gross Revenues and Uncoliectibles :

The staff used a .950 percent rate which is reasonable and
is adopted.

Federal Income Tax Rate

Both the staff and Pacific used the statutory 48 percent rate.
This is reasorable and is adopted, since it is consistent with
normalization ratemaking treatment of this expense.

VI. OTHER ESTIMATES AND ADJUSTMENTS

Cextain other issues which are discussed briefly in the various
exhibits concern minor amounts, or areas in which there is no substantial
disagreement between the company and the staff. For brevity we will mot’

.discuss these matters separately. We have reviewed the cvidence and
believe that regarding such matters, the staff report (Exhibit 37) and the
associated testimomy result in reasonable estimates and adgustments, and
for such matters, the staff estimates axre adopted.

Net-to~Gross Multiplier

| The net-to-gross multiplier is a factor used to compute the
gross revenue to increase the net revenues by one dollar. The multiplier
cousists of (1) gross operating revenue, adjusted downward by the level
of uncollectibles; (2) CCFT rate; and (3) federal income tax rate. These
three factors are discussed separately above, and the net-to-gross.
multiplier is developed based upon our conclusions on these issues. This
results in a net-to-gross multiplier of 1.966.




A.55492, CL0001 Ie */km *

Separated Results of Coerations _

Foxr this decision we a2zain employ the so~czlled "Qzaxk™
separations fzctoxs foxr allocating expease and plant between |
interstete and intrastate operations. Toe continued uwse of the
Czark formela is In Isste in supplementery hearings in this
proceading (cf. the bdbrief discussion of this problem in Pacific
Tel., & Tel. Co. ( ‘CPTC }» Decision No. 35287, December 30,
1975, mimco. Pp. 37-29). OQur rotes herein will de subject to refiund
should we decide to modify our separations methods. The caleuiation
of the wete iIncrease necessary to produce an 8.35 perceat rate of
Tetwrn on Tate basce Is sct forth bDelow.

CALCULATION OF REVENUE INCREASE
SASED ON ADOPTED RESULTS CF OPERATION

Rate of wctwzn anthorized in D.33162 £.85%

" Rate of retn adjustment in D.86593 0.007%
. Adjusted authorized rate of rotuxnm 8.8437% -

Rate of retarn at present rates 8.727%

Increase in rate of retuzmn requived 0.223%

Adopted rate base

Net revemue increase

Net-to-gross mlsiplies

Gross revenve increase
tiecment provision

$5,304,821,000
$ 6,525,000
$ 12,800,000

($1,900,000)

{The total .,e"'tlemcmt p"ov:.s:.on includes an approximate $1,700,000
zeduction for Gomeral "'e-epno ¢ Cozpary, an approximate $1C0, 0de

reduction for Comtinental Telcphone Company, and the effect on other
companies coxbined is an approximete $100, 000 reds tion.)
Gross billing increase required $ 10,900,000

{ ) = negative Sigure
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VII. RATE DESICN

Introduction

We can shorten our discussion of rate design in view
of the total relief awarded. Many interested parties appeared on
this subject who were not totally opoosed to an increase in various
rates, but rather to the extent of Pacific's oxiginal proposal.

Many of the differences between Pacific's and the staff's
pProposals are traceable to the fact that the rate designs were
intended to satisfy different revenue recuirements. To bring the
differences in ooinion on rate design into focus, the ALY ordered
company witness Sullivan and staff witness Macario to fumish
alternate rate design prooosals at various levels.

Although the company and the staff disagree (as discussed
below) regarding what level of Increase should be the starting point
for placing any of the increase into basic monthly business and
residential sexvice charges, there is general agreement that based
on cost information, certain equioment costs should be raised. The
exact amounts of the increases are In dispute.
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We believe that, based on the record, and considering the
amount of the total relief to be awarded, our basic approach to
rate design Iin this particular proceeding should be to place as
ouch of the increase as is reasonable into setting proper levels
for various telephone equipment charges. Our adopted rate spread
is designed to accomplish this.

Basic Residential Rates

Briefly, the company favors placing some pefcentagc of
any rate increase into dasic monthly business and residential
service charges on the basis that this service is currently
offered at a loss. ‘

The staff takes issue with Pacific's assumptions
concerning costs of residential service, and argues that even if
the Commission awards no rate relief, certain cquipment costs
should be redesigned (resulting in incrcases) and this should
be offset by reducing basic residential rates five cents per
nonth (sec discussion of staff's zero-increase rate spread in
the staff's opening brief, pp. 138-139).23/

The record clearly indicates that underpriced equipment
should be the most important place to put any rate increase. However,

the best evidence available does not support the staff's contentions
concerning residential service.z—

25/ The staff's principal rate design exhibit (No. 167) is based on
an asswmed $22 million increase, which contains no increase for
residential service. This does not mean that the staff advocates
no such increase regardless of how much is awarded. The staff's
altemate rate spread at the $50 million level, orderec by the
ALJ, places $7.2 nillion into basic exchange rate increases.

In view of the fact that we are awarding rate relief of $7.6
million, the discussion of a zero-increase rate spread mignt
scem academic. However, the discussion is necessary because of
outstanding issues concerning federal taxation, Bell System
license contract, and interstate-intrastate separations methods,
which could result in a downward rate adjustment.
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The ALJ ordered the company to produce its view of
costs relating to residential service. The result was Exhibit 11

oy

printed on the following paze along with the staff's version of the
same cost and revenue background, Exhibit 212.




ESTIMATED AVERAGE REVEHUF, - DASIC RESIDENTIAL SERVICE

Company Yersion (Exhibit 113)

D E r G H I J K L b |
Coat Other Other Other  Tot
Avg Local Toll Sv¢ Sve & S Net
Basi¢ Fixed Deficit Loc Usage Doficit Toll Toll Het & Equip Net Deficit
Service Rate Cost (B - A) Usage (D X $,05) (C + K) Usage Cost (G - H) Equip Cost (J - X) (P+I+L) v/f//

1M
(30 MU) 2,50 11,59 (9.09) 29  (Lh5)  (10,54) 8.05 497 3,08 .34 27 .05 (7.41)

- 3T/ZP T000T™D “T6%SS°V

LR : :
(60 MU) 3.75 11,59 (7.84) 45 (2.25) (10,09) 10.13 6,28 3.85 41 31 10 (6.14)
1FR 5,70 11.59 (5.89) 105  (5.25) (11.14) 13,38 8,27 5.:09 115 .93 22 (5.83)

Staff Version (Exhibit 212)

D E F G H | J ¢ L K]
Cost, Other Other Other Tolal

Avg Local Toll Sve Sve & 3%  Neb
Basic Res. Doficit Lo¢ Usage Deficit Toll Toll HNet % bBquip Net Deficit
Service Rate Cost (B - A) Usege (D X 3.05) (C + E) Usage Cost (G - H) Equip Cost (J - K) (F+1+L)

1R N : ,
(30 M) 2,50 7.82 (5.32) 29 (1.45) (6,77) 8405 4,97 3.08 34 27 05 (3-6&)

1R
{60 MU) 3.75 182 (4.07) b5 (2.25) (6.32) 10,13 6,28 3.85 41 W31 .10 (237)

IR 570 7,82 (212) 105  (5.25)  (7.37) 13,38 8,20 509 15 .93 .2 (2.00)
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Each table starts with the basic monthly rate for IMQ (30
message unit "lifelime"”), IMR (60 message umit), and IFR (£lat rate)
residential sexvice. Additions and subtractions f£rom the basic deficit
are made %0 allow for cost of local usage, toll usage, and other service
and equipment (including optional equipment extemsionms, ete.) untll a
final deficit is calculated.

The staff criticizes the company development on the basis
that (1) Pacific does not keep its books to specifically identify the
plant and expernse required to provide residential service (2) there was
no "license contract"” adjustment applied to the study, (3) expense for
directory white pages was counted but revenues from yellow pages wexe
not, (4) marketing expense for optiomal residential equipment was not
correctly segregated, (5) Pacific used a 10.5 percent return on investment

rather than the authorized 8.85 percent return (the 10.5 percent is used,
correctly, for competitive terminal eguipment offerings), acd (6) there
was no ailocation of any of the plant to interstate operations.

The staff's recast is not a complete cost study; rather the
staff took the information available from the company and attempted to
correct above-listed problems (5) and (6). We agree that the staff's
version is a more appropriate assessment of residential sexvice, but the
fact is that this still produces a net deficit. After a review of the
evidence we are not certain that we have the necessary cost information
to decide whether basic residential sexrvice is subsidized. The staff's
recast was rebuttal and not intended to be dispositive of the issuve.

However, it seems clear that atthe "zero" level of rate relief
1o downward adjusthent of basic monthly rates Iis appropriate.” This is’
70T €O say that at some level of rate reduction, an adjustment‘dould not
be appropriate. We recognize that there are several large outstanding

issucs which may have a major effect on rates (taxes, license conzract
and separatioms).
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We conclude that at the adopted overall level of rate relief
in this procceding, basic residential rates should remain unchanged.
This includes present extended area residential service under the
"Salinas area formula" used in several areas.

Basic 3Business Service

While the increased revenue estimates of basic business service
due to implementation of business SMRT are reflected in our last two
rate orders for this applicant, the SMRT equipment was not immediately.
installed because of technical problems. Therefore, the actuel billing
increase to the business subscriber was not felt until 1976.

Because of this impact and the size of the overall rate relief
awarded, we find it appropriate to reduce basic metropolitan service
50 cents pexr month, with similar minor reductions in other business line
charges (see rate appendix). |

At this time there is no SMRT for business service in rural v//
areas. Therefore no corresponding reduction is made for rural business
service.
Adjustzent to Short-Distance Toll Rates

In the most recent preceding rate order for Pacific (Decision
No. 85287, dated December 30, 1975, Application No. 55214), we increased
toll rates by an estimeted $37.3 million. This increase incorporated
a major restructuring of toll rates by changing message timing from a
three-minute initial period with one-minute overtime periods to uniform
one-minute initial and overtime wmits. The ome-minute timing system
resulted in wmanticipated significant increases Zor average duration,
short-haul (gemerally under 50 miles) messages.

The staff proposes toll rate reductions of $8.0 million
(Exhibit 167, p. 3-1), concentrating the reductions in the area of
short-haul traffic. The proposal has the additional (and, in our opinion,
desirable) effect of reducing the existing disparities between message
toll and 3-MMU (multi-message unit) and 4-MMU rates (the 5-MMU tarififs
are converted to toll by the order herein; see discussion below) We

. will adopt the staff's recommendatn.on.
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Centrex Rates

The briefs of the parties discuss several problems regarding
Centrex costs, and methods of setting up proper Centrex tariffs. These
nattexrs should be deferred for comsideration in the investigation of
Centrex costs and rates (Case No. 10l91).

Some protestants argued that since ratc-setting methodology
has not been finally determined, we should allow no increase in Centrex
rates whatsoever until the end of our investigation. While fncompleteness
of cvidence regarding rate-setting methodology intended for use at the
conclusion of our Centrex investigationm is not of itself a bar to an
interim increase, we find that no interim increase should be ordered for
Centrex basic rates or ancillary equipment as part of a general rate
increase totaling only $7.6 million. Evidence concerning Centrex costs
themselves is still being received elscwhere, and zthe weight to bde
accorded certain cost information alrcady received in Case No. 10191 is

.now uncertain.zé‘?/

Private Line Services and Channels

The staff gencrally agreed with Pacific's cost-based private
iine incrcases. The exception was Pacific's proposal for a 100 pexcent
increase in local loop monthly rates.

Western Burglar and Fire Alarm Association vigorously opposes
such a large increase, for the reasons stated in its brief. Such a large
raise all at once would severely impact the cost of service in this field.

263/ A motion by California Intercomnect Association for arn interim
increase in Centrex rates was made in C.10191 and denied by the
ALJ in a ruling filed Octobexr 7, 1977. This ruling correctly
stated that any interim increasc was more correctly the subject
of A.55492 and C.1000L (this proceeding): however, the total size
of relief awarded here makes an interim Centrex increase ‘
inappropriate for the reasons stated above.
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Because of the relatively small size of the overall rate
increase, this point is moot. No increase is necessary at this time;
however, we will reevaluate these rates at the time of the next general
rate increase for Pacific. We advise the alarm industry to comvert to
alarms which make use of voice grade circuits as rapidly as possible,
since cost information indicates that in the event of a large general
Tate increase, & substantial raise in subvoice grade local loops would.
be appropriate.

Rey Telephone Service

Based upon its imitial rate increase request of over $100
million, Pacific sought a key telephone sexvice (KIS) raise in rates of
$28.3 wmillion. The staff's original $22 million rate spread included an
$11l.4 million increase. This staff proposal represented a 7.6 percent
increase, but the cities of Los Angeles and San Diego are critical of
it on the ground that the total $11.4 million proposal amounts to half

. of the staff's rate spread (the staff argued on brief that KIS rates

should be raised $11.4 million regardless of the size of the total rate
increase). '

The aveilable evidencezZ/ indicates that KIS rates do mnot pay
the cost. of the service and that a reasonable rate increase is warranted.
The issue of whether it should be as substantial as proposed by the
company or the staff is rendered moot by the overall size of the rate
increase. We will authorize a XTS rate increase of 55 million, or 3.3 v//

percent, which we believe to be consistent with the overall rate increase
in this matter.

27/ The cities assert on brief that a full cost study was never
presented. The results of cost sztudies were introduced, and a
review of the record shows that appareantly the cities never
asked for the detail of it. The record does not show that the
cities were deprived of any opportunity to obtain the work
papers or other data on the results of the studies.
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Mobile Telephone Rates

Allicd Telephone Companies Association points out that
the record indicates that by Pacific's own estimate mobile rates
are not compensatory. =cexhidbiz 172 shows 1976 estimated revenues
as $1.5 milifon, while anticipated costs are $2.8 miliion.

Because of the total size of this rate increasc, a
2aj0r increase in mobile rates Iis unnecessary. OCur order provides
for increasing mobile telephome sexrvice rates in the amount of
$0.4 million to be consistent with othexr rate changes. Pacific
has proposed that the monthly rate for mobile service be reduced
from $18 ¢to $15 Zox both 150 megaherzz (mhz) and 450 mhz service.
We take notice of existing usage of these two frequency bands.

The 150 band is overloaded; the 450 band is spaxsely used.
Accoxdingly, it appears appropziate to provide 2 bdasic rate®

ifferential to encourage greater usage of the 450 mhz band. 1In
view of the chaanel congestion resulting from excessive holding
times, we will also restructure the air-time usage charges to
cncourage short messages and shifts to off-peak usage. (The
specific rates appear in Appendix 3.)

Exhibit 172 also shows that the proposed IMIS (improved
mobile telephone service) conversion would make modile telephone
service more compensatory. In addi ion, IMIS would provide
substantially highexr quality service ”ﬂd better utilize the radio
frequency c¢hannels. In view of the improvements in earnings and
service that result from IMIS, the order herein requires applicant
to implement its IMIS plan within 24 moanths. We note Company
witness Sullivan's testimony o the effect that Pacific was
prepared to ask the Comnission for a shift to IMIS in 1978 because
of its greater dependability and lower operating cost (transceript
PP. 5563~5565). '

Because IMTS will require 2 wajor change of mobile
station equipment, customers owning their own mobile stations
should be given advance notice of the requirement for replacement
or conversioa of their equipment to the IMIS type avtomatic dial
operation. Our order provides a three-year conversion period to
allow customers to amortize their existirg investment. Pacifi

will be ordered to give prompt notice of this conversion.
-126-
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.Telephone Answering Service

The staff proposed a rate increase for telephone answering
service (TAS) tariffs to yicld am increase of $1.6 million, with which
the company concurs. The suggested increase amounts to an increase for
each TAS customer line of approximately 95 cents per month. Based upon
cost information available, full cost recovery would actually call for a
140.7 percent increase, while the staff's proposal results in an increase

£ 66.2 percent. The reason for limiting the increase is to avoid the
harsh impact to the TAS industry in temms of customer demand.

Telephone Answering Services of Cal ifornia, Ine. (TASC) opposes
such an increase because of inadequate service, and because of claimed
impact on the demand for the service.

TASC introduced seventeen public witnesses who are owners or
operators of TAS businesses. In sumsary, their testimomy indicates (1)
equipment is obsolete, (2) maintenance and repair is slow, (3) repair
personnel are inadequately trained to repair the equipaent, (&) there is

.an unreasonable backlog in installation requests, and (5) the company is
indiffexrent to TAS prodblems. (See opening brief of TASC for a more
complete review of service problems.) Exhibit 246, introduced by a TAS
operator, shows a recap of repairx calls for six TAS positions over a six-
month period that indicates a nced for excessive repair calls.

TASC also presented a rate witness, Mr. Stanley 0. Sackin, who
recomuended a 20 pexrcent increase (30 cents per month per customer line):
Leo F. Goeller, Jr., a commmications consultans, who testified to the
outdated state of the equipment, and Burton H. Marcus, a marketing analyst,
who testified to the effect of the proposed increase.

We agree that TAS is an essential public service. TFor example,
it performs certain emergency functions not appropriately handled through
police and f£ire chammels. Rates should be held down as much as is
reasonable to make the service available to as many persons and
organizations as possible. We disagrece, however, with TASC's analogy to
"lifeline" residential rates. TASCis still a business, and we should not
regard TAS rates as candidates for permanent substantial subsidy.
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In view of the small overall rate increase, because of unsat-
isfactory service, and in order to wminimize the immediate impact upon
TAS customers, we will authorize rates which will result in a $500,000
increase (19 percent) and bring TAS rates up to 50 percent of cost.
However, we caution TAS operators and TASC that we would
be unable to accede to suck a small inerease, even considering
service difficulties, 1f the total rate relicf were grezter. The
available cost information shows that the staff proposal, if adopted,
would have resulted in new rates which would cover 66.2 percent
of costs, versus present rates which cover only 41.5 percent.

Even with less than satisfactory sexvice, we can 5o oaly so far ia
holding rate levels down. Tt should alse be noted that the

financial problems of the TAS industry are not due solely, ox

even primarily, to telephone rates. TAS's have experienced recent
rent hikes and wage boosts. We will direct Pacific to Improve service.

Since we regard TAS as an essential service, we consider
updating of equipment to be 2 priority project. The staff report
on rates and charges (Exhibit 167) makes the Sollowing comments:

"37. It is also recommended that Pacific be
required to improve the equipment offered
the T.A.S. industry. The operational
features and hardwarce of present T.A.S.
equipment lag far behind the state-of-
the-art of modern PEBX, central office and
operator equipment.

Present T.A.S. positions are coxrd, jack

and plug switchboards utilizing toggie

or rotary switches and celectromechanical
relays. Each position operates as an
independent message center requiring
manual operation of cords, line lamp
scanning anc¢ ring signal counting on the
part of the attendants. TFlexibility is
limited to the nwmber of Lines an attendant
can reach at an adjacent position.

~128-
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Concentrator-identifiers provide T.A.S.
lines tetween adjacent or non-continguous
exchanges. This ic electromechanical
equipment which serves uyp to 100 subscriber
lines over four to six trunks between a
central office and the T.A.S. bureau.

All of the above {i.e., existing] equipment
requires a great deal of maintenance to
clecan and adjust contacts and replace worn
jacks, coxrds and switches. In additiom
each time a new or additional subscriber
line is connected from a local central
office to the T.A.$. burcau an installer

is required at the central office and at
the T.A.S. bureau.

The staff recommends that Pacific be direcced
to investigate in cooperation with the T.A.S.
industry the feasibility of developing or
obtaining f£rom private vendors and offering
to the T.A.S. industry cstate-of-the-art
ecuipment incorporating the following
suggested features:

Automatic call distribution;

Typed messages with semi-automatic
storage;

Semi-automatic message retrieval
display;

Automatic accounting with message
timing on outward calls;

Automatic client announcement
display after predetermined
number of rings;

Multiplexing of client lines
between central office and T.ALS.
bureau to reduce plant requirements
and to facilitate c¢lient line
installation and removal.

"42. A progress report on this wmdertaking shoucld
be filﬁd withia six months of the Commission's
order.
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We endorse the staff suggestions in paragraphs 41 and 42. Pacific
should ascertain the availability of modern equipment from both
Western Electric and independent manufacturers.

Additionally, we £ind repair sexvice inadequate. Based
upor public witness testimony, much of the problem seems to be
that equipment in other arecas is more modera in its engineering
features and repairmen, including supervisors, are not adequately
trained in maintaining this older equipment. We will require
that Pacific upgrade its training in repair and maintenance of
TAS equipment. Such upgrading shall include the designation of
2 TAS repair coordinavor for each repair station. This person
shall be highly trained in TAS maintenance and repair so taali he
may supervise others in such matters as well as perform the work
himself, and so that the more difficult problems may be solved
premptly. If not enough such people are availabdble, Pacific shail

institute the necessary training program to make them available
within six months.

Private Branch Exchange Service (PBEX)

Pacific recommends restructuring the NA4-09 PBX system
to charge rates for components. The staff concurs with this
recommendation (see Exhibit 167 p. 2-5).

Telecor, Inc., aninterested paxty, presented a rate
witness who pointed out that NA4=09's are no longer current model
PBX's, that there are less than 400 of them, and that "hardwaze”
oricing 2t this time would force some users to accelercte the
displacenent of their NA4-09's when they would otherwise be usable
for a mumber of years.

The witness showed that the proposed hardware pricing
would cause smaller users to pay more while, depending on
circumstances, some large users might actually pay less.
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We belicve the evidence preponderates Chat hardware
pricing for the NA4-0% PEX is inappropriate. In orxder that this
equipment will bear 2 fair sharce of the increase, we will authorize
an across~-the-board percentage Incxcase of approximately seven percent.
S-MMU Tariffs

In Exhibit 222 and associated testimony, the staff
proposes elimination of S-MMU tariffs and the conversion of
these on such tariffs to toll rates.

The background of MMU tariffs and the reasons for
thelir gradual elimination were discussed in our last general
rate order, Decision No. 85287 (dated December 30, 1975) in
Application No. 55214. The reasons expressed thercin apply as
this time to the elimination of 5-MMU tariffs, which we will order.
Customer-Provided Equipment Visit Charges

The staff brief recommends that we orxder Pacific to
respond o a customer-trouble report without requiring the
customer to verify the trouble source. Pacific represents that
this ic not their practice 2nd that mo such order is necessary.
The staff represented in Exhibit 167 that it has received customer
complaints that this was, in fact, Pacific's practice. We accept
Pacific's representation, but Pacific should ecirevlate a xeminder
on the proper practice te repair persomnel to insure that
company policy is carried out.

Certain iIncreases in visit charges for customer
provided cquipment were supported by cost studies. These non-
recurring charges are increased from $10 To $25 or $30. We
rejcet the Scott-3utiaer, Inc. recommendation that Pacific be liable
for a visit charge if the customer incurs a sexvice call from 2
private vendor and the trouble is in Pacific's equipment. We agree
with Pacific that such a charge would burden other customers with the
costs produced by customers using their own equipment.
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Other Rate Desiem Ttems

The disputes in items not covered in the above discussion
axre prizarily in rate levels, and these differences result, in tuxrm,
froo different assumptions 'in how much total xate relief should be
awarded. Rates in areas not discussed, such 2s miscellaneous
equipment charges. and sexrvice comnection charzes, are set at levels
to be consistent with other rates, and to climinate oxr weduce losses,
in axreds in which they occur.

The staff brief raises certain issves relative to rate
spread adjustments for directory assistance use. These are properly
presented in Case No. 100385 rather than here.
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te Spread Summary

The table which follows summarizes our adopted rate spread
for this proceeding. We are aware that this rate spread does not
produce rates that result in retumrming full cost for certain equipument
chaxges. 7This is not possible without major reductions it other rates;
and we deem that inadvisable, since to adopt a rate spread on that
besis would force abrupt and substantial immediate increases upon certain
equipment customers. It is more appropriate to increase these equipment
rates in stages to lessen impact on those affected ratepayers. We will
s¢rutinize rates for the equipment that we do not price at full cost iz
Pacific's next rate increase application. Pacific, the staff, and
others interested should present cost studies and rate recomendstions
on these items at that time.

Non-utility companies that compete with Pacific in the terminal
equipment market may assert that not pricing 21l equipment to a lavel
that recovers full cost is in conflict with the Supreme Court's mandate
in Northern California Power Agency v Public Usilities Commission, (1971)
5 Cal 3d 370, that we consider anti-competitive ramifications of our
decisions. However, that Supreme Court decision points out that we can
authorize activity in the course of our regulation that othexwise is not
in conformance with antitrust principles, so long as we find am overriding
public iuterest to be served. We find the overriding public interest
sexrved by not increasing all terminal equipment charges to a full cost
basis in this procceding is that we avoid needless economic hardship
and disruption on the business ratepayers potentially affected. We will
in subsequent proceedings undertake to insure this equipment is priced
more commensurately with Pacific's costs.
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PACLFIC TELEPHONE AND TEZLEGRAPHE COMPANY
Adoptec Rate Spread - Apnlicasion No. 55492

Scrvice Revenue Remarks
- (MITIIons) .

Basic exchange service $(5.8) Metro business sexvices
reduced; IMB rate reduced
5C cents per month.  Other
comparable reduction, See
Apperdxx 3.

Key telephone service Combuﬁy anc s:af‘ proposed

restructure adopted..
(Exaidvics 31 and 167.)

Sexvice connection,
wove & change

nulti-element . Staff proposed sexrvice
‘ connection change.
KIS wmove and change 1.0 Company and staff proposed
restructure adopted.
(.xh birs 31 and 167 )
RNAL-0S PBX 0.3 7 percent across-the boa“d /
‘ . '~ increase. ,
Telephore answering service C.s Ilnexeased o SO percent of v/ {
cost. (Exhibits 31 and 167.)
Modile radio service C.% Company Exhibit 172.
Tisit charge for customer- |
provided equipment 0.1 Company and staff proooscd
(Exhibics 31 and 167.)
- MEscellanecus equipaont 4,2 Staff proposed. (Sxhibit 167.)

- Comvert SMMU to toll. .~ - - 13.8 S:aff’propdsedQ (Exhibit 167.)
Offset: 8G-1; Date Speed 40 1.4 Staff Exnibis 222.

Message toll sexvice (2.0) Short-hau- toll reduced;

2£L proposed; See
nxhzblt 167.

“Total $12.8
(Negative Fipure)
Exhibit numbers are for reference
only anc do not necessarily indicate

adopted rates. See Apperdxx 3 to
this decision for adopted *ates.

=133~
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VIII. SERVICE ISSUES

There were two principal issues regerding service which
caused the great bulk of the public testizony during the course of
this proceeding. |

The first issuc was whether there should be a charge for
the use of directory assistance over a certain number of free calls
per month. This issve was traasferred £rom this proceceding to
Case No. 10085 in our Order Instituting Investigation issued
on April 20, 1976. Subsequently, in that proceeding (Decision
No. 86022, dated July 7, 1576) we terminated any investigation into
directory assistance charges and limited Case No. 10085 to
consideration of 'systematic abusc of free service by customers
using dircctory assistance for purposes umrelated to the legitimate
uses described herxein”. No further discussion of this issue is
aecessary here.

The second issue which occupied much of our time earlier
in the case was the problem of held orders. This is elaborately
discussed in our taird interim opinion and order (Cecision
No. 86593, dated November 2, 1976) and no further review of this
issue is necessary here, except to note that Pacific is still under
our order from that decision which reduced rate of return by 0.007
percent, wtil a showing is made that held orders are within normal
lizits (Pacific is challenging this oxcer}. No such showing has
yet been made. Our estimates indicate that for the test year in
this proceeding, if we continue the small reductions in certain
installation charges oxdered in Decision No. 86593, this will rezuit
in approximately an 0.007 percent rate of retura reduction, or very

slightly less. We will order such tariff reductions to remain in
force.
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Use of Directorv Assistance Recording

Early in 1975 Pacific began to place into service a
recording which {s played before the "411" caller is conmected to
the automatic call director (ACD) which, in turm, connects the
calier to the first available directory assistance operator. = The
recorded message states:

"I£ you've checked your directory and are
mable to f£ind the number you wish, please

stay on the linc and a directory assistance
operator will answer. Thank you.”

This recording is now operative throughout the service
ares. TURN continues to object to its use. The technicai cetails
of the operation of this recording are discussed in our interim
order in this proceeding, Decision No. 85487, dated February 18,
1976. The use of the recording causes 2 minimum delay of 14
scconds, and an average delay of 16 seconds, in addition to any
other delay normally encountered while waiting for the directory
asgistance Operator to answer.

We granted Pacific a deviation from General Order No. 133
to allow it to maintain the directory assistance recording where
it had already been instituted, and to allow it to begin its use
elsewhere upon at least thirty days'writcen notice to this
Cormission, pending our further order.

While we have agreed with the consumer parties that we
should not approve any plan to charge for directory assistance c¢alls
over 2 certain number per month, growth in the volume of directory
assistance calls for the last several years means that we caanot
ignore the problem. Directory assistance is a service furnished for
the ratepayers. It would be unfair to make the stockholders pay
for the expenses associated with it. This being cthe case, I
velmme continues to grow and if we are not going to charge Zor
directory assistance, the result will vltimately be to drive basic
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residential and business rates up. This would be undesirable. The
average delay of approximately 16 seconds to play the recording

is 2 minor inconvenience, but results in a saving, for this test
year of approximetely $7 million after taxes.—

Emergency situations are not affected by the use of this
recording since in an emergency the caller may receilve assistance
by diziing "operator'. Pacific's telephone books carry an
instruction on the inside front cover to dial "operator” in am
emergency.

We believe that the use of this recoxding is a step in
holding basic monthly rates down, and we will allow the deviation
from General Order No. 133, granted in Decision No. 85487, to stand.
Over-the-Counter Payment of Televnhon2 Bills

Two consumer organizations presented evidence concerning
the use of banks, savings and loan compenies, and various retail
establishments as paymeant agencies for phone bills. The Sunset
Parkside Education and Action Committee (SPEAK) presented ovidence
in our most recent prior Pacific rate increase application
(Application No. 55214) and as a result of that evidence we
ordered Pacific to make a study of the problem. Commmities of
the Quter Mission Organization (COMO) also presented evidence.
eoncerning payment agencies in the Portola district of 322 Francisco-

At the cime of Application No. 55214, Pacific’s poliey
was apparently not to establish any new public payment agencies.
After conferences with the consumer groups, Pacific made a survey
of the problem ané established guidelines for maintaining public
payment sgencies in areas where thére nay be a high percentage of
senior citizens and others who need this type of serxrvice.

28/ See Exhibit 257, Part V. The before-tax cffect, by ecither the
company's or the staff's estimates, is $12.7 millicn. This
saving causes a tax effect which makes the net saving, after
taxes, just over $7 million.
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We agree with the consumer parties that Pacific should not
be the sole and final arbiter of where and when public payment
agencies are T¢ be established. On the other hand, it may be
self~defeating to order Pacific to establish a public payment
ageney at a particular location. This Commission tas no
jurisdiction whatsoever over banks, savings and loan companies,
and retail establishments which are likely possibilities for
pay agencies. Any order on our part specifically directing
Pacific to establish a pay agency at a given location would
be unenforceable without the volumtary cooperation of persons not
subject to our jurisdiction, and might only make such persons or
organizations suspicious of bureaucratic cacroachment.

Therefore, at this time, we will simply oxder Pacific o
continee with the program outlined in its Exhibic 47 and associated
testimoay. We believe that Pacific's standards for determining the
location of pay agencies, as outlined in the exhibits and the
tectirmony, are reasonabic, although Pacific should alse include
as a factor the amount of community support for & pay agency.

In other words, if a particular neighborhood £alls just barely

short of the statistical criteria that Pacific has establishedzg/

then Pacific might consider establishing the agency notwithstanding

the fzet that full statistical compliance is lacking. The Portola
District in San Francisco, is, we believe, one such area. Pacific should
attempt to establish an office in this area. lastly, regarding Pacific's
criteria for the average family income of $8,000 or less, we expect

that this will be revised from time to time to take into account
inflatiorary considerations. '

29/ Median age of the population - 45 years of age or above,
concentration of elderly in the area (65 yvears of age or
above) which is twice the state average, and an average
family income of $8,000 or less, and lastly, a merchant:
in the area willing to operate a payment station for a
reasonable cost.
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Telephone Service for the Deaf

Two owners of companies providing telephone service Loxr
the deaf, as well as some of their customers, testified To the
cffeets of SMRT on their parricular telephone usage.

Until recently there was no practical way for a deaf
person to use a telephome. Now, however, the 3ell System provides
reconditioned teletypes at as low cost as possible for use with a
telephone. These teletypes are commected to an acoustic coupler.
Wich this equipment, a deaf person can dial another deaf person
with similar equipment. Additionally, there is an electronic
nachine resembling a court reporter's transeribing machine, but
smaller and lighter, which may be carried in a case and usecd by
a deaf person at any telephone.

The adéitiomal problem Is presented when a deaf person
wiches to call a person who is not deaf, anéd therefoxre who

. will not have the special teletype equipment to receive his
nessage. Two companies in Califomrmia, one in San Francisco and
one in Los Angeles, provide a serviee which at least is a partial
answer to this problem. The deaf person subdbscribes to this service
and ic billed on the basis of his usage. He calls and transmits

iz message on teletype to the service. The service, in turm,

uses a regular voice iline to call the other party and read the
message. Then, when the hearing person respends verbally, the
answer is taken down and transmitted to the deaf person onm
telecype.

This, of couxrse, takes longer than an ordinary voice-To-
voice call between two persons whoe can hear. Since the Ceaf service
is classififed as a business, it is subject to the SMKT reguirements
for business lires. (The deaf person, at his resideace, can of
course have a residential line, but he still winds up paying in his
monthly biil for the charges to usc the business lines from the deaf

. service to complete his calls. Therefore, with the advent of busiress
SMRT, the cost of using the service has incrcased substantially.)

-138~
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The deaf sexvices, and their customers who testified,
request the Commission to make an exception for these dezf services
s¢ that they will not be on SMRT when completing a residential
call for a deaf person (there is no request that if a deaf person
is calling from a business line, that ke be exempted from business
SMRT). .

The witnesses for the deaf services stated that they did
not fecl there would be a problem in scgregating the telephone
lines so that specific lines would be used for the completion of
residential calls, and other lines would be used for business
calls (either theiy own or their customers). Thet is, z deasf
sexrvice handling calls for a deaf person with a business line
would simply place the outgzoing call to the nondeaf persom over
a business line and proper SMRT billing would dbe achieved.

This is an wmecessary refinement. In a2 busy answering-
sexrvice type office, oo many mistakes would be made in the use of
particular outgoing lines, and complaints would result. But cthe
main point to remember Is that 2 dezf person with a dbusiness is
already going to be calling the deaf service from a business phone,
which itself will be on businress SMRT. There is no reaseon to
subject such a person to "'double SMRT" (once for the outgeing call,
from his place of business to the deaf sexvice, and once from ¢
decf sexvice to the other pariy), especially since he alrcady tas
to pay for extrz equipment just to use the telephone at all.

We believe the request for relief from SMRT by those
deal services has merit. Accordingly, the rates authorized herein
provide that a business furnishing service to the deaf may subscribde
to untimed busiress message lines equal to the number of teletypes
used Dy the business to send messages to deaf persons.
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We recognize that this does not solve all telephone'
problems for the deaf, and that this Commission, the State
Department of Rehabilitation, and various telephone companies
are still exploring this entire area. Nevertheless, this is
a significant step in the right direction. Moxrcovexr, there arxe
not enough deaf persons who need this service to cause any significant
adverse revenue impact as the result of eliminating SMRT under the
above conditions. ' ‘

We will oxder Pacific to file, within thirty days from
the effective date hereof, a tariff which will exempt f£rom SMRT
the telephone lines of a deaf service which are used to compliete
calls for deaf subscribers. The tariff should defirne "deaf:
service” based on this record and require that the lines ¢of such
sexvices used for other purposes de segregatec.

Extended Area Service - Sonoma Countv

At the hezring in Santa Rosa, several public witnesses
from Petaluma and certain other locations in Sonoma County pointed
out that their telephone bills were high because there is no way
they can have a telephone rate which will include Santa Rosa, the
county seat. They suggest that the situation could be recetified

by establishing extended service. Most of these witnesses stated

that they wished a flat-extended areca service charge which would
apply to all telephones.

At least parts of Sonome County z¥e in a2 state of flux
£rom rural to suburban. While it may be wise to study the situation
at this time, we belicve any study should be to establish whether
the demand exists for Optional Calling Measured Sexvice (OQMS),
which is an optional rather than :ompulsdry extended service.
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The difficulty with & compulsory system is that persons who make
minimum use of their phones, such as low income families or senior
citizens on £ixed incomes, are forced to pey more for their monthly
sexrvice. OCMS, on the other hand, offexs people with differing
needs a choice. We think it is better to offer various options,
especially in a county like Sonoma which has both rural and
suburban areas, and even some small areas whick may be regarded

as urban. |

We do not have the technical information necessary for us
to make a decision on whether this is the time to install an OQMS
system (compare the evidence and discussion in Decision No. 81767,
dated August 21, 1973, Application No. 53076, et al. concerning
extended service in various areas in Fresno County). We will
order that Pacific submit a study on OCMS for Sonoma County within
six months of the effective date of this order. The study should
include the necessary information on demand for this type of sexrvice
over various routes from and to various locations.

Service Qutages in Rural Areas

Customers living in rural areas testified to service
interruptions gemerally associated with stormy or wet conditions.
The two most serious problems brought to our attention were in
Bodega Bay and the Calabasas area. The particular problems which
were brought before us have received attention, and we need not make
further orders regarding them at this time.

However, this brings up the problem of whether ary further
steps should be taken generally by Pacific in weatherproofing its
system. The ALJ ordered the company to present its wet-weather
program. In response to his request, company witness Roche outlined
the company's progressive maintenance and cable replacement program'
in Exhibit 134. He testified that most of the wet-weather problems
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are caused by moisture entering cables, and that Pacific is
now using newer types of c¢ables which have polyethylene insulated
conductors more resistant to moisture than the older installation.
The company is also using air pressure within most pulp and paper
insulated cables to keep moisture from entering. In buried cable,
the company is now using cable filled wich petroleum jelly.

The company is also adopting new comnection change methods
to reduce splice entries into cables, and computerized scamning of
pressurced cable which scans certain monitoring points each 24 hours
(or in certain cases on 2 nore fregquent schedule) to spot the
trouble areas.

The witness pointeld out that this would not e¢liminate all
difficulties since some problems continue to be undetectable until
a first heavy rain, and also cables are sometimes damaged by bullets
¢r smail animals.

We belicve the company is procceding corraetly to upgrade
its rural cable. The one thing that may possibly be lacking is the
systematic removal of the oléer cable. The company witness testificed
that "in some arcas" the company is progressiveliy replacing old cable
which is causing problems. The witness was not aware of any company-
wide sumary by wire centers or any similar breakdown which world
identify geographically the worst trouble spots.

We believe that Pacific chould submiz, in Its next rate
increase application, a more comprehensive survey of this prodlenm.
Suck survey should specifically include whether 2 company-wide
progressive maintenance progran is in progress that inciudes the
removal of identifiable old cable which is likely to give difficulcy,
anc whether the company has identified particular arcas which need
priority treatment. If a company-wide progressive maintenance
project to eliminate the troublesome cables and older instailations
would cause an increase in cstimated expenses or pilant installation,
this should be detailed.
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Abandoned Telephone Imstallations

Mr. Ted Mimura testified at our public hearing in Medesto
that because of Pacific's extension into the former territory of the
Farmers Exchange No. 1 Telephone Company many old unsightly poles
and wire, of no further use, have been left in the Sultana area.

r. Mimura introduced pictures showing.typical examples (Exhibit 5).

The Farmers Exchange No. 1 Telepaone Company was constructed
many ycars ago as a mutual company when the arca was too far from the
nearest public utility telephone company to obtain service. Therce
are other such farmer telephone companies. Pacific estimaves that
in northern Califormia there are still in excess of 400 farmer lines,
comprising about 2,400 route uiles. A broad enginrering survey by
the company convinces Pacific that it would cost about $12,000 to
$15,000 per route mile for removal znd disposal of this type of.
plant. 7This would mean a tetal of $3.5 million. Pacific's position
is that if any of these facilities are usable, it would negotiate 2
sale as it expands its regular telephone service into these axeas.
However, apparently in many instances the plant is so old, or even
inoperative, that it is worcthless.

We do not believe that the job of removal of cbsolete or
unusadle farmer oxchange telephone lines should be waid Zor by
Pacific's ratepayers. It is even questionable whether we have the
jurisdiction to oxder Pacific to expend funds in this mamner. We
zecognize the problem of unsightliness as described by witness
Mimura, but we are of the opinion that Mr. Mimura and others similarly
situated will have to look to other sources of funds to remedy the
problenm.

Other Individual Service Problems

OCther individual service problems were presented furing
the exXtensive ncarings in this proceeding. We required Pacifie To
furnish us with an exhibit detailing Pacific's responses to Lhe
various probiems. These are contained in Exhibits 15 and 137. The

company's review of the various problems in that coxhibit appears to
be satisfactory.

~143-
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Twe of the most sexrious problems in these exhibits are
(1) sexrvice outages and held orders in the San Luis Obispo County
area, and (2) general service problems at Camp Reberts, a U.S. Ay
installation in San Luis Obispo County. Pacific will be oxdered
to file a supplementary report on these matters six months after
the cffective date of this order.

C. Wayne Cooabs, Jr., of San Jose, who has organized a citizens
band radic club designed to help motorists in emergency situatlions
requested to be supplied with all of the Pacific telephone books. Wnile
we realize he can obtain most of such books indirectly from his
orgmization's mexbers, we consider the request as umreasonable
since, if granted, it will lead to more such demends and the
process will become burdensome. We believe that sucih requests
would be obviated by Pacific giving more priority to public
library distribution.

Service Recommendations by the Staff

Tae staff has made several service recommendations
beginning at Section 2.12 of Exhibit 167. These recommendations
are adopted subject to the following excepticns and comments.

Smecial bills. Zzore of this staif recomsendatioan is that
persons who travel shovid have availavle a procedure wiereby they
can make advence poyments 'at any time” to the company to avoid
disconnects. We assume the staff Jdoes not mean that anyome cculd
sizmply send in money at any time. This could produce confusion.
We interpret the staff suggestion as meaning a party with this
particular problem should have a system available whereby he can
wOXX out a special arrangement with his service representaéivc.

Automatic system for coin phones. The staff's suggestion
in this section (that Pacific study the feasibility of elizminatiag
operator handling on some toll calls from coin phones) is
commendable, but a six-month time to report on this seems too brief,
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considering the extent of the engineering involved. We will allow
one year for the study to be submitted. We also believe that this
should be a joint study which will include General Telephone Company,
Continental Telephone Company, and any of the smaller companies
who wish to participate. S
Optional checkless payment of bills. This study should
also have a one-year time limit. '
Phone store. This concept has alreacdy been implemented
by Pacific.
Study of conversion of flat rate to measured rate service.
In Decision No. 87584 dated July 12, 1977 we have already ordered
Pacific to study and report on this subject.
Sales Techniques

Testimony of a service representative indicated that at
least some service representatives, when dealing with a customer
on an initial service order or an order modifying service, furnish
a total cost but do not in all cases (unless requested) give the
customer a breakdown of the cost of optional equipment. For example,
a service representative might suggest touch-tome (push-button
rather than dial) tclephones without indicating that there is a
separate extra charge.

TURN believes this practice is undesirable. Pacific
argues that emumeration of tariff items to all customers would
generate additional contact time and therefore/additional expense.

It would certainly complicate matters if for a business
customer with many telephones and pieces of equipment, the service
representative had to enmumerate the cost of each item. We believe
we can rely on the common sense of the business customer to protect
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is own interests In this regaxd (In any event, there is no
tescimony or evidence indicating business customer prodlexs
on this subiect).

The residential customer is another matter. Not 2ll such
Persons may be asware that, for example, there is an extra moathly
charge for touch~tone. An especially undesirable situation can
result 1Z a service representative volunteers, "Do you wish touch-
tone service?' since some subscribers may assunme, unlésé told, that

T iS5 2 no=¢ost option.

There i3 aothing wrong, as such, with Pacific trying to
"sell"” options to residential subseriders, dut we believe':hat
an {tem dreakdown should be given to the subseriber at the time the
instzllation order is taken. We will order that such a procedure
be followed.
Extension of Measured Rate Residential Sexviee

TURN argues that cthe evidence shows electronic equipment
is available in many central offices which could be used for
measured rate residential service (30MU 1lifeline or 60MU service),
but that the company has no plans to do so. We are urged to oxder

the company to institute measured residential service iIn such
areas.

Pacific states that TURN's assumptions are incorrect.

ESS (clectronic switching) cannot, according to Pacific, automatically
take care of measurcd service; additiomal machine capacicy, which
is not wmiformly avaiiable, must de installed.

We do not have s definite coough record on this matter To
order Pacific to proceced’'as suggested. TURN may renew its request in
Pacific's next rate increase application. We point out that in oxder
to decide whether to make such an oxder, we need not oaly 'hardware”
evidence but cost estimates regerding installation of plant. Even
if we decide o make such an order we =must do so ot 2 time when it

will not cause premuture replacement of existing useful plant, which
adds unduly to the xrate base and foxces rates up.

-146-
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Findinzs
Monitoring .
1. Pacific's monitoring nractices do not violate fedexal
or state statutes.

2. When supervisory or administrative monitoring is performed
without giving notice to the customer by one of the methods
prescribed in our previous orders, and under conditions where the
customer can be heard by the menitor, providing customers with
adequate information that such monitoring may take place is essential
o protect the privacy rights of customers under the Fourth
Amendment to the U.S. Constitution and Article I of the Comstitution
of the State of Czlifornia.

3. Telephone company employces receive adequate information
concerning monitoring through company training programs.

4. Supervisory and adwinistrative monitoring are not per sc
repugnant to constitutional privacy guarantees.

5. Supervisory monitoring occurs on one percent or less
of all operator-assisted, business office, and repair calls, and
2dministrative monitoring occurs on approximately 0.021 percent of
operator-assisted calls. |

6. A customer-to-employee call is not of the same personal
nature s a customer-to-customer call; therefore, it is not
necessary to apply the same strictures as exist for customer-to-
customer calls to calls between customers and employees.

7. Providing customers with adequate information concerning
monitoring practices during customer-to-employee calls can be
achieved by inserting a rcasonably comspicuous notice in each
telephone directory (as more Zully set out in the Order) which
describes the extent and purposes of such monitoring.
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§. Requiring a beep tone or other type of automatic tone
warning cach time a customer-to-employee call is monitored is not
required to mee:t constitutional requirements, and would be
undesirable because the value of remote supervisory monitoring
would be destroyed, or at least seriously impaired, leading in
tern, to a reduction in serviece quality.

9. In certain of Pacific's local offices, managers or
supervisory personnel have adopted and enforced unauthorized de
facto traffic instructions which have the effect of lowering service
standards in the interest of increcasing the volume of calls to be
answered. The usc of such de facto instructions should cease
forthwich, and the company should be ordered to augwent training
of supervisors and appropriate managerial personnecl to assuze
compliance with company traffic instructions and any appropriate
orders or rules of this Commission. Such augmented training
should include:

a. Instructions or material to Iinsurec all
supervisory and appropriate managerxial
personnel understand and correctly
interpret offical instructions
relating to emergency calls;

Instructions or material to insure
that all supervisory and appropriate
managerial personncl correctly apply
official instructions rclating to
waiting time on operator-assisted
calls;

A specific admwonition that managerial
and supervisory personnel shall not
attempt to improve the quantitative
performance of traffic persomnel by
the de facte adoption and enforcement
of umauthorized traffic instructions.
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10. Company trsffic instructions concerning waiting time on
operator—assisted calls should be clarified (see ciscussion, mizmeo.
PP 36-37). | ' .

11. It is undesirable, at this time, for us to enter orders
directly regulating staffing ratios, the numbe- of calls operators
are expected to answer, the methods of supervision or monitoring,
or methods of grading the performance of versounel.

12. Reactions to remote monitoring vary from operator to
operator, and the evidence does not establish that, as a general
rule, such moritoring interferes with che ability of operators to
pexrform their tasks.

13. Remote monitoring is a valuable tool in correcting
unacceptable operaror nerformance and, on occasion, eliminating
wmfit operators. None of the methods sugrested as alternatives to
remote monitoring would be as effective in maintaining quality of
sexrvice. Pacific must hire traffic department employees in large
numbers, and even the best employee screening procedures cannot weed

out all those who do not have the skills or temperament to make good
operators. T

14. There may be occasional instances of overly aggressive
supervision, which, when it occurs, is best dealt with via collective
bargaining or company - union gricvance procedures.

15. There have been instances of violations by Pacific of our
orders prohibiting the making of written notations of monitored
conversations (see discussion, mimco. pp. 41-43). Pacific should
be ordered to adopt a checklist form for a supervisor's use
during supervisory monitoring. '
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16. TFuture monitoring questions should be the subject of
separate complaints or petitions to reopen Case No. 7915.

17. Any other telephone corxporation respondent herein which also
employs supervisory or administrative monitoring without giving notice
to the customer by one of the methods prescribed in our previous
oxders, should provide information of this practice on the same basis
as is required for Pacific.

Operating Expenses

18. The annualization of wages set forth by Pacific (Column "M"
in Pacific's proposed results of operations) is not appropriate since
trending of wage increases is included in other accounts.

19. Amounts included in Celumm L of Pacific's proposed results
of operations are not properly includable in the adopted results.

20. It is unreasonable to interpret the "Western Electric
Adjustment™ to guarantee Western Electric a minimum assumed rate of
return. The upward adjustment for Westerm Electric proposed by Pacific
is inappropriate.

21. The staff's updated (Exhibit 257) estimate of the expense
reduction attributable to the directory assistance recording is
reasonable.

22. In future proceedings, the presentation of advertising issues
should be simplified. _

23. Based upon the fact that the Disneyland and Museum of Science
and Industry exhibits are primarily institutional, and are counstantly
changed and thus need continual reexamination, and because of other
factors mentioned in the discussion (mimeo. p. 60) we will disallow the
expense. .

24. The "essay ads"™ and Bell System Television are institutional
and should not be charzed to the ratepayer.

25. Although the "AT&T exhibits" are intended to stimulate
equipment sales, there was no showing that the sums spent on the

exhibits contributed to ne:t revenue: therefore, such amounts should be
. disallowed.
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26. Funds charged to advertising which are uridentifiable should
be disallowed. |

27. A categorical disallowance in future applications for
promotional advertising is inappropriate.

28. Adoption of a trend for promotional advertising expense is
not appropriate.

29. It is reasonable to allow 50 percent of the "plan ahead”

' campaign on the basis that one of its goals was to reduce installation
expenses.

30. For this test year the cost of Desizn Line advertising
should be disallowed. _

31. Regarding the "supplemental residence market campaign”, the
design line portion of it should be disallowed, and the part of the
campaign attributable to the "plan ahead" campaign should receive the
same treatment as the "plan ahead" campaign (see Finding 29).

32. The minor media portion ¢f the business marketing campaizn
is reasonably includable in operating expenses.

33. Ome half of Pacific's expenses for its long distance toll
stimelation campaigzn is properly iacludable in operating expenses.

34. Pacific's yellow page advertising for the test year Is
reasonable, but Pacific should update its survey on how much benefit
is attributable to this type of campaign.

35. The supplemental accounting information regarding advertising
(discussion, mimeo. pp. 68-69) is reasonable and should be provided.

36. We should adopt the staff's proposed $7 million adjustment
to commercial expense since Pacific’s expenditure of this sum to
improve business office accessibility does not cure any actual service
deficiency and is therefore unrecasonadble.

37. The staff's basic estimate for traffic expense is reasonable,
adjusted downward by $13 million for use of the directory assistance
recording.
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38. We should continue to adopt our traditional 6.04 percent and
7.25 percent factor adjustments to Pacific's license comtract expense.
Additionally, it is reasonable to adopt additional adjustments comnected
with certain specific areas (as more fully set out in the discussion
section under this headingz): Bell System "divestiture suit", AT&T
Marketing Department, Bell Telephone Laboratories PBX development,
Basking Ridge, New Jersey, building, and the purchase of land in New
York City. It is also reasonable to adopt the effective tax rate of
5.12 percent in computing Pacific's allocated share of expenses for
AT&T's General Department.

39. Pacific's estimate for executive salaries is reasonabdble and
should be accepted for this proceeding, less $30,000 for ¢ertain
salary increases to 23 high-level executives.

40. The "stockholder visit program” is not a proper expense to
be borme by the ratepayer.

41. The staff’s adjustment for undetailed legal expenses should
be adopted. Pacific, the staff, and representatives of the appropriate
law firms should confer prior to the next general rate increase
application and attempt to arrive at agreement regarding what deteail
should be made available regzarding these expenses.

42. The staff's $6,000 disallowance for lezal expenses associated
with legislative advocacy is appropriate.

43. The staff's estimates for gzeneral office salaries and expenses,
legislative advocacy, and the staff's $270,000 dis&‘lowance for dues and
donations are proper. o

44. The staff's treatment of expenses associated with charitable
work performed by executives on loan is proper.

45. A 50 percent disallowance of amounts spent on local commmity
affairs activities of customer operations managers is appropriate.

46. Because of the rapid and disproporticnate growth of BIS
expeunses, we £ind it reasonable to disallow $2.5 million of  Pacific's
total estimated BIS expenses for the test year.
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47. BIS expenses have been increasing rapidly. It is not
appropriate to use 2 trend to estimate future BIS expenditures. Pacific
should ‘submit a complete breakdown of BIS expenditures and c¢laimed
cost savings as part of its direct showing in future rate applications
(see discussion, mimeo. p. 50).

48. The staff's proposed disallowances for the Bell System
Savings Plan and meal and entertainment expense are inappropriate. We
should disallow test period expenses of $336,000 connected with
paymeats to employees as a result of settlement of EEOC litigationm.

49. The Finance Division's recommendation regarding changes to
certain clearing accounts (Exhibit 174) should be adopted.

Revenues .

>0. The company test vear revenue estimate is reasonable and
should be adopzed.

51. The aforementioned company revenue estimate should be adjusted
to reflect the revenue loss from modifications to SMRT in our £ifth
interim oxder herein (Decision No. 87584 cated July 12, 1977).

52. At the present time, no downward adjustment in our adopted
revenue estimate should be made to reflect our treatment of yellow page
advertising revemues in Application No. 55214.

53. The staff's proposal of an upward revenue adjustment for
discounts to management employees is unreasonable and should not be
adopted; however, the subject of employee discounts should be
investigated in Pacific's mext rate proceeding, and Pacific should be
orcered to file a tariff declaratory of current discount policies.

Rate Base (Including Workine Cash Allowance) V/
S4. Pacific should be ordered, prospectively, to stop capitalizing
interest and taxes on land upon which plant is being comstructed and
to hold such land in Account 100.3 (for future use) until the comstruction
is completed, at which time it should be transferred directly into
Account 100.1 (zelephonme plant in service). A retroactive applicatioa
of this method is unreasonable.
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55. The deduction from rate base for termination of subscriétion
television should remain in effect for two years after the expiration
of the test period in this proceeding.

56. The staff's West Valley Coaxial cable plant adjustment to
rate base is reasonable.

57. The staff's proposed accounting and rate base treatment of
telephone plant wnich is the subject of inventory loss is reasonabie.

58. An 8% percent rate for AFDC is reasonable.

59. The staff's recommendations concerming mew accounting treatment
for canceied projects are unreasonable.

60. The company's proposed new depreciation rates (Exhibit 187)
2re reasonable and should be adopted as of Januwary 1, 1976.

61l. The staff's methods of computing weighted plant additions and
plant retirements are reasonable.

62. The staff's recalculation of Pacific's estimate of working
cash allowance is reasonable.

' Taxes and Related Issues

63. Rates herein should be calculated on a2 full normalization
basis, subject to refund, pending the disposition of ratemaking treatment
for federal income taxes in another procecding.

64. The staff development of CCFT, both for the estimation of the
tax, and for the computation of the net-to-gross multiplier, is
reasonable. ;

65. Staff witness Amaroli's treatment of the accrued vacation
pay adjustment is reasonable. .

66. The staff's treatment of the accrued vacation pay adjustment
is reasonable.

67. The staff's .950 percent rate for uncollectibles is reasonable.

68. A 48 percent rate for Pacific's federal income tax is
reasonable.

Other Estimates and Adjustments
69. A met-to-gross multiplier of 1.966 is reasonable.
70. For this decision, and pending further hearings and study,
the Ozark separations formula for allocating plant between Intrastate
and interstate operations should continue in use.

~154-
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71. 3Based upon the above findings and the adopted results of
.:pc:at:’.ons, the addicional revenue necessary Lo produce & rate of
return of 8.85 percent on rate basc Is as follows: ‘
Rate of return authorized in D.33162 8.85%
te of return adjustment in D.8§5593 5.0C7%
Adjusted authorized rate of returm 8.843%
Rate of returm at preseat rates 8.727.
Increase in rate of return required 0.123%
Adopted rate base $5;30A,821,00Q ,
Net revenue increase $ 6,525,000
Net-to-gross multiplier 1.966
Gross revenue increase $ 12,800,000
Settlement provision ($1,900,000)

(The total settlement provision includes an approximate
$1,700,000 reduction for General Telephome Company, an
approximate $100,000 reduction for Continental Telephone
Conpany, and the effect on other companies combined is
an approximate $100,000 reductiorn.)

Gross billing increase required $ 10,900,000
® ( ) = negative figure

. Rate Design

72. For the totel rate relief found reasonable, basic residential
rates snould remair unchanged.

73. Basic metropolitan business rates should be reduced by 50
cents per month (with similar minor reductions in other business line
charges) to partially compensate for the impact of SMRT; basic rural
business rates should rezain unchanged, and foreign exchange rates
should not be changed.

74. The staff's proposed short distance toll rate reductions are
reasonable and should be adopted. ‘ |

75. Pending further study of Centrex rates in Case No. 10191,
Centrex rates should remain unchanged.

76. For this level of total rate relief, the rates for voice grade
local private line loops should remain umchanged.
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77. A 3.3 percent raise in XIS rates is appropriate for total
rate relief at this level.

78. Mobile telephone rates should be revised as discussed herein.
Pacific should be ordered to counvert mobile service to IMIS, as further
set out in the order.

79. Much of the equipment used for TAS is obsolete.

80. Repair and maintenance of TAS equipment is inadequate.

8l. Because of the condition of TAS equipment and inadequacy of
repair and maintenance for TAS, and also because of the amount of total
relief awarded, an appropriate TAS rate increase in the 19 percent range
is appropriate. _

82. Pacific should be ordered to update TAS equipment and improve
repeir and maintenance foxr TAS. '

83. Pacific's proposed restructuring of NAG-09 PBX rates is
inappropriate. It is reasonable to raise present NA4L-09 rates
approximately seven percent.

. 84. S5-MMU tariffs should be canceled.
85. The staff's recommendation concerning Pacific’'s response to

trouble reports on customer-provided terminal equipment should not be ‘//

adopted, but Pacific should circulate a reminder on proper practice to
repair personnel.

85.2a. Certain visit charges for customer brovided equipment should
be increased.

85.b. Rates and charges for certain miscellaneous equipment and
sexvice connection move and changes should be increased.

86. We find that a reasonable rate spread for this proceeding, and
for the total rate relief awarded, (with rates subject to refund because
of certain outstanding issues as discussed in the opinion section of
this decision) is as set forth in the table in the rate design portion
of the discussion section of this decision (mimeo. p. 133). Such rate

spread zives adequate weight to anticompetiﬁive factors (see discussion,
mimeo. p. 132). '
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Sexrvice Issues

87. Tariff reductions instituted in our third interim order herein
(Decision No. 86593 cated November 2, 1976) should remain in force
pending our further order.

88. Use of the directory assistance recoxding should continue.

89. Pacific should continue with the program for establishing
locations for over-the-counter payment of telephone bills outlized in
Exhidbit 47 and essociated testimony, and should attempt to establish
one such location in San Francisco's Portola district.  Pacific's
“"average family income"™ criteria for establishing such payment locations
should be periodically revised to take inflatiomary factors into account.

90. The request for relief from SMRT on the part of organizations
furnishing telephone sexrvice for the deaf is reasonable. Such services |
should be allowed to subscribe to untimed business message rate lines
equal to the mumber of active teletype machines used in each business
location to send messages to the deaf, as provided in Appendix B.

91. Pacific should submit to us & study on possible installation
of OCMS in Sonoma County.

92. In its next rate increase application, Pacific shall submit
a survey of its progressive maintenance program to replace old rural
cable, in accordance with our discusion herein (mimeo. p. 141-142).

93. It is not reasonable to order old rural teleptone plant, not
the property of Pacific and not installed by Pacific, to be removed at
Pacific's expense.

94. Pacific should be ordered to file a supplementary report ou
sexvice outages in San Luis Obispo County and general service problems
at Camp Roberts within six months of the effective date of this oxrder.

95. The service recommendations of the staff in Exhibdit 167 should
be adopted subject to our comments in the discussion section on this
subject (mimeo. p. 144-145). '
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96. Pacific should furnish a residential customer with an itemized
breakdown of the cost of optional equipment ordered by the customer at
the time the order is taken.

97. Tariff reductions to Schedule 28~T ordered by our previous
decisions herein shall remain in effect until our further order.
Conclusions

1. The application should be granted to the extent set forth
in the orxdex and in all other respects denied.

2. The effective date of this order should be the date on which
it is signed because:

a. There is an immediate nced for modifying
monitoring practices as set forth herein;

5. This case has included more than the usual
numnber of complex issues and has therefore
been before us for a greater amount of time
than is usual for this type of proceeding;
thereforec, there is need for immediate rate
relief (subject to refumd).

IT IS ORDERZD that:

1. The Pacific Telephone and Telegraph Company (Pacific), and
all other telephone corporations which are respondents hereto and which
exploy supervisory or administrative monitoring without giving notice
thereof at the time of such monitoring by one of the methods provided
by our previous orders on this subject, shall primt, in each directory
on the same page on which the index begins, a boxed notice printed in
at least ten points boldface type, to read as follows:

f
|
|
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NOTICE CONCERNING MONITORING

For trainin% and quality control purposes,
a sampling of telephone calls (one percent

or less of operator-assisted or directory
assistance calls) between telephone company
employees and customers are monitored, without
notice to the customer or the employee, by
supervisory or management personnel. No
recording of the call is made. CALLS

BETWEEN CUSTOMERS ARE NOT MONITORED FOR

THIS PURPOSE, or for any purpose without

the use of an automatic tone warning, except
when required by law enforcement and national
defense agencies, pursuant to law and umder
legal safceguards. If you have any questions
concerning monitoring, please contact your
service representative.

Pacific, and other respondents employing supervisory or
administrative monitoring shall, prior to April 1, 1978, and a:
reasonable intervals thereafter, include with its bills a notice
briefly describing such monitoring and its purposes.

2. The use of unauthorized de facto traffic instructions
shall cease forthwith. Pacific shall augment training of
supcrvisors and appropriate managerial persomnel to assure
compliance with ecempany traffic instructions and any appropriate
oxders or rules of this Commission. Such training shall include:

a. Instructions or material to insure all
supervisory and appropriate managerial
personnel understand and correctly interpret
ofiicial instructions relating to cmergency
calls;

Instructions or material to insure that
all supervisory and appropriate managerial
persomnel] correctly apply official
instructions relating to waitiag time on
operator-assisted calls;
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¢. A specific admonition that managerial and
supervisory personnel shall not attempt to
improve che quantitative performance of
traffic personnel by the de facto adoption
and enforcement of unauthorized traffic
instructions.

3. Company traffic instructions concerning waiting time on
operator-assisted calls shall be clarified.

4. Within six months of the effective date of this oxder,
Pacific shall adopt a checklist form for a supervisor's use during
supervisory monitoring.

5. Pacific is authorized to file with this Commission, not
less than five days after the effective date of this owxder and in
conformity with General Oxdexr No. 96-A, revised tariff schedules
with rates, charges, and conditions modified as set forth in
Appendix B. The effective date of the revised tariff schedules
shall be five days after the date of £iling. The revised tarifs
schedules shall apply orly to service remdered on or after the
effective date of these taxiffs.
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6. The rates established by this order shall be subject to
refund for the reasons set forth in this opinion, with interest
at seven percent a year from the date of collection. Pacific shall
mxintain such books and records as are necessary to detemmine the
cifference between the rates escablished and any other rates which
noy be established by further order.

7. In Pacific's next rate increcase application, it shall
provide the Commission with the accounting information for
advertising described herein (mimeco. pp. 68-69), and shall furnish
the Commission with reasonably current information on the value of
yeliow page acvertising.

8. Pacific, the staff, and appropriate representatives of
law firms shall, prior to the next Pacific rate increase
application, consult on the detail of legal expense which should be
- made available for our purposes in a rate procceding.

9. In €uture rate applications, Pacific shall submit, as part
of its direct showing, a complete breakdown of Business Information
System expenditures and claimed cost savings.

10. Clearing accounts shall be treated as recommended in
Exhibit 174. |

11l. Pacific shall file a revised Tariff Schedule 42-T, which
will set forth in proper tariff form the employee discount practices
ceseribed in Exhibit 112 in Application No. 55214, and incorporating
any changes since that exhibit was vrepared.

12. Imnterest and taxes on land shall be treated for accounting
purposes as set forth in Finding 54. -

13. Pacific is authorized to continue use of its directory
assistance recording.

14. Pacific shall continue its prograxm for cstablishing
locations for over-the-counter payment of teclephone bills, as set
forth in Finding 89. Pacific shall attempt to establish such a
location in the Portola district of San Francisco. Pacific's "average
family income"™ criteria for establishing such payment agencies shall
be periodically revised to take inflationmary factors into account.

-161-
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15. Within six months of the effective date of this oxder,
Pacific shall submit to this Commission a study on the installation
of Optional Calling Measured Service for Sonmoma County. The study
shall include the necessary information on demand for this type of
sexvice over various routes from and to various locations.
16. Pacific shall submit, in its next rate increase applicationm,
a comprehensive survey of its progressive maintenance program to
eliminate old rural cable, in accordance with the discussion on this
subject (mimeo. pp. 141-142).
17. Within six months of the effective date of this order, v
Pacific shall file a supplementary report on service outages in San
Luis Obispo County and the service problems at Camp Roberts.
18. The staff's service recommendations in Exhibit 167 are adopted, v
subject to our comwents in the discussion section on this subject
(mimeo. pp. 144-145).
19. Within twenty-four months of the effective date of this v///
order, Pacific shall replace its existing manually operated mobile
systems with IMIS. Service to existing mobile stations not equipped
for IMIS shall be terminated thirty-six months after the effective
date of this oxder. Within sixty days of such effective date, Pacific
shall notify its mobile service customers of such conversion.




A.55492, C.10001 k= *

20. Pacific shall furnish residential customers with itemized
breakdowns of the cost of optiomal equipment ordered by such customers
at the time the order is taken.

The effective date of this order is the date hereof.

Dated at San Francisco , California, this /343
day of _ DECEMBER | 1979,

v

Db B Frinill,

-~ President

Commissioner William Symozs, JTw

Present but mot participatiag.




A.55452, €.10001 dz
. : APPENDIX A

LIST OF APPEARANCES

Applicant and Respondent: Milton J. Morris and B. Haven Walling,
égtorneys at Law, for The Paciric lelephonc and leclegraph
wpany. ,

Respondents and Interested Parties: A. M. Hart and H. Ralph
Snyder, Jr., Attorneys at Law, fcr General Telephome Company;
Ricnard S. Kopf, Attomey at Law, for Southern Pacific
Communications Co.; R. C. Brown, for California Independent
Telephone Association; Lessing E. Gold, Attormey at Law,
for Western Burglar and Fire Alarm Association; Ann Murphv,
Attorney at Law, and Sylvia Siegel for Toward Utility E%ce
Normalization; David M."Wilson, Attorney at Law, for Allied
Telephone Companizs Association; Martin J. Rosen, Attorney
at Law, for Telecor, Inc.; Boris H. Lakusta ana David J.
Marchant, Attorneys at Law, for California Hotel and Motel
Assoclation; Paul Alexander, Attormey at Law, for Citizens
Utilities Cozmpany; Ronald L. Bauer, Attormey at Law, for
Telephone Answering Service Committee; Charlotte G. Hamaker,
for Santa Clara Valley Coalition; Willi3m L. Knecht, Attozney
at Law, for Californmia Farm Bureau rederacion; Allen B. Wagner,
Attorney at Law, for the Regents of the University of California;
Gordon E. Davis and William E. Booth, Attormeys at Law, for
California Retallers Association and Califormia Manufacturers
Association; Burt Wilson and Herman Mulman, for Campaign Against
Utilicy Sexvice Exploitation; David L. Wilner, for Consumers
Lobby Against Monopolies: Joel Effronm, for scott-Buttner
Communications, Inc.; Alic€ Fornia, tor San Francisco Chapter,
National Federation of thé Blind; Joseph Garcia, Attorney at
Law, for State Department of Consumer Arfairs; Arthur S. Eecht,
for Sunset-Parkside Education and Action CommitTtee; Alexander
Larkin, for Communities of the Outer Mission Organization;
Leonard L. Snaider, Attorney at Law, and Manucl Kroman, for the
City of Los Angelcs; Robert Laughead, for the City and County
of San Francisco; John W. Witt and Willfiam S. Sha%fran, Attorneys
at Law, for the City of San Diego; Dina G. Beawmont, ror
Communications Workers of America, District Eieven; James B.
Booe, for Commmications Workers of America, District Nime; and
John L. Mathews, Attoraey at Law, for Gemeral Services :
Acministration.

Commission Staff: Ira R. Alderson, Attormey at Law, and James G.
Shields.
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APPENDIX B
Page 1 of 6

Rates = The Pacific Telephone and Telegraph Company

The rates, charges, and conditions of The Pacific Telephone
and Telegraph Company are changed as set forth {n this appendix.

SCHEDULE CAL, P, U, C, NO, 4=T -~ INDIVIDUAL AND PARTY LINE SERVICE and
SCHEDULE CAL, P,T,C, NO, 13-T -~ PRX TRUNK LINE SERVICE

Metropolitan Ixtended Area Exchanges (Los Angeles, Orange County,
Sacramento, San Diego, San Franmcisco-East Bay):

Sysiness Service Message Rote poer Month
Individual Line $7.00 (80)
PBX Trunk 3.50 '
Semi=public Coin 7.00

Forcign Exchange Service==No change in rates.

Sorvico for the Deaf

Business organizations which transmit messages for the deaf may
subseribe o untimed business message rate individual lines and/or PBX trunks
up to the number of active teletype uvachines at cach business location equipped
for sending messages 50 the deaf, Such businesses must furnish evidence
of scrving the deaf in order to qualify for untimed serviece.

SCHEDULE CAL, P, U C NO, =T - MESSAGE UNTT SERVICE

Schedule shall be so modified as zo conver: 5 message uait rouzes o
message toll routes. Schedule Cal. P.T.C, No. 53-T shall be appropriately
modified to accommodate this change.

SCHEDULE CAL, P U, C, NO, 12=T = PRIVATE BRANCH EXCHANGE SERVICE

Schedule shall be modified to include a 7% surcharge in addition to the
existing 157% surcharge on rates and charges for NAL=09 PBX service.

DIPMENT SERVICE

Schedule shall be modified as proposed in Exhibit No. 167, Appendix A,
cxeept rates and charges shall be as follows:

Iren Irsrallstion Charee Monthly Rage
Scations:
Non=button $ 18.00 $ 1.25
COM PAX I 20.00 1.75
COM PAK II 27.00 3.00
COM PAK III 45.00 6.50
COM PAE IV 55.00 7.25
COM PAX V 80.00 e.75
COM PAX VI 330.00 45,00
COM PAX VII 400,00 55.00
COM PAX VIII 500.00 65.00
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APPENDIX B
Page 2 o£ 6

SCEEDULE CAL, P U, C, NO, 22-T - KEY EQUIPMENT SERVICE (Cont )

izg~ Installorion Choree Mﬁﬂth!\" Rage

Line Feature:
Line equipment $12.00 $2.60

Intercommuinications Arrancementas
Single talking path manual 10,00 1.55
Single talking path dial selective
First 9 station codes 50.00 6.45
Each add'l station code  18.00 1.35

S e e -

SCHEDULE CAL, P,U.L, Nos, 22=T. 32=T and R3=T = WEY, SUPPLEMENTAL AND
SPECTAL ASSEMELIES OF ETOULPMENT

Schedules shall be modified as proposed in Exhibit No. 167, Appendix E. -

SCHEDULE CAL, P, U, C, 1O, 28-T - SERVICE CONNECTIONS AND MOVE AXD
CHANGE CHARGES

Schedule shall be modified as proposed in Exhibit No, 167; pages 2=2
through 2=4, except charges for the following items shall be as set
forth below: '

. _ Chonge Location Charge
COM PAK II $26.00

COX PAX IIX 40.00
COM PAK IV ‘ 50.00

SCHEDULE CAL, 2, U, C, NO, 36=T, RULZ No, 6 = ESTABLISHMENT AND
REESTABLISHMENT OF CREDIT

Schedule shall be modifLed to include provision that all customers be
informed of allowed credit limit and changes in credit limit be come
municoted im writing as proposed in Exhibit No. 167, page 2-12,
paragraph S2.

SCHEDULE CAL, P, U, C, NO_ 36-T, Rule No, 11 = DISCONTTNUANCE AND
RESTORATION OF SERRVICE

Schedule shall be modificd as oroposed in Exhibit No. 167, page 2-12,
paragraph 53.

SCREDULE CAL, P,C,C, N0, 36=T, Rule No, 12 ~ OPTIONAL RATES AND INFOR-
MATION TO BE PROVIDED THE PUBLIC

Schedule sholl be modified 2s proposed in Exhibit No. 167, page‘z-xz.

paragraph 50, Modification shall be applicablic only to residential
customers.,
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SCHADULE CAL. P.U,C, No, 41T ~ MOBTLE TZLEPHONE SERVICE

Ratas and Char~as
Preo- INTS.
I¥TS Interin
Rates Rasocw

Each Dnede Searyice :
“on Reeurring Charge 4 $35.00 $35.00
Lach Service per Month“-35 Mis 15,00 15.00

-150 M- 18.900 18.00
~450 YX~ 12,00 12.0C

Radio Lint Charpe -
Poy Minn=e or Froccion « A{w timn
Home Aven Mobites = Dialed
On Peoleé = izz Min.
- Next 4 mia, per min,
-~ Over 5 min, ner aoin,
0L Prakiia 1st Min,
- Xext 4 ninm, sor min,
= Over 5 min, per nmin.

Foreisn Apea Mobfles (Rormeys) Dinled
ALl Hours -~ 152 5 min, pey nin.
= Over 5 min, per oin,

Operaror Handlod Calls
On Pca}# = 1st Min.
= Next & oin, per nmin,
~ Over 5 ain, pcr win.
Q£ PoakMfl= 1lst Min.
= Next &4 min, per win.
« Qver 5 min, per win,

Rates apply upon conversion to IMIS,
Rates apply three years after notice Lo customers.
Peak rates apply 8 AM to § PM daily eoxeept saturdays,
Sundays, and Holidays.
Oflfancak rates apply & PM to & AM daily olus oll dav
Saturdays. Sundays anu lolidoys,
The message a2llowance in the monthly rate is discontinued.
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. SCREDULE CAL, P,U,C, Yo, 53-T - MESSAGE TOLL SERVICE

Iaitial Period leach Additional Minute
m |
Station I Person It
Dial | Coin ! Omerseerh IA11l Classes of Servise
i in. 1l Mi ; . vy o i
Rate A ¥ia. R x%“‘?%_h*n'{b ¥in. = All Days = All Houzs ﬁ {;
Mileage ! Dav 1 Zveningilkizht | K

] i Dav ; Evenine  Wiche

li o ‘
0 - 8 $0.10 $50.08. |$0.06 $0.20 $0.62 §1.22 IS'J).O‘.‘r $0.04 $0.03
9~ 12 .10 .03 .06 .20 CL62 1.22 .06 .04 03
13- 16 .23 211 .09 .25 .59 .C8 07 05

17 - 20 .16 .14 .12 =33 .76 b L0 b 09 08
21 - 25 .19 .16 .15 .0 .83 4 .12 11 20
26 - 30 -22 -18 017 -"’05 -8‘8 -:3 .1'2 -:.1

21 40 .25 .21 .19 -50 .33
4l 30 .28 .23 .19 .98
51 70 .31 .25 .19 1.05

.14 13 12
.15 14 .12
01 - .15 -l: !

I AN ol o
[ I

71 50 .36 27 .19 .12
91 - 110 .37 .2 .19 bl
111 - 130 .40 .31 .19 .24

.19 -6
.21 A7
.22 .18

.
RIN K88

.. 150 .43 .32 .20 1.31
151 = 1701 .45 32 .20 1.37
171 - 195y .&7 .32 .20 L.43

.24 .19
.26 .18
.28 .19

N S S
1] .

O W W

(C R B

196 - 220 .49 .20 ' 1.49
221 - 245 .51 .20 « 1.55
246 = 270 .53 .20 7 1.61

-30*' 020
.32 .20

, bed
- -
'

AR
RE3

271 - 300 .55 .21 - 1.5 .35 .21
301 - 320 .57 .21 1 1.72 g .21
33L - 360 .59 .21 - 1.77 ' -39 <22

361 - 430 .61 .21 b 1.83 St .24
431 - 510 .64 .21 1.90 25
3511 - 590 .66 2 .96 ‘ 24

Over 590 .67 1 1 2.0% o .24,
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SCHEDULE CAL, P2, T,C, Wo, 100-T ~ TELEPHONE ANSWERTNG SERVICE

Schedule sholl be modified as proposed in Exhibit No. 167. Appendix D,
as asmended by Exhidit No. 223, except monthly rates shall de as set
forth below:

Ison USOC Monthly Rate

CORD=-QOPERATED EQUIPMENT
Type A Equipment

Each non=multiple position
Jack equip.=5 add'l. trunks
Each add’l. cord pair
Jack equip.-terminating lines
direct wire termination
from identifier unic
strip - 10 jacks
strip -~ 20 jacks
Add'l. appesrances cquip.,

Type E Equipment

Zach non-multiple position
80 lines or less
81 to 120 lines
Key shelf extension
Pilot lamp
Position splitting arrangement
Seeretarial line jacks

Type A and Type B Equipment

Posizion grouping
Assistonce jacks
Attendant circuit coxteaded
to key set
£irst extension
cach add'l, extension
Lamp test equipwment
Interposition trunk, ecach
Add'1l, appeazances equip.
station line jacks
trunk, tie, private line jacks
Bartery Power Plonc

CONCENTRATOR-IDENTIFIER EQUIDNENT
Systems installed before 8/17/64
Systems {nstalled on or after
3/17/64

Concentrator unit-independent
cxeh,

Identificr unit-independent exch.

OCCASTIONAL SERVICZ EQUYP.
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. SCHEDULE CAL, P,U,C, Yo, 135-T - CONNECTIONS OF CUSTOMER=-PROVIDED
. EQUIPMENT AND SYSTEMS

Schedule shall be modificd as proposed inm Exhibit No, 31, page 110.




