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Investigation on the Commission's own %
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Investigation on the Commission's own , :
motion into the effect of the enactment L R
of the Revenue Act of 1978 on the rates ) . 0II No. 33 . -
of the California public utilities and (Filed December 12, 1978).

an

transportation companies subject to the )
ratemaking power of the Commission named)
in Appendices A and B attached hereto.

(Appearances afe listed‘in.Appendifo.)_""




| . A.58223 et al. dz/ks

TABLE OF CONTENTS

Subjec ‘ ‘ | -~ Page No.‘q“
GENERAL ...........;.......,........;..;;......,...., 2
- Procedural Backgroumd ........... feeeeeeienen e
Synopsis of Decision . ' :
Legal Principles ceccrnccccrvencicdnnniinnecssnnnsens
' ALJ 'S Rulings ...... .».....,....,.....;.;r 11

RATE OF RETURN .ceuevnencncoacnaconnosnnns SRS v 2
Present Authorized Rate of Return ......ccone.e. | 17
Adopted Authorized Rate of Retum ...................f 17
Pacific . : : ' : coserrees 17
Staff ....... ceeeneen. feeteesessentetiiesennnnaanees 26 -
CITIES weevccvnnnnnnns N ST - L
County of Los Angeles cesen .........................."\ 30 -
General Services AJmIniStration ........ceiveeesnesess 300
Toward Utility Rate Nermalization ......... . 31
California Association of Utility Shareholders ...... 31
California Interconnect Association .. vesenenses 327
Discussion .ceveercnncnnn cescodnmnnsanarenran ....;.;.‘ 532 
Adopted Rate of Return = Table I -..eeeeviiniiiinnnnn "ﬁ35f'
REVENUES ..vcvcevroncncencn .. ceeeeaean S
Revenue Estimates for the Test Year ' .

Adopted Intrastate Operating,Revenues e .....;‘

Swmary of Earnings = Table II ..ececemuuereeerennuin. 7 40

OPERATING EXPENSES ;..,..;-;---......................',3
Current Maintenance ..........'...“.. | .
Basic- Estunates crhevemsmteiaccsnnnares
Electric Power Adjustment . e
Phone Center Adjustment cescsescesansancsrsrsnne




-

Subject - ‘
Main Frame Adjustment ....... ....;.......;..;..

Western Electric Adjustment cemsrermanseasaease
Depreciation Expense ...... Geverremotrasrmurrrrcon e
Traffic EXPENnSe vovevceeevsnsncenenn ceceasaens '...;.}.

General Traffic Supervision | |

Subaccounts 621-11 and 31 - GA .

Subaccounts 621-11 21, and 31 - No. Region‘...

Subaccounts 621-15 16, 35, and 36 ....-....;..

Subaccounts 621-25 and 26 -~ No. Region ceerenen

Subaccounts 621~35 and 36 ' e

Subaccounts 621-15 and 16 ~ No. Region tesrecea

Transfer to Comstruction - Account 621 cecviiuen

Network.Admrnistrators cresecccasasaranne eeene ..

Operators' Wages ..............................} ‘

Network‘Administration cresesssesanaa coreereane

Records Clerical ......o.een.. eesernn cerereenen

Intercept Records ‘ '_”' .

Transfer to'Constructlon:- Account 626 ....n...

Wage Overlay .................................;, '

Lunchroom ‘ : , : .-

Operator Training ...o..e...... PRI

Printing and House Services ......;.}..;.f.-.Q.?]

Miscellaneous ...eeeeenecenens e P el

Service InsPection and Customer Instruction .

Subaccounts 622-21, 26, 31, and 36

Wage Overlay Adjustment '

Automated Coin Telephone Service
Commercial Expense . _ ..

Advertising .

Phone Center ‘




A.58223 et al. dz

Subject j | T Page No.
Service Information ....................;...,.. U6k
Bullding SIZAS weeveressecrronsencasronnasnaves 66
Automated Dialer ....;..........., ...... .........;_ 66
The System is the Solution ....................' 66
Long Distance ...c.cvcccnceccteccancencecennnes 67
National Residential Ad Ceeeens ceeraticnesnenns 68
Salaries .....ceieiierieioiinann o . 68
Directory‘Assistance ceevasanonane -;;;.-.......ﬁf ”69 '
OtheTr .c.ceevenn tedaecteeeseeeeiiiee. 69
Phone Power Program ...,g;.....,;..............7 "69ﬁ[
General .....;.........;..........;.;..........; 70
Local Commercial Operations B [
COMPULEY OULPUL .« - everelennnennsionnonnnnnanes 710
Business Office ........;...w.......;.......... 7L
Automated Payment .....ceeevevecnccnccnecsreees | 72;  ‘
Phone Center StOXes .......cevceveenne. ,........‘  72
Centralization, Residential Service Center ceen 73
Directory ..... e S <
National Yellow Pages ......ceeeeeermseenecnsas 73
Page Design ....-..............................f ,741*.]
PRoto CompoSition «..eevevercevcnns ceecerirenes Ta
Mechanization ....-........;................-.,*f 75
TELeProcesSing +.eeveeeveerenrenneoneoasesoones 751

Balance General Office ................-...;........7'V 78
Law DEPALLWEDE vrvveenrvoresennnnentsnonnnrsres © T8
Antitrust Activity .. PRI .- S
Citizenship Actrvmties .....;..;...-;..,; ..l  ~f"7Qﬂ'
Abandoned Projects P AP 80..
PBX INVENLOLY weoeevoeenn eerinrevieiecaneeseds | 8L
Treasury Department -..;;...,..................'."SIf“




: . A.58223 et al. dz /ks

Subject - '~ Page No.'
Legislative Advocacy, Managers Visits ‘ R
Other General Office ........c.ceeiviviacccnn. 81
Operating Rents . 83
General Services and Licenses ..... eeevesenan S - T
Adopted License Contract Expense - Table IIT ...ve..n 85
Tax Calculation - Table IV .. . - e - 86
Balance of -Othexr Operating‘Expenses cereeeenaie 87
Dues and Donations : . _ ig_h 87«t‘
Insurance S '7« e §” f:f8$““
Charged to Construction SRR - - S
Relief and Pensiems ..... ¥ ceieena. 88
- Pension Fund Interest Rate ASSumptlon eieeerees 89
Dental Plan . | . eu e 92
Extraordinary Medical Expense e . 93
Basic Medical Insurance ...... S X S
Group Life INSUXANCE .cvevevnevevennn cenen ciese. 93
Special MbdicalvExpenseﬂ eeeene. - .~ 93

: 9%
Ad Valorem Taxes | e ER DU TA
Payroll Taxes' ....-...-..................;........... ,941"; S
State and Local Taxes .......cece.. -.;.,........-g;... :‘:95*"~;”*1‘ '
Removal Expense Estimate . . ‘ ‘ 'V‘ 95*»
Liberalized Tax Depreciatzon : ‘ beseneas’ 95
Investment Credit emees e - 96
Interest Allocated from.American cewusoos e }-;b-.- 96
Fixed ChargeS ....ecceeerveereecccaioncscnncennnannee 96
California Corporation Franchise TaX .......... cevees 97
Federal Income Tax and Deferred Tax Reserve ceevrenss 98
Normalization and Rateable Flow-through ceeeenens 99




' A.58223 et al. dz/ks

Subject | I Page No«."l‘~'f-f B
Order xnscicuzing,Invescxgation Now 33 tovvniennenane 100
Order Imstituting Investigation No. 19 101
Disallowed Deductions ~ Tax EffeCt sececeeoscenons. Ze. 102

S 103 .
Tglephone Plant in Semce .-v--etoo-lo.n.;.....‘ ------ —;l 103‘
Property Held for Future Use . ' : v103:

Interest During Construction (IDC) and 'I‘axes on Land §
During CONSTIUCTION eececrcrcrrncnennneconecsoncncn 104

Federal Energy Regulatory Coumiss:'.on (FERC). = 'I.DC o
Rate Calculation Formula. cecsemmccsanrereseesananss 105

Plant VeI“iflcatlon svsasss e 105» o

..‘ﬁ......'-.-..‘..-..I.‘-.

Depreclatlon Resewe .‘;.-'.....“A'......-.‘..‘.‘...f..' 106,.‘

Working Cash ....................5.;-..;;.;g.;,.,,e;;' 107
Materials and SupplieS ......e..... .‘.'...;";‘.;...‘..‘.'."".,.v 1077
Transfer of Circuit Padc Costs to Materials and
Supplies ..........................................g 107
RATE DESIGN ..........................;..............g'.109;g* x
INETOGUCELON +vvnnanreeeronennnntenieerntieiee et eaes 109 -
Residence Lifeline Service .......cce..... e, 100
Message Toll Service ....ecccievennccences ceen ceesves 112
Single Message Rate ’r:.m:‘.ng Implementat:.on .o cesesaben 113
Extended Area Service ........ eeeeverenonnna, seseans 113
Sexrvice Comnection Charges | . 116
Zone Usage Measurement Plan | \ 118
Rate Offsets for the Independents ............... wed. 127
Other Independents \ .. 127
Competitive Items of Terminal Equipment - 129
Extensions, Premfium Sets, and’ Ins:tde W:Lring . o 133
Key ‘relephone Service ...... ceseereanaes mecceeceven .. 135 |
Foreign Exchange Service .........ceeeeiveeraivensaee. 137




A.58223 et al. dz

Subject .

Expanded Measured Service PLan .......eeevevensaccas
Optional Calling Measured Service ‘ |
Optional Residence Telephone Service
Measured Foreign Exchange Services ....... eeee ceeeee
SG-1/SG-1A Studfes -...eeceueaennnn. eeeeeeateeeenaans
Private Line Services ...... ceeanene R |
Mileage ChATEES cvcevvnenrcncnenneneonnnnnesonannane
Summary of Adopted Rates and Charges ' PP
Services for Persons With Speech or Hearing

Impai.rments or Other Handicaps .
SERVICE ISSUES
Installation Commitments - Blocked Address Program. .
Trouble Reports in Los Angeles
Business O0ffice Accessibility
Trouble Report Clearing Time
Network Performance ' _ meeed ‘
Phone Center. Wait:.ng ‘r:f.me ...‘..,.‘. B R S
Held OXders w.eeeereeccna-n. e,

OTHER ISSUES +...coneen. Ceeenneennnes reenieenasue.
Separations eeaeea .. ' o
Management Audit ...... ceoe .o
Pacific's Cost of Service Studies :... . _
Pending Motions .......... cesemeseccsnnnaccsnn ..ﬁ....‘
Findings of Fact - Results of Operations ........... 77 R
Findings of Fact - Rate Design and Other Issues ;-..; | s . )
" Conclusions-of Law ‘."':';W."'...‘..;..".. ‘ L. 208

RR Y

ORDm ...\.......'-’...v.-. L R A R R R R R O

APPENDIX A - List of Appeararx‘ces‘
APPENDIX B - Pacific's Tariffs
'APPENDIX C - General's Tariffs




A.58223 et al. ks

OPIN I 0 N

Procedural Background

On January 19, 1978, The Pacific Telephone and Telegraph
Company (Pacific) tendered for filing its "Notice Of Intenmaon To -
File Application For General Rate Increase" with’ this Commisszon.“
This Notice of Intention was not accepted as complete by the Commassmon
staff uatil May 15, 1978. On July 1Ly 1978, Pacific's "Application -
Tor General Rate Increase”s Application No. 58223, was, filed wmth
vhe Commission. This applmcacmon.seeks authormzataon for a
general rate in¢rease to produce additional annual revenues in the
amount of approximately $470,000 OOO,with an zncrease 1n Pacific's
authorized rate of return to 10.7 percenc.

The application indicated in’ summary form the following
reasons for the rate increase:

"The above=described incereases are necessary
because Pacific's presently authorized rate
of return is far too low to be reasonable in .
light of Pacific's current and future financial.
and business risks and because Pacific has a .
pressing need to raise an unprecedented amounx
of capital to support its construction program
for the future. The present rates, if continued
through the 1979 test period, will produce a
realized rate of return substantially below -
that which is presently authorized by the
Commission and will significantly Jeopardize
Paclfzc s ability to attract znvestors.
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- "Such increases are also required because of
the continuing inflationary pressures which
are causing Pacific's operating expenses
to rise in amounts disproportionate to
increases in operating revenues. The rate
increases are further necessary to allow
Pacific %o continue to implement its plant
modernization programs which will enable
Pacific to provide better and more econom-
ical service to its customers.'

The application was based on a test year of Jéﬁuary‘l,‘
1979 through December 31, 1979.
Order Instltutlng‘Invest;gation No. 2L (OII No. 21) was
filed July 25, 1978 and consolidated for hear;ng with Appl;catlon ‘
No. 58223. Duly noticed public nearlngs.were held" before AdmlnmstratlveE ‘
Law Judge Orville I. Wnght. o ,';, SRR L
Pursuant to the schedule, the staff leed 1ts prepared
testimony and exhibits on September 15, 1978.‘ The. net effect of
the staff recommendations, if adopted, would result im a rate
decrease of approximately $23h million annually. The' scOpe of
OII No. 21 would allow for rates %o be. reduced 1n these consol—.
idated proceedlngs. | o ' o




f

A.58223 et al. ks

Following a prehearing conference on July 21, 1978
hearzngs to receive public witness: testimony were held‘:n.varzous'
locations around the State durzng,August and early September. Ongv
September 26, 1978, Pacific began presenting,its rate of '
return testimony, followed by the staff and other parties. ‘The
record on rate of return was closed and the issues submztted for
briefing on October 25, 1978. Pursuant to- the schedule ordered ,
by the ALJ, opening briefs on rate of return were filed on January 2,\"
1979. Replies to the rate of’return issue were 1ncluded in the e
reply briefs on the main case due March 9, 1979. Following_completlon
of the rate of return lssue, hearings continued on an intensive
schedule. After 58 days of hearings, lh9 exhibits, 68 items by
reference, and 6,083 pages of transcript, hearings ‘were concluded on
January 11, 1979. -Concurrent opening briefs were due no later than
February 23, 1979, ard concurrent reply briefs were due no later-than
March 9 1979, at which time the matters stood subm;tted.-y.
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Syggpsis of Decision j - , :

This decision and order reduces Pacific s gross revenues
by $42.2 million per annun in proceedings wherein Pacific requested:‘ o
an increase in annual revenues of SA"O million and staff recommended{“ |
a decrease of $234 million. ~ : ,

We find-Pacific's allegations in ics application that its B
current rate of return of 8.85 percent is too low to‘enable it to
raise capital in the competitive market to support its construction o
and modernization programs in. California to be true- ‘We.Increase
its rate of return to 9.73 percent, yielding a permissible share- f ‘
holders' return on investment of 12.25 percent and increasing gross ‘
revenues by $113.6 million. . ' :

We find Pacific's allegations in its appiication that
continuing inflationary pressures are causing Pacxfic s expenses to
rise disproportiomately to its revenues so that, if present rates
are continued through 1979 Pacific will realize a rate ‘of return
substantially below its presently authorized rate of 8. 85-percentﬂ;’

'to be untrue. We find that Pacific has substantially-understated.
degree of increased productivity available and. to be available to
it through telephone modernization programs on line and on ordern
Pacific's conservatism in Viewing_productiVity translates,_
in these proceedings, to its substantial overstatement. of test year
operating expenses and, hence, our adoption of the staff's more
realistic estimates. .

We also find Pacific s estimates of its test year'toll
revenues to be substantially understated in the light of known trends.,‘
The vigorous growth in toll calling throughout: California and, indeed
throughout this entire land is the justification Pacific aaserts for -
its need for new construction and, therefore, new capital a propo-'
sition with which we, as we have shown, agree.-
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We find that the most reasonable forecast ofﬁrevénuésfandl»f'_‘
expenses for 1979 shows that Pacific would earn a lQ;OS-percent-rate;i”
of return at present rates. Thus, while we increase gross revenues‘
requirements by $113.6 million by reason of the increase authorized
in rate of return, we ‘decrease gross revenue requirements by reason '
of revenue and expense estimates adopted at different levels than those‘_
of Pacific by $155. 8-million. The net effect is a rate reduction o
of $42.2 million. ‘ | B oo e

We have carried the indicated reduction of revenues fnto
Pacific's rate structure primarily by inaugurating a prograw termed
the Zone Usage.Measurement (ZUM) Plan which is estimated to reduce
revenues by $105 million. 2UM entails elimination of all remaining _
nulti-message unit service in- the SF East Bay-and Los Angeles extended
areas and the substitution therefor of calling zones with optional
measured rates so that residential subscribers will achieve savings.

in accordance with their usage. Off-peak and- weekend rate: differentialsﬂ“;

will be available similar to those now in effect on long distance
calls. The result we anticipate is that most callers presently :
experiencing monthly multi-message unit charges will see their bills
reduced without changing their calling babits. Those subscribers who -
utilize the telephone system at off-peak times Will gain additional
savings. There will be a modest (30 cents) increase ta flat rate
service, but these subscribers will be pemmitted to regrade to’ measured
service without charge 1f they so desire. While savings to~many‘w111
ensue, ZUM also will make telephone rates in California more reflective "
of frequency, distance, and length of calls so that the cost of the o
service provided by the utility and the price of the service to the
customer will become more in balance.

We are continufing the program to implement Single Message

Rate Timing\(SMRm) by extending it to Sacramento, Bakersfield‘ Fresno,‘t,,‘l"
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Modesto, Riverside, Santa Rosa, and Stockton on a-feasiblejscnednle;;ﬂf}fﬂf
a revenue reduction of $5.2 millionm.

We find that the rates for special equipment to assist |
-the deaf and other handicapped usexs in gaining access to. the tele-
phone system should be materially reduced, a reveaue reduction -of $12.0
million. We believe it is a desirable goal and in the pnblic in erest
to seek to provide full access to the telephone network for all. L
handicapped persons at the same basic exchange rates as are charged
to subscribers in equal Circumstances save for the fact of‘their
physical disability. ‘ N _ ‘

Key telephones, extensions, premium sets, and se*Vice“
connections, are all found to be underpriced in relation to costs
and we increase these rates by $55.2 million, collectively. )

We preserve the presentVBO-call lifeline rate, but increase
the charge for addioional calls fromls cents to 10 cents (31 - LO
calls) and 15 cents (L1 calls and over). ‘

Many other changes. are encompassed in this deciSion, but
the foregoing,may be considered as most signi*icane.
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lLezal Princivles : : ‘ o
Pacific’ 's entire 500-page brief is predicated upon o

legal principles which are true in.and of themselves, but wholly

inapplicadle to the ‘case before us.’ o oTmm T

Pacific earnestly asserts that "every investmenurmay be
assumed to have been made in the exercise of reasonable Judgment,
unless the contrary is shown" (Missouri ex rel S.W. Bell T. Co.

v Public Service Commission (1923) 262 US 276, 289.) Accordingly, |
asserts Pacific, the Commission is required to presume that "Pacific s
judgments™ on revenues and expenditures were made- in- good faith.and
were not imprudent until the contrary has been affirmatively
established by those contesting the exercise of managerial discretion.

The decision cited by Pacific, together—with its other
points. and authorities, all go to- the same: principle, which is than

IR T e—

this Commission will not disallow‘for ratemaking_uurposes an amount
expended by a utility as operaring_expense unless there- is an- abuse of
discretion in making the expenditure by the corporate officers of’the .
public utility. That thisris true there can be no doubt.‘ HOW‘the
principle, applicable to past test periods and past . expenditures,

applies to future test periods. and estimated expenditures, such as: in |
this case, is not explained. | - A

i The staff sets forth. thelongrstandingand proper rule.. It'is ”i‘”7'
settled that in order to raise rates it is incumbent~on the utility to " :
justify the increase before the CommiSSion. (Northern Cal Power Comoanyujﬁ,
(1912) 1 CRC 315.) The utility seeking an increase in rates- has ,' |
the burden of showzng by ¢lear and convincing.eVidence that it is
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entitled to such increase. The presumption'is that thé‘exiSting“
rates are reasonable and lawful. Any doubts must ‘be resolved
against the party upon whom rests the burden oft proof. (Southérn |
Counties Gas Comwany (1952) 51 CPUC 533; Citizens Utilities Company
(1953) 52 CPUC 637; Park Water Company (1955) 5L CPUC 498.)

This Commission is charged with the respons;bility of
ensuring that all charges, demanded or received by any'public utility,
shall be just and reasonable. (Pub. Ueil. Code § 45L.:) No- public

Tility shall raise any rate except upen a show1ng,before the
Commission and a finding by the Commission that such 1ncrease is
justiffed. (Pub. Util. Code § 454.) (See City of los Angeles v
Public Utilities Commission (1975) 15 Cal 3d 680.) )

To meet the burden of presenting clear and convinc;ng
evidence of the need for an increase, the applicant mst produce -
evidence having the greatest probative force. (Railroad Commission
v Pacific Gas & Electric Company (1938) 302 US 388. )' The'Credibility
of witnesses and the probative value of their testlmony are qpestions
for the trier of faect. (Leonard v Watsonville Community Hospital
(1956) 47 Cal 2d 509, 518.) It is for the Commission to arrive at
its findings from the comsideration of conflicting evidence and
undisputed evidence from which conflicting. inferences Bay reasonably
be drawn. (Southern Pacific Company v Public Utilities Commission -
(1953) 41 Cal 2d 354, 362, appeal dismissed, 348 US 919, 98 L. ed 4lh.)
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The Commission may form\its'own*cénclﬁsiohsras tovthe
probative value of the evidence before it. (Market Street Railway -
v Railroad Commission (19L5) 324 US 548, 89 L. ed 1171.) . The .
Commission may choose its own criteria or method of arriving at
its decision, even if irregular, prOV1ding unreasonableness is
not clearly established. (Pacific Telephone & Telegraph Company
v Public Utilities Commission (1965) 62 Cal 2d 634; American Toll
3ridge Company v Railroad Commission (1939) 307 US 4865 83 L ed 1ilh.)
When the utility has not sustained the burden of satisfying the '
Commission that the proposed increase in rates is justified, the
application will be demied. (E. L. Anderson (1930) 34 cacf676’)‘

The foregoing are the precepts whlch we must-employ in
consxdering the record before us.
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AlJ's mulings ; : S

At the outset of Pacific's opening_brief‘on general rate—”_} ,
making issues, three rulings of the ALJ are challenged. ‘The challenged |
rulings were made during the course of the evmdentiary hearlngs
and are alleged to have arbitrarmly denied Pacific its r;ght to

" present evidence in this proceeding. The rulings are - alleged LT
be "serious prejudicial error."™

The first ruling excluded from evidence Exhibit 8—A for

identification. This exhibit is entitled "Results of Federal ‘
Communications Commission Docket 21230™ and presented the test year
effects of changes that would take place on Pacific's books of
account effective January 1, 1979. At the time the exhibit was
offered into evidence, it was established by staff counsel'
questions to the sponsoring witness that: (1) the macerial was
informational only, (2) Pacific did not rely upon the 1nformatiou
for any relief in the proceedings, (3) the material being offered
was late-filed, and (4) the offer of the exhibzt was con;rary to
the time constraints of the Regulatory Lag_Plan,w1thout good cause
being offered in excuse therefor. To the ALJ's direct question as
%o what harm would befall Pacific if the proffered exhlbmt-was net
received in evidence, Pacific merely asserted that it wished to have the;'
information presented in FCC Docket 21230 before the Commission at
the vime it deliberated as to its decision in this case. The ALJ
accordingly offered Pacific the opportunity to produce the docket,_
have it identified as an item in the proceeding, and have 1t thereby'
physically placed before the Commission in the record of this. pro—
ceeding. Pacific dzd not so produce the document, but, of course, ‘
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this Commission will nevertheless take official notice of the
decision in the subject docket. :
- The second alleged error of the ALJ occurred during the

cross-exam;natzon of Pacific's witness on advert;sxng expenses.
In its brief, Pacific states that during cross-examination of its
advertising witness, staff counsel established that after the
preparation of the advertising exhibits new-mnfbrmaxion became
available to Pacific which caused it to cancel plans for two.of the
local advertising projects which it had ineluded in its proaected |
expenses for test year 1979. The estimated expenses<exceeded
$1.6 million. Pacific states that on red;rect examination it

ttexpted to set forth other changes which would increase the

adverslsing budget for test year 1979 but was not permitted to- do -
0. : - P
Thus, Pacific asserts, it was den;ed the. rcght to~adduce
additions to its advertising estimates while being. subjected to
deletions therefrom by reason of staff counsel's cross—exzmznation.
Such procedure, Pacific asserts strongly, was recenzly condemned
by this Commission In re Southern California Edison Company,
Decision No. 89711 (December 12, 1978), where it was said:

"We note that to the extent that later information

is used, there should be a two-way street in its
utilization, and the end result should reflect both -
additions and deletions and any adjustments deemed
appropriate” (Slip opinion, p. 99. 3

What Pacific neglects to mention, even by trans-‘
¢ript reference, is that the alleged deletions from Pacific’s
advertising estimates for 1979 were the direct result of
Pacific'’s counsel's failure to-quect,;n a timel?ffashionyd
or at all, to questions of staff counsel which drew forth'
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the damaging admissions.  Further, the record shows that
when the staff counsel made a motion to strike the $1.6 million in ;
question, Pacific's counsel was directly asked by the ALJ whether
it chose to rely upon the presentation and wished to _present it to
the Commission for its consideration. Pacific respond;ng in the
affirmative to such direct questioning, the ALJ denied the staff
motion to strike the material. Accordingly, allowing Paczfzc to
ade new advertising expenses to its exzstzng,exhzbit, produced 1n
accordance with the Regulatory Lag Plan, would have cleariy been
rontrary to the time constraints of our resolut;on establmsh;ng
a measured program for expedltzous resolutlon of‘general rate
proceedings. ‘

The third allegedly serious pregudicial error of the
ALJ occurred with respect to his handling of p:offered_:ebuttal
evidence of Pacific. That Pacific misunderstands the regulatory
process and the presumptive expertise of the Commission as a trier.
of fact is well estadblished in the staff's brief. The smaff recites
that at the commencement of the hearings on January <, 1979 portions
of prepared testimony offered by Pacific in rebuttal were stricken

- by the ALJ. The stricken testimony was primarily argument rather

than factual presentation which would advance the record;“The‘

ALJ gave leave to‘Pdcific to include the stricken material in

its briefs if it so desired, and Pacific has done so. -
‘Pacific argues that its rebuttal testimony is the opinzon :

of experts testifying within their special flelds of expertise whzch

are beyond common knowledge and experience. Pacifzc asserts. that E

the testimony of the staff and other parties is.largely opinion

)
th
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testimony d:xd no different from what is be:.ng offered . :i.n rebut'c.al. L

Pacific further argues that limiting its offered rebuttal. testimony o

to presentation in a brief was denial of a fair hearing, citing
Public Utilities Code Section 1708 and Califormia Trucking Associ-
ation v Public Utilities Commission (1977) 19 Cal 3d 240, 2%44-~2L5.
Finally, Pacific argues that exclusion of its rebuttal testimony, o
sua sponte, by the ALJ denies it equal. protection of the law since.
‘no similar action was taken with respect to the allegedly-simllar
type of evidence of the staff and other parties. ' :
Pacific equa es . the Comm;ss;on proceeding here to that :
of an ordinary court of *aWb In the. latter case, the use of
expert testimony is gennrally permltted to assist the tr;er of
fact in matters so. beyowd che common experience that the. opinion
of experts is helpful...(Witkin, Californla Evidence, pp. 3661370,
Zvidence Code, Section "'20(' 4.) ) -
Unlike jury 'cr:i.a. s, however, in admina.strat.:.ve proceedmgs-f

before any agency composed of trained Speciallsts and before expert .

examiners or hearing o*ficers, the burden of evaluatmng the wezghs
and probity of vestimony and evidence covering technical subgect g
matter is primarily that of sifting and evaluatmng the evidence
based upon the agency's expertise. xpert opinion does’ not blnd

‘ tne Commission. The Commiss:.on may form its own, conclusions w:Lth-
out the aid of expert opinions. (Market Street Railway v Railroad -
Commission (1945) 32L US 548, at 560~561, 89 L.ed 1171, at 1181%)

Merely labeling the testimony of its witnesses as "expert"grf o

does not give Pacific the right to present the reaected testimony
as evidence. The Commission is capable of weighing the staff
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evidence in its case in chief with that of the applicant in its

case in chief without additional testimony and argument,by ‘the- applm-{‘f\“‘

cant. ‘ ‘ ‘
The applicant is entitled to produce'evidence in rebuttal
to meet new facts put in evidence by other parties: after the applicant

has rested its case in chief. (h& Cal. Jur. 2d 1543 Wigmore, Evmdence,  f“:r

Section 1873 et seq.) It was permatted to do so here. The. presmding
ALJ has discretion over the scope of rebuttal and may disallow-f“ o
evidence merely cumulative of the evidence g:ven in chief. Caéx_g
Jackson (1963) 219 CA 2d 4L5. ) ‘ : ' L
Given the constraints of the Regulatory Lag Plan and the -
fact that 53 days of hearing bad already taken place, it is cléar
that the ALJ properly exercised his discretion in limiting rebuttal
testimony to factual presentatzons rather than testimony‘merely
contradictory of other parties. (Xahn v ‘Revett. (1918) 39. CA 312 )
We believe that the substantial raghts of the applmcant were
carefully preserved in the process of‘permltting,factual materlals
into the record as evidence and allowang argument, reasoning, or
statement of position of Pacific to be broughz before us: by'way
of brief, as Pacific has done. (Pub Util. Code § l70l Rules of
Practice and Procedure Rule 6L.) |
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What the ALJ has accomplished in his ruling with respect -
to reduttal testimony, as a practical matcer,“can scarcély*be“'
said to have prejudiced Pacific. If anyone is pregudzced, icv 13
the parties to the proceeding who have been denied the opportunlty
to cross—examine Pacific's policy wztnesses w:th respect to their
arguments. We have Pacific's arguments before us; we have considered
<hem, each and all; and we could not have done more had they*been'

given a number and set forth in the record as. the exhzbmt.nexz in”
order. '

No error has been demdnstrated;Sy'Pﬁdific.f
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II. RATE OF RETURN

Present Authorized Rate of Return _

Pacific last uoughtlan.increase in its rate of return in
Apnlmcatmon No. 53587 and was authorized a return on equity of .
bRk percenv and a rate of return on the intrastate. rate. base of :
8.85 percent by Decision No. 83162, issued July 23, 1974 (77 CPUC

117). On November 2, 1976, the Commission issued Decision No. 86593“”--5

in Application No. 55492 and Case No. 10001, which, among'other

things, reduced Pacific's rate. of return by 0.007 of a percentage
point (from 8.85 percent to 8.843 percent) based upon Pacific's. ,
excessive level of held orders or service def1c1ency (80 CPUC 559)-"'
Adopted Authorized Rate of Return ‘

In this proceeding we are authorzzmngAa return on. equlty
for Pacific of 12.25 percent and a rate of return on 1ts 1nzrastate x
rate base of 9.73 percent. We will review the posmtion anc evmdence
oresented by the parties, all of whom agreed that Paczfic s present
rate of return is inadequate, and our reason;ng in arrivzng at: our _
decision with respect to the approprzate earnings leve* for Pacific;', '
Pacific ' s |
Pacific's treasurer, Mr. Robert M. Joses, testified that
the cost of common equity to Pacific is at least ;L 5 percent, o
resulting in an overall rate of return . which should be applled to )
rate base of at least 10.7 percent. He testiffed that, due to the
impact of inflation and delays in obtaining rate relief;,actual
earnings by Pacific in the last several years-have fallen far-short
of the level of earnings authorized by the- Commxssion deSpite |
productivity increases. Only'recently, according To Mr. Joses, -
bave earnings begun to—approach the authorized level.‘ '
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Pacific's post-téx interest coverage'has declined .
significantly in recent years and it is now the lowest in the Bell
System at 2.46 percent, being well below the 3.0 percent. level whzch
This Commission found necessary in- Pacific s last general rate,
_applmcaxlcn 1nvolv1ng rate of return (Paclfic Tel. & Tel. (l97h)

77 CPUC 117, 134). ' ) - _ ‘

Pacific's debt issues were down—rated by recogn;zed ratmng
agencies over the past several years, and. at the conclusmon of the
hearings were rated by Moody’ s at Aa and. oy Standard & ‘Poor? 'S at A+.—‘ K

Subsecuehtly, Moody's has further ‘down=-rated Paclflc s debt mssues to ”
an A rating.

The market price of Pacific s common stock has been belcw
book value for eight years, and dividends have been increased only
once since 1961; they have not kept pace with the’ rate of‘inflation B
or with comparable investments. The market price’ ‘of Paczfzc s‘ |
common stock is presently approximately 70 percent of’the book
value, making Pacific the only Bell System.company with a- market—3
to-book ratio of less than one. ¥

Finally, Pacific's debt ratio has risen from h5 5 percent ,
in July 1973 to 50 percent as of year-end 1977, resulting in. PBCLflc s
‘having the lowest common equity ratio, as of December 31, 1977 mn che '
3ell Systen. : : ‘ \

As a result~of all the above factors, Mr. Joses testifled
that it is becoming increasingly difficult for Pac;fic to raise- capz—ry;
tal on reasonable terns in amounts sufficient to construct the
facilities necessary to meet customers' service requiremenxs.

In addition to the foregoing difficultles, Mr. .Joses. points
to the possibility that Pacific will have to refund substannlal
portions of the allegedly inadequate revenues already. collected and
have present earnings substantially reduced on an ongoing: bas;s by
reason of this Commission's September 13, 1977 order‘(Deciszon No. 87838),\
commonly reféerred to as the tax remand case. thing_this situation even.

e
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zore dlfflcult, according to Mr. Joses is ohe Internal Revenue Service
(IRS) ruling of June 8, 1978, that Pacific would become’zneligzble o
use accelerated depreciation, both retroactively*and prospectlvely, if
the Commission's aforesaid order becomeo final. Use of the investment
tax eredit is likewise affected by the: above consideratlons.

An added factor, poznted out by Mr. Joses, whlch makes 1t
even more difficult for Pacific to raise the necessary. cap;tal in the
ture is the apparent refusal of the American. Telephone & Telegraph
Company (American), Pacific's maaorlty shareholder, to suoscrzbe ' ,
o any additional Pacific common equity offer;ngs as long as. Pacmflc s

'v‘l o

Sinancial cormdition is not improved by action on’ part of th;s Comm;ssion.ju‘

A major premise of Mr. Joses views with respect o Pac;fzc s
capital needs is his belief that. Paclfic must regaln its AMA- credzt i
rating as a prerequisite to its being in a pos;tzon to properly serve
its customers in the California market. To obtaln,an AAA ratlng, the
witness testified Pacific should maintain a cap;tal structure composed
of no more than L5 percent debt and at least 55 oercent;equmty.“'

To demonstrate the validity of his vzews in an obgectmve o
‘ashlon, he relies upon a form of the "comparable earnmngs" tesb, .
determining which companies have rzsks which are comparable to that
of Pacific, whose rate of return _s-being determined., The wztness
contends that Pacific's finameial risk is" extremely hlgh by reason
of the uncommonly low equmty ratio of. AS percent, and its buszness -
risks arve likewzse high, the fol;ow:ng maaor factors contrlbutzng
substantially to such buszness risk.of Paczfmc.,-

Growing competition

The current federal antitrust Suit (pmmara.ly seek:.ng
divestiture of- Western-E&ectrxc*from-ﬂmerlcan)

Inflation o
Labor and capital 1ntensity of Pacifzc
Regulatory lag. ' “

Uncertainty of eligivility for-accelerated tax
depreciation ‘

Job development investuent credmt (JDIC) f R
Prospective changes in U.S. telecommug&ca ions policy -

~19-
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Pacific is now subject to growing competitlon, accordmng_to
Mr. Joses, in many areas of its business. As a result’ of the Federal
Communications Commission's (FCC) Reg;stratmon,Program, Pacific faces
the prospect that substantial numbers of its customers. may elect to
purchase terminagl eqp;pment from outside supplmers.v In addltion to
the risk of loss of business, there is the addmtmonal risk that
Pacific might find it necessary to write off equxpmenz thaz,could
otherwise continue to be productzvely-employed.‘ o

Specialized common carriers also pose’ a ba31c threat »

To Pacific's business, according to the witness. Such Sp&Clalized
carriers are allowed the use of Pacific’s facilities, but are free
to service only the high density/low=cost of service. routes, while
Pacific is required by its certificate to service all routes.

Pacific regards the threat of‘d smemberment of the Bell
System as a result of the pending federal antztrust suit asradding .
substantially to the present :risk of 1nvest1ng in Pacific.k Obvmously,
according to the witness, if the Bell System is dlsmembered, Pac;flc
would no longer have the various rlss—reducing beneflts that varlous
experts, utility commmss;ons, anﬁ.assertedly;thms Commiss:on have .
over the years found to be provided by the wnified Bell System (e.g.,
Pacific Tel. & Tel. (197L) 77 CPUCrll7-13h) -

The prospect of further inflatlon, having in m;nd the hlgh
labor and capital intensity of Pacific, together with regulatory lag,
combine to inerease dramatically Paciflc s busmness risk,: according
to Mr. Joses. The Califormia Consumer Prmce Tndex has far~outstr1pped
the increase in telephone prices and. Pacmfic, through effectmve RS
management imnovation, has, in Mr. Joses' opinion, provzded Californma v
ratebayers an outstandlng_service at bargazn pricesu
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' The witness testified that when the effectu of 1nflatlon"”
and °ac1f1c s labor and capital Intensity are conblned wmth thc ‘ -
effect of regulatory lag the camage is ueverc and substantlalky ‘ v»//:
explains Pacific's present low financial suandlng. Paclflc has had B
To wait an average of about two years for relzef‘ln 1ts last three
completed rate cases. The net effect of these lags, accordzng to
the witness, is that revenue increases are 1nadequate because they
~are late in arriving and based on old ope*atlng data. | ,
The witness contends that. Pacific's buslneos rmsk is 1ncreased
sigaificantly by the risk of lnPllglblllty for accelerated deorecmat;on
and Job Development Investment Credit (JDIC)- resultmng from thzs ,f ,
Commission's Sepueﬁbe‘ 13, *977 decision on that-uubgect.- He bclleves _ ‘
this has grown more grave as a rcsult of the IRS rulmngs mentloned earllw*V7
that Pacific will become ret roactmvely and prospcctmvely 1nellglble fcr .
these two tax benefits if the Commission’ s dec1°mon 1sAallowed to go mn*a C
effect- Finally, Pacxflc faces a very large dcgrce of r;sk by v;rtue Ouf)'
the brosoeC' of changes in U. s. telccommuamcatmons pollcy which are
currently being considered by Congregs. It now-appears lzkely,\‘,
acecording to Mr. Joses, that Congress may completcly rewrzte the   ,
Communications Act of 1934 and the Satellite Communmﬁatmons Act of
1962 with, as yes, uncertain bffects on the role of Pacxflc as a. :
regulated telccommunlcavmon° ugmllty.‘ Thuu, thxs rxsk 13 of poventmall~
unlimited dlmensmons, acco*dmng to the wmtness-- | o L
, Havmng analyzed a numbder of aspccts of Paczflc s financxal
and business risks, Mr. uoses next elects three groups of’companzes
to compare with Pacxf;c in hz emnloyment of". the comparable earnxngs
approach. In order to restore .acmi;c’¢ c*cdmc standlng and lts
finanecial integrity to a. hzvh-qualzty level, Mr. Joses concludes that  __
Paczf;c would have to eara a return’ commenouratc wzth that of h;gh—>;‘5
quality companies. Thus, two of the groups hc clects to-study are'
the AAA electrics and the AAA 1ndustrlals. In addltlon, he studles
the returns on equity of electrics whose stock: 1s vradmng at a prlce .
of 120 percent or more of book value smnce that is the market—to-book
relationship which he. determ;nes Pacmfmcﬂneeds ln:order to be able
<0 sell ecu; Ly without dilution. 5 ‘ = '

21—
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Mr. Joses' comparisons 1ndicate that-whlle Paclfic s new
debt in recent years has cost generally more than new: AAAAissues,_,
Pacific's equity earnings have been substant;ally lower than these
three groups of companies ~ an average of Ll percent belOW'the AAA
elecw*ics, L7 percent below-the electrics sellxng‘at 120 percent or

zore of book value, and L3 percent below the AAA. industrlals. :
Pacific has earned only 56 percent of what other companmes with which
it must coapete have earned on equlty;. o

Mr. Joses' second approach o determ&nlng Pac;fmc s cost of
equity is the equity risk premium approach. Mr. Joses analyzes the
same three groups of companies again because, allegedly, those companzes:

isplay the characteristics of good: finaneial health wh;ch Paclf ‘ |

aust achieve in order to regaln its f;nanclal lntegrlty. The equmty

: risk premium approach is descrived by Mxr. Joses as bemng based” on uhe
universally accepted fact thas the cost of debt for a flrm is less
than its cost of equity. The difference between,the two costs is the:
equity risk premium, which represents the cost spread that is [
inherently found between debt and equity. Taking the three groups
of comparison companies, Mr. Joses determines an. average rmskApremzum ,
for five- and ten~year historlcal periods between the cos?t of new-debt
anc the return on dook equlty-’or each of the three groups. This
average difference equates to the prem;um earned’ by equity" over debt
by these *inanczally healthy companles.' He then adds these equzty
risk premiums altermatively to the comnosmte cost of Pacmflc E-N five
most recent long~-term debt issues, which span the period Mhy 1973
through January 1978. 3Based upon these'three groups, Pac;fic's
required, return on equity to be comnet;tzve rangas frcm‘a low'of
13.0L percent to a high of G.Oh-percent. ;




A.58223 et al. ks

Based upon these data and the cons:deratzons already dmscussed{'ﬁkf
Mr. Joses concludes that the return on equity for Paczfic at the 3 :
objective debt ratio of 4> percent should be in the range of lb |
percert to 15 percent. However, since Pac:f;c's<debt ratio. fbr-l979
is estimated to average 52.3 percent and its common equity rat;o is ,
estimated at 43.3 percent, he concludes that a return on equzty at
<khe upper end of the 1L percent to 15 percent range is definitely
warraated. : ‘ o :

In,conclusion, Mr. Joses reaches a recommended cost of _
common equity of li4.5 percent by utilizing the mzdpoint of the l&
percent to 15 percent range, which he finds to be the bare minlmum
cost of equity for Pacific. This conclusmon is based on the result
of comparable earnings and risk premium testsrfor the selected three 1
groups of companies with comparable risk to Pacific.‘ Based on . this ‘
minizum cost equity capitval of 1i.5 percent, the overall- raze of '
return to be applied to rate ‘base is 10. 7 percent. :

Pacific next bresented Mr. Richard W. Lambourne, Senlor
Vice President of McMorgan and Company, a flrm,Specmalzzing in the
investment management of large jointly a&ninistered penszon funds.'

Mr. Lambourne stated that the purpose. of his testmmony o
was to evaluate, as an outside expert, the factors which a profe531onal
investor would consider before 1nvest1ng in Pacific's securlties. ,
Based upon the strengths of the telecommunzcation 1ndustry and’ the
dynamic economic growth of the west, Mr. Lambourne testxezed that .
professional investors would normally vzew-Paciflc as an- attractive but
conservative investment except for a number of smgnificant~potent1al
and actual negatlves in the sztuation- These factors-are as fbllows--

Encreasing threat of competition in the communzcat;ons
field

Telephone revenues more sensztive to. declines in '
'economlc activity :

Inflat;on
Regulatory lagl
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Mr. Lambourne compares Pacific's. eqﬁity as viewed'bf‘a‘,-
p“ospec*;ve investor with equity offerings of other Bell System
companies and concludes, as did Mr. Joses, that Paclfzc 'S is’ perhapd
the least attractive to an investor. ‘ ‘

However, in terms of professional 1nvestors' perceptmonvof

risk, the witness testified: that the fact that the regulatory . environ— df"'"”

ment in California is among the most adverse in the nation from the .
investor's point of view is given the greatest welght.; Mr. Lambourne s
methodology in arriving at an approPrzate rate of return for'Pacifdc,
which he believes should be in the range of 14 percent to- 15 percent,
is derived by use of the risk premium approach.

Pacific, in its direct showing, also presented Mr. Paul ‘
Hallingby, Jr., Vice Chairman of the Board of Merrill, Lynch,-Pierce,-
Fenner & Szith, Inc., and Managing_birector of its Investment Béhking

Division. Mr. Hallingby described the purpose of his testmony as being :

To establish the level of earnings. required for ?aclfic to attract the:
necessary capital uncer all market conditions and on satisfactory

terms. . : - R i
This witness stressed the ;ncreasing zmportance attrzbuted

to Moody's and Standard & Poor's bond rat;ngs oy lnvestors in the;r ;
decision-making process. He points out that,Paczfic s debt fdnancings
have been consistently larger than those . of the average Bell subsid;ary
and far larger than the average Aaa/AAA.Industrials and. the average ‘
Aa/AA Electrics.. The large size of these bond. issues has: generally"' T
dictated that there be only-two bidding groups when they are’ sold at.
competitive bidding, according tc. this witness. By contrast, when
electric utilities have sold bonds competitlvely'there have often

been three to five blddlng_groups. This reduced competltzon creazes

a greater risk, accord_ng to Mr. Hallingby, that there W1ll not—be an -
acceptable bid for Bell subsid;ary bonds, and thls rzsk can only be g_f'
mltlgated by maintaining their Aaa/AAA ratlng,
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For this, and for other reasons given by the wdtness, he
believes it is necessary that Pacific once agaxn secure an Aaa/AAA
rating o become fully competltlve iz obtaining new capltal. ‘

Mr. Hallingby, as does Pacific's other witnesses, c;tes _
inflation, amtitrust action by the Department of Justice, regulatory
lag, and competition as being negatives in Pacific's security market
outlook. The primary distinction, however, which this wftnesS'findS”"
between the business risks of Pacific and the other Bell subsxdlardes
is the state regulatory environment. . Mr. Hallingby-testmfled that,
izn his view, the California regulatory environment is. one of the worst‘
in the nation from the viewpoint of security holders, and, thns, |
Pacific's business risks are greater than the average Bell subs:d;ary

Mr. Hallingby's objective evidence wherein he arrives at a’
recoxzencdation that Pacifice shonld earn a 15 percent return on eqnlty
is based upon the risk premium approach, as well.: - :

The risk premium approach, which is described by Paciflc
as the method common_y used by professional investors and market
analysts, consisted in this proceeding of the utllzzatzon of a
52-year stavistical analysis prepared by Roger G. Ibbotson, Asszstant
Professor of Finance, Universitvy of Chicago, and Rex A. Sinquef:eld |
Vice President, American National. Bank &. Trust Company of. Ch;cago._u
This monograph gathered data of unadjusted annual returns of‘stocks,
bonds, and government bzlls, which data were then analyzed as to
geometric mean, ar*thmet:c mean, and standard dev‘ation, The
Ibbotson & Sinquefield (12S) Study concluded: that.the average .
premium realized from stocks over hlgh—grade corporate bonds has been
5.1 percent. The total return on Stocks in this’ long_period was
9.2 percent and on long—term corporate bonds, Lol percent, hence, _
the premivm of 5.1° percent. The I&S Study further shows “ghat vhe:Lr

datayleld a difference of 6. 7 percent between stooks and U.S. Treasury',;pn

Bills.
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Mr. Lambourne utilizes the bond premium method oy noting that -
the addition of the 5 percent difference in the I&S'Study beuween _‘\
stocks and bonds, when added to the $ percent interest costs incurred
by Pacific¢ in its most recent debt f;nancing, yields the sum.of‘lb
percent which is, in the witness' opinion, the approprlate return on
equity to be found by this Commission. A

. Hallingby notes that the I&S Study shows a 9 2 percent

rate of return for stocks as compared with a 3 b percent. rate of .
retura for longeterm government bonds, a dlfference of 5. 8 percent.
This witness suggests that the 5.8 percent be added o the current
vield on long-tern U.S. government bonds, which was approximately-
8.2 percent at the time of his testimony, so as to yield a market cost I
of Pacific's common equity capital of approxlmately lh percent.-ﬁ‘ o
Stafs : e PR
Staff witness Mr. T. R. Mbwrey presented the staff pos;tion
with respect to cost of capital and the recommended rate of return
for Pacific in this case. Mr. Mowrey concluded that based upon hds
estimated capital structure for the test year, a return on common :
equity of 11.53 percent and a return on Pacific's. Callfornza 1ntra—~iw
state rate base of 9.4 percent is reasonable. ‘The prdnczpal dmffer-' ,
ences between the caoital structure recommended by the staff w;tness
and the apollcanz's witness is that the staff subsmituted an’ 1ssue of
$300,000,000 in common equity. in place of one of‘the two' $BOO OOO OOO
long-term debt issues proposed by Pacific. We note that Pacifzc has
issued $300,000,000 in privately placed long—term.deot and. an \
additional $300,000,000 in privately placed preferred stock. sznce the
vime of preparation of Pacific's presentatmon and that of the staff; ,

JDIC also wWas excluded from Pacific s capital structure in
the staff exhibit. : : -
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The capdtal sTructure recommended by the staff, when relaced PN
©0 the recommended rate of return, produces: an after-tax 1nterest '
coverage of 2.5 times. As shown in the staff exhzblt, a 2 5. tlmes
interest coverage is hlgher than Pacmflc's 1973—1977 fdve-year -
average. It should also be noted, according to Mr. Mbwrey, that durlng‘
this five-year period Pacific's bonds were rated AA by Standard & |
Poor's and Aaa by Moody's. The staff's recommended cap:tal strucnure
is testified to as being the more reasonable in that Paciflc s longe
terz debt ratio is naxnta.ned at approximately‘SO oercenc, which ds
comparable to its’ December 31, 1977 level, and is in’ accord wnth the :
applicant's stated goal o decreasmng_itsrlongrtezm.debt ratio to '

L5 percent. ' ‘ ‘ o

e staff contends that the Investment Tax Credzt(CITC)
arising from the JDIC calculations should not be capmtalzzed.f The' reason
for this is that the Commission has so stated inm Southern Califcrnla R

ison Application No. 5&9&6, Decxs:on No. §7828, at mimeo. page 18;’ o

"The inclusion of unamortized ITC as equity’ capmtal
is required only for regulatory agencies that:.
tilize capital structure in deriving rate base ‘
and not for regulatory agencies, such as this |
Cormission, that derive rate base from the welght |
of average deprecmated balances." |

The Commission has recently reaffirmed its position in Southern
California Edisorn Decision No. 89711, Application No. 57602 (issued
.December 12, 1978) at mimeo. pages 1l2.and 126; and in Southern
California Gas Company Decision No. 89710, Applicatlon No. 57639
(issued December 12, 1978) at mimeo. pages 18-19. L

Based on the record in this case, we conclude that the
exclusion of JDIC from’ the capmtal structure remains the oetter ,
approach for the reasons cited by the szaff; and we. adopc thav i
methodology in this proceeding.

i
|
|
|

N
i
i
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In its rate of return showdng, the staff methodology
ezployed by Mr. Mbw*ey was to make comparisons of oertinent flnancla_
and statistical data of Pacific w1th.those of 47 other tele—:
vhone ut_lzties, including the Bell Svstem, the Genural Telephone
System, and other independents.' The staff decisxonvto use telephone
utilities for comparatlve purnoses, rather—than Lndustrial companles
as employed by Pacific's witnesses, was based on the factlthat Paczf:c,
operates in a regulat ed env1ronmen* and, as such, experlencesrbusi—

zess and financial risks similar to those of other telepnone utmlz—}f’d'ﬂ‘

ties. The recommended rate of return sponsored by~the staff is :
comparable to that being author;zed for other telenhone utnlitles,]
iacluding the Bell System, even when cons;derationfls given To! the
kigher debt ratios included in the General and other zndependent
telephone companies' capital structures.‘ o e
Seme of the additional factors'which the’ suaff wztness

considered in arriving at hds rate of return recommendatlon are as
follows: P

Pacific is a regulated oublzc utllmty engaged

in a business which affects the public interest:
and that must provide its services at reasonable
rates. o

Pacific is 90 percent owned by American and

draws upon American for management expertmse and
guidance.

Pacific's lnclnsmon in the Bell System makes it
less risky than businesses operat:ng wdthout such
affiliation.

Pacific normalizes federal income taxes for’ rate— .
zaking purposes, providing additional intermal cash
flow, thus mitigating to a certain extent the need
for external capital.

That a fair rate of return must. give~con51deratmon
%0 both consumer as well as investor interests.

Bconomi¢c conditions - the effects of contznued
1ni“ation and lncreases in znterest rates. ‘
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RS

The essentiality of Pacif;c s product to the
public.

Pacific's recorded earnzngs experience.

Cities
The Cisy of‘Los Angeles, Czty of San Dlego, and Cioy and
County of San Framcis¢o (Cities) presented Mr. Manuvel ‘Kroman as:
their witness on rate of return. Mr. Kroman submitted: oubstantial
evidence consisting of 23 tables and 3 charcs utilizmng data puol;shed"
by various financial journals and statistical sources. He concluded
that Pacific should be allowed a 9. 25 percent rate of return for:
intrastate operations which was based upon an- 11.72Wpercent intra—'” )
tate returz on equity. | S | h
Mr. Kroman's view is that a fazr yardst;ck %o ‘be used when_<
evaluatiang the reasonable rate of return for a utzlity is to- compare
the apolicant S request with the returns most recently-authordzed by

other state regulato*y commissions. The witness'. comoardson iddlcates ,‘;]

that the median authorized return on common. equ;ty by or;gznal cosz
Jurdsdictions is 11.5 percent, related to a median equity ratio‘of

L9.2 percent. The raage of these returns is from a lOW'Of 8.75 percentﬂ*.'

to a high of 13.03 percent. These values may be compared wzth
applicant's request of li.5 percent, includzng JDIC, or. lh 99 percenm
ex¢luding JDIC. , : D :

ities’ witness provided data showdng ohat the recorded
reTurns on equity, as compared with assoc¢iated equity ratlos for Bell
System subsidiaries, General Telephone subsidiaries, Mbody s 2@
utilities, Dow Jomes' 15 utilities, the 9 ucxlxtles sellmng,at 120
percent of dook value selected by Mr. Joses for PaCiflc, and’ the 5.
AAA=electrics selected by Mr. Joses, track quite closely. The crend
in return on equity for all: telephone companies is on the rlse, and o
Pacific is no exception accordlng to Mr. Kroman's exh;b:t.‘ Mrl Kroman '
recommends a total company rate of return of 9.33 percent, wzth an |

interest coverage of 2.40 times and a return on equ;ty of ll 83
percent. ' : - '
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County of Los Angeles ~ ‘

The County of Los Angeles, partzc;pating in the proceed;ng_
but producing no witnesses on rate of return, filed its braef in
which it concurs with the position taken by the Czties.

. The brief of the County of Los Angelcs is supportive in
detail of the recommendations of the. Caties' w*tness, Mr. Kroman,
and also takes issue with the contentions ra;sed,by Pacifle, which S
contentions will be considered in the dlscussion hereinafter.tlfi]:'*”"
General Services Administration ‘ L :

The General.Services Administration (GSA), Western Area
Field Office, Regulatory Lamu filed its brief on behalf of the ' .
executive agencies of the United States goverament: and presented a fﬂ
witness on the rate of return issue, Mr. Mark Langsam. Moo Langsam -
has broad experience in rate of return’ matters and has testlfied
before regulatory commissions throughout the - Un;ted States on. behalf e
of the government. : ol L

Mr. Langsam recommends that Pacific should. be granted an | _
overall rate of return of 9.0 percent and a return on equity of 11. O
percent and.should be given the opportun;ty Lo earnrup to-9-3 percentTf'
rate of return anc ll.5 percent on return of equity. Th;s witness'
views are predicated upon analysis, not of the capital structure of
Pacific independently, but upon the cost of senior cap;tal and .
equity of the Bell System &s a unit '

The GSA witness presented comparable earnings studles whzch
centered on’'the analysis of relative rmsk:assoc:ated in” returns for-;ﬂy -
American, Standard & Poor's Utilities, and’ ‘Standard & Poor's
Industrials. This analysis of relative risks’ showed, accordzng, |
<0 the witness, that American is associated with the least rzsx and.the
Industrials with the greatest risk. It also showed that ‘the utzlitles
are associated with more risk than American but.wmth less. than the
Industrials, and that American and the Utilities are conszdered to

be "money stocks" with the emphaszs on. current zncome rather than

=30-
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growth, while the Industrzals are considered to be’ "growth stocks"
with the emohasis on growth rather than current: income.. o '\ S
In short, the witness for GSA belaeveS-that this. Commassion :
should pierce thke corporate veil of Pacifzc, find that Amerzcan is
the. alter ego of Pac;fac for‘all.purposes, and. determine rate of
return for Pacific predicated upon ehe capital structure of American.,
Toward Utility Rate® Normalization ‘ '
Toward Utility Rate Normalization . (TURN) has filed a brzef
on rate of revurn, in which it endorses the views of GSA. The" TURN
brief is scholarly in that it reflects a research of decmsions of
regulatory authorities in numerous states of the Unaced States whlch
have utilized the capital structure of the consolddaxed Bell System in
determining a fair rate of return for one of the Bell Systam subsidzardes.\
The TURN brief additionally stresses the double—leverage poedtmon of B
American in marketing securities through its'subsmdmarles and . urges
that consideration should be given to recognltlon of the Amerzcan
parent of Pacific as this Commission and the courts have done, ftu'
examole, with respect t0 the Western elecorzc adaustment. =
California Association of Utility Shareholders
The California Association of Utilivy Shareholders (GAUS),
filed a brief in this proceedang and presenzed a wztness, Mr. Ross Jo
Cadenasso, President. CAUS adopts the position of Paczfxc 1n these |
proceedings, asserting that the market place has clearly‘proven than
the shareholders' return from Pacific has been inadequate since ac
least 1970. Mr. Cadenasso testified that to- reestablish a faar balance
between the rights of the investors and the shareholders, a manzmum
return on equity of 1L percent to li.5 percent is requzred provided that
there is no elimination of full normal;zacion of income taxes and |
that the regulatory commmss;on will’ act Lo 1ncrease ratesaln an
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appropriate fashion consmstently in the year following the test year.
I the above provisions are not met, the additional risks thereby |
created require, in the witness' opinion, a return of up to 15 5.
percent or 16 percent on equity in order that Paclfic will meet the
attraction of caoltal tests laid dewn by the United Stazes Suprnme
Court. _ .
California Interconnect AsSociétmon :
The California Inxerconnect Association (CIA) preoenzed no
witness or rate of return on its own behalf but. submitted a brlef
in which it recommends that the rate of return. on common eqpmty-must
be not less than 1li.5 percent for the period for which rates arel.
reasonably expected to be effect 1ve (Pacifzc Tel. &'Tel. v PUC Cl965) ;ff“ff g
62 Cal 24 634, 645). DS A Ao
CIA bellevesrthat Pacific is the best Judge of what money
it must raise and what that money has cost it to date, and CIA
'is in agreement with the witnesses for Paclfic and for the “

A

CAUS with respect to rate of return and: with reSpect oo retu*n on
equiv | | ' -
Dzscu551on

Coa s

We have regarded the fact of growzng competltzon in the
telephone izdustry as Justifying consideratzon in establishlng_an
appropriate rate of return for Paciflc. However, it is. abundantly
clear that competition in telecommunlcatzons, and spec1f1cally'with
respect to Pacific, is insubstantial as compared with oompetiozon

as it exists among the unregulated industries. Wé believe that the )
statement of the Federal Coammunications Comm;ssion in Dockeo No. 16258
regarding American is appropriate: : | ' '

"We find the earnings of‘manufacturmng,companlesf
do not provide a useful or reliablemeasure: for
fixing the return to be allowed the\re5pondent3m.
hex‘elﬁ-" ' . . Lo
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This Commission has historically likewise placed little weight °
upon comparisons between Pacific and nonregulated entxt;es..jf
Additionally, as the staff asserts, the rapidly mnproving,technolOgy
in the telephore industry is as likely to benefit.Pachic in. lncreased

earnings as it is to constitute a business risk to the company.

As with competition, the prospect;ve changes in the’ Unzted
States® telecommunication policy camnot at this juncture: be said to .
be detrimental to Pacific. During the course of'these proceedlngs,
two staff witnesses expressed the view that some degree of‘non—‘~“ S o
regulation of Pacific's products and servmces is inevztable looklng mnto 1 
the future. We prefer to believe that Pacific wmll be fully capable '
of meeting competition and adjusting o changes in telecommun;cations
policy in a manner which will benefit its shareholders, and that the
future prospects do not comstitute such a buszness risk: as would
require us to give heavy weight to the aspect of competmtlon in:

ing. . . .
We have some difflculty-ln dzst;nguishing‘how*Pacific suffers
nore than any other regulated or unregulated business. by'mnflatlon, .
even though it is adm;ttedly a company with high 1ntens;ty-of‘both ‘
labor and capital. Some of the evidence Lndzcates that Pacific, bexng
regulated, is in a better position than. nonregulated companies‘to

meet the fiscal demandsrlmposed upon. {t by mnflat:on. Other witnesses
have expressed the view that regulatory lag deprives the company of
the alacrity inherent in nonregulatai businesses to ad;ust‘its pricefi'
schedules upward €0 match 1nf1atlonary trends. It is clear on. . the (
record in this case, however, that Pacific’ s prices have keptApace with
its increases in labor and material costs and it has consmstently'lm—34
proved its actual earnlngs as reflected in rate of return durzng the |

deternining an approprlate rate of‘return for Pacmfzc in thzs proceed- v;_f;,
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course of months during which these proceedings have been in ‘
progress. Regulatory lag_remazns a problem which this Commission
recognizes and has made continuing efforts to mltzgate.‘ i

We do not consider that the current federal antitrust action‘g
against the Bell System and Pacific is a negative factor with respect o
%o rate of returm. Clearly, it Seems to us that the enforcement of
the public laws of the United States should not be deemed by public
bodies to be a detriment elther to the publlc or to the corporations
affected. We have no opinion at this time as to whether or not a.
suecessful prosecution of the Justice Department wath respect to the f‘
Bell Systen will result in a detriment or benefit to the shareholders
of Pacific or vo the ratepayers of‘Pacmfnc. Whether there is a ;;'
business risk associaved with this lltlgation remains to be seen.
The final outcome of that antitrust action is years away. ,

A great degree of emphaszs has been placed by WO of
Pacific's witnesses on what is termed "adverse regulatory clzmate" .
in Califorria. This asserted element of business rzsk is- dramatized
by Pacific with respect to the claimed uncertainty of eligiblllty
for accelerated tax depreciation and JDIC-mn the; face of’the earller
decisions of this Commission, the Calzfornza Supreme Court, and the
United States Supreme Court. It is asserted that' should Pacific ‘
be forced to refund approximately $205,000, 000 to its ratepayers
and reduce its rates by approximately'SGS,OOO 000 - per-year) it wall
lose ellgiblllty for accelerated depreciation and ITC. In the .
event the loss of eligibil ivy becomes a reality,. Pacific will
then be forced to pay back taxes,. includlng-lnterest, an the amount
of approxzmately 3$700,000,000. : :

We have not considered thls-rask as persuasive in elevating
Pacific's retura on equlty. Decision No. 87838, issued. September 13,
1977, was required, in effect, by the California. Supreme Court s
mandate that this Commission strike a balance between the competing
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interests of shareholders and ratepayers (City of Los Angeles v
Public Utilities Commission (1975) 15 Cal 3d 680). = Further, the
California Supreme Court had prevmously declared our decisions
inappropriate and ?aczflc s management obstinate and zmprudent in not..
adopting flow-through accounting for tuxes as did othervmajor'Calmfbrnia ‘
1tilities (City and County of San Francisco v Public Utilities Commzssion |
(1971) 6 Cal 3d 119). The specter of financial disaster resultzng from i
this Commission's treatment of Pacific's income taxes remains only that

Pacific, as the record shows, has been audited by the IRS through “the year S

1973 without adverse consequences regardlng taxes. - Also.we have sub—'@w
stantial doubts that we should, or can, burden the ramepayzng publlc wmth
adverse financial decisions of Pacific attrmbutable to obstinacy'and
imprudence of management, as found by the highest Court of" thzs Smate.

) There are, of course, numerous other: issues wh;ch ‘we mmght |
address in explaining the exercise of our Judgmenz with reSpect.to
rate of revurn Iin this case. Suffice to say that we have examzned
all of the recorced evzdence in this case, reviewed the copious and
scholarly briefs of all the parties, so znformed, and have exercxsed
our Judgment, in arr:vzng at the rate of retura and retura, on equity
shown in the table followmng, which 1ncorporates the capxtal ratlos .
as established by the staff in th;s proceedlng,

TABLE I
TEE PACIFIC TELEPHONE AND TELEGRAPH COM?ANY
fdopted Rate of Return

~ Capital “,- Cost ~ - Wéighted
- Ratios Factors - 3- Cost

Long—term Debt C 50.0u% - 7.62%

Preferred Stock ka2 ‘7;5igf¢“f‘ .

Common Equity O 45.72 0 12,25 . 5.60
Total o 100.00% '
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TII. REVENUES

Revenue Estimates for the Test Year , ‘ ‘
The revenue estimates for the test year are developed
for interstate toll revenues, intrastate toll revenues, local
service revenues, and miscellaneous revenues. From these catego“ies
an estimate of uncollectibdle revenues is subtracted in developmng
the final revenue estimate. : : o ‘ -
Soth Pacific snd the staff reviewed. ehe historxcal per—‘t»'f"
formance of the applicant, anticipaved economic condmtions in“the -
test year, Pacific's projected product and sexrvice offerings,“and
estimated station and message volumes in the test year;‘as well
as other factors in estimating revenues. -
The staff estimate of Sk, 666, 914,000 . for total operat:ng
revenues exceeds Pacific's estimave of 34,661, LU5, 000 for those

categories by $5,L69,000, made - up as follows: o Lo
: ‘ Utilit ‘Ex#eeds“staff"; S
rm%mm

Local Service Revenues ' $ (67,351) (3-5;% -
Intrastate Toll Revenues (133,898) (8.2)
Interstate Toll Revenues , 112 636 - .11.0

Uncollectible Revenues g“ , (5.2;
Phone Center Adjustment {12 9&8 -~ (100.0
Prop. 13 Adjustment, 2,651 100.0

Total Operating Revenues. $ (5,46 g (. gy
’ (Red Figure)

The staff's recast revenue estimates utillze the lower Lo
rates adopted by Pacific as(aeresult of QII No. 19 wherein Paclfic s , |
Advice Letter No. 12860 was filed, while Pacific's estlmates do not
utilize such lower rates. AS: the rates we set in this proceedzng «

will be predicated upon post-Pr0posmtion 13 tax expense, and Pacific s"'
Tax Initiative Account will be closed, there is no issue respecting

the above property tax adgustment,of $93 651,000, being $9h,301,000
net of uncollectlbles for—the test year.
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" Pacific's estimate for mlscellaneous revenues in the amount ",
of $217,472,000 has been accepted by the stafx, and. the d;fference in
uncollectibles is a result of the staff's hzgher revenue est;mates.

The staff estimate of $1,915,198,000 for: local service -
reverues at present rates is greater than Pacific's estimate of
$2.,847,8L7,000 by $67,351,000 or 3.5 ‘percent. Approximazely
92 percent of the dlfference between the staff and Pacific results
from the staff estimate for subscriber station revenue bemng
$62,188,000 higher than that of Pacific. . |

Total station gain for the test year is estlmated at
850,000 for a total weighted average number of company statlons of
15,200,000 in 1979. The staff estimate of intrastate toll message
volumes is approximately 20 percent greater than that of Pac;fic.“

Estimates of interstate toll revenues and intrastate toll
revenues by the staff are, respectively, $112,636, OOO or 11. percent
lower than Pacific's and $133,898,000 or 8.2 percent-higher than
Pacific's. The bulk, or 80 percent, of the dlfference in’ interstate
+oll revenue estimates is attributable to lower staff expense
estimates in the following four areas: commercmal, trafflc,
relief and pensions, and prOperty tax expenses. | :

Pacific's 1ntrastate toll estimate is based on its October l977if7
view of the test year, and the staff pomnts out that it had emght'months

‘of additional data available. to use in deriving its estlmates.‘ Differ-“w“

ences ‘are largely due to the respectmve parties estimates: of custome*f”"'
billings, Pacific's expenses, and rate base associamed with' Pac;fic s
Intrastate Message Toll and Wide=Area Toll Service: (WATS).; The
remainder is due to differences in est;maxlng\Prlvate Line Toll.”‘"‘f}
_The staff witness on ma;ntenance expense: also estimated |
an annual revenue increase of $13 038, OOO in 1979 from Phone‘Center
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activity. It is anticipated by the staff that Pac1fic will .
increase its sales of optional residence termlnal equlpmcnt and serv:ces
as a result of Phone Center personnel contact with customers. |

Pacific relies upon its results of*operatlons scudles
as presented by witness Hamish Beanett. As in previous cases,

Pacific's revenue estimates are based on a combznatzon of a «
"bottoms~up" forecast, being akin to a performance or end-result
budget based upon field office inmput, and a "tops down™ forecast"‘
of telephone activity commencing with administration. Pacific? s
Sennett testified that past company estimates were prepared by‘
essentially the same procedures now used by Pacific for its test:
period results. 3IEvidence was presenped by Pacific showing thaz its
one-year estimates have been fairly accurate in the past. .

Pacific contends that its estimates. of‘revenue, adausted
for the effects of D.88232 are accurate, and: include spimulation

rom Phone Center activity. Paczfic s estimates reflect overall
g.ow*h of 8.4 percent for the test year over.1978. .

In its brief, Pacific charges the staff with. basic in—
consistency seemingly because. staff‘proaect manager: Roberp Mbeck
permitted each team member to use the max;mum amount. of individual
discretion arnd independence in preparzng his showing., Howevery the:
record demonstrates that Pacific's Benmmett directed the’ actlvatles
of Pacific's personnel in the same profess;onal fash;on. we confess
that we can see no defzciency inherent in staff or. company proaect '
nanagement. ‘ = : _
We are perplexed at the statement in Paclfic s opening
brief, at page li, that "the budgeting,and est;mazing_procedures which
underlie the October 1977 budget for 1979 are the’ very procedures
regularly pursued by Pacific to direct ‘the operatlons of. the
business...” Staff counsel semzed upon thas obvious masstatement
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to point out that Pacific’e _estimates here are admittedly not ‘
Pacific's regular operating budget which is a commitment . budget, :
approved by American for ome year omly, and that Paeific; in faet, i
has bad little experience since 1972 in budgeting two years in-
advance. The differences between a normal commigient .budget and
the forecasts before us were, however, explained by Mr. Bemmett .
on’'direct amnd on cross-examination. We accordingly disregard
Pacific's unfortunate statement on brief.

We believe that Pacific's estimate of Local Servrce \
Revenues as adjusted by the Proposition 13 deduction and anluding
Pacific's estimate of the effect of Phone Center is. the more
relxable and will be adopted e

Miscellaneous - revenues were not an mssue and we w;ll
adopt Pacific's estimate, as did the staff.

We believe that Pacific's estimate of intrastate toll
customer billings, $1,787,886,000, is too conservative. - We, there-
fore, adopt the staff's estimare, $2,001,616,000, of customer
billings. The resultant message toll and WATS revenues via settle-.
ments along with the intrastate private line toll employing_adopted
expenses and rate base yield total intrastate toll revenues in- the
amount of $1,646,127,000. ' - o

The interstate toll revenue of the amount adopted
$1,044,753,000, is a direct result of adopted- expenses ‘and-rate
base. This amount is calculated by standard settlement proeedures.
Adopted Intrastate Operating Revenues -

The total intrastate operating revenues adopted herern are
as follows: S ‘
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B g (Dollars in.Thousands)
Local Service. o $1 847 847;ﬁ'*3  _§w”_
‘Miscellaneous R 1 20 SO
Intrastate Toll' . 1,646,127 - . .-
Interstate Toll 1,044 753;':-*;7‘. e
Uncollectibles |

Total Operating Revenue C
Before Adjustments 34,7095729

Proposition 13 Adjustment ‘ ‘§93;651)
Total Operating Revenues $4,616;07&{ -
Summary of Earnings - Table IY. B | “ _
Adopted intrastate operating revenues operating,expenses N
and taxes, balance net revenues, rate base, and rate: of return are
. shown for the test year 1979 at present rates in Table II. o Ca
The calculation of the gros revenue 1ncrease necessary'to oro-7f7
duce a rate of return on rate base of Q.73 percent is set forth below~” ‘ B

46 ,47 0.

uthorized rate of return | ' o 9 73%
Adopted rave of return, preseat rates 10. 06%~
Decrease in rate of return required . - Q. 33%-“
Adouted intrastate rate base o § $64759, 837 OOO
Net revenue decrease ) o . -8 22,300 OOO
Net~to-gross multiplier | L 89h
Gross revenue decrease C s uz 200 OOO
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_ TABLE IT _
The Pacific Telephone and Telegraph Company
SUMMARY OF EARNINCS
Year 1979 Estimated
Present Rates

Total Compamy Operations B E
Staff - : Utildity < Intrastate : -
v Estimate : Adopted = Ad.cpted' :
(Dollars :m Thousa,nds)

Local Service $1,833,935 $1,8h7,8h'r $1,'rs3,5h6 $1,751,
Toll Service 2,661,558 = 2,640,296 2,690880 1,646 '
Miscellaneocus 217,472 '

Less: Uncollectidles 46,051 ¢

Total Operating Revenues

wFEFWNOH

Current Maintenance - ; S ' 999,040 740,
Depreciation = - 632,886 658,122 . 632,206
Traffic , 811 , 786+ 321,52h
Commercial - : 255 2,207 1&67,009“: -
General Office Sal. & Exp. | . » R .
a. Revenuve Accounting : - 61,826 o
D+ 'Balance GGOQ‘ y .‘ ._' ' 180’570 o
Operating Rents 75 : 33,875‘-_- T
Geperal Services & Licenses 2798 515 - 56, hlBﬁ o
Balance Otber Op. Exp. | o R
a.. Relief & Pensions 173 ,555". hls,sha;; 322,626+
b. Balaoce 632 21, 4ho L

Total Operzting Expenses - 3,039,575 ] - 3,.‘1. .

Federal Income Tax 376,.;03 _ 83, o 282 695 C
Californdia Corporation Tax 20,530 50,506; -
Soctal Security Tax ‘ » 422 ST 92, 51;6'

LBRE bBoowao

BERG B

&

TOTAL OFER. EXPENSES & TAXES . 3-,69_33,"1319?. 3,955,282  ‘_3,733,076- 2 }
BATANCE. NET REVENUES 973,180 - 706,163.-' 883, 7

Telephone Flant In-Sve.: 100.1 12,086,491 .12,3.62;.776- ‘ 12,078’,'1@2‘
Prop. Beld for Fut. Tel. Use 10 6,140 . 6,112 - 6,240
Tel. Plant Acq. Adj.: 100.4 - - -
Werking Cash 154,326 . 193,772 165,353 . .
Materials & Supplies 122 52,417 57,382 52,505 .
Iess: Depreciation Resv. 1T 2,473,082 2,539,361 2 h73, v
Less: Resv. for Def. Taxes 176 1,016,836 1,089,k

TOTAL RATE BASE '

3

NRRRERRR

3

RATE OF REIURN (20428) x 100 : 1;;051;" eooﬁ

e
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o IV. OPERATING EXPENSES
Current Maintenance :

Maintenance expense for the test year is estvimated by the ]
staff as $999,040,000 as compared to Pacific's $1,073,643,000. The
areas of difference, wherean we' adopt the. staff's view, are as
follows:. ’

Util'ir.y ecce'eas Staff

(Dollars. in. Thousands)‘}\7*

Basic Estimates ' S 8,792
Electric Power Adjustment _ o 12 063, ‘
Phone Center Adjustment - . ll,7893
Main Frame Adjustment. 37,832
Western Electric Adjustment _10,837

Staff View AdoPted. | 381,‘ 313; :

Basic Estimates ' ‘

The staff's unadjusted estimate of 31 Oéh,87l OOO for .
total maintenance expense is $8, 792,000 or 0.8 percent below-the
utility's estimate of $1,073, 663 000.. :

The major difference between the staff's and Paczfic 'S
unadjusted estimates is Account 60&, Central Office Equ;pment.
Pacific's estimate for this account is hlgh, malnly because it
underestimated - the productivity levels for this account. Fallure '
%0 recogrize increased productivity due tollmproved technology |
results in an overstatement of the labor componenc of" all ooeratmng
expenses, and certainly those in the current maintenance categozy.t

Pac;fzc estinated productivaty 1ncreases for Central Offzoe{‘
equipment changes at L.26 percent and 4.87 percenz foxr: 1978 and’ 1979,;.
respectively. The average productivity gaan in the prev;ous four
years, according to svaff testimony, was 15.5 percent. Because the
staff had nine additional months. of recorded data on: which to base

its estimate, the staff’watness was able-to dascern that the recorded?‘”

accumulated productavaty level for Central Office eqpapment changes




for the f£irst half-year of 1978 was 10.98 work un;ts per~hour, which
exceeds not only the utility's 1978 estimate of 9. Sk work units |
per hour, but its 1979 estimate of 10.52 work units per hour.

The staff testified Pacific’'s estimate of productivmty

nerease for Central Office eqplpment upkeep was likewdse understated.

Pacific estimated productivity gains of 7.30 percent and’ 8.14 pereent
for 1978 and 1979, respectively. The average productmvmty~ga;n in’ the
previous four years was 1l2.2 percent. The recorded accumulated |
productivity level for Central Office eqa:pment upkeep for the flrst .
nalf of 1978 was 12.97 work unlts per hour, which exceeded 1ts 1978
estimate of 12.41 work units per hour and was within 3 5. percent-of
its 1979 estimate of 13.42 work units per~hour. .

The record,additionally, shows that Pacific's productxvity o
estimates expressed in its December 1977 budget view and agaln in L
its 1978 budget view are higher than its estizmate. before us. lnAthiS
proceeding, and within the time frame avazlable for the. staff
presentation. Further, it appears that Pacific's eszimate in deter=

mining workload for Account 604, Centr al Offlce Equmpment, was. prediey o

cated upon the use of Central Office frameS-as ivs planz unmt
izndicator, althodgh American's advice to. Paciflc was that such an
indicator was inaccurate. - : S ,

We accordingly'conclude that the. basmc estlmaze for' ,
current maintenance of the staff is more,reasonablegand,wlll,be’f
adopted. | | | o

Blectric Power Adjpstment ' .

The staff estimate of the cost of electr;c power~for-the o
test year is $34,537,000 as compared with Pacific's estimaue of ‘
$46,600,000, a difference of $1%2, 063 000. |

The issue of the electric power adaustment in this o
proceeding is limited to the cost of such power and excludes usage,

as the staf’ acceeted Pacific's estimate that in the test'year~there ;*” :

would be no increase in usage-over the 1977 level. Curlously
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then, Pacific, in its opening brief, caucions us that the. 1977 usage
levels are conservative and that the 1ntroductzon of‘more electronicf
switching will require more electrical power, as an electronzc .
swivching office uses about twice the. power-per-subscriber llne as
does an older type electrical-mechanical office. This argument is
contrary to Pacific's zero energy growth est Lmate for electrzc power :
and also appears to be an implied admission that the staff's productlvity
estimates at a higher level than chose of Pacific, d;scussed above,
have merit. -
The record shows that Pacific s total electrmc power bill

rose 88 percent in the three-year period from 1974 to l977 although
Pacific's total kilowatt~hour usage increased less than 1. percenc.m
Ia the face of this evzdence, Pacific's witness testmfied that the.
staff witness' increase of only 0.32 percenc from 1977 to 1978 and
to 1979 is "absurdly “ow; The staff, of course,. concends that the .
end of tke drought and the reduction cf‘Energy Cost Adsuscmenx:C1ause -
(BCAC) adgustmenzs flowing. therefrom supoort the’ reasonableness of
its estimate. ‘ o E

- The staff made its estlmame by flrst determin:ng how'much
electric power (kilowatt-hours) Pacific Gas and Electric Company,
San Diego Gas & Electric Company, Los Angeles Department of weter ,
and Power, Southern California Edison Company, and the’ city of Anahe;m
.supplied Pacific in 1977, together with the cost of thac power.e It
next determined for each electric utlllty the: percentage of its power o
costs that were directly related to changes in ECAC: and"the percentagef;ﬂ‘

related to changes in the base rate. The ssaff‘then consulted with
representatives of the electric utllities and members of the staff

and reviewed electric utility dec;sions pending in electrzc utllzty

rate applications before this Commiss;on, With this ;nfonmation, the o
staff adjusted each of the electric utllztles' estimated monthly 1977 f‘
kilowatt~hour sales to Pacific for increases and decreases in B AO | g
and base rate. The electric ut;l;ty rate schedule mosz applmcable to ;foi\”
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the utility were used for determination of increases and decreases
in base rate and ECAC. Turther reduotions,of‘powerﬂcost'duettoi
Proposition 13 tax savings were not cons;dered. -

Pacific's cross—examination of staff witness Mr. Dade
developed that Pacific mlsunderstood the staff wztness! use of the
normal year basis for estdmating rainfall as opposed to. the wet.year'
which ended the drought. Paczflc, in its brief, ontinues to

time wet year"” for its 1979 forecast.\ The evzdence clearly"shows that
such is not the case and we will adopt the electric power~ad3ustmenz
proposed by the staff in this proceedzng as belng the more reasonable..

Phone Center Adgustment : ‘ 'm

A Phone Center is a retail-like store in wh.ch resxdentzal
customers who have modular or plug-in connectmng aac&s on their (
oremises can select a telephone set for their own 1nstallation, return -
telephone sets upon moving, and select and purchase optlonal res;dentmal?l
equipment. It is apparent that the Phone Center: Store’ advent will
decrease Pacific’'s labor expense through the elimdnation“of Otherwise
necessary service visits to the customers' premiees. o

The staff has accordzngly‘proposed an adjustment of.
311,789,000 to maintenance expense Account 605, Station Repalrs, in
the test yea* based upon an‘analysis of normalized savings to Pac;flc.'
Normalization was employed by the staff in. order to develop~the teso
year into a typical year of operatlon- For that *eason, there is a
reflection of 1980 estimates in the normalized test year.‘ ;

The staff normallzed the revenue, capital, and,expenses
of the Phone Center Program by determining the pr esent worth of 1980
year valves as of Japuary 1, 1979. A beglnnzng,of year—annuity was
calculated from the present worth, using an afner—tax rate. of return
of 8.85 perceat. The annuity was then multiplmed oy O. 9843, - developed
from a ratio of total Nevada Bell main station 1nward movement to o
total Pacific main station inward movement. The result was a conversion .
of total company adaustments to a State of Calmfornia base.v The. btaff
determined that p-ant capital should be adJusted in the amount of |

e
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$210,520,000 and that revenue should be increased by $13 038,000 by
reason of the Phone Center operatlon. These computatlons were.
determined in the same manner as the maintenance est;mate.:p-' ‘
Pacific objects to the adjustment of Phone Center ma;.ntenance ‘
expense with its corollary plant and revenue effect.‘ Pacif;c conzends
that the inclusion of 1980 data in the 1979 test year computation -
results in the inclusion in the staff's estxmaoe of savings wh;ch will
20t be realized during the tesz'year. Too, it is asserted that Pacific s;jfn'
October 1977 budget for 1979 included $22,000,000 in cap:.tal reduct:.on
and $4,000,000 in expense reduction to reflect the effects of the
?hone Center Program. Pacmfic, in effect, asserts double counting on
the part of the staff. ‘ ‘ o : :
The record shows that Pacif;c lnfonned the staff by reSponse
TO an earlder data request for documentatzon by Paclfic than the
$22,000,000 alleged reductdon in,capltal,and $h,000 OOO alleged
reduction ln expenses were included in Paclfic s budget but that the
work papers could not be produced. OCn January 3, 1979, Paczfic 'S
witness, Mr. Woodrell, stated that‘he had such work papers and. th&v ’
they would be produced. These work' papers were never’ introduced intoy,'
evidence; In the staff's closing brlef, it is sxated that the :
work papers did not support the teszzmony of Mr.' Wbodrell and uhat '
they we*‘e, in fac t, dated beyond the penod dumng whn.ch Pac:.f::.c
wWas auohorzzed t0 prepare its testzmony pursuant to the Regulatory
Lag plan.» We cannot accept the staff counsel's assertions.on brlef
as correct but we do accept the uncontradzcted testlmony ‘of the staff
witness that the Phone Center savmngs were not included in.the maxerials
submdtted %o him by Pacific. '

| With respect to the alleged use of'non-testaperlod data, .y
believe it most appropriate for the staff o develop a typdcal test yearf@”“ |
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-esu.ts—of-oneratlon s udy (to reflect cond;tlons in effect when the _
*evzsed rates: will be appﬁlcable), even if antlclpated results‘esti-;:'
loyed in making the required

computazions-

Fo* ‘the above reasons, we . flnd the staff adaustmenr for “
2aintenance expense for Phone Center in the amount of $11, 789,000
to be reasonable and we adopt that.adaustment in this proceeding.v
also adopt the rate base adjustment of $10, 520, OOO as being reasonable
in this proceedlng. We, however, do not adopt the revenue adausxment .
oL $13,028, 000" ’or the reasons set fortb above in our discuss;on of
revenues and: for'che further reason that the record in this case ]
demonstrates qumteuclearly'thax,sales of optional reszdentlal equlp-
ment generated through the operatzon,of‘the Phone Centers may*nou
constitute a benez;t in the sense of pro fit €0 PmlelC.

Main Framo Ad justment rsﬂ

The stf .has prOposed a reductzcn in malntenance expense
reflective of *he ‘Rober of maintenance hours which wall e saved by ‘
Pac fic in associ atmon with its Main Distribution Frames Progrmn (MDF)-

An MDF is a dist rmbution frame in a c¢ent ral offlce at whmch outside
plant cables from customer premises te“mznaue -and cross—connect}uo
Central 0ffice line equipment. = ‘”', . _

MDF is one area of 1mproved technological economy- Peeifie'
has 53 such Technological modernz"at;on and’ effic:eney progrems avail- ff-
able to it which. will substantially reduce maintenance expenses in
Llater years, some of which are being lmplemented today, accordxng{te
the record. In addivion, it has another 58 ma;ntenance saving - e
modernization programs under development wh;ch should achieve further |
economies in operations. The staff wztness selected. only four of these
prograzs in arriving at his proposed adjustment: Common.System.Mhln
Interconnecting Frame Systems (COSMIC); Computer System” for'Maln.Frame o
Operations(COSWOS) Dedicated Inside. Plant (DIP), and ?rame Force
Administration Plans (FFAP).
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The staff relied upon Pacmfic s latest study-for-the potal
ffect of these programs and arrived at a nonmalized savings for the
...a..nf ame operations programs for the test year of $37, 332,000. 'Ihe
staff made an additional adjustment for plant in the amount of |
$6,260,000 for depreczation expense and for other expenses 1n.a
zmanner paralleling the methods used for the Phone Center ad,justments ‘
which we have prev:.ously discussed. There is no- revenue ei‘fect for the
zain frame oper ations programs. " e
In our discussion with reSpecp to Phone Center, we, approved
the staff's nmethodology in arriving at its’ estimates’ for~the test
year as being typical. FPacific argues that the data employed by
staff witness Mr. Dade pertained to 1980 and should not be ut:.lized
Curiously, Pacific, on brme*, argues that "actual results can: be
very misleading;"™ this for the reason that the: highest pay-off sav:ngs
{izplementations will occur first and the lowest pay-off savings mmple— ‘ ,
zenvations will occur last. This, of course, is- 'che very' rata.onale the o
staff espouses in e:nploy:x.ng its typical test year methodology. o
Pacific further draws our appention to the study reln.ed
upon by the staff, having in it a svatement to the effect that PaCif:LC o
is of the opinion that the hours saved through frame force adm;n;stration
appear optimistic, and Pacific will be in a better pos;tdon po 7
evaluate fraze force admlnlstratdon when supporpzng documenzaplon |
becomes availlable and resulps from mplementat:.on can. ‘oe eva.luated.
At the same time, Pacific argues that the savings from frame force
admircistration have been included in Pacific’'s own budget for‘the 1979
test year as presented in this proceeding. Pac:.fic s briei‘ ‘
inconsistently asserts that three of the programs up:x.l:.zed in: ‘che
staff's study will not be completed unatil 1980 and that a.'Ll four of
the programs are unproven. These assertdons, however3 nop supporped
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by reference to the record, are at variance with Pacmflc 'S chart set ,f‘”f .‘\

forth in its brief in which it ‘presents substantial productiviuy
increases in the implementation of the programs at issue.’

The evidence shows that the Bell System established a
mainterance task force in May of 1977 to find ways to- prOperly reduce
maintenance expense in the future. The record further demonstrates

that the staff requested mnfOrmatdon on the progress of the maintenance .

task force in May of 1978 but was unable %o determlne whao was’
available and have it produced before September 12, 1978 after the
cut-off date for prepara tion of the staff. exhzb; The transcript ‘ ‘
makes clear that staff witness Mr. Dade believed that his adaustments )

to maintenance expense were minimal in the face of the many ongoing
expense reductzon orograms of Pacm’zc, and a review of all the'ev1dence;“
convinces us that the main frameadgustmen* is reasonable and should be
adopted. ‘ PR

Western Electric Adgustment .

The Western Electric adjustment involves our adopt;ng certamn‘fl
adjustments to Pacific's plant and expenses to esoablmsh lower'prlces |
than those actually charged Pacific by western Electric (a ‘wholly
owned subsidiary of American) on the theory*thatjwestern Blectrmc
should be entitled to "no greater rate of return than<would ‘be reason—l _
able for a regulated utility™. (City of Los Angeles v. Publzc Utmlltlesfr
Commission, 7 Cal 3d 331, 342; 102 Cal Rper 313; emphasis added.) |
court has not only approved this adgustment but reve*sed us when we
sought once to depart from it (City of Los Angeles v PUC, supra)._ |

Although Pacific does not agree with the Wes ern Elec rdc f”
adgustments nade in previous Commass;on casea and approved by‘the ‘ L
California Supreme Court, it does not here contest the bas:c adaustment.:‘f

Tor a succincet review of ohls,adgustment, see C:ty of Los Angeles v PUCiﬁ@v”

supra, begdnnlng at oage 3#5. - =vjy13)1;3f;g”
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In this case we again adopt the affllzated znterest adgust-
nment and the staff’s estimates and computat:ons thereof wherever the
adjustment reaches. TFor malntenance exeense, because of our decis;on

on rate of return, the westernAElectric effect changes from $10,8375000
to $8,538,000. ' ‘

Depreciation- Expense . o
The difference between the staff estmmates for debreczataon
anc those of Pacific contain the followmng elements- basic es tmmazes,
IDC rate, Phone Center adjustment, main frameprogram, Western.Electrmc
adjustment, ACTS, seleprocessing, and advertmsxng,- Except: for the .
basic estimates, all of the above enumerated elements going.znto the -
depreciation expense difference are d;scussed in other sect&ons of“
this decision. : : ,
We adopt. the baslc estinates of the staff in th;s\proceedlng,
as we have done in the past, as being pred;cated upon this Commzssxon s
volicy consmszenzly applied. There is, in fact, no serlous content;on '
made by Pacific that the depreciation methodology employed by the-
staff is in error. We find the staff's estimates,. together wmth the
stafi's reflection of our decisions hereln in the deprecmatiom expense
ategory, to be fair and reasonable and we adopt them. , : j,
Pacific and the staff have reflected in their Western Electrmc

-

studies Califormia surviving plant based on a survzvor curve Nh;chtlndl—”}‘-f
Tes a composite average survivor life in’ excess of 30 years-c Pacific” .

has used the same survivor curve in this and several prmor proceedlngg.{'“
The staff recommended in this eroceedxng that Pacxfzc 1n1t1ate a study
To evaluate the validity of this survivoer curve and submzt the study

to the staff prior to Pacific tender;ng,a notlce of mntent for any
‘u*ure rate case. Since the same survivor curve has been ut;llzed for |
this and several prior p“oceedmngs, it is abpropriate to have 1ts

applicability “e—evaluated for future nroceedlngs and ze will be so
ordered. ‘ '
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Traffic Zxpense
Traffic expense for the test year is advanced by-the staff

as $307,811,000 as compared to ‘Pacific's $3h5,787 OOO for a difference
of $37,976, OOO or 12.3 percent.e The areas of difference are: as
follows: - SRR

UEilit Exceeds Stafs - ,

General Traffic Supervision‘

Operators' Wages

Lunchroom

Cperator EZmployment and
Training

Printing and House Services.

Miscellaneous - =

Service Inspection and
Customer Instruction

Estimating Differences

Automated Coin Telephone
Service Adjustment: (ACTS)

Total Differences
Differences: . EIREN
Staff view adopted ' , C 2&,263f
Pacific's view adopted: , s
Service Inspection , 2 299“ 5
ACTS ll,ulig
- Total Divferences o . 37,977

General Traffmc Superv1saon' _

Pacific's estimates for 1979 are based upon its October
1977 view of the test year and 1nclude wage and salary increases _
which are anticipated in 1979. While variable inputs: with respect
't0 Pacific's commitment budgets commence at the lower oPeratlng
levels ("bottoms up" bndget) and are reviewed and adjusted by'upper
management, the record in- this case is clear'that not all of’Pacific s
proaectzons were initiated at the lower-levels._ Additionally, the




A.58223 et al. ks

record shows that the budget process fazled to take 1nto account
certain unusual and nonrecurring evem:.s and, in some- areas,’ did not -
properly treat the issue of productivity.

Overall, the staff compared the 1975 budget for Pacmfic
in the amount of $270,515,000 with actual recorded experience of
$266,817,000. Further, the period of 12 months ending June- 1976
for Pacific was compared with: recorded: experience, showmng a
orojection of $28l ,927,000 and actual experlence of $272,722,000.
The staff's estlmate for general traffic supervision is $3 738,000
lower than Pacific's estimave. \ ST

 There are eighp subaccounz estlmaping,dszerences in
General Traffic Supervzslon. ' ' ’

Subaccounts 621=11 and 31 ~ GA

We adopt the staff's estimate which is $293,000 1ess than
that of Pacific.for the reason, ong others, that Paoific estlmamed_
salary increases in one year in the range of 10.6 to 15.2 percent,
and we concur with the staff that this range is unreas onable and

the staff recommendation of 5.8 percent as the rate of‘increase is
reasonable. ' '

Subaccounts 621-lllf2l,and 31 - Wo. Region

Pacific estimated an increased number of‘superv:so:y
personnel in the Northern Region for Subaccounts 621—11, 21, ‘and
31. The staff points out that the region management level has been o
phased out and that the number of traffic offices and personnel has been ,‘“
decreasing. “urther, the staff disagrees with Pacific thap additlonal
network designers will be required in view of the increased on~line p
technology. The staff's estimate is found to be the more reasonable,
the difference between it and Pacific being $870, OOO. |

Subaccounts 621-15, 16, 35, and 36

With regard to Subaccounts 621—15, 16 35, and 36, the
staff criticized Pacific's estzmates as being based upon future
projections of’unusual and nonrecurrzng_experzences, such as course
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| '7/3»l/79'-

.
-

development expenses which occurred in 1976 and 1977 but whmch arc
not anticipated to recur on a regular baomu. The otaff _
is of the opinion that such expenses, should not be- vreated as
*ecurr:ag dbut should be amortized over a lO-year’permod._ we believe
the staff's view to be the more reauonabib, the . dlfference between '
it and Pacific being $240, OOO. , : -
Subaccounts 621-25 and 26 -~ No. ch;on . ,
For Subaccounts 621-25 and 26, in the Northern Reglon,
Pacific projected: expenses in the sum of $2, 6&2 000 for'l979 The:
waff points out that the 1978 proaectxon is: only Sl uéu 000 for these ‘/
accounts. The staff witness tesvified that °ac1fmc was. unable o
provice any reasonable explanat&o& for the substantlal dszerence. ~
Accordi ngly, the staff made a progec.zo bas ed upon’ the No*therﬁ
Region to arrive at its basic estimate waich we adODv as reasonable,
and which is 3902 000 less than Pacz*lc'° progectmon.
Subaccounts 621-35 and 36 ; .
In Subaceounts 621-35 and 26, for No.uPerm and Southerﬂ?
Regions, Pacific had progecved $875,000 for 1979 xn excess‘of the
vaff estimates for the yearly. "rlgh“-tO*UUC" COut Lo Pacmfzc for

cerzain American computer programs. Here, agaxn, the utaff wznnesv '
tes .1ed that Pacific paid these annual fees to Amermcan wmthout

seriously examining the poss;bllm vy of dcsmgnlnv and w*mtmng zhe o
programs with its in-house force or outside cont“actors, and: wmthout N
cuestioning American as to the *easonableneys and magn&tude of these

fees. The staff's investigation of the fees dmchObed s;gnlfmcant,
unexplained overruns 1n the program dcvelopﬂent ¢os t. Further uhe

staff testified that the cost formula used. by Ame*&can o allocate
development ¢osts to the operat ting companies was anOthale, result;ng H
in excessive charges to Pacific. The staff accordmngly “ecommends dms—~"
allowance of the above- sated portion of Vhe fees and we' fmnd thaz the
staff view is the more reasonable. a

Subacecounts 621-15 and 16 —= No. Ierion o
In Suvaccounts 621-15 and 16, for the Northern ne~1on, we
adopt as reasonable the staff's reductmoq of $77 000 to account foﬁl‘

the aforesaid adauutwcnts to supcrvmﬂory force levclu.f
| |

_53-
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‘Transfer to Constructlon - Account 621 , |
~ For the Southern Region, Pacific projected a transfer—to—*

construction amount for 1979 which was lower than. the amounz for 1977.
Xnowing of no reasonable explanatzon for this dmfference, ‘the staff
used the 1977 transfer figure of $1,393,000 as the basis for its ”
projection of 51,420,000 in 1979. Ve find this ad;ustment to be-
reasonable, comstituting a credmt to Account 621 mn the amounc of
$114,000. '

Network Admlnlstrators : :

In the Southern Reg;on, Paczflc has progected ohe numbe*
of network administrators as zncreasmng from 82 in 1977 to lOZ in
1979. In view of the fact, asserts the staff, that. there. will be
fewer offices and persomnel to administer in 1979, and in view
of the increased report mechanization taking place wzthin Pac;fic,
the increase in admlnlstrators is not‘Justzfled. We adopt the
staff adjustment in the amount of‘$367,000, belng based upon the
1977 level of 82 network admlnistrators.'

Omerators' Wages Lo *

Pacific's estmmate is $25b,122 OOO, the staff being $13,98l,000
less in their estimate or 5.8 percent. We believe that the staff'

view of the est;mated operators' wages.ls more reasonable and we adopt
iz. ‘ '

Pacz ic's estimate of the wages of operacors, 1nso£ar as
it relates to force levels, appears to have overlooked certalnllmportant
considerations brought forward or the record by the staff.‘l_

During 1979, for example, Pacific will dlscontinue the handling
of direct distance dialing toll service and manual smitching,service ’

for the General Telephone Company in several exchanges throughouo the
State. ,
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Pacific was unable to present a'valid rationale‘for~its :
inclusion of the 350 personnel who are employed in this’ functmon to
rexair in the operating wages category.

Additionally, the staff survey shows that 155 PBX operators
who support the service representatives in commercial ooeratmons, and
who charge their time to traffic Account 62&, will be completely"
displaced in 1979 by an automated system called Business Office
Centrex/Universal Call Distridution. Paczfzc s estimaze does not
reflect this con51deratlon. ‘ '

“Lrther, Paczfic s expansmon of Direct Distance Dialing,(DDD}T?"

is believed by the staff to have the effect of‘reduczng the numbexr of
Pacific operator assisted calls, and the ;mplementatlon of automazlc .
- intercept devices which. handle'mntercept calls automatmcally wmll
likewise reduce the amount of operator assisted calls.

The staff, for all of the above consideratxons, testlfmed
that Pacific has, overestimoted. the requlrement for'operators and
for operator assisted call volume- ‘

The adjustment for—operators' wages is $8,627,000, wh;ch
we adopt as reasonable.

Network Administration ‘

In Subaccount 624-22, Network Administration, the staff'
estimate is $1,302,000 lower than that of Pac1fzc. - The. razionale

testified to by the staff witness is that Pacific failed to adequately ”

recognize the decreasing number of operator offlces and operators

by projecting an increase in the number of network admlnlstrators
whereas a decrease should be in.order. We share the opinion of the ‘
staff that the number of supervzsory personnel should be dlrectly
related %o the number of offices and ooerators and fInd the staff'
basic estimate in thzs category to. be ‘the more reasonable and,we
adoot it.
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Records Clerical : L

The staff asserts with respect to Subaccount«62h-23,
Records Clerical, that Pacific failed to properly estlmate ‘this
expense in view of the increased mechanization of work ‘records’ _
presently available. The estimate, according to staff testimony, is
higher by Pacific than in previous years. We find the staff's
estimate of 1 record clerk per 70 employees to be the more reasonable
and adopt this basic estimate, being a difference of $l 060 OOO.

Intercept Records : ‘

With respect to Subaccount 624-2L, Intercept Records, ie
appears that there was, at least, a failure of'communlcatlon between."
Pacific and the staff in the preparatlon of the TWO: estlmates.- The
staff witness' testimony is' that the Southern Reglon progection for /
intercept records was 32 individuals whereas the Northern Region s
orojection was 94 zndivzduals, an 1ncrease in the Northezn Region
from 66 in 1977. Upon being questionmed as to this d;screpaney, ’
Pacific reduced its Northern Region'projectiOn t0'67'fer the”test:
year. During the course of the 1nvestigatmon, the staff witness |
found that the Southern Region was utilizing an automated record
system and had been doing so for some years. Pacific provaded no -
reasonable explanation for the dlf’erence in the mechanlzatlon between
north and south, and asserted that the use of the 9h individualsdmn
its original estimate for test year 1979 was an error.: In consequence,.
the staff ut;lmzed the same number of individuals for the: Northern
Region as for the Southern in making its estimate for 1nterceptf ' 
records. We adopt the staff‘est;mates as bemng the more reasonable.
The difference between the staff and Pacif;c isA$778,OOO., :”3f%
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Transfer to Construction -~ Account 62.L s

The amount from Account 524 for the Southern Région‘whiéh‘
is transferred to construction was projected by Pacific to decrease,
whereas the staff witness testified that the normal expectation would'
be for an increase as in the Northern Region. The staff agazn used
1977 as a base year and increased this credit to an amount $58,000

hlgher than Pacific's estimate. We. adopt this estlmate by the staff l _—

as being the more reasonable.
Wage Qverlay | :
As a consequence of the basmc estimating d:fferences made
by the stafl and adopted by us, the wage overlay figure 15 requmred

<o be adjusted ancd it becomes $2,136,000 lower than- Pacific's corres-¢- ”

ponding figure.
Lunchroom : -
The staff witness testified that lunchroom.expenses should‘
be $83,000 lower than Pacific's estimate by reason of. Pacific s
failure to consider the reduction iz the number of traffic ooerator 

offices ;hroughout the state. ‘We adopt the staffvs estlmate as
being_the more reasonable.‘._- _ ‘ |

Overator Training. e

The staff's estimate of Account 627, Tra:n;ng,Expenses, s
$6,873, 000, being $300,000 lower than’ Pacific's estimate. - Here
Pacific projected sufflczent‘funds.tO-provzde a one—week supplemeﬁtal
training course for each of the 5,500 individuals in;the%Nbrthéfn*_
Region. The staff believes that the year‘l978’should;be'fegardé&”
as typical, azd in that year Paclfzc allowed funds for the. traznzng
of only 4,524 individuals. We believe the staff's estlmate of this
expense to be the more reasonable and adopt it.

Printinz and House Services

The staff’s projection for Accounts 629 and 630, Central
Office Printing and: House Serv*ces, 15 3212,000 less than Pac;flc s
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projection. The basic dlfference in these estlmates.by-the respectzve
parties is that Pacific employed an estimate of 10 percent 1ncrease
per annum whereas the staff used 7 percent as bemng more reflectzve .
of the growth rate in prior years. We belzeve that the staff's est;—
mate is the more reasonable and’ adopt it. ‘

Miscellaneous :

A further ostensible diffmculty in communicatlons‘between
the staff and Pacific oceurred with respect to Account 6}1, Central
Cffice Miscellaneous Expenses. There the staff's 1nvestzgatmon A
revealed that this account doubled between 197L and: 1976, increaslng
from $6,54L5,000 to $12,393,000. Pacific's progectlon for the test.
year 1979 is 315,749,000. While Pacmfmc asserts that thzs substantlal
inerease was due to data processing charges havzng accelerated, the

taff witness testified that substantiation for the: magnltude and the

necessity for the charges in this account were not provided. szen thzs
impasse, the staff witness reduced Pacific’ S est;mate to. an. even
$10,000,000 being $5,949,000 less than.Paczflc s estmmate._' :

Pacific's rebuttal w:tness, Mx-. Morse, testzf;ed that the
1974=-1976 increases in Central Office MiscellaneouS»Expenses wereg'g
caused by the overall increase in the mechanzzatlon of‘the total .
traffic operation. He points out that Paczfic s est;mate for ﬁheﬁ
test year shows only ar ammual increase rate of g percent since !
1976. Pacific, however, nowhere in the. record develops facts and
rationale which support the doublmng of this item of expense w:th;n
the two-year period. Accordingly, we accept the staff*s estlmate of
this expense as being the more reasonable and adopt it.

_Service Inspection and Customer Instruction

The staff's estimate for Account 622, Service Iaspection
and Customer Inst ructzon, is $2,299,000 less than Pac;flc s estimate.
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With regard to this accoﬁnt, the staff witness'reiied"
heavily upoz testimony of Pacific's witness in an earlaer case
(A.55492) to develop a ratio of operator-handled calls subaect
%o administrative monitoring. Using this as a base,_the staff
developed an expense difference of Sl 218,000 for the operatdon
of the service inspection organization fior 1979, including a
reevaluation of uhe nurber of supervasors and clerks to be employed.

‘Pacific's rebuttal testimony by Mr. Morse adequately explazns
the function of service inspection within the Pacm*ic sysmem, but
does not rebut the staff witness' developed oercentage predicated
upon Pacific's testimony in the prior case. While we acknowledge
we are dealing throughout with estimates, our preference is to rely
as much as possible upon’ dzrectzknowledge rather ‘than upon posztzons ‘
taken or testimony given by parties in prior proceedings. Acoord;ngly,
we adopt Pacific's higher estimate of this account as belng the more
reasonable. '

Subaccounts 622-21, 26, 31, and 36

In Subaccounts 622-21, 26, 31, and 36, for the Southern
Region, the staff made a comparison of Northern and Southern Regdon
personrel. The staff points out that 92 1nstruotors mnknorthern
California handle a business volume which is. only lO percent R
smaller than the volume.handled by Southern Region -operators’ who
aumber 154. DPacific's rebuttal evidence establishes that the
correlation assumed in the staff analysis is in fact. lacking,' We
thus find that the estimate of Pacific is the more reasonable and
we adopt it. Pacific's estimate is $ll8,000 more. than that of the
staff.

Wage Overlay AdJuszmenz (payro.l taxes, ;nsurance d“."“‘
and vacation expense variables)

In accordance with the views expressed above, we. lzkewase

¢o not adopt the 3178,000 adaustmenz.orooosed by the staff for wage
overlay. ,
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Automated Coin Televhone Service (ACTS)

The staff has recommended an adjustment of $1L,415, OOO
To traflic expense by reason of automated coin telephone service
(ACTS). The staff witness testified that during the investigatlon
phase of this proceedlng_he reviewed the auoomataon.development for
coin toll service known as ACTS. This automation is deszgned o
mechanize operator functions and result in substantial sav1ngs _
0 Pacific. The staff points out, in its prepared tesommony, that
Pacific's five-year plan for 1979-1983 shows capital costs for ACTS
of $8,000,000 and annual savings of $14,269,000. The staff, notrng
the handsome return on iavestment, being more than lOO percent 1n
the first year, took the view that 36, LOO 000 in capatal oosos,

cluded in the test year rate base, and 811,415,000 in annual

savings should be included in the test year. The faotlls that ACTSw
has not and will not be implemented by Pacific. during the test year.

With puzzling 1nconsistency, Pacific contends thao the
izputed ooot savings argued for by the staff should be disregarded
becavse this Commission, in Decision No. 88232, issued on December‘lB,g” .
1977, requested a feasibility study of ACTS, and, in any event, ACTS“" o
will be 1mp emented in the 1981-1983 time frame. It is obvaous ohat
either the study requested by the Commission is not-necessary or the

cecision by Paczf;c to implement ACTS in a perlod beyond 1979 is pre-‘
wure. : -

The staff £ills this vozd Oy testifying that zt learned
from sources outside Pacific that ACTS had been 1nstalled in .
Phoenix, Arizona,in 1977 and is currently in operatzon.. Therefore, -
contends ohe staff, no feasibility study is requared and Pacafac .
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should have acted to implement. ACTS at a per:i.od at least earl:er ;
than the 1979 test year. : R

In view of all the circumst.a.nces, we conclud.e that
the staff has not carried its burden of proof _ tha.‘c the ACTS
adjustment should be made in this case, and we do not adOpt i't:..
However, the staff did make a persuasive showing for :.mplement:.ng ACTS:
ahead of Pacific's 1981-83 time frame. The record does show that there
are now several such systems in oneratn.on with other Bell System operat—
ing companies. We are of the opinion that Pacmflc should not lag
behind other companies in implementing this cost-sanng system. .
Accord:.ngly, we will order Pacific %o accompl:.sh s:.gna.f:.cant
:.:mlemen..a ion of the ACTS sys»tem in Caliform.a by *c.he end of 198




Commercial IZExmense

The staff's estimate of commercmal expense for 1979
is $375,255,000 as compared to $L72 207,000 submitted by Pac;fzc,
a difference of $96,952,000. The areas of difference are as.

follows:

Advertisings
Phone Center
Service Information
Building Signs
Automated: Dialer
"The System 'is the
Solution™
Long Distance
National Residen.;a, Ad _
Salaries '
Directory Assnstance '
Other
 Balance.
Phone Power Program
General ,

Local Commercial. Operations::
Computer Qutput
Business Qffice
Automated Payment
Phone Center. Stores
Centralization
Residential Service Center‘
Balance : '

Dmrecto*y-.
National Yellow Pages
Page Design .
Photo Compos;t;on '
Mechanization
Balance
Teleprocessing: ndaustment -
Total Commercial Differences

Ueility Exceeds Staff ‘”.jmjf?’
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For the reasons that follow, we adopt the staff'
view on the following issues and Pacific's vmeW'on the balance.‘x

U-tii‘iﬂty T:bf:cfe'ed'sﬁf" Srca'ﬂ_ff;’,ﬁ S
(Dollars in Thousamds) < =

Advertising: . : R
Building Signs - ‘ $ 77
Automated Dialer ' ‘ 37
National Residential Ad | e
Directory Assistance ' ' Lyo3L.. -
Qther = _ K A S R

N Balance

Directorys
National v'ellow Pages

Staf's’ vzew-adopted

Advert151ng

The staff's estimate of Aceount 6&2, Advertis;ng, is
$6,529,000 and is $8,2LO 000 1less than Pacmfic s est&mate of
$14,769,000, a difference of 126.2 percent.

We discuss each category-o‘ advertlszng expense in the order

presented. oo

' Phone Center S gﬂi | ‘ o

Paczfzc 's projection for Phone Center advert;siﬁg,expenses

is $1,484,000, and the staff recommendo that five—smxxhs-of that

projection be disallowed as unreasonab;u The staff's vieW'is predl-:

cated upon Pacific’'s esoxmate belng for an additional 30 new '

Phone Center stores in 1979, whereas, according to. the staff, Paclfzc's

more recent view calls for only 5 storea.f ‘The adaustment is. computed

on the basis of the number of new stores in Pacific's estzmaze.
Throughout this proceeding, 1cific has requlred precmsion

in language from the staff and interes: ed partmes with resPect to data“

requests. The record shows that Paclf‘duhas required those: sol:Lc:.t:Lng:,i

information from it to turn square corne:s in obtazning data. L :

e
g
i
o
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\\,n
"

What is asked for imprecisely is mot given. With respect to the
Phone Center advertising budget, the staff'witnessvreqnestethhe‘oombef«‘“
of new "locations” and was given the number of new. "1ocations“” What
the staff witness really required, however, waS-the number-of Phone f
Center "conversions™ scheduled for l979, the larger numnber upon whlch
Pacific's estimate of advert;s;ng experse is based.: Having failed
to give a full and complete answer which would perhaps have dissuaded
the stalf witness from making the advertising recommendatlon wzth
respect to Phone Center, Pacific was required %o present rebutta*
testinony and now claims that the staff wmtness-"misunderstood"
its response. While we believe . thatJthe record demonstrates that
the staff witness was led into error by Pacific's overly'prec1se
respouse to a genmeral data request, we nonetheless,must view the
facts as they are ultimately developed on the record. In this
instance, we believe that the staff adjustment should not be adopted,
and that Pacific's estimate is fair and reasonable. , :

We believe that the Phone Center concept~1s a vzable -
mechanlsm %o increase customer convenience with respect to the

teleohone system and agree that the services there ava:lable should
be Teasonably oublzelzed. : :

Service Information f : "“ T

The service information budget is projected by Pacifmc at: L
$570,000 as compared with the staff projection of $250 OOO for th;s 1; .
activity, a difference of $320,000. : ‘ L

The staff’s position is that Paci fzc s est;mate duplncates

ther programs such as Lifeline ($200,000 per year), Residence Catalog

($600,000 per year), and Rate Service Charges ($270 000" per year), L
which the staff supports as well as the directorzes.- Addltlonally,
the staff estimate is based upon a new'bi’llng,procedure o be
inaugurated in the test year by Pacific which will. comblne the

subscribers' bills with servzce lnroxmatzon, effect;ng a consmderable*"lf‘ -
savings in printing costs. - :

,‘.;
\n

~Blm
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Pacific's witness, Mr. Golizhtly, testified that the
service information messages do not cover the major'items singiedf‘
out as individual projects by the staff. Rather, the service o
information project includes bill inserts and mass media expenses for.v

Optional Residence Telephone SerVice and similar |
offerings : o ‘

Services for the Hsndicapped
How to get money back if lost in a coin box
How to handle obscene calls

How to teach your child to remember or find his
or her phone number

How to identify a telephone employee who requests
admittance to your home

How to avoid damaging,buried telephone cables

How to use the phone book and where to find dialing
information -

The variety of available telephone servzce in each
exchange

Emergency numbers and dialing: instructions (1ocalized
to each community and in foreign languages wherever -
required by 5 perceat or more of the total population)

Offers of copies of the Residence Catalog and a special
booklet containing government listings and emergency . -

numbers - in each community (again, in foreign languages:'

wherever required by 5 percent.or more of local
population) '

With respect to the savings ‘estimated by the staff of

printing costs, Pacific's witness testified that the new. procedure?wili'7 o

be implemented in mid=1979, buv there will bde offsetting increases in
expenses billed as the Accounting-Department charges back its o
additional paper costs and its additional costs reqnired to‘program
cozputers to do the message printing. In short, contends Pacific, the
new billing procedure will be offset by additional expenses..

For the foregoing reasons, we will not adopt. the proposed
staff adjustment to uervice Information Advertising,in this proceeding.

65
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Bumldmng;§1gns - ‘ :
The staff has taken issue with the sum of $77.000 budgeted

for designing and comstructing building signs om the ground that theyn; -

should be more appropriately placed in rate base as a capital expense.‘
We agree with the staff in this specific matter and find that the
adjustment of $77,000 for building signs xs'the more reasonable
approach and it will be adopted.. -

Automated Dialer .

Pacific has budgeted $100,000 to promote automaxlc \
¢ialers, $30,000 to promote touch~tone telephones, and $7,000 in’
the test year for a building tours progran. The staff recommends’
that the Commission not adopt these estimates, asserting that recent
information bas indicated that the automatic d;aler program has been
Ciscontinued, that touch-tone phones are priced below cost, and that‘
the building tours program is promotional 1n nature. We find that
the recommended deletions from the proposed ‘Pacific budget are fair
and reasonable and will be adopted.

The System is the Solution

"The System is the Solution™ is. challenged by the staff as
being essentially institutiocnal advertising in nature rather than -
promotional, as categorized by Pacific. The staff argues that the
program does not address itself to any specific products, but rather
attempts %o project an zmage of the telephone company as a problem
solver and a terminal equipment supplier. —

The staff further testifies that the level of‘expense for
advertising this program is unreasonable and tbat the ads were of

double page Type, nOt providzngias much 1nformatzon as the space wouldﬂﬁ"‘

allow.
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We think the better position is that of Pacific which
contends that it is not only entitled, but requlred by tusiness
exigencies, to stimulate response from potentaal customers of
Pacific's terminal equipment and network fac;llties. In thzs
proceeding, two of the staff witnesses agreed that the deregulatlon of
terminal equipment might well be in the public interest and ‘we accord—.w
ingly view Pacific's business advertising program’ as’ a fair and Teason-
able estimated expense for the test year and’ we adopt such. estimate.

In approving Pacific's advertising expense in this
regard, however, we do not wish to suggest that we approve Pacmfzc s
assertion in its brief that Pacific's estimates of future expenses
are somehow inviolate. They are not. Pacmf;c must, 1n every case,
carry the burden of proof. '

Long Distance

With respect to long-distance advertxsing, the staff p

poses a disallowance of $1,998,000 from Pacific's progected advertmsangsﬂf" ':

budget. The staff testified that its review shows Pacific' S
evidence, that advertising increases toll revenues far above the
cost of the advertising,is inconclusive. Thus, the staff made its.
own independent market survey of 120 subscribers 1o determine'ehelr
reactions to loang~distance stimulation advertzsing, the results.-
of such survey leadirg to the proposed dlsallowance ‘here dzscussed.
We believe Pacific to be correct in asserting that no
single study may perfectly quantify relationships. between advertmsing
investment and revenue increases over forecasts, ‘but there may be a
convergence of data which, if taken ‘together, provides assurance that
advertlSlng is a key element in nourmshing growth in toll revenue and

that such revenue has beer well above what was anticipated wathout the;f«s';

advertzszng.
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Having in mind the continuing con:roverSYVwith réspeot
to the degree, if any, to which long~distance telephone revenues
contribute to Pacific's operating profits, and the desired current
stizulation in network efficiency through greater off-peak usage,
we believe that Pacific’s estimate for long-distance advertising is
fair and reasonable and will be adopted in this proceeding.

National Residential Ad - '

National advertising expenses relating to resldential
advertising were examined by the staff and their aporoval recommended
only as %o the 1978 level. The staff testlfied that the reason for :
its recommended disallowance of $189,000 in this expense was:
predicated upon Pacific's being unable to develop an’ approprdate
analysis of the programs projected in 1979 for staff review. The
staff recommended allowance is predlcated upon.;nclus;on of this ad-
vertising expense in any future GE 100 cost-based. tarsz‘offerdngs
for decorator phones. We agree wzth the staff 1n thzs regard and the .
proposed disallowance will be adopted. ' - ”

Salaries :

Pacific’'s orogectzon of salarzes charged to Acoounz 6&2
is unclear according to 'staff test;mony._ The staff has been unable
To reconcile a projection in Pacific's exhibit Sponsored by
Mr. Bennett of the amount of $771,000 ard. the working paoers furnxshed
o the staff which fixed that amount at $629,000. The svaff's
estimate for wages and salarzes charged this account is’ 3198'000
less than Pacific Is prepared to accept. While we acknowledge that
the difficulties encountered by the staff in trackdng the work: functlonuv
of individuals leads to vexing problems im its work, we never-
theless have been presented with no facts which persuade us that-the
adjustment which Pacific has made to Mr. Bemnett's . estimate should
not close the matter. We according,y will not adopt the additlonal
salary adjustment proposed by the staff in the amount of $l98‘000.




. )
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Directory Assistance

The advertising expense of 81, 538,000 progected for c "wﬁ”x:~f

Pacific's directory assistance program is recommended for dioallowance
by the staff on the grounds that Pacific deczded in early 1978 not
to pursue the program. : _

.This matter has been discussed earlier in thzs oPinlon -
with respec* to Pacific's assertion that this Commiss;ondshould not
adopt a proposed disallowance where the applicant has‘been denied the
right to present evidence showing thao the canceled proaect was ‘more - |
than offset by projects later approved. In polnz of facty Pacaf:c
sizmply abandorned this program in the course of the proceedings either
by error or inadvertence. We find the staff‘pos;tlon to be falr and

reasonable and the budgeted amount. for dzrectory advertiszng wall be
disallowed. '

QOther : .

The schedules SupportlngAExhlblt 149, laze flled, show-an
additional disallowance which nets $715,000, the staff belng lower
than Pacific in this regard. We will accept the staff's adansomen*
as being fair and reasonable.

Phone Power Program‘ N

Phone Power is Pacific’ s advertised offer to subscrmbers ,
of an evaluation of phone usage together with a program of recommended o
improvenents therein on an individual basis. - L

Pacific has budgeted $2, 461, 000 for its FPhone Power-Progran
for the test year. The staff has recommended di sallowance of this
expense as unreasonable because it asserts that the program is a free
management consultlng service which is in competition with other"j'
consultlng_firms and because no valid orofmtabilzty‘analysis of ohe
program has ever been attempted by Pacific. Basically; the staff is

Ll

justifiably concerned that ratepayers may be subsidlzzng Paczfic s entry;

i2to competitive terminal markets.
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Pacific, on the other hand, contends that its only goal
is to increase toll revenues whdch, accordlng to Pacific's: showmng
in this proceeding cover over twice their'direct embedded costs -
costs which include return on capltal, direcc maintenance, taxes
and all other direct costs involved. in prov:dlng the servmce. .
Pacific contends that the service is not free, but. that prOSpectdve .
users are screened to determlne whether—provismon of the’ program o’
them will indeed result in imcreased toll revenues.- Flnally, Pacifac -
asserts that based upon its witness Mr. Turk's exhibit in th;s '
proceeding, the break-even point for a Phone Power Progr&m costlng :
Pacific $2.5 million is about $h. 2 mdlllon in toll revenue stxmulatlon-jl,l:
Pacific's Phone Power Program wnll generate more than,$30 million in
additional revenues, according to Pacific's evzdence.‘“r' o

On balance, we are 1nclined to- accept that Paciflc 's Phone
Power Program as budgeted for the test year is ’air and reasonable
and it will be. adopted. o

General : '

The staff has recommended that 3875, OOO dn general commercial
administration expernses be disallowed because it alleges-than Pacific
has made no showing to merit the increases it requeszs in headquarters‘
oersonnel. We think that the estimate by Pacific is fair and reasonable
in the llght of the current sophistlcaned nmarketing - env;ronment 1n
which Pacific exists, the several trackzngs of product‘and servmce
requirements imposed by thzs Commdsszon upon Paciflc, and 1ncrease

of the headquarters personnel represents a b percent growth rate for |
the test year.

Local Commercial Oneracions | o

: For Account 645, Local Commercial Operations, the staff's
estimate of $196,963,000 is 315,630,000 lower than Pacific's estimate.
There are six proposed adaustments within the ambit of Account 6#5. :




Computer OLtbut :
Pacific has inaugurated a new microfilm system titled ‘
*Computer Output Microfilm for Busimess Offices"™ (COMBO) _ The staff
has reviewed the program and obtained productiv:ty'increase _ _
estimates from Pacific which varied from 7. 7 percent to O percens..
The staff is of the opinion that a productivity increase of & percent
after the break-in period is reasonable for the ompany'system—wide,
and, upon that basis, recommends a reduction in Pacific s estimase oi‘_
computer output expense of $5,205, 00o. :
While the issue is not Without doubt, we believe Pacific s
testimony that a 6.5 percent productivity increase was included in
its October 1977 budget for 1979 and that to adopt.the staff's
adjustment would result in a double'count of the. estimated expense
savings. We find Pacific’ s-estimate to be the nore reasonable and
adopt it. ‘ '
Business Office. : :
Pacific has a system titled "Business Office Centrex/
Universal Call Distribution" which is being installed in all business
offices which routes calls di*ectly to the service resresentativee S
the first available position. The staff‘estimates that a
productLVity increase of 5 percent is reasonable for the institution
of <his service and, therefore, recommends an expense reducsion in '
the amount of 34,330,000 for the testvyear. : S S
Pacific's testimony with respect/to Business Office Centrex/
Universal Call Distridbution is that there will be no impact of‘that
. System on commercial productivity. While Pacific admits thaz there
' are estimated savings for PBX operators in the use of the sub;ect
' system, it sets forth that the ev:dence shows that such deings were o
~included im Pacific's October 1577 budget for’ 1979. Ve beélieve that ‘the
evidence Is as Pacific has stated it and wmll not adopt the proposed o
business office adgustment. :
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Automated Payment

Pacific has a program titled "kutomated Payment and
Reporting System" (APARS). This system fs an interactive on-line
system of record svorage, retrieval and payment processzng. -The
staff contends that the capital investment ‘or this system had been
made in 1978 and that the company projects that it will eliminate
183 jobs, approximately, system-~wide. The staff connends that no
recognition has been given to these savings in the 1979 estimate
and recomuends an expense reduction of $2,l72 000. -

Pacific counters that it had tentatively-scheduled
implementation of APARS in 1979 but that force~sawings in that
year would have been offset by developmental, capital and expense
costs, according to the evidence. Further, the record shows

‘that Pacific does not plan %o implement APARS‘during the test ‘

year because of system design problems. For the foregoing

reasons, - we will not adopt the staff‘reduction for APARS
saviags.

Phone Center Stores :
The staff recommends an expense: reduction of $2,595,000
through the implementation.of Phone Center Stores and modular ' o
jacks which reduce the tx ansaction time between serVice representaxives"
and subscribers on service orders. The st tafs evidence is that it is
inevitable that the average transaction time will accordingly‘be
reduced, and it 4s alleged that Pacific has not made an adjustment
for such reduction. The staff recommends the" reflection in the
test year of a productivity increase of 3 percent. '

Pacific's redbuttal witness, Mr. Woodrell, tescified thaz the
total transaction time will increase rather than deerease in the
Phone Center environment because additional functions of serving_the '
customer are provided. These include, according to the witness,
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N

telephone set assenmbly and demonstrations, prepared-inStructions{
directory distribution,and"bagging" of orders. We beiieve"thatzthe?evi—
dence on this issue does not support disallowance of expense by

reason of Phone Center Store productivity improvement.

Centralization, Residential Service Center .

The staff has recommended the dzsallowance of $1,328, OOO
of commercial expense on the grounds that conversion of existing
small local offices to centralized Residential Service‘Centereg(RSCs)
and Phone Center Stores, as well as other RSC operational chengee;
would make Pacific's operations more efficient. We do not find a
persuasive rationale iz the staff's presentatzon TO dissuade ws
from adopting Pacific? s estimate for these expenses as being,falr -
and reasonable. The staff adjustment of‘$860,000 and $h685000 for

centralization of residential service centers is,. therefore, not :
acdopted.

Directo;z

The staff's estimate for directory. expenses is $99 578,000,_“- )

being $12,072,000 lower than Pacific's estimate. . The expenses at
1ssue in the directory category are four: nat;onal yellow'pages,
page design, photo composition, and mechanization.

National Yellow Pages _ , )

The staff recommends a. reduction of $2, 5&6 000 by reason of f
the exclusion of all expenses assoc-ated with former natlonal yellow-;
pages personnel, said function bezng,dzscontlnued by Pacific commencing
at the beginning of test year 1979. The staff evidence is. that
there were 1l3L people employed in the natlonal yellow-pages department
in 1977 and these personnel have been shifted to other sales depart— ‘
ments and other operations regardless. of need.. Pacific responds that .
the availabllzty of trained people from the former national yellow~
pages sales program provided an opportunity. to build up the sales’

~effort at minimum cost and profitably generate more dmrectory

advertising revenue. Contrary to the staff allegation, Pacmfic 'S
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witness testified, all of the fonner national yellow*pages sales
ezployees were placed in productlve, profit-makzng,gobs.
We believe that Pacific has not carried. its burden of
oroof with respect to the elimination of all expenses,associated
with former national yellow pages personnel. -
While the conclusion of Pacific's witness. may be correct,
both the staff and the Commission are left to vieW'lBL employees
whose work has been discontinuved prior to the test year;‘ Ve w111
accordingly adopt the national yelloW'pages reductlon in- dlrectory
expense as just and reasonable. . : ‘
Page Desien . -
The staff. recommends a reduction of $l,500 OOO in test
year directory exoenses by reason of Pacific's intended converszon
of all yellow page directories from the present four-oolumn.desmgn
20 five-column design. However, Pacific’ s evidence. shows that
the proposed conversion will not take place until January l, 1580,
veyond the test perfiod. Accordingly we will accept Paclfxc 'S estiﬁate -
of directory expenses with respect to page design as being fair amd
reasonable and it will be adopted.
Photo Composition ‘
| The staff recommends reduction of d;rectory expenses by |
$2,000,000 in the test year, being the cost. savzngseaosociated with =
the recent change in the manufacturingAprocedure of‘dzrectormes o
wherein Pacific is switching from lead composition przntlng to photo
composition. Rebuttal testmmony by Pacific, however, . as well as: its
direct showing, demdnstrates that the cost savings for photo composmtion ‘
have been adequately reflected. in Pacific s October 1977 vieW'of the test
year. -The staff's recommended adauszment will therefore not be'made. :
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Mechanization

The staff recommends that directory'expenoes be reduoed
iz the amount of $6,026,000 by reason of the fact that Pacific's
"aechanization conversion account" shows a balance of $8,110,000
for 1979 although the mechanization was scheduled. to'be compleoed
prior to the test year. The staff asserts that’the mechanization
account charges are capital costs, have been recovered, and should
not be again charged to the ratepayers. : ,

Pacific's wmtness, Mr. Dekker, testzfied that mechanlzaozon
expenses are not truly non-recurr:ng or capital costs. but are’ |
ongoing expenditures properly class;fied as operatzng cosos. :

Accordingly, we will not adopt the proposed staff adJustment for
zmechanization expenses. '

Telenrocessing ‘ _

A great deal of anestlgaxory ard hearing time was devoted
%o the staff's efforts to determine the suitability of recommendzng
an adjustaent for teleprocessing equzpment for Pacific. At the.
root of the staff's difficulty with the proposed. adjustment fori | :
teleprocessing in the amount of 357, 67&,000 is Pacmfic s recalcitrance
%o yield up to the staff 1nvestlgator xnformation readlly at hand or
readily available to it from American. :

During the 1nvestlgat1ve phase of this proceedlng, the -

aff discovered that a teleprocessmng‘operatlon is being. planned by

Amerscan for all the subsidiary companles. Full implementat onof -
the plan is not expected to take place until 1986. , -

The staff learned that other utilities are converting, or L
have already converted, to direct teleprocess;ng usage by service ‘_
representatives. Accordzngly, Pacific was. requested to provide the
cost of a teleprocessing‘syszemAfor all of its business offlce servzceji
representatives, the projected savings, and the proJected increase
in force productivity. The response to the data request recemved
on June 21, 1978 stated, in effect, that Pac;flc is. tak:ng 1n1tial
necessary steps towards positloning 1tsel£‘to completely automaCe




A.58223 et al. ks/kd

its business offices for teleprocess;ng between: 1983 and 1985. It"‘ |
was stated that no Spec1al study had veen made- regarding teleprocessmng
of the business offices. Such a stndy, it was asserted, would ‘be'
both time-consumzng and costly and was not. then contemplated by
Pacific. . .

The staff made an independent 1nvest1gat;on, w1thout
assistance by Pacific, and learned that five telephone ent;tzes K
were, in fact, using a teleprocessing system simmlar to that belng
used by Pacific Gas and Electric Company in Calmfornda._ The staff
accordingly went forward and presented its proposed adaustment on
the grounds that Pacific was imprudent in not making a timely B
conversion to .eleprocessing equipment. Durlng the course of hearlngsf
the staff witness, Mr. Strahl, amply ‘and eloqnently developed on .
cross—examination by Pacific” s counsel that the proposed staff adJust-V‘
zent was made independently of any assistance by Pacmfmc, was- |
competently prepared, and was reasonable, | :

On rebuttal, Pacific produced its witness, M. ‘Taylor,
who, over the objection of'staff counsel, was. oermltted to show in
detail that Pacific's: studies looking toward teleprocess;ng,commenced \
at least as early as 1975, were ongoing in nature, and. would be
irplemented through Amer:can.at a later time.. , , ,

Staff counsel's motion that the late evddence produced on .,
rebus ttal, which evidence was available at the time: of the staff | |
investigation, be excluded from evmdence was denied by the ALJ wzth
the understanding that the Commi ssion mlght desire to: reverse his g
decision. ' , S

Bvidently belatedly recognizing the merdts of the ';“ ‘ o
staff's position, Pacific, in its opening brief, falls back to- legal o
principles, again to the effect that the Commission may not«substdtutefhf
its managerzal Judgment for that of the utllltde54belng,regulated._
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There appears to be little question but that tele-’
processing innovations are at least due, if not overdue, at Paclfic,‘
It is also apparent from this record that Pac;fic did not pursue-'
use of IBM or other outside firns to aecomplmsh early'xnstallatzon
of teleprocessing with attendant cost savxngs. Instead it elected
to await Bell System's "in house development. , ‘

The staff made an meressxve showing for an adgustment
to Pacific’s commercial expenses in the amount of $57,674,000 in-
reduced expenses. This estimated reduction inpexpense would have |
been realized by Pacific bad the recommended teleprooess;ng system '
been in operation for the calendar year 1979 test period.

However, the fact remains that teleprocessing ;s absen:
for Pacific in the test year, and we wmll not adopt tbe proposed
staff adjustment.w S .

We will, however, requlre Pacific to lmplement \

a teleprocessing system for its service representatlves no later |
than December 31, 1982 and to make a complete showmng in its next

general rate case of its teleprocessxng schedule includzng plant
expense, force effects, and estimated cost sav1ngs. '
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Balance General Office _

The balance of general office expenses after revenue ;:“
account 1ng, where no difference exists, is est;mated by the. staff
at $178,939,000 bemng $732,000 below-Pacmflc“s estamate of 3179 721 OOO
as follows:

- Utmlltv Exceeds Staff

Balance General QOffice:
PBX Inventory
Antitrust Activity
Legislative Advocacy
Managers™ Visits
itizenshlp_Actxvmties
Abandoned Projects:
Treasury Depar*menv
Law Deparcment . ,
Ocher General Offlce,
Differences . o
PSX Inventory | (196):5
Antitrust Activity L2
Cxtz;enship Activities n %8%5{”'
Law Department ' 2 -
Stall View Adonted '
Pacific's View Adopted
Total Diflerences :
(Red Figure)
Law Devartment

. The stafl estimaze of 87,016 000 exceedu Pacxﬁuc 5 est;maue‘;'" B
by $1,206,000. The staff wmvness, x. Weissman, revzewed Pacmflc'°{”
estimate for its Law Department expenses and. conferred wmth the .
general counsel of Pacific in that regard. The Tafs estmmate, bezng{
later in time and employing more current data and . analyuis, more”
accurately predicts the volume of legal matters and the level of .
actlv*uy in lawsuits for the test year. We adopt vhe staff estlmate,
although hlgher~than that of Pacxfmc, as bexng fair and reauonable._gfu

|
o




B .\
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Antitrust Activity

The staff recommends an adaustment of $3h2 OOO, represenxzng
one-half of the Law Department expenses attr:buted o the Unzted States
Justice Department antitrust actions against the Bell System and ”
Pacific. A similar adgustment was adopted by the Commisszon.in
Decision No. 88232. o o o

In our earlier decmsmon, we' stated that we would cont;nue to
observe developments in the antitrust matters to. determine whether ‘
it =zight be necessary o reevaluate the 50 percenm_usedp;n”that
decision. 0 o : »

Pacific conzends that the proposed dmsallowance of expense

£ the Law Department for antitrust activities is dszerent than our
earlzer treatment of similar expenses charged by American to Paclfxc
through the license contract. We perceive that there is a dlfference
in form, certainly, dbut not a difference in- substance. It “emains

speculative as to whether the ratepayers of Pacific or phe tock-"
holders of Pacific will benefit most, or at all, through the defense
of the Justice Department antitrust litigatiom. In these cireum-
stances we continue to believe it to be fair end reasonable that
50 percent of the costs of such litigation bde allowed as an apprOprlate
charge to the ratepayer and 50 percent be allowed as. an.approprlate
charge to the shareholders. Accordingly, we adopt the- staff
adjustment as being fair and reasonable.

Citizenship Activities ‘ |

The staff excluded $161,000 for citizenship activities
because, according to the staff witness, these expenses are not
necessary to efficiently operate the telephone company and thus |
should be a stockholders' expense. :

Citizenship activities are descrmbed by Pac:fmc as. being
the company's response to the requirement that Paciflc conzends zt
shares with all business to ensure that Calmforn;a, and each of zts -
many communities, offers the besp poss;ble clmmate for-the growph
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of the individual and the fullest development of ‘its employees.
Pacific's witness, Mr. J. K. Gilbert, further testified that
Pacific is engaged in a series of programs directed towards
znvolvlng,lts employees, at their dmscretzon, ln the politmcal

eavironment ¢f the State and communlty in which they work and lmve.
The emphasis of these programs is participation, not-partisan
polities, according to Pacific. : : ,

It is our opinion that the ¢itizenship activities, 50
explained by Pacific's wmtnesses, are not so. clearly~related o -
Pacific's dbusiness activities as to require our adopolon of these ex—~
penses in ratemaking matters. We rather believe. that-the we;ght '
of the argument goes to the staff's position and we wzll adopt
the staff's adjustment in this regard.

Abandoned Projects

The staff estimates that $1 OA0,000 in abandoned |
projects should be excluded from operating expenses and charged
instead to Account No. 323 Miscellaneous Income Charges, in’ order
to be consistent with the .Uniform System of Accounts.

Pacific contends that the-contested expenditures are
necessary "estimates™ made in the ordmnary course of busine53~and

should properly be charged above the line, The. example is: given thate"

preliminary local projections of telephone growth, due perhaps’ to-
new residential developzent, suggest the possibility of the' need for
the comstruction of addmtmonal telephone facilities in a certaln
location. Under Pacific's operating procedures, it is argued,
a "project™ number is assigned and prelim;nary eng;neermng tlme‘
is devoted to determining what new plant may: be, required,. This-
time is charged to the proaect" - After investlgatlon, the need Sor -
“eonstruction of addltmonal faczlmties is not indicated and the
"project” is canceled.. :

© While the record does. not make clear whether or not ‘the .
exzmple g;ven by Pac;flc in 1ts presentation is. or' 1s not‘typlcal
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or normal, the record does show that a detailed analysis of the
projects involved in the $1,0L0,000 proposed disallowance by‘the
staf{ has not been made. : :

Further, this Commission in Decision No. 88232 dld not f
adopt the proposed recommendation, stating. that it would be" dlffzcult,ﬂ
if not impossible, to fairly apply'the standards dmstdnguishxng 2

"project™ from an "estimate". We believe that the . ratlonale in our
earlier decision remains valdd and we Wlll not make the proposed
staff adjustment for abandoned progects.- ‘

P3X Inventory N

The staff has added $196 000 as an expense adaustment
for PBX inventory. This adgustment is uncontroverted by Paczfdc
and we accept it as reasonable.

Treasury Depar<ment

The staff estimate of $6,500,000 for Treasury Department

s
M

expenses is $196,000 lower than Pacific's. The staff points‘out that, SR

their estimate is based upon historical expenses and: that °aci£ic s
budget estimates in this account for 1976 and: 1977, compared o - |
actual expenses, were higher by $3,167,000 and 3179 OOO, reSpeotmvelyr;
The staff uses a trend;ng method to make its estmmate for the tesm
year. -
We note that the difference in Pacmflc s estimate for 1976

1977 showed a very substantial movement toward the prediction
of actual expenses. ~We accordingly believe that .the Treasury Depart-
ment estvimate by Pacific is more reasonable. for the’ test year-and
we will not adopt the proposed staff adjustment.

Legislative Advocacy, Managers' Vlsitslgother-General Office;“v

The differences between the staff and Pacific with respect .
to Legislative Advocacy, Managers' Visits, and’ Other General Offlce :
expenses are shown in the table which precedes our discussion of‘the
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balance of General Office nxpenses. Both the staff and Paczfic
made adjustments to expenses which would elimlnate expenses
associated with these items consistent with prmor Commzssion

¢ecisions. Our review of the record does not persuade us that the

staff's proposed further adjustuments to Pacific's estzmames in the'
foregoing categories should be made.  We will, therefore, adopt
Pacific's estimates as bemng fair and reasonable for the test
year. g
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Operating Rents A
Operating rents basic estimate given by the staff is-
$33,875,000, being $347,C00 greater than Paciflc s estzmate of
$33,528,000. B - e
This staff adgustment results from its revmew of Pacifxc s.e'
estimate at-a later point in time, thereby includzng a more

accurate projection of future :ental requirements.. We accept tbe
staff estimate as being the more reasonable.
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General Services and Licenses

The staff estimates general servxces and licenses at .

$52,798,000 as compared to $90,515,000 by'Pacific a difference of
$37,717,000. ‘ |

' However, since the close of the record in this case,-
that portion of Appl;catlon No. 55492, filed February 13 1975
and Case No. 10001, filed November 12, 1975 dealzng with Amerxcan s
license charges to Pacific has been declded in Decision No. 90362,
issued June 5, 1979. 1In accordance with the stlpulatlon.between
staff and Pacific herein, we will apply the percentage disallowance
we bave recently found to be reasonable to the dollar amounts
of license contract expense estzmared by the staff in. the Lnstant
case. The result is the allowance of $56,418, OOO for tocal
California operationms. -

We adopt the staffsrestxmates and methodology‘as shown fV
in Tables IIT and IV which follow.

Decision No. 90362 will be modmfled to confzrm.;ts
refund order and ©o provide that future rates contemplated’ by‘that

cecision are those acopted herein to become effectmve conzemooraneously-. '

ith the tariffs in Appendlx B of this decmslon, o




A.58223 et al. ks/kd

TABLE IXI
Americen Telephone and Telegraph Company
ADQPTED LICENSE CONTRACT EXPENSE
($000)

:line: :1979-Staff: Percent = E :
tXo. = Degeription : Estimate :Disallowed:Disallovance: Adopted =
, (1) @y (G1=0)x(3) 155-315-'(35
AT Geperal Departments  $ 49,866 S |
Amortization of Moving -
Expense 7 hT
Departments 49,913 - 2T.TTH  +13,860  $36,053
Bell Labds 34,636 4829 - 16,726 . 17,900
Izvestment 37,738 KV RIS 11,857 25,881
Add Msdison Ave. Property o S
£.8,190 x 9.5233%. 1,732 . 1,732
Total Investient 39,470 . ' : ‘27";6‘13
Rate of Return 8.843% 9.73%
Return on Investment 3,490 | : 2,687
Federal Income Tax & IC FNet ‘1,580 : 236

Royalties . @&8). o @)_ﬁ o
Disallowance for Product & : .. =
Investor Related '

Activities - sETmY
Iicense Contract Expernse ' ; : . -
(3)+(1)+(9)+(10)+(11)+(12) 52,798 | | 56,418

- (Inverse Figure)

1/ Amortization of Moving Expense included here.
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TABLE IV
' . American Telepbone and Telegraph Company
ADOPTED LICENSE CONTRACT EXPENSE TAX CALCULATION:
($000)
sLire: . Description 1 Amount
Investment Calculation: - ‘
1 Retuwrn on Investment $2,687
2 Reverme Require [(1)e 0.5%] 4,976
3 FIre 5.228 [(2) x 0.05123 .25
Interest Calculation | .
Total Investment ) 27,613
Interest Pactor [ (4)x0 .0158%2/_ ‘ : h36#w: '
Revenue Requirement E(S-):c%gg] (371):.
FTT @ 5.128 [(6)x0.0512] ¥ 1)
Net FIT [(3)~(T)] 236

(Inverse Figure)

1/ Factors used in A—551+92-;
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Balance of Other Operating E nses

Ihe balance of other oPerating expenses are‘estimated'st
$21,449,000 by Pacific and at $20,632,000 by the staff, a difference a
of $817,000 which is made up as follows. ,

Utility Exceeds Staff. | . ($QOQ);~
Other Operating: Ewpenses‘ | T

Dues and donations : 270
Iansurance U _ ?98
Charged to constructxon

Staff View Adopted

Dues and Donations (Red Flgure)

The staff's estimate of dues and donations is $270 000
less than that of Pacific, a difference of 48.7 percent . The- staff
excluded $387,000 for dues, donations, and contributlons, $77, 000 for ,
in-house cooxdinators for charitable works, and $90, 000 for pensions_f'

and benefits related to ewecutxves on loan engaged in charitable
work.

Pac;flc excluded" $284 000 for dues donations, and
contributions. SRR

The staff's hxgher estimate of dues donatxons and
contrxbutlons to be excluded is based upon an analysis of the actual
1977 expenses of Pacific and projected. into test year 1979. In-house
. coordinators and executives on loan for charitable works are |
not available to perform their usual woxk, the staff points out
and therefore, these expenses should not be. borne by the' ratepayer
Further, the staff indicates that. Paclfic charges the salaries and
expenses of executives on loan to a nonratemaking_expense account

and suggests tbat the related pensions and benefits should be lxkewmse :f7 

charged below the line. We find the staff' s recommendatzons to be
fair and reasonable and adOpt them in: this proceedxng.
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Iasurance : : .

The staff estimate of $1,073,000 fOr Lnsuranco expense 1n'
Account No. 668 is $598,000. lLess than the ntilzty estimate. The
proposed staff adjustment is made in order to reflect the ]
cancellation of some liability polxcies since Pachic s estmmate
for this proceeding was prepared We agree with the ratxonale of
the staff and adopt this equatable adjustment of lnsurance
expense in this proceeding.

Charged to Construction

The sum of $51,000 charged £o construction shown in the
first paragraph of this sectiom on Balance of Other Operatlng
Expenses is a reflection of: adgustments‘whxcn we have adopted and
discussed in other sections of this opxn;on.
Relief and Pensions ' '

Relief and Pensions are estmmated at $&A3 SSS 000 by
Pacific as contrasted with $383, 173 000 estlmated by staff a
difference of $60,382,000. .

It is not feasible. to isolate the varxous elements making
up this substantial difference between the staff and Paciflc .
on the subject of relief and pension plans for the reason tbat
substantial differences from the original staff and company s
estimates become reconciled in accordance with the several declslons"l

. we make in the course of this opinion which affect ‘the “labox ,

component in Pacific's operating expenses. We will, accordlngly, }
discuss the several elements without specifically enumeratzng and
quantifying the adopted total Califormia figure for rellef and’
pensions. in the sum of $L15,6L8, OOO, together-wmth.its 1ntrastate.
componen: of $322, 626, OOO. o : : S

The most meortant iten, quantltatively, in the categoryp‘
of Relief and Pensions is the recommendation by the staff that thef‘
interest rate assumption for Pacific's plan.be increased from 5
percent to 51/2 percent and that the wage assumptron therent in N
the plan be increased from 3=1/2 percent to & percent..
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The original staff adjustment for pension expense
reflected a basic accrual payroll estimate prepared'by"the«staff;
an adjustment to accrual payroll to reflect the various staff
expense adjustments, a pension accrual rate reflectmng later.
information than that used by Pacific, and a downward adgustment
to the acerual rate to reflect the effects of a higher Lnterest
rate assumption in the pension plan. ‘ |

The adopted pension plan expense accepts the staff's
basic accrual payroll estimates modified only for those expense'_
adjustment items discussed under other headings and the accrual
rate developed by the staff using the latest information available.
The accrual rate adopted herein excludes any. modlf;cation.because

of the proposed interest rate and wage assumption 1ncreases.recommenoeo
oy the staff.

Thus, the amount of pension plan expense is $8 401 OOO
below the amount estimated by Pacifxc and $30,091,000 above the
original staff estimate. The latter imcrease reflects a payroll
increase of $13,598,000 by reason of our not: acceptlng certain.

staff expense adjustments discussed elsewhere in this 0p1nion
and our disapproving $16,493,000 in adjustments by reason of the staff s
proposed interest rate assumption for the pension plan.‘

Pension Fund Interest Rate Assﬁmpgion

In Application No. 51774 the staff recommended that
each actuarial factor should stand on its own merit in the metbod\

utilized by Pacific in developing its Service Pens;on Fund and

Death Benefit Fund aceruals. ; ‘ . «
The Commissmon adopted the staff accountant kS ratxonale

in Decision No. 80347, dated August 8, 1972, wherein we stated"

"...each of the factors wkich go toward determ;ning
pension fund accruals should be evaluated as.

accurately as possible rather than have offsetting .
infirmities cancel out to a reasonable end result B
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Pacific uses an actuarmel cost method, generally known
as the aggregate cosSt or remaining-cost method in determlning its
pension fund accruwal. This method is designed to contribute a
level perceatage of the basic payroll of current active employees
during their remaining working lives so that the contr:bution,
together with the present trust funds and future investment
earnings on these amounts, will be sufficient to pay: (L) future
pensions to curremnt active employees; ) employees separate& from
service with a right to a deferred pension; 3 retired employees;

and (4) future death bemefits for current active and ret;red employees. :t

The following actuarial assumptions deveLOped from the.
combined experience of the Bell Systems telephone companxes are -
used by Pacific to accomplish these results:

Wage Scales

Moxtality Rates of Active & Retired Employees

Disability Retirement Rates

Service Retirement Rates

Qualified Bemeficiary Ratios

Separation Rates

Survivor Options '

Interest Rate (longrterm average rate of earnings on
the pension fund)

These actuarial assumptions are reviewed in Pacific' s‘annual
actuarial study and, when appropriate, are either changedvor deleted.
The staff accountant analyzed the'reasonableness of the
actuarial interest rate assumptlon independent of the other seven ‘
factors which contributed to the eetermlnatlon of the Pension Trust
Fund accrual rate. The staff witmess determined the est;mated yleld
of the various types of assets held by the Penszon,Irust
Fund of Pacific as of December 31, 1977 to be 5.62 percent. .

e ——— . ipts . ity 1

The witness. fnrther computed that the Fund's actual
earnings experience for the past 19 years has been 5.74 percent
whereas Pacific used a far lower interest rate. durxng_thxs perzod |
For example, a 3 percent actuarial interest rate was used from 1958 to -
1962; 3.5 percent from 1963  to 1971; and 5 percent from‘l972 to the
present time. The staff recommends that the 5 percent rate be
changed in the test year to 5.5 percent

'SQ'e‘
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During the presentation of rebuttal evidence by“Peciffé
to the proposed increase in the Pension Fund earnlngs rate, ic
developed that Pacific was placing reliance upon a study developed
in 1972 by American, which oversees the pension funds for. all: of its
subsidiaries, that was the basis for changing the lnterest rate
from 3.5 pexcent to 5 pexcent. Ihis study, termed the: "Blue Book"'
by Pacific’'s witness, was not delxvered to the staff Ln response to
any data requests and came as a surprise to the staff at the tzme
of Pacific's rebuttal presentation. thle the'timely exchange of
this document with the staff would have doubtless saved substantial
time of the staff witness, substantmal record time in cross-examlnatxon,
and was requisite to any comcept of fair play in the drscovery process,‘
we will not adopt the staff's recommendatzon that the proposed
adjustment be deemed adopted, absent oux convietion that the. merits
of the proposal require such adoption. This is mot our view. = B
While Pacific claims that the adoption of ‘the’ staff witness'
recommended change in the eaxnings rate would be in vrolation of
the Employee Retirement Income Security Act of 1974 (ERISAJ 29
U.S.C., Section 1001, etc., we find such contention to. be wholly
without merit. ERISA merely provides that the fund trustee
establish and maintain actuarial ~assumptions whlch.represent the
Earolled Actuary s best estimate of anticipated’ experrence under the
plan. Obviously, if the Enrolled Actuary agreed w1tn the staff
witness, there would be no violation of the legal requxrements for =
federal tax recognition of Pension Fund contrrbutlons. L
However, Pacific did present Enrolled Acruarzes to .
testify in support of the admittedly conservative earnlngs percentage '
utilized by American and, hence, Pacific in determlnzng.payroll '
contributions to its Pemsion Funds. It must be. added in addrtron,
that the basic premise of the actuarmes d;ffers markedly from that

of the staff witness, and we are persuaded that the actuaries take the .
more reasoned approach. ‘ ' '
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(R

The actuaries value the Fund's composition and experience
over at least a 30-year period. They look forward 30 years -
to determine the needs of the Fund and they 1ook backward
30 years to determine the anticipatea future earnlngs of'the
Fund. Their actuarial philosophy is well set forth
by Pacific's witness, Mz. Rex Sinquefxeld inapprOpriately
presented as a rate of return witness.

Accordlngly, we, wmll not adOpt the staff's prOposed -
adjustment. ' ' '

Sav1ngs Plan ‘

With respect to the component in relief and’ pens;onsﬂ“[i7
having to do with the cost of Pacific's savings plan, both theﬁ
stafl and Pacific employed the same earnings rate and differed- only
to the extent that each of the parties’ estimate of payroll
differed. We bhave modified the original dszerence between the

parties to reflect the several decisions we have reached’ affeetmng;‘te

Pacific's saving plan in the course of thxs Option."
Dental Plan. L
The dental plan of Pacific constitutes anothet instance
where the actual rate of the plan for 1978 differed substantially -
from the estimate given by Pacific.’ The aetual dental plan rate’
for 1978 decreased from 1977 while Pacific estlmated an xncrease
in such rate. The staff's reasoning is, of course, predicated
upon the later time frame in which it was enabled to vmew events.
The staff's estimate for test year 1979 is predlcated upon actual
plan experience in 1977 and 1978 and we adopt the staff's est;mateff
for the test year as belng more reasonable._,
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Extraordina:y Medical Expense

Extraordinary medical expense was linked to ba51c
medical expense and the staff estimate and Pacific' s‘es:;mate are
both predicated upon historical performance. The staff- estimate
increased 1979 expense by Ll percent over actual l978-expense,
whereas Pacific's estimate increased said expense: by 12 percent.‘
We note that several of the staff adjustments are hlgher than
those of Pacific and we deem it appropxiate that we adopt staff
estimates so as to be counsistent herein. Accordxngly, we adopt the
staff estimate of extraordinary medical ewpense.

Basic Medical Insuxance

Although the staff and Pacific used different bases for
determining the medical insurance rate, the two rates developed
only a difference of 0.9 percent, the staff's being the greater.
We will adopt the staff estimate 'in: this proceeding in harmony
with oux policy of consistency and reasonableness.‘

'~ Group Life Insurance : : :

The staff was able to obtain actual 1978 rates applxcable to
group life insurance fox employees of Pacific. These data were not
available when Pacific prepared its estimates for the test year - 1979.
The rates in 1978, as testified to by the staff ‘were the. ‘same as’
those established in 1976, the latter year reflect;ng a 30 percenz
decrease. The rate has remained constant in the lntervening,years and .
the staff bas not proJected an increase in. said rate foxr the. test year.
We adopt the staff's position in this regard as be;ng reasonable.‘

Special Medical Expense

Special medical expense is the counterpart to extraordinary
medical expense, but is for retired employees rather than Pacifzc s
active force. Both the staff and Pacific used the same methodology
in determining estimates for SPeCIal medical expense as they did: for
others of the medical plans, and, conszstently; we adopt the staﬁf
estimate as being the more reasonable-
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V. TAXES AND RELATED ISSUES |

Ad Valorem Taxes -

Pacxfzc prepared its Notice of Intent;on to lee an
application for gemeral xate relief in this proceedrng pr;or to
receiving its 1978-1979 frseal year full market value determanatzon
by the California State Board of Equalization and also before the
passage of the Jarvis-Gamn property tax relief fnitiative in
June 1978. The staff estimates for test year 1979 incorporate the
Jarvis-Gann method to compute ad valorem taxes and uses’ the actual .
1978-1979 fiscal year full market value. The Jarvzs-Gann lnitzative"
provides for a 1. percent tax rate plus an addrtronal percentage
amount to pay fox embedded debt costs. The staff utilized a tax
rate of 1.25 percent times market value in the ad valorem tax‘r'
computations. This 1.25 percent . represents 1 percent. tax- rate .
established by Jarvis-Gann plus an estlmated 0.25 percent for
indebtedness. We adopt the staff's methodology with resPect to o
ad valorem tax as the. reasonable method to be: employed in- thls case.; o
Pagroll Taxes ‘ .

The staff estimate differs from the utllity estzmate for :
payroll taxes by $5,695,000, or 6.6 percent. This difference is the -
result of partly offsetting ztems as follows: (1) Pacifrc s use of
an FICA base of $18,900 and. rate of 6. 05 percent in contrast to staff"-
use of $22,900 aad 6.13 percent respectmvely; the latter amount ‘and _
rate being changed by Congress late in 19773 (2) a decrease An labor
force due to staff adjustments in traffre market;ng, eommerczal
directory, and advertising, as adjusted herein; and" (3) the staff

use of a frequency distribution in- caleulating payroll taxes. as _ ,
opposed to Pacxflc S percentage. of payroell subject to tax. Pac;fmc s‘
methodology was not used because the staff believed its rellabxlzty
decreased as the magnitude of the base change mncreased “We adopt
the staff's methodology and estlmates as.belng the more reasonableu




A.58223 et al. kd’ks

State and Local Taxes ‘ «

The ma;or difference between the staff and Pacxfzc s
estimates with respect to loecal taxes is that the. staff est:'.mate of
San Francisco payroll taxes was $91, 000 or 3.7 percent larger ‘
than Pacific's. The difference in San.Franolsco payroll tax was
not ome of rate but was caused by the differences between Paczflc
and staff with respect to wage overlay effects of- various
adjustments. We adopt the dlfferences in state and . local taxes
insofar as they correspond to staff—proposed adgustments or estimatesf
which we adopt in this proceeding. . | | :

The staff decreased Pacific' s estxmate of M;soellaneous
Other Taxes by $4,000 because of differences Ln lnterpretatmon
of past trends. We adopt the staff estimates.

Removal Expense Estimate - ‘ »

The staff cost of Removal Expense Estimate has’ been '
lncluded in excess tax depreciatxon- This estimate of 357,350 OOO
for the test year 1979 exceeds Pacific's est;mate by $9 350,000."
The difference reflects the staff's 1979 Plant Retirement estimate

of $408,650,000, which exceeds Pac;fzc s estlmate by $41 646 000
We adopt the staff's estimates and dlfference in thls regard
Liberalized Tax Dep:ecxatlon -

The staff applied L;beralx:ed Tat Deprec;atlon om a
normalized basis fox development of the Federal Income Tax wmth the

test year flow-through basis for the Cal;forn;a Corporatzon Franch;se o

. Tax (CCFT). TFor federal income taxes, straxght—lzne depreczation xs
used in the federal income tax calculat;on, however, on Pacific's’
tax return, additional tax deprecxatxon is perm;tted through the use'
of liberalized tax depreciation under the Intermal Revenue_Code.. On‘
a normalization basis, the tax effect of the additiomal tax = |
depreciation is calculated and placed in a Deferred Tax Resexve
Account, which is deducted from rate base for ratemaking purposes.,‘
For CCFT, the state tax depreciation on a liberalxzed basis is used-

for ratemaking purposes. We adopt this methodology Ln,thls dec13xon,ffu'f
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Investment Credit , «

In this rate proceeding, the Investment Credit (IC) used
for reduction of the federal income tax is calculated on the
rateable flow-through method. The IC realized on plant additmons .

since 1971 is amortized on a full yeax convention over’ the.llfe of
the plant additions. 5

The staff estimate of $4l,900 000 per amortized IC
for the test year 1979 includes a negative $2,676, 000 of investment
tax cxedit amortization for realized IC that was. flowed-through
by the Commission in a prior rate proceeding. We adopt this
methodology for IC in this proceeding. ‘
Interest Allocated from American _ ,

The staff recommends that interest allocated:
from American to Pacific. should be treated as an income tax
deduction to Pacific for ratemalking purposes. The amount was
calculated to be $34,313,000 for the. year 1979. | o

We will defer decision upon this issue of 1mputed
interest expense as it is encompassed by Order Instxtutxng
Investigation No. 24, présently set for hearing.
Fixed Cha:ges

The staff estzmated test year 1979 total Fixed Chargeslof |
$345,374,000, 3Based on a computatmon of Pacific's operating and
nonoperating plant ratios of January 1, 1975 through 1978 and N
1979 estimated, the staff allocated 93.67 percent. of the total Fixed _
Charges expense or $323,512,000 to Operat;ngsPlant. The staff adjusted“"
this amount by a negative $72,000 for administrative building in
Nevada in which Pacific concurs |

I
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The staff's Fixed Charges estimate'oft$323;b40,000o
exceeds Pacific's estimate by $7,828,000. Fixed Charges are.

calculated for the expense of long- and short-term debt. Differences j“;'

are due to different estimates by staff and Paciflc as. to the
cost and amount of long- and short-term debt, and the allocatzon to
Operating Plant. T o
The staff computed the Fixed Charges estimate using_a 1979

average ottstanding debt based on the.debt and cost structure o

atilized in the Finance Div;smon s rate of return report._ As we _
adopt the Finance Division's rate of return . report in this proceed;ng, g

we likewise adopt as reasonable the Fixed Charges estlmate prepared
oy the staff. oo - :
California Corporatxon Franchise Tax

CCFT is a przvilege tax for the right to do

business in California. This tax is based on the income of
the preceding year. Eowever, for rate- f;tlng purposes,
the Commission has historically computed this tax
on a current-year basis consistent witn otber revenue‘and,"
expense items. ‘ :
Pacific' s tax llablllty for CCFT‘LS not solely dependent o
upon its California operations. ance it is part of- the Bell System,
the State Fraunchise Tax Board has takea the pos;tton that its tat |
liability should be determined with reference to 'a Comblned Report"“
of the Bell System. The 'Combined Report" makes use of a tbree factor
formula which determines the relationship of - California wages,
revenues, and average net tangible property of all Bell Systmm
operations im Califoxnia to the same three- factor formula Ltems fox
the total Bell System. Because of the effect of using the "Combxned
Report" three-factor formula method, the utility's: tax l;abml;ty
may be greater or less than the statutory rate ofv9 percent_olets‘
separate taxable earnings in California, unlike utfiitiesfopetating{;.:
exclusively in California, which incur straight'91perceﬁt7CCFT*tsxﬂ
rate on their separate taxable earnings. B
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The s% aff has rev:ewed, analyzed, and found reasonable
Pacific's 10.5 rate for determzn;ng its. test year llabzllty'for
CCFT at present rates. Pacific has applled thls lO 5 percenz CC:T
rate for determination of its estimated CCFT at nresent rates. z
“ederal Income Tax and Deferred Tax Reserve

President Carter, on November 6, 1978 s:gned Publxc |
Law 95600 (Revenue Act of 1978), which crovided that.the corborate
income tax rate commencing with the cest year would decrease from .
L8 percent to 46 percent for taxable income in’ excess of SlOO OOO.’ |

The resultlng,adausted net—to—gross multzplmer—of‘l 89L
is based on uncollectibles at 0. 97 percent, Szate Corporatzon | $
Franchise Tax rate at 1.25 percenx,and :ederal Income Taxerate at _
L6 percent. Pacific has used the 10.5 percent CCFT in 1ts *ecommended
net~-to-gross multiplier. We have adopted the adgusted net—to-grossr
multiplier as recommended by the staff in this proceeding (and
employing the methodology as adOpted in Declsion No 88232 and prlov
decisions). : L
Add;tzonally, the staff computed that Pacmf;c's deferred
tax reserve contained 340, 818,000 in prior credmts, based upon the
older L8 percent rate. The staff testified that because of the
*edac 1on in rate, the excess sum in the reserve should be returned to
the taxcaye* without Commission actmon. Accordzngly, the staff
recomuends that the accumulated tax expense dollars ‘be refunded |
to the ratepayers over a 1l0-year period din the Lform of a; rate reduccmon.
The Deferred Tax Reserve would likewise be’ adausted over the lO-year*
perzod. Thus, there would be a ratemaking adaustment of a tax | |
expense reduction each year of 3L 081,800 and a reduct;on to the
Deferred Tax Reserve of S 081 800 each year.;s '
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‘ Pacific agrees that the ratepayers are ultmately
entitled to the benefits of the reduction in the cheral Incomc Tax
rate and contends, essentially, that the normalxzatzon of the
Deferred Tax Rescrve componeat reflecting such tax raCe dmfferentlal‘
will ultimately result. L

We believe that utilization of thc 10- year amortzzatxon K
schedule set forth by staff witness Mr. Wcmssman is prefcrablc to
Pacific's proposed treatment. We £ind the staff's ad;ustments
to tax expense and to the Deferred Tax Reserve: reasonablc and

will adopt these adjustments in this proceedlng
Normalization and Rateable Flow-through -

Pac;fmc s application is based on the no;mallzatlon
wethod of accounting with rcsocct to accelcratcd dcnrccxztmon and
rateable flow-through with rLSpCCt to ITC. szew1se,
the staff's estimates of Pacific's income taxes were: oeveloped
on a full normalzzat;on and rateable ELow—through basxs-. -

The staff witness testified that the staff is _
recommending full normhlzzatxon and rateable flow-through in \
this proceeding pending . thc ou! ccome of lLngatlon That lmumgation :
is now in federal court. : _

we, acco*cxngly,‘adobt the nevhoaology ewbloyed by Pac;fxc 7ﬂ _
and by the staff in this procceding with rcunect o the normalmzatxonﬂ!
method of accountmng with respect to acceleratcd depreczatlon and )
rateable flow=through with respecct to° ITC pcndlng flnal dlspos:tion f~
of said litigarion. If the Comml"“lon dcc;sxon relatlng o thc
ratemaking treatuent of accelerated deprecmatmon and I*C (Deczsmon
No. 87838, dated September 13, 1977) withstands gudmclal revxew,
refunds and further rate reductlons wiil ’o’IOW' ' ‘
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Crder Institutinz Investigation No. 33

Order Instituting Investigation No. 33 was leed on
December 12, 1978. In said Order Imstituting Investigation, the
Commission undertook to reach a decision with resPect to~the change -
in income tax rates for corporatmoas from the former 48-percent to :
46 percent, effective Januaxy 1, 1979. In this proceedlng, we' hav
adopted the effective 1979 1ncome tax rate of 46 percent.~

In Decision No. 90316, issued May 22, 1979, in Order
Iastituting Investigation No. 33, Pacific and - the 1ndependent tele-
phone utility respondents were permitted o defer fmlxng of any
advice letter rate reductions pend;ng disposition of thlS
proceeding, Application No. 58223. Tt was ‘there stated that any
overcollection in toll revenues from January 1, 1979 would be
passed through to ‘the ratepayers in the form of a one-month
negative surcharge (credit) applmcable to the intrastate message
toll charges for that month.

Crder Instmtut;ng Investzgatxon No. 33 was ordered
consolidated with Applmcatzon No.. 58223 and Order Institutzng
Iavestigation No. 21 for melementatlon of rate reduct;ons and
revenue credits for overcollectlons flowing from the Revenue Act
of 1378 upon the revenue requirements of Paclfxc and the teLephone

corporations listed in AppendLh B to Order Instmtutmng Invest;gatxon_ 
No. 33. '

In accordance with the above dec;sxon, Pacxfzc shall
compute and submit to the staff for its review and aoproval 2
computation of the appropriate amount of negative surcharge to ‘be
applied for the month succeedxng the date when the rates:
established by this decision go into effect. . Sazd computaexon of
negative surcharge shall be in accordance with oux dmscussion and
oxder in Decision No. 90136 issued Mhy 22 1979,,
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Order Instituting Investigation No. 19 )

This Commission £iled Order Imstituting Investigationm
No. 19 on Jume 27, 1978 for the puxpose of determ;nzng the ad
valorem tax reduct;ous avaxlable to utmlxtles under the Jurisdlctmon 3
of this Commission occurring by reason of the adopt;on by the people
of the State of Califormia of Artmcle XII-A to the Constltutmon.,
Tax Initiative Accounis were therein ordered to be established
for each utility, imcluding Pacific, which dccount was to act as
a control mechanism to ensuxe that the d:fferences\bctween 1977- 1978
properxty taxes and 1978-1979 property taxes would be returned to’
the ratepaying public in the fo*m.of a monthly eredmt. ?acifmc is
cuxrently implementing our dec*s;ons 1n Order Instltutznﬂ Investmgat;on -
No. 195.

In this decision, we' are adOpting actual ad valorem

taxes for the test year 1979. However, since we have included in our -
test yvear estimate of revenues the effect of the Pronosition 13
adjustment of 393,651,000, Pacmflc shall contlnue the negative surcha:ge-
To the ratepaying public. Accordingly,: when the rates or dered here*n '
go into effect, it will be necessary for Paclf:c to revzew-the
then-existing status of the Tax Inztzatlve Account and the: month*y
negavive snrcharge vo mnsure tham neither under-accumulatmon nor.

Commission staff with the resul s of said revlew. .
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Disallowed Deductions - Tax Effect | o |
The staff has recommended in this proceeding that all
ratemaking disallowances should be utilized by this Commission in

determiaing the actual xncome tax expense of Pacific in” the rate-‘
setting enviromnment. ‘

As with the staff's proposal’ with resPect to B :
imputed interest expense to Pacific’ from,American, we wrll defer
decision on this issue, as well, until such time as the record
is closed in Order Instituting Investrgatzon No. 24. Both
of the staff proposals with respect to the treatment for- income
tax computations are substantial and should be consrdered upon ‘
a record wherein all appropriate reSpondenrs are partres-‘g




S
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VI RATE BASE AND RELAEED ISSUES

Teleohone Plant in Servmce S
Io this proceedlng, we are adoptrng the staff's estimate
of telephome plant in service as adjusted to reflect ‘the several | ‘
ratemaking decisions affectrng xate base wh;ch we have made _
herein. Pacific's estimates for the years l978~and 1979 are based |
upon its October 1977 budget. and ‘recorded data up to June 1977
The staff had access torrecorded data up to June 1978.
The staff, after revlew of the utrlrty s experience
of plant requirements in respect to the number of customers and -
consistent with the staff estimate of customer growth believes -
that the plant additions estimated by Pacific for the years 1978
and 1979 are necessary and should be met rn.order to avord any
service deficiencies. The staff, in estimating plant in' -
sexvice for the years 1978 and 1979, used as a reference the recorded
plant of the beginning of the year 1978 and Pacrfrc s estrmated grossff
additions fox the years 1978 and 1979. The staff's estrmate of o
retirements for the year 1979 is based- upon.- the past frve years
experience and exceeds Pacific's estimate by $41, 646, 000
before adjustments. We will adoot the staff’ S~est1mate of telephone
plant in service as set forth in Table II herein. |
Provertv Held for Future Use ‘ S
The staff and Pacific are in close. agreement w1th respect
to Pacific's estimate of Property Held for Future Use for the
test year 1979. Pacific, however, has rncluded in its estimate
capztalrzed interest and taxes on land wh;ch is held for future use ,
during the time that construction is in progress. The staff
disapproves of this adjustment as being contrary to past Commrssron
policy and we concur with the staff's adjustment. :
We will accept the staff' 5~est£mate of Property Held
for Future Use in this proceedzng
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Ianterest During Construction (IDC) and Taxes
oa Land During Construction

‘ Ordering Paragraph No. 12 of Deeision No. 88232 g.nd
Fin

ding of Fact Vo.‘SA of that decision provxdc resnect vely~
"12. Interest and taxes on land shall be treatad
for accounting purposes as set forth in Flﬂdlng.Sé "~

* K W

"S4. Pacific should be ordered, pIOSpcctmvcly,-
to stop capitalizing interest and taxes on land.
on which plant Ls bexn% constructed, and. to hold
such land in Account 100.3 (for. future | use) untll
thie construction is completed, at which time it
should be transferxzed d;rcctly into, Account lOO l
(telephone plant and servmcc) A retroactive-
application of this method is unreasonablc.“‘

The staff's estimate of the aforesaid adJustmcnt is
$991,000 for the test year as ooposca to Paczfxc s estimate of.
$962,000. pacific is not contcst;ngAtnls ratemakmnﬂ adgustment in .
this proceeding and we find that the staff's estxmate of $99l OOO
is reasonable. ' ' - o .

However, PQCLLLC is contest;ng thc sta‘f S rccommendat~on
that Pacific be ordered t maintain: its baoxc oooks and rccords mn
hccordaqce with this Commxsclon 3 “&gemamlng ad;ustment.‘ Adopt .

£ this accounting recommendation is a- clear v;olatzon of Sectmon 793;7"
of the Public Utilities Code, according. £o Pacxflc, in tha; Pac;izc_ R
would be required to maintain its ‘accounting records .and books' ldiﬁf_j fx 
a manner that is clearly mnvoncwstent with ;hc rcderal Communlcatxonsﬁ“irf‘
Commission (FCC) Uniform System of Accounts. ‘ -

In the staff's direct showing thn rCopCCu Lo th).u :
adjustment, it was recommended tqat Pacxflc comply wit m Orderxng .
Paragraph No. 12 by submitting to the Commxosxon qta££ £o~ evaluatmonf‘fff”
the journal entries necessary to comply wx;h sa;d orderzng o -
paxagraph. On brief, the staff rccommcnas that, Pacmfmc-bc rcqu;red )
to file an u&de&Vlt uader pcn_ltyyof periury: tnat it LS maxnta;nmng o
its accounts as oxdered by Decision No. $§8232, Orderlng Paragraph '

No. 12. Too, the staff on bricf argues that at no time- was any .

evidence offexed to demonsthato that" comnlxance thh thc aioresaxd

orderiag paragraph in Decision No. 38232 actually would bc contrary CO _‘r
presc“lbed fedexal accounrmng nCuﬁOdo as sct forth by Pacafzc ln mts -
opening brief. S o S

Dy virtue of the abovc chrcumstanceS« we. wxll not adopm tﬁe
taff recommendation 8 it appeare to be contrary to FCC procedures._ v(”““'

~104-

"o
1o
i
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Federal Energy Regulatory Commnssion (FERC) - IDC
Rate Caleulation Formula

The staff recommends that Pacific be ordered to adopt‘
the FERC formula in computing the IDC rate. Utillzatlon of ‘such
formula in the test year 1979 would reduce the 1979 we;ghted average
rate base found by the Operat;ono Division by $l 980 000, bemng
the difference between the 8_5 percent rate used by the Operatzons
Division staff and 7.16 percent recommended by the Finance
Division staff based upon the FERC formula.

The IDC formula, as deveIOped by FERC for the: calculatlon
of IDC rates for emergy utmlxtles subgect to its Jurzsdmctmon, '
was desxgned to create a method which would gzve recognxtlon to the |
interrelationship between capital ut;lxzed for rate case purposes
and the capital components of IDC. in a manner that would permnt _
a utility to achieve a rate of return on its total utml;ty 0peratxons, o
including its construction program, at approximately the . rate whlch
would be allowed in a rate case. However, as poxnted out by
Pacific, the proposed e of 7.16 percent is far short of the 9.40
percent rate of return recommcnded by Mr warey, the staff wmtness
ou rate of return. : I

- We will not adopt the FERC method for Pacxf;c in th;s
proceeding.

DY¥ant Verificat 1on

¢ e

.In Becision No. 88232 at mnmeo. page lOS and andmng of .
Fact No. 57 at mimeo. page 154, the Commission adoPted the’ staff s
proposed accounting and rate base treatment for telephone plant

inventory loss. The amount at issue in that. proceedlng*was 39 lOO 000. ,‘.‘

The corresponding plant verification adjustment recommende& by the
staff in this proceeding is $3,545,000 and the recommendat;on 15

predzcated upon the same reasonlng advanced to: the Commnssmon zn the
earlier proceedlng- ' a
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In Decision No. 88232 we agreed wzth the vieW‘of the |
staff that Pacific should not be entitled to earn a rate of :
return upon portions of plant which are unaccounted for and ‘
presumably nonexistent. We there also agreed that the amortxzatxon
of such inventory losses over an eight-year perzod was the approprmate
method to use in handlxng these items. : o

Pacific has presented no' additional facts and its
argument with respecc to the plant verlflcatxon adgustment Ls'hot
pexrsuasive. We £ind the plant verxf;catmon.adjustment as- proposed
by the staff, to be falr and reasonzble and we adopt it in
this proceeding.

Devreciation teserve

The majox difference between.the staff and Paczfxc w1th -
respect to depreclatxon expense and reserve is ‘the" staff s reductxon, :
before adjustment, of depreciation expense in the amount of
324,662,000 being the differences between the staff's and Paczf;c s.
sethods of caleculating a composite deprec;a*;on rate and determen;ng
the appropriate weighted average plant in service whlch the rate
is applicable to for the 1979 test year.

This difference reflects acjustments’ which arise from the
different treatment of IDC by the staff and Pacifzc, the ‘Phone Center |
adjustment, and the main frame program, the ACTS adgustment, the R
teleprocessing adjustament, and the advertismng adaustmenz, all dmscussed
elsewhere in the course Of'thls opinlon- : ‘ . :

Again, the major dollar differences do not result frowm ‘ o
differicg views by Pacmfxc and the staff as to methodology ln,dete-m;nmng N
depreciation estimates, but rather result from the staff's having
access to later recorded data upon which to premise its: computat;ons
of the approprlate plant, depreciation, and.reserve balances in the
test year. We adopt the staff's cstlmates as, adJusted for the
reasons expressed hereln, in th;s proceeding.
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_ . Working Cash

The dszerence between the staff and Pac;fzc s estzmates

as to the appropriate amount of worling: cash.allowance is. o
$40,063,000. The difference reflects adjustments as follows: (l) thve .
staff's lag days for revenue and expenses (except: ad valorem tax) are ﬁf"
based upon the latest study (1977), which was not available to Paczficfxﬁ
at the time of the preparation of this applicat;on- (2) the staff s

lag days for ad valorem taxes are based on a calenﬁar year rather

than upon ?acxflc s use of a flscal year; and (3) cther ratemakmng .
adjustments discussed elsewheze herein.

We have adopted the staff’s estimate of workxng cash:
allowance, as adjusted, as reflective of unxformNCommasszon practice
in this proceeding. ' '

Materials and Sunplies

The staff's est:.mate of Materials and Suppln.es is ,
predicated upon Pacific's past experience in relatxonship to growth
construction erpendlturcs. The bas;c estimate was
reduced by $1,813,000 for inventoxy management of PBX and 5668 100

for circuit padc costs as discussed elsewnere in this opinion. We
adopt the staff's estimate of materzals and supplles ln.thls
proceeding.

Transfer of C;rcult Pack Costs to Materzals
and Suvvlies

Priox to 1977, the staff testified that Pacific charged »
circuit pack equipment (components of Central Offrce PBX, or carr;er o
equipment) to maintenance expense. In 1977 Pacxf;c ‘transferred
$916,772 relating to circuit pack equipment '(charged to maintenance
expense over a four-year period) from maintenance erpense and
recorded $668,100 in its Materials and’ Supplies Account, and
$248,600 in its Deferred Charges Account. Pacifrc s Justzflcat;on
for this transfer is based upon the adoption of an accountlng
instruction received £rom American stating that. the cost of eircult:
pact should be reclassified as Materlals and Supplles and not
Expenses, as in prior years. '
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The effect of transferr1n~ circuit pack COotS to
Materials and Suoolzeq is to include an. addxtmonnl $668 100 i rate
base upon which Pacific carns a return. The. staff dxsagrccs wmth
the above procedure instituted by Pacific because Pacmf;c
has already been compensated for the c;rcuzt pack costs 1n prxor
years through their inclusion in opcratxng cxpense of prxor
'rate procecedings. The stafl recommends. that Pnczfzc not ‘be allowcd
to earn a return on cixcult pack’costs whxch have alrcady becn
provided for through rates in prioxr years- The cxrcult padk coqts
should be scgregated from other ‘«Iacermls and Supolmes $O- th&t
these costs can be readily identified. o

We find the staff's position with rcSpect to the c;rcuxt
pack costs reasonable and adopt the’ adjustment in this proceed;ng
and w L1l require Pacific to properly scgrcgate thcse costs fron
other Materials and Suppllcq




A.58223 et al. ks/dz/kd

VII. "RATE DESIGN

Introductzon | S
Rate designs were presented by Pacific and the staff. No.
other parties presented rate design exhibits.. Several of‘the other
interested parties did present testmmony with respect to Pac:fic s
and/or the staff's proposed rate des;gns and the underlymng,cosn
analyses upon which the rate deszgns were based. ‘We shall dlscuss
the testimony ¢f the other interested part;es, as-such testimony is
pertinent to the revisions authorized hereln, as we address each of
the areas wﬁere revisions are authorized. :

Pac;flc and the staff presented rate designs which vary
szgnsfzcanzly due to the dlf’erlng revenue requlrements upon which
‘each reseeccave rate design is based. Pacific provmded a rate«
design ©o o*oduce an anzual reveaue increase of $465. 8-mdllzon in the
1979 test year. The staff develoPed a rate design- to~produce an
annual revenue decrease of $234.1 in the 1979 test. year- The staff
also oresented two altermative rate designs to produce & net zexo:

change in annual revenues and a $200 mdllion 1ncrease 1n annual re-
venues in the test year.

The revenue requirement upon whlch we are hereln establzshing;:-L

rates and charges requires an overall reductlon in annual revenues._‘
We believe, that based on the record in thzs proceeding, we must )
give consideration to rate increases for certain competitxve servxces.
Also, the remaining Multi-Message Unit (MMU) Service is an anomaly |
waich should be eliminaved. Our adopted rate des;gn as discussed o
below will provide for increases in competitive serv;ces and the 7*"
elimination of the MMU service within the framework of‘an,overall
reduction in amnual revenues in the 1979 test-year.' Other rate

revisions including services for the hand;capped wmll also be adopted.Jﬂ )
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We present a aumber of rate saving optxons to
Pacific’s customers in this decision. We will direct Pacifzc to
publicize these options within the next 120 days with a view-to
encouraging residential customers to call their service
representative to determine how they may benefit most from the
new rate structure.

Additionally, Pacific should provide reszdential
customers a continuing consumer advisory service to advise them,
on request, as to which rate plan option or options can be expected
to provide the least-cost service to the laquirer. Pacific o
should also publicize this sexvice widely, and Pacific shall
submit within 60 days of the effective date hereof a detailed
plan of implementation of such consumer advmsory servmces, the’

plan to be subject to Commisszon approval prior to'ics taking
effect. -

r

‘, .
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Residence Lifeline Ser'vice ‘

Pacific and the staff propose. revmsxonu in the rates apvlm—f "
cadle to the number of calls per month over 30 on resmdence llfelxne
service (1MQ). The present rate of $2 50 per month: for the flrst '

30 calls would remain unchanged. . Under the bropOQed rev;umons a

ve of 10¢ per call would e applzcablc for calls bctweenKBO and LO
per-month and a rate of 1l5¢ per call would be applmcablef°or calls
over LO per §Onth. _ ‘

The proposed changes in rates ’o* callu per monuh zn excess
of yoareponsistent with our °1nd1ngu in Decision No. - 8758& and are v/
reasonable. That decision noted that some mod;flcaulons of llfelzne
service to prevént abuse might be warranted and ordered Pacxfxc to
make appropriate studies. The results of such: suudles are *eflected

in Pacific’s exhibits and the raves authorized" herean we shall adopt
vhe staff's proposal as set ‘orth above. n

TURN opposes any change in Vne ove*tlﬂe charge per call on B
lifeline service. TQRN asserts that ‘surcharges are not usage ‘ B
seasitive based on cosz/usé data. TURN xurthcr aSSCrts.that lliellne o
customers are 10 be penalized ’or subs crlbmng (1% llfel*ne °e*v1ce,
and that this penalty is made more onerous by vhe fact‘tha the
10¢ arnd 15¢ surcharges are not ‘subjeet to. peak and off—peak prlc;ng.,

+ appears to be TURN's ObJQCVLVe to establish’ l; clxne (lMQ) ,ervmce
as the basic grade of service attractzng all *esmdcnce sub°cr1be

through the use of a IOW'mcssage rate vhat would apply regardle of

the number of or length of calls made. If that is no* its, 1ntent,,‘,
it would dbe the result of TURN's » oposals. However, mfellna servxce
was never intended <o be a general-use offerxng. It was 1n ended

to be » minimum service at a minimum justifiable monthly rave 10
serve those who had very limited cal’lng requmrementu and who cou“d
a0t afford a higher oriced sc*v;ce.‘ Llfellne ervzce was! orlg;nallv ‘
established by Decision No. 74917 da.ed November 6 1968 whe*e;n

‘r
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we noted the service was developed in respouse to citizens' 'pleas"for” -
"special rates for the elderly poor, the infirm and shut-lns to
whom telephone service is essential... To many of them the present
minimum monthly velephone bill represents almost three days’ £ood
allowance. They are unable to pay more. A call a day isltheir "
minimem need.® The rates authorized herein contlnue “to meet. the
original objectives of lifeline service.
The posztion of TURN, which would make lifeline service
more attractive in view of the otherichanges here;n, would
ultimately result in destruction of the service as customers
gravitated to the most attractive offering. It is obvzous that a
large growth in lifeline service would result in lowering ‘the
utility’'s overall revemues in the residence classification. In turn,
these losses would have to be made up by'future reszdenﬂe rave
increases. I lifeline service becomes the maJor service category
a substantial portion of the rate increases must fall in thaz.category.
t is to prevent this result and to retazn,the orzgxnal purpose of ‘
lifeline service as a "lifeline" that we are adovtingathe rates here;n.‘ 
= ° It should be noted that, presently, when the 30 ecall: |
allowance per month lifeline service subscriber exceeds. the 30. call;
allowance during the monthly billing period, a message unit charge‘
of £ive cents per call is assessed for the additional calls.
Further, 30 calls per month lifeline service is not sub;ect to
Single Message Rate Timing (SMRT), which is assessed on other
measured services at the rate of ome cent per minute of call
holding time beyond an initial five-minute period. Imposing the
adopted surcharges on calls beyond the allowed £irst 30 calls
is a reasonable balance that offsets the existing adVantagef
the 30 call allowance subscriber enjbys-by not1being'subjeét to
SMRT. As indicated in prior decisions it is our goal to
eventually establish usage sensitive SMRT on all classes of:
basic exchange service when central office capacity and-
capability for measuring all service is available.

=111~
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Although the revisions proposed by Paciflc and’ the
staff are very similar, there is a difference between Pacific and
the staff as to the revenue effect of the revisions. Sance the
staff's revenue effect is based on more recent calling pattern |
data we shall adopt the staff' test year revenue effect of this -
rate change.
Message Toll Service : E o
Pacific proposes revisions to the message toll schedule R
which would simplify the schedule and the appllcability of message
toll rates. Pacific's proposed revisions provide for the establishment
of a one-minute schedule for all operator handled messages. except coin
establish surcharges which would be applicable to operator handled
calls, and reduce the number of toll rate bands. Pacific also proposes
to convert the 3MMU and 4MMU Routes to message toll: service.‘ The o
conversion of these MMU Routes to message toll will be subsequently
discussed in conjunction with the staff s. proposed Zone Usage o
Measurement (ZUM) Plan. . S
The staff proposed revisions to the message'toll schedule
lncorporate a one-minute schedule for operator handled messages ,
except coin, surcharges on operator handled calls, discounts stmilar o
to the interstate discounts for evening and night calls -and
reductions in the number of toll rate bands. The revised message
toll schedule structure proposed by the staff was utilized in
each of the staff's proposed rate designs.. -
We believe that, based on the record, the staff's proposed
structure for the message toll schedule ‘has merit in that the
proposed structure will simplify the applicabilxty of’message toll
rates. Considering the overall reduction in annual revenues requlred
we shall adopt the message toll sexvice revisions proposed by the
staff in its alternate rate deslgn to produce an essentially zexro B
change in amnual toll revenues. The revenue effect to Pacific 1s‘
estimated to be a $200 000: annual reduction. '

_‘-112;._
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Single Message Rate Timing Tmolementatiom .. i

In Decision No. 83162 as modified by Decision No. 86593
we ordered Pacific to implement business one-party measured service,
residence one-party measured service with a 60-message allowance,
and residence one=-party measured service with a 30-message’ allowanee.
We also oxrdered the concurrent withdrawal of business two-party flat
residence two-party, and four-party flat rate services. These
revisions were ordered for the exchanges of Bakersfield Fresno, ‘
Modesto, Riverside, Santa Rosa, and Stockton. ‘

As indicated by the staff, tb.e Commission has not
ordered the withdrawal of business one-party flat rate sexvice
in these six exchanges. We agree with the staff that business
measured service should not be offered on an optional baSis ‘
with business flat rate sexvice. To offer optional business
measured service subject to SMRT would not be consistent as only ‘
neasured service with SMRT is applicable in the larger metropolitan
areas of the state. We shall order the withdrawal of bus:.ness
flat rate services in these six excha.nges simultaneously with the
mplementation of only measured service with SMRT in these
exchanges to be completed on or before July 1, 1981.

Extended Area Service :

In Decision No. 77311 we established the extended area
service rate plan for nonmetropolitan areas which 4n this proceeding
has been referred to by Pacific and the staff as the Salinas Formula.-
The extended area increments applicable under the Salinas Formula ‘have
1ot - been revised since the increments were established in 1970 In:‘ :
establishing the present Salinas Formula increments recogunition was ‘
given to the loss in message toll revenues which would occur with the ‘
establishment of extended free calling over previous message’ toll
routes. Both Pacific and the staff presented testimony in this
proceeding of the changes in message toll rates over the period from ”
1970 to 1978. We agree that the Salinas Formula increments should be

13-
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revised to reflect similar increases to the toll increases wh:.ch have
occurred over the years since the Salinas Formula increments: were
first established. To not increase the Salinas. Formula. increments -
will only serve to continue the subsidization of free callfng over
extended routes for a select group of customers at the expense of - the
general body of ratepayers. We shall adopt the staff's proposal for
Salinas Formula increments. The revenue‘effect of these rate changes
is a $2.5 million increase. '

Service Connection Charges , . :

Pacific proposes revmsmons t0 the multl-element serv1ce
connection charges including increases in the charge levels,and
revisions to the multi-element charge structure. The: staff’proposes
lesser increases in the multi-element charge levels, revzslons to'the
zulti-element charge structure, and increases in all servmce connectlon?
charges, move and change charges, and in-place connection charges.

Multi-element service commection charges are applicable to-
service connections, moves and changes, in-place connectlons and’ other
activities oa nonkey:individual, and party line res;dence and buslness
services as well as semipublic service. Pacxficvproposes 1ncreases
in multi=element charges which will. affecn-prdmarlly residence and
small business services but proposesmno zncreases in the servace
connection charges for complex buszness servmce. The staff‘proposes
increases in all service connection, nove and change,and 1n—place ‘
connection charges. We agree with the staff that it is unreasonable -
to burder the simple residence and business cusromers wmth lncreased
service connection charges and leave the service connectron charges ‘
applicable to business unchanged. We shall‘adopt_the_stafffs;prOposalf
to increase service connection charges, move and change charges;and~

in-place cormnection charges for complex services by 10 percenr. o

In developing its rate: designs the staff placed a very hzgh
priority on revisions to the service comnection. charges and included
the same proposed revisions in all rate designs w1thout regard to the
revenue requirement upon which a rate design was based. Neither
Pacifi¢’s nor the staff's proposed servzce connection charge level |
attempts to recover full cost, Failure to recover full cost through

-114- ' B
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charges dictates that the cost burden is being carrmed by the ‘
general body of ravepayers. On the other hand,- 1ncreasing_serv1ce
connection charges to full cost.levels may price telephone servmce
so high as to price telephone service out of the reach’ -of, some
seguents of our society. We must therefore strike a balance-, We .
shall adopt the staff's proposal to hold the maximum' increase in
service connect;on charges on a smmple resxdence znstallaxion to
25 percent. - o

The staff and Pacific agree upon. the obaectmves which should
e consmdered in determining the levels for multi-elemenz charges but
disagree or. how best to achleve each obgect;ve. ‘The: four obaectmves
cited by Pacific and concurred in by the staff are ‘the. followzng--

1. Multi-element charges should bde cost.related. L

2. Wultl—element charges should be cost. causatzve,
i.e., the customer causing the cost €O the
utility is charged in relation to such cost..

3. Multi—element charges should encourage. the use of
Phone Center facilities.

L. Multi-clement charges should relate d;rectly +0 the
work activities involved and be understandaole to
the customer.

The staff’'s view is that in order for*any multi—element
service comnection charges to be cost related the’ coscs nust be (
predicated upon Pacific's actual exper;ence. Although Paclfic pro—'
vided the costs associated with each multl-element, such- coSTS were
not based solely upon Pacific's experlence. Ve agree wmth the staff

that Pacific should base its rates and- charges on,Paczflc ‘s experzence.-,7

We adopt the staff's recommendation that Paciflc be ordered -
develop multi-element service’ charge cost. utudies in consultatlon

with the staff and include such cost stud;es as a part of Pacifmc s :%f .

next general rate applzcatmon.‘
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The multi-element charges proposed by Pacific are ‘based on;
65 percent of estimated cost. The staff's proposed multi—element
charges are based on 50 percent of estimated costs and fullel the
¢cost basis objective. In order to remazn.wmthzn our adoPted para-
zeter of holding the increase for service connection.charges on- a
s;mple residence service to 25 percent we shall. adOpt the staff's
oroposed charge levels. ‘ ' : : S
Pacific and the staff propose. that the multi—element charge '
tructure be revised to lnclude & separate charge for~a prem;ses .
visit. The premises visit charge would only apply when a v1s;c by |
Pacific to the customer's premises is actually requ;red for the
installation of service or equipment. The proposed prem;ses VlSlt ,
charge element is based upon ¢ost, may not be applzcable if the customer
tilized Phone Center facilitiesyand will be directly related to a
work activity. Thus, the premises visit charge element fulf:lls
the second, third, and fourth obaect;ves. “The’ premzses vzsit«charge
element is reasonable and will be adopted. . S
The issue of the appropriateness.of the existing station han- o
dling charge element was raised by TURN in its brzef., TURN suggests that*‘-f
the station handling charge element has no basis and should be: '
completely abolished. TURN offers no analys;s as’. to the- proper
costS associated with the station handling charge element.or the
reveaue effects assoczated with the ellmznatlon of the charge element.
3oth Pacific and the. staff presented test;mony on the costs assocmatedi
with the station hendllng,charge element. Ve belzeve the. record 1n |
thdsrproceedlng supports the cont;nued exlstence of the station
handling charge element. TURN s posit;on.is wantlng_of‘evidence
and cannot be accepted. : - e o

i
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There is some dlsagreement between Pacmflc and the staff as pf
to the appropriate level of the statmon handling charge element. o
Pacific proposes a station handldng charge of $12.50 for business and
residence which is in excess of 100 percent of full cost. Pacific '
indicates that the $12.50 charge is necessary to encourage the use
of Phone Center facilities. The staff proposes a station handling
charge of $5.00 for business .and residence. The staff's proposed
charge is based on 50 percent of cost. The staff argues that
Pacific's proposed charge of $12.50 will. penalmze those customers
whose premises have not been equipped with Jacks. The. staff
suggests that only at such time as &5 percenc to 90 percent of the
total residential premises are equ;pped wmth Jacks the station
handling charge element should be 1ncreased to full cost. Ve,
agree with the staff that Paclflc s $l2. 50 charge 1s unreasonable
and we will adopt the staff's $5.00 charge.. L "

The staff proposed other revisions to the multi-element
service comnection charge tariff. ‘These proposed reszLons wmll
simplify the applicability of multi=-element charges by~br1nging
such services as Optional Residence Telephone Service (OR@S),. _
Optional Calling Measured Service (OCMS)'and CustomﬂCaliingfunder
the multi-element charges when such services are prov:ded in
conjunction with simple residence and business service. These
revzs:cns are reasonable and will be: adopted. o

The result is a restructuring of the multi-element
service charge. For relatively simpleyorders there is'a
reduction in applicable charges, while for complex oxders
involving premises visits rates will be increased. The result
is rates more in line with the cost of providing the service.‘ The
result of these rate changes is an estimated $7 3-million increase.
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Zone Usage Measurement Plan : : : , S

Pacific proposes to- convert the only. remsining MMU Routes -ﬂ'_:d‘f
the 3MMU and 4MMU Routes (distances of 9 to 16 miles) - to message o
toll service. Prior Commission decisions have’ systematically
converted MMU Routes to message toll. Pacific also Indicates that
there is no remaining rationale for the existence of the present
MMU rate structure and that MMU calls are processed and detailed
exactly the same as toll calls. Pacific's proposed conversion
of the 3MMU and 4MMU Routes to message toll is supported by
General Telephone Company of California (Genmeral) and the
California Farm Bureau Federation (Farm Bureau),

As an alternative to Paclfic s proposed‘conversion
of~the 3MMU and 4MMU Routes. to message toll, the-stsff
proposes the ZUM Plan. Under the-ZUM.Plan.the 3MMU and
4MMU Routes would be converted to zomes of local calling
applicable to calls from all types of services, except_coin
services, and an allowance for zome calling usagelwonld‘Bew
included in the usage allowance'for certain one-party business
and residence measured rate services. The staff proposes no '
corresponding change in the basxc rate for measured service
but does propose an increase of 30 cents per month for‘
residential flat rate service.

Three calling zomes would be established for cach exchange
under the ZUM Plan. Zone 1 is designed . to' include contiguous
exchanges and noncontiguous exchanges or district areas where
the distance between rate centers of the originating exchange or
district area and the noncontiguous exchange ox diStrict-ateel
is eight airline miles or less. 'Generally, Zone l'includes“the"
present local free calling areas. ZOne 2 is designed to- include
the present 3MMU (9 to»lZ‘miles) Routes and Zome 3 is desxgned to
include the present 4MMU (13 to 16 miles) Routes. The staff .
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proposes that the ZUM Plan be implemented in the San Franc:’.scoe
East’ Bay Extended Area (SF-EBEA) and the Los Angeles Extended
Area (LAEA) which are the only locations where MMU. service lS :
now provided. : .
Essentially the ZUM Pla.n establishes an extended :
area rate structure not unlike the existing ‘intrastate toll
rate structure, which features off-peak pricing. Calls will
be timed in éne-minute units, whereas present MMU calls are
initially timed in a three-minute unit. The result will be
savings to all customers over preéent MMU rates, with greater
savings for customers who call off peak and make calls of two
winutes or less duration. Ant:’.cipating that some flat rate
residential customers may want to comvert their service to
measured rate service because the higher bas:’.c rate (30-cent
increase) resulting from the ZUM Plan does not benefit them
(given their localized calling pattemn), we will direct a.
N-day period for comversion to another class of service without
the usual service regrade charge. :

The staff's proposed ZUM Plam is supported by the
California Retailers Association (CRA), the General Services
Administration of the United States Government (GSA) the
City and County of San Franmcisco, and' the C:'.ties of Los '
Angeles and San D:[ego (C:’.ties) |
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The staff developed and sponsors the ZUW’Plan.because of the -
severe settlements penalty that conversion of ‘the remalning,MMU
Routes to message toll would have on the Lndependent.tolephone
companies that do not participate in the MIU busmness and" as a means
of promotirg measured-rate residence service by-makmng.measured
service more attractive in comparison with flat rate residence servzce. ,
TURN in its closing brief terms Pacific's proposed conver= |
sion of the MMU Routes to toll as "oppressive" due to the increase
in rates to consumers that would occur and the staff*sfproposed' |
Z0M Plarn as "aot equitable"” przmarzly—due 20 the measured: service'
characteristics included in the ZUM Plan. No ev&dence in support
I these allegations was presenped by TURN. '

Continental Telephone Company of Calmforn;a (Contznenzal)
takes the position that Pacific’s proposed conversion of MMU Routes to
Toll will greatly reduce Continental’s earnings from message toll due
to the effects such a conversion would have on.the oLl service rate of _
return. Continental also takes an opposing pos;tion with respect to the y
staff's proposed rate designs on the basis that message’ toll rates |
should not be used to "balance” a rate deszgn to achieve. a g;ven
change irc revenue requirement. Continental asserts that Pacifzc s
local exchange rates should be used as the "balancer" '

As we stated earlier we belleve that- the record supports the
eliminazion of the remaining MMU service. Both Pacific's proposed .
MMU conversion %o toll and the staff's proposed M Plan wmll accomplish‘;v
this result. We must then consider these two proposals in an arena
where General and the Farm Bureau support Pacific s toll’ prOposai
and the CRA, the Cities, and the GSA, who represenp the users of .
communications services in the areas affected by these proposals,
support the staff's proposed ZUM Flan. The elimination of MMU service
zust also be accomplished within the constraints of an overall reduction;f-p"
in annual revenues in the 1979 test. year. ' ‘ o
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As a basis for converting the remaaning MMU Routes to-
message toll Pacific cites prior Commission decisions in which: the
Commission has authorized the conversion of the 5MIU through llMMU
outes to message toll. Accordingly, Pacific is proposing to- convert‘
the 3MMU and LMMU Routes to message toll. As indicated by the. staff,
the Commission also authorized the conversion of the 2MMU Routes to
local free calling rates in Decision No. 75917 Both Pacifmc' -
pProposal and the staf"s,proposal are therefore consistent wath prior
Commission decisions. : ' ' :

General suoports the conversion of the- BMMU and AMMU Routes ,
%o message toll on the basis of consistency with przor Commzssion dec;- e
sions which converted the SMMU through 11lMMU Routes.to message toll”
and on the basis of simplification of tariff rate structures. General
opposes the staff’'s ZUM Plan on the basis that the Zom Plan will
create "rate disparities” which will cause publmc resentment, that
General cannot implement the measurement of Zone 1 calls (local |
¢calls) under the ZUM Flan, and that the ZUM Plan would result in
the removal of certain free callzng areas with no notice: having been
provided customers affected by such removal of free calling,areas._

Continental and General both reqnest that should the Commnssion
order rates for Pacific which will result in reduced revenues to the '
independent telephone companies that the 1ndependents,'zncludang
Continental and General, be authorized offsetting,rate increases To
match the reduced revenues. AR

The Farm Bureau oupports Pacafic s proposed conversmon of
MMU to message toll based on a continuation of prior conversaons of
MMU routes to message toll. The Farm Bureau does not support.the zmu

- Plan as it believes that the ZUM Plan devaates from prlor Commlssion

policy for converting,MMU Routes to message toll.
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CRA supports the ZUM Plan on the ground that there has .
been no demonstration that the rates for intrastate toll ‘are valid
" for calls on the 3MMU and LMMU Routes in the metroPolmtan areas.
CRA states that there may be a need to make calls in the 9 to 16
mile range which would be impaired by the existing message toll. rate
structure. CRA also suggests that Pacific be- requzred to‘study the,
Z0M Plan, once implemented, and to utilize the data collected as'a ‘
basis for future modifications of the ZUM Plan. ‘ T
Cities oppose Pacific's proposed conversion of MMU 1o
toll. They see it as inspired to be punitive to Los Angeles and
San Francisco and allege that it will result Ln,unreasonable and
repressive rate increases %o the people of Los Angeles and
San 1=‘:*er~nc::.s,<:o. Citles support the ZUM Plan and’ rely upon the '
CRA and staff to address the merits of the: ZUM?Plan-' Cities
do suggest that there is a lack of cost support and oalling data to
Justify either Pacific's or the staff's prooosal.' B ‘

GSA supports the ZUM Plan and suggests oha mplementation |

of the ZUM Plan can be accomplished without an lncrease in any'curreno.**ﬁ"

rates, but rather, from the overall lowering,of Pac;flc £ revenue
requirement. coo . B
The conversion of the remalning‘MMU'Routes 0. message toll"

would result in an estimated revenue increase of SLL. 5 millzon in"

the 1979 test year. Adoptmon,of the ZUN‘Plan,proposed by the staff:“i 

in ivs altermate rate designs would result in an estzmated revenue .
decrease of $105.0 million in the test year. o -  ‘
MMU service as it presently'exlsts is appllcable only to
routes within the SF-EBEA and the LAEA.- AdoPtlon of’Pacifzc's |
Proposal to convert the remaining MM Routes to message toll ‘would
result in rate increases to the telephone usmng public zn these twol
areas. We disagree with the Cities that such rate 1noreases are
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tendéd by Pacific as punitive; however, we agreo Wluh the Cztmes
and CRA that conversion of the remaining MMU Routes to message to“l F
completely d1Q*egards the needs of the telophone us 1ng publ;c 1n,uhese S
areas. \ ' R
The ZUM Plan is residually prxced and, as such, is not based
on an i n-depth analysis of the calling needs of the bublmc. As the
vafsl tcuvm ied, sufficient dasa are not presently available- to develop v‘}
the ZUM Plan statewide, and the staff Proposes Lo 1mplemcn.f_ e
<he ZUM Plan only within the SF-EBZA and LABA at this time. - The”
staff recommends that il che ZUM Plan is adoptcd,vPacmfmc should be
ordered %o collect, analyze and rcport pertinent daua on 1ts ;
implementation and operation. The suaff °uggeoto that wuth such daca
avalleble the ZUM. Plan, if adopted, could be ﬂodlflcd and lmblcmented
in other areas of the State based upon actual exbe*lcnce gained rOm
off¢ring the ZUM Plan in the SF-EBEA and LAEA. e
~ The present 3MVWU and LMY rateq provzde nordzscount for -
ffepeak calling ou Tside of the beak busy hours on the telenhone
systen which typically occur in mld—mo“nmng.and mmd-afternoon on _
business cays. There is a necd fo 1ncent;ve_races on these heavmly
used routes.to eacour rage customes rs to cal l*aﬁ off—neak permods. Such
incentive is n“ovided by lower off-peak rates conglstmng of 35 percent
iscount in the evening and 60 percent discount a*‘nlght and on’ J
weexends under the ZUM Plan. These same - dmscount percentages are
proposed by the ZUM Plan for local callq made rom mcagured rate
telephones. vith anticipated 1nc*eased uclephonc usagc 1n the
growing energy crisis, it is essential that tclcphone nctwork
£eiciency be maximized by use of such incenuave rates. C
We find that the ZUM Plan has merit and we will adopt the
plan for Pacific. It will nrovmdc for ellm;navlon of presen*-MMU ‘
sexrvice in a manner abo*Oprxate To brldve vhe gap bctwecn our prmor
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decisions authofizing the conversion of the ZMMU and uhe 5MMU througn
1M Routes. Ve agrec‘wiuh the stvaff that thc ZUM Plan should only
be implemented in arcas other than the SF-EBEA and LAEA" whcn
sufficient dataare available to conv;nce us that such addit;omal v/(
implementation is reasonable. We ‘shall order Pacm’:c o melement
the ZUM .lan, %o gather data and rcport the results.on & quarterly
%asis to the Commzssmon in a fo*mat to be developed after‘conuulr-»
sion with the staf B o
General partmcmpates wmth Pacxflc in’ thc provmsmon of MMU
service within the LAEA.  Adoption of PElelc 5 toll pronosal, H
supported by General, or adopulon of the ZoM Plan wzll affect General
and its customers. GCeneral opposes the v Plan becauue xt .
believes the plan will create rate dzsparmtmcs and result 1n custome“"
confusion. General cites, in supoort of its no LthQ, certa;n N
calling patterns where the rate apol*cable to a call of’same d;stance .
and duration made from an exchange within the LAEA under the ZUM
Plan would be less than a call from wmchzn the LAEA to aﬁ exchange L
outside the LAEA for mhzch message tol rates are aopllcable¢ Generaliih7
tates that adopzion‘o ‘ ne ZUM Plan wmll merely add to custower l,
confusion by crearing a nbw'type of local service to go along th the‘
any types of local ue“VlC“ alreacy available. Also, Gcneral a se*ts
lack of proper cusvomer notice as a ground of ODDOoLvlon-; Smnce the
Z0M Plan as proposed by the staff will remove ccrualm local ’ree‘w
calling areas from certain of General's exchanges, Gencral bellevee'”
these Iree routes cannot De removed wzthouy,provmdzng uhe affectcd ,
customers with notice and allowing them.zhe opborcunxty to be heard.,
It would appear from the record in Ihis proceudlng that
General's opposition to the ZUM Plan on uhe basms of race dlsparztles
nc cus tomer~confuezo have . lmmxted mermv.; waxle the exampleu of
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differences in rates cited by Gene*al are true, they are ‘not so
significant to require us to summarlly d;smdss ‘the ZUM Plan as: |
uwnreasonavle. Many services prov1ded by General contaln rate
differences which might be termed dlsparltzes.‘ A pramary example_g
of a rate difference similar to those. e;ted by‘General in opposing
the ZUM Plan can be found in the offering_of ORTS. ORTS is:
offered to customers in selected exchanges in the LA Area and
SF 3ay Area ard provzdes for flav Tave calling on’ routes up to.
LO air miles. Calls from an exchange in which. . oars is offered

" 6 an exchangé up to 40 miles away “are offered at a flat: raze
while calls from the distant exchange back to the exchange ln ‘which
ORTS is offered may be at message toll rates. General believes ‘
that adoptdon of Pacific's pr0posed conversion of the MMU Routes to
message toll w:’l ‘simplify the number of local: services wh ch are”
available by ellmlnatlngnMHU service.‘ General. fails to poznt oun

that the ZUM Plan also would elmminaze MMU‘serv;ee which would tend
to reduce customer confusion. l

On July 25, 1978 the Commzssion 1ssued OII No. 21 wh;ch
ordered ar investigation on the Comm1351on s own motion 1nto the '
rates and charges of all telephone corporatlons listed. there )
including General. OIT No. 21 was. consolldated for hearlng
with Application No. 58223 and was served upon all respondents, \
thus placing said respondents on notice of possmble ohanges in
rates and charges of the respondent-telephone corporatlons._ General s
position that the ZUM Plan revises. raze5~and charges winhout
customer notice therefore has no merit. It.should also be noted
that, as was brought out on the record, General 'S posztion on _
lack of customer notice, if valid, . would be equally applicable to £ts
proposed conversion of the SMMU'and AMMU'Routes to message toll with
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substantial rate increases involved. However, it is our view that

Pacific's application on 3MMU and LMMU changes: was" adequaxe notlce

€0 the public and the respondent telephone utilities of such changes~

and of possible variations thereof, of which the ZUM Plan is but’ one."
General presented testimony that the tining: of‘local calls

as required under Zone 1 of the ZUM Plan cannot be 1mplemented in-

General's serviag areas. The staff’presented simllar testmmony;‘ Wé

shall, therefore, adopt the ZUM Plan for General exclud;ng the’ nrovmsions

for Zone l. ; SR '

Inplementation of the ZUM Plan in uhe:SF-EBEA'and the LAEA‘

will require the conversion of certain present: free locaL/free calllng*:7

routes to Zones 2 and 3 of the ZUM Plan. th- General and Pac;fic

have indicated that these conversions will requzre additional equzp—" -

ment to be brought:on line. Pacific w1ll require é to 12 months. after “

the effective date of this order to 1nstall the requlred equzpmenz and*:

General will require a mavimum of 24 months o install the required -

equipment. . o : L

The conversion by Pacific of the present BMMU and AMMU

Routes <o the ZUM Plan can be accompl;shed in 90 days after the ,,'

effective date of this order utxlzzzng present faczlzties., General

indicates that the conversion of the present BMMU and hMMU’Routes o .

the ZOM Plan will result in a stimulasion of traffic which.m;ghz _

require the installation of additiomal equzpment.. General lndicazes

that up vo two years might be needed to install this addltlonal ‘

equipment. General provided no quantitative study on the estlmated

stimulation of traffic. Also General overlooks the effects of the .

ZUM Plan off-peak pricing which will tend to Shlft traffic from S _

busy hours to off-peak hours, thereby reducing Load. Pacific advmsed -

the staff’that no additional faczlitmes would be required to ccnvert |
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the 3MMU and 4MMU Routes to Zones 2_and{3; respectively. Since
the conversion of MMU service to ZUM must be accomplished om both
ends of the same route simultaneously we will oxder Generallande
Pacific to implement the conversion of the 3MMU Routes to Zone 2
of ZUM and the conversion of the 4MMU Routes to Zome 3 of ZUM
within 90 days of the effective date of this order _except as
otherwise provided in the rate appendix, hereto, for specific
routes requiring 24 months for implementation.

The annual revenue effect of the ZUM Plan is a $105 _
million reduction for Pacific and a $24.8 reduction for General.
Rate Offsets for the Indevencents

Soth Continental and Genefal have requested that the "
Commission authorize ozfsettlng rate increases for the lndenendent
Telephone companies if the effects of ‘the rateg and charges author&zed
for Pacific will result in reduced reveaues to the Lndependenzs. The

fects on the 1ndeoendents lncludmng,settlements of the rates and

cha*ges author:zed herezn fo* Paczflc are as follows.‘ﬁ

1979 Annual Revenue 3
(Dollars 1n lellons)
General _ . oo

ZUM Rates and Billings
Exchange Rates (Other)
Private Line.
Message Toll

(Red Figqre)“
QOther Indenendents ‘
We agree with Genmeral that in the 1nstanc proceedlng a
reduction in annual revenue to General of $22.6 mzllmon ln.the 1979
test year must be offset by increasing rates anc charges for servmces ‘
provided by Gereral and we shall so order. Smnce the rates and charges EE
authorized herein for Pacific wull not result 1n reduct;ons in: revenue ;‘f,,"‘

B




A.58223 et al. ks /dz

for Contirnental and the other 1ndependents there is no requlrement
for offsetting increases in any other 1ndependent s rates and charges.
General recommends that should the Commisszon authorize

offsetting rate increases that such increases be grdnzed in the
following prioritys - (L) dlrectory advertlslng, (2) service connectlong
charges, (3) competivive items, and (L) primary service including the. ef
single message unit. The staff recommends the' followzng areas ‘listed’
in order of priority for offsetting rate relief for General.. (l) pr;-‘

vate branch exchange services, (2) key telenhone service, (3) pramuxn‘fl"

sets, (4) touch calling sets, (5) extensions, (6) service, connect;on
charges, (7) single message unit rate, (8) Standardlzatmon of ‘the
rate for one=-party flat rate resxdence servzce, and (9) intrastaue
billing surcharge. , .
Except for directory advertzsmng rates the recommendatlons

for offsetting rate relief by General and the staff are ve*y simllar.‘efe' |

Increases in directory advertising rates wmll not be onsistent‘wzth
our 90—cday implementation peried for the ZUM,Plan. The tine lag i
between the lmplementatlon of ZUM and the time at whlch General
would receive the 1ncreased revenues from mncreases in d:rectory
advertising rates would not prov;de the necessary'rate rel;ef to
General. We shall therelore concentrate the rate relief‘granzed to
General in the areas of competitlve itens. and service connect;on
¢harges, inasmuch as these services have not«been 1ncreased ’or a .
number of years and are generally well below the COSvs to serve.

We shall permit Gemeral to file an advice letter wmth‘
tariffs for increases in rates and charges as set forth heréin
subject to Commission authorization by resdiution. We will require
General to notify its customers of such proposed rate changes.rg
The following is a summary of the increased rates and charges which ,
may be permmtted as. an offset for General (as detailed in Appendix C)-i




(Dollars in Mllldons)

Service Comnection Charges - 35, 6;~
Private Branch Exchange ,
Service = - | 2.1
Key Telephone Service o 6.5“
Zxtensions . 5
Premium Sets . o . = 5 o
Touch Calling Sets ‘ .7

Total - $22.6

Competitive Ttems of Terminal Ecuipment I ‘

Several parties presented testzmony on the approprzate L
methodology vo be used in the determination of Paczfmc s rates and-
charges for competitive items of termlnal equipment. In this. proceed-
ing the items ;ncluded in the category-.of. competi tive 1tems,of termznal
ecuirment are ex‘ensxons, prem;um sets and’ key telephone service |
equipment. o o . x‘7”

The rates and charges prooosed by both Pacifmc and the
staff are based upon the "GE-100" methodology of fully allocated
costs which has historically been utilized in. proceedlngs ‘before
the Commission to show the relationship between costs and rates and_.
charges for terminal equipment. The GE-100 methodology utillzed by
Pacific and the staff is supported by the Callfornza Interconneet
Association.  CRA and GSA take issue with certain portzono of‘the
GE=100 methedology as used by Pacific and the staff.‘ In add;tdon,
both CRA and GSA recommend adoption of nstallatmon charges for &eyﬁfi N
telephone service which are based on 100 percent of: the nonreusableg B
costs of providing service. ' S -

Although we will not herein authorlze increases in rates
for key telephome service and equipment to levels proposed by Paczflc @.
or the staff, we will discuss certain of the 1ssues presented in thls
proceeding concerning the development of rates and charges for | o
terminal equlpment based upon the GE-100 methodology. We will: take
this approach in order to narrOW'down such issues whdch might be '
brought up in similar proceedings in the future. '

~129-
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CRA indicates that there is a mismatch between"the‘net
plant factor and the deprecmatdon reserve as such are utdlized by
Pacific and the staff in the Ge—lOO methodology., CRA bases th;s
¢laim on the fact that the net. planz factor 1s held constanz whlle
actual depreciation charges reduce investment on a straight—lzne
bYasis. CRA's concern is based upon a mmsunderstanddng of" the
GE2-100 methodology. The constant net plant factor is consxsnent
with the "real world" of lnvestment and.- deprec;atlon reserve shown '
on the books of the utlllty.. Since all lnvestmen* in terminal
equipment goes into the utility's rate baoe, the approprlate
net plant factor should reflect the actual condmtlons of‘the rate ’
base. To do otherwise would result in transferrmng a burden from the
terminal ecuipment customers to the general ratepayers.‘ While the ‘
treatment utilized by Pac:f;c-and the staff may not- reflect the

- conditions applicable to a s;ngle specific subscr;ber, 1t fa;rly K
represents the actual conditions of the termnnal equ;pment subscrdbers,w‘

as a group. Lo : :
GSA recommends that the GE—lOO methodology be revzsed to
1nclude the use of a net plant factor which is. developed for each
iten of equipment. This would require extensive analysms of" eaoh
rate element. Such a process would be very t;me—consumdng and costly
for a utdility the size of Pacific. : -‘ : ,

The staff zndlcated that Pacific has revmsed its. costdng\
Process to develop a net plant factor by maaor plant accounts and/or :
subaccounts. We agree with the staff that the use of net.plant actors:]'
Ceveloped by account is an aoproorlate and reasonable method of R
assoc¢iating actual cost experience with a g;ven service. The rates
and charges for competitive items of terminal equ;pment authorized _
herein will not incorporate net plant factors by accounz because—no i !
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specific presentation of such factors was made in thls<proceed1ng.
However, based on the record in this proceedmng we are. placzng o
parties on notice that in the future we w1ll consmder developmen ‘of
rates and charges based on the GE-100 methodology which 1ncorporates
net plant factor by account as approprlate.

CRA and GSA indicate that the administration factor ‘
utilized in the G2-100 rate development process by—Pac:f;c-and the :
staff does not p—ooerly recognize costs and revenues. CRA
recommends that when costs associated with a glven piece. of equmpmeno
or service are 1ncluded in the developmeno of a charge and/or rave-
the revenues associated with such costs should also be' conszdered...
More specifically, the admmnistratmon factor utilized in the GE—lOO
process includes several expenses associated with serv;ce connectzons*

however, the revenues from service comnection charges are not reflectedr‘;

by Pacific or the staff in the development of" the costs upon whlch
proposed rates and charges are based. We' agree with oartles that
the cost upon which cost-based rates and charges are establ;shed
should reflect all revenues associated with such*costs. ,
GSA recommends ohat the GE-100 methodology'be revlsed to

flect seoaratxon effects in the determination of rates and charges
’o* cost=based terminal equipment. To anlude separaclon effects'ln
the cdevelopment of rates and charges of'competltlve items of termlnal
equipzent would reduce the rates and charges for such servmces.-\In ,‘
order T0 have parity ir the rates and charges applicable to termznal
equipment provided by the utility and terminal equipment wh;ch.m;ghz
be provided by the customer, credits would have To be: provzded to:
customers who utilize customer provided equlpment. Such credzts-would
create a positive revenue requirement whlch.must be made wp in: hzgher
rates to the general body of ratepayers. Inclus:on of seoarazlons
effects in the development of rates and charges for. competltlve 1tems | .
of terminal eqplpment is therefore unreasonable and will not be adopted.,_
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CRA and GSA recommend that the 1nstallat;on charges o
applxcable to competitive items of‘terminal eqnzpment be developed on. T
the basis of 100 percent of nonrecoverable €OStS’ as detenmlned ,

tilizing the GE-100 methodology. The dnscallatmon charges-proposed
by Pacific and the staff are based on 50 percent of nonrecoverable
costs. Installation charges‘based on 50 percent of‘nonrecoveraole
¢Osts are proposed by Pacxflc and the staff for key tel ephone equp—”
zent because the present nscallation charges for such equipment are
based on 50 percent of cosz. To arbitrarily change from.inotallatdon
charges based on 50 percent of cost to installation charges based on _
’OO percent of cost will cause a reduction in monthly‘rates for present S
customers with o associated reduction in cost.' Such a reductlon ‘

in revenues without a reduction in cost. only'serves to place an
larger cost burden on the general body of ratepayers.. ‘Neither: GRA
nor GSA provided the qnantmtatdve effects of’thezr recommended change

in installation’ charges. o
Ncnrecoverable costs as developed 1n the GE—lOO costlng
ro¢ess 1nclude~nonrecoverable matermals such- as oerminal blocks and _
associlated wiring, inst allatzon labor and’ engzneerlng, removal labor R
and engineering, and restorat;on. Bach of chese costs once dncurred
by Pacific will not recur until the customer requests disconnectzon
or a change in serving arrangement. If the 1nstalla lon charge is "
based on 50 percent of the nonrecoverable costs che remainzng 50 per-‘
cent of such costs are recovered chrough the recurrdng monthly'rate.
As the costs of installation Iabor and englneermng escalate due to
infla® lonary pressures any reprzcxng of the installatmon charges i‘
based on 50 percent of the nonrecoverablesvauoomatzcally places 5C:
percent of these increased labor and engmneerdng costs zn the area
where such COSTS IUST. ‘be recovered in the recurrdng monthly rates.
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Therefore, an existing customer's rates may 1ncrease,yet the exist;ng
customer whose service remains unchanged did not ‘cause 1ncreased costs
to the utility. To establish a separate level of‘rates and- charges
applicable to new customers and a separate level appllcable to
existing customers as recommended by CRA would be burdensome for .
Pacific to admlnxster. : S

In Decision No. §7962 whlch establzshed permanent rates and
charges for the Dimension 400 PBX we authorized installatlon oharges
based on 100 percent of nonrecoverabdle costs. Use of lnsnallatdon
charges based on 100 percent of nonrecoverable costs is approprmate
also for new offerings of termnnal equipnment. However, due’ to the
burden which will be placed on the general body of ratepayers we wmll
not adopt installation charges based on 100 percent of cost for the
existing services for which rates and chargeq are ad0pted herein.
=xtensions, Premium Sets, and Inside Wiring _ ‘ |

Pacific and the staff propose increases in ohe rates and’
charges for business and residence extensmons Touch-Tone telephone
sets, Princess telephone sets, and Trimline telephone sets and in’ the

rate for inside wiring associated’ with busmness.and resxdence extensmons.“

Telephoze sets similar to the sets offered by Paedflc as extenszons o
and premium sets are available f{rom vendors other than Pacnf;c.r Slnce =
these sets are highly competitive we W1ll authorlze zncreases in the |
rates and charges for these sets wzth;n the consxrannts of achxevlng
an overall reduction in annual revenues. :

Pacific proposes rates and charges for extensmon sets,

premium sets, and inside w1r1ng based upon the fully allocaxed costs
as such costs are developed using the GE-100 methodology. Pacmf:c's
 proposed rates and charges are developed consmdering eaeh set on.a.

stand-alone basis. Present rates and chargesrfor the premlum sets
were established on anolncremental basis. ‘
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The staff in its rate des Lgn and alternat;ve rate desmgn
also proposes rates and chaxgeu for extens;on gets and premlum sets
based upon the GE-100 fully allocated costs. With the exceptxon cfw‘“
the Touch-Tone telephone sets, the staff's proposed rates and charqes
are developed for +the exeens;on and premiunm gets on- a Staﬁd alone
basis. The staff proposes rates and charges for Touch Tamvsets based
on the incremental dif fcrence in cost between a *tandard rotary set
and a standard Touch~Tone set. N R . )

With xespect to Touch-Tone, it is desmreble that Touch-Tone
be the predom;nant offering as Pacifie's swntchmng network zs con-‘“
verted to electronic switeching. fTouch~ wonc provzdes much more rapmd
dialing and results in a shorter hold;mg time przor to escablmshment
of telcphone conversatmons. This' sav;ngs in time can result in sub-»‘

tantial economies in a computer based gystem ehat is. hendlxng mzllxonQ f~
oL calls every day. In order to accelerate the cenvers;on from the
Present rotary dial operation to Touch-Tone, Pacxfxc wxll be ordered ‘
to provide a program for such accele'ated coevex mon toqether w;th enff
appropriate rate plan. Such a program and rates w;ll be subject te
Commission authorization. v

Both Pacific and the staff reflected revenues £rom thexr

respective levels of service connect;on charges and Phone Center dataﬁf

in their proposed levels of rates and charges for extension setu,
premium sets and inside wiring. The scaff’ s repert, hevxng been _
prepared at a later date, was based on more recent Phone Center data.

We have herein adopted thc scaff s proposed rev;sxons ;n
service connection, move and chanqc, ;n-placc connectlon,;end multx-c
element serxvice charges. The staf f s propoﬂed treatment oz the rates‘f.
and charges for Touch-Tone sets is reasenable wherexn recogn;t;on 15 ‘_
given to the provision of a rotary lnstrument as’ the pr;mary 1n trumencw
which is included in <the basic exchange rate.‘ Ag the capabxl;cy co offﬂ
Touweh-Tone is expanéded and the number of customer* with. Touch-Tone
increases, Touch- Tone will at some point in the futuxe be eons;dered o
basic service. The staff's nroPosnd rates. and charges £or extensions 
and premium sets reflect more recent Phone Center data.‘ We rhall1“v
therefore adopt the staff's propoged rates and charges ~or extensmons”
and premium sets. . - ' E
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We will not, however GdODv increases for reszdence 1 *rxor
wiring. The staff recommnndﬁa thw elmmmnaulo“.of the rewldence
interior wiring rates as a mcans of achieving an overall rcvenue ‘
requirement. Also the elimxnatzo“ of the residence: znterlor wird ng
rates will simplify the rate strueture.  Such .OdLCVIORS Wwill also
»ass reductions in rates as soc*aued with the ovcrall reductmon in’

e s _—....-...m S

revenue requirement as ordered here n to Paczfmc'* customerQ on a
statewide basiz. Elimination of <he. residence 1n01de wlrzng ~".su:.es
is therefore reasonadle in the nubl;c 1nuerest and shall be adovmed.
We will not adopt uhe eliminati on of the lnzorzor wzrlng
rates applicabdble o buciness services and shall adoot the staff s
proposed raves for business and inside wm*zng.‘ Thc staff asser s _
av allablc O properly ueba aue the costs'
‘and recommends that Pacific be orde R
uch coss . Als 0, as mndmcated by'the sva~~,
s inside wirin rates’ are applicable to competmzmve A
s such as‘“BX' . We cannos, uherefo*e, elmmznate the busz“e
ide wiring rates without a *Lll showing of the coszs aasocmated Wlub
business inside wiring Jor cwzens;ons. We shall orde* PalelC to
provide the ¢ost data assocliased with bus 1nqmde w1r1ng xn its. -
zext general rate application. ‘Based upou th;s daca we can glve furthc”lV
consideration to the business ¢u51de wmrmng ravcs.
Xev Teleohone Service

In their aliernate rate designs the staf f as well as Pacifi
proposec fully allocated cost-based rates and chargcs for. key te’e—'f
phone equipment. GSA and CRA recommend lerels of rates .and chargeo for
key telephone eguipment dased upon their rcspective modlflcatlons t04~"
the GE-100 methodology. CIA supports full cost levels of rates and
charges for XKey telephone equipment. The . Regents of the Unxversxty
of California (Regenzs) roquess cxemptzon from any 1ncreases ;n‘f_
rates and charges for cg umpﬁcn: and/b. servmces nrovmded by Pacm*“c
when such ecuipment is already in place. ' o

¥e have acdressed the changcs in GB—lOO mcthodology _
recommended Dy GSA and CRA. We will nov aad*cos quch recommendatlons
here agaia. Although as a gover .ueat agency we are also suffer:ng

-135-




A58323 et al. ks/kd

under the restraints imposed by budget cuts resultzng from the

passage of Proposition 13, it is not in the public interest to

exempt all governmental entities and institutions of h;gher educatlon
as recommended by the Regents. To do so would only serve to-pass on -

%0 the gereral body of telephone ratepayers through 1ncreases in
telephone rates the increased. burden of the cost of government. that the’
voters in California found so oppressive when funded through the

property tax that they voted Propos;tzon 13 lnto laW'by the mnitiat;ve::
process. : .

Adoption of the full cost—based razes and charges for key
telephone equipment proposed by Pac;fzc and the staff’would result
in an increase in annual revenue in the test year of $93..5 m;lllon and f
$93.7 million, respectively. Due to the const aints. of the overall
revenue requirement authorized by this\order we. cannot authorlze 1n-
creases in rates and charges for key telephone equmpment o the’ j" |
levels recommended by el ther Pacific or the staff. We do recogn;ze,‘e

however, that both the present rates and charges and the adopted ‘
rates and charges for key telephone equmpment do not cover the full
costs of providing service.

OQur adopted levels of rates and charges for key telephone
equipment are based on increasing mnstallatzon charges for-thls R
equipment to the levels proposed by the staff. The adoPted 1nstallatzon
charges are based on 50 percent of the nonrecoverable costs. This
will insure that at least 50 percent of the nonrecoverable cost3~will
be recovered from new installation. Our adopted rates are develoned

©0 recover the necessary revenues to match the adoPted revenue
requirement.
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FToreisn Exchange Service : - I
Pacific and the staff recommend revisions 1n the. offerings r"«t'*
foreign exchange (FEX) services. The proposed revisions to .
Standard ze Pacific's rates for business FEX servmoe *endered from
an 1ndeoendent company exchange and to eliminate the. 1noons¢stency
in the’ apokzcable mileage rates for FEX services to and from distrzct
areas where the district area is noncontlguous have merit on. the
basis that these revisions will simplify the applzcable tarlffs."
We shall acopv the staff's recommendations. s :
Pacific arnd the staff also propose revisions to have *ntra-
state FEX rates and charges appl;cable for the exchange access lines -
provided for use with an lnterstate Type 2006 channel. Under-present f
variffs the basic exchange rates are. appl;ed to the access line on »
such interstate services. As a basis for these proposed revmslons
Pacific asserts that interstate FEX service ms not a basmc serv1ce
but is an optional or vertical service which 1s seleoted by a oustomer o
to replace message toll service between two. or more exchanges.' It is L
the revenue‘contribution from this same message toll. servmce Whlch
FEX service replaces that helps supoort the cost of basmc servzoe..
Therefo*e, it is app*oprlate to charge the higher intrastate FEK
rates to interstate FEX users in order that the service is fully
supported in the rates paid by them, and not by other toll users.,f!
Southern Pacific Communications Company (SPCC) lndmcates f
that Pacific's proposed increase for the FEX access line would

create a discriminatory rate disparity with baslc exohange aocess

The staff supports the prooosed revisions based on
achievement of parity in the rates applicable to. the local aocess _
lines furnished on both interstate and - intrastate FEX services._‘V‘
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Also, the present tariffs of General provade for the appllcabzlzcy of

ntrastate FEX rates to the local access lzne on interstate FEX
services. Adoption of the proposed revisions wall brdng Pacaflc s

variffs into alignment with General's tarzrfs.
The assertions of SPCC of creation of a diseriminat ory rate

disparity are without merit. Interstate FEX services: are’ t:uly

tiornal serwvices selected by customers to replace message coll
service. Intrastate FEX customers pay rates in excess of the basic
excnange rates for the local access portmon of the 1nmrastate Ex
service. The higher rates for FEX service are’ hagher to re ect the

fact that such FEX services are optaonal and cross-elastzc wath.messagepwrl

Toll service. It is,therefore, approprzate for. intrastate an rates
to be applicable to the local exchange access lines of an zncerStape S

FEX service. We shall adopt the staff's proposal. '

Sxpanded Measured Service Plan c. p :

In response to Decision No. 87584 Pacafmc developed and
filed with the Commission a study speczfyxng the plant require-*
mentsr-cost and time within which Pacifio could accompllsh
the implementation of SMRT for all of Pacific's residence and ‘
business customers. In this proceeding Pacific has provaded an up-
date of the previous study'¢or the expansion,of SMR Thls study,
xmown as the expanded measured service (EMS) plan is’ detamled in
xhibit No. 34. The upda ed study includes the costs and an .
izmplementation schedule for the expansaon.of SMR$ for all of Paczfmc'si-
residence and business customers in all ‘areas of Calmfornaa.\-

_ The staff concurs with Pacific’'s plan to expand measured -
service to all areas of the State. The staff recommends thap Pacmfic‘y_f
be ordered to proceed with the 1mplementat1on of SMRT 1n all areas of |
the State per Paciflc s proposed zmplementatxon schedule. The staff
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suggests that the ZUM Plan fulfills many of the deszred raxe desdgn
characteristics for measured service identified by Pacif:c in W
Pacific’'s presentation. However, due to a lack of actual data obtalned”"'
froz actual experience with the ZUM PlLan the staff recommends that
SMRT be implexmented on a statewide basis utilizing PaCIflC s
orooosed schedule of implementation. At such time as sufficment
data are available from actual experience with the ZUM‘Plan, ‘the
staf’ recomzends the Implementation of ZUM as the basic statewdde ,
“ate tructure for all areas of the State where measured service 1s -
offered. o ‘ o

We agree with the staff that measured serv1ce should be
expanded %o all areas of the Stame when the capabzl;ty to prov;de
such measured service is available. We also agree Wlth the staff S
that SMRT should be the rate structure melemented in the EMS areas.v__u_
Implementation of SMRT in these EMS areas will make res:denee measured S
services availadle and will oromote'effLCLent use and conservatlon of
communications facilities. We shall order the expanslon of SMRI on

the schedule proposed by Pacz“ic for the lmplementatdon of‘measured
services. '

Optional Calling Measured Service . -
OCMS is an optional sexrvice offered over certain
one-way routes presently to ome-party flat rate (LFR) residence.
customers. OCMS is primarily offered omn routes . outside of '
the major metropolitan areas of the State and/or where ORIS
%8s not offered. ‘ :
Pacific proposes to expand the offerlng of OCNS\over-more
than 300 additional routes in 1980, 1981, and’ 1982. These additlonal
rates reoreseut those routes where customer need is evzdent.‘ *he
staff concurs in Pacific's proposal. : = o -.ipsy'
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Pacific's OCMS is offered only to customers with 1FR
residence service. We have herein adouted the expansion of SMRT
o all areas of the Statve where measured service capability w:ll
exist. To continue the present Limitation of offering. OCMS to 1FR
customers ornly would be counter—produculve to the growth of eustomere“
acceptance of measured services. We shall, therefore,- adopt the g’
staff's recommendation of opening the offermng,of‘OCMB-to one-narty
measured rate -service (1MR) im areas where 1MR service: is: avazlable.:
We shall nov adopt the staff's recommendatzon to freeze the. of fering"
of OCMS to present 1FR customers in areas where SMRT is offered.
Such a revision would bYe too restrictive at this time.‘ SR ,
The staff recommends that Pacific be authorzzed to- proceed"‘”
with the 1mmlementat;on of OCMS as proposed oy Paczfmc and that the
establishment of each of the new QCMS routes e flled through the
advice letter process at which time the -evenue effect of ;mplementlng
these additional OCMS rates could be consxdered oy the Comm;ssmon.
This recommendation has merit because vre revenue effects wmll e
realized primarily outside of the Test year and' the uublxc lnterest
will be served by implementing these additional OCMS routes as
expeditiously as nosszble. We shall adont the staff recommendatlon.
The staff also recommends that Pacific be’ ordered to
include in Pacific's next maaor rate proceedlng_a plan to offer—OCMS
%o business customers. We agree that a study settmng forth a plan, _
including a proposed rate structure, cost analysxs, ‘and- revenue effectsﬁ.f
of an OCMS type offering for business,is in the publzc Lnterest and
we shall order Pacific to produce such a study. |
Cotional Residence Televhone Service
ORTS is an optional service offered in the SrABay Area :
and ;the Los Angeles-Orange COunty area to lFR res;dence
customers. ORTS provzdes various cal;ing options for callzng.,
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vp to AO air route m;les at suostantlally reduced rates when comnared
to present MMU and/or message toll rates. : «

e * . Pacific advises that ORTS is currently uncer study for
conversion to a fully measured: service. Upon - completmon of such a
study, a zew ORIS will be forthcoming. The staff concurs with

Pacific’'s 1ntent to restructure ORTS on a.fully measured baszs but
"dlsagrees with Pacific's lack of a time commitment as to when such -
a restructure could be implemenzed. The staff‘recommends that Pac;flc
ve ordered vo develop, in concert with the Commission staff, a :f'
restructured fully measured CRTS offering and. that such a fully _
neasured ORTS offering be lmplemented within 210 days. of the" ef*ectzve
date of this order. The staff‘recommends that.the revenue effect
of the new QRIS offering be held at or near zero and that the new
ORTS offering be filed under the adv:ce letter process requesulng
approval for such revisions by resolution action of the Comm;sszon.

The staff also recommends that the present offerzng of |
QRIS be revised as fo-lows wzth the same revisions to be mncorporated .
ir any fully measured ORIS offerlng.

a. In exchanges where ORTS is offered and SMRT or the
staff proposed ZUM Plan is offered, all ORTS -
provided to 1FR customers shall be limited to
‘existing LFR customers. Future ORTS-shall be
available only to LMR customers.

b. In exchanges where ORTS is offered and no measured o
local exchange services are offered, ORIS shall
continue to oe offered to 1FR customers.;«_‘

We agree with the staff that the present 0Q$S~offer1ng is
counter~productive to the growth of measured service in thaz ORTS is _
not available to LMR: customers. we will adopc the staff'strecommen--‘
dation with respect o offermng ORTS To present cuszomers.
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The staff recommends that Pacific be ordered to develop
a fully measured Optional Busimess Telephone Service (OBTS) and to
provide such a plan in Pacific’s next major rate appl;cacion. we

agree that a study of an OBTS-plan has mernt and we- will adopt the
staff's recommendation.

Measured Foreigm IXchange Services ,

- Ther staff recommends that Pacific be ordered to provzde
a study for vhe implementation of local tamang on all FWX
services. In support of this recommendatzon the staff «
indicates that FEX services are optaonal services commonly-selected
by customers as an alternative to MMU or message vOll servicea
As optional services, FEX services should e provided iz such
a manner that the FEX servzces are not counter-productive to the
growth of measured services. All business FEX services are currenx’y
offered on either a message basis where local timang 1s-not avaalable
or a measured basis where timing is in use. '

We agree with the staff that all FEX servmces shcnld be
measured. As Pacific moves more toward measured services on a
statewide basis it would not be appropriate to retain optlonal servzceS“
such as FZX services on a flat rate basis. We will adopt the staff’s
recommendation and order Pacific to prov;de as a oart of Pacafic's ,
next major rate application a study for the lmolemenzation of local
timing on all FEX services. Sueh a study should anclude an’

implementation schedule, the revenue requaremenn, a proposed
tariff, and: the revenue effect of the' prooosed tarsz‘schedule.

$G-1/$G—1A Studies . , , o

Pacific has produced a study which analyzes the revenues
and costs associated with the provision of the SG—l/SG-lA PBX.. “The
results of Pacific's studies are submitted in Exhibits Vos..37 and 38-_

These studles have been submitted in this proceeding in compIiance w:th ff:

Decision No. 85790, dated May 11, 1976.
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Decision No. 85790 did not soecify the methods by which the fsﬁ
revenues and costs of providing SG-1/SG-1A PBA service were to be
determined. Accordingly, Pacific chose the contribution analys;s
method of determining the costs. As asserted by the staff, this method
excludes from the cost calculations a magority of ohe admmn;stratmve""
ove*headszsuch as uneollectmbles, insurance, general servzcesand o
licenses, executive salarzes, legal salarles, and other-mlscellaneous
expenses. : o
The fully all Located coso methodology (GE—lOO methodology) lS ’_}'f
the methodology recommended by the staff‘*or determzn;ng rates and | .
charges on the basis of cos y the method endorsed byvthe Comm;ssnon o
in Decision No. 87962, dated October 1z, l977, for use in determlning
the rates axd charges for the Dimension LOO PBX, and currently

2tilized by Pacific as the standard methodology for determlnmng
rates and charges for new terminal equlpment offerlngs._ “The GEAlOO
zethodology includes a cost allocation for the administrat;ve costs -
excluded from Pacific's contribution analyszs.‘-' , .

The staff recommends that Pacmflc e ordered to conduct a"
new study of S-1/SG-1lA PBX rates and charges. utillz:ng the- GE-lOO
methodology. The resulting rates and charges should be based on o
fully allocated costs and should be lmplemented utzlzzmng the: advace :
letter process with authorization by resoluomon actlon as requlred l

the new study indicates current rates and charges should be revzsed.

We agree with the staff's. recommendatmon.; The SG-l/SG—lA
PBX service represents a large portion of Paclflc s total number o B
of PBX's in service. Since PBxﬁservices offered oy Paciflo compete wzth.‘r
PEX's offered by vendors it is, 1mperatxve that Pacific's. rates and '
charges be monitored and retained at levels whlch cover the coszs of
providing such PBX's. As discussed here;n, the GE-lOO is vhls
Commission's accepted method of determ;ning full’ cost rates and
charges for competltive items of tenminal equmpment._ we shall order
Pacific to conduct GE-lOO studies of the SG—l/SG—’A PBX.servzce ln :

.-1435-"
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consultation with the staff and to 1mplement the" resultlng rates )

and charges within 180 days of the effective date of this order-,
e results of the GE-100 studies ind;cate present rates and ‘

charges do not cover the costs of‘prov:dxng the SG—l/SG—lA PBX

service.

Private Line Services : :

Pacific proposes magor and basic changes 1n,the monthly o
rates for a number of private line services and’ subsoantla_ lncreases-?
in various nonrecurrzng charges. The servzcesofor whlch magor rate
changes are proposed xnclude the followzng.,

Private Line Tel ephone Service (Schedule Cal PUC
No. L5=T)

Pravate Line Teletypewrmoer and Mbrse Serv;ces

Channels for Remote Mbte*mng, Supervmsory Cont rol, |
and Miscellaneous Signaling Purposes (No. th—T)

Channels for Data Transmission (No. llS-T)

Channels for the Remote Ooeraulon of Przvate Mbblle
Radiotelephone Systems (Vo. 139-T7)

Changes in nonrecurrzng ¢harges - only are proposed in the followmng.

Move and Change Charges (No. 51—T)

Telepak Channels and Services (No. 122-T)

Wideband Service (No. 134-T) ) -

The rate revisions sought by Pacific provmde, generally,
for substantial increases for local loops for all services; for
decreases for channel terminals for most servmces for 0 - 15 1nter—‘
exchange miles; for increases for chamnel term;nals for most
services for 16 and more- lnterexchange mmles, and for 1ncreases or
decreases for znterexchange mileage depending,on m;leage steps..f
Various other mmnor changes are also 1ncluded.‘ Thls would result
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ir inecreases in monthly charges for voice grade; or'lower grade,‘p‘
private line channels between different premlses on noncontnguous
property in the same exchange or district area, and generally in-
increases in monthly charges for-lnterdzstrlct or znterexchange
channels of about 40 miles or less for voice. grade services, 120
miles for Type 1001, 55 mnles for Type. 1002/5, 45 miles for—Type T
1006, and decreases thereafter, except for Type 1009 metalllc smgnal
channels which would increase at all distances. Pac;flc also -
roposes to limit the offer:ng of Type 1009 metalllc channels to a
maximum of 150 miles. Also proposec are increases 1n all nonrecurrlng .
charges associated with channel terminatzons, serv1ce termlnals,and
changes in certain other terminations. .; ‘
The rationale offered by Pacific (except for the zncreases
in porrecurring charges) is to calculate the costs assocmated with -
each element of the various offerings, lncludzng return, and to o
recast the multitude of Lndividual rates to de zn approxlmatlon to
these costs. The resulting rates and: charges are contained in. . o
Exhibit No. 33-A. The inereases proposed in nonrecurrzng charges were,fﬂ
evidently, caleculated on a flat percentage 1ncrease bas;s and are" '
not cost-based in the usual sense of‘the tenm., . \
The underlymng developnent of Pacific's’ 1nd1vmdtal proposed R
rates is shown 1n Exhibit No. 1lZ2, entitled "Exhibit Accompanymng, ‘

Testimony of Arne L. Haynes". This was introduced by Southern Pacmfnc:w"‘

Comzunications Compary (SPCC) following a prOtracted procedure . ofx
discovery by cross-exnm;nat;on and finally the provismon of the
substantive material to SPCC by Pacific. This latter, whlch is- ohe
actual content of Exh;b:t No. 112, is a: report-entztled "Prnvate N
Line Cost Study, Fully"Allocated Embedded Costs, Year:s 1979, Serzes
1000, 2000, 3000, The Pacific Telephone and Telegraph Company." Zhat
report, uncer its own title, was orlglnally'prov1ded o the staff

by Pacific as part of the work papers support ng Paczfmc s proposed
rates (and as such, was sub;ect to several oorrecttons not appearlng
in Exhibit No. 1l12). g
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The staff examination of Paczfic 'S prdvate lmne proposal
and the supporting work papers resulted in the zdentzfieatdon of
several errors and faulty assumptdons which tended to- overstatement
of cost. These factors are detailed in the staff's Exhlbit No-. 70’3
Sec. 2.5; a recalculation was performed witk the 1nd1cated
modifications, and the otaff's proposed rates were: based on thls
result. The principal exception taken.by the staff, however, was
To tkhe inordinately large excursion from present levels in many

£ Pacific’s rates. In our Decision No. 88232, deal;ngkwdth

Pacific's last previous major rate appldcatlon, ‘we made the followzng i

coservation: ‘ : o R ' |
"We are aware that this rate spread does not produce' .
rates that result in returning full cost... This is nov
possible without major reductions in other rates; and'

we deem that inadvisable, since to adopt a rate Spread

on that basis would force abrupt and substantial

immediate increases upon...customers. It is more

aooropr;ate to increase these equipment rates in

stages to lessen impact on those affected. ratepayefs...
(Mimeo. page 132.) ‘

As stated in the testimony of staff wdeneoses Dodge and
Popenoce, a general rule—of-thumb of‘avomddng‘steeo 1ncreases in .
excess of 50 percent was aoplled in the present instance,. as: belng
reasonable in the context of our prevmously enunczated broad
pricciple. We see this const craint as approorlate tor,he matter
at hand, giving due consideration as well to the absolute dollar
magnitude of the rates and charges.

The staff's proposed schedule of'“aoes and charges
Tepresents a significant reviszon of the present schedules<toward a. .
£it with Pacific's costs, and yet in the interest of the ormvate llne :
ratepayer coes not zmpose extreme change. We note the many ooss;ble -

combinations of elements which may constitute the servmoe provzded to”"‘

a given customer, and observe that the staff's. proposed schedule
is directed to a reasonable limitation teo changes in cost for a wmde

variety of services. Accordmgly, we i‘avor the staff's approach, andf“, ‘

we will adopt the staff's: recommended rates and charges.y;“f‘

‘-1464 ”
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Pacific's attempt to achleve a close flt between.cost-and
price is directed to the appropriate ultimate goal, and we 'do . not-
constrain Pacific from requesting further adaustments towards such

£it in future proceedings. We also,onoe agazn, invite the
attention of interested oarties to the posszb;lmtv“of such.future
adjustments, which most certalnly will increa e some rates, although
others will likely decrease. In partlcular-we address this remark
o the alarm industry, which through its wescern Burglar and Flre
Alarm Association has objected to- increases iz rates for-metallic
circuits both in this proceeding and in its predecessors.: fIn our
Decision No. 88232, in December 1977, we adv;sed the alarm industry

To convert to alarms which make use of voice grade c1rcu1ts as :
'aozdly as possidle, since...in the event of a large general raue
increase, a substantial raise in:subvoice grade local loops would
be appropriate.” Previously in our Decision No.. 7&917, of’Nbvember

1968, we noted similar opposition on the part of the assoczamzon, noted‘iﬁ

that Pacific's private line earnmings were then at a low-level, and
observed that: "If the (prmva ve lzne) servzce does not: paYy its: way,
obviously, the burden of le revenue or earnings defmclency fa_ls
upon customers of other servmces. We belzeve that it is fundamenzal
that specialized services should fully pay thelr way, anludlngﬂa
rate of return thereon at least equal to thaz realmzed from.bas;c

exchange operations.” We find no reason o modzfy this poznt of view. .
Other interested parties, anludlng the Callfornma Retallers o

Association, SPCC, and the U.S. General Services Adminlstratlon,
express concern as to the val;dlty of Pac;flc s. cost methodology
for private line and question some aspeots of the oomposmtion of
Pacific's data base. The staff also found diffzculty in estimating

revenue effects, as a result of uncertainozes in the count of services~; Tl

used by Paci ic and in the ooncommtant dlfflculty 1n evaluatmng @jg

.
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the repressive or stimulative effects O£‘rate'¢hange.;'The staff"
found Pacific's cost information to be acceptable, with correct;ons oy
as noted above, for our present purpose. In v:eW'of the limztation
we impose on the magnitude of the changes here, we 4o not.adOPt
the suggestions that we reject entirely or substitute other data,_._
as it would appear not to affect the present result. We do, however,-f-
reach the inescapavdle conclusion that a more thorough and obgectmve
study as to cost allocation by Pacific is required for- any future
proceeding. ) j

SPCC urges us to examine carefully the possible antm-3  ‘
ceapetitive implications of any revisions authorlzed for Pac1fic s
private line rates. We are aware of SPCC's role as a competmtor of
Pacific in offering at least some of the same private line. serv:ces,‘
and we are mindful of our responsibmlzt;es in respect to competitive
considerations. In Northern California Power Agency v Public
Utilities Commission (1971) 5 Cal 3d 370, the-Cal;ﬁornla;Supreme'
Court points out that as a regulatory agency we "can and. do‘approve
actions which violate antitrust policies where other ‘economicy socxal,‘

and political considerations are found to be of overriding 1mportance.‘.~ |

In short, the antitrust laws are merely another tool which: a regulazory
agency employs to a greater or lesser degree to glve'understandable
content to the broad statutory concept of the’ publlc interest'“”“
In adopting the staff's recommended private line rates and charges
we strike a reasonable balance among the interests of the ratepayer, .
of the utility, and of its competitors. We see<any modifxcatzon which
results in a closer fit between cost and charges to be: generally in
the competitive interest, not conversely, and the new rates. and charges
we adopt are indeed of th;s sort. ; \ ‘ '
Mileage Charges _ ‘ ‘ ‘

Pacific pronoses changes in rates for certa;n mileage charges
in connectzon with exchange telephone serv1ce in the followmng
schedules: - ‘ '
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Tie Line Service (Schedule Cal. PUC No. 12-T)

Secretarial Line Service (No. 26-T).

P3X and Extension Station Service (No. 26-T)

Telephone Answering Service (No. 100-T)

The changes proposed derive primarily from those offered |
oy Pac*’mc for private line services, and from the applzcatzon of theu
same rationale and methodology in most instances. Fundamentally,
Pacific's concept is toO recognize that'many tie line and’ exxen51on
circuits are, in physical fact, composed of two local loops as
opposed To "custon'™ line extensions. Given th;s premmse, lt,follows ;
that it is generally inequitable to price these offermnge on.any‘ '
basis other than the average cosc of the loops,: consmdermng the '
corollary decision to price private lmne local looPS, whzch are
physically identical, on an average basis.. Pacmfzc refers to the -
latter concept by the phrase "a loop is a loop", meaning in effect ‘5
that local loops are fungible and that the physmcal lengzh of the
1ooo to a given customer is fortuitous. ,w

The staff supports Pacific in this general conoept, wmth
the minor exoeptlon thaz,xn some - 1nsmanoes an.esmenSLOn may not,
for relatively short dlstanoes, require the second physmcal loop.

As pointed out by staff witness Dodge, should the extenszon be

within the same exchange and also be on the route between,the central,~,- N

o’fzoe and the main station, this addltmonal Loop: would not. be o
necessary. Iz consideration of this, the. staff proposes retenzmon
of a mzleage basis for charges in limited. nnstances, the maxnmum
charge not to exceed that for a loop. : : ‘ ‘
Objections were made by several part;es to Paczfzc s o
position that statewide loop statistics should not be disaggregated
We do not share their concern that dlsaggregation would affect the -
level of rates we are adopting in this~oroceeding,v However, we shall

require a more detailed shownng in support of‘any further adqustment
in local loop rates. : : :

=149~
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We have adopted the proposal of the staff with respect to

private line rates and charges, and we therefore,lzkewmse adopt the ocaffff" :

proposal for mileage charges for exchange telephone service as a con-k“
sisvent position. We note that the staff‘has recommended that the
change in certain Secretarial Line and Telephone Answerxng Service
rates, regquested by Paczfic, not be made. We see that no cost :
showing has been made with respect to these particular rates and we
shall not increase them in this proceeding. \
Summmarv of the Adopted Rates and Charges . :

. The following summarmzes the adopted rates and charges for
Pacific in the 1979 test year:

Items - o Revenue“Effect‘u o
(borIEF Ta Fiilions)

Foreign Exchange Servzce

Extended Area Service '

Extensions, Premium Sets and
Interior Wirmn%

Over Allowance © Llfellne (lMQ)

Mileage .

Key Telephone Servzce

Service Connection Charges

Private Line Sexvice

Message Toll Service

Zone Usage Measurement Plan

SMRT Impiementation D.83162

Services for the Handlcapped

Centrex® .

(Red Fzgure)

*: The $14.6 million represents the 1979 test
year increase in revenue to Pacific re—
sulting from the rates and charges authorized
by the Commission in Dec;sion,No. 90309.
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Services for Persomns With Speech or Hearing
Impairments, or Other Handicaps:

The Deaf Counseling, Advocacy and Referral Agency (DCARA)
is a nonprofit corporation promoting the interests of hearing
impaired persons in the San Francisco Bay Area. DCARA appeared in
these proceedings as an interested party, taking the position that
special equipment for deaf and hearing impaired'individualé‘shouldf
be provided at the basic exchange monthly rate avaxlable to‘other
subscribers. ' - : _
DCARA contends that the provision of sufficient teletypewriters .
at no additional charge, to make. the conventional telephone network acces-‘f?

sible to the deaf commmity is required as a matter of law, plaeing :eliancef_?
upon Section 451 of the Califormia Public Utilities Code and Sectiom :54.1

of the California Civil Code. Constitutional provisions are also alleged
to compel the provision of such supplemental equipment and ancillary
sexrvices for the bemefit of the deaf community.

We agree that it should be the goal of this Commission to
provide supplemental equipment and ancillary services to all
bandicapped persons on the same basis and at a cost included with tbe
cost of the telephone service selected.by these persons.- Bas;c _
exchange rates should be deemed to. -cve: costs of acce,s to. the
telephone system, inecluding, for example, telepr;ntero and other

devices utilized by the deaf. We will. apprOprLate $12, 000 000
toward the fUlflllment _of this goal in this proceedlng.

C ) ——— e b o
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We do not agree that constitutional or statutory
provisions require this Commission to provide.special_fééilitiés .
for the hearing-and speech-impaired at‘baSic‘exchange_rates;'
Section 54.1 of the Civil Code provides, in part, that:

"(a) Blind persons, visually handicapped
persons, deaf persons, and other -
physically disabled persons shall be
eatitled to full and equal access,
as other members of the genmeral public,
to...telephone racilities, ...subject
only to the conditions and limitations
established by law, or state or federal
regulation, and applicable alike to all-
persons. I

"As used in this section, 'telephone
facilities' means tariff items and other
equipment and services which have been
approved by the Public Utilities
Commission to be used by physically
disabled persons in a manner feasible
and compatible with the existing telephone

network provided by the telephone
companies.” (Emphasis added.)
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Section 453(b) of the Public Utilities Code addresses th973”‘””
subject with the following:

"No public utility shall prejudice, disadvantage
or require different rates...from a person because
of...physical handicap..."

It seems clear to us that "full and equal,access, as
other members of the gemeral public" to telephone-facilities_
constitutes an express statement by the California Legisleture"
that handicapped persoms, including the deaf, will enjoy'the same
but no greater service than those who are not: handicapped

On September 19, 1978 this Commission, by Resolution
No. T-9865, ordered Pacific to provide a special portable v1sual-
type terminal for the deaf to~appropriate1y certified deaf. persons
at the monthly rate of $14. The staff cost. analysis (GE-IOO) |
submitted therein indicated a monthly fully allocated cost to
Pacific of $30.35.

On February 27, 1979, by Resolution No. Th9967 this
Commission ordered Pacific to provide a special portable‘printer-
type terminal for the deaf at the rate of $14 per month for
certified deaf users. Pacifiec's cost study submitted thereln
indicated a monthly cost of $27.25. | ‘

Both of the aforesalid resolutions were predicated'upon
Sections S4.1 of the Civil Code, amnd 451 and 453(b) of the Public -
Utilities Code, reference to which sections convinced us that this
Commission has discretionary authority to provide special facilities
at rates less tham fully allocated cost, in order to serve ‘the public
interest by providing ‘hearing-impaired and speech—unpaired persons .
the ability to communicate over the telephone network
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In this proceeding, the staff proposes that Pacific .
set aside $3 million in the 1979 test year to provide for
noncompensatory services to the handicapped, specifically’ ,
including the services set forth in the. two resolutions to
which reference has heretofore been made. The staff's Mr. Popenoce
was the principal witness with respect to services for the hearing
and speech impaired. He made reference to a 1977 study performed
for Pacific by Firing & Associates (Firing), and referred_‘: to that
study in making his estimate of test year needs for the handicapped.
The Firing study was not introduced into evidence and it is cnt:’.c:.zed
by DCARA as containing unreliable statistical information. _

Mr. Popence testified that the Firing study gives an
estimate of a need of about 15,000 teletypewriters for use by the
deaf, and a three-year period for market absorption. There-fdfe,
the staff estimated that 5,000 units would be required in test
year 1979, at a subsidy of approximately $16.50 per month each, for
a total test year subsidy of $1 million. Mr. Popenoce further testified
that in 1977 there were, according to the Firing study, approx:.mately
1,170 teletypewriters in use throughout the State of Caln.fornia these
largely being nonportable and obsolete teletypewriters donated by
Pacific to the deaf community. Mr. Popenoe adm:'.ts however, that
the Firing study is of little value. : :

The testimony of DCARA s witnesses estimated California s
population at 22 million persoms of which approximately 204,820 are -
deaf. These data were further refined to indicate approximstely" ca
70,794 households in California with two or more deaf membets.‘ The " ’
remaining 89,354 deaf people live either alone or with all’ hearing
people. Thus, there are some 160,148 households with one or more
deaf members, according to DCA.RA. | |
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Staff witness Popenoe also testificd that a I977Vsurvéy“
of Pacific subscribers showed chat the maJorLey would be wxlllnb‘"
to pay fxom 5¢ co 254 per month to provide services at less than =
cost to handicapped subseribers. It was estimated that there are s
$ million main and equxvalent main stations im the Pacxflc systmn.v///
Thus, for example an additional charge of 104 per. mamn statxon per
month would produce $10.8 million, annually, and a eharge of 25é N
would produce $27 million annually. A subsidy of $54 million would
entail a charge of 50¢, which approaches one- fourch of “he'monchly
rate for IMQ or "lifeline" residential sexvice. ,

DCARA provided an impressive. showxng of the need of‘the
members of the hearing impaired community to communxeate over tbe
telephone network, although its statistical daca were lack ng mn
substantiation. AL the txme of DCARA's presentaczon Pacxfzc s
position was that it had no obgectxon o rendering’ any servxce at
less than its cost so lomg as its total revenue requmrements were
met through other services. In its brief, however Pacxflc argues
against DCARA's legal analysis and factual analyszs poxntxng out |
that if 2ll of the 160,148 households with deaf members were to: order
either the visual or printer type portable termlnal for the deaf at
a0 charge the total annual subsidy would approxxmate $58 mxlllon-_“
Pacific further states that the "subsidy becomes tOCally ascoundxng
if anyone in Califormia who dcsmres the equxpment ¢can have it free
of charge as proposed by DCARA". o : ;;; ' ,:.

We share in Paczflc s concern. We cannot adopt a praetmce
which is free to increase in cost. to the general body of racepayers

without upper bounds. We do mnot agree thac we ‘are legally oblxged to"
adopt it. - ' '
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Still amother comsideration arises as we address the

broad question of providing teletypewriters at no charge above the

basic monthly rate, whether to the handicapped' alone or t¢~all‘

who desire the machines. As pointed out by staff witness Popenoe,
competition exists in the provision of TDD's (portable teletypewr;ters)*e
in that a number of suppliers offer the devices directly to the deaf
commmity and to others. These fxrms within and outside Caleornia
advertise their products both for sale ana for rent, providlng a .
prospective user with a number of alternatfves to-obtaining a tele- B
typewriter under Pacific's tariff. , :

DCARA argues that antitrust issues are not’ applicable.

We see, however, that the TDD is in fact an item provided by the
. utility in competition with private firms. Therefore, it is a
competitive product, and consideration of the anticompetitive
implications of our actions in this field is‘required as-mandated

by Northern California Power Agency v Public Utilities Commission _
(1971) 5 Cal 3d 370 and by Phonetele Inc. v Public Utilities Commission
(1974) 11 Cal 3d 125. It is inherent that Pacific is in competition
with the commercial sellers and renters of all TDD equipments,"ro

the extent Pacific provides TDD' s.at less than cost, competition is
inkibited or destroyed. Mbreovera ‘the resulting saCuracion of the
market may well have a devastating effect on incenttve for further
innovation and development in the field by private Lndustry. This'
would be an anticompetitive effect directly traceable to state action -
(Cantor v Detroit Edison (1976) 420 Us 579). At the very least, additionalf7
specific cost data are necessary to emable us to determine whether the
public interest in any further reduction of the tariff rate of $14 per
month for TDD's outweighsg the anticcmpetitive effects of suehAprice
reduction to certified deaf or speech impaired persons. Proviszon at

no charge to all requesters is precluded by these anticompetitxve v
considerations, and we will not order it.

-155-
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Pacific also offers as tariff items a number‘of'other _
instruments intended to aid telephone users with physical handicaps
other than hearing impairments, including the blind and the motion
impaired. We see mo rationale or legal basis to treat disabled
persons in other categories In a manner different from the deaf ‘
and speech impaired. Accordingly, we shall direct that comparably
computed special monthly rates for these items for the certified
handicapped be instituted by Pacific, and that the éoecalled
"installation charge'" associated with each such particular item =
be eliminated for those users. (Nonrecurring charges in accordance
with the tariff schedulc of simple residential and business "multi-
element” charges may, hecwever, be imposed as appropriate to the
actual procedures required to be perfbrmed by Pacific”) 'We shéll
also require that Pacific make these items-available through the
Phone Centers.

For the presently tariffed teletypewriters we shall
require that Pacific prepare and submit revised cost data, in ‘
accordance with the standard "GE-100" methodology,-.iving.sPeciﬁic '

terial costs associated with large quantity procurement. The
appropriateness of the present $14 monthly rateé‘will then be
reevaluated by the staff, in the context of these new data; the
staff will recommend any tariff revxsions indicated ‘based on' the
present genmeral policy of reduction of approximately 50 percent
to the certified handicapped. We-shall further direct that Pacific
prepare and submit updated cost data for all other’ products for the
handicapped which have not been repriced wmthinAthe preceding:
three years preceding the date of this decismon, in support only
of the special monthly rates we are now establishing.
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The evidence offered by the handicapped_commnnity .
regarding emergency communications services fo+‘the‘déaf*'6fuf'
the lack thercof, has comvinced us that a present need exxsts
for a substantially greater level of serv;cc than is now provmded
The record shows that the Handicapped Centrallzed Asszstance Poznts
or HCAP's, of Pacific are providing generally only servmces of a";ﬂ
buszness office nature, and only during daytxmc busxness hours. We
shall direect Pacific to prepare a plan for promptly expandzng the o
scope of these services to lnclude £ull-time HCAP operatlon. and toj
provide operating assistance such as toll operator servmces and
handling of messages of emergency nature. The cost of operatlon
will be calculated and provided as part of the plan. _ o

The remaining major issue facxng us results from the
conflicting information offered on the one hand by'the F:rzng study
and on the other by the broad testimony of the represencatlves of
the handicapped community. We shall direct Pacific to contract for
the conduet of a moxe comprehensmvc and better valxdated study to-
update and expand the flndlngs of the Fxrmng study of 1977. In thms
manner we shall obtain a relzable set of basic data whmch we may _
employ in assessing the true magnitude of the problmm and in Pstlmatxng

the costs of various measures whzch may reasonably be., taken 1n addressxng
it on a long- term basis.
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. DCARA also requested reduced rates fox :.ntrastate message
toll sexvice. We have decided that greater social benefxt is provmded
by allowing reduced charges for texrminal equmpmcnt whxch will permmt N
access to the telephone system for as many handacappcd persons as po s;ble. f‘
Consequently, we direct that the entire 312 mmllmon.provmded for: servmce
to the handicapped be allocated to reduce rates for all tarlfﬂvxtems
£fexed which assist the handicapred in the basxc use of the celcphone

network. We do mot allocate any portion: of that total to Lntrastace -
station dial message toll. '

DCARA pxoposes that cercxfacatlon of. elzgxbxlmty for reduced

rates be simplified, or changed to sclf- -certification. Because of
the wide potential for abuse, not by the handiéapped but'bY'dthéE§ we
cannot authorize self-certification. It is cntmrely in the interest 'l
of the handicapped usexs to maintain a reasonable system.of cert;fmcat;on,
as extensive abuse can lead only to the termination of thc reduced rates.

»p We share che concexn of DCARA that ccrtxfmcatzon.not be more complxcated

\ ""o*

r costly than necessary. With respeet to the deaf or hearzng lmpalred
and the speech impaired, we take notige of the Speech. Patholog;*ts and
Audiologists Licensurce Act as contained in the Califoxnia Bus;nes§;and_
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Professrons Code, and we will drrect Pacific to accept certrfrcatzonsﬁ!

by persons licensed under that Act. Srm;larly, future certrfrcatrons"'

with_reépec: to vision impairment should be aecepted Srom lrcensed
ptome:rists as well as from physicians or-the”Departmenc of
Rehabilitation. ' |
Finally, we address the proposal of the staff that $3
million be set aside in the final rate spread for the purpoqe of .
meeting the costs of additional services to the handrcapped -e g.
the expanded functions of the HCAP's, and to of‘set the revenue

shortfall resulting from reduced rates for equxpwenc As brought outw"'

by DCARA, state subsidy or other taxpayer funds Have not been .
provided, and for the present at least, this basrc approach is

the besc available means of removing the- burden of cost from .
Pacifs e s shareholders. We shall, however , rncrease the amount

to $12 million annually in harmony with our smated goal.. As’
expe”rence is gained by Pacific in the actual- costs of this" broad
program, we shall adjust this to be a greater or lesser amount rn'f
futureiyears, to effect a reasonable balance between the. cost to -
the general ratepayer and the public rnterest 1n aff ordrnv the—prrce
reductions to the handicapped.

Flnally, Pacific will be orecredto prepare . and submrt
2 report within Six months qcvtlno xorth its overall evaluatzon of
the total annual revenue effect of our. adoptron of all. of the EOre-
going principles so that we may determrne whether our general polrcy
of 50 percent reduction in the cost of specral equmpment to- the

handicapped may be revised to meet our ob;ectrves of provrdrng access,“

to the telephone system by the’ handreappcd at the same rates aSzare
paid by those without physical dlsabllrtres.
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VIII. SERVICE ISSUES

Installation Cormmitments — Blocked Address Program

Pacific's Blocked Address Program (BAP) consists of
providing business offices with a l;stzng of street addresses where
there are no available plant facilities. This will aid’ the service -
representative in not making installation commitments on a servmce
order in advance of the availability of’fac;lmtmes.

The original intent of monitor;ng the measure of “mxssed

tallation commitments™ as requ;red by'General Order No. 133 was
10 ensure that installation commitments were being met. The
Commission's concern stemmed from the fact that customers, in the
past, had %0 be present on the date and at the locatlon at which
installation was requested so that the customer was consmderably
inconvenienced when a.commltment was missed. The. Phone Center -
concept, instituted in Aprml 1977, obviates the necessity of customer;
presence on the date and at the location at which 1nstallatlon is.
arranged. As the Phone Center concept progresses, the number of ,
premises visits by Pacific's installers will necessarlly decllne and,_
proportionately, so will the number of . opnortunit;es for customer‘ '
dissatisfaction through missed service appozntments.

Pacific's current reports on the measure of""mlssed
installation commitments" aggregate both those 1nstallatlons that
require the customer to be present and those that do not require the
customer to be present. As a result, we ¢an no longer assess the
degree of inconvenience to those customers who are requlred to- be
present at the time of servmce calls. Accordingly) the staff has,"
recommended that Pacific furnish a report on the effectiveness of the;*
BAP Plan in improving installation commitment performanee and op
future plans for the program. The”staff’s_reeommendatipn“isjreasen-“
dble and will be adopted.- | DA T
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Trouble Revorts in Los Angeles

The staff has expressed concern over the rising_customer ,
trouble report rate in the Los Angeles Sector and contends that this
high rate indicates deterioratiag plant and,equzpment. Pacific's

itness testified that certain offices do have significant repair
problems in the Los Angeles Sector and contended that the high'
customer trouble rate has occurred for a variety of reasons, which
either Pacific nor the staff have been able to\quantitatmvely
evaluate 30 as ©o prepare a preveatative program.. ' :

The staff has recommended that withia 90 days, and quarterly |
thereafter, Pacific submit a report of programs- and progress thereon
that have been or will be undertaken to reduce the incidence of
customer trouble reports in the Los Angeles Sector-with'théir"
associated cost and effectiveness. These reports should be dis-
continued only upon approval of the Commission's Executmve D;rector. o
Pacific, iz its closing brief, alleges that th;s would be unnecessarllyf,;
duplicative, as it currently furnzshes quarterly reports as- directed
oy General Order No. 133. - :

The staff’'s recommendation would not ve dupllcatzve. The
information orovzded by Pacific in General Order No. 133 reports
relates to corrective actions taken after the fact of the . occurrence
of the provlem. It is apparent that the staff is seek&ng TO stimulate

reventive steps as well as curative steps to reduce the inczdence of
customer trouble reports. This would require Pacific to determlne

the cause of this high troubdle report rate. We concur with the
staff's recommendation and will adopt it. o -
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Business Office Accessibility ' ‘ o SR

The staff's witness expresgcd concern over the economlcs if  ,

and reasonableness of high Busxneus Office Accc sibility CBOA) servmce N
levels. The staff contends that ‘the measure of BOA.can” be greatly

’1ue1ced by other Jactors such as cuet01e* contact time. and cusvomer

aiting time and that service improvements can be achmeved 1n theee areas:‘

‘1

by increasing the number of service repreuentatmvos. Further, the' -
staff asserts. that Pac;flc'e BOA obaecvive 15 presently'unreasonablv'v//;|
and uneconomically hlgh. - . Lo
Pacific, o on the other hand, clamﬂs that customerw cons;der,
a high level of BOA as good serv1ce. This is undoubtedly'true, but
Pacific's assertion sheds no light on the trade-of* that needs 20 bc
made between high and highest quality of BOA service and the related
costs. Accordingly, the staff recommends that Pacmflc eStablxsh
new objectives for 3B0OA.
Pacific considers this recommendatlon unwarranted znasmuch
as it receatly 1mp1emeated a ncw~plan, Business Offlce 00n51 tency of
Answer Measurement Plan (BOCAMP) It is anparenv that the staff, for
the purpose of lowermﬂg,uhe BOA level and conconmtant expenses,
seexs to establish an equlvalence in prmncmple to a lower accessibility
level rather than a mathcmatzcal equzvalence as praczxced by Pacmflc., ¥
While perce;vmng the staff'° legztlmate conce“n regardmng the
economies and reasonableness o‘ the hmgh BOA obgecvmve, lt zu ex ear
that adoption of the staff's recommendation is not now neces *y
in light of the fact that Pacific's new mcasurement blan doey not
readily permit evaluation of B0A. : ‘
We note here again that the record show¢ that Pac:fzc
failed to inform the staff in a timely manner that' the longrstan&lng
BOA service level measurement plan was bclng replaced wmth BOCAMP.%




In short, the issue of BOA service level measﬁrement was made largel?r
moot by BCCAMP, but the staff was not apprmsed of thls c;rcumstance .

by Pacific so as to prevent waste. of‘man—hours and dollars in thls
broceedlng.

Trouble Revort Clearing Time : , ,
The staff presented evidence showing customer d:ssatlsfactmon ‘

with the time taken to clear trouble reports, which evidence is not .

controverted. The staff recommends that Pacific furnish a report. of

a program to0 reduce clearing time of customer'trouble reports wmth;n
0 days. -

The staff's recommendation is reasoneble“andiwillfbe‘ﬂ.V

adopted.
Network Performance :

The staff expresses concern over the declmnlng trend of
network performance as shown by the record in this proceed&ng. The
staff recommends that Pacific furnish a report explaining such decllne

network performance and of actions being taken to remedy the '
situation. o

Pacific's position is that there should be no cause for |
alarm by reason of the fact that its performance has’ deelzned from ‘
superior to very good and certainly no cause to initlate spec:al
reporting. We strongly disagree. ' .

The record does not disclose whether Pacific's network ,
verformance should or could be objectively rated as super;or, ver&
good, good, or something less. The record does dmsclose that networkr"
performance is on the way down, and we want to know-why. ‘

The staff's recommendation will be adOpted._
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Phone Center Waiting Time -

The staff demonstrated that. the Phone Center«concept is
being well received by the public, but‘that_lonngaitlng,l;nes were
reported ©o our Consumer Affairs staff, Specifieelly'in'Zos:Angeles.

. It is recommended that Pacific furnish a measurement plan.
within 90 cdays which would indicate the degree of serlousness«of these
custozer compla;nts and proposals to m;nimize them effectively and
romptly. ‘

Pacific does not contest thzs recommendation\and we- wmll
adopt zt as reasonable.

Held Orders

In Decision No. 86593, issued November 2 1976, (th;rd
interim opinion in Application No. 55492), the Commission found that
Pacific bad excessive numbers of held orders for primary and regrade f
service and accordxngly*reduced Pacific's rate of return by .007
percent "until such time as it makes a showing on this record that
its held prumary and regrade orders are wmthin normal 1imits"
(Orderzng,Paragraph 1)

The record here shows staff concurrence that Pac.fic is
making satisfactory progress in reducing held orders and. that
"normal limits" for held orders defies precise definition.

We accept the staff's testimony and reeomhendarion-that the
-007 percent reduction in rate of return by reason of'the‘held order
situvation be discontinued. Pacific's rate of return will hereafter
be the full 9.73 percent we authorize.

The third interim order in Application No. 55492 w1ll be
amended in accordance with the views expressed herein-
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IX. OTHER ISSUES -

Separations : ' : '? o
TURN prescnted M. chhard Gavel whose testzmony directs
the Commission's attention to certain alleged serious infirmitmes
in the method that Pacific follows in its zmplementazlon of the
jurisdictional Separations Manual adopted by the FCC-1

TURN contends that substantial amounts of costs and
revezue requirements which should be assigned to inzerstate
telephone service are instead now assigned to 1ntrastate telephone
service by reason of Pacific's erroneous 1nterpretaxion of the
Separations Manuwal. TURN's witness"' recommendatzons ‘would " result ‘
in the disallowance of intrastate investments and associated revenue~ ,
requirezents of $224,944,000 and $108,745,000, reopectlvely.

TURN"s Gabel szmply argues that the 3p1r1t and.- lntent .
of the Separations Manual lS~t0 ‘achieve prope“ allocation of 1nz*a-‘ .
state costs and reveaues to Calzfornaa operatmons, and 1nterscate
costs and revenues to interstate operatlons. The . Comm;ssion ’
should apply this. fundamental principle To three areas of
misinterpretation by Pacific so as to correct existing eqpitmes,
according to TURN. v :

Specifically, TURN s Gabel. concentrates on Pacifmc s
investments arising out of the provision of lnnerutate prlvate
line service. He testified that at the time of puollcatlon.of |
the first telephone Separations Manual the volume»of interstaxe
private line service was so nominal that allocatlon of przvate
line station equipment to interstate. Jurlsdmczzon was not even ,
recognized (October 1947 odatmon, Separataons Manual, Section 2,
Part 5). The combined Bell System 1nzerstate przvate lmne
revenues in 1947 were only $7.2. million (1947 Statistics of |
Communi cations, Table 2Ly PP- 45, lb7). Thax condition has been.
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tered with the massive growth of interstate private line

coxmunications and the advent of market competition in the provi-
sion of this service. In 1976 Bell System private line- toll tele-.
Phone ‘and Telpak (1argely voice grade services) was over a billion
dollars (1976 FCC Statistics of‘communication, Table 16, pp. 30,
121, 124). \ |

Due to the growth of Private Line Service and the _
competitive market structure, this Commission st be concerned

that California ratepayers are not burdened by reveaue" reqpirements o

properly at tributable to interstate operations. Interstate _
private line velephone services are large and growing,larger. This‘;
Commission must ascertain that the investment in this" service ,
matehes the revenue assignment; hat the intent of‘the Separations
Manual is properly implemented;; and that plant and expenses K
necessary for the rendition of interstate private line telepnone
sexrvice is consistent with the assignment of the corresponding
revenue. Furthermore, with the advent of market. competition and
the entry of Specialized Common Carriers which also provmde inter-
state private line voice grade services, it is imperative that
costs be properly assigned to the appropriate jurisdictions. To
whatever extent the Bell Systenm companies, including~Paci£ic,
misassign int erstate private line investments o the state
Jurisdictions, falr and equitable market competition Will Yo -
impeded. ‘ ' S ,

The witness specifies three sources of‘misassmgnment,
explaining the first as follows:

"Pirst is the allocation of station apparatns used

in the rendition of private line. telephone services.
The Separations Manual states-
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"...the costs of telephone and miscellaneous
station apparatus in Account 231 and telephone
and miscellaneous telephone station connections
in Account 232 are assigned to Category 2 by
appiying to these costs in the study area the
ratio of (a) the number of exchange loops used
for telephone private line service to (b) the
nunber of message telephone subseriber limes
and exchange loops used for telephone private line
services combined. (Section 25.121, ‘
Separations Manual.) :

"Category Two of Section 2 of the Separations Manual
applies to station equipment provided for private
line services. The Manual states in this regard:

"25.22 Private Line Services - Cazegory Reow
The cost of equipment in this category is al-
located among the operations by direct assign-
ment. - : . =

"Stated more directly, the Separations Manual specified
taat station apparatus (Account 231-02) and station -
cornections = telephone (Account 232-02) be assigned
t0 the interstate Jurisdiction on the basis of a rela-
tive loop count, interstate private line loops - as a .
proportion of votal loops. (A loop is normally a cable
pair intercommecting the customer premises to the .
local central office.) All conventional local exchange
subscriber service requires the provision of a local .
loop. However, almost concurrent with the publication
of the 1971 Separations Manual, a number of private
line services evolved which do not. require the provision
ol a local loop. For example, when an interstate ,
private line telephone circuit terminates in a Centrex—
CO installation, there is no requirement to provide a
local loop for the trunk facility. The Centrex~CO
is located on the telephone company premises and access
to the private line is provided by means of cross
connection 2t the company distribution frames.

"Another instance wherein local loop requirements are
obviated. is when an Iinterstate private line circuit

is terminated at a Common Control Switching Arrangement
(CCSA). CCSA is a private line switching arrangement
which uses a portion of the telephone company No. 5
Crossbar or ESS switching center. e ’




A.58223 et al. ks

Customer access to the‘switching-arrangement isfby' '
dial access, thus by-passing any need for separate
local pr:vaze line loops to the ‘customer premises.

"St‘ll a third instance of Loopless”™ private line

rcuits occurs where the telephone company leases.
space on the premises of a large customer and estab-
lishes, in effect, a subsidiary toll test room on
site. (Viz.,a military base or large industrial
enclave.) The interexchange facility is brought to
the customer premises at carrier frequency, demulti-
plexed to voice frequency and made acceSSible To the
customer through riser cadle or normal premise distri-
bution facilities. However, a local loop, conventionally

defined, is not required as part of the provzsion of
the service.

"In each of the foregomng examples, the failure to ‘
provide a local loop with the provision of the private
line voice circult was consistent with the requirements
of the specific technology. However, as we. have seen,.
the relative loop count is the basis for allocation of
stavion apparatus and telephonme station connections.
These 'loopless” interstate private lines still
require station apparatus and connections. However,
the failure to assign any such investment to0 inter—:

vave private line telephone service is a clear violatzon
of the spirit and intent of the Separations Manual
and should be corrected by this Commission.™

We quote the second criticism of Pacific's method of
allocating interstate private line telephone costs =

"Section 2, Part 5 of the Separations Magual discusses
the allocation and assignment of Station Eqp;pment.
Paragrapbh 25.123 reads as follows:

"Only that station equipment provided under

special service tariffs (e.g., special uemnat:.ng
equipment, trunk circult equipment, idle circuit -
terminations, signaling equipment, telephone sets,
keys, key sets and turrets which are used for

the termirnation of special service circults) is.
assigned %o the special service categories. Cor~
resporndirgly, stazlon equlpmenz used Joinxly for
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both special services and message telephone services
(e.g-, telephone keys, key sets, order turrets,
private branch exchange switchboards which are used
for the termination of both private lines and ex-
change lines) and provided under other than spe-
clal service tariffs is assigned to Category 5.

"The allocation of Category 5 Station Equipment is set
forth in Paragraph 25.25 as follows:' o '

"Other Station Equipment - Category 5 — This category
includes all station equipment not assigned to other
categories. The cost of station equipment assigned
To this category in the study area is apportioned
vetween state and interstate operations by the
application of a subscriber plant factor developed’
as described in Paragraph 23.444. P

"The language of Paragraph 25.123 of the Manual recognizes
the distinctive nature of station equipment employed

in the use of private line telephone services and the
station equipment employed in the residential exchange-
Ttelephone service. Residential exchange telephone service
can be adequately rendered by means of a conventional

500 type handset with an average embedded investment
ranging between $12 and $15 per unit. In order to obtain
efficient use of a private line telephone cirecuit,
substantially more elaborate and expensive station
apparatus is required. This means key systems with
meltiple phone line terminations, or a Private Branch
Exchange to permit common access for incoming and out-
going calls. EHowever, this distinction is not recognized
Oy the telephome company in _al.lqcatigg Station Apparatus
231-02) and Station Comnection (232-=02) investment to
.. the various service classifications. Company study . -
methods assume complete homogeneity of ‘station~telephone =~ "~ =™
plant for purposes of cost assignment to the various

service classifications. The Division of Revenue

allocation procedure, followed by Pacific, apportions

the account investaent pro rata in proportion to the

loop count by services. My testimony supports a more

equitable basis of allocation of station apparatus and-

station connmection investment to the various services.™
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We quote the third crztlcium.of Paczfic s-implementa—“'
tion of the Separations ] Manual-

"I previously quoted Paragraph 25.25 of the Manual which -
deals with the 'QOther Station EZquipment®, that is the
residual investment not assigned to the flrst four
categorles of station equipment. Category S Ssation
Zguipment Is assigned to the jurisdictions on the oasis
of relavive usage, dboth interstate and intrastate. The
apportionmzent of this investment to interstate‘operations
is based upon the relative minutes of interstate message ..

toll tTo total state plus-interstate message usage.

"The inequity of exchange plant allocation to- the-state
Jurisdiction arises here as a by-product ‘of the, method
followed by Pacific in'cdetermining interstate subscrzber
line usage (SLU). The rapid growth in the number of
interstate private lines has been paralleled by the
growth of interstate foreign exchange circuits. Inter-
state foreign exchange circuits terminate at one end
at a customer premise, and at the other end in a local
central office lirne circuit in another.state. The
interstate foreign exchange customer is billed at the
standard tariff rate for a Station Terminal for each end
of his FEX circuit (or Channel Terminal rate under Telpak
X servzce). Therefore, there should bYe no question
that this is an interstate facility and such trafflc usage
as occurs on the facility is interstate in nature.
However, this is not the manner in which Pacific. measures
such usage. In the calculation of subscriber line
usage, the minutes. of use transiting the interstate X
circuits are counted as local exchange (state jurisdic-
tional) usage. The effect, of course, is to understate:
the interstate SLU factor and, correspondingly the
interstate subscriber plant factor (SPF), which is' the
basis for allocation of the non-traffic sensitive por-
tions of telephone exchange plant. T will propose
adjustments to correct for this over-allocation to
California state operations.

"Iz should be pointed out that Pacifie's procedure o
results in a direct mix-matech of revenues and expenses.
The customer for interstate FX service pays the standard

i




. A.58223 et al. ks/bw

tariff rate at each end of the cireculit: (a recurrang
monthly station terminal charge. of $25 is applied to

each terminal end under the FCC Tariff 260, Series
2000/3000). The rate is the same whether the customer
is furnished a point-to-point prlvate line or an inter-
state foreign exchange circuit.' The tariff component
teramed 'svation terminal' is int ended to compensate the
car*ier for provision of the locall loop and for provision
£ the station equipment  (Apparatus 231-02; Connection
232-02; or P3X Termination 23&)»* However, these invest-.

nents are assigned to the intrasvate (Californza) operataon.
Hence the mis-match of revenues and costs."

Pac¢ific's Bruins vzgorously‘cha*lenges TURN" S presentablon
as being of no value to this Commission because (1) it is contrary
to the clear language of the Separat;ons Manual, (2) is fundamen al;y
illogical, (3) would destroy the essential unaformlty of Jurmsdzctaonal
separations, and (4) is arithmetically incorrecs. Lo
Pacific's first and second points are clearly'wmthout |
merit. . TURN's Gabel and Pacifie's Bruins both quote paragraph
25.121 of the Separations Manual.‘ That paragraph sPecifies
that "loops" are counted to derive a ratio for the assxgnment
of certain station equznment CoSTS. between lnnra- and” inzerstate
Jurisdictions. A" oop," according to the. Separat ons Manual
glossary, is "a pair of wires, or its eculvalent, oetween a custome*'s
station and the central office. from which the at;on is served,"
(2mphasis added.) TURN's Gabel Faggests that all costS a830c1ated
with interstate service be assigned to that service and 1nterprets _
the Separations Manual to accomp’lsh this purpose by countzng |
exlstlng services as well as those havang physacal ”’oops" “He'

regards, in other W°rd57 O-caaled "IOOpless" cmrcu;to as being the~
equivalent of a pa;r of‘wmres. | I
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Cnly by employing the most constrained interpretation can'thé "
Separations Manual be interpreted tc‘prohibit-the_method’proposéd by
TURN's Gabel iz his first criticism, and it is equally obvious .
that his other proposals are, indeed, interpretations,_rather
than c¢ontradictions, of the Separatlons Manval. To acceptfthat‘

fforts to more precisely assign jurisdictional costs are "fund~
azentally illogical™, as urged by Pacific's Bruins is to. abdzcate

our regulatory furctions vis-a-vis separations to the Bell Systen,
which we do not propose to do.

In his third obgectlon, Pacxfic s Bruins makes the valzdﬁ 
point that unilateral action by this Commission on separations o
issues will result in elements of nonuniformity being 1nzroduced .
nationwide. This is, of course, a difficuley which mast be faced. .
The staff's posture, too, is predicated upon this problem._

"The witness for Toward Utility Rate Normallzatmon‘(TURN),
Mr. Gabel, raised an important issue with respect to
telephone separations. At page 5 of the TURN brief it
is po;nted out that interstate private line service,
where calls terminate in a local exchange, does not
receive an allocation of local exchange costs.

"In the TURN brief at pages 26-28 an attempt was made
to identify such costs. The staff has nov been able
to verify these estimates, however. ,

"It should be noted that this matter is now being: g:ven
consideration by the National Association of Regulatory
Utilivy Commissioners (NARUC) and the Federal Communi-
cations Commission (FCC). Additionally, separation
issues have been the subject of a separate inguiry .
following the main case in Application No. 55492. The

separate inquiry has been submitted and is nOW'oending
before the Commission.

*It appears that this matter raises questlons of maaor
inportance to the Califormia ratepayer. The Commission
should pursue this matter further in the joint NARUQ/FCC
inquiry as well as assuring that the submztzed record
in Applicavion 55#92 is complete." o
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We think the underlying prlnClple is beso expressed by
the U.S. Supreme Court in Sm;th v Illinois Bell. Telephone COmoany
(1930) 282 US 133: : :

"While the difficulty in making an’exact apportionment

of the property is apparent, and extreme nicety is

not required, only reasoanable measures being essentiale...

it is quite another matter to ignore altogether the

actual uses to which the property is put. It is obvious

That, unless an apportionment is made, the intrastate

serv:ce to whick the exchange proverty is allocated

will bear an undue burden... we think...that by
some practical method the different uses of the property

nay be recognized and the return properly attributable .
To the intrastate service may be ascertained accord:ng’ _

”here <he Court held that telephone tenminal planz must
be recognized in joint plant and Joint expenses in the separatzons
procedure. State commissions were no _onger~to ignore the uses to s
wnich telephone property was utilized in Jurzsdlctlonal apportlonment. o
Thus, in 1947, with the publication of the Separat;ons Manual, the
factor of relative use was established as‘ e bas:s for allocatzon
of jointly used property between znterstate and Lntrastate Juris-l.
dictions. Section 11.13 of the Maaual provmdes that the '*undamental
basis on which separations are made is the use of telephone planz
in each of the operatioas.™ : o

We see no reason why 1nterstate service should not be
assigned its fair share of the large. portlon of Pacific's investmenx  ;u
which is jointly used for all services and for its portzon of Joint. |
expenses. Consistency with the basic under*y1ng prznczple o’ the
Manual acd with the Smith decision requires that all use. wh;ch has
a significant impact on the allocation process should be counted in B
divid{ng costs between the state and interstate Jurmsdictzons.’ It
is only reasonable to assign the interstate ﬂurlsdzcczon a fa;r _
share based on total muse™ instead of the now exisc:ng preferred .
treatment %o interstate service which ignores substantial common costs.}
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Pacific's Bruins decries the size of TURN's broposed
reassignuent of costs, computing it %0 e 16 t&mes the current |
assigament. But this simply nﬂnhas~zes the enornmty of the present o
alleged errors in quantitative terms. In.relaclve te:ms, the‘
suggested correction is 10 to 12 percent. ‘ | o

We are, however, impressed with .aczflc'q Brulns comnents\f
and analys:.e of the estimates prepared by TURN's Gabel. We are not
. sfied that TURN has carried 1 s:burden of proof. as to Speczfzc
adjus:neﬂ,s although, as with the. enaff, Pacific has . evldently'wlth—
held source dava from TURN uatil its own rebut al.g/ o .

It appears, as Pacific states in its brlef that Mr. Gabel
has in one situation assigned the same revenue rcquxrement to the
interstate operations twice by ™o allocatxon mechods. -

Also it seems that if Mr. Gabcl were to have carrxcd nis:
recommendations to their logical conclusxon he would have. also
assigned additional revenue requlrement to the interstate opcratxons
by the application of the revised SPF to the Subscrmber outsxde plant
(the local loop plant) and by the revised SLU applxed to the’ traff
sensitive portionm of the Central Office.

These same issues are being addressed in a pendlng decms on:
in'Appliéat on No. 55&92 and we wmll defer to uhat forthcomang decxsion,vﬂﬂ'

Tor example, see Table 6, Exhibdbit ine’ 7, ‘where TURN's:
Gabel estimates California 1nter<vane forclgn exchange czrcuzts
at 23,918, stating that Pacific provided no res ponse to
lﬁfo*matlo“ request & which posed the guestion. At page 22 of
Pacific's Bruins tatements, we are 1nformed uhat the ”truc ’
aumder” is 3,000.
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Management Audit L e
. The staff recommends a mangement aud:x.t for reasons that w:.ll SRR

be apparent in the reading of this decision. Since the clos;ng of the Co
record in this case, however, Paczf;c has communicated to our. Executivef\
Director a desire to explore and remedy any and all exzstlng,probleuﬁ -
relating to the exchange of data between Pacific, the staff, and other‘
parties. While not meeting all of the reasons for the staff
recommendatlon, the Pacific proposal. lS, in our vmew a suff;c;ent
veh;cle for progress for the present. ' :

Full, complete, and timely dlsclosure of all relevant data
among all parties is essential to the prompt prccesszng of . general rate
cases. The records show that such did not occux Ln thle case. o

We hereby put Pacific on notice that future famlures by it
o COOperate with the staff and parties so as to achleve the . goal of
the Regulatory Lag Plan will be considered as grounds for dzsmissal
of applications in progress of hearing.

We will not order a management audit at this tlme.
Pacific's Cost of Service Studies

Mr. Turk, Pacific's witness, produced exhibits and testlmony
on six studies. The studies were:

Embedded direct analysis of Pacific's: total
California operations (EDA).

Embedded direct cost studies of exchange
sexvice by class of service (ECS)

A cost study of grlvate line servmce, Ser;es
"1000,.2000, and 3000. |

Embedded direct cost study of intrastate DDD
message cost by mileage band (EDDD).

Multi-element nonrecurring cost study.
6. A description of the GE- 100 cost study methodology.
Various parties including the staff took issue with Mr. Turk's
studies either through cross-examination ox d;rect test;mony. Staff*
witness Evans commented on three of. the studxes, the EDA, the HCS, .
and the EDDD. ‘ : : o
Pacific submitted the results of the three cost studtes on
its own lnitmatzve to indicate the historxcal relatlonshlp between

-l73t
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7
revenues and direct costs by broad category of the various service31 :
offered. Pacific conceded that the results of the studles were not
appropriate for pricing decisions but were useful as a management
tool. ‘ ,
The staff pointed out that there'were deficiedcies in the
studies such as the absence of separations and Commlssion rate-'
fixing adjustments and the fact that exchange rates are set resldually.‘

There is value in the studies in tracking direct cost/revenue relatiom-~

ships, but in order to set rates the larger’picture must be shown, |
including allocation of common corporate costs, recognrtion of rate-
fixing adjustments and jurisdictional separations.

While the record is lemgthy on the three cost stud;es we
agree with staff witness, Mr. Evans, that the EDA, .ECS, and EDDD

studies are not appropriate for setting rates in this: proceeding, .
Pending Motions

ALl motions not heretofore granted or demied should be
denied. o S R
No other matters require discussion.




\
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Findings of Fact - Results of Operations

1. The total California rate base is $8 779,945,000,

2. The total intrastate rate base is $6,759 837 000.

3. The capital ratios, cost factors, ‘and welghted costs
reflective of test yearx conditions are showu fa Table L of thls
decision. ' _ :

4. Job development investment credit £s not anluded mn the . |
ratios shown in Iable I of this decision as it is lnconSiStent for it
to be capitalized where rate base is derived from the’ weight of
average depreciated balances. ) . )

S. An authorized return on rate base of 9. 73 pereent and ,
return on equity of 12.25 percent is reasonable and wmll allow Paczf;e .
the opportunity to realize adequate earnings. . ,

6. Total company operations, including operatzng revenues,-
operatzng expenses, taxes, and rate base as develoPed on the record
by the staff by Pacific, and as adopted, as reflect;ve of test year
conditions, by this Commission are shown in Table II, Sumpary of '
Earnings. Table II also shows separated Lntrastate operatlng ” ‘
revenues, operating expeunses and taxes, rate base and’ rate of return
adopted in this decision. - : o :

7. Given the adopted test year results of . operation (set
forth oa Table II) and the return on rate base and eommon equety
found reasomable, Pacific's jurisdictional revenue requxrement
should be reduced by approximately $42.2 million annually.,

8. Except for Proposition 13 e‘feets, local servi ce revenues
as estimated by Pacific are reasomable. Intrastate toll :evenues A
and interstate toll revenues as estimated by the staff are reasonable
and reflect anticipated test year comditions.

9. TUncollectible revenue as estxmated by the staff methodology
is reasonable. - ‘ '

10. Pacific's estimate of operatzng revenues excludes an adgust-»
ment fox Proposition 13 tax effects, and, to that extent is, not N
reflective of known test year eondmt;ons. o
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ll. It is reasonable to reduce estlmated test year revenues
by the effects of rate reductrons ordered by this Commesszon as-a
result of the passage of Proposrtron 13 as the staff has &one.- |

12. Pacific has included in its revenue estrmates an amount
for increased revenues due to the establishment and operatlon of
Phone Centers. i : : o

13. The proposed increase in revenues because of Phone Center
operations proposed by the staff is not reflectrve of test year
conditions. " _

14. The staff's estimate of intrastate toll customer blllzngs
is reascnable and its estimate of interstate toll revenue is
likewise reasonable, being calculated by standard settlement procedures.

15. It is not true that the: budgeting and estz.mat:.no p ocedures
waich uadexrly Pacific'’s October 1977 budget est:.mates, (wh:tch
estimates form the basrs—for rts‘applrcatron in this: case) are .

The proceduxes regulaxrly pursued by Pacifrc to direct the actual
operations of the business. L

16. Pacific has had little experience in forecastrng
operating results two years in advance. :

17. The staff's estimates for the entire results of operatlon
shown in Table II of this decision were developed and fmnally .
prepared approximately eight months after Pacific's estrmates were
made and prepared. a

18. The staff had the benefit of more current rnformatron
upon. which to develop its estimetes in this’ proceedrng. '

19. Meny of Pacific's expense estimates as shown on Table Ir
of this decision axe distorted in that Pacific made no effort
during the course of the‘proceedings'torespond to'known changes’
not involving estimates, as, for example, the ad. valorem.tax effect a
on revegues and expenses. :

20. ©Pacific and the staff. both updated and corrected therr
estimates predicated upon the change in the federal Lneome tar
rate for corporations from.&&-percent to 46 pereent effectzve
January 1, 1979-

B
‘
i
1
i
B
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21. We adopt the federal income tax rate of 46 percent for “
corporations whose earnings are in excess of $100, 000 in’ thlS
proceeding. ( :

22. Pacific's basic estimates for expenses axre’ overstated
by reason of a failure to properly account for anreased :
productivity levels. |

23. The staff's expense estimates made reasonable provision
foxr imereased productivity levels in the. various erpense categorles.

24. The staff's estimate for electric power for the test year.
is $34, 537 000 as compared with Pacific's estlmate of. $46 600 OOO.r
The staff's estimate is more realistic and reflective of the ,
expendrture level likely to be realized in a normal- year of operatron.,

25. The staff estlmated_malntenance expense,by reason. of‘

Phone Centexr activity to be $11,789, OOO*less'than'Pacific's
estimate. The staff estimate is the more .realistic because Lt
recognizes a known productlvmty and effmcxency gaic. - :

26. The staff'’s estimate of the effect of Pacific' s wain. j
frame progran is $37,832,000» not included in Pacific! s estimate. . We
find the staff's estimate to be more reflective of mazntenance B
expenditures cons;derzng a conservative recognation to known
productivity gains durlng the perlod for whzch we are- sertrng rates.

27. The staff's estimate of the test year effect of the . _
Western Electric adjustment on maintenance expense is $8,538, OOO less
than that of Pacific. We find the staff's estimate to be more :
accurate and is reflective of Commission policy. We f;nd that Pacifzc -
should make a reevaluation of the survivor cuxve used in develoPLng

~the Western Electric adjustment and submit same to. the staff prmor o
to tendering any future NOI. for any future rate case. ‘

28. The staff's estimate for general trafflc supervasron ‘
expense is reasonable because it anludes an allowance for productrvlty
increases. ‘ C

29. The staff's estimate for operators wages is reasonable. _
Pacific’'s estimate overstates the expense effect of salary increases

and fails to Tecognize known changes in operating procedares that
will reduce such expense. '
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30. Thbe staff's estimate for lunchroom.expenses is reasonable..‘

31. The staff's estimate for operator employment and traxnxng
is more reasonable because it recognizes a eonsxstent pattern
of increase for this. axpense. S

32. The staff's estimate for inhouse printlng servmces LS'”‘
reasondble._ ' ‘ . ' ‘ S

33. The staff's estimate for mlscellaneous traffic etpenses is -
reasonable. \ ,

34. The staff's estimate fox sexvice 1n5pectlon and customer
instruction is unreasomable because it anticipates test year
conditions that will not occur, and wxll not.be adopted.-

35. The staff's adjustment for automated coin telephone
sexrvice (ACTS) is unreasonable because the antlczpated expense ' |
savings will oceur far beyond the test year. Pacmf*c can beg;n to
implement ACTS by Decembex 31, 1981 ‘and” cowmence ‘o realmze |
expense savings.: ' 3 .

36. The staff's adgustment fox Phonge Center advertzsxng is
unreasonable, because increased public awareness of thxs program
can reduce expenses. - Ce L

37. Pacific's test year servmce Lnformatlon advertxsxng estzmate”~\7‘
is not duplicative of other programs The program,can benefmt '
customers and reduce expenses. : C o L

38. Building signs advertising should be eapxtal;zed,accord;ngly* |
no allowance in commercial expense will be made for the $77 000~
Pacific budgeted as operating expense. '

39. The staff's adjustment for automatedfdialer advertmsxng .
is reasonable because the program is either being phased out: or. is
discontinued. , « SR

40. Pacific's advertising campaign called "The system zs the{
solution” can stimulate sales of competitive terminal equipment. =
and is not, on balance, primarily corporete'xmage or Lnstltutmonalfj
advertising. ‘ u

'
o
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’ 41. Pacific's long distance advcrtl:,:.ng campa:.gn ma/ tcnd to K

have the net effect of inereasing revenucs. T

42. The staff's adjustment for national resmdcntlal advcrtm ing
is reasonable because Pacific did not fully expla;n its test year -
program. Also, to avoid a duplxcatlvc allowance for thxs eapcnse it
should be recovered as rates are set for decorative’ phones.‘j

43. The adjustment to advcrtxsmng sularxus recommcnded by the
staff is not reflective of test ycaxn cond;t;ons. \ 5 ‘_ .

44, The staff's adjustment for dlrectory assxstance advertxszng_‘”
is weasonable because Pacific has dxocontmnucd the program.‘ _ |

45. The staff's adjubtment Tox: othc* advcrtn.smb expcnse is
reasonable and will be adopted. e _

46. Yacific's test yeaxr Phone Powekr Program
is reasonadble and will be adopted because it. w:ll generate
increased net revenues. . _ N

47. The staff's adJustncnt for geacral commcrczal cxpcnse lb un-wp(”;”

»‘»" reasoneble in view of Pacific's compec:.tn.vc marketing po J.t'.LO"L nd_ o

the need for more detailed tracking studics. IRECRCRNE o

48. The staff's adjustment Lor computer-outpuc expense. (COMBO) 15,\~
on balance, unreasonabdble becausc Pacmfmc'f estimate accounts for ‘
productivity gains. s ‘ '

49. The staff’s adjustment for business offmcc cxpense LS
uarcasozable because Pacific’s cstlmate dceounts for productxvmcy
gains. | ' _ ‘ o

50. The staff s adgustment for automated paymenc cxpense is- |
unreasonable because the procedure will not be in. effcct uncll well .
beyond the test year. ‘ | , '

S51l. The staff's adjustmcnt for °hcne Ccnter stores cxpenbe o
associated wich: local commcrcxal operat;ons is- unreasonable because) 
{t bas not beeca demonstrated that the average transact;on tmmc wlllffff
be reduced. |

=181-
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52. 7Pacific's estimate for centralization'erpense in local
commercial operatioms is reasonable and reflects antrcrpated
conditions. | '

53. The staff's adjustment for. resxdentzal service centers
in local commercial operations is unreasonable and- wrll not be
adopted. , : : .

Sb. The staff's‘adjustment for national yellow pages“directorYf
expenses is reasonable because there will be known erpense savmngs
that Pacific did not reflect in its estimate.

55. The staff's adjustment for reduction in expense dne to
new page design of the directories is unreasonable hecause
an expense savings has not been demonstrated.

56. The staff's adjustment of the drrectories is unreasonable‘
and will not be adopted. ' _

57. The staff's adgustment for photo CompOSLtlon expense
in directories is unreasonable ané will not be. adopted

58. The staff's adjustment of mechanization expense savrngs
in directory production is unreasonable and will not be adopted

59. The staff $ adgustment for teleprocessrng in the -
commercial expense category is premature and will not be . adopted

60. Pacific can begzn to implement teleprocessing within er
months of the date of this order and should, accordingly, . present
a full showing in its next gemeral rate case with respect: to the
progress of 1mplementatron and the expense and economnes flowmng
therefrom. ‘ % * ‘ i““

61.° The staff's adjustment for PBX inventory as a reductron

of general office expense is reasonable and uncontroverted by -
Pacrfrc. -

62. The staff s ad;ustment rncreasrng Pacrfre S estrmate of ‘

law department expenses is- more reflective of the level of 1aw
department actrvity |

l
e

o
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63. The staff's ad;ustment decreasmng law-department expenses
by SO perceat for the cost of defending the Justice Department
antitrust suit is reasonable and will be adopted because it is not
certain that Pacific ratepayers will benefit if Pac;fzc and the
Bell System is successiul in its defense of that. suit. .

64. The staff's adjustment disallowzng general office expensesk
associated with "citizenship activities” is reasomable because
the program is not directly xelated to providing utllxty servmce.~n

65. The staff's adjustment increasing the ratemak Lng deductmonu
for legislative advocacy expenses is unreasonable and w1ll not be
adopted : .

66. The staff's oroposed adjustment for abandoned progects
was not fully developed by the evidence. «

67. Pacific's estimate for treasury department expenses is
reasonable and in xeepzng with recent expense experaence.

68. Pacific's estimate for other genmeral offzce expenses is :
reflective of test year expendxture levelS-and is reasonable.

69. The staff's adjustment for oPerating rents is’ based on
more recent expense experience. ‘ S

70. The staff's adjustment for dues and donatxons expense is
reasonable because it includes the expense of loanang exeeu:;ves

for charitable work and more accurately reflects recent expense
levels for this expense category.

7L. The staff's ad;ustment for insurance expense is reasonable3
because it xeflects cancellation of some lLablety polxcxes.“"f ‘
72. The staff's ad;ustment for itews eha*ged to eonstruetmon |

is reasonable because it LS conszstent with other adgustments
adopted hereia.

73. The staff's proposed adgustment to. anrease the earnangs
rate on Pacific's pemsion funds has not been demonstrated as
reasonable based on the evideace. ‘ _

74. The staff's adjustment to-denxal plan expenses xs

reasonable because the dental plan rate has been decreasxng xn
recent years. |
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75. The staff's adjustment increasing ertraordinary médicaleukrf
expenses 1s reflective of recent expense conditions. -

76. The staff s adjustment to basic medical rnsurance Ls‘
reascaable.

77. The staff's estrmates of group life insurance ‘and. . -
special medical expense are more accurate because they are based on‘;"
te latest available information. :

78. The staff's estimate for payroll caxes, anlud-ng the
base rate dmfrerence and the rate d;tference, is reasonable because
it is based on nore refined and accurate est;matrrg procedures.

79. The staff's adjustment for state and local taxes is -
reasonable because it is more reflective of current condltrons._ r"

80. The staff's adjustment for removal expense is reasowable
and will be adopted. It is. approprlate and reasonable to. predzcate*'
this decision upon the treatment of lrberallzed tax’ depreczatron B
on & normalized basis pending the: outcome of l;tmgaclon
in the federal courts with respect to the Commassron S adopted
ratemaking treatment of this item. ‘ -

S1. Rates herein should be established on a full normalrzatlon
basis subject to refund, pendrng the drsposmtlon of the ratemakang
treatment for Pacific's federal lncome taxes in the legal proceedings-s‘
which have not yet been concluded. : : : ‘,1

82. The staff's methodology for treatment of the 1nvestment |

redit in this proceedxug is reasonable.

83. The staff's proposed adjustment for interest expense
allocated from Amexrican to Pacific will not be adopted in thxs
proceeding but deferred umtil completzon of Order. Instztut;ng
Investigation No. 2&4. ‘ o

84. The staff s adjustment for fired charges Ls. reasonable‘f
because it is consxstent with the adopted capital strutture. '

The net-to-gross multiplier to be used in determanrng revenue
requirement in this proceedlng_rs,l.894. That multmplxer reflects
the current federal corporate tax rate and an incremental’ allowance
for CCFT of 1..25 percent which realistically reflects net-to-gross
revenue requirement factor compoments.

| -184-
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85. The staff's estimate of Calrfornxa corporatzon franchlse
tax is reasonable and will be adopted. ,

86. The staff's adjustment to the deferred tax reserve by .
reason of the reduction in the federal income tar‘from 48'perccnt'
to 46 percent, with parallel adjustments to Pacific's federal
r dncome tax expense over.a 10~year pexriod reflects current
developments and will be adopted. )

87. 1In Decision No. 90316, issued May 22, 1979 in ‘
Oxder Instituting Iavestigation No. 33, it was ‘ordered thet Pacific's
ratepayers would receive the benefit of the net reduetron in the.
federal corporate tax rate from 48 percent to 46 percent

§8. 1In Decision No. 90316, it was ordered that the savrngs
of federal taxes resulting f£rom. the rate reductrcn rncorporated
iz the Reveanue Act of 1978 would. be passed through to the ratepayers
in oux decision in these proceedings by consolxdatxng ‘Order
Instituting Investigation No. 33 with these matters.

89. Pacific's Tax Initiative Account established pursuant to-
oux orders in Oxder: Instntutrng Investrgatron No. 19 should be ‘
reviewed whern the rates in this case go into effect, Pacific
and the staff then determining the appropriate charge : , _
ox credit to affected ratepayers to effect the closrng.of the:
account. ,

90. The staff recommendation3thatrdeductions‘disallowed"by'
this Commission for ratemaking purposes be recognized in the
computation of Pacific's income tax is deferred’for cens*deration
in Order Instituting Investigation No. Zw whrch will address that
axong other, genmeral ratemaking propositions.

9L. The staff's computation of the license contract expense
to be allowed in this proceeding as modified pursuant to Decxsion
No. 90362, issued June 5, 1979, and contained in Tables IITI and IV of

this decision is reasonable and is adopted pursuant to- stipulation by
staff and Pacific.
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92. The adjustments to rate base and cxpenses opposed by TURN
2 this procecding were not adequately supportcd by ev1dence and
cannot be adopted.. A S ‘

93. A pending decision in Application No. 55492 ad@resses‘thei
separations issues raised by TURN. .

94. The issuc of the appropriate treatment of lnterstate
separations raised by TURN in thls proceeding can and should be
pursued by the staff on behalf of the Commission on a nat;on—
wide basis through NARUC . pending tbe recc;pt of Pacxfmc s fml;ng
in its next general rate case. _ ‘ '

95. The staff's basic higher est;matc of cclephone planc
in service is more reasonable because it 13 based on. more relxable
estimating.

96. The staff's estlmatc of property held £or future use is-

reasonable and will be adopted. . : _
97. Decision No. 90362 will be modified o conflrm 1t° refund

order and to provide that future rates ¢ontcmplatcd by that deczslou

are those adopted herein to become ef’ectmve cont enporaneously wzth
the tariffs in Appendix B of this dccmclon.
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9¢. The staff's. trcatment of Lntcrcbt durlﬁg conbtructlon
aﬂd.taxes on land during cons truction is conbmstent with the
policy adopted in Deeision No. 8232 ‘and is reasonablc and will be.
adopted. S . L N
99. The staff's recommendation with resﬁect“to-the WRC- v/(w':
foraula ia computing the IDC rate is uarcas sonable bccause it has not-

been demonstrated that telephone utilities warrant thc same IDC
treatment ; ) S
/aaﬁéa The staff's treatment of plant vcrification mattcfé is

reasonable because it would not allow Pacxf;c to earn a s
xeturn on‘nonexistent telephone olunt e

10f. The staff's estimate of working cash is more regl¢ tmc
because it is based on later fnformation thh rcspect to dayv‘of lag
in making required payments.. -

102‘ The staff's'estimate of matcr;als and supplxcs reflects
current inveatory mnnagement procedures and circuit pack costs. , . ‘

108. The staff's’estimate of depreciation and . depreclat"on reserve.is.
adopted as being more reasonable because it is based | on the latest vmew'of~

plant accounts ana reflects reasonable adjustments. for Wéstern Electr;c.
104. The staff's ad;ustmcnt for the transfer of circuit paék

cost of materials and supplies would ensure agalnbt a double

accountiag of such cxphnses. _
105" Pacific is makmng sacxsfactory pr ogrcss-té curc”thc héld

order sexvice problem addressed by us Ln Decision: Vo. 86593 and the

rate of retura penulty therein 1mposcd bnould be dLscontlnucd.l
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Findings of Fact - Rate Design and Other Issues o

1. The staff presented three rate designss the first. 'based
upon an annual revenue decrease of $234.1 million, the second based
upon an_annual revenue Increase of $200 million, and the third, based
upon a zexro change in annual revenves. S

2. Pacific presented a rate design to produce an annual
revenue increase of $469.8 million. « :

3. Both Pacific and the staff have, in the;r respect:.ve rate
designs, attempted to meet our established goals of matchmg the '
price of the service remdered to the cost of the service rendered .
so that each class of service will be paying rates whz.cb. w:.ll cover
the- fully embedded costs to render that sexvice.

4. Several other parties to this p::oceeda.ng have. presented
evidence with respect to particulaxr rates and charges.

5. The rate design which we have adopted in this proceeding
for Pacific is set forth in summary form at the close of our
discussion on Rate Design, page 150 of this decision. .

6. It has been a long-standing Commission pol:’.cy' to eln.m:.nate
multi-message unit ('MMU) rates as such rates no longer serve a
useful or practical purpose and contribute to subseriber confus:’.on.

7. There are remaining three MMU and four MMU routes in the
SF-EBEA and in the LAFA which should be eliminated.

8. Conversion of remaining MMU routes to message toll service
would substantially increase the-cost to the affected customers SO
that they would make a disproportionate contr:.bution to the t:otal
to Pacific's total revenue. Therefore, such conversion would not
be in the public interest and will not be adopted. ;

9. Comversion of the remaining MMU routes to zones of

local calling is comsistent with this Com:x.ssion s prev:x.ous order ,
which eliminated two MMU routes.
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10. Basic exchange rates are residually pricedfend»ere-notf‘
based upon costs.. : ‘

11l. The conversion of the remaining MMU rates: should be made
in a manner comsistent with establxshed patterns of calling dlstances.

12. The Zone Usage Measurement (ZUM) Plan adopted herein.
is consistent with established patterns of call;ng.dnstances and
will result in the least dxsruption of present rates for’ those
subseribers to telephbone se*vnee now using_MMU‘routes. RS

13. The ZUM Plan provzdes for measuring service and'can be
adopted for the SF-EBEA and the LAEA at the present time as
practicalities permit. ‘ \

14. It is practical for Pacific and General to convert the
MMU wait routes to the ZUM Plan for within 90 days of the efﬁective“1
date of this order, except that Gemeral will not be requnred to o
implement the timing of local calls under Zome 1 of the'ZUM Plan |
by reason of its present lack of facilities to do so.

15. The couversion by Pacific and Gemeral of certain present
_.ee-calllngvrontes to Zomes 2 and 3 of the ZUM Plan or “to- message
toll will require add;t;onal facilities.

16. The ZUM,?lan incorporates off-peak and weekend rate
differentials similar to those now in effect on long-distance calls. o

17. The ZUM Plan is usage sensitive so that the’ callers who
make the longer calls both in distance and in time will bear a.

larger portion of the cost of the service than those whose calling
patterns are less extensive.

18. The 2UM Plan will achieve a closer fit of costs of servioe to
the price charged for the servnce. ‘ '

‘.
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19. Pacific can be directed to collect, analyze, and report
to the Commission on a quarterly basis all pertinent data‘gained“
from actual experiemce from offering the ZUM Plan in the- specified
areas. The format of the quarterly reports on the ZUM Plan should
be developed in comsultation with the Commission's staff.

20. Application No. 58223, filed by Paeific, contains notice '
of the intended conversion of three MMU and four MMU routes to
message toll. OII No. 21 provides that the CommiSSion has
Jurisdicetion to adopt the proposal by Pacific or some other and
different proposal in the public interest.

21. MMD service is more complicated than the ZUM ?lan..

22. The ZUM Plan is reasonable, is in the public interest,
and will be adopted. : : .

23. Competitive sexvices offered by Pacific are not’ now\,‘
priced to recover full cost of providing the services. The rate
design adopted here provides for increases in the rates ‘for such
competitive services within the framework of an overall net
reduction in annual revenues of $42.2 million. .

24. Thexe is no change in the rate- for residence lifeline
service for the first 30 calls.

25. The present rate of $2.50 a month fox the £irst 30 calls:
"will remain unchanged, but a rate of 10 cents per call will be-
applicable to calls between 30 and 40 per month- and a rate of lS
cents per call will be applicable for calls over 40 per month. .

26. Increases in the lifeline rate for calls in excess of 30
are reasonable because lifeline is not subject to Single-message-«‘
rate timing (SMRT), and was never intended to provide unlimited
unmeasured calling to subscribers who would othexwise utilize ‘
a telephone service which will yield a greater contribution to the
costs to Pacific to render the service. ' :

27. The present 30-call allowance for lifeline (lMQ) service
is advantageously priced as compared to the 60-call allowance
lifeline service which is subgect to SMRT.

-1905‘.
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28. 1Increasing the charge fox lifeline service calls in
excess of 30 will encourage omly:those customers who bave limiting
calling requirements to elect IMQ service.

29. It is in the interest of the general body of ratepayers
that low cost services. rendered should be limited to the actual and
established needs of those persons to~whom such service is rendered.
Lifeline service should mot be unrestricted as to the number of
calls at the low basic rate of $2.50 per month.

30. Without imposing the adopted lifeline surcharges on calls
over 30, lifeline service would offer a basic'grade of service
attracting potentially most residential subserxbers through the use i
of 2 low message rate that would apply regardless of the number of
or length of calls made. :

31. The staff proposed revisions to the message toll schedule
incorporate a one-minute schedule for operator-handled messages ' -
except coin, surcharges on operator-handled calls, discounts’ simzlar'
to the interstate discounts for evening and night calls, ‘and
reduction in the number of toll rate bands woeld result 1n equrtable
usage sensitive. rates. ‘

32. The staff proposals set forth in the flndlng above wzll
result in a s;mplzflcatron of the applicability of message“toll
rates at a cost which is commensurate with the constraints of the
gross revenue reduction ordered in this proceeding. |

33. Our policy to expand SMRT is set forth in Decision
No. 83162 as modified by Decision No. 86593. :

34. We have previously ordered the withdrawal of bus;ness
two~party flat, residemce: rwo-parry, and four—party-flat rate
services from exchanges in Bakersfield, Fresno, Mbdesto, Rlverside,
Santa Rosa, and Stockton as being counterproductrve to the success£u1~5'
introduction of SMRT. S : .

35. The offering of bus;ness flat xate service in conjunction
with measured service featuring usage seasitive pric1ng‘(SMR$), :
will resultin a lessening of incentive for bu31ness subscribers \
to elect measured service (subject to SMRI)

-

-191-
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36. SMRT encourages efficient use of network facilities by
discouraging long-call bolding times resultrng in- less- need to |
constxuct basic exchange call processing. facilities.

37. The business flat rate services will be wzthdrawn in the

six exchanges mentioned above and we will adopt the staff's proposal"

to implement SMRT in these exchanges to be completed on or before '
July 1, 1981. : S ‘

38. In Decision No.773Lll we established the extended area
service rate plan for nommetropolitan areas which has been referred
to Pacific and the staff in this proceeding as the Salrnas Formula.

39. The Salinas Formula accomplzshes unxformrty in rate’ desmgnﬂ-“

where calling areas are extended in the various exchanges throughoutf,“
the State of Californfa. e |

40. The Sallnas Formula cost elements have not been
increased for a number of years,and it 1s reasonable to«recognlze
such increased costs as such recognition s consmstent with our- past'~
decisions granting increases in message toll rates.

4l. An increase in the Salinas Formula extended area rate
elements will result in rates that are closer to the cost.of =
providing the service and.is in the public interest.

42. The staff's proposal for Salinas Forzula 1ncrements,will
be adopted.

43. Pacific and the staff have proposed revrsions to the = ~
multi-element sexvice connectzon.charges includrng increases in the
charge levels and revisions of the milti-element charge structure.

44. Neither Pacific’ s'nor the staff's proposed service
comnection charge levels attempt to recover full cost, but each

recognizes that some increase in these costs is warranted at this
time. ‘

- .

45. In increasing the multi-element service- connection charges

in this proceeding, we are striking a balance between the' needs of
new telephone -subscribers to obtain service at reasonable

costs and the needs of the general,body ofgretepayersvtousherefi-f

--1_92’-’_-5 N
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no more of the total cost burden of telephone service than is
Justified.” :

46. The staff's proposed multi-element charges, predicated |
on 50 percent of estimated costs, are preferable to Pacific’ 's
proposed charges predicated on 65 percent of estimated costs
because they'wmll not urduly burden ratepayers initlating_servmce.

47. The purpose of balancing the needs of the general body of‘
subscribers can result if we limit the increase for service
connection charges on a simple residence service to 25~percent.'

48. The service connection charges, move and change charges,
and in-place connection cha:ges applicable to»complex services,will
be increased by 10 percent. in harmony with the above stated 'f
objectives. : .;

49. The station handling chaxge, as revised hererh 13
reasonable and will be retained. : g

50. A premises visit multi-element service charge will
recover cost not directly recognized by present charges and is
adopted.

S1. The premises visit charges should apply only-when a vismt
by Pacific to the customer's premises is actually required’ ‘for the
installation of service or equipment. A premises visit's charge
element, based upon cost, may not be applicable‘iflthe custdﬁer"
utilized Phone Center facmlxtmes and would be ditectly related
to.a work activity. -
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52. The adopted rates and charges for Pacific will result in
reduced revenues of $22.6 million to Gemeral in the 1979 test yeaf;
It is reasonable to recognize thevrednced—revenues‘to‘Generalvby‘-‘
authorizing the filing of tariffs providing for increases in rates
and charges for services provided by General in harmony-wmth,the _
rate design action we take in this proceedlng

53. The adopted rates and charges for Pacific will result in
negligible changes in revenue to the independent telephone companies
other than General, and, therefore, no offsetting rate relief is |
required for these independents.

54. Im order to insure wmiformity of rate treatment foxr
telephone subscribers throughout the State of Cal;fornma, the
proposed offsetting increases in rates amd charges for services
provided by Gemeral should be concentrated in the areas of:
competitive services and sexvice connection charges as we have
done with Pacific.

55. General was a party-to thls proceeding and submitted |
evidence as to the rate categories in which it would request rate
increases in eventuality that our rate decisions for Pacific had a
negative effect upon General.

56. Except for directory advertising rates, the recommendatlons '
for offsetting rate relief by Genmeral and the staff are very |
similar. : _

57. As increases in directory advertising rates will not be
consistent with our 90-day implementation.period,for the;ZUM Plan,
we will anticipate the rate relief to be granted to Gemeral to be
in the areas of competitive items and service commection charges.

58. Competitive items and service comnection charges for
General have not been increased for a number of years and axe
generally well below the costs to serve. ,

59. We will authorize General to file increases in rates and‘_
charges as set forth in summary form on page 129 of this decision.”'

60. Competitive items of terminal equlpment were the subgect‘_
of testimony by several parties im this proceed;ng.‘

-1945 |
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61l. In this proceeding the items included in the category of
the competitive items of termdnal equipment are extemsions, premium
sets, and key telepbone service equipment. This Commzssmon ‘has
consistently applied the "GE-100" methodology iau determining,cost
for competitive items of terminal equn.pment.

62. Many existing rates and charges not proposed for change
in this proceeding are predicated upon the '"GE-100" methodology.

63. It is not reasomable to depart from use of the- constant
net plant factor in the "GE-100" methodology in faver of a varmable
plant factor for the reason that such departure would result in
nomuniformity of rates charged among othexwise equivalent users.
of telephone service.

64. The net plant factors utzlized by Paclfmc and the staff
in the "GE-100" cost methodology in thds proceeding ere reasonable
and will be adopted. .

65. 1t is impracticable at the present time to develop a net
plant factor for each item of equzpment and no such anet plant
factorshave been presented in this proceeding.

66. Pacific is attempting to develop a met plant factor by
major plant accounts and/or subaccomnts. The development .of met
plant factors by major plant accoumts will be am‘improvement’in the
cost;ng process and result in a better fittlng of cost to serve '
to-prmce to serve in the various customer category groups ‘and we
will consider development of this methodology in future proceedings.v

67. It is unreasomable to reflect separat;on effects in the
"GE-100"methodology for the determination of rates and charges for
cost=based terminal equipment in this proceeding.

68. The inclusion of separation effects would result in credlts
being provided to customers who utilize customer-provided equmpment
which credits would create a positive revenue requirement which

must then be made up in higher rates to the general body of rate-"




A.58223 et al. gf

69. Inclusion of separation effects in the development of
rates and charges for competitive items of tetminal equipment would
result in anticompetitive rates.

70. "GE-100" methodology provides foxr the inclusion of only
50 percent of nonrecoverable costs, and this methodology has been .
utilized for many years in the pricing of terminal equipment by
Pacific. .

71. It is unreasonable to increase the amount offpereentage«'
of monrecoverable cost to be inmcluded im the "GE~-100" methodology
to 100 percent as there is no study presented‘to'shothhe
quantitative effects of such change, and such change would cause a
reduction in monthly rates for present customers wmth no- associated
reduction in cost.

72. Changes in cost methodology must be made upon a un;form
basis so that uniformity of rates and charges will not be
disrupted,and there is insufficient evidence 1n the record of thls
proceeding to permit such a revision.

73. Extensions, premium sets, and inside-wiring,are proposed
for rate increases :In this proceeding, both by the staff and by
Pacific. : '

74. There is eompetitzon with Paeifmc in the furnlshlng of
such equipment as toueh-tone-telephone sets, prineess telephone
sets, and trim-line telepbone sets. : : :

75. A positive effort should be made to price competitlve
terminal equ;pment of Pacific appropriately in relat:onship~to its
costs where such terminal equlpment is met by competlt;on from,other‘
suppliers. :

76. Pacific proposes that its rates for extension sets, : L
premium sets, and inside wiring should be based upon fully alloeated
costs as such costs are developed using: the'"GE-IOO" methodology,
but on a stand-alone basis. The staff's proposed rates and charges -
for extemsion sets and premium sets are likewise based upon."GE-lOO"
fully allocated costs but on an ineremental basis eonsxstent with
past Commission pol;cy. '
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77. It is reasomable to develop rates for extensions and
premium sets predicated upon the incremental COSTS over the cost of
the standard rotary telepbone as recommended by the staff.‘

78. We adopt the staff proposed treatment of the rates amd
charges for touch-tome sets as reasonmable and.as belng cons;stent
with oux adoptron of the staff's proposed revisions in service .
connection, move and change, 1n-place connection, and’mult;-element
sexvice charges. . ‘ :

79. The staff's proposed rates and charges for extenszons and
premium sets reflect more recent Phone Center data and are therefore
more reliable. ' : :

80. We do not adopt any increase for res;dence rnterlo*
wiring, but adopt the staff's recommendation for the eliminatlon
of the residence interior wiring rates.

81. Elimination of the residence fnterior wmrmng rates w111
simplify the rate structure and will also pass reduction in rates
associated with the overall reduction in revenue requirement as’
ozrdexred herern to Pacific's customers on a statewide basrs. =

82. We will not eliminate the interior wirzng rates \
applicable to business services and shall adopt the staff's proposed
rates for business inside wiring. :

83. The record shows that insufficient data are available to
propexrly separate the costs of business inside wirrng. .

84. The staff's recommendation that: Pacific be ordered to.
develop cost data on segregatzon of the cost of business Lnside
wiring will be adopted. ‘ ,

85. The matter of business. inside wmrrng.will be considered ‘
again by us in Pacific's next gemeral rate appl;cation upon Pacific' s
presentation of a full showing of the costs assoc:‘.ated w:x.th ‘bus:mess
inside wiring for extensions. - , ‘

86. We will not exempt from,any increases in rates and charges
for equipment and/or services provided by Paclflc to the Univcrsmty of
Calrforn;a, or any other governmental agency;for to do so would
result in discriminatory ratemakxng

-1§7<
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87. Key telephone service rates will be :x.ncreased in accordance-. o
with the staff's recommendation, such rates be;ng recognized to be |
£ar below cost.

88. Because of the constraints of the overall revenue ‘
Trequirement authorized by this order, we cammot authorize increases -
in rates and charges for key telephone equipment to the levels
recommended by either Pacific or the staff. Key teiepb.one service
rates are increased for a revenue effect of $26.1 million in
harmony with our pol:.cy of gradual revision of" rates tor avoid
sudden and steep disruption. ' ‘

89. Oux adopted levelsof rates and charges for key telephone
equipment are based on increas:‘.ng :.nstallatn.on charges- for this |
equipment to the levels proposed by the staff and oux adopted rates’ ‘
are developed in a manmexr to recover- the necessary reveaues. to-
matck the adopted revenue requirement.

90. Foreign exchange service (FEX) rates are increased in order
to insure that the service is more fully supported in the rate
structure provided for it, and not by other toll users.

91. Ouxr adoption of FEK rates also. results in the al:.gnment
of Pacific's tariff revisions with respect to FEX with those of
Gemexal. | : | - |

92. Application of intrastate FEX rates and oharges ‘to the
local exchange access lines of interstate FEX sexvices will
eliminate present discrimination and is reasonable. -

93. The adoption of FEX rates in this proceeding does not create
a discriminatory rate disparity because the services involved axe
optional and cross-elastic with message toll service. |

94. 1In Decision No. 87584 we oxdered Pacific to supply a
study and schedule for further implementation of SMRT.

95. Pacific proposes and the staff agrees that SWLR'I should be
expanded to all areas of the State; we concur. .

96. There is a lack of data reflect:’.ng experience with t:he _
Z0M Plan which we are. :maugurat:.ng in this proeeedmg 'I'b.erefore,

PR -
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we will adopt the staff's and Pacific's. recommendation tbat SV.'RT be
continued to be implemented as the fulf:.llment of our pollcy of
achieving usage sensitive telephone rates throughout the

tate. 3

97. The implementation schedule proposed by Pacifi.‘c is |
incorporated in Exhibit No. 34 in this proceeding (pages 11 - 33),
is reasounable, aud will be adopted.

98. Optional calling measured service (OCMS) is an Opt:’.onal
sexrvice offered over certain one-way routes presently to one—party
f£lat rate (1FR) residence customers. ' ,

99. It is reasomable that OCMS should be expanded in its
offering to an additionmal approximately 300 routes as proposed by
Pacific and concurred in by the staff. : L

100. A policy of continuing the present l:.m.tat:.on of. offer:.ng
OCMS to 1FR customers only would be counterproductive to the growth
of customer acceptance of measured sexvice.

101. Tke staff recommends ‘that Pacific be oxdered to present
a study in its next major rate proceeding with respect to the -
provision of OCMS to business customers~ we agree and adopt that
recommendation.

102. Optional res:.denoe telephone service (ORTS) n’.s an
optional service offered in the San: Franc:.sco Bay A‘.tea and ‘the
los Angeles-Orange County Area to 1FR residence customets. : _

103. ORTS provides various .calling options. for calling up to
40 aix route miles at substantially reduced rates when compared to
present MMU and/or message toll rates.

104. Pacific advises that OR'J.‘S is currently under study for |
conversion to a fully measured service. ' .

105. The staff recommends that Pacific be ordered to develop a -
fully measured optional business telephone sexvice and to. provide |
such a plan in Pac:Lfn.c s next maJor rate applicat:.on- we " agx:ee and
we will so order._ : ' |
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106. All FEX services should be measured in order to ach:x.eve a’
closer matching of costs and revemues for such service. .

107. The staff recommends that Pacific include in its next
general rate application a study including an n.mplementation ‘
schedule, revenuwe requirememt, and a proposed tariff show:.ng a
revenue effect for offering all foreign exchange service on'a
fully measured basis; we concur and will so order.

108. Pacific has presented a study in this proceed:.ng in
compliance with Decision No. 85790, dated May 11, 1976, wherein
it amalyzes the revenues and costs assocn.ated with the prov:.s:non of
the SG-1/SG-1A PBX. ' » 3

109. The staff comntends that such study is defic:.ent in that
fully allocated costs are mot included therein and recommends tbat
3 new study be ordered. ‘ : ' .

110. Pacific should be ordered to conduct GE-100 studies of -
the SG~1/SG~1A PBX service in comsultation with the staff and to
implement the result:’.ng rates and charges within 180 days of the
effective date of this. order if ‘the results of the GE-lOO studies
indicate ‘present rates and charges do not c:over the cost of
providing this service..
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111. Pacific's present private line rates and charges are, in L
many instances, significantly above or below fully allocatéd COStS.

112. It is in the interest of all parties o adaust ‘Pacific’s
privave line rates and charges in such a manner as to achieve a better
fit between their cost and these rates and charges. :

113. Ia the interest of the dffected ratepayers, Pacmfic s

individual private lire rates and charges should not in general be
inereased more than 50 percent in this proceedzng._

114, Vith respect to privave line rates as well as many other
categories, we are aware that this rate Spread does not produce rates
that result in returning full costs, as thls is not poss;ble without i

zmajor reductions in other rates and would force abrupt and substant*al
immediate Iincreases upon” certain customers. ‘ : '

115. A policy comsideration continued in this decxsion | .
on rate spread is to increase equipment rates in stages in order %o
lessen the impact on those ratenayers affected. ‘.'

116. We adopt the staff's recommendations on private Line
sexrvices as striking a reasoumable balance among tbe 1n~urests of
xatepayers, Pacific, and its competitors.

117. We view any modification which results in a ‘closex f£it
Setween costs and charges to be generally in the compet;txve LntereSt
and the rates and charges we adept are of this:sort. ‘

118. The rates applicable to the alarm industry are below cost,

and we have repeatedly placed tbe Lndustry on notmce that these ratcs
aust be increased.

119. It is not in the publ;c interest to exempt the alarm. ,
industry £rom bearing its fair share of cost for services it uses.

120. We adopt the rates recommended by the staff fbrgalarm7 |
industry services in this proceeding. | |

121. Southern Pacific. Communxcatzons Company (SPCC) is a

competitor of Paczfzc in the provms;on of some 1nterexchange prxvatc
~ line sexvices. :
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122, The davta base used by Pacific in prmczng 1ts prlvate llne | ,
- services is in need of improvement for use in any . future proceedings. },'
123, It is reasonable to derive exchange telephone service
‘mileage rates and charges in a manner consistenz with the derivacion
of private line rates and charges. . ‘ ‘

124. It is reasomable for Pacific to aggregate: the populatmcn of
local loops for the derivation of local loon costs in thzs proceed;ng.

125. Tor any future rate adjustments, a more detailed showmng
will be reguired in valldatlon of this procedure. _

126. It is reasonable o retain the mzleage basmo for prmc;ng
some extension services of relaczvely short d;stances.

127. No showing has been made to Justlfy increases in flat—
rate secretvarial line or telephone answering service mlleage charges
in this croceedmng. ( o - , S

128. It is reasonable to offset the reduced revenues to General
of $22.6 million by permitting Gemeral to file by advice letter ,
increases in rates and charges for servmces provzded by it, subaect o
Commission authorization by resolution actlon. General should provmde
notice to all its subscribers affected by such proposed changes. .

129. Pacific’'s costs of service studies are 1nadequate for'rate-s"
setting purposes in this proceedlng. \

130. The deaf, hearing-impaired, and speech-mmpazred requzre .

etypewriters or comnarable devices to have access to |
uhe telephone network. ,

131. Telecypewrlte* dev1ces suitable for use by the deaf axe
available both from Pacific as tariff items end competxt;vely'from‘
commercial sources by purchase or rental. . :

132. The deaf do not presently have adequate teletynewr;ter
access to emergency servzce via the telephone netwcrk.‘v
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133. Pacxflc s sexrvice offices available to the handlcapped do
not provide contlnuous service and do mot provide suffmcment range';«-
of emergency access. A

134. The deaf presently do mot have adequatc teletypewrmter )
access €O Pacific's network servmces which requmre operator—assmstance..‘

135: No public subsidy is general .y avamlable to the. physmeally
disabled for the purchase or rental of speczalmzed teleeommnnxcatmons
equipment. ‘ . 'J

136. The blind and other persons with physxcal dlsabllltles
should benefit on the same basis as the déaf im. any program of
assistance provided by or through PaClth-’ : ;“*ﬂ :

137. There are approximately I60,000 households in theJState of
California with deaf persoms, the overwhelmxng magorlty of w%;ch do
not have access to the telephone system. ‘

138. The earnings level of the deaf and the. physzcally‘handmcapped
is gemerally lower than that of the general populatxon.\ :

139. Iuncreasing the number of special devxces avallable to'the
deaf and other handicapped persons will stimulate’ the' subscrxpt;on to ef
such devices by nonhandicapped persons and businesses.

140. EHandicapped persons are not bexng dzscrlmznated aga;nst
by reason of Pacific’s present tariffs. N _

L4l. It is in the public lnterest to provmie speczal tele- )

communications facilities and services to the Haﬂdmcapped at
basic exchange rates. ,m

;v‘.‘

142. It is in the public interest that Paci fmc s Handxcapped
Ccncr&llzed.ASSlstance'POlntS be operated on a. Za-hour basxs.;~
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U3, 4 reasonable, but rel;able, means” of oert:ficatlon of .
kandicapped or disabled persons is. necessary to establmsh elmg;bllity .
for reduced rates..

144, Pacific and the staff agree that the handxcapped should be .
assisted in the form of lower rates and tarszs and- dzsagree only '
as to the amount of such assistance. ,

145. ¢ is in the public interest to set aside funds 1n Paciflc 'S
rate spread to offset the revenue shortfall from reduced rates for
supplementary services for the handzcapoed :

146. Trere is no generally-acceoted source of data def:nzng~the ‘
telecommunications needs of the handzoapped and dmsabled in the Staoe
of California. g : .

147. s12. million is a reasonable amount to be set aszde for R
services for the hand:caoped in thlS proceedmng, based upon the record L
herein. ‘ ‘ o

148. DPacific's current reports on tae measure of oommztments
made by telephone personnel for prem;ses VlSlCS aggregate both ‘

<allations, where the customer is reou;red to be present and .

:nsoa*lat*o“s where the customer iS mot requi ired to be present.
149. It is in the pubdlic interest that a report e rendered
with respect 0 Pacific's effortS-to minlmxse the measure of |
missed installment commitments as requmred by General Order Now 133.-_ B |

150. Pacific will be ordered to furnish a report on the effectzrenessf's

£ its "Blocked Address Program" (BAP) in improving lnstallatlon i
comnitment performance and on future olans for the orogram.'- .

151. Staff has recommended that Pac;fic report within 90 days, - ,

and quarterly thereafter, on its programs and’ progress with respect To

the incidence of reported customer trouble reports 1n the Los Angelesw-”
Sector.
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152.' The staff recommendatzon with respect to trouble reports
in Los Angeles will be adopted and the report . ordered.

153. 7The rccord shows that there is ¢ustomex d;ssat;sfactxon‘ 
with the time taken to clear trouble reports, and the staff recom—'
mends that Pacific furnish a. report of a program o reduce cleax;ng

time of such reports w;th;n 90 days: we aqree and will adopt the repcrt
requirement. B '

154. Pacz‘zc s network performnnce is decl;nzng.k

155. wWe will adopt the staff's recommcndation that Pac;f;c
furnish a report explaining such declzne Ln network pex!ormance and
0f action being taken to remedy the smtuatlon. _
156. Qur Consumers Affairs staff, spccmf;cally in. Los Angcles,
has reported ¢us tomer complaints of‘long wa;txng l;ncs at’ Phone
Centers. ‘ .
' 157. The staff xecommends and we will oxder that Pac;f;c ﬁuznmfh
a measurement plan within 90 days which will 1nd1cate thc degree of
seriousness of thosc customer complaznts ‘and proposals to minimize’
them effcctively and promptly. o ‘ ,
158. Pac;f;c should publicize the optione made avallable to
izs subscr;beru pursuant to this dec;sxon to . Lnform them in thelr
choice of availabdble services. vf{ ' R ‘
159. Pacific should pzov;de a cont;nuzng re«;dentxal consumer
advisory service, at customer request, to~expla1n which rate’ plans
would be most cost advantageous to the anu;rcr.‘ A plan tov;mplement
such serv;ce should be presented w;thln 60 days.‘ | o .
160. Touch-Tone instruments more effxc;cntly utxl;ze the sw;tch~“
ing capabilitics ¢f the Electronic Switching Systenm than do rotary
ial instruments and, therefore, reduce callmnq cost*\and defex"
central office capacity additions. ' ‘ R
161l. In the interest of xmprov;ng efflClency of operation of
Electroni¢ Switching Systems, Pacific should present a progra.m and
rate plan for accelerated conversion of rotary d;al ;nstrumcnts to
Touch=-Tone in clectronié o"ices:‘ Therirst‘ istep- ;n 'such plan should
endbody Touch-Tone installation only on new telephone 1nstallat;ons‘
with a later conversion of rotary dial sets. Thc rate. plan should
inclvde an equalxzatmon of the monthly llne charqe foxr rotary dzal
and Touch-Tone services.. The plad should ;nclmde a comparison oi thc
full cost fox Touch~Tone and ‘xotary service.

~205-




A.58223 et al, bw

Conclusions of Law ‘
1. Pacific's application should be denied to the extent that <

it seeks an increase in gross revenue requirements based upon test:

year 1979. | ) ‘

2. Pacific's gross revenue requxrements should be decreased
by $42.2 million pursuant to OII No. 21 and based upon the test
year 1979. - SRR
3. Rates and charges of Pacific should be modxfied and’ changed o
in accordance with Appendix B pursuant €o the applxcation and order '
instituting investigation. :

4. OII Nos. 33 and 21 should be discontinued.

5. The rates authorized herein by Appendix B are just and

reasonable. Any other rates applied after the rates in>Appendix B are |
in effect are unjust and unreasonable.




A.58223 et al. ks /kd

QRDER

IT IS ORDERED that:
1. The Pacific Telephone and Telegraph Company (Pac;flc) lS"
directed to file with this Commission, within fifteen days after
the effective date of this order and in conformity with the provisions
£ General Order No. 96-A, revised tariff schedules with rates,
charges, and conditions modified as set forth in Aopendix 3. The
effective date of the revised tariff sheets shall be five. days
alter the date of filing. The revised tariff schedules shall
apply to service rendered on and after the effective date of shel
revised schedules, and the charges shall be collecsed subaect to
refund pending final determination of apoeals with respect to the
© ratemaking treatment -of accelerated depreczatzon in determlnlng a;
reasonadle allowance for federal income tax expense. _ «
2. General Telephone Company of California (General) may file
with this Commzsszon, after the effectzve date of thms order and in.
conformity with the provisions of General Order No. 96-A, advlce

letters and revised proposed tariff schedules with rates, cbarges, and _l‘

conditions modified as set forth in Append;x Cy. subgect o approval
of the Commission by resolution action. The effective date of ‘any’
revised tariff sheets shall be comncmdent with the melementation of
the Zone Usage Measurement Plan or as otherwise authorized by
Commission resolution. The revised tariff schedules shall apply oo
service rendered on and after the effectzve'date of the' revzsed
schedule. At or prior to the time of fllzng sazo advzce letter,
General shall notify all affected customers of the proposed rate
changes speczfled theremn. e
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3. General and Pacz:mc shall prov;de wrmtoen notlce of uhe
conversion of all present free local callmng rouoes to Zones 2 or 3
under the Zone Usage Measurement Plan or message toll service to all
customiers affected by sazd conversions wmthzn n;nety days after the
effective dave. of this order and ninety days prior <o implementat;on

£ said conversions as said conversions are ordered hereln.,.

L. 3Business flat-rate services as offered in' the exchanges of
Bakersfield, Fresno, Modesto, Riverside, Sanza Rosa, and Stookton,shal’5
be withdrawn coincident with the offering of measured ras e servzces |
in each said exchange. Busmness and residence measured servmces
shall be implemented in conformance with the schedule and strucoure |

£ rates shown for said exchanges in Appendzx B The: 1mplementatlon
of such business and residence measured rate. services shall be
completed on or before July 1, 1981. - _

5. Pacific 1S-authorlzed to 1mplement Szngle Message Raze -

Timing in the exchanges and on- oohedule set forth in Exhibit
No. '-A~(oages 11 through 33). | : ‘ SR

- 6. Pacific shall, within smxty'days after the effective date BT
of +this oxrder, offer Opt;onal Calling Measured Serv1ce (OCMS) to customers{f-
with individual line 60-unit allowonce measured rate resmoenoe (IMR)
service in areas where 1MR service. is avallable and 0cMS' is ofiered. o

7. Pacific is authorized To expand the offering of OCMS»as sev”
Sorth iz Sxhibit No. 3L (pages 4O through uz). .

8. Pacific shall revise the present offering of Optional _
Residence Telephone Sexvice (ORTS) to a fully measured basis._ Such a
fully measured ORTS offering shall be developed in consultation'with
the Commission staff and shall be filed by advice letrer, within tWO

hundred and ten days after the effective date of this order, to become




-
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b
: '

effective upon authorization by ‘Commission resolution. Coincidenn withe o
the offering of a fully measured ORTS offering, Pacific shall offer
ORIS to customers with 1IMR service in areas where lMR service is
available and ORTS s offered. ,

9. Pacific shall collect, analyze,and report to. the Commzss;on |

a quarterly-basis all pertinent data gained from.aCtual experience
Nith vhe Zone Usage Measurement Plan in the San Francisco-East Bay
and Los Angeles Extended Areas.
shall cover the period from date of implementation of the Zone Usage
Measurement Plan to March 31, 1980 and. shall be filed on May 31,_,»,

1980. Quarterly reports shall. be filed for each calendar quarter
thereafter within sixty days after the end of the quarter covered
by each report. ‘ ‘ ‘

10. Pacific shall conduct GE-100 studies of the SGhl/SG—lA PBX
service in consultation WIthxthe Commnsszon staff and’ shall file .
tariffs to implement the resulting rates and charges . within cwo hundred_“;
and ten days after the effective date of this order if the results of
the GE-100 studies indicate present rates and charges do notvcover the
costs of providing the SG-1/SG-1A PBX serv_ce._ | -

1l. Pacific shall develop and include as a part of its next C
general rate application the follow1ng st.udiee together With proposed
rates where indicated by the study:

2. Ao implementation schedule, revenue: requiremen a
proposed tariff, and the revenue effect of the.
proposed tariff for offering all foreign exchange
services on a fully measured basis.

A study setting forth a feasible plan, including a
proposed rate structure, ¢ost analysis, and revenue |
effects of an OCMS type offering for busmness
customers.
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¢. A study on the feasibility andicOStS'asséciatédi .
with the offering of a fully measured Optional
Business Telephone Service. :

d. A multi-element service charge ¢ost study based
solely upon Pacific’'s actual cost experience.
Said cost study shall be developed in consul-
tation with the Commission staff.

A cost study for business inside wiring for ex-
tensions. Said cost study shall be developed
in consultation with the Commission staff.

12. Pacific shall implement an Automated Coin Telephone Service
System in California mo later than December 31, 198l to accomplish ™
the economies available therefrom. e

13. Pacific shall: : ‘ ‘ o

a. Within sixty days, furnish a report on a full evalua-
tion of the effectiveness of the "Blocked Address
Program™ in improving installation commitment |
perfornance and future plans for the program.

Within ninety days and quarterly thereafter, submit a
report of programs and progress thereon to reduce.
the incidence of customer trouble reports in the

Los Angeles Sector, as well as their associated

cost and resulting effectiveness; these reports

to be discontinued upon approval of the Commission's
Executive Director. : D S
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. h

Within ninety days, furnish a report of a

program to reduce clearmng time of customer
trouble reports.

Within minety days, furnish a report explaining

the decline, from 1976 through June 1978, of

network performance and of actions being taken
through 1979 to improve this performance.

Within ninety days, furnish a measuremcnt plan that
would be indicative of '"customer waiting time"

at Phone Centers, as well as a program ToO correct
_nadequacmes‘ln this service where required.

l4. Pacific shall implement a teleproceSSLng systemwio:mw_w“4
ts service representatives no later than,December~31,,_982 to |
*ealmze the economies avallable therefrom. In the next general rate
proceeding Pacific shall submit a complete showing on its’ tele—l
processing implementation schedule includlng the planz expense and
force effects, lnclud;ng estlmated net savzngs.u'
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15. Within sixty days after the effective‘ddtefhefe0£;; o
Pacific shall Zile, and place into effect onfﬁot3lesérthan{five V -
days' notice, tariff revisions to provide sexrvices to handicapped:
persons as follows: | . EE S

(a) Special reduced rates, for the certified
handicapped only, £for all tariff items
offered which assist the handicapped in
the use of the telephone network. Non-
recurring charges shall not be imposed;
except for charges in accordance with the
tariff schedule of multi-element charges.
for simple residential and business .
sexrviges. : o
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Tariff revisions authorizing the certx“:catzon
of persons as deaf, speech-impaired, or blind .

by licemsed Audiologists, Speech Pathologists,:

and Cptometrists, respectively, as well as by

physicians and government agencies.

16. Pacific shall prepare cost and pricing data’ for the MCM/D
and Krown Porta-Printer II teletypewrlter devices: based on large
quantity procurement, e.g., 2, 000 to 5, 000 annually These data -
shall be submitted to the Commxssmon within nlnety days from the
date of this decision. , - ‘ .

17. Pacific shall make all usor-connectablc equzpmont Ltems
foxr the handicapped avallablc to the handlcapped users through the:
Phone Centers on specific request by the customer xf not regularly
stocked in the approprmate Phone Center. o

18. Pacific shail prepare and submit wmthxn nznety days from
the date of this deeision, a .plan ‘or expandzng the serv;ces |

rovided by the ﬂandmcappcd Ceq;xilmzed Ass;st Poxats Eo e "f:ﬁi#{o

include, at least, continuous sedmwou, opera or slstance in |
calling and assistance in reaching emergency sexvice. The cost of
providing these additional funetions on a continuing basis shall
also be included. This plam will be placed in ef foctffollowing,f
Commission approval thereof. B |

-FQ

l9._ Pacific shall contract for the conduct of a survey to
detexrmine on a curxent basis the speclal needs of thc handlcapped ‘
populatmon of California mn,usmng the telephono network Partxcular'
atzention shall be given to developxng a rellable estlmate of the
nunber of handmcapped and theilr communications requmrements ln each
particular category of dxsablllty The study shall address at _ ‘ ,
least the topics covered in the study’ performed for ”aczf;o by Fmrlng & o
Assocxates in 1976 and 1977. A report shall be submmttod to tho -

Commission presenting the findings no later than sxx months from ohe ' v({v
effective date of this decision. s
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20. Within six months after the. effectlve date of‘this order, -
Pacific shall prepare and file with this Commission a report setting
forth the revenue effects'of'reduced rates for the hand:capped and
the cost effects of the special servmces for the handmcapped,‘
authorized herein, and shall propose adaustmencs in rates and _
revisions in services for the handlcapped to the extent requ;red to
bring the entire cost of handicapped programs to the sum of $12
million amnually at the 1979 level of business. Upon approval by the
Cozmission, Pacific shall establish the serv;ces and file approprmate
sariffs to place into effect such rates. - -

21. Pacific shall, within sixty days afrer the effect;ve date
of this decision, submit to the Commission staff‘a proposal fox keep;ng

%5 books and accounts (inmcluding memorandum accounts) zn.complxance
with Ordering Paragraph 12 of Decision No- 88232. e e

22. Pacific shall conduct a study to determine an approPrzate
survivor curve to be ut:l;zed in congunctlon with the Western BleCtrmc
adjustment in any future rate case. Such.smudy*shall be submltted
to the stalff at least sixty days in. advance of. tender;ng an NOI for
any future rate case. ' ' Co S

23. Pacific shal;, wmthln thlrty days of‘the effectlve date
hereof, compute and submlt to the Executlve Dlrector-for'hls revzew
and approval a computatmon of the approPrzate amounz of negatlve
surcharge, consistent with the opzn;on‘and order in Decision No. 90136,f
to be applied to customer’'s bills in order to pass through any over—
collection in revenues for the. period from January 1, 1979 to the-
effective date of rates ordered herein. Upon approvai'b?'the -
Executive Dir ector, Pacific shall proceed forthwith to apply samd |
negative su“charge to customer's bllls. /

;/
|
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24. Pacific shall pﬁblicize‘the optibns‘available‘tcfiﬁs
77 subscriders within one hundred and twenty days. ; |

25. Pacific shall prov;dc a continuzng res;dential consumex:
advisory service, at customer reguest, to explamn wh;ch Tate plans-‘
would be most cost advantagéous to the iﬁqﬁifer; A plan to xmplement‘;.
such service should be presented w;thxn smxty days.‘.‘ _

26. All motioas not here.oforc ruled on are hcreby denmed- :

27. Orders Ins“xtu 1ng,InvestzgatLon Nqs. 21 and 33 are hereby
discontinued.

28. The relief requested in Appl;cat;on No. 58223, to the
extent that it regquested a revenue requirement. anxease, is denxed."‘l

29, Pac;f;c shall, within 90 days after the effectxve date. of
this decision, submit to the Comm;ss;on a plan for aceeleratzng the
conversion of rotarxy dial ;n,truments to Touch Tone ;n»trumcnts where
Electronic Switching Systems are employcd. Th;s plan shall ;nclude
an immediate provision of Touch~Tone for all new ma:.n stat.:.ons, O ‘
new extension stations, and serv;ce locat;on changes, and 1mmed;ate,tz
conversion - when xequested - of xnplace rotary d;al Lnstruments to
Touch-Tone. The plan shall also lnclude later replacement of 1nplace
rotary dial iastruments with Touch~ Tone. Pac;f;c shall submxt a rate
plan to equal line c¢charges for rotary and Touch Tone se:v;ce. Tne
plan shall include a comparxson of the ~ull cogt for Touch Tone and

rotary serxvice, xnclud;ng the ;ncreased sw;tchlng eff;ciency assecmated
with Touch~Tone. '

The effective date of this order shall be th;rty days afterini-””
the date hereof. ‘ ' _ ‘ . .‘ C
Dated. | JUL 311978 | , at San ~Frfan‘cisc‘-’o —
California. ! L T
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LIST OF APPEARANCES

Applicant and Respondent: Gerald H. Genard, James S. Hamasaki
and Christopher R. Rasmussen, Attorneys at lLaw, for The
Pacific Telephone and Telegraph Company. -

,' .

Respondents and Interested Parties: A. M. Hart, H. Ralph
Snyder. Jr., and Kenneth Okel, Attorneys at Law, for Genexal
Te%epEone Company of California; R. W. Winchester and
Orrick, Herrington, Rowley and Sutcliffe, by Robert J. Gloistein,
for Continental Telephone Company of Califormnia; Dinkelspiel,
Pelavin, Steefel & Levitt, by Alvin H. Pelavin, Attormey at
Law, for Calaveras Telephone Company, Capay valley Telephone
System, Inc., Dorxris Telephome Company, Ducor Telephone Company,
Evans Telephone Company, Foresthill Telephone Company,
Happy Valley Telephome Company, Hornitos Telephone Company,
Livingston Telephome Company, The Ponderosa Telephone Company,
The Siskiyou Telephone Company, Volecano Telephone Company,
Sierra Telephone Comgany, and Mariposa Telephone Company;
Victor A. Silveira, for California Independent Telephone
Assoclation; Ed Perez, Attormey at Law, and Manuel Kroman, for
Burt Pines, CIty Attornmey of Los Angeles; lLeonard L. onmaider,
Attormey at Law, for George Agnost, City Attorney, City and
County of San Francisco; William S. Shraffran, Attorney at law,
for Jobn W. Witt, City Attormey, City of San Diego; Ivo Lazzeroni,
for the County of Los Angeles; Lessing E. Gold, Attormey at Law,
for Western Burglar and Fire Alarm Association; Jobhm H.
Oliphant ané Allen B. Wagner, for the Regents of the University
of California; Ross Cadenasso, by Dean Anderson, Attorney at lLaw,
for California Association of Utility Sharecholders; Etta Gail
EHexbach and John L. Matthews, Attorney at Law, f£or General
Services Administration; William L. Knecht, Attormey at Law, for
California Interconnect Assoclation; Jack Krinsky, for Ad Visor,
Inc.; Peter James, for Peter James and Company; David L. Wilnerx,
for Consumers Lobby Against Momopolies; Sylvia M. Siegel and ..
Ann Murphy, Attormey at Law, for Toward Utility Rate Normalization;
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Burt Wilson, for Campaign Against Utility Servmce Explo:.tat:.on,
Allen R, Crown and GEen J. Sullivan, Attormeys at Law, forx

California rarm Bureau Federation; Graham and James, by ‘
James T. Proctor, Boris Lakusta, and David Marchant, Attormeys at Law,
For Califormia Hotel and Motel Association; Robert E. Taren,

Attorney at Law, for Grey Panthexs of Santa cruz; 'I‘Eerese

Wandling, Attorney at Law, for Deaf Counseling Advocacy. Referral
Agencys Brobeck - Phleger & EHarxrison,by Gordon E. Davis

and william H. Booth Attorneys at I..aw for California Retailers
Association; Richard ’s. Kopf, Attorney "at Law, for Southern ‘
Pacific Communications Company, and Howard Green, for hmmself .

Commission Staff: Rufus G. Thaver, Jr., Attorney at Law, Robert C.

Moeck, Thomas lew, and James G. Shields.
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APPENDIX B
Sheet L of L?
RATES AND CHARGES

The rates, charges, rules and conditions of The Pacific Tclephone o

and Telegraph Company are changcd as ,ct forth xn this appcndix. K

Schedules Cal. P.U.C. Nos. 2-T, h-‘# 6-? 137, 28.7, 31+-'r 36-’13

112.7. 117-T. and 121-T. Zone'Usage Measurenent (zum) Pltm.

Proposed revisisns as set rorih in Exhibit No' 7OA Appendtx o
Sheets L1 thru 4 aad Aopendgx F-2 Shects 1 thru 23 as modxrxed by Exh‘b;ts

YNosg. 70-C and 72-A and as modified below are nuvhormzed- )

'R&te‘?er~Mon€h?g."

Residence Flat Rate Foreign Exchange
Service For Routes Between ?acific
Exchanges ' : $6 90

Regrades of residence scrviccs betwecn measu*ed rate fervice. and *lat r&tc

services shall be made at 1o cha*ge ’o“'a ocrxod ot‘lﬁOduys after .hc date of \//
;uplementation of the ZUM plan. ' ‘

All cu..t.ome*s affected by the ZUM plan shal l bc prov‘ ded writtcn noti.ce o‘.'.‘ 't'.he
availability of the ZUM plan. Such written notice whﬁll be provzdcd»to»each

customer within 30 days after the implcmentatxon of-the ZUMQplan.‘,:"
The Zone Usage Measurement (ZUM) Plan shall be’implemenxed_dn‘théufolléwing'f /
schecdule: |
‘i
a. Al prcscnt 3 Mult~-Messagc Unxt and L Multm-Mes age Unit

™utes sha;l be. converted to the ZUM plan witth 90 days
of the effective date of this ordcr. 'j
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b. The ZUM Plan shall bde implemented on all Zone 1 routes
within 90 days of the effective date of this order with-
the exception of the following routes of Pacific and
General which shall be iﬁpieinented.‘ as:shown below within
2b ‘months of the effective date of this orders

SAN FRANCISCO AND BAY AREA

EXCHANGE
Campbell
Danville:

Valley
Ios Gatos

San Jose:
North

San ‘Jose:
South

San Jose:
West

Saratbga

Sunnyvale

walmt Creek

FROM
Z0NE 1
(rocavr). .
San Jose:
North

Walmzf Creek

'San Jose:
West
North -

Campbell

Los Gatos, .

Saratoga

Saratoga

Sunnyvale

Los Gatos

San José: '
North-
South-

San Jo s=e z
South
Danvilles

Valley".v :

™

Z0NE. 2

San: Jose:

North -

SmJ’om:

Wes_t.ﬁ] y!

: ‘1

: San‘t:;ga. '
 Los «;C}tsztos

San Jose: “ ;
‘South

ZONE3

- san Jose: .
' North -

e

‘ 'Wa.lm\:‘t‘cﬁekf L

Los i’_GA'_t.‘o'_a"ffy A |

w‘.,‘; L

IS
|
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B. 1OS ANGELES AREA

r
!

EXCBANGE

—

Agours:

- Pasadenaz
. Lﬂ. Canada’

Santa Monicaz
Santa Monica .
)Sxmland—Munga

Santa Mondcas
Santa. Mond.ca

‘ Compton- o
Compt.on

Pasadena..
. Ta Canada
Los Angeless
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Schedule Cal. P.U,C, No, 4-T, Tndividual and Pa:-ty L'.Lne Service
Qver Allowwce on Residence Lifeline- Se.rvice

Proposed rates and revisions as set forth iin Exhibit No. 70‘,'
Appetdix B, Sheet 1 are authorized. o |
. P

I
I

, oy
Sehedules Cal. P.U.C. Nos, 4-T, 9-T, 13-T, 28-7'and 3W-T.
IJmolementation of Measured Rate Services _; " '

Proposed revisions as set forth in Exbibit No. 70, Appendix'G,
Sheets 2 and 3 are authori.zed to be implemented on the :L"ollowing

schedules :
o l‘ ’}1’

i

Residence - Business

Riverside Exchange S _ _ Yy 1,1981 |

Saata Rosa Exchange o o ayiLaser
Modesto Exchange |  July 1, 1980wy I, w8
Stociton Exchange Cay 1,198 July 1,298
Bakersfield Excbange | 1, 1981 Jaly 1,0098L e
Fresoo Excbn.nge ‘ _, 11,1981 July 1, 19811-3,"]_% . ‘

* zapleméﬁced on July 1, 1979.

o
\\

Scheduleis cu P.U.C. Nos. u-'r‘
Extended Area Service

I’roposed revisions for exteuded area seMce as set forth. '.Ln Exhibit
No. 33-A Pa.ges Lo th:-u Ly are a.uthorized. All extended area seMce routes I

cuts-de ‘»:! metr:pclitan areas on file and efrec'tive as of the errective date

i »

of thr- o*-der shall be subject to tbese revisions.
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Schedules Cal. P.U.C. Nos. 4-T, 12-T, 22-T, 30-T. 54-T and 100-T.
Extension Sets, Premium Sets and Inside Wiring. .

Proposed rates, charges and revisions as set forth in Exhibit No. 70,

Appendix J, Sheets 1 thru 10 except as modified below are ‘authorized.

', Rate Per- Month
, Business Residence S
- Flat - -'Meas. - Fl'a't_—_,« Me”,-;j\{;»,

EXTENSION SERVICE
Each Extension Service:

Indivicdual Line Service

Extension telephone (except Princess
type or Trimline type.)

With rotary dial
Witk Touch-Tone dia.l
Interior Wiring

Z-party linc service '
Extension telephone (except Princess
type or Trimline type.)
With rotary dial--—--:
With Touch=-Tone dial

Party Line and Suburban

Each Extension Service without Extension
Telephkone ‘ ' -

Interior Wiring Furnished in Counection
with Extension Service for each
Customer-Provided Authorized
Telephore L 0.70

COMMERCTAL, HOTEL AND RESIDENTIAL DIAL '
PBX SERVICE ‘ Rate Per Month

Each Residence Station o " . Meas. -

- Bach Line With'a Station - B o
With rotary dial | - not orteredv -
With Touch-Tone dial--- - no: ogeregf” )

Each Line Withsut- a Station=ceaccan—mn no . ollere o

BUSINESS AND- RESTDENCE KEY S'J:ATION DIAL PBX

- Eac‘h Kcyless Station ' 16
Business ‘ : 5. 7
Residence : _ o " mot ortered
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Sehedules Cal. P.U.C. Nos. 12-T. 26-T and 100-*:, M{leage
Proposed revisions as set .forth in Exb.ib:.t No. 70, Appendix K,
Sheets 1 thru 6 are authorized.. - -

Schedules Cal, P.U.C. Nos. 22.7, 28-T and 32T, Key Televhone Service -
The following revisions are authorized.

| h—

XEY. 'EIEPHONE SYS‘!EM SERVIC!E (COM PAK) ' In#fallufionp . Ra.te L
: Charge - . Per Month '

smomsh. ‘ e o
Non-button, each _ 1800 . s .'1.33.1‘ L

COM PAK I: | - e
Capacity of ooe button intersal, each 2000 1.900
Capacity of one button extermal, each ----- ——— | 20.00° , 1.30

COM PAX II: R
Capacity of six buttons intermal, each 39.00 . 3.25
Capacity of six buttons, Papel Mounted Lo
Module, each 80.00° - hso
Capacity of six buttons exterua.l, each weemmmmaa- 60.00 . 1 3.50

COM PAK ITI: o L
. Capacity of 10 buttons intexnal, PRV G — L8500 6;501_ -

Call Director 18-button capacity E/W 12 buttons S | i
internal, each emcosecacenemea 60.00 -  7.50

Call Director 30-button capa.city' EM 12 buttons o o .
{internal, each. 70.00 8.75

Capacity of 12 buttons, Pavel Momted . S
Module, each . _ 975
Capacity of 12 duttons extern&l, each - B A 6.00 ‘

COM PAX IV: : ‘
Capacity of 20 buttons internal, each ----- ——————

Call Director 18-button capacity E/W 18 buttons.
{internal, each - -

Call Director 30-button ca.pa.city EM 18-bu‘ttons
internal, each - ———

Capacity of 18 buttons, Panel Mounted
Module, each -

COM PAX V=
Capacity of 24 buttons internal, each - :
Capacity of 30 buttons interpal, each =~=w= ————
Capacity of 30 buttons, Panel Mounted '

. _ Module, €8Ch w--wmmmmememmmmem—meosanao-a-- ———
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 Installation
. Charge "

ADDITIONAL STATION FEATURES:

Station Busy Indication

Fach Station arranged to give a visual
indication of station busy to another
station ‘ $19.00

LINE FEATURES: |
Live equipmcnt, each line equipped wemmw  20.00
INTERCOMYUNICATING ARRANGEMENTS:.

Single talking path- masual’ intexr-
cormumicating arrangement with lipe busy
lamp, & buzzer per station and a.ssocia.tcd
selective push-button signalings

Tack station ternination -~ew-ecesca- 12.00

Single ta.lld.ng path dial selective inter-
communicating arrangement with line busy
lamp and a buzzer or bell per station
code . maximzn of 4O station eodes:

First nipe station codes —-we== ———
Each additional station code

Two talking path dial selective inter-
communicating arrangement with combined
line and busy lamp operation, automatic
cutof? on both talking paths, dusy torne,
camp-on and a buzzer or bell per station
code, paximum of 38 station codes-

First nine codes cmnunmsanan == 180‘,’00

Additional :ea.ture_s:

Each pre-set conference with code .
pumber '

Per Month:, ..
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inatal;.@tioﬂ'~ . Rete . - L
' Charge " Per:Momth':& -

TNTERCOMMUNICATING ARRANGEMENTS:
Continued '

Additional reatures: - Conti.nucd

Line add-on equipment to epable
connection of any two talking
path dial selective intercorme
unicating stations to lines
terminated on associated ey

equiprent:

Each line equipped
Each station, havizng an indivi- .
dual two talking path dial sel-
ective intercommunicating
station c¢ode number, equipped

to connect any two talldng path
dial selective intercommunicating
stations to obe or more

liges —————

Equipment for dial tone, inter-
rupted (rather than single spurt)
signaling of the called statioa

and audible ringing to the calling 00
parTy - - - 39-

Terminating Arra.ngcmnts 4

Termination of a single or two ta:'.ld.ng_
path dial selective {ntercommunicating
line on 8 different customer's key te-
lephone system. .

Each code at each station temination. éo OO 3
Single talking path = -———— v
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Inatallation g
‘ Per Month

Charge

Rate

SPECIAL TYPE TELEPSONE SETS

Multiline conrerencing telephone set
with automatic button restorat:!.on
and recall feature:’

ll-button desk type, eachommmmmmmmm  $60.00
20-button desk type, each ; 75.00

MOVE AND CHANGE CHARGES
XEY TEIEPHONE SYSTEM SERVICE (COM PAK)'

Change to different station witbin the same
Com Paic. category or to a lower Com Pak
category (except for Panel Mounted Modules
and external buttons) each

Change to Panel Mounted Module or external
buttons within the same Com Pak category or
to a lower Com Pak category, each

# Difference between the installation
charge applicable to existing station
and the installation charge a.pplicable
+o the station ipstalled -or $18.00,
whichever i3 greater. '
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‘ RATES AND CHARGES.

S¢hedyle Cal, P, U,C, Wo, 28-T, Sexvige anﬁeggzog Chappes = Move and

Change Charces = In Place Comnegtion Charges = Multi-Elementg SetVicé“Chg;ggg‘

Section I, Service Connection Charges
All charges shall bc'increased‘by 10%..

Section 1L, Yove and Change Charges
All charges ¢ha11 be increascd by 10%.

Section III, In Place Connection.Charges
All charges shall be increased by 10%.

Secgion IV, Multi-Elemenc Service Charges

Proposed revisions as set forth in. Exhibit No. 70 Appendit C,
Sheets 1 thru 5 as modified by Exhibit No. 72—A and as modified'f
beldw are authorized:

Premises Intex or Wiring Work

The torm Premises Interior Wiring Work means the work that -
applies to installing, moving or changing inside wire on the
customer's or applicant's premises to provide service at the
locations requested by the customer or applicant. The Premises:
Interior Wiring Work chaxge applies to each location on the -
customer's or applicant's premises where the customer or applicant
desires inside wire for ecither am item of terminal equipment to

be connected or a suitable outlet to be placed as a provision for
future connection of & :erminal equipnent, where suitable inside
wiring is not already in place. The definftions of Residence T
Prewiring and Residence Postwiring and “the charges" appIicable e
Residence Prewiring and Residence Pos tw:.ring axe as. follows :

B T Y B R e T R IR S

a. Residence ?rewiriﬁg

The term Residence Prewiring means the i{nside wiring and
jacks placed during initfal comstruction of a residence
premises or during remodeling of that premises. Residence
Prewiring will be placed only at the discretion of the
utilicy subject to the provisions of Schedule No. 36-T,
Rule Neo. 16, only ff inside wall and ceiling coverings

are not yet installed. Each residence prewired commection
point shall consist of a jack and the interior wiring.
associated with such jack. The charges applicable to

each residence prewired jack commection shall be the
"Premises InteriorWiring Work, per comnecting peint, '
elezent plus the applicable jack—charﬂes as shown in’
Schedule 32—2 for modular jacks.
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B. TResidence Postwiring

The term Residence Postwiring means inside wirlog
placed by the Utility subject to the provisions of
Senedule No. 36-T, Rule No. 16 at a residence
premises during {nitial or subsequent provision of .
telephone service at that premises after inside wall .
and ceiling coverings are installed. The charges
applicable to each residence postwired Jack
conpection shall be the "Premises Interisr Wiring
Work, per comnecting point," element plus the

applicable jack charges as shown in Schedule 32-T
for modular Jacks.

Schedule Cal, P.U.C. No. 34T, Foreign Exchange Service

Proposed rates and conditicons for Business Routes Between Pacific 'a.nd—;_ ‘
Independent Exchanges as set r'ort'.h‘ in Exhibiﬁ No. ‘70,' Appendix H, Sheet 2 ‘-

are authorized.

Proposed revisions as set forth in Exhi.biﬁ No. 70,'-'Ap1$end5.x E‘," She.e_ta“:3._'.:‘
and 4 are authorized. |

Sehedules Cal. P.U.C. Nos. 36-T, 131-7, 132-T, 148-T and 149-T

Proposed revisions as set forth im Exhibit No. 70, Appendix C, Sheets 6

thry 12 are authorized.
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Schedule Cal. P.U.C. Nos. 45-7, L6-T, 104-T, 115-T and 135-7

Private Line Services and Channels - Proposed Recurring Charges
For Local Loovs For Above Named Schedules

Proposed rates and charges as .set forth in Exhibit No. 70, Appendix D,

Sheet 1 are authorized.

Private Lirne Services and Channels - Provnosed Recurring_Charges for
Channel Terminals for Above Named Schedules i

: _ _ b

Proposed rates and charges as set forth in Exhibi't Ne. 70, Appendix D,

Sheet 2 are authorized. ' i ) !

Private Line Services and Channels - Proposed Recurring Charges for
Interexchanye and InterdistrictArea Channels for Above Named
Schedules

Proposed mates and charges as set forth in Exhibi.t No. 70, Appendi.x D,

Sheet 3 are authorized.

Schedule Cal. P.U.C. Nos. 45-T, 46-T, 104=T, 115-T, 122T, 134-T and 139=T .

Private Line Sexrvices and Channels - Proposed Nonrecurring Charges
For Above Named Schedules ‘ .

Proposed charges as set forth in Exhibit No. 70, Appendix D, Sheets 4

thru 6 are autborized.

SChedule MO P'Uoc- NO ojl-r

Private Line Services and Channels - Move and Change Proposed ;
Nonrecurring Charges

Proposed charges as set forth in Exhibit No. 70, App'endix'n, Sheet T

are authorized.

Schedule Cal. P.U.C. No. 53-T, Message Toll 'reiephone Service

Proposed revisions as set forth in Exhibit No. 70-B, Appendix M-1,.

Sheets land 2 are authorized.
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The rates, charges, and conditions of General Telephone Company of

California for which it may seek an advice letter: ‘:anrease-‘ere""as

followss:

Schedule Cal. P.U.C. No. Al - Individual Line, Party Line and Private -

Branch Exchange Trunk Line Service.

The following rates are authorized for m‘exchanges'except for
Kenwood, Los Gatos, Morgan Hill and Nevato:

Rate Per Month

Residence Extensions _ . ' $l.00
Business Extensions $‘.L.00.

Schedule Cal, P.U.C. No. A-6 - Private Branch Exchange Service

Sections I, II, III, IV, ¥ A., VB, VI A. and VI B. shall ‘be
modified to include a 20% surcharge whﬂ.cb. shall be applica.ble to aJ.l

rates and charges .shown in the listed Sect.ions.

Schedule Cal. P.U.C. No. A-15 - Supplemental Services

The following rates are Aﬁthorized: :

Rate Per Month

Dial-ip-handset telephone : -
deslc or wall type, nonillumina.ted - $1.20 |
Touch Calling Service
Residence. o
Each lipe equipped
includes Lirst: st&tﬁ.on

 Additicnal station, each
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Rate Per Mon'ch
Business

Each line equipped | S
{ucludes Tirst station $1.90:

Additional s'i-.atisn,f each 0.90

Schedule Cal. P.U.C. No. A-34 - Pushbutton ’relenhone System Service
This schedule shall be modified to include a :.2% surcharge |

applicable to all ratgs and chzu-ges shown therein.

Schedule Cal. P.U.C. No. A-41l « Service Connectiou, Move a.nd Cha.nge Charges N

The following charges arxe a.uthori.zed-

Nom.'écum" ng ‘
- Charge = =

All exchange services (except Centrex ‘ IR
and Inward Dialing Services) : Business Regidence

SERVICE ORDER ACTIVITY

Initial Oxder

First ceatral office ‘
line on order 18.75

Ea.ch additional central

office line on-the

same order .- 8.50

Extension, each ' - -

ALl other limes,PBX Stations,
Subsequent Order

Moves and changes - - k.50

Additions, other than :
central office lines 4,50
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-

CENTRAL OFFICE ACTIVITY

Each line

PREMISES ACTIVITY

Igitial :

Addttional
Central étticé line, each
Extension, ea:h

Move or‘chunge; each
i{nstrument '

Pushbutton instrument, each

Supplemental services (all)

anrgcurring :

: curz

Business . f‘Rdsidenéef‘ ;

6.50

10.50 |

RELE S

10.50

lo.so

10.50.

110.50

10.50

Sehedule Cal. P.U.C. No. H-1, Zone Usage Measurement Plan

Progosed revisions as set forth in Exhibit No. 70-C as modified by

Exhibit No. T2-A are authorized.

65§CQ;V*.H'f1v“
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COMMISSIONER VERNON L. STURGEON Drssentang

The opinion is unrealistic in 1ts acceptance of
projected reductions in expenses for Pacafac in test year 1979. B
The evidence of alleged future savangs 1nvolves pure. guesswork |
and ignores the actual . experlence of the company-3- |

- Further, the order reflects a downward adJustment
in the test-year estimates of revenues upon the basrs of _
information made available after the company s 1n1taa1 estzmates.
At the same time, the order does not cons;der later 1nformataon
which also shows increases in the company*s expenses to be greater
than oraganal estrmates. In my oplnaon both revenues and expenses'f‘

A o

must be estxnated at the same trme to reach a farr and proper

_result. ‘ . : - _' ‘ ST
. .,/. .
Now that the Federal courts have made 1t clear’%hat

. / - '

it is too late for thenm to resolve the accelerated degfeczatron
and investment tax issues, we should take extra care to assure

L &
a faxr result. Instead of doing all that is necessary to assure

the xntegraty of telephone servace in Calafornaa, the order adds b‘

to the economic duress of the company and directs’ a rate reductmon

in the face of sprralzng double daglt 1nf1ataon and 1nterest rates.'“‘ ﬂlj

Never in my memory has an order denaed a utalaty a
recovery of test- year expenses based solely upon guesswork and

optimistic speculation about potent1a1 expense sav:ngs 1n years

ST
[
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beyond the test year.‘ Such speculatmon is 1mproper. thé . .
situation is made far worse when these progected future savzngs
are not matched against future expense 1n¢reases;wh1ch, in" the
real world, are far more certain to occur.‘ | | "

The order has created an author;zed return on capztal
which is purely fictional and unattainable. Ihe/adqp;;on“of an
unreasonably and artificialif ldﬁ'éipense'eétiﬁateveffédfiVeiyf‘
prccludes Pacific from earnzng the authorlzed return.' Such a
return may only be attalnable through reductlons and cuts in -
Pacific's servxce - 2 service deterloratmon whmch the ratepayers

of the company can 111 afford.

San Francisco,-California.
July 31, 1979 .




