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o P I N'I 0 N -----,-----
I:: 'GENERAL 

Procedural Background 
On Jan.uary 19, 1978, The Pacific- Telephone- and Telegraph 

Company (Pacific) tendered ro~ filing its '·Notice .0:£ ~t:ent:t6n ,To; 

File Application For General Rate Increase'· with' this. ComrAission .. 
This Notice of Intention was not accepted as complet'e by the ColllmisSio~ 

" ' 

sta.f.f until May 15, 1975. On July 14, 1978, Pacific·s. '''Application 
For General P.ate Increase", A'o'Olication No,. 5822;',' was riled with 

..... • , '. t'· 

t.b.e Co::rcission. This application seeks authoriz~tion i"?r a" 
general rate increase to produce additional annu3.l revenues in the 
amount of approximately $470,000,000, with an increase in Pa,ei£:tc~s, 
authorized rate -of' return to 10.7 ·percent. 

The application indicated in'summary £"orm the' following 
reasons for the rate increase: 

"The above-deseribed increases are necessary 
because Paci£"ie~s presently authorized rate 
of return is far too low to be reasonable in 
light of Pacific's eurrent and future financial, 
and business risks and because Pacific has a , 
pressing need to raise an unprecedente'd amount 
of capital to su.pport its· cons,truction program 
for the future., The present rates, if" continued 
through the 1979 test period, will produee a 
realized rate of return substantially below 
that which is presently authorized by the 
CommiSSion. and will signi£icantlyjeopardize 
Pacific's. ability to 'attract investors. 

-2-
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"Such increases are also required because of 
the continuing intlationary pressures which 
are causing Pacific's operating expenses 
to rise in amounts disproportionate to 
increases in operating revenues. The rate 
in~reases are further necessary to allow 
Pacific to continue to implement its plant 
modernization programs which will enable 
Pacific to provide cetterand more econom­
ical service to its customers.'" 
The application. was based on a test year of January 1, 

1979 through December 31, 1979. 
Order Instituting Investigation No. 21 (OIl'· No,.. 21) was 

filed July 25, 1975and consolid.ated for hearing with Application 
No.. 5$223. Duly noticed. publiC' hearings. ,were held be~ore' Adminis:t.rative." 
Law Judge Orville I. Wright • 

Pursuant to the schedule" the starf filed its prepared 
testimony and. exhibits on September 15, 1978,. The net. effeet:'of 
the staff recommendations, if adop'ted, would result, in' a ;ate' 
decrease of approximately $2)4 :nillion annually. The'scope of 
011 No. 21 would allow for rates 'to be reduced in, these consol~ 
idated proceedings. 

-,-

, < ' 

,I 

I , 
, . . ,. 
'. I ' • , , 
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I .' 

Following a prehearing co~erenceon July 21,,' 197e, 
, .1 .\ : ' 

hearings to receive public witneS$":t~stimony were held.' ;invarious ' 
locations around the State during August and early September. On. 
September 26, 1978~ Pacific 'began. presenting its rate ot'·· 
return t,estimony, followed by the sta.£f and oth'erpa~:tes., The 
record. on rate of return was closed and the issuess'1lbmit·ted for. 
briefing on Oct,ober 25, 1975. Pursuant, to, the schedule' ordered' 
by th~ ·w, -opeDing briefs on rate of -r'et,Urn were filed 'onJanuary2'; 

1979. Replies to the rat,e o£ ~eturn:tssue were 1ncludedin the 
reply briefs on the main case d.ue March 9" 1979.. Following, completion 

, , 

of the rate of return issue, hearings continued on an intensive' 
schedule. ).£-eer 5$ days of hearings,.' 149: exhibits, 6S"items by. 

I 
re£erence, aJld 6,.0$3 pages o£ transcript,. hearings were c'oneluded on 
January 11, 1979. Concurrent opening ~rie.fs were due noJ.at~r'than 
February 23, 1979, and concurrent, reply briefs we~e' due no· later- than. 
March 9, 1979, at .wru.ch time the matters stood submitted •. ' 

-4-
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, ' 
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,l 

1: I 

Synopsis of Decision / 

" ,. 
" 
" 

'Ibis .decision and ordeX;'reduces Pacific's gross revenues 
. :f 1 

by $42.2 million per annum in proceeeingswhereinPacificrequested 
, . " ,. 

an increase in annual revenues of $4~ro million and: staff recommended' . " 

a decrease of $234,million. 
We find· Pacific's allegations in its application ,that its .. ' 

current rate of return of. 8.85 percent is too low' to- enab,le it, to, 
raise capital in the competitive market to'support its,' const~ct:ton 

" . 

and modernization programs. in California· 'to betril-=:, .... We' increase 
its rate of return to 9.73 percent" yielding a: perm1ss.:i.b1e' share-

• ,>, • ",'. , 

holders' return on investment of 12'.Z5, percent and;,,'increas.ing:,gross 
revenues by $113.6 million. ' 

We find Pacific's allegations in its applicat:Lon>that 
continuing"inflationary pressures, are' causing: Pacific "$ eXPenses to 

rise disproportionately to· its revenues so that, if present rates 
are continued through 1979", Pacific will r,eal1ze a rate· of return 
substantially below its presently authorized rate of 8.85-perceIlt:' 

. to be untrue. We find that Pacific has substantially understated' the 
degree of increased productivity available and', to- be, ava11ableto· 
it through telephone modernization programs on" line" and on . order .. ' 
Pacific's conservatism in viewing produetivitytransl:ates" " 
in these proceedings, 'to its substantial overstatement of test year 
operating expenses and, hence, our adoption ot the stafft's more 
realistic estimates .. 

We also find Pacif:tc t s estimates. of its testye~~ .toll' 
revenues to be substantially' understated :tn' the- light of~ knoW" trends. 
The vigorous growth in toll calling throughout· california and',. !ndeed~~ 
throughout this entire land is. the j ustif1eat1oxf Paeific~ "$erts, 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 of· revenues· and. 
expenses for 1979 shows that Pacific would earn a lO~06· percent rat.e 
of .return at present' rates. Thus, while' we increas.e. 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 $-l5;.S.'m111ion~ The' net effect is a·rate reduction· 
of $42.2 million. . 

We have carried the indicated reduction .ofrevenues· into 
Pacific's rate structure primarily by inaugt:l:rat:[ng,:a. program, termed 
the Zone Usage Measurement (ZUM) Plan which is estimated to' reduce 
revenues by $105 million. ZUM entails elimination ·~f. all. remaining. 
multi-message unit se~ice 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 -;heir usage. Off-pe~and· weekend:: rate diffe~~tials 
will be available similar to those now in effect on long distance' 
calls. 'Ihe result we anticipate is that most c~llerspresently 
experiencing monthly multi-message unit charges ',:will see their,' b.ills . 
reduced without changing their calling hab:(ts.: Those subscribers.·who 
utilize the telephone system at, off~peak times will gain additional ' 
savings. '!here will be a modest (30 cents) increase!n fla.t r~te' 
service, but these subscribers will be pe:mitted' to: regrade to measured' 
service without charge if they so desire,_ While savings .to- many will. 
ensue, ZUM also will make' telephone rates in California .more reflective' 
of frequency, distance, and length of calls so that the cos.t: of the 
service provided by the utility and the price of the serVice to< the. 
customer will become more in balance .. 

We are continuing the program to' implement S·ingle Message' 

Rate Timing: (SMRT) by extending it to Sacramento, Bakersf:telcf:~: ,FresllC>:~ 
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, ' , 

Modesto:t Rivers1de:t Santa Rosa:t. and Stockton on afeas·ible schedule,.' 
a revenue reduction of $5.2 million. 

We find that ,the rates for special equipment:to' assist 
. the deaf and other handicapped users in gaining. access to.the tele­
phone system should be materially reduced, a revenuereduction,cf" $12 .. 0 

million.. ~'1e believe it is a desirable goal and in the public interest­
to seek to provide Mlaccessto' the' telephone network, for all ' 

'. 
handicapped, persons at the same basi.c exchange: rates as are ch~ged 
to subscribers in equal circumstances save' !'or~ the;fact, o£the1:r 

physical disability. 
Key telephones, extensiOns, premi'UIllsets, and se~ce 

, , . " ~ 

connections, 'are all foUnd to be unde~~cedinrelation:to. costs, 
and. we increase ,these rates by $55.2.million, collectively'.. . 

't'le preserve the present- 30-eaJ.l lifeline rate,.' but- increas'e 
the charge for addi.-cional ~a11s fro~ 5 cents to, 10, cents (3'1";'40.' 
calls.) and. 15 centS (41 calls and over). . 

Many other changes are encompassed'in this decision, but. 
the foregoing may be conSidered as most significant • 

-7-
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Legal Princi~les 
Pacif'ic".s entire 500-page bx:1e!' is, predicatedupoxl.; " , 

, f " 

legaJ. principles which are true in. and of themsel veSi but wholly 
inappl~cable to the case before us. -_._.' -~-----., 

Pacific- earnestly asserts that "every investment maybe 
assumed to have been made in the exercis.e of reasonable judgment, 
unless the contrary is shown." (Missouri ex rel S. W. Bell T'~ Co'~ .. 
v Public Service COr:mUssion (1923) 262 us 276, .. 2S9'.) Ac.cordingly, 

asser-...s PacifiC,. the Commission is required to· presume that "Pacific's· 
judg:nents" on revenues and expenditures were made' in. 800(1 faith~d: 
were not imprudent until the contrary has been a.rrirmatively . . '. . 

established by those contesting the exercise o!'manageriaJ. discretion. 

, The decision eited by PacifiC, together: with its other' . 
points, and authorities, all go to the same prinCiple,' whi-eh is . that 

this Co:mnissi,o~ \dll. not d.isallo~_ for ratemaking.:2u'rPos~S:~ari· am~uri:t:: 
expended'by a utility as operating exPense Unless there'isa.n'abil~eo!' 
discretion in making the expenditure by the corporate officerso£. t.he 

public utility_ That this is true there can be no doubt~, How the' 

principle, applic~le to· past test periods and past· :expenditure.s:, 
applies to future 'test. periods and estimated expenditure'g.,such:'-.as. in 
this case, is not explained. - ::' . " . . " ,', ': . . , ~. 

The star!" sets !"orth thelong-atandingandp~oper rule ~. It is" 
settled that in order to raise rate~ it i~ incum'oent,~"'~n ~.the. ·.:U:ti·lityto . ' 

justify the' increase be!'ore the Commis'sion. (Northe~·~l. Po~~' Com'Oany 
(1912) 1 CRe 315.) The utility seeking an increase in rates,has· '.' 
the burden of showingoy c'lear and convin~ing:eVidence·,'that i t:iS;.'· 

, " " .'. ," " '1 ," 

,"' ,-. 

.•. , . 
.: , . ' . 

-s-

".' i'., 
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• 

• 

• 

A.58223 et al. ks 

entitled to such increase. The presumption is that- the existing 
rates are reasonable and 1a:wiul. A:ny doubts must be resolved 

against the party upon whom rests the burden of. proof. SSouthern 
Counties Gas Comoany (1952) 51 CPUC 533,; Citizens Utili ties Com'Oany 

(1953) 52 CPUC 637; Park Water Company (1955) 54 CPUC49S:.) 

This Commission is charged with the responsibility'of 
ensuring that all charges, demanded' or, received by any public utility, 
shall be just and reasonable. (Pub. Util. Code § 451.:)' No, public 
utility shall raise any rate except-upon a showing before·the 
Commission and a finding by the Commission that. such increase is 
justified. (Pub. Util. Code § 454.) (See Cityot Los Angeles v 
Public Utilities CommiSSion (1975) 15 Cal 3d6So.') 

To meet the burden of'" presenting clear andconvin'cing 
evidence of the need for an. increase, the applicant mus,t, produce, 

evidence having the greates.t probative force. (Railroad Commission 
v Pacific' Gas &: Electric Company (1938) 302 US· 3SS.) Thecredibilit-y 
of witnesses and the probative value of their testimony are ques.tions 
for the trier of fact. (V~onard v Watsonville Community Hospital' 

(1956) 47 Cal 2d 509, 518.) It is for the Commission to arrive at 
its findings from the consideration of'" conflicting evid.ence,· and 
undispu:ted evidence from which. conflicting inferences may reasonably 

be drawn. (Southe~ Pacific Company v Public Utilities COmmissi~n 
(1953) 41 Cal 2d 354, 362, appeal dismissed, 34S US 919', 98:', L ,ed 414.) " 

'. 

:, ".':, 
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The Commission may form its oWJlconclusions as to· the 
pro'bati ve value of the evidence before it. (Market Street Rail way 

v Railroad Commission (194;) 324 US·54S~ S9 L ed·1171.),. The 
Commission may choose its own criteria or method of" arri'ving at 
its deeision~ even if irregular, providing. unreasonableness is 
not clearly established. (Pacific Telephone & Telegraph.Com'Oany 
v Public Utilities Commission (1965) 62 Cal 2d 634; American Toll. 
Bridge Comoany 'V' Ral.lroad Commission (1939) 307 us· 486,; S3'L ed. 1414.) 
When the utili't'.Y has not sustained the burden of satisfying the 
Commission that the proposed increase in rates is justified, the 
application will 'be denied. (E. L. Anderson (1930) 34 CRC:676, ... ) 

The foregoing are the precepts .which we.mus~employ in 
considering the record before us. 

. , 

',' 

. ' 

.. 
. ... 

I ~ 
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ALJ's Rulings 
At the outset of Pacific~s opening brief on general rate- ' 

making issues, three rulings. of the ALJ are challenged. The challenged 
:-ulings were made during the course of'the evidentiary hearings: 

and are alleged to have arbitrarily denied Pacific its right to' 
, , ' ,. . ' "~ 

present evidence in this proceeding. 'The rulings are alleg~,~d to' 

be "serious prejudicial error."" '," 
The f'irst ruling excluded £rom evidence Exhibit 8~A for 

.,' .... . \r::t • _ 

identification. This exhibi'l; is entitled "Results, of Feder;a,l 
Co:mnunications Commission Docket 212)0'" and presented the tes.t year 

effects of changes that would take place, on Pacific"s books:o;f 
, ~ 

account effective Ja:n.uary 1, 1979. At the time the exhibit was 
offered into evidence, it was established by starf' counsel ,·s· • . . 

q,uestions to the sponsoring witness that: (1) the material was 
in£or:national only, (2) Pacific did not rely upon the in£ormation 
for a:n.y relief in the proceedings, (3) the material being.o£.fered 
was late-filed, and (4) the offer of the exhibi'l; was 'contrary to; 
~he time cons~raints o~ the Regulatory La~Pl~without good cause 
being offered in excuse therefor. To the JJ..J's direct ques·tionas 
to what b.ar.:n would befall Pacific if the,proffered exhibitr:was not 
recei ved. iI; evidence, Pacific merely asserted that it wished to- have the 
information presented in FCC Docket 21230 before the Commission at 
the time it deliberated as to its deciSion in this case.. The ALJ 
accordingly orreredPacif'ic the opportunity to produce the docket? 
have it identified as ~ item in the proceeding, and have it, thereby 
physically placed before the Commission. in. the record of this pro';'; 
ceeding_ Pacific did not so produce the document p bu~, o£eourse, 

-11-
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this COmmission will nevertheless take official notice of,the' 
decision in the subject docket. 

The second'alleged error of the, PJ..Joccurred dur:t:ngthe 
cross-examination of Pacific's witness on advertising expenses., 

: ';11-' 

In its brief, Pacific states that during cross-examination,' of: its 
advertising wi mess, s.taff counsel established that after the 
preparation of the advertising exhibits new inf'ormationbecame 
avail,able to Pacific which caused i tto, cancel plans for ,two, ,of the 

local advertiSing projects which it had included in its pro-j'ected 
expenses for test year 1979. The estimated e~enses exceed'ed 
$1.6 million. Paci!'ic states that on redirect, examination it 
atte!np'ted to se'trorth other changes which 'WOuld incre'ase',the 
advertising budget ror test year 1979 but was not permitt'ed, to, do , 
so .. 

Thus, Pacific asserts, it was denied the right<t¢',adduce 
, " 

additions to its advertising estima"tes while being;. sub:jec"ted, to 
dele"tions therefrom by reason of' s.tarr counsel't'seross-examination. 
Such procedure, Pacific asserts strongly, was recently condemned 
by this Commission In re Southern Calif"ornia Edison CO::%1'Oany. 
Decision No. 89711 (December 12, 1978), where it was said~ 

"'We no"te that 'to the extent that later information 
is used, there should be- a two-way street in its 
utilization, and the end result should re!,lect both 
additions and de1e"tions and any adj,ustments deemed 
appropriate" (Slip opinion, p. 99~) 
~t Pacific neglects to mention, even by trans­

cript reference, is that the alleged deletj;onsfrom Pacific·s _. -
advertising estimates for 1979 we're the direct result or: 
Pacific's counsel's failure to objec"t 1:n a 'timely fashion" 
or at all~ to questions"' of' starf' c,ounseJ: Which. drew forth., 

-12-
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'the damaging admissions:. Further, the record shows. that.. 

when the staff counsel made a motion to strike the $l.,6, million in 
question, Pacific's counsel was directly asked 'by the ALJ whether' 
it chose to r~ly upon the presentation and wished to present it. to 
'the Commission for its eonsideration. Pacific r,esponding in the 
arf'irmative to such direct-questioning, the ALJ denied. thestai'f 

. , 

motion to strike the material. Accordingly, allowing Pacific to 
add new advertising expenses to its exis,ting exhibit, produced in. 
accordance with the ReglJJ.atory tag Plan, would. ha.ve- clearly been 
contrary to the time constraints of our resolutiones,ta'blishing·· 
a measured program for expeditious resolution of general rate 

proceedings. 
The third. allegedly serious prejudicial error of the 

kLJ occurred with respect to his hsndling of proffered. re'outtal 
evidence of Pacific. That PaCific misunderstands the regulatory 
process- and the presumptive expertise of the CommiSSion as a ttie~ 
of fact is well established in the staff"s· brief:. The staff' recites 
that at the commeneement of the he'arings on JanuaryZ, 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 ther~cord.. The 
JJ.,J gave leave to Pacific to include the stricken material in 
its briefs if it so desired., and Pacific has done so:. 

Pacific argues that its rebuttal testimony is. ~he opinion 
of experts testifying within their special fields. o£ experti~ewhich 
are beyond common knowledge and experience. Pacific asserts, that-

. . 

the testimony o£ the sta£f' and; other parties is largely opinion .. 

'\ 

-13- . 
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testimony:<6d no different from wha:t is being offered in rebuttal. 
Pacific fUrther argues that limiting its of'1"ered rebuttal testimony 
to presentation in a brief was denial of a fair hearing, Citing 
Public Utilities Code Section 1708 and Cali:rornia TruekingAssoci­
ation v Public Utilities Commission (1977) 19 Cal 3d 240., 244-245. 

. . " 

Finally, Paei.f'ie argues that exclusion o~its rebuttal testimony, 
sua s~onte, by the ALJ denies it equal,protection of the law since 
no similar action 'fras taken with respect to the allegedly similar 

, ' 

type of evidence' of' the staf'f" and other parti'es. 

Pacific equ~~es: .::the Cornmiss:ion proceeding here to that 
of an ord.inary cou:-t ot.i~~. In the latter case" 'the use of" 

expert testi:nony is gen;:~r"ally permitted to. assist the trier of 
fact 'in matters so,' bey~J~ld\:;:he common eXperience that" the opinion 
of experts is helpf'ul~ ::(r,atld.n, California Evidence, pp'. )66-)70;, 
Evidence Code, Section .720 (:i) ~) . 

Unlike jury tria:~s" however, in ,administrative proceedings 
before any agency composed~:::of trained specialists and before expert 
examiners or hearing ottiC~~, the burden of evalu~ting' the:: weight' 
and probity of teStimony and, evidence covering technical subject:, 
matter is primarily that of sifting' and evaluating, the ev:!::den.ce 
b.~ed upon the agency's exP~rtise. Expert opinion does not bind ' I 

the Commission. !'he CommisSion may form its oWn conelu,sions with:' 
out the aid of' expert opini"Ons,. (Market Street Rail way v' Railroad ' 
CommiSSion (194';) 32.4 us 54&~ at- 560-56l~ $9 ,·L, ed 1171. at llal:'~)', 

Merely labeling the testimony or· its w:!:tnesses, as "'expert" ' 
does not give Pacif'ic the right- to present the rej'ected.'teStim~ny' ' 
as evidence. The Commission. is. capable' of' 'we1gh1ngthe: start' ' 

-14-
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evidence in its case in chief" with that of the applicant :inits·' .. . . . 
case in chief without additional testimony and argument by,the·appli-

cant. 
The applicant is entitled. to· produce evidence ,in· rebuttal 

to meet new facts put. in·evidence by other parties after,-eheapp1:tcan't' 
has rested its case in chief- (48- Cal .. Jur •. '2d 154;'Wigmore, Evidence, 
Section 1m et sect-) It was penni tted to do so here': Thepresid:ing·· 
ALJ has discretion over the scope of rebuttal and may disallow 
evidence merely cumulative of the eVidence given' in ch:t'~r~' CRayv. 
Jackson (1963) 219 CA 2d445.) 

Given the constraints of the Regulatory Lag Plan .. and the 
fact that 53 days of hearing had already taken place, it is clear 
that the ALI properly exercised his discretion in 1imiting'rebuttal 
testimony to factual presentations. rather than testimony merely 
contradictory of other parties. (Kahn V' Revett (191$). )·9: CA312,.)· 

We believe that the substantial rights of the applicant. were 
carefully preserved in the process. of' perm1tt.ing factual· matetials 

- . 
into the record as evidence andallo'Wing argument, reasoning,· or 
statement of position of Pacific to be- brought. before us by way. 

of brief', as Pacific na:s done. (Pub .. Uti1 •. Code.§' 1701; RUles of' 

Practice and Procedure Me 64.) 

-15-
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'Wllat the . ALJ has accomplished in his ruling With respect 
to rebuttal testimony, as a practical matter,cqn scarcely be 

said to have prejudiced Pacific. If anyone is prejudiced, it is 

the parties to the proceeding who have been denied the opportunity 

to cross-exami:le Pacific' s policy witnesses with respect. to"the'ir­

arguments. We ha.ve Pacific's arguments· before us; we have considered 

them, each and all;. and we could not have done more had"they been 
given a n\:lllber and set, .forth in the record as the exb..:Lbi.t. next in' 

order. 
I ,.' , 

No error has been demonstrated by Pacific •. 

,,'f 

"", ' 
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II. RATE OF RETURN 

Present Authorized Rate of' Return 
Pacific last sought an increase in its rate of return in, 

Application No. 53587 and was authorized a return on equity of ' 
11 percent and a rate of' return on the intrastat.e:rate.~ase, of' 
S.85 pe::cent 'by Decision No. $)162, issued July 23, 1974, (77 CPUC: 
ll7). On November 2, 1976, the Commission, issued Decision No .. 86593' 
in Application No .. 55492 and Case No·. 10001, which, among' other 
tohings, reduced Pacific~s rate of return by 0.007 of a percentage 
point (from S.85 percent to &.$'4) percent) based uponPacii'ic"s 
excessive level of held orders or service deficiency (80,CPUC: 5,59).' 
Ado~ted Authorized Rate of' Return 

In this proceeding we are authorizing a return on· equity 
, " 

~or Pacific 00£ 12.25 percent and a rate of return Ol;l i:ts intrastate 
rate base of 9.7'> percen-e. We will review the position and evidence 
presented 'by ~e parties, all of whom agreedthatPaC1o£ic:;'S. pres,ent 
rate oi' return is inadequate, and our reasoning in arriving'at our: 
deeision with respect to the appropriate earnings leve~ for Pacific.' 
Pacific 

Pacific's treasurer, Mr. Ro'bert M. Joses,testif:ied'that: 
-ehe cost of common equity to Pacific is at least. 14.5, per'cent,~ 
resulting in an overall rate of re'turn.which should' be a~p11ed to, 
ra'te base of' at ·least 10.7 percent~ Hetestii'1ed that" due to" the 
impact .of' inflation and delays. in obtaining rate relief, actual, 
earnings by Pacii"ic in the last several years. have .fallen£ar' shon. 
o! the level o~ earnings authorized by the Commissiondes:pite ., ',' 

productivity increases. Only recently,. according to' Mr. Joses,; 
have earnings begun 'to approach 'Che authorized,level • 

'-17-
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Pacil'ic's post-tax interest coverage has declined 
signil'ican~ly in recent years and it is now the lowest in the Bell 
System. a~ 2.46 percent, being well below th.e 3'.0 percent, levelwbich. 
this' Commission found necessary in Pacific's last gener~rate" 
application involving rate of return (Pacific Tel. '& Tel.:(1974) 

77 CPUC 117, 134). 
, , , 

.Pacific's dect. issues were down-rated by recognized rating, 
agencies over 'the past. several years, and" at 'the conclusion of' the, ' 
hearings were rated cy Moody· s at Aa and. by Standard,' &;' Po¢~:t's:at' A+; . 

Subsequently, Moody's has further 'down-rated Pacific's, 'debt issues to ,,' 
an A rating. 

The :narke't price of Pacific's common.. stock, haS,' been b~low , 
book value for eight yea.rs." and dividends have been increased only, 
once since 1961; 'they have not; kept pace with the::r~te ?~ ~n!'lat1on . 
or with. comparable investments. The market price: of Pac:ifl:c "s 
common sto,ck is presently approximately 70, percent of' the b'O~k' . 
value, making Paci£ic the only B~ll System company with a' market-· 
to-book ratio of less than one. 

Finally, Paci!ic's debt ratio has· risen .from 45.;, percent 
in July 1973 to 50 percent .as of year-end 1977, resul.ting:'inPacific's 
,having the lowest common equity rati~, as of' December 3,1,:,1977 in the 
Bell System. . 

As a result of all the above factors, Mr. Josestestified 
that it is becoming, increasingly difficult, for Pacific to raise capi­
tal on reasonable terms in amounts sufficient, ,to cons.truct, the' 
i'acilities necessary to meet customers t

. service req,uirements;. 
In addition to the foregoing difficulties.,," Mr. ·Jos~s· points. , . ' 

to the possibility that Pacific will have to refund substantial' . 
portions of the allegedly inadequate revenues already coli'ected, and 
have present earn:i.ngssuostantially reduced on a.n ongoing,basis. by 
reason oi' this Commission's September 13, 1977 order (Decision No,. $7$3$),., 
commoniy' referred to 'is'''the·'Ulx' remand ease. Making this.situatio; even 
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;, 
'; " 

"r" .......... , 

'i· 

::lore dif'ficult, according to Mr. Joses: istheInte~al'RevenueService' 
(IRS) ruling of JUD.e S, 1978", that, Pacific would. become in~ligible:to' . ' ' 

use accelerated depreciation, both, :retroaetively and prospectively",i£ 
: I ' ~. . . 

the Com.:ni ssi on • s a£'oresaid order becomes final. Use of the investment 
'taX credit is likewise a.f£ectedby 'the: above considerations. 

An. added factor, pOin'ted·out~· by' Mr. "Joses, whi~h' makes i·t. ' 

even more difficult for Pacific to raise' the necessarycapitali'll the', 
future is the' apparent :r.-ei"Usal of' the American~ Telephone&, Telegraph 

Company (AI:J.erican), Paci.fic's majority shareholder,to,subscribe 
. . , .. '. 

to ar.yaddition31 Pacific COm::lon equity offenngs' as long. asPaci.f:tc's, 
!"i:c.ancial co:c.di tion is not improved by action on' part of' ih1'sc6mm:tss:[on., 

A major premise of Mr. Joses' views withrespe~t to· Pacific's 
eapit.al needs is his belief that ,Pacific must regain its'AAAcredit. 
rating as a prerequisite to, its being in a position to. properly serve:'" 
its customers in the California market. To, 'obtain an AkA' ra.ting" '" the ',' 
wi -cness tes,tified Paci.fic should maintain a capital ,structure, composed' 
of no more than J.,.5 percent debt· and at least 55 percent-'eq,uity. 

To demonstrate Ule validity ot his views in an ob'jecti...,e 
fashion, he relies upon a torm of the "comparable earningstttest,;~· 
deter:nin1:lg ...m.ich companies have risks which are comp~able t~,that ' 
of PaCific, ·..rhose rate of return :'s being determined. 'l1le i witness 
contends that Pacific's financial risk isext.remely hig~'by reasol?-' 
of the unco:mnonly low equity ratio of J.,.5, percent,. and i·ts'bus:tn~ss 
risks a:e likewise high, th~ following maj'orfactors·contribut:i.ng' 
suostaAtially to such businJss risk-or Pacific:. . . . 

Growing.competiti~n 

The current federal. antitrust; suit:· (pr1.Inarily.seeking· 
d.±vest±tt'Ire·-o£···Westertr-EJ;ectr:i;'(:-from~.Ame.tic~), 

. ~'. ~ -.--'" - .' ~"",:.,,., ~ '. 

!n...4'"l.ation 
Labor and capital. intensity of: Pacific. 
Regulatory lag. : 
Uncertainty of eligibility for accelerated tax 
depreciation . 
Job development investment credit (JDI~)' 
Prospective changes in U.S. telecommunications policy 
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Pacii"ic is now subject: to growing competition,. according: to 

Mr. Joses, in many areas of ,its' business,. As a' result ot the Feder~' 
, , 

COmr:ru.nications Commission's (FCC) Regist.rationProgram" PaCific t~ces ' 

the prospect that substantial numbers of its eustomers may e~lect to: 
purchase ter=inal equipment trom outside suppliers,~ In 'add~tioIl'to, 

, . , ',1., , 
the risk ot loss of business~ there is the ad.d.iUonal risk that, ' 

Pacitic might find it. necessary to write off equipment that coulcL' 

otherwise continue to be productively employed. 
Specialized eoc:rmon carriers also pos,e' a basic" threat 

-:0 Paci!icts ~usi:less, according to the' 'Witness. S~ch 'speCialized, 
ca.."'Tiers are allowed the use of Pacitic ts: facilities, but, are free" 
to service only the high density/low-cost ot' service rou1;es,:while 
Pacific is required by its certificate to service: all routes,., 

Pacitic regards the threat ot dismemberment. ot the, Bell 

System as a result ot the pending federal antitrust suit as',adding" 
substantially to the present :risk ot inves,ting in' Pacific. ',ObviOUSlY, 

according to the witness, if the Bell System is dism~b;ered',', Pacific" ' 
would no, longer have the various risk-reducing b~nefitsthatvar:Lous . .' '. , . ,,\ 

expertS~ utility com:nissions, and, assertedly~this" Comm1ssi,on have,' 
over the yea..."'"S- found tc be provided by the unif'iedBell System (e.g:., . 

Pacific Tel. &= Tel. (1974) 77 CPUC 117-134)., 

The prospec'C of further inflation, ,having in mind , the, high' 
labor and capital intensity or PacifiC, together w:Lth i regulatoxy',lag, 
combine to increase dramatically Pacific's business, risk~':.accordi.ni 
to Mr. Joses. The Cali£'or.c.ia Consumer Price Index has £:xr outstripped 

the increase in telephone prices and PaCific" throughe£fectiv:e " 
. ", " ' ,"'" r 

management innovation, has" in, Mr. Joses t opinion,provi~ed California: 
ratepayers an outstanding service at bargain prices.' ,: 

, .' 
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The witness testified that when the effects of 'inflation. 
a:1d Pacific's labor and capi t.-al ±ntensi ty' are comb·ine-dw.iththe 
e::::ect of :-egulatory lag the damage is severe and su,bs tanti ally' 
explains Pacific's present low financial s,tanding. 'Pacificha.:s.had 
to wait ~"'l average of about. two years for relief in'its last three 

.' ""'; , ' .. ' ·,1' ' 

cOr:lplete~ rate cases. The net effe'ct of these lags, acc·ording.tc 

t.he wit.ness, is that revenue increases are ina~equate because they' 
,are lat.e in arriving and based on old operating data. 

The wi t.ness cont.ends that Pacific's. busir£e,s.s risk. is increased 

sig:lifical"l.tly by the risk of ineligibility for accelerated d:epreciation 
and Job Development Investment Credit (JDIC) resultin;gfromtMs:,' 
CO::J:nission's September 13, 1977 dccisj;on on that.su:OSect.He. believes 

this has grown :nore grave as a result of the IRS ~i~gs,ment.i~ried::,'earl:L,')7. 
t.hat Pacific will become retroactively and prosp'ectively ineiigible:tor 

these t· .... o tax benefits if the Com.:nission' s deciSion,i'5- allowed.to: :gO:i:n.~,,,. 
effect. Finally, Pacific faces a. very: la~ge degree df, ri:sk bY.virtue.o£> 

the prospect. of changes in U.S. teleconi!nuriicat:ton~policy: 'which are' 
currently being considered by Con~ress. It . now 'appears likefy" 

, ", 'f·· " ·, ',", . ' 

according to Mr. Joses, t.hat Congress may completely/;'rewrit,e' the 

COI:l.-nunications Act of :i. 934. and the Satelli te Cornmuni.c~tionsAct. of' . 
1962 with, as yet., uncertain ef'f'ects' on the role O.f".~;'P~ci'fi'Ca$>a·. . 

regulated t~leco:nmunications utility. Thus,. thisr:t:skis of.pot.entially 

u.."'lli.,...i ted dim~nsions, according to the :...n.tne·$$. . .' ..... ......, ' .. '. 
Having a."'l3lyzed a number 'of' aspects. of. Pacitic's 'financi.il 

a.'"ld business risks, If~. Joses. next selects three' groups. of comp'a~ies 
. ,~.'" , ", " ,. " 

t.o compare ...n.t.h Pacific in his eoployment' of. the comparabl'e 'earriings, 
approach,. In order to restore PClci:t:"icts credit, standing'an(i its: 

f.ina.'"lcial i:1 tegri ty to a· high-quali ty level,' Mr. Josfis: 'c~nc1ude~: that 

Pacific.would have to earn a return"commensurate with th~t"ot"h.~iJ.~· . 
qualit.y co:np.:1."lies. Thus, two of the. groups he.' selec:tste>',studY3:!:e 
the AAA elect:ics and t.he AAA indust.rials. In addition,he,s:e:uc[ies. 

• I~' ,. '.' "' 

the returns on equi-ey of electrics whose stock, is: trading at a 'price 

of 120 percent or mor-e of book valuesinc'e that.' is: th:e~arket":"to-b:o¢k 
relationshi'O which he determines Pacific: needs~ iii; order 'to,b~:abl'e"'" . 

~ . 't~' 

t.o sell e<:Jllt.y without dilution .... ~ ,', ,:. 
I /1' 

I,~ 
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~!r. Joses' comparisons indicate that: while Pacific'S, new 
debt in recent. years has cost generally 'more~han new AAAissues,' 

Pacific' s equity earnings have been' substanti:ally~'low~rthan, t~e~e 
three groups of companies - an average o,f 41pereent:~'below 'the AAA' 

, i ' , 'I 

elect.rics~ 47 percent below the elect.rics selling;at120'pereent.: or 
::lore of book value, and 43 percent below t.he AAA 1ridust.ri.9J.S:. 
Pacific has earned only 56, percent of ,what oth.er companies w.tthwhich 
it ~ust eo~pete have earned on equity. 

Mr .. Joses' second approach to determining 'Pacific's cost of 
eCj,ui ty is the equit.y risk premium approach. Mr.' Joses,' analyzes' the 
same three groups of companies again because~ allegedly, those companies . 
display t.he characteristics of good financial health which. Pacifie " 
~ust achieve in order to regain its rinancial int'eSrlt.y.The equity 

: risk premium approach is de·scr1bedby Mr. Joses as be:Cng: ,based,0Xl; 't.he 
universally accepted fact that the cost,of debt:;Cora firm,is less 
tb.a:l. its cost ·of equity. Thed.irrerence bet~eer_the t'WOeo~ts'is,th.e " 
equity risk pre:nium~ which represents, the cost spread that. .is, 
inherently found between debt and equity. Taking, the three groups 
or comparison companies~ Mr. Joses determines an averager;tsk premium 
for fi ve- 3:ld ten-year historical periods between the cost of' new debt' 

'f • ' 

and the retur:l on book eqUity for each or the three' grou.ps,. '!'his 
average difference equates to the premil.1m earned by equity over: debt 
by these £i:lancially heal'thy companies.. He, then adds 'thes,e eq~ity;, 
risk pre:i-.:s al ternat.i vely to the composite cost· or Pacir:tc:'sf:l:ve 
most recent long-term deb': issues, which span the period May 1973-
through. January 1975. Based upon these three groups, Paeific's ' 
reCj,uired. return on equity to be competi tive"<~anges f.rom. a ,'low or' , 

13 .Olpercen't. to a high of 16 ... 0J.l. percent .. 
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, , 

Based. upon these data and the conSiderations already disdussed, 
, " , " ". III • 

concludes that the return on equity for Pacifie;:, at the' ': If.r. Joses 
objective debt ra'tio of 45 percent should. b,e in the range: or- l4 
percent to 15 percent. HO';alever, since Pacific~s debt rat:i.~: f"or 1979 
is estimated to average 52.3 percent and its commOIl, equity ,ratio, is 

estimated at 43.3 percent, he concludes thataretu~n on'equ~tya't-i 
't.he upper end or the 14 percent to 15 percent range isde,rinitely, '~ 

war:-anted. 
", 

In conclusion, Mr. Joses reaches arecommended:~osto.r~ 
com::non equity of 14. .. 5 percent by utilizing ,the midpoint'0£,:th~'14,' 
percent to 15 percent range" which he finds to be the 'bar~ minim'-'l.m ' 

cost or- eq:c,ity for Paci.fic. This conclusion is based on the" resU1~' ,",' 
of comparable earnings and risk premium tes'ts- for the select'ed" three 

groups of companies mthcomparable'risk to Pacific. Eased.-on this. 

:i:c.i--u: cost equity capital of, 14..5 percent, the overall > rate: of 
return to be applied to rate base is, 10.7 percent. 

PaCific next presented Mr.R:ichard W. Lambourne;Senior' 
7ice President of McMorgan and Company" a fir:n specializing i; the 
investment management of large jointly administered pensi~n fundS.. 

Mr. Lamoour:l.e stated that the purpose, of his' testimony 
was to evaluate, as an outside expert, the facto,rs which a pro:f"essional, 

investor would consider before investing in Pacific' ssecu~i 'ties. ' 
Based upon~e strengths 'Of the telecommunication industX'Y,/ and the' 

dyn.am.c economic growth of the west, Mr. Lambourne, testified'thati 
professionaJ. investors would normally view Pacifieas an ,at.trac.-..,ive but ", ' 

.' , ". 

conservative investl:1en'C except for a'number O~' signi~ieant 'potential, 
.and ac'tU<ll negatives in the si tuation_ These f'actors are' as £ollows.::~ , 

Increasing threat of' competition in the: communications 
fi~d ' '."" ... . " ", ' 

Telephone revenues more sensitive todecl'1nes' in, 
'economic acti vit.y 

Inflation 
Regulatory lag 



• 

• 

Mr. lambourne compares Pacific's, eq,uity as viewed bya 
prospective inves'Cor with equity offerings of other Bell System' 
companies and concludes. as did Mr. Joses, that Paci£ic's'1s perhaps 
the least attractive to· an investor. 

However, in ter:ns of professional investors" perception. of'. 
risk, the wi t.ness testified', that the fact that the regulatory enViron~ 

I , " " 

ment in California is among. the most adverse in the. nationrrom,· the,: 
investor.'s point of view is. given the greatest weight.. Mr. tambourne's 
methodo-logy in arriving at an appropriate rate. of. return. !or,~'aei:rie?-, 
whieh he believes should be' in the range or- 14 percent to' 15" pe:r::cent.:" 
is derived by use of the risk premium approach. 

Pacific. in its direct showing, also presented Mr. Paul . 
Hall1ngby, Jr., Vice Chair:nan of: the, Board. of Merrill, Lynch, Pierce, 
?en:l.er &: Sci th, Inc .. , and Managing Director of: its Investment. B:a.:C.king 
Division:-- Mr. Hallingby described the purpose of his te~timony as, being. 
to establish the level or earnings, required for Pacific to· attract the::, 

" ~.' .. ' ." 

necessary capital under all market cond.i tions and on satisf:aetorY' 
ter::ns. . . 

This witness stressed the increasing importance' attributed 
.' • ,.' ,..."" I .,' 

to r.roody's and Standard &: Poor's.bond ratings by investors in their . 
decision-making process... He points out, that. Pacific's debt. financings. :' 
have been consistently larger than those ,of the average' Bell, subsidiary' 
and ~ar larger than the average Aaa/AAA Indust.rials: and:. the: average, ' 
Aa/ AA Electrics.. . The large size of these bond.issues· has: generallY'~ . 

" ~ , 

d.ictated that. there be only t.w~ bid:dinggroups ....men they are sold, at. 
competitive bidding, according" to this witness.. By contrast" . when ' 
electric 1:t.ili ties have sold bonds competi.tively there have often 
been three to five bidding groups. This reduced competition creates 
a grea-:er risk, according to Mr. Hallingby, that' there will. no.t.-,.bean 
acceptable bid for Bell subsidiary bonds, and. this risk can only. be 
mitigated by ~ntainingtheir Aaa/ AAA rating~ 
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For this, and £or other reasons given by the. witness, .he .. , 
" ,', ' I)" 

believes it is necessary that Paci£ic once again secure an Aaa/AkA' 
rating to b~co:ne_tully competitive ,i:- obtaining new capital. 

YII". Hallingby, as does Paci£ic's" other witnesses., cites 
ini'lation, antitrust action by the Department o£" Justice', regulatory: . . . , 

lag, a:ld competition as being negatives. in Pacific's. securitym~ket 
outlook. The primary distinction, however, which this wi'tness finds, . 
bet'Neen the business risks or- Pacific and the other Bell subsidiaries, 
is the state regulatory environment •. Mr. Hallingby ~estified that.; 

,. '. 'i', ,'''' ' I 

in his view, the California regulatory environment is 'one of the worst 
" I. ' 

in the nation fro::1 the viewpoint of' securi~y holders,)and, thus.,. 

Pacific'S business risks are greater than. the average Bell subsidiary. 
Mr. Hallingby's objective .evidence wherein h;e.arri.ves'at a 

recom:lenda.tion that Pacific :shou1d earn a 15 perc~nt return on" equity' 

is based upon the risk premium approach, as well., . 
The risk premium approach, which is described by Pacific 

as the method commonly· used by professional investors and market.' 

a::.alysts, consisted. in this proceeding. of the utilization or a 
52-year statistical analysis prepared by RogerG. Ibbotson, Assistant 
Professor o~ Finance, University of' Chicago., and Rex ~. Sinquefield, 
Vice President, American National Ballk & Trust Company of 'Chicago:. , 
'r'his monograph. gathered . data' of 'Unadjusted amiualreturns 'of stocks,,' 

, ,,' . . 

bonds, and government bills, which .d'ata were then,: analyzed . as· to. .' 
geomet.r1e mean, ari tbIlletic mean,.' and. s,tandard. d.e.~ation.... The 
Ibbotson &: S.inquefield (I&S) Stud.y ~on.cluded:that.,the ay~rage '. 

, . 

premium realized from stocks over high-grade corporate bonds has been 
. ,.,' .,," 

5.1 percent. The total return on stocks in this longp~riod; was: 
9.2 percent and on long-ter.n corporate bonds, 4.1 percent;: hence, 
the premium of 5.1' percent. The ·!&:S.Study further shows :that their: , 
data yield a difference of 6.7 percent between st,ocks ~d U.S .. Treasu~.r . 

I. ". , 

Bills • 
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Mr. Lambourne utilizes the bond premium meth.odbY,noting.'that 
the addition of the 5 percent difterence in the. I&S Study between .. 

stocks and bond~ when added to the 9 percent interes·t 'costs.incurred 
by Pacific in its most. recent debt financing, yields the' sum of'14 
?ercent which is, in the 'Witness' opinion, the app~opriate· retu.rn on 
equity to be found by this Commission. 

Mr. Hal1ingby notes that. th.e Id:S Stud.y shows.. a 9.2' percent 

!"ate of return for stocks as compared. with a 3.4 percent rate of . , . 

retur:l for long-ter:n. government bonds, a difference' of 5·.S percent. 
This witness· suggest.s that the 5.0. pe!cent be added to' the~. current 
yield on long-tem U .5. government bonds, which was approximat:ely " 
8.2" percent. at the time ot his testimony,. so as. to;' yield', a~arket.,cost 
of Pacific's common equity capital ot apprOx:i:m~tely 14 percent·. 
Stafi' 

Stai'f' witness Mr. T. R. Mowrey presented' the s.tart position 
with respect to cost of capital and. the recom..'llended rate o.f:r-eturn, ' 
tor Pacific in this case. Mr. Mowrey concluded that· based upon his. '. 

estimated capital strJ.cture for the test year, a returnoD. common 

equity of 11.53 percent and a return on Pacific's cali.torhia in.tra­
state rate base ot 9.4 percent is reasonable. The principal ditfer";' 
e!lces between the capital structure rec,ommended by the s·t:a.ft, 'Witness. 
and the applicant.' s witness is· that the stai'f substi tu ted an: issue of 
$300,000,000 in common equity.in place ot one of' thetwo:$),00,~00o~.060. 
lOllg~ter:n debt issues. prop'osed by Pacific.. We note thatPacific.ha$· 
issued $300,000,000 in privately p-laced long-term.debt·and·an 

additional $300,000,000 in privately placed preferred stock·since the 

time of preparation of' Pacific's p~esentationand.that: of'the .stat£"~ . 
JDIC . also·was excluded f'rom Pacific's' capi.tal structure :tn':., 

the stai':t"'exh:i.bi t .. h ~,"'" • 
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The capital structure recommended by: the staff , when related .....• 

to the recommended rate of" return, produces ani a:£'ter;'tax interest 
coverage of 2.5 times. J;.s shown inthestaf't' exhibit,. ~i . .5t"imes 
interest coverage is higher 'than Pacific's 1973-1977 f'ive-yea:r'. 
average. It should also be noted,aceording to Mr .. Mowrey, that during 
this fi ve-yeax period Pacific t s bonds. were rated' AA by St:andard: & 

Poor's and Aaa by Moody's. The staff's recormnendedcapital.struc'ture 
. . 

is testified to as be1.ng the more reasonable in' that> Pacific t slong~ 
ter: debt ratio is ma.intained at approximately 50 perc::ent~which is:' 
comparable to its Dece~ber .31, 1977 level, a.ndis in acc,ordwith th.e· 
applicant's stated goal of decreasing its. long-term' debt, rat1~' to" 

45 percent. 
'!o.e stat! contends that the Investment Tax Credit; CITe) 

,. L ,.'", 

arising from the JDIC calculations should not be cap:i:.tali:zed~ ~ The', reason , . . 

tor this' is that the CorD.m.ission has so stated: in Southern. CaJ.iforma , 
Edison Application No .. 54946, Decision No. 87828, at mimeo," page '1$:::" 

"The inclusion of unamortized I'l'C as equity capital 
is required only for regulatory agencies that.· 
utilizecapi'eal structure in deriving rat.ebase 
and not for regulatory agenCies, such. as' this· 
Com:nission, that derive rate base from the' weight 
of average depreciated balances,." 

The Commission has recently reaffirmed its pOSition in Southe~ 
California Eciison DeciSion. No.S9711, Applicat.ion No. 57602'. (issued 

,December 12, 1978) at.mimeo. pages 112.and 126,; and in Southe;rn< 
California Gas Company DeciSion No~ 89710, Applica~on: No,. '.5763',9 
(issued December 12, 1975) at mimeo,. pages lS~19i. 

Based on the record in this case , we conclude t.hat' the 
exclusion of' JDIC from" the capital structure remains. the' 'oetttt' 
approach ~or t.he reasons cit.ed by the s.taff", and we adopt:· that: 

. . I . 

:net.hodo1ogy in t.his proceeding • 
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'. 
I' 

1'­
I.' 
;, 

In its rate of return showing, the starfmethodology .. 
e:ployed by Mr. Mo~ey was to make comparisons of pertinent financ.ial 
and stat.ist.ical data'of' Pacific with. those of 47 other tele-. 

phone utilities, including, the, Bell System, t~e Ge,n~~aJ.;Te,~ephone 
System, and other independents.. . The . stal'·f decision(to·· use telepho~e 
utili ties for comparative purposes, rather than ind1lstrial compaliies .. 
as employed by Pacific~s witnesses, was based' on the fact that Pacific 
operates in a regulated environment and, as such,experiences'bu'si~: 
=.ess and !'inancial risks similar to those of other' telephone:'uti11:.- ' 

. " 

ties. The recom:nended rate of return sponsored bY" 'the· 'st~ is ' 
cOQparable to that being authorized f'orother telephone \ttillties,,' 
i:l.cluding the Bell System,' even. when eot.sideration :,::"S: 'gi ~en; to the 
r.igher debt ratios. inclu~ed in the 'General and otb.e .. ,~, independen~. 
telephone con:.panies • capital structures.: " 

Some of the. additional factors which thestal'f witness", 
conside:-ed in. arriving at his rate of return recomrD:endationare as. 
.follows: , ~ 

Pacific is a regulated public, utility engaged " 
in a business which affects the public i]:lteres't 
and that ~st provide its services at reasonable 
rates- ..::"., 

... 1,1,' 

Pacific is 90 percent owned· by American and' 
d:-aws upon American for management. exper'tise'and 
guidance. . '. 

PacifiC'S inclusion, in the Bell System makes it 
less risky than businesses operating 'Without such 
affiliation. . 
Pacific normalizes federal income taxes for 'rate­
making purposes, providing addi ti'onalinternal' cash 
now, thus mitigating to' a certain extent, the need 
for external capital. ' 
That a fair rate of return must give conside'ration 
to both consumer as well as 1nves.tor :tnt:erests~ " . 

Economic conditions - the effects· of continued 
inflation and increases in interest rates .. 

-28-' 



'. 

• 

• 

A.SS22) et ale ks 

Cities 

The essentiality of Pacific's product, (0 the 
public. ' 
Pacific's rec,orded earnings experience. 

'I , 
, 

I 

The City of' tos Angeles, City of San. Diego, . and City and: 

County of San Francisco (Cities) presented Mr. Man~l'J\rom~as, 
their witness on rate of: return. Mr.. !\roman submitted> subs.tant:tal 
evidence consisting or 23 tables and 3 chart.s utilizing dat:~ published 
by various financial journals and statistical sources,. He c'oncluded 
that Pacific should be allowed a 9.2;. percent r~te ot,returnfo~' 
intrastate operations which was based· upon an ·11. 7Z :pereent' intra-:' .... 
state return on equity. 

Mr. !\roman's view is that a, fair yards,tick toee used when' 
, .' i ',' .' .' ",' " 

evaluating the reasonable, rate of return for a uti~i ty' is t~" compare . 
the applica:lt' s request with the returns most recen:tly auth~.rized·by 

~ . 
other state regulatory commissions. The witness t, comp'arison' indicates 
that the =.edian authorized' return on common ectuity'by original cos:e: '.' 

jurisdictions is 11'.5 percent, related toa median equitYra.ti,o,·of 
4.9.2 percent.. The range of these returns is from a low ofS· ... 75· percent 
to a high of 13.03 percent. These values may be compared with 
applicant 'srequest of 14.; percent, includ.ing,: JDIC~or,: 14. 99' percent 
excluding JDIC. 

, , 

Cities' . .d tness provided data show.i.ng thatthe:r:-e'corded, ", 
:"e~u..."'"IlS on equity. as comparedw:ith associated equity ratios, for-Bell' 
Syste: subsidiaries, General Telephone subsidiaties.~ Moody"s .21..; ...... ' 
utilities, Dow Jones' 15 utilities, the 9 utilities selling: at 120 
percent of book ,value selected by Mr. Joses for PaCific, , and:,theS, . 
AAA-electrics selected by Mr. Joses, track quite closely., The trend 
in return on ec:;.uity tor all' telephone companies is oXlthe rise, and .. 
Pacific is no exception according to· Mr. !\roman's exhi~it.Mr.· KrOl:lan ' 

recommends a total company rate of return of 9 .. 33 pel;cent'~ with311 
interest coverage of 2 .. 40 times and a return on equitY,o~11.S3 
percent. ' .. 
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County o~ Los Angeles 
The County of Los Angeles~ participating in the proceeding. , 

; . ' 

but producing no ~l'Iitnesses on rate of return, tiled'its'orief in 
which it concurs w:tth the position taken by th~Cities. ' 

. . . ,.,' 

. The brief"' of' the County of Los Angel~is is supportive, in 
detail of"' the recommendations of the C~ties" witness, Mr~, Kroman" 

, ' 

and also takes, issue with the contenti~ns raised byPae:L£':te, which. 
contentions will be considered in the discussion hereinafter;.. 
General Services Adminis.tration 

The General. Services Administration (GSA) "West'ern Area 
Field Office, Regulatory Law, filed its oriefon'oehalf 'ot: ,the: 
executive agencies of the United States government,arid pres~nted a 
'Witness on the rate of return issue, Mr. Mark 'Langsam. Mr,:. Langsam:' . 
has broad eX'l)erience in rate o£ return matters and has. testified' . , 

before regulatory commissions throughout the uni ted Stat~s o~,beha1:f" 
• • • • , l ' ., • 

of the governcent • 
Mr. Langsam recommends. that Pacific should be granted an: 

overall rate o£ ret.urn of 9 .. 0 percent and a return" on equity o~ 11.9 
percent and.should be given the opportunity to earn up to.:9.j,per~ent' 
rate of return and 11.5 percent on return of equity'. '!hi,s, 'Witness t :~ 

views are predicated upon analysis, not of' the capital structure of" 
Pacific independently, but upon the cos!-of senior::capital'arid'" 
equi -r..y of' the Bell System as a unit. . , 

Th.~ GSA witness presented comparable earnings studies whichi 
centered on "the analysis of relative risk assoc,iated'u"returns tor ',';: 
American~ Sta:ldard. &- Poor's Utili ties~ and' Standaro.' &- Poor's . . " 
Industrials. This an3lysis o.f~ relativertsks' sh6wed~' accorrli'i"g" ,"7;"', 

, ' , 

to the witness,. that American is associated with the least-risk and.:;;:ehe 
Industrials with the greatest. risk. It also showedthatth.e'utili~ies:, 
are ass.oeiated with more risk than American but with les,s. than:, the , 
Industrials, and that American and the Utili ties are cOllside'red 't'o " 
be "money s~cks" with the emphasis on current income. ,rather than ' 
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,', 

g:-owth, while the Industrials are considered to be' "'gx-owth.. stocks"',:. 
with the emphasis' on growth. rather than current income· .. " 

In short, the witness for GSA believes 'that.' this, Commiss.ion 
should pierce the corporate veil of Pacific, find,that American: i~ 
the." alter ego of ·Paci£ic,fo,r,all. purposesp',and determine rate o:t ' 

. ; '- .' . . 

::-eturn for Pacific predicated upon the' capital structureo£ American. 
Toward Utility Rate~Normalization 

Toward Utility Rate Normalization, (TURN) has filed ab'rie.f 
on rate of ;-etu-""n" in which it endorses the views' o,r' GSA~' ,'l'heTURN 
brief is scholarly in that it, refiects a research of deciSions of 
regulatory authon tie~ in numerous state~ of the United Stat.es which 
have utilized the capi t.al structure of' the con~"01idated"Bel1 System in , 
determining" a ta±rrate, or return for one or the" Bell System subs,idiaries. .. , '.,' ".' 

'!'he TU&' brief' additionally stresses the double-leverage "pOSition, of . . . \ . 

Amencan in marketing securi ti,es through its ,subs,idiaries, and, urges ' 
that consideration should be given to recogn1 tion ot' theAmerie~ ,\' 
~ent of Pacific as this Commission' and the courts have, d.Oone" for 
example, with respect to the Western Electric adjustment. 
California Association of Utility Shareholders 

The California Association or Utility Shareholders (CAUS)"" 
f'iled a brief in this proceeding and presented a witness"Mr. Ross J.' 

cadenasso, PreSident., CAwS adopts the position of' Pacific" in these 
proceedings, asserting that the market place has cleuly proven tha~ . 
'the shareholders' return from Pacific has been inadequate since at 
least 1970. Mr. Cadenasso testified that ,to· reestablish~ af'airbalance ' 
bet-ween the rights of the investors, and the shareholde~" am.ini.mtJm: ,.' ,. 

return on equity of 14 percent. to, 14.5 percen~ isrequir.ed'provided: that. 
there is no elimination or full normalization of income < taxes and 
that the regulatory commission will' act to increase'ratesl:ri"an',,: 

" ," 
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appropria-:e fashion consistently in the yea:r following the test ye,ar. 
If the above provisions are not met, the addl.tional risks, thereby, 
created require, in the 'Wi mess,' opinion, a return of up to: 15,.$ 
percent or 16 perc~nt,on equity in order that ,Pacific will meet the 
at-:raction of capital tests laid do'Wll by the'United States Supreme 
Court. 
california Interconnect Association 

The California Interconnect Association (CIA) presented no 
" , 

witness on rate of return on its own behalf' but, submitted a brief 
in which it recommends that the rate of return on commoxiequity must 
be not less than J..4..5 percent for the period: foi which rates', are:,~, ' 
reasonably expected to be effec-:i ve (P'acific: Tell .. ,8c Tel ~,v PUC: 6,:96-5.) , 
62 Cal 2d 6~4, 645). ~,i,~, 

," 

CIA believes that Pacific isthebest:judge'of whatmoriey 
it must raise and what that money has co;t it to date:, andCli " , 

'is in agreement 'With the w:i:.tnesses forPaeific and for the 
CAUS with,respect to rate of return and witn-respect·toreturn,on' 
equir,y. 
Discussion 

. ' 

J 

" 

We have regarded the fact of growing competition inth.e' 
telephone industry as justifying consideration in establishing..an 
appropriate rate of return for Pacific,. However, it is ab~dantiy, 
cle~ that competition in telecommunications, and' specifically with 
respect to Pacific, is insubstantial as' compared with compet.i't.:ion: " 
as it exist.s cu:long. the unregulated industries. We believe that ,the " 
st.atement of the Federal Communications CoIlllllission in, Docket. No·;.. 1625S 
regarding American is appropriate: 

"~'1e find the earnings of' manU£acturing companies' 
do, not provide a useful or reliable.;measurefor 
fixing the return to' be allowed the<respondents 
herein.... ' : ' 
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This Commission has historically likewise placed little weight: . 
upon compa.."'"isons bet'Ween Paeifieand. llonregulatedenti ties~ . 
Acidi tionally ~ as the start asserts" 'the rapidly improving. technology 
in the telephone industry is as likely to bene£it.Paei'£ic·.in increased ..... 

earnings as it is to constitute a business' risk to· the:. company •.. 
As with competition, the prospective changes i!l.the.United. 

• J ,'C 

States· telecomnnm:i ca"Cion pol:i.cy cannot at this juncture be s8.idto· 
be d.etrimental to Pacific. During the course of". thes.e proceedings, 
two staff witnesses expressed the view that., some degree of'· non- ." 

" j -', 

re¢ation 'Of Pacific's products and services, is: inev:ttable: tooldng:. int§ 
the fUture. We prefer to- believe that Pacifi:c will be fully capable 

.,; I 

of meeting compe"Cjtion and adjusting' to changes· intelecomm'Unications; 
policy in a manner which. will 'bene£it its shD.%'eholders,andthat'th~ 
future prospects do not constitute such a business' r:tsk as would .:: . 
require us to give heavy weight. to the aspect' of c.ompetition in,.· . 
deter.nining an appropriate rate oi" return forPacif:tcin:·thisproeeed~ 
ing. . ... 

We have some difficulty in distinguishing hOwP~cif1C: suffers: . 
more than any other regulated or unregulated' bUSiness. bY'inflatioD;~'''' '. 

even though it is ad.mittedl~, a company with high intensity-of" both 
labor and capital. Some of :the evidence indicates . that Paeifie~., being 

regulated~ is in. a bet.ter position than nonregulated companies to" 
meet the fisc3:l demands imposed upon it· by inflation.. Other' w1tn~Sses . 
have expressed the view that regulatory lag· deprives the company o~· 
the alacrity inherent in nonregulated business·es to ad'just.,itspnee·: 
schedules upward to match in£'lationary trend.s. ' It is, clear on the' .' 
record. in this case, however, that PacifiC" s prices have kept. pace~ wi;th 

, '. -, " 

i~ increases in labor and material costs and. ithasconsis:tentlY'·i%rl.-,,': 
proved its actual earnings as reflected in rate of return.~ d~ng .. the':: . 

" , 
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course of months during which these proceedings have been:tn 

progress. P.egc.latory lag. remains a problem which this Commission 
reeognizes and J:iaS made"' continU1'ng' efi"orts, to 'mitigate'~"" 

We do not. consider that. the current£ed~ral ant.i trust. ac'tion 
against the Bell System and Pacific is. a negative i"actorwithres,pect 
to rate oi" return. Clearly, i t.seems, to us· that the eni"o,rcement, of 

the public laws of.' the United States· should not be deemed" 'oj" publiC" 
bodies to· be a detriment either to the public or to the cOX"porat1ons 
affected. We have no o'Oinion at this time as to, whether or' not a . , 

successi'tll prosecution of the Jus.t.ice Depa.rtm~nt 'Nith' resp~ct., to:' the 
Eell System will result in a detriment or benei":i. t, 't~·the shareholders 
of: Pacific or to ~he ratepayers of:Paeif:tc.. VJhether, there: is. a ' 

business risk assOCiated with this litigation remains to be seen .. 

The final outcome o~ that antitrust action is years away .. ' 

A great degree of' empb.3.sis has been pl3:c:ed by two of" 

Pacific's witnesses on what is termed '''adverse regula:toryclimate" 
in Cali!ornia. This asserted element of' business risk,' :t's 'dramatized 
by Pacific with respect to the claimed uncertainty'ot eligibility 
for accelerated tax depreciation and. JDIC inthe~ face o!'the :earliex­
decisions of' this CommiSSion, the California SupremeCou~'" and'the " 
United States Supreme Court. It is. asserted that" Should,' Pacif'i.c ' 
be forced to refund approximately $205~OOO,000 to its rC1.t~payers: 
and reduce its rates by approximately $6;',000'7000 'per year7 'itwill 
lose e1iii,bility for accelerated depreciati.on' and' 'ITe_. ' In the, 

event the loss of' eligibility becomes areality,paci£:tc.will. ' 
then be forced to pay b.ack'taxes, ineludinginterest., in: the .. amoUnt, 
of" approxi:llately $'700,000,000,. ' ' .. 

" 

We have not. COnSidered this, risk as persuasive in.elevating, 

Pacii"ie's return on equity. Decision No. S7$3S, issued., September 1)~, 
1977, was required~ in ef'f'ect, by the California Supreme·', Court's 
:nandate that this Commission strike a' balanee between, the competing 

. "'-... 
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int.erests of sharehold.ers and. ratepayers .( C1 'ty of' Los Angeles v '. 

?ublie Utilit.ies Commission (1975) '15 Cal 3d:· 6$0). • Further, th~ 
California SUpreme Court had previously declared our decisions 

inappropria'te and .Pa~;'f'ic.~_s.)llatl.agement.ob.stinate:. and imprudent' 1nnot ... ·· ~, 
adopting i'low-through- ac·counting, for' taXes as did other' major Cali:£'6rlua 
ut.ilities (City and County: of" San Francisco v Public Utilities· Commission .. ' 
(1971) 6 cal 3d 119).. The specter or financial disaster resulting £.rom .. /,··:', 

• , • I 

this Commission's treatment of Pacificts income taxes remai'ns. only that· 
Pacific, as the record shows, has been: audited' by the IRS' thr~ugh,the "year 

, ' .. 

1973 without. adverse consequences regarding taxes. Alsc>wenave sub~' 
stantial c?-0ubts that we should, or can~ burderl :the :ratepa-y:ingpublic'with 
adverse financial decisions or- Pacific, attributable toobstinaey and' 
imprudence or managemerlt, as round by.- the highest' Court of .tid~ State. 

'. There are. oi' course,. numerous, other issues which. we might. 

address i::l explaining the exercise or our judgmerlt wi th re~pect to: ." 
rate of return in this ease. Suffice to say that we' have:examineci" 
all of the recorC.ed evidenceinth1s ea~e, reViewed,the copious and 

scholarly briers of all th~parties,. so in!ormed~ and have ~xercised , .. , 
our juagmen't, in arri v:i.z:.g at. 'the rate of: return and return oneq,\11.ty 

shown in 'the 1;able following, whieh. ineorporates· the capit31 ratio~ . 
as est.ablished by the star~ in this proceeding: 

TABLE I 
THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY 

.Adopted Rate of Reyurn 
capita).· 
Ratios' 

tong-term Debt 
Preferred Stock 
Common Equi t.y 

Total 

50,.04".' 
4':24::·· •. ·· 

4$~72' 

lOO~OO'" 

Cost ' We.ighted· 
Factors· " Cost. .: ' . 
7~62~.'· 
7 .. 51., ..... . 

12· ... 25" 

: , 

, 1'. 
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: , 
,t" 
',I," 

III. ?E.'V':ENUES 

Revenue Estimates £or the Test Year 
The revenue estimates. :tor th.e test year are developed 

for intersta~e toll revenues,. intrastate toll revenues, local 
, Ji 

service revenues, and miscellaneous revenues.. From these. cat'egories 
an estimate o£ 'UD.co11ectiole revenues is subtracted inde:veloping: 
the i'in31 revenue estimate. ,\ 

, , 

Both Pacific and the staff' reviewed t.he histon'cal P'er- " 
!or:nance of the applicant~ anticip:iced economic conditions· in the 
test year, Pac1i'ic· s project.ed product: and serv:i.ce of'f'erings.,·· and, 

estimated station and m~ssage. volumes in the test year, :'as.· well 

as other i'actors in estimating reven,ues. 
The staff estimate of' $4,666,914,000.for tot~ operqting 

revenues exceeds Paci£ic's· es.timate of: $4.,661,445,,000 f'orthose 
categories by $5,.4.69,000,. made up as follows: '~ 

Utility" EXceeds' Starf' . 
(Dollars in Thousands.) ... " 

Local Service Revenues $. (67,JSi)' . (J~5,)" . 
Intrastate Toll Revenues (1))·,898) (S:.2'). . 
Interstate Toll Revenues 112,636. ·11.0, 
Uncollectible Revenues (Z,441)" ($,.2). 
Phone Center Adjustment (12:',,948)' (100 .. 0)' 
Prop .. 13 Adjustment

i
: 93,651 100' .. 0 ' 

Total Operating Rev,enues: $ (5,46,9) (~l.)%"· 

(Red Figure) -

The sta£f's recast ~venue est:i.mates utilize the', lower 
rates adopted oy Pacific as a}:result of OIl No. 19 Wh.ereinPacITic;s-, ' 
Advice Letter No. 12860 was filed, while Paci.fic"s,estima:~e·sdo;.not 

, • I • 

utilize such lower rates. As';; the' rates we' set in this proceeding . 
'01 

will be predicated upon post~Proposition13 tax expense, dlnci·Paci£ic. t s 
. ~. . . 

Tax Initiative Account. will be closed, there is no issue respecting,' 
the above property tax adjustment or. $93,651,.000, being. $94,.301',.000 .. 
net of uncolleetibles for the test ye~. ',' . . . . '", 
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Pacific's estimate f"or miscellaneous, revenues 'in ,the, amount. ' 
I", • I '.' 

of $217.472.000 has been accept.ed by the star:!. and, the dif:re~ence in', 

uncollectibles is a result of" t:hestaf'f's higher 'revenue estixIlates., 
The starf esti:late of $1. 9l5.l9~.000'for' local service' 

revenues at. present rates is greater than Pacifie's est1mat~·o! 
$1.S47 .$'47.000 by $67.,51.000 or ,.5 ';percent. Approximately 
92 pereent or the difference between the staf'f" andPaeific' :r-esults 

, ' 

f~o~ the staff est~te for subscriber station revenue being 

S62.1SS.000 higher than that of Pacific. 
Total station gain ror the test year is estiz?,atedat 

S50.0oo for a total weigh.ted average number of company stations' of 
15.200.000 in 1979. The s,tarf estimate of intrastate to,ll: message, ' 
volumes is approximately 20 percent greater than. tha.t of: Pacific',. 

Estimates of interstate toll revenues and intrastat'e toll 
revenues by the st.a£! are, res,pectively. $112.636,,000' or 11 percent, 
lower than Pacific's and $133,$9$'.000 or $.2 percent: higher thaIl 
PacifiC'S. The bulk. or SO percent. of the' difference ininterst.ate 
toll revenue estimates is attributable to' lower statf expense 
esti:nates in the following four areas: commercial,.tra!.fic. 
relief, and pensions. and property tax expenses. 

, Pacific's intrastate toll- es,timate is,b:ased on its, 'October 1977" 
view of the test. yeax, and the st.a££ p,oints out that it had eight>months ' 

I '" ' ' 

of addit.ional data available to use in deriving its ,es,timates'.,' D:rf'fer-, " 
ences are la.'"'"gely due t.o the respective ;arties' estimates: of custo~er",' ' 
billings, Pacific's expense~ and rate base associated w.i:thPaci£ic'S.,' 
Intrastate Message Toll and Wide-Area Toll Service· CWATS)., .. The .. 
remainder is due to differences in.est1.matingPr;vate Line: Toll. 

The staff wi tnesson ·maintenanceexpense also,. estimated 

an annual revenue increase or $1; .0;$'.000 in· 1979 fr,om· Ph.one!C:nter 
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activity. It is anticipated by the start that Pacific will 
increase its sales of optional residence terminal equipID2ntand services 
as a result of Ph~ne Center personnel contact with customers •. 

Pacific relies- upon its results o£"operationsstudies 
as presented by witness Hamish Bennett.. As in. previous.-cases, 
Pae'ific·s revenue estimates are based on. a combinationo£ a 
"bottoms-up" forecast, being. akin to a performance or end-result 
budget based uPOI?- f~eld of£'ice input, and a "tops down" forecast 
of' telephone act±yity commencing with administration. Pacific--'s­
Bennett testified that past company es·timates were prepared by . 
essentially the same procedures now used by Pacific £'or i tstes-t_ 
period resul'tS. Svidence was presented by Pacific showing tnat its 

-- . 

one-year estimates have been fairly accurat,e in :the pas~ .. 
Pacific contends that its estimates· of revenue, adjusted 

'£or the e£'f'ects of D.8S232 are accurate, and'include'stimulatiori' 
from Phone Center activity. Pacific's estimates refiectove,ralJ. 
growth ot 8.4 percent for the test year over 1975;~ 

In -its brief, Pacific charges the starf" withbasic-in­
consistency see:ningly because. s·taff pro·ject manager Robe~.Moeck 
permitted each team member to use the maximum amountot individual 
discretion and independence in preparing his snowing. However, . the-. 
record demonstrates· that Pacific·s Bennett directed tne-activities 
of Pacific·s personnel in the same professional· £ashion.Weconf'ess 
that we can see no deficiencr inherent in staff or company . pro.j.eet- . 
management~ 

We are perplexed at the statement in pacif:tc~sopening~ .. , . 
brief p at page 14., that "the budgeting and estimating.·, procedures' ~ch 
underlie the October 1977 budget for 1979 are theverypr6cedu:re~ 
regularly pursued by Pacific to direct the operations. of the, 
bUSiness. .... Star£" counsel seized: upon this obvious. miss.tatement· 
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to point out that Pacific'~,est1mateshere are admittedly not 
Pacific's regular operating. budget wh1c:b is a cotDm1tment . budget, 
approved by American for one year only, and that Pacific, in fact~ 

bas had little experience since 1972 in budgeting two· years in·: " 
advance. 'I'b.e differences between a normal coa:mitlllen't . budget and 
the forecasts before us were, however, explained by Mr. BellXlett 
on,"direct and on c:ross-examina'tion.. We accordingly disregar~ 
Pacific 1 s unfort\lnate statement: on brief .. 

We believe that Pacifie's es.timateof Local Service 
Revenues as adjusted by the Proposition 13· deduction and !ncluding 
Pacific's estimate of the effect of' Phone' Center :ts~t:he more, 
reliable aud rill be adopted .. 

MiscellaneollS,' revenues were not an issue and we will 
adopt Pacifie's estimate,' as did' the staff. 

We believe that Paeific's es.tima.te of intrastate' to·l1 . . 

., 
i ~ 

, 
,'-

customer billings, $1,787,886,000, is too conservative .. We,> there­
fore, adopt 'the staff's estimate, $2,.001,616·,000,., of customer 
billings. The resultant: message toll andWATS revenues via sett1e-. 
ments along wit:h the intrastate private line toll emploY1n8. adopted' 
expenses and rate base yield total intrastate~toll revenues in°'Che. 
amount of $1,646,.127,000 •. 

The interstate toll revenue of the am.ount adopted, 
$1,044,753,000, is a direct result'ofadopted,expenses'and>rate 
base. This ,amount is calculated by standard settlement procedures. 
Adopted Intrastate Operating Revenues 

The total intrastate operating revenues adopted' herein are 
as follows: 
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, .~. \ 

. (Do:llars:1n ThouSands) ' .. ' 
Local Service 
Miscellaneous 
Intrastate Toll­
Inters.tate Toll 
Uncolleetibles 

~ 

Total Operating Revenue 
Before Adjustments 

Proposition. 13 Adjustment 
Total Operating Revenues· 

Summary of Ea-rnings - 'table II. 

$l~' 84;/'84'7(",. . ' ..... , , ), .. ", ',' 

2i7~:472:':, . 
i ,64~;:J.2:i:,' 

. 1 ,.044':~75:3:, .' 
,46.),,7'0 

$4,709,.729 
(93:651) 

$4,616.,078> 

Adopted intrastate operating revenues, operating expenses 
and taxes, balance net revenues, rate base, and .rate·of.return are 
shown for the test year 1979 at present rates :tn Table I!'., 

~ . . . . 

" .,.' 

The calculation of the gross revenue increase neeessa,r:r to' pro-·..: 
", . . 

duce a rate of return on rate base of:' 9.73 percent is set·£orth below: 

Authorized rate of return 
Ad.opted :::-ate of return, present rates 
Decrease in rate or return required 
Adopted intrastate rate base 
Net revenue decrease 
Net-to-grossmultiplier 
Gross revenue decrease 

-40-

9 .7.31!: ' 
10.06%-· . 
·0.33;~·· 

$6, 75·9~ $31,000 " .. 
.. $, 22'~3·00".000:· 

1.SQ4,:' . 
$. .42',200:;,000, 
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TA:B,I;E" II • Tbe Pacific Telephone and Telegrallh Compe.n;y 

S'DMMARr OF· EA.PJmlGS 

Year 1979 Est~ted 

. . . . 
:L1lle: 
: lfo.: Item 

O~REVENOE& 
1 Local. 5en'1ee 
2 Toll SerV'1ee 
3 M1seeJ.J.aneous 
4 Leu: 'tf:Deolleet1'bJ.ea 
5 Total Opera:t1ng. Revenue~ 

6 CC4Zent Ma:tntems.nce 
7 Depree1a.t1o:. 
8 Tra.f:f'1c 
9 Coz=erc1al;. 

10 0el:IerLL 0U1c:e S&l.. & Exp. 

• 

a.. Revenue Aceount1%lg 
0. ':BeJence G.O. 

II ¢llera.t1ll.g :Renta 
12 ~. Serrl.c:ea & L1cenaea 
13 l3aJ.ance Otber Op~ ~. 

a-. Rel1~ & Pens10na 
'b. :Bel.auce 

14 Total. Operat~ Expenses 

15 .Federal heome Tax 
16 C&l..ttorma Corpora:t1on Tax 
17 Soc1al Seetlri.V Tax 
18 0tl:Ier Taxes 

19 TOUL OllER. l!:XP.ENSES & VJCES 

20 :BALAl'fCE...Jmf l(t;VDCl!S 

'Rm;J3ASE 
21 Telephone PJ.atrt. In-$Ye.: 100-'-
22- Prop. lJel.d 1:ar PUt. Tel. Use 10' 
23~~ .. Pl.&nt .Aeq. Adj~: 100.4 
21!. Wcxrld,ng Cub. 
25 l4&ter1ala & Supplies 122 
26 Ieaa: Deprec1a:t1on ResT. 171 

. 2'T Leaa: BeaT .. tar Det •. Taxes 176-

• 

28. 1'O'J!AL lW:!E' :BASE 

29'. R.m: 0"1 lWJ:URn (20t028) x 100 

~sent. :Rates 

. . 
: 

Tot&1 Compg: Operat102'l5 : ' . : 
S~ .: ut1.llty : : Intrastate: 

:- Eat.1m&te :' Est.:1:mat.e : Adopted :- Mopted . : 
(DoUars in n,ousa,uda.) 

12,.086,.491' 
6,140 ... 

l51!.,326 
52,.1!.17 

2,,473,082 
11016t8~ 
8,869,4 

.' 1l.05~ 

. -41";' 

999,040.' .. ' 
6,2-,,2:1:6. , 

• ?~, 524·' 
~,. '. '. 

467,009'" 

. ,: ci ," 74/), ,1 . ',', 
485,867,,"" 
255~991i, ." 
'397"IJ~"" . . :,-w:;.j,:"" 

3,. 733~o76-, ,2:~~,.549>~· .' " 
, .' 

,,". 'I 

8". 8, . 8,. TI9,. >: 
8.~: lO.~·, . lO~~:.'· 

, . ""'. '. ,> " 
... 

. , . 
" ,I' ' I' •. " 
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IV. OPERATING EXPENSES 
Current Maint.enance 

Maintenance expense for the test year is estimated 'by the 
starf as $999?040,000 as compared to Pacif'i:c's $1",073 ,643,,000'.' The' 
areas of difference, wherein, we' adopt the 'staff" s view, are, . 'as· 

follows: :. :' 

Basic Estimates' 
Electric Power ,Adjustment 
Phone Center Adjustment 
Main Frame Adjustment 
Western Electric Adjustment 

Star£' View Adopted 

Basic Estimates 

Utility Exceeds ,Starr 
050ilars. in, thous.anas) 

'., 

'$·8,792: .' 
, 12,.06;>: . 
11,.7e:9·,' 
37,$).2 
10,$3,7 

$S1;)13 , .' 

The staff's· unadjusted estimate of$1,064,,$71,000·f'or 
total maintenance expense is $S·,792,000 cr 0·.8 percent .. below the:' 

utility'S esti:nate of' $1,07).,663:,000. 
The major difference between the statf's and Pacific ~ s 

unadjusted esti::ates is Account 604,. Central Off'ice Equipment. 
Pacific's esti::late for this account-is high, mainly because it 
underestima'te<i . the productivity levels for this. account.. Failure 

to :-ecognize increased productivity due, to improved technology 

results in an overstatement of the labor component, of'alloperating 
exPenses, and certainly those in the current maintenance' category .. ', 

Pacific esti:lated productivity increasesforCentral'Offiee· 
equipment changes at 4.26 percent and 4.$7 pereent,for'197S:'and 1979, 

• " " I • 

respectively. The average productivity gain in the p,revious four 
, . ,. 

years, according to staff testimony, was. 15.5 percent. Because the 

starf had nine additional months of recorded data on whicht.o·:.oase 
its estimate,. the staff witness was able to discern that"the reeo~ded' . 

accumulated productivity level for Central Of'f1ce equipment changes, 
,',. ' .. ", ' 

, 
". 

, ::". b" 
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, ,I, • 

for the first hal£-year of' 1978 was 10~9S'work units per hour, which: 
exeeeds not. only the utility's 1978 estimate of 9'.94 wcrkunits. 
per hour, but its 1979 estimate of" 10 .52 work units, per hour. 

The staff" testified. Paeific' s .. estimate of produeti vi ty 

increase i'or Cent:"al Office equipment upkeep was likewise understated. 
Pacifie estimated productivity gains of 7.·)0 percent. and' S.lJ..,'percent 
£or 197$ and. 1979, respectively. The average productivity gain in.the 
previous four years was 12 .. 2 percent. The reco~ed accUmulated" 
productivit.y level for Central Office equipment. upkeep~ for". the' first. 
half' of 1975 was 12.97 work units per hour, whichexceeded'its 19.7~ 
estica:ee of" 12.41 work units per hour and was within 3.5, 'percent. or'" 
its 1979 esti:::tate of 1).4.2 work units. per hour. 

The record,additionall-y, shows that. Pacific's productivity 
esti:lates expressed in its December 1977 budget view and again in: 
i'ts 1978 budge't view are higher than its estimate before us· in this 
proceeding, and wi thin the time fralne available for the, s:taf£' 
presentation. Further, ~t appears that Paci£'ic's·estiI:late ~n deter- ." 
:::ini:J.g workload for Account 604, Centr.al Office EqUipment." Was predi-

, , 

cated upon the use of Central Of'tice :Crames as its' plant unit: 
J' .. 

i::.dicator, althoUgh American's advice to Pacific. was that such an 
• I' I 

indicator was inaccurate. 
We accordingly conclude that the basic estimate :£0,:" 

~'::"''''Tent main-:.enance of the s'ta!'!' is more re'aSonable- and .will be: 

adopted. 
Electric Power Adjustment 
The staff estim.ate of the cost of electric power ,for the : 

test year is $34,,537,000 as compared with Pacific's estimate of . 

$46,600,000, a difference 0:£ $12,063,000. 
The issue 0:£ the electric power adjustment in this~ 

proceeding is limited to the cost 0:£ such power and excludesusage~ 
as the star!' accepted Paei£ie ts es'tim.ate that in the tes:t,year there:'·' 
would be no incr~ase in usage- over the 1977 'level..eurlouslY, ., j 

. ., 

. 
, ., 

" 
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then, Paci!ic, in its openingbnef, cautions us that thel977 usage 
levels are conservative and that the introduction or-more, elect~oxlic ',. 
switching 'Will require more electrical power, as an: electronic 
switching of'f~ce uses about twice, the,power per subscriber11l:l.e as 
does an older type electrical-mechanical 'of'fice. 'I'his .. arpent is 
contrary to Pacific's zero energy growth. estimate' f'orelectricpower 

r" " 

a::.d also appears- to be an implied admission that the sta£f~s,productivity 
est.i.::lat.es at a higher level 'than those of PacifiC,. discussed above,. 
have merit. 

The record shows tha-c Pacific's totaleleetric power ,bill 
rose SS percent in th.e three-year period' from 1974 to:1977'aithough 

" , ' .. 

Pacific's total kilowat:t-hOur usage increased less than. 1 ,pe:r;'cent;', " 
I:l the face of this endenee." PaCific's witness t.estified that. 'the, 
staff witness' increase or- only 0.32 percent from 1977'to 19~'and 

• , < 

to 1979 is "absurdly low." 1'hest.af'i\ of course, contends that. the. , 
\1 " ' ", .. '_., " ,i .,'.'. ,I 

end of' the drougb.t and the reduction of Energy Cost. Adjustmen.t. Cl.aus,e 
(ECAC) adjust:nents'nowing therefrom, 'support the reasona-blenessof" 
its'estlJ:la.te. 

The staff made its estimate by first determiningho:wmuch 
electric power (kilowatt-hours) Pacific Gas and' Elec:trlc"Company~' 
San Diego Gas & Elect.nc'< COnrPany, Los. Angeles Dep:art.men.t,or'Wat~r' 
a::.d Power, Southern California Edison Company, and the city ,0£' Anaheim 

,supplied Pacific in 1977, together with the cost. of that..>po:wer~ It' 
next determined for each ele:ctric ,ut.ility the percentag,e or:iisc pow~r 

'. '.' , .. , .: 

costs that were directly related to changes" in ECAC: :ana·theperc-entage . 
I, . ~. ,', , 

related to changes in the base rate. The staff then consulted>wrth.' 
re"Oresentati ves 0'£ the electric utilities and memberso£ the lS,tat£':' 

~ . ' ," 

a:c.d reviewed electric utility decisions pending in electric'ut.il:lt.y 
rate applications before this Commission .. ' With this' in£ormat:!.on,.the 
starf adjusted each. of' the electric-,utilities' estimated'monthly1977 
kilowatt-hour sales· to Pacific for increases and decrea~es,' in E.CAC' , 

and base rat.e. The electric uti~ity rate' schedule ,most' appl::tc-a~ie>to; , ' ' 
, .( 

" 

" t,' 

" . 

-44-· 
,':, ,', 



• 

• 

• 

A. 58223 e~ al. ks 

~e utility were used for determination of ,increases and decreases 
in base rate and ECAC. Further reductions of power :,cost due to: 
Proposi tion 13 tax savings were not considered. 

Pacific's cross-examination of stafrwitness, Mr~ Dade 
developed that Pacific misunderstood thesta£fwitnes~' use of the 
normal year basis for estUllating rainfall as opposed to the wet. year 
which ended the drou~t. Pacific, in its brief, continues. to· 
erroneously assert 'that the sta£'i" is relying on the repet:i:tionof' an ," al.1- ' 
time wet year" for its 1979 forecast. The evidence clearly shows that,· 
such is not the case' and we will adopt the eleet:rl.'e ~oweradjus.tment 
p:-opose<i by the staff in this proceeding asbeingthemore'reasona'ole. 

'I, . , 

Phone Center Adjustment 
A Phone Center is a retail-like store in which, resid.ential 

.," ~ .... 
customers who have modular or plug-in connecting jae~s, on their' 
premises can select a telephone set for their own installation, return 
telephone sets upon moving, and select·and purehase optional residential 

\ .. ,. " " 

equipment. It is apparent that th.e Phone Center·Store'advent.,will 
decrease Pacific t s labor expense 'Chrougb., 'the elim.:tna t:1:on.' of othe'rWise' , 
necessary service visits to the customers" premises. 

The staff has accordingly proposed an adjustment: of. 
$11,789,000 to maintenance expense Account 605, Station'Repairs, in 
the test yea: based upon an- analysis or normalized: savings to Pacii'ic. 
Normalization was eI!lployed by the staff in order to, develop- the'. test 

, ., 

year into a typical, year of operat.ion.. For that reason~ there is a' 
reflection of 1980 estil:lates in the normalized test year. 

The staff: normalized the revenue, capital, and expenses 
of the Phone Center.Progra:n by determining the p.:."es.entworthof 19$0:, 

. , , ~ . 

year values as of January 1, 1979. A beginriing:o£ year-aIllluitywas: 
ealculated from the present. worth, using an afte\r~tax rate of retUrn:, 
of 8.85 percent. The amluit.y was then mult.ipliedbyO.9S43,developed 
from a ratio of total Nevada Bell main station inward' movement" to;' 

, , . 

total Paeific main ~tation inwa:d movement. The:; result.'was a conversion 
of: total company adjustments to a Stat.e of California base. The:,stafi"" 
determined that plant capital should be adjusted in the·amount or ' 
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, ';' 

$lO?520?OOO and that revenue should be increased by $13,03,$,?000 by 
reason of the Phone' Center operat.ion. Thes,e computations: Were' 
deter::nined in the same manner·' as t.he maintenancees,timate~ 

Pacif'ic objects to the adjustment. of: Phone Center maintenance' 
expense with its corollary plant and revenueef'fect. Pacific contends 
that. the inclusion of'1980 data in the. 1979 test year comp~tation 
results in the incluSion in the start's estiniat.e ofsavings·'wh.:tch, 'Will' 
not be realized during the test

p 
year. Too, it is asserted.' that. ,Pacific's. 

Oc~ober 1977 budget £or1979 included: $22,000,000 incapital.reducti~ri' 
and $4.?OOO,OOO in expense reduction to refiect.the e:f"f'ectso.f the . 
Phone Center Program. Paci.f'ic, in ~:i".f'ee~,. aSserts 'do~ble:·count.irig~n., 
the part of the sta£f. 

The record shows that Pacific informed the s.ta:C.fbY response' . '"", ' .. 

t.o an e~l~er data request for documentation by Pacifie.that. the' ., 
$22?OOO,OOO a11eg~d reduction in capit~ and $4.,000,000: alleged. 
reduction in expenses. were included in Pacific's budgetbut-'thatthe .. ' 
work.papers could not be produced. On January), 1979"Pacifie.':s; . 

, " 

witness? Mr. "Woodrell, stated that heh.a.d such.work papers and':that, 
they would be produced. These work papers were never' int.roducedinto ,', 

evidence.. In the staf£"s closing brie£', it is stated.tha.t:the 
work pa~rs did not support the test.imony of' Mr. ' vloodrell and tha.t· 

',. . .. , 

they were" in .fact, dated beyond the period during which Paci.f'ic:·, 
. . . . . 

was aut.horized to prepare its testimonypursuant to the~Regu1atory· 
Lag pl~_" We.cannot. accept the stair counsel"s assertionS. on brief 
as correct but we do accept: the . uncontra.dict,edtestimony ,oithe . staff , 
witness ~at the Phone Center savings were not included>'in:' the materials, . 
submitted to him by Pacii"ic. ' 

With respect to the alleged use o£,non-test period d'ata~:.we' 
• • , • ,j. .' " 

believei t most appropriate for the staft .. to develop- atypieaf "test-,ye'ar .. '. 
, "', ,,' . . . 
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resuJ:ts-oi"-operation st.udy: (to renec;t conditions inef!"ect. when'the 
:-evised rates will be applicable), ev;e~:' if' anticipa.ted:r~suitses,ti­
mated' to· occur beyond the test. year a!r~:,::' employed in making, the req:tU;red 

• •• I • ' 

computations. ~:i: . , . " 

Fo~' the above reasons, we find. the staff adjustment for" 

::laintenance ~ense for Phone Center in the amoUnt' ot. $11,·7$9,000, 

to be reasonable and we adopt that- adjustment in this proeeedin'g~,. We 
also adopt the rate base adjustment of: SlO,520,o60: as being reaSonable 
in 'this proceeding.. We, however, do no~ adopt 'the 'revenue adjustment.' 
o~ $13 ,03S,OOO' fo:~'.the reasons set forth above· in our d.iscussion. of 

I \ • . ~ 

revenues and : 'for I;~~e further reason that the recordin.thiS: case ... 
d.e::.onstrates quit.e,';:elearly that sales of optional residential equip­
cent generated ~6ugh the operation of:.~the Phon~':Centersmay not 

~' ,'I I;', . " ,~ 'I, . ~~;, 

constitute a bene:.t"~t:, ill the sense otpro:ti ttopac:i:fic .. 
'1,1. 1 , "I' 

Main Fra-ne':: Adjustment!: .':! . . . . 

The s:e;~.!':·has proposed a redu'c'iion in maintenance' expense:' 
, ~."~"'", II,. . I ' 

re!lecti ve of ihe··il~':ber or maintenance :hours which will be'saved 'by 

PaCific in ass~ia~ion with its Main Dl.stri oution Frames' Program . ~MDF")' .. 
. \1' . . . ' '.,' 

J..::! !lIDF is a distribution frame in a central offiee atwnich··outs1cIe 
. . .. . '. ., 

plant cables from customer premises terminate and .eross-con:c.ect/.Jto~· 
, "f, ," 

, /"" .. 
~ntral Offiee line equipment. 

MDF is one area or improved. technological economy. P~ei£i~ 
has 53 such tecll!lological modernization and efficiency pro~ams,avail­
able to it which w.Lll substantially'reduce :naintenanceexPenses~in . 

later years, soc.e of which are being implemented today, aceord:ing. to: 
., . 

the :-ecord. In addition, it has, another 5e maintenance saving, 
:no<iernization programs under development which should: achieve 'further 
economies in operations. The staff witness selected only' four-of these 
progra:lS in a..-riving at his proposed adjustment: Common. System Main 
!nterco:mect.ingFrame Systems (COSMIC); Computer System'£,or·Main::,'Fx-3::e 
Operations (COSMOS);. Dedicated Inside Plant (DIP); and. Frame' Force.···· 

. , 

Administration Plans (FFA?). 

. . . 
, " ; ~,' 
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, , 
, . 

., 
" 

The statf relied upon Pacific"s latest study':rorthetotal. 
errect of these programs and arrived at a normalized savings, f'o:rthe" 
--:ain fram.e operations programs for the test. year of $3,7,$32",,000. The 

starf made an additional adjustment for plant in the amoun.t o£. 
$6y260 yOOO for depreciation expense and tor other expenses: in 'a, ' 
::.annerparalle1ing the methods used for the' Phone Cent.er adjus.tments , 
which we have previously discussed.. There is' no~revenue effect. for- the'~ .... 

::lain frame operations programs. .. 
In our discussion with respec't to Phone Center:, we:; 'approved' 

'the sta!'f's methodology in arriving at its estimates for- the test ... 
year as being typical. !'acii'ic ~gues 'that the data employed-by' . 
staff' witness Mr. Dade pertained to 19$0 and shou1dnotbeutilized~ 
Curiously, Paci!ic, on orie!, argues that '''actual results can:.be 
very :lisleading;~ this for the reason that the: highest pa~ri: savings. 
i:lplementations will occur first and the lowest pay~ff' s:avings:i;mple-· 
mentations will occur last. This, of course, is the ver:{ rationale, the . 

• . '. ' ,:" '7::,'" " 

st.a!'f' espouses in employing its typical. test year methodology~ 

Pacii"ic further draws our at.tention ·to, the st-ddy relied': 

upon by the staff, having in, ita statement to the eff'ect that:. Pacific 
is ot the opinion. that the hours saved through frame foree':ad.m1ni's,tration ' 
appear optimistic, and Pacii'ic will 'be in a oetter pos~u6n to·' . '.' 

evaluate fra=.e foree administration when. suppor:.ing documentation 
beco:nes available and. results· from implementat:io~ canoe"evaluated. 
At the sa;ne tiI:l.e, Pacific argues that the s·avings.t:rom frame' force 
admillis'Cra'Cion have oeen included in Pacific's own budge·tfor the 1979 '. 

, ." , 
test year as presented in this proceeding. Pacii'i.c ts brief'. ' 
inconsistently assertS that three or the programs utilized· in the': 

st.af'!"s study will not be completed until 19$0 and that all·four 6£ 
the programs are unproven. These assert.ions, however, not supported 

0, • 

'-4$-
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by reference to th.e record" are at variance with Pacific's chart set 
forth. in its brief' in which it presents substantialproduct:lvity , 
increases in 'the implementation of' the programs at issue.' 

The evidence sho"w'S that' the Bell Sys,temest.ablished'a 
r:ai:lte~ce task force in May of 1977 to find ways to' properly ,reduce . 
maintenance expense in the future. The record. further demonstrates 
that the sta£f requested in£o:rmation 0ll: the progress of, the maintenance 
'Cask force in V.ay. of 1975 but. was unable to determine what was 
available and have it produced before September 12: t : 1975art:er the· 

I ,"' 

cu:e-off date for preparation of the s·taffexhibits.. Thetranscrip,t: 
:::akes clear that staff witness Mr. Dade oelieved that his· adjustments, 
to maintenance expense were minimal in the face of the many ollgoing. 
expense red:uction programs of PacifiC, and a review of' all' th~ 'eyidence 
convinces' us that the main frame adjustment is reas,onable and shoUid:':be 
ac.op'Ced. 

Western Electric Adjus~ent 
The West.ern Electric adjustment involves our adopting. certain 

adjustments to Pacific' $, plant and e~ense$ to establish 1owerprices·' 
than those act\!a11y charged Pacific by Western E1ecttic, (a wholly 
ownec. subSidiary of American) on the theory tha~ vlestern Electri.c'· 

should. be entitled to "no greater .rate of returnthari would bere'ason­
able for a regulated utility". (Ciiv ortos Ang~les v Public Utiiities,. 
Co=ission~ 7 Cal 3d 331~ 342; 102 Cal' Rptr 313;- empr.asis added.) The 
cou.rt has not only approved this. adjustment 'out reversed us· ,when we 
soug;,.t once to depart from it (Citvor iosAngeiesvpUC.~:sup~a} •. ' 

'". ' 

Although. Pacific does. not agree \\lith the·Wes'ternElectrie 
adjust:nents ~ade in previous Commi~sion ;ase;, and approved·byth.e 
California Supreme Court~ it. does not here contes.t; the baSic adjustment'. 
For a succinct review of this adjust:nent, see: City of'Los.' Angeles v PUC'", ,', 
supra? beginning at page 345.':' 

", 
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In this case we again adopt the affiliated interest adjust­
cent and the sta£!"~s estimates and compu.tations thereof"wherever.the· . . . . 

adjustment reaches. For maintenance expense, because of our decision 
on rate of return, the Western Electric e-£'fect changes from. $lO~$3:1,OO~, 
to' $8,538,000. 

De'Oreciation-Expense , 

The di.f'!"erence between the staff' estimates for" depreciation 

and those of Pacific contain the follOwing elements: ' basic' estimate~,. 

IDC rate~ Phone Center adju.stment, .main fran:eprogram, Western Electric' 
adjustment, ACTS, teleprocessing~ and advert:t~ing.~ .. Except for'the:' ' .. ~. 
basic esti::lates, all of the above enumerated elements goingintC):the­
depreciation expense di'££ex-enee are discussed in' ot.her seciions" o1~ . 
this deciSion. . . '. . . . ' . 

We adopt the basiC estir!lates -of the s·ta£f in this proceeding, 
',' '.'. 

as we have done in the past, as being predicated upon.'this·Commission's . 
< '" 

policy consisten.tly applied. There is,. in.fact, no serious contention 
::lade by Pacific t.hat the depreciation me thod.ol ogy employed by the' 
staff is in error. We find the sta.fft s estimates." together with' the 

, . '. \ , .. " 

staff' 5 reflection of our decisions herein in' the depreciati'o::l.e):pense, 
category, to be fair and reasonable- and' we adopt them'.. ~'" 

Pacific and the staff" have reflected in'their Western Ele'ctrie . 
st~d.ies California surviving plant based. on a survi~orcur.re wh.iel{ind:i-

, .. , " . 

cates a eomposite average survivor life in' excess of ·30' years. ... Paci:fie< 
has used the same survivor curve in this and severalp'rio'~/proeeedin~$'':' . 
The sta£f recozm:lended in this ::;>roceeding that P:acific-., ini~iate' a' S:tudy 
to evaluate the validity of this survivor curve and~ubnli't~: the studY' 
'to the sta.!'!" prior to' Pacific tendering a notice o'f intent' £o·r·ar.y' 
i'~~e rate case. Since the same survivorc';'rve has been'utiiized for 
this and several prior proceedings, it is appropriate to~ ,have1ts', . 
applieabili ty re-evaluated for future proceedings and it 'W:i:ll:, be: so. ," 
ordered •. " 
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'l'raf".f'ie Ex'oense 
Tra1"fie expense for the test year is 'advanced by-the 'sta£f' 

as $)07,811,000 as compared to Paci!'ic.'S$)45,7S7,0'001"or'a'di.ttere~ce:; 
0; $)7,976,000 or 12.3 ,percent."" .. ~~, areas,o.f'd:1£ier,ene,e are:.~. ' 
follows: 

General Traf.f'ie Supervision 
Operators' Wages 
Lunchroom 
Operator Employment and 

Training 
Printing and'Bouse Services 
Miscellaneous 
Service Inspection and 

Customer Instruc~ion 
Estimating Differences 

Automated Coin Telephone 
Service Adjustment (ACTS.) 

Total Di1"ferences 
Differences: 

starr view adopted 
Pacific's view adopted: 

Service Inspection 
AC1'S 

Total Differences 

General Traffic Supervision 

Ut.ilit'lEXeeedS,:5ta££ ,:,' , 
,t DOllars iii:1liousandsJ ' 

.. . ~ ; 
',' 

, -'$;'3:,.,7)'S:;'" 
1",.981: 
'S3; 

300' ',' 

212" 
5,949 

2z299' 
26,.562 ' 

l1't 412 , 
}7,971, 

24,263;',' 

2,299: 
11z415-

37,977' 

Pacific's estimates for 1979 are based tlpon itsOct.ober 
1977 view of the test year' and include wage and salary increases 
which are anticipated. in 1979. While' variable inputs, with: respect 

, ",' '. 

"to Paci1'1.c's com.nti:tment budgets commence at the lower operating , 
• • I • 

levels ("'bottoms up" budget) .a:c.d a.%"e reviewed -.and ad'jus,teci' by upper' 
management, the record in this' ease is ele,arthat nO"e"811 of:Pae:rtic':s, 
projections were initiated at the lower levels.; 'Additionaliy,the, ', . 
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record. shows that the budget process failed to take into account 
certain unusual and nonrecurring events and,. in some· areas, did not 
properly treat the issue of produc'tivity .. 

Overall, the sta:f"f' compared the 1975 budget. for Pacific 
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, showing: a 
projection. of' $281,927,000 and actual experience of~72·,.722',000;~ 
The sta£f"s estimate for general traffic supervis1on·is~. $):,.738,000· 

" 

lower tha.n Pacific's est1mate~ '." '. '. 
There are eight subaccount estimating differences in 

General Traffic Supervision. 
Subaccounts 621-11 and 31· - GA 
We adop-t the st.a.££'s estimate which is $293.,.000 ·less than 

that of Pacific. for the reason, among others,. that Pac:if:te estimated 
salary increases, in one year in the range of 10.6· to 15,.2 .. percent, 
and we concur ...nth the staff that this . range is unreasonable anci· 

. , ' ,.! . 

the staff recommendation of 5.8 percent as· the rate o£;incre:ase is 
reasonable. 

Subaccounts 621-117 21,. and}l - No. Region , .. 
Pacii'ic estimated an increased, number o£" supervisory 

persollllel in the Northern Region. for. SUbaccounts621-11',· 21,. and 
31. '!'he starf pOints out 'that the regio'n, management level' has been' 

phased out and that the number of tra£'fic offices and person:c.e1has;:been' 
decreasing. Further, the staff disagrees with Pacific that additional 
netwrk designers 'Will be required in view of. the increased on-lirie' 
technology. The stat!"s estimate is found to be: the more reasonabl.e·~.,· 

the difference between it and Pacif:i.c being $870,000·. 
Subacc:ounts 621-15, 16, 35, and )5. 
w.i:th regard. to Subaccounts 621-15, 16, 35, and 36, the 

staf.f" critiCized Pacific's. es.timates as being based upon future· 
projections of' unusual and nonrecurring. experiences~ such as course 
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• develop:nent. expenses which occ:urr¢d in 1976 and 1977 but, which' are 
not a."'l.ticip·ated. 1:;.0 recur on a regular bDSis. Thes.tarf. 

• 

is of -:.hc opinion. that such expenses.should not·bc,t.reated'as 
recurring but should be amortized over a 10-year period~, we be::'ieve· 
the st~ff' s v.iew t'o be the more reasonable,.; the: diff'~rence.between 

. i't a."'l.d Pacific being $240, 000 .. 

Subaccount.s 621-25 and 26 - No,. R.egion ' 
For Subaccounts 621-25: and 26, in the No rth.ern, Region,. 

Pacific p::-oject:ed" expenses in t.b.e sum of $2,64.2,000 fo"r 1979'. The: 
st.-aif points out. that. the 1975 projection is only $1,464.,,000: fo,r "Ches.e ..; , 

accounts. Th.e staff witness test,ified-that Pacific was unable' to 
provide any reasonable exp1anatio!l fo'r the $,ubs.tantial'diITe:rellc'e, .. ,. 

I ,," • , 

Accordi!lgly, the st.aff !:lade aprojec,t.ion based upon the' No·rthern,· . : 

Regio!l to arrive at its basic estimat.e which we adopt as reasonable,. 

a."'l.d which is $902,000 less than PacifiC ~s proJection •. 
Suoaccou!'lts 621-'35 and '36., ,', 
!n Subaccounts 621-3 5a.."d 36,. for Nort.hern and Sou"therrt 

Regions, Pa.cific had pro-je~t.ed $$75,000. for 1979 in exees,s· of the 
st.aff est.imates for t.he yearly nnght-to-use" cost. to· ~aciri,c, 1'o·r . 
cert,ai!'l A.-nerica."l computer progra.'ns. Here, again,.' the'. $·t.af'f witness 
t.est.i.fied. that. Pacific paid these annual fees to Arnericahwi.th~ut.· 
seriously exar.:ining t.he possibility of designingand.-..r.rit:ing: the' 
progr~"ns with it.s in-house force or outsiciecont,ractors,' anc.:;wi'tho;ut ". 

~uest.ioning A.'nerican as to the reasonableness andmagni tude <Of. th~se" 
fees.. The staff's investigation .of th,e fees dis:clos.ed' s.ignificant, 
unexplained overruns in t.he progra.:n development cost... Furt.h'er th,e 

sta!'f test.ified that the cost formula used. by A":lerican to. alloe,a:ee: 
development costs· to the operating comp·anies was ineo.uitab-le,.reS1.l1ting 

in excessive charges to Pacific. The staff, accordingly recommen~.$~~diS.- ,: 
allowance of the 'above-stated portion of t.he,fees' and we : find 'th~t:: t.he', '., 

stafr view is the :nore reasonaole. 

SuoaccOu.nt.:.; 621-1.5- and 16 ,- No. ;.cl:-ion, . t 

In Suoaccour.tS 621-15 a.."ld "16, fO'I' -the Northern itegion, we 
adopt as reasonable: the staff's reduction of $77.,.000 to. a.ccc.unt £o:r 
the a!'oresaid adj'Ustmc:n:~s to supervigo.ry force le.vcl~~ i 

i 
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-Transfer to Construction - Account 621 
For the Southern Regioll, Pacific projected a transfer-to~' 

constrt.lction amount for 1979 which was lower than the amount· for 1977.' 
Knowing of no reasonable explanation for this difference,' the staff' 
used the 1977 tra.ns£er £igure 0£$l,393,000, as the oasis .. £orits 
proj ection of $1,420, 000 in 1979.. We find this adSustmen t to be~ 
reasonable , constituting a credit to Account 621· in' the. amount . of" . 

$114~000. 

Network Administrators 
In the Southern: Region, Pacific has pro'jec-cedthe number 

of network ,ad!:,:; nistrators as increasing trom S2 in. 1977 to,lOZ· in 
1979- In view of the fact, asserts the staff,' that. there- will be' 
fewer offices and personnel to administer in 1979, and ,in .view 

of the increased report mechanization taking place w:i:thinPaci1.'ie, 
Ule increase in administrators is not justified .. ' We adopt: the 
st.a!£ adjustment in the amo~t of $)67,000, beingbas~dupon. the' 
1977 level of S2 network administrat.ors •. . . 

O,)era't<:lrs' Wages ,,' 
Pacific's estimate is $254,122,000, the·staff'being$13,.9$'1~000: 

less in their estimate or·5.8 percent., We believe that the staff"s. '. 
view of' the estimated operators' wages is more reasonable and 'we: adopt: 

.,' 

Pacific's estimateo! the wages of operators; insofar as 
it relates to force levels,. appears· to have overlo'oked~ertain. imp~rtan:c .' 
considerations brought forward on the record 'by thestaf~. , . 

During 1979, for exam!)le, Paci1'ic will dis:continue the' handling 
.,' " 

01' direct distance dialing. tell service andmanual·sw.i.tching s·ervice' , 
for the General Telephone Company in several exchanges ,throughou~ the 
State. 

.', ... 
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Paci!'ic was unable to present a valid rationale for its 
inclusion of ~he 350 persoxmel who are employed in.this. tunction to 
remain in the operating wages. category. 

Additionally, the stat'f survey shows that 155· PBX operators 
who support the service representatives in commercial operations, and 
who charge their time to tra£'ficAccount 624, will' be completely 

. , '. . '. . 

displaced in 1979 by an automated system called Business, Office' 
i, .' 

Centrex/Universal Call Dis~ribution. Pacific's estimate does not 
" ,," ' 

reflect this consideration. 
Further, Paci!'ic's expansion of Dire'ct Dis.tance' Dialing.. (DDD) 

is believed by the stai"f to have the effect ot" reducing the" numbero~ 
I ", " , 

Pacific operator assisted calls, and th~ implementation, ot aut~matic' 
. i:l.tercept devices which, handle intercept. calls automatically will 
likewise rec:c.ce the' amount of operator assisted calls. 

The starf, for all of" the above considerations, testified 
that Pacific has ;overest.i:nated the requirement tor' operators and' 
for operator assisted call volume~ 

The adjustment for operators' wages is $S:~627,OOO~' which' 

we adopt as reasonable. 
Network Administration 
In Subaccount 624-22, ,Network Administration, the stat.r~s 

estimate is $1,)02,000 lower than that of Pacific. The rationale 

testified to by the staff witness is that Pacific failed to· adeq,uately 
recognize the decreasing number ot operator offices and operators 
by projecting an increase in the number of network' adDdnis'trators·, 
wereas a decrease should 'be in ord'er. We' share the opinion.o£ the 
star! that the number of supervisory personnel should be directly: 
related to the number of offices and operators, and find.: thestaf'f~s. 

basic estiI:l.ate in this category to,be the more reas'onable and we-
. " ," 

adopt it . 
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Records Clerical 
The staf'f' asserts with respect to Subaccount 624~2>:,., .' . 

Records Cle:"l.cal, that Pac'i!'ic failed to properly estimate this 
expense in view of the increased mechanization of" work records' 
presently available. The estimate, according to,staf'ftes,timony, is . 
higher by Pacific than in previous years. We find. the statr's 
esti:nat.e of 1 record clerk per 70 employees to ,be the more" reasonable 
and adopt this, basic estimate, being a differenee of $1,,060,000. 

Interce~t Records 
Wi'th respeet to Subaccount 624-24, Intercept Rec?rd.s, it' 

appears that there was, at least" a failure 6f"' communieatl:on between 
Pacific and the staf'f in the preparation of the two estimates.' The 
staff" "Witness' testimony is: that the Southern Region proj.eetion. for, 
intercept records was 32 individuals whereas the Northern Region's 
projection was 94 individuals, an increase in t,he' Northern Region ., • 
from 66 in 1977.. Upon being questioned as to this dis,erepancy, , 
Pacific reduced its Northern Region projection to 67 for the: test 
year. During the course of the investigation, the s·ta:f:£,'witnes$ 

:' , . 

!ound that the Southe:rn Region was utilizing an automated' record 
system and had been doing so for some years.. Pacific provided no; 
reasonable expla.Ila:t1on for the di!i'erence in the mechani:zationbetween 
north and south, and asserted that the use of the 94 individuals in "., 
i t.s original estimate for test year 1979 was ~error~ ,Incons,equence,. 
the staff utilized the S<mle number of' individuals for the Northern< 
Region as for the· Southern in making its es:timate for intercept 
records. We adopt the sta:f:!, estimates· as being themore:reasonable. 
The di.f'!'erence between the staff and Pacifie. is $77$:,doo~ " 
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Transfer to Construction - Account 624 
The amount from Account 624 for the Southern Region which 

is transferred to constrJ.ction was projected by Pacific to deerease', 
( , ' 

whereas the s~!" witness test.i£ied that t.he normal expect.at.ion 'WOuld 

be ~or an increase as in the Northern Region. The star!' again used 
1977 as a base year and increased this eredit to' an amount $5S,000, , 

higher than Paci£ic's estimate. We adopt this estimate' by th.e'~staf'~ . . ',' 

as being the more reasonable. 
Wage 'Overlay 
As a consequence of'the basic estimating differences made' 

by the stai'!, and adopted by us, the wage overlay :f'fgure is required', 
'CoO be adjusted andi t becomes., $2,1; 6 ,000 lower than, Paci£ic· "s, corres'-" 
pending figure. 

Lunchroom . 
The stai'f' witness testified that lunchroom. expenses should 

be $S),OOOlower than Pacific's estimate by reason of Pac'i'fic's, 
.failure to consider the reduction in.' the number of" tr3£fie operator 

" '. . . . 
. , " 

offices throughout the state.. 'We adopt the st:a£"f'''sestimate'as 
being the more reasonable,_ . 

O~erator Training , 
The st.a.ff''S estimate of Acc'?,Ullt 627, Training' Expenses, is, 

$6,$73,000, being $300,000 lower than'Pacifi'c's estimate.' Here 
Pacific projected suf'ficientfundsto provide a one-week supplemental 
t.raining course for each of the ;, 500 individuals in the Northern 
Region. The staff believes that the year 197$, sh.ould,be regarded: 
as typical, and in that. year Pacific allo~ed £"tmds for the,' training 
of only 4,524 individuals. We believe the s,taf£"s estimate of, this 
expense to be the more reasonable and adopt it. 

Pri:lting and House Services 
The sta£'i"'s projection: for Aecounts 629 and 630, Central 

Office Prin-:ing and' House Services, is $212,000- less tnan' Paeii"ic',s 

. ' t. 

-57-



• 

• 

• 

A.58223 et al.. ks 

., , 
, .,. 

'. I 

'Orojection. The basic difference in these estimates by th.erespective 
... • ", j, ' 

pa...-ties is th.at Pacific employed an estimate o! 10, percent' inc'rease ' 
per annum whereas the $·tafi" used 7 percent as :being more reflective 

., . , I' 

of' the growth rate in prior years. We believ~ that the' staff·'s·esti-

:ate is the more reasonable and adopt it .. 
Miscellaneous 
A .f'ux-Jler ostensible dii"ficulty in communicationS. between· 

the stati" and Pacific occurred with respect to Account 6;>:1, Central 
Office Miscellaneous Expenses. '!here the starf'sinvestigation· 
revealed that this account doubled between 1974 and 1976't increasing, 
froe $6,549,000' toS12,393 ,000. Pacific·'s· projection for the test 
year 1979 is S15,749,OOO. While Pacific: asserts· that., ,th1s.,subs .. tantial . 
increase was due to da-eaprocessing charges having. accelerated, the . 
s-;aff witness testified that substantiation i"or the magnitude and ~,ine' 
necessity for the charges in this account were, not· proVided •. 'Giv~n~his 
impasse, the staff Witness reduced Pacific's estimate to, an even 
SlO,OOO,OOO being $5,949,000 less than Pacific's' estimate.' 

Pacific's rebuttal -Nitness,. Mr. Morse,. testified that the. 

1974-1976 increases in Central Office Miscellaneous, Expenses, were 
caused by the overall increase' in the' mechaniz'ation of the:totaJ. '" 
traffic o-oeration. He points ou't that Pacific'S' es·timate·for the ... . '), . . 

t.est year shows only an annual increase rate of S, percent since, 
1976. Pacific, however, nowhere in the· record develops fa.~t.sand 
:-ationale which support. the doubling of thiS' item' of expense' within, 
the two-year period. Accordingly, we accep·t the staff"s. est.imate: of: . , 

~his expense as being the more reasonable and adopt it~ '. 
, Service Inspection and Customer Instruction 

The starr's estimate for Account 622, Service Inspection. 
and Customer Inst.ruction, is $2,299,000 less than Pacific.~s,estimate • 

-5S-
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With regard to this account, the sta£'f witness relied, 
heavily upon testimony of Pacific 's witness in an earlier case 
CA.55492) to develop a' ratio of operator-handled calls sub5eet, 
t.o administrative monitoring. Using this as a base,the'staff 

, " 

developed an expense difference of $1,218,000, for the oper~tion 
of the service inspection organization tor 1979, inc1uding'a 
:-eevaJ.uation of the n-wnber of superv1so,rs and. clerks to- '0: el?ployed., 

Pacific's rebuttal testimony by Mr., Morse adequately explains 
the function of service inspection within the Pacific: system, but,." 

does not rebut. the starf Witness t developed percentage predicated 
" , 

upon Pacific's testimony in the prior case. While:' we acknowledge' 
we are dealing throughout with estimates, our preference is to rely 
as mueh as possible upon'direet knowledge rather than upon positions 
taken or test.imony given by parties in prior' proceedings~ . Aceordingly" 
we adopt Pacifie's higher estimate of this aecount as being the more: 
:-easonable • 

Subaccounts 622-21% 26% 31, and' 36, 
In Subaccounts 622-21, 2~, 31, and 36, for the Southern 

Region, the s~.f :nade a comparison of Northern and" Southern Region 

personnel. The ,starf points out that, 92 instructors in northern 
California handle a bUSiness volu:ne whic-h is only- 10pereent- '. 
smaller than the volume, handled by Sou them. ~egion, operators' who~ 
num~r 154. Paeific's rebuttal evidence establishes that the 

correlation assumed in the staff analysis is in fact lacking~" We 

In accordance with the views lexpressed above, we likewise 
do not adopt the S17S-,000 adj'ttstmen't. proyos~d by the.sta££ for wage 
overlay. 

" 
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Automated Coin Tele~hone Service (ACTS) 

T!J.e statf has reco::llllended an adjustment of $11,415,000 
to traffic expense by reason of automated coin telephone service 
(ACTS.). The statf witness testified that during 'the investigation, 
phase of 't".his proceeding he reviewed the automation development for . 

coin toll service knO'Wll as ACTS. This. automation is designed, to· 

:lee-hani ze operator functions and result in subst.antial g·avings 
-:'0 Pacific. The staf'f points out, in its prepared test~ony,'that­
Pacific's five-year plan for 1979-1983 shows· c'apital costs' for ACTS 

of SS,OOO,OOO and annual savings ot' $14,.269,000.' The sta£'1", noting 

t.he handsome ret.urn on investment., being more than 100~rcent in, 
, ' 

the first year, took t.he view that $6,400,000 in capital costs, 
i:lcluded in the tes't; year rate base, and $11,415,000. in annual 
savings should be included in the test year. The fact. is' that ACTS--·',' 

has not az:.d Will not be implemented by Pacific, during the test year. 

Wi th: puzzliiig" inconsistency, Pacifi c" contends that' ·the. 
• ", •• c , • .. • " • . ' .-

icpu'ted cost savings argued. for by the staf'fshould be disregarded' 
because this Com:n1ssion, in DeciSion No. 88232, issued. on December 13" ' 
1977, requested a feasibility study of ACTS, and, in any-event, ACTS' 

, . 
will be implemented in the 1981-19S3 time frame.' It, is oovious ' that 

.' , - I> • 

ei ther the study requested by the Commission is. not., necess:ary or the 
decision by Pacii"ic to· implement ACTS in a period beyond" 1979' ,is . pre:':" 
:nature. 

The staff fills this void by testifying that it, learned" , 
from sources outside Pacific that ACTS had ,been installed in 
Phoenix, Arizona~.i:l 1977 and is currently in operation." Therefore,,' 
contends the staff, no £easibilitystudy isrequired<and: PaCific 
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should have acted to implement ACTS at a period at least earlier 
than the 1979 test year. 

In view of' all the circumstances, we conclude ,that 
the st.a£f' has not carried its burd-en of proof that the ACTS' - , 

adjus~ent should be made in this case~ and we do not adopt it. .. 

However, 2.e sta£f' did make a persuasive showing for. implementing ACTS 
ahead of' Pacii"ic's 19S1-$3 time frame. The reeord does show that there 
are now several such systems in operation with other Bell Sys:temoperat­
ing companies. We are of the opinion that Paci£ic shouldn<?t lag 
behind other companies in implementing ,this. cost-saving, system~ 
Accordingly, we will order Pacii"ic to accomplish s,igD,ificant 
u?lementat.~on of' the ACTS system in Californ!a'bythe ,end: of ,'19S1. ' 

".' i 
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Cocmercial Exnense 
The st.at.f'·s estimate of commercial expense for 1979 . 

is $)75,255,000 as compared to $4.72,207,000 submi~ted byPa~iric, 
a difference of $96,952,000. 'l'he'areas of'd1fference, areas 
follows: 

UtilitrExeeeds.,'Stat'f., '.. . , 
CbolIa.rsin Thousands.),': ,,',. 

Advertising: 
Phone Center 
Service Wormation 
Building Signs 
Automated: Dialer 
~The System:' is the 

Solution" 
Long ,Distance' 
Nat:l.onal Resid.ent.i:a.l Ad 
Salaries 
Direc,tory Assistance 
Other 

Balance . 
Phone Power Program 
General 
Loeal Commercial,Operations: 

Computer Outpu't.·, 
Business-Office 
Aut.omated' Payment 
Phone Cent.er.Stores 
Cen't.ralization 
Residential Service Center 

Balance, 
Directory:, , 

National Yellow Pages 
Page Design 
PhotO. Composition 
Mechanization 

Balance 
Teleproeess~g Adjustmen~ 
To~ Commercial Differences 
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For the reasons that follow,. we adopt, the staff's 

view on the following issues, and Pacific' s view on' the, balance: ,~ ,'.. ,. 

Advert.ising: 
Building, Signs 
Automated 'Dialer 
National Residential Ad 
Directory. Assistance 
Other 

'Balance 

Directory: 
National Yellow Pages 
Staf£' s :" view . ado?~ed 

" , 
'" 

Utility Exc:eeds,:: sta:f'r," 
CDOl1ar:s.in " Th~~sanas.) 

$ 77 
137" 
le9~' 

1,534-, ' 
715:> 

2,' 546:",,'" 
, $5·, 19S:",' ", ' 

Advertising.l 
~ '" 

The staff's estimate of Account 642',. Advertising, is,' 
~ , 

$6z529,OOOand is SS,2.40,000 less th8n Pacific's estimate 6f 
$14,. 769,000,. a difference of 126.2 percent. . 

We discuss each category ofi.;, advertiSing expense in~ the ,order 
, '.~ 

presented. 
': Phone Center , " 

,;;, : .. 1/ : 

Pacific'S, projection for Phon,e Center advere:tsi?-g, expenses' 
is Sl,J...S4,OOO, and the star! recommend'd,: that f1ve-sixth:s.of" that:' 
projection be disallowed as' unreasonabi:~. The starf's' view 'ispredi-

,~ 1 , . ' . • 

cated upon Pacific's estimate being for.,::' an addi tiona130 new· 
, , )'!; 

Phone Center stores in 1979, whereas., according to the s,ta£f", Paci~ic"'s 

more recent view calls for only 5,.s,tores,. '. 'Theadjustllie:C:~~: is compute~ 
on the basis of the n'UIllber of new stores in Pacific's es,timate.: 

. ''I ' ' '" '" 

'r.c.roughout this proceeding, P~aciflc has re'qu:tred'precision 
in language from the staff and interes:c;~d parties with respect. to, data 
requests. The record shows, that Pacif:!:~~'hasrequired those soliciting: 

,~,; ~ " " 

information from it to turn square cornet-s,::tn obtaining data. " 
. ~ " .. 

, " 
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I 

.' , i 
,', 

'Wha-: is asked £or imprecisely is not given. With respect t<> the' 

Phone Cent.er advertising bud'ge~, the sta:f:f 'Witness requested th~ ~Umbe~ 
of" new "locations'· and was given the number of' new "locat1ons~:~ 'What' 
the staff witness really required, however, was-the number of" Phone' 
Center "conversions'~' scheduled 'Eor 1979', the larger number up6n:>~hiCh 
Pacific's estimate of' advertising expense is based. Having failed, 
to give a full and complete answer which would perhaps. havedis~~aded 

" ' 

the s.taff witness from making the advertising rec'ommendation wi'th.,' 
respect to Phone Center, Pacif'ic was· required topres,ent rebut,tal 
testimony a:ld now claims that the starf witness. 'tmisunderstood'''' 
its res:9Qnse.. ~tJhile we believe that the record demonstrates, ,that 
the sta£f witness was led into error 'oy Pacific's overly precise' 
response to a general data request, we- nonetheless must viewtlie 
facts as t.hey are ultimately developed on, the record.. In this 
instance, "We believe that the stai"f a.djustment should~not: be adopted, 
and that Paci'Eic's estimate is f'air and: reasonable .. 

We believe tha~ the Phone Center concept:' is a, viable 
~ech~sm to increase customer convenience with respect to,the 
telephone system and agree that the, services there' available should .. 
be i-easonably publicized. 

Service Information 

'!'he service information budget, is proSected 'by Pacific' at', 
$570,000 as compared with the staff projection of $250,000" for this. ",~ 
activity, a. diffe:'ence of $320~OOO. 

The s-ea:f.'£·s position is that Pacific's estimate: duplicates, ;. 
other programs· such as Lifeline (S200,000per year), Resid.ence Catalog 
(S600~OOO per year), and Rate Service Charges ($270,000' p~r ye:I.r).,. 
which the staff support& as well as the d:irec~ories.. Additional.ly,., 
the staff' est.1::nate is based upon a new billing procedure 'to: be: 
inaugurated. in 'ehe test year by Pacif'ic ~ch 'will, combine. the :\ :.> ' . ~ . 
subscribers' bills with. service in£ormation,effect.ing. a· consi.ct~rabl~:~:"';\·, ~ 
savings in printing cos.ts. . ', "", ,'," '.;':';:S:·~:\~ " ' ';,: 

,1'( hI 

.. ~;~!.\. I ~ 
.. ,t 

.' . 
I~·· 
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Paeifie's t-dtness, Mr. Golightly, tes:tifiedthat.the 
serviee infor:nation messages do not, eover the maj'or items singled 
out as individual projects by the staff. Rather" the' service 
ir.i"or.:lation project includes bill inserts, and mass media, expenses for:, . , . 

Optional Residence Telephone Service': and similar 
offerings 
Serviees for the Handicapped 
How to get money back ·if' lost in a coin, box. 
How to handle obseene 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 varie'ty of available 'telephone'service in each 
exchange ' " 
Emergency numbers and dialing instruc'tions (localized 
to each community and in. foreign languages wherever . 
required by 5 percent or more of the total population) 
Off'ers of copies of the Residence Catalog and a special 
booklet containing· government listings and emergency, 
nur:lbers - 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 staf"!' of: 
printing costs, Pacific's Witness testified that the new,'procedure 'Will' 
be i::lplem.entec. inmic.-1979,. bu't there will be offsetting inereases in 
expenses billed as the Accounting Department eharges bac:k its, 
additional paper eosts and its additional eostsrequired to: program 
eomputers to do the message printing. In short, contends Pacific, the 
new billing procedure will be offset by addi tional expenses:~ , 

For the foregOing reasons, we will not adopt, the proposed 
staff adjustment to Service Information Advertising intlns, proceeding.', 
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Building Signs 
The stat'f' has taken issue with the sum of' $77,000 budgeted 

for designing and cons'tructing building signs on the gro'Wld that they' 
should be more appropriately placed in rate basea~ a capita1·expe~se. 
We agree with the stat£' in 'this specific matter and find· that ". the 
adjustment or $77,000 f'or building signs i~ the' more reasonable 
approach and it., will be adopted •. , 

Automated Dialer 
Pac.ific. has budgeted $100,000 to promote automatic 

c.ialers,.· $30,000 to promote touch-t.one telephones, and $7,000 in 
the tes't year tor a building. tours program •. The Starr reco,mmend's 
that. the Commission not adopt these estimates, assertingt.hatrecent 
in£'ormation has indicated that the automatic dialer program has been 
disconti:lued, that touch-tone phones. are priced below cost.,., and that. 
the building 'tours program is promotional in nature. We f'1ndthat 
t.he recommended deletions f'rom 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 staf£,· as 

being essentially institutional advertising in nature rather than. 
promotional, as categorized by Pacific. The staff' ~gues that the 
program. does not address itself' to any specif'ic products, but rather 
attempts 'to project an image of the telephone company as a problem 
solver and. a ter.ninal. equipment supplier. 

The starr further testifies that the level or- expense 'for 
ad.vertising -:his program is unreasonable and tha't· the. ads-were. o£ 
d.ouble page type,. no't; providing as much in£ormation. as· th'espace .wOuld: 

allow • 
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We think the better position is that of. Pacific which 
contends that it is not only entitled, but required by business 
exigencies, 170 stimulate response from potential. eustomers of 
Pacific's terminal equipment and network f"aeilities·. In this 
proceeding, two of" the staff" witnesses agreed that- the deregulation of". 
terminal equipment might well· be in the publie interest: and we accord- .. 
il:lg~y view Pacific's business advert1singprogram" as a' fair ~d "reas'on:'" 
able esti:llated expense for the test year and we adopt such estimate. 

In approvingPacii'ic's advertising expense-in this 
regard, however, ~ do not 'Wish to, suggest- that we approve Pacific's 
asser--...ion in its brief' that Pacific t s estimates of f'utureexpenses 

. ." 

are somehow inviolate.. They are not. Pacii'ic must, in: ev;ery case, 
carry the burden oi' proof. 

Long Distance 
With respect to long-distance advertising,thesta.f'i' p,ro­

poses a disallowance of $1,99S,000 from Paeific'sprojeetedadvertising 
budget. The st.a£t testified that its review shows Paci£ic' s "" 
evidence,that advertising increases toll revenues far above the 
cost of" the advertising, is inconclusive. Thus, the staff made i is 
own independent market survey of 120 subscribers· to determine their 
reactions to long-distance stimulation advertising, th.e· results,"' 
or such survey leading to the proposed disallowance 'here discussed. 

We believe Pacific to be correct in asserting that no. 
single study may perfectly quantify relationships betweenad~ertising 
investment and revenue increases over forecasts, but there may be a 
convergence of data which, if taken together, provides assurance that, 
advertising is a key elemen:t in nourishing: gro'ifthin toll. revenue: ~d 
that such revenue has been well. above what was antieipated m thout, the' 
advertising • 
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Having in mind. the continuing controversy with respect 
to the degree, ii: :my, to which long-distance' teleph~ne revenues 
contribute to Pacific's operating profits, and the desired current 
sti:ulation in.network efficien~through greater off-peak usage, 
we believe that Pacif1c·s es"'Cimate for 10ng-distanceadvertis1ng is' 
fa:i.r and reasonable. and. will be adopted in this proceeding .• 

National Residential Ad 
National advertising expenses relating to res.idential 

advertising were examined by the staf'f and their approval ~ecommended 
only as to the 197$ level. The staff testified that the reason for 
its recoz:mlendee disallowance of $1$9',000 in this expense was 
predicated. upon Pacific'S being Ull~ble to develop: an' appropriate 
analysis of the programs projected 'in 1979 for s·ta£'l' review. The 
st.a£f recommended allowance- is predicated. upon. inclusion of t.."lis ad~ 
vercising expense in ally future GE/100 cost-based. tariff" offerings 
.for decorator phones.. 'lye' agree wiih the staff in this, regard: and.' th~ 
proposed disallowance wi~l be adopted .. 

Sal~ries 

Pacific's projection of salaries charged to: Account, 642: 
is unclear accordi:o.g to 'staff testimony. Thesta£f has. been'unable 
to reconcile a projection in Pacific'S·· exhibit sponsored: by:: " 

~!r. Bell1lett of the a:lount of $771,000· and, the working paFlers:' furnished 
to the sta££ which f'ixed that amount. at $629,000:. The staff's' 

esti.r:late for wages. and salaries charged this account is $19$;,000· 
less 't."lan Pacific is prepared to accept., While we acknowledge that 
the difficulties encountered 'by the stafr·intrackingthe work.!unction 
of individuals lea.ds to vexing problems. in its Work~, we never-
t.heless· have been present.ed with no facts which persuacie us that: the . 

adjustment which Pacific has made to Mr. Bennett's estimate should 
not close the matter. We accordingly will not·adopt .the addit:i'onal 
salary adjustment proposed by the s.-earr in the. amount of $19S:~000; 

. ,., ' . 
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Directory Assistance 
The advertising expense of $1,53S,,000 projected for 

. . ~ , 

Pacific's directory assistance program is recommended. for disallowance' , 
by the staff on the grounds that Pacific decided in early197S not 
to pursue the program. 

~ This matter has been discussed earlier in ',this opinion 
with respect to Pacific's assertion that this CommiSSion should not. 
adopt a proposed disallowance where ,the applicant has been denied the 
right to present evidence showing tha-; the canceled' project Was'mo;re ... 
'than ot£set by pro·jects later approved. In point of'f'act, Pacii'ie 
simply aoandoned this program in the course of: the proceedings. either 

by error or inadvertence.> We find the staff' pOSition to b~ fair and 
reasonable and the budgeted amount for' directory adve~is:tng .. will, be 
disallowed.. 

Other 
The schedules supporting EXhibit 149, late' filed', show an: 

additional disallowance which nets $715,000,· the stal"!" bei.ng: lower 
than Pacific in this regard.. We will accept the staff" s adjus.tme~~ 

, . 
as being fair and reasonable. 

Phone Power Program 
Phone Fower is, Pacific's. advertised offer to subs·eribers . . 

of an evaluation of phone usage together with a program of rec,ommended 

improvements therein on an individual basis. 
Pacific has budgeted $2,461,000 for its. Phone. Power Program. 

for the test year. The s.taff has recommended. disallowance of' this,' 
expense as unreasonable because it asserts that the pro~amis a free 
management consulting service which is in competition with. other 
consul ting firms and because no ,valid pro£itability. analysis of. .:the 
program has ever been attempted by Pacific. BasicallY'~ the staff,is' 

• ',J 

justifiably concerned that ratepayers maybe subs.idizing Paeific '·S·, en~ry. 

into competitive terminal ~kets • 
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Pacific" on' the other hand, contends that. its only goal 
is to increase toll' revenues which,. according to ,Pacific· s:'sll0wing" 
in this proceeding, cover over twice their direct embedded'costs­
costs which include return on capital, directma1nt'en~c'e,taxes: 
and all other direct costs involved in providing the service.' 

. '", 

Pacific contends that the service is. not free, but,; that; prospective 
users are screened to detemine whether proviSion: of' theprog~am, to, . 
them idll indeed result in increased toll revenues;., Finally, , Pacific 
asserts that based upon its witness Mr~ Turk's exhibit in this: 
proceeding, the break-even point for a Phone Powe'r'Progx-aIIl' costing' 

. ,,' '," .'. 

Pacific $2.5 million is about $4 .. 2 million in toll revenue. stimulation.';" 
Pacific's Phone Power Program will' generate more tha.n. $3,O,m:illion:l:.n' 

. " . 
additional revenues, according to Pacific's evidenc.e. . ,;' 

On balance, we are inclined to' accept that' Pacific'·'s .. Phone . , . , 

Power Program as budgeted for the test year is: fair and, reasonable, ' . 
and itwillbe.adopted. 

General 
The staff has recommended that $875,000 in general commercial 

administration expenses be disallowed because it allegeS: that Pacific 
has made, no showing to merit the increases it reques;ts in. headquarters", 

I . . .' 

~rsonnel. We think that the estimate by Pacific is fair:' and reasonable' 
in the light of the current sophisticated marketing,:enviro~e~t in. . 
'Which Pacific exists" the several trackingsof produc~ ;,andse~c~ .. , . .. '.", 

requirements imposed by this Commission upon Pacific, andincre:ase 
of the headquarters' personnel represents a 6 percent groWth rate. for 
the test year. 

Local Commercial O~erations 
For Account 645" Local Commercial Operations, the staff~s 

estimate or $196,.96:>,000 is $15,630,000 lower than Paci.fic's estimate. 
There are six proposed adjustments .....::thin the ambit,.o£ Account 645, • 

;, '. 
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Cotl'Outer Out'Out 
Paci1"ic has inaugurated a new microfilm system titled 

"Computer Output Microfilm .for Business Offices~". (COMBO)' •. ' The, staff' 
has reviewed the program and octained productivity increase 

'/ . 
estimates .from Paci.fic wm.chvarled·· from 7.7 percent. to' . 0 percent. 
The st~1" is 01" the opinion that a productivity :tnc~ease 0£'6, percent 
ai"U!r the creak-in period is reasonable i"o·r the' companysyste~-wide,' 
and, upon -:hat basiS, recommends a reduction in Paci:fic"s estimate of' 
cocpu't.er output expense 01" $5,205,000. 

iMle the issue is not without doubt, we believe Pacific's 
testi:nony that a 6.5 percent productivi~y increase was included in 
its October 1977 cud get for 1979 and that to adopt the s,taff's' 
adjustment would result in a double count of the. estimated expense " 

" . , '. .. . '.' . , ~ 

savings. We find. Pacific's estimate to be the more reasonable and 
adop't it • 

Business Of'1"1ce 
Pac i.fi c· has a sys'te:n 'titled 'tBusiness O1"fice Centrex/·' 

Universal Call Distribution"' which is, being, installed in all business· 
offices which routes calls directly to the service representatives· 
at the first available position. The staff estimates' that' a: 
productivity inerease of 5 percent is. reasonacle for the institution 
of ':his service and, there1"ore, rec~mmends an expense: reduction in 
'the amount of $.l,.,:33 0 ,000 .for the test' year. . . 

Paei1"ic's 'testimony with respect to Business Oi"i"ice Centrex! 
Universal Call Distribution is that there will be 'no ::'impact,01''that. 
sys'tem on commercial 'Oroduetivity~ While Paeii"ic ·,admits that there' 

~ . ' 

are estimated savings for PBX operators in the use' of the,sub·je'ct, 
system, it sets forth that the eVidence showStha t such savingS. ~re 
included in Pacii'ic's October 1977 budget .for'1979., We b~l:te:ve: ,tha~, the' , 
evidence is as Paci1"ie has stated it and'will no,tadopt'the prop¢s~" 

.' '1' I 

business o1"i"iee adjustQent. , . 
" , 
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Automated Payment 
Paciric has a program titled ~AutomatedPaymen~fand . 

~ , ( .:' " 

Reporting System" (APARs). This system is. a.:o. interactive !;on"';l:tne 
system of record storage, retrieval and payment processing~ The, 
starr contends that the capital inves,tment for this system had been 
made in 1975 and that the company, projectS that it. will eliminate 
1$3 jobs, approximately, systec.-wide. The starr- contends. that no 
recognition has been given. to these sav1ngsin the: 1979 estimate 
and. recomends an expense reduction of $2,172,000. 

Paeific counters that it. had tentatively scb.edu1ed .. 

implementation or AP~ in 1979 but. that. force-s.avings 'in that 
year would have 'been ot£'se'tr 'by developmen'tral, capital' and expense 
costs, according to the evidence. Further,' the record shows 
that Paci!'ic does not p1a:D: to implement APJi.RSdur1ng~ the teSt 
yea:: because of system design: problems. For the ':f'oreg.oing 
reasons., ,we ~ll not-adopt· the sta:f'f' reduction :f'or: APARs 
savings. 

Phone Center Stores 
The sta:f:£ recormnends an expense reductionol $2,.595,000' 

through the implementation, or' Phone Center Stores and modular 
, .' 

jacks 'Which. reduce the transaction time between service representatives' . 
and subscribers on service orders.. !'he sta£r evidence is that it is 
inevi table. that the average t.ransaction· time will aecordingly be 
reduced, and it is alleged that Pac·if'ic has not made an' adjustment 
for such reduction. The star£' recommends the reflection in the 
test year of' a productivity increase or 3 percent. 

Pacific'S rebut.ta1witness, Mr. Woodrell, testified, that t.he 
total transaction. time will increase rather than decreas'ein the 
Phone Center environment because additional !unctions or serving .the 
customer are provided. These include, accord1ngto·the wi'tness, 
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telephone set asseobly and demonst~at1ons, prepared instructions, 
directory distribution, and "bagging" of" orders. We believe that the 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 disallowance of $1,;28,000 

of commercial expense on the g:'ounds'that conversion of existing 
small local o.f.fices to centralized Residential Service' Centers: (RSCs) 
and Phone Center Stores, as well as other RSC operational changes,. 
would make Pacific·s operations more efricient~ We do· not find a: 
persuasive rationale in the st.af£"s presentation to dissuade'us 
!'rom adopting Pacific t S estimate for these expenses as· 'being.fair 
and. reasonable.. The staf.f adjustment of" $860,000 and $46S:,OOO·£or . . 

centralization of residential service centers is, therefore,. not .. 
adopted • 

Directory 

'!'he staff's esti:c.ate for directory expenses is$99',S7S,000" 
being $12,072,000 lower than Pacific's estimate. The expenses at 
issue in the directory categoxy are four: national yellow pages,· 
page design, photo- composition, and mechanization. 

. National Yellow Pa.ges. 
The staff recormnends a reduction of $2,.546,.000 'by reas.on. of 

the exclusion of' all expenses associated' 'With former national yellow' . 
• ' . ' " , ,I 

pages personnel, said !unction being: dis.continued by Pacific commencing. 
at the "ceginDiDg of" test year 1979'. The sta£f' evidence is that 
there were 134 people employed in the national yelloW' pages dep:artment"' 
in 1977 and these perSonnel have been Shifted to: other sales depart­
:nents and. o'Cher operations regardless. o£' need. Paci.f1cresponds that 
the availability of trained people from the tormer national yelloW' 
pages, sales program provided an opportunity to· buildup,th.'e s3.les. 
e:!,fort at minimum. cost and profitably generate· more directory 
advertiSing revenue. Contrary to the starf allegation,. Pacific"s' . 

", ".,' 
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witness testified, all of the former national yellow.pages sales 
employees were placed. in productive, profit-makingjobs. 

We believe that Pacific has not carried its, burden of 
proof 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 13'4e:nployees 
whose work haS been discontinued prior to the ;test year~ .We will, 
accordingly adopt the national yellow pages reduction in directory 

expense as just and reasonable .. 
Page Design 
The staf'f:recommends- a reduction of $1,.5.0.0,.0.0.0. in. test" 

year directory expenses by reason of Pacific's intended·conversi 9n ·· 
of' all yellow page directories :from the present four-columndes1gn .. , 
to five-column design. However, Pacific's· evidence shows-that. 
the propo~ed conversion will not take place until· January 1" 19$.0, 
beyond the test period. Accordingly we will accept Pacific"s estimate 
of' directory expenses with respect to page design as being:,rilir'and 

reasonable and it will be adopted .. 
Photo Com~osition 
The sta.!'f recommends reduction of directory expenses by' 

$2,.0.0.0,.0.0.0 in the test year, being the cost savingsassoeiated with 
the recent change in the manui"acturing procedure of directOries 
wherein Pac1fic is switching from lead composition prin~ing toph,oto· 
composition.. Rebuttal testimony by Pacific, however,· as, .....ell as its,:. 
direct showing, demdnstrates that the cost savings' for: photo: composition " 
have been adequately reflected in Pacific'S .octooer 1977 view of::. the test ' 
year. 'Ille staff"s recommended adjustment will therefore' not. bema:d~;. , 
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Mechanization 
The sta£! recommends that. direct.ory expenses be reduced . 

in the amount. of $6,026,000 by reason or the fact that. Pacific's: 
"::lechanization conversion account" shows, a balance of $$,110,000 

for 1979 although the mechanizat.ion was scheduled, to be' completed 
prior to the test year. The sta££ asserts that- the mechanizat.ion 

account eharges are capital costs" have' been, recovered, and should 

not be again charged to 'the ratepayers. 
Paeific's ·..r.i.tlless, Mr. Dekker, testified that. mechanization 

expenses are not. truly non-reeurring or capital costs, but: ~e 
ongoing expenditures properly classi£'ied as operating cos'Cs,. 

Accordingly, we: will not. adopt the proposedsta££ adjustment,for 

~echanization expenses. 
Tele'Oroeessing 

A great, deal. of investigatory and hearing time wasdevote~: 
to the sta:.f."f's e.:f'!orts to determine the. suitability of recommending,: 
an adjust:lent for teleprocessing equipment for Pacitic'. At, the' 
root of the starr's ditficulty with,the proposed'adjustment.for 
teleprocessing in the amount of $57,674,000· is Paciii,c's recalcitrance 
to yield up to the sta.f:f investigator inf.'ormation.raadilyathand' or 
readily available to it from American .• 

During'the investigative phase' of this proceeding, the 
staff discovered that a teleprocessing operation isbeingplanned'by 
American for all the subsidiary comPanies. Full implementation'of 
the plan is not expected to take place Until' 1986. 

The st.a.ff learned that other utilities are converting" or 
have' already converted, to direct teleprocessiXlg, usage by. service . 
representatives. Accordingly, Pacific was requested to proVid:ethe 
cost of a teleprocessing system for all of its business . office: service' . 

representatives~ the projec:ted savings, and the projected" :increase, 
in :force productivity. The response to the data request-received' 
on June 21, 197$ st:ated, in effect, that: Pacific is taking initial 
necessary steps towards positioning its~l.fto' completely-automate:' 

" ',.,' ·.c 
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its business offices for teleprocessing between 1983. and 1985·. It, 

was stated that no special study, had been made' regarding, teleproces's~ng 
of the business offices.· Such. a study, it was asserted,' would"be" 

both time-consUining and costly and was not then contemplated' by 

Pacific. 
The staff made an independent investigation, without. 

assisumce by Pacific, and learned that five telephone entities' 

were, in fact,. using a teleprocessing system s~ilar to that being 
used by Pacific Gas and Electric Company in Cal:ifornia. The sta£f . 

accordingly went forward and presented. its proposed adjustment on. ' 
the gro'Wlds that Pacific was imprudent in not. making.a' time·ly 
conversion to teleproces,sing equipment. During: the' course of'hearings 
the sta!'£ wi'tness, Mr. Strahl, amply and. eloquently developed on. " . 
cross..;..examination by P'acif:ic,"s counsel that the proposed 's·ta.rr . adjust-

, .' 

ment was made independently of any assistance by Pacif1c,Was 
competently prepared, and was reasonable. 

, . 

On rebuttal, Pacific produced' its 'Witness, Mr. Taylor, 
'. < +,. 

who, over the objection o£ staf'f' cO'Wlsel, was permitted to show:i:n 
detail that Pacific'sstudieslooking toward teleprocessing commenced 
at least as early as 1975, were ongoing in nature,. and would be 
implemented through American at a later time., 

Staff counsel "s motion that the late evidence produced on 

rebut'tal, which evidence was available at the time, of· the sta.ff"·· 

investigation, be excluded from evidence was denied by the AlJWith 
the1JIlderst.anding tha'C the CommiSSion might desire: t,o: reverse his, 

decision. 

Evidently belatedly recognizing the merits:, of the 

staff" s position, Pacific, in its opening brief, £'alls.'back to legal' 

principles, again to the effect that the Commission may no~su'ostit'Ute.' 
··,1 

its manageriaJ. judgment for that o'£, the utiliUe$ bei'ngregulated: 
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There appears to be .little question but thattele~ 
processing innovations are at least due, if not overdue, at Pacific: .. 
It is also apparent from this record that Pacific did not pursue 
use of IBM or other outside firms to accomplish. earlyins,tallation 
of teleprocessing with attend.ant cost savings. Instead it elected 
to await Bell System's "in house n development. '.' 

!be staff made an impressive showing, for an adj.ustment 
to pacific's commercial expenses in theamol.mt, of $57,674,0,00' in 
reduced expenses. 'Ihis estimated reduction ,in expense would,have 
been realized by Pacific had the recommended' te'leprocessing system 
been in operation for the calenciar year 1979 test period. 

However, the fact remains thatteleproce'ssing is absent 
:or Pacific in th~ test year, and we ,Will not adopt the p~opo'sed 

"I ' 

staff adjustment. 
We will; however, require Pacific to· implement, 

a teleproeessing system for its service representatives no later 
than December 31, 1982: and to ma.ke a complete shOwing in'its next 
general rate case of its teleproces,sing schedule, including;' plant 
expense, force effects., and estimated cost savings. .. 
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Ba1~~ce General O~~ice 

'. , . 

The bal~"lce of general office expenses, after revenue' 

/', . 

::C;~;~~~~;,~~r:e~:g d~;~~~~\:~:';:C~;i:~;i:::!s~~.· ~(>~;t;h~o~;J···· 
as '"follows: 

Balance General Office: 
PBX Inventory 
A."lt.it.ru5t Activity 
Legislative Advocacy 
~.anagers." Visits 
Citizenshi'O" Ac'tivities 
Abandoned Projects, 
T:-easuryDepartmen t, 
Law Depar-::n.en t ' 
Other General Office 

Di!'ferences 

~BX' InventorY 
Anti trust. Aeti vi ty 
Cit~zenship' Act.ivities 
Law Department 

" 

St3.:C.f View Ad 0'0 ted. 
Pacific ~s View Adopted 
70uD. :a.!"!'erences 

$ 

(Red Figure) 

Law De'Oartr.lent 

(196): , 
342 , 
161,.: 

(1 t 206.) 

, .. , .... ~. 

-", ' 

,,'. 
" 

.... , "-' .... ,,,. 

The stai"f estima'C-e of $7,016,000 exceedsPacif';i:.c"s est.imate 

by $1,206,000. The staff witness, Y:r'. Weissman, reviewed Paci'f~c"$ , 

estimate for its Law Department expens,es, and con.ferredvdththe' . ," 

general counsel of Pacific in thatregarc.;. Thesta£f est.irnate~ be'ing. 

later in time and employing more current d,ata and 'anal'Ysis.~mo.re 
accurately predicts the volu."ile of legal 'matt.ers ,and the level. of " 

• ' • , '. .~ ~ '. • >. ....' I ' 

activity in lawsuits for t:he t.est year.. We 'adopt thest¥f,estimate,: 

al though higher t.han that of Pacific, as being, :f'a:tr ,and. 'reasonable .. , 
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Antitrust Activitv • 
The st.a££ recommends an adjustment o£ '$342,000, representing 

one-hal! o! the law Department expenses attributed to' "the 'United.' ,States' ' 
. ", , 

Justice Department antitrust actions against 'the :Sell'·'Syst~m. and 

Pacii'ic. A similar adjus'tment. was adopted by the Commi'ssion in 
Decision No. S$232. 

In our earlier deciSion, we stated that we~~ld continue to 
observe developments in the anti trust matters to", determine' whether 
it ::light be necessary to reevaluat~ the 50 percent ,used" in, that 
decision'. 

Pacific contends that the proposed disallowance of expense 
I , 

of the Law Depart:nent for anti trust. activities is difi'erent,than" our 
earlier treatment or- similar expenses charged by Americ.a:o. t~-;: Pacifie 
-:hrough the license co~t.ract. We perceive that. there is a' difference' 
in i"or.n, certainly, but not. a difference in substance. It. ~ema1ns 
speculative as to whether t.h.e rat.epayers of Pacif'icorthe s-t.oek~ 
holders oi' Pacific will benefit most, or at all, through the'dei'ense 
of t.h.e Justice Department antitrust. litigation. In thes~circum-, 
stances we continue to believe it to be i'air and reasonable that· 
50 percent of the costs of such litigation be allowed. as an' app;opriate 
charge to the ratepayer and 50 percent be allowed as; an appropriate-' 
charge to. the shareholders .. Accordingly, we' adoptthestafr. 
adjustment. as being fair and reasonable. 

Ci ti zenshi '0 Activities" 
The s'ta£':f' excluded $161,000 i'or citizenship, activities 

because, according to the staff witness, these. expenses are. not 
necessary to efficiently operate·the telephoneeompany and thus: 
should be a stockholders' expense. 

Ci t.i zenship activities are described· .. by Pa,ci£ic' as, being­
the compa:lY's. response to the requirement thatPaci:f'ic' contends: it 
shares with all business to ensure that C:ali£ornia~ and each. o~:i:ts. 

I". .' 

many cormnunities, oi'i'en the best-possible climate', i'orthegro,Wtl:i, .. 

-79-

• i 



• 

• 

• 

...... ,.. 

A.S8223 et a1 .. , ks/kdiks, 

of the individual and the fullest development of 'its employees:. 
Pacii'ic's witness, Mr. J. K. Gilbert, further'test-ified'that 

Pacific is engaged in a series of programs directed towards 

involving i ~ employees, at the:ir discretion, in the political 

enviromnen~ of the State and c~mmunity in which they work and live. 
The emphasis of these programs' is participat:i.on, not partisan 

polities, according to Pacific. 
It is our opinion that the citizenship ac:tivities,. so' 

explained by Pacific's witnesses,. are not so clearlY' related to, 
Paeii'ic's, bUSiness ac~ivities as to req,uire our adoption of these ex-:­
penses i~ ratemaking matters. We, rather believe that the weight ", 

of the argument goes to the staff's position and we 'Will adopt 

the staff's adjust=ent in this regard. 
Abandoned Projects' 
The stai'f estimates that $1,040,000 iIi 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 Sys,tem of Accounts. 

Pacii'ic contends that the contested expend'i tures ' are 
necessary "estimates" made in the ordinary course oi' bUSiness and 
should properly be charged above the line. The, example:::'is "given that 

preliminary local projections of telephone growth" due perhaps to' 
new residential development, suggest the possibility of, the' need 'for 

the const.ruction or additional telephone facilities ina certain 
loeation. Under Paci:£'ic' s. operating procedures, i tis. argued" 
a "project" number is assigned- and preliminary engineering time 
is devoted to determining what new plant may be, required .. , This. 

time is charged to the "proSect". .After inves,tigati~~'~ the need:£or 
, construct.ion of additional facilities is not' indicated -:arid the;~ 
"project" is canceled •. " 

. While the record does, no,t make clear whether or no~the 
exam?le given' by -Pacific in its presentation is: or' is nO,t typical i 
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or nor:nal, the record does show that a detailed analysis of the " 
projects involved in the $1,040,000 proposedd:tsallowan~~' by the 
staff has not been made. 

Further, this Commission in Decision No. SS23~~ did' no't, 
" '( 

adopt the proposed. recommendation, stating that, it' would be diUicult, 
• 1. 

if not impossible, to fairly apply the standards distinguishing a 
"project'" from an "estimate". We believe that,:the-, rationale in our 
earlier decision remains valid and we will noti:make' the ,proposed ' 
s'eaff adjustment for abandoned projects. .. 

'\' 

PBX Inventory:-, 
The starf has added $196,000, as an expense ad.'jus,tment 

for PBX inventory. This adjustment is uncontroverted by Pacific" 
and we accept it ~ reasonable. 

Treasury De-cartment 
The starf estimate of $6,500,000 

expenses is $196,000 lower than Pacific's • 
for Treasury Department 

The starf points out that" 
their estimate is based upon historical expenses and.: that Pacific"s 
budget estimates in this account for 1976 and, 1977,. compared to 
actt:.al expenses, were higher by $3,167,000 and $179,000"respectively., 
The staff uses a trending, method -to make its estimate for the test,' 
year. 

We note that the difference in Pacific's estimate for 1976· 
and 1977 showed a very substantial movement toward the predietion 
of actual expenses. ' We accordingly believe 'that·:~the' Treasury Depart­
ment esti.::ate by Pacific is more reasonable for the . tes,t year and 
we will not adopt the proposed staff adjustment. 

Legislative Advocacy, Managers' Visits, Other General Orfice. 

The differences between th.e staff' and Pacific .w.i:th. respect 
to Legislative Advocacy, Managers' Visits, and Other General Office 
expenses are sho-wn in the table wh:Lchprecedes our. discUssion of the, 

: . 
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balance of General Office Expenses. Both the sta.ff·and Pacific 
:!lade adjustmen'es to expenses which would eliminate expenses 

associated with these items consistent with prior Commissi,on 
decisions. Ou.r- review of the record does not persuade us. that the· 
staff's proposed further adjustments :to Pacific's estimates.· in the 
foregoing categories should. be made' ... We will p ,there£o'rerad'opi 
Pacific's estimates as being f'air and reasonable for'the tes.t 

, ' ••••• 4 ., 

year. 

: ' 
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():)erating Rents 
Operating rents basic estimate given by the'staf1:is 

$33,875,000, being $347,000 greater' than Pac1!1c's estimate of' 

$33,528,000. " 
This staff adjustment results from its reviewo.fPac1fic's 

estimate at·a later point in time, thereby including a more 
accurate projection of future rental requirements .• · We accept the 
staff estimate as being the more reasonable. 

~ , ' 
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~ General Services. and Licenses 
Tbe staff estimates general: services 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 Applieation No. 55492, filed February 13,. 1975·' 
and Case No. 10001, filed November 12, 1975 'dealing w:tthAmerican.' s 
license charges to Pacific has been decided i.n Decision No. 903"62, 
issued June 5, 1979. In accordan'ce with the stipu.lationbeeween·. . . 

staff and Pacific herein, we will apply the percentage disallowance 
we have recently fou.nd to be reasonable to the dO'~lar amounts . 
of license eontract expense' est~r.ed by the staff in the ins.tant 
case. The result is the allowance of $S6,41S,.OOO:for total 
California operations. 

We adopt the staffs es.t'imates and methodology as shown 
in Tables III and IV which follo'N'. 

. . 
DeCision No. 90:362'will be modified to confir:n its 

re!'Ul'ld order and to "Orovide that future rates contemplated' by that. . . 

I 

I 

..1· 

• c.eeision are those adopted.hereintobecome ef£eetive conte:lporaneously 
'Wi th the ta.-i££s in Appendix B or this deeision. 

: ',: . ' 

• , ',-
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:L1iie: 

T.A:BLE m 
Amer1ee,n Telephone and Telegraph Co~ 

ADOPl'EO LICENSE COIr.rRACT EXPmSE 
($000) 

:19,19: StaU: Percent . 
e' 

. . . e 

:lfo • . Desc:r1E!:1on : Ellt1mate :D1sallowed :D1sallovanee:' Adnted : . 
(1) (2) (3)-(j):x(Z) (4). 1)"(3) 

1 AT&T General. Departt1ents $ 49,,866-
2 Amol"ti.zat1on o~ Mov1.%t.g 

Expense 47 
3 ~~General' 

Departm.ents 49,,913 2i.TI~ '~13i860 , $36053' " , 

4 l3ell Labs 34,536· 48.29' 16,,726- li,,~lO 

5 Investment 37,,138: 31.42 11,,857 25,,,88l, , 
6 Add :Mad180U Ave. P::operty 

$18,,:1.90 x 9. 5233c.£· 1t732' 1 '7'32' . . 

7 'l'Otal ,Investment. 39,470 2i;613-" 
S Rate or Return S'.8lt.3j 9'.m 
9 Retm'n on Invetrt:ment 3,490 2",687. 

10 :Federal Income Tax & Ie :Net ':L;,,so" 236 ' 

II Royalties ~) @§) 
J2 D1salJ.ova:c.ee tor Pl'oduet & : '" .. ". ~" -' Investor Related. 

${36,3S3# Aet1v1t1es 

13 Ucense Contnet Expense 
(3)+(4)+(9)+(10) +(ll) + (12) 52,,798 56,418, 

(Inverse :Figare) 

y Amortizatiou ot Mo'9'1ng ~ense 1nc1ud.ed here • 
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• 'l'ABtB "N 

.American Telephone a.ild. Telegraph. COIDPatO' 

ADO~ LICENSE CONTRACT' EXPENSE TJ:I. CAtCULA..~ON'-
($000) 

:Line: . 08seri:etion a Amount . . 
Investment Calculation-: 

1 Retum on Inves'tment ~2~687 

2 Revenna R~u1re [(1). 0.54] 4~976· 

:> FIT- 0 5.12% [(2) x O.0512j! 25S: 

Interest Ca.lculation 

4 Total Investment 27~613 

5 Interest Paetor [(4.)xC .OlSS( 4)6 .. 

5 ReveJlUe Requil"ement E(5)~J (W} .. 
7 Fn 0 S..J.2%. C(6)xC.0512J Y (~ 

8 Net FI'r [(})+(7)] 236-

(Inverse Figure) 

• 11 Factors used. in A ... s5492 • 

.' ', .. 
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Balance of Other Operating Expenses 
The balance of other operating expenses are estimated at 

$21,449,000 by Pacific . and at $20,,632,000 by the' staff, a difference 
of $817,000 which is :::lade U?3S follows':' 

Utility Exceeds Staff., ; 
, , 

Other.Operatiug Expenses: 
, " 

Dues and donationS 
Insurance .' 
Charged to construction 

Staff,View Adopted 

Dues and Donations 
(Red Figure) . 

", 

($OOO}," 

The staff's estimate of dues and donations, is $270,000 
less than that of Pacific, a difference of 48. 7 percent~ The-s.taff 
excluded $387,000 for dues, donations, and c'ontributions, $77,000 for 
in-bouse coordinators for charitable works,. and $90,OOO£or pensions 
and benefits related to executives on loan engaged in cha~,itable 

,!, I" , 

work. 
Pacific' excluded $284,000 for dues., : donations, and, 

contributions.. 
The staff's higher estima.te of dues, donations,:' and' . 

contributions to be excluded is based upon an anal:ys£s.of'theactual 
1977 expenses of Pacific and' projected into test· year 1979~ In-house 

. '. 

coordinators and executives on loan for charitable works, are 

not available to ,erform their usual w~rk, the, staf~ poiritsou~, '; 
and therefore, these expenses should not be, borne by,the'-ratepayer. 

Further, the staff indicates that Pacif:r.:c charge's the salarieS.. and .. 
expec.ses of executives on loan to' a nonratemakin&.; expense account 
and suggests that the rela ted pensions and benefits should: be, like~se 
charged below the line. We find the s·taff"s, recommendations,'t?,be, 
fair and reasonable and adopt them in th:ts proc,eeding·.' 

-87-

., •• 1 



.~ 

• 

• 

A.58223 et ale kd/ks 

Insurance 
Tbe staff estimate of $1,073-,000 for insurance; expense in 

Account No. 668 is $598,.000, less than the utility estilrit:~.' The.' 
proposed staff adjustment is made in order to'r~flect, t~e: 
cancellation of some lia.bility policies since pacifiC's:' e,st:t;mate: 
for this proceeding was prepared. We' agree with the rati'onale of 
the staff and adopt this equitable adjustment. of,. insuran6e 

expense in this proceeding. 
Charged' to Construction 
The sum of $51,000 charged. to construction shown in the 

first paragraph of this sectiollon Balance 'of Othe:r'Operatin~ 
Expenses is a reflection of. adjustments which we have a'dopteci and' , 
discussed in other sect~ons of this' opinion. 
Relief and Pensions 

Relief and Pensions are . estimated at $443,SS.S:;000~ -by 
Pacific as contrasted with $3,83- ,173·,.000 estimated' 'by staff,; 'a 
difference. of $60,.382,000 •. 

It is not feas:tble·to isolate the various-elements mak:tng; 
up this substantial difference between the staff and Pacific' .' , ' 

on the subject of relief and pension plans, for· the reasoli',that 
substantial differences from the origi'Qal. staff and company's> 

estimates become reconciled in accordance with, the' severaldecis'ions 
we make in the course of this opinion which affect the labor . ' 
component in Pacific I s operating expenses. We will, accordingly; . 
discuss the several elements- without specifically enumerating and 
quantifying the adopted total california' figure, for reli~fand' . 
pensions, in the sum of$415,~648~OOO~ together: with it~intrastate 
component of S3,22,626~OOO.· 

'!he most important item) quantitatively, in the . category 
of Relief and Pensions is the recommendation by ,the staff tb.3.t the. 
interest rate assumption for Pacific's plan be· :i:ncreased £roms· 

. , 

percent to 5-1/2 percent and that the wage assumption inherent in 
the plan be increased from 3-1/2 percent to 4. 'percent •. 

-88-· 



• 

• 

A.58223 et al. kc:Vks 

'!be original staff adjustment for pension expense 
reflected a basic accrual payroll estimate prepared by the staff) 
an adjustment to accrual payroll to reflect the variolls staff 
expense adjustments, a pension acc~l rate reflecting la.ter. 
infermaticn than tbat used by Pacific, and a downward' adjustment' 

t'O the accrual rate to reflact the effects of a higber interest 
rate assumption in the pensien plan •.. 

'!be adepted pensien plan expense accepts the staff's·· 
basic accrual payrell estimates medified 'Only fer these expense' 

adjust:nent items discussed under ether. headings and the accrua.l 
rate developed by the staff u.sing. the la'Cest informat:ton available.' 
The accrual rate adepted herein excludes any medific:ationbecause 
of the proposed interest rate and wage assumption 1nereasesreeommeno.eo. 
oy the sta££. 

Thus, the amount 'Of pensien plan' expense is $8:,.401,000 
below the amount estimated by Pacific and $30,091,.000· abeve the 
erigi:c.al staff estimate. The latter increase reflects a payroll 
increase of $13,598,000 by reasen 'Of cur nct· accepting,' ce.rtain 
staff expense adjustments disctlSsed' elsewhere in tbis 'epinicn 
and 'Our disapprcvi~ $16,493,000 in adJustTnentsby reascn 'Of the staff's .. " 
proposed interest ra'Ce assumption fer the pensien plan. 

Pension Fund Interest Rate Assumption 

In Application Ne. 51774 the staff recommended that 
each actuarial factcr sheuld stand 'On its 'own merit in the metnod 

utilized by Pacific in develcping its Service ~ensien Fund4nd 
Death Benefit Fund accruals.. " 

The Commission adopted the staff acccuntant's raticnale 
in Decisicn No. 80347, dated August 8,. 1972,. wherein westate&:: 

tt ••• each of the factors w1:ich .&0 teward detenn.ning 
pension fund accruals shou.ld" oe evalua ted· as . 
accurately as possibleratber than. have offsetting: 
infirmitl;es cancel cut to: a reasenable end resu1t,.,r 
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Pacific uses an actuarial cost method, generally known 
as the aggregate cost'or remaining-cost method in determ:i:ningits 

pension fund accrual. This method is designed to contribute a 
level percentage of the basic payroll of current active employees 

during. their remaining working lives so tha t th: contriout10n" 
together with '!:he present trust funds and future in~estment 
earc.ings on these amounts, will be sufficient to' pay: (1) future 
pensions to current active employees; (2) employees separated' from 
service with a rigb.t to a deferred pension;. (3) retired emp,loyees.; 

and (4) future death benefits for current active and retired. employees. 
The following actuarial assumptions developed: from the. 

combined e:-..-perience of the Bell Systems' telephone companies: are; 
used by Pacific to accomplish these results: . 

Wage Scales 
Mortality Rates of Active & Retired Employees 
Disability Retirement Rates 
Service Retirement Rates 
Qualified Beneficiary· Ratios 
Separation Rates 
Survivor Options . 
Interest Rate (long.-term average rate of earnings on 

the pension fund) 
These actuarial assumptions are reviewed, in Pacific's annual 
actuarial study and, when appropriate, are either changed or deleted. 

The staff accountant analyzed the reasonablenesso·f the 
actuarial interest rate assumption independent of. the c>ther' seven 

factors which contributed to the <ieterminatioxl' of the Pension 'Ir~t 
Fund accrual rate. Ibe seaff witness· det:ermined the est:i.ma'ted yie:1d' 
of the various- types of as-sets held by the Pension TrUst: .' , 
Fund of Pacific 'as of 'Deeember31,1977 ·'tio·hbe' 5 ... 62percent. •.. 

~,-~ +--~." .... __ ._ .... ---. •• ---_._ .••• 

The witness furtber compu.ted that tb.e Fund's actual 
earnings experience for the past 19 years has been 5. 74 percent . 
whereas Pacific used a far lower interest ratedm:ing thisperiod~ 
For example, a 3 percent actuarial interest rate was used' from 1958: to. 

, . . ". , ' 

1962;. 3.5 percent from 1963· to 1971; and S, percent from 1972· to, th~ 

present time'. The staff recommends that the 5 percent rate ,be' 
changed in the test year 1:0 S.S percent . 
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During the presentation. of rebuttal evidence by Pacific, 

to the proposed increase in the Pension Fund earnings rate" it 

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 cbanging the interest rate' , 
from. 3..5 percent to 5 percent .. ,nus ,study, termed the "Blue Bookrr 

by pacific's witness, was not 'deiiveredto the staff inrespon'se, to,' 
any dat:a req,uests and came as a surprise to the staff at the time, 
of Pacific's rebuttal presentation. While. the timely exchange· of " 
this document with the staff would have doubtless saved, sub'stant:r.al 
time of the suff witness, substantial record time in cross-examination; 

and was req,uisite to any concept of fairplay in. the. disco,very process:,.. 
we will not adopt the staffts recommendation tbS.t the proposed 

.' .~'.. . 
adjustment be deemed adopted, absent our conviction .that'the merits 
of the proposal req,uire such adoption.. This is no·t our ,view. 

While Pacific claims that the ad'option of 'the staff witness' 
recotrmended change in the eartiings rate would be in ."iolation of 

the Employee Retirement Income Security Act of' 1974". (ERISA)',. 29 

U.S.C., Section 1001" etc." we find, such contention to, be wholly 
withou1: merit.. ERISA merely provides that the 'fund'trustee,' . 
establish and maintain actuarial assumptions. which. rep~esent the 
En=olled Actuary's best estimate of anticipated 'experience ,under the 
plan.. Obviously, if the Enrolled Actuary agreed with the ,staff 
witness, there would be no violation of the legal req,~irements for 
federal tax reCOgnition of Pension Fund contributions:~ 

However, pacifie did present Enrolled Actuaries to 
testify in SllppOrt of the admittedly conservative earD.:tngs percentage 
utilized by American and" hence, Pacific in determ:tning.payroll, 
contributions to its Pension Funds. It must be', added, inaddi'tion, 
that the basic premise of the actua~ies differ~'markediy' f:Z:om· tha't 
of the staff witness, and we are pe';suaded that. ·the.ac,tuar1es take,.the 
more reasoned approach • 
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The accuaries value the Fund's cempesitien and experience' 
over at least a SO-year peried~ .... !hey leok ferward'30 years 

" , 

to determine the needs ef the Fund ,and- they leek backward' 
30 years to determine the 'anci,cipateci future earnings of'the 

Fund. Their actuarial philesephy is well set ferth 
by Pacific's witness-,. Mr. Re~ Sinquefield,. inaPt=>repriately 
presenced as a rate ef ~eturn witness. " . , 

. Accerdingly,. we will net adept the staff's proposed'. 
., , , 

adjustmenc. 
Savings Plan 

With respect to. the cempenent in relief andpens:iens 
having to do with. the cest ef Pacific's savings. plan, both. the 
staff and. Pacific empleyed the same earnings rate and differed:: only 
to the extent that each. oftbe parties' estimate ofpayro·l.l' 
differed. We have medified the original difference' .between the. 

parties to reflect the several decisions .. we have reached' affecting: .. ~, 
Pacific's saving plan in' the ceurse ef this optien .. 

Dental 'Plan: 
The dental plan ef Pacific, constitutes, another instance' 

where tbe actual rate· of the plan fer 1978 differed sub-stantially 
from the estimate given by pacif:Ec .... The actual dental plan rate­

for 1978 dec=eased from 1977 while- Pacific estimated· an increase 
in such rate. ~e staff's reasoning is, of course, predicaced­
upon the later time frame in which it was enabled. to· view events. 
The staff I s ~astimate for test year, 1979 is predicateduponac-tual 
plan experience in 1977 and 1978 and: we adopt the staff:} ses,ti-mate 
for the test year as being more reasonable. 

-, ... ' ' 

-92-



• 

• 

• 

Aw58223 et al. kd 

Extraordinary Medical E:spense 

Extraordinary medical expense was linked to· basic 
medical expense and the staff estimate and Paci.fic's estimate are 
both predicated upon bis.torical performance. The staff' es.tima te 
increased 1979 expense by 11 percent over actual 1978- expense, 
whereas Pacific r S estimate increased said. expense by 12 percent~ 
We note that several of the staff adjustments are higher than 
those of Pacific and we deem it. appropriate that we adop-t· s;taff' 

estimates so as to be consistent herein. Accordingly,. we adopt' .the 

staff estim3.te of extraordinary medical expense .. 
Basic Medical Insurance 
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 estira3.tein this proceeding in harmony 
with ou: policy of consistency and reasonableness .. 

Group Life Insurance 
The staff was able to obtain actual 1978' rates applicable to '. 

group life insurance for employees of Pacific. These data were: no:t ' 
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 refle~ting, a 30 percent 
decrease. Ihe rate has remained constant in the intervening. years-arid: .. , 
the staff bas not projected an increase in.said rate. for the' test year. 
We adopt the staff's position.in ,this regard as being reasonable .. 

Special Medical Expense 
Special medical expense is the counterpart to' extraordinary 

medical expense, but is for retired employees rather than Pacific r s 
active force. Both the staff, and Pacific used the same, method61ogy 
in determining estimates for special medica'lexpense as they did for , 
others of the medical plans, and~ consistently, we adopt the· staff 
estimate as being the more reasonable .. 
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V.. TAXES AND RELATED ISSUES 
Ad Valorem Taxes 

Pacific prepared its Notice of Intention to file an 
application for general rate relief in this proceeding prior to 

, , . 

receiving its 1978-1979 fiscal year full market '. value determination 
by the California State Board of, Equalization and also before the' 
passage of the .Jarvis-Gann property tax relief initiative in 

June 1978.. The staff estimates for test year 1979 incorporate the 
J'arvis-Gann method to compute ad valorem taxes and use.s ' theactua,l 
1978-1979 fiscal year full market value. The .!a.rvis-Gann initiative 
provides for a 1 percent tax rate plus an additio~l . pe~centage . 

amount to pay for embedded debt costS". The staff utilized a tax· 

rate of 1.25 percent times market value in the advalorem'tax , 
compu:cations.. !his 1.25· percent .. represents 1 percent eaxr~te 
established by '!arvis-Gann plus, au estimated 0.25 ; percent for, 
indebtedness. We adopt the staff's me'thodology with respect to· 
ad valorem tax. as the, reasonable method to be . employed>' in>th!; 'case •• ' 
payroll Taxes . '. . 

Ibe staff estimate differs from the ut:tlity estimate· for 
payroll taxes by $5,695,OOO~ or ,6 .. 6 percent.. This differenc'e, is' the 
result of partly offsetting items as follows: (1) Pacific"suseo£ 

1 • , 

an FICA base of $lS,.900 and rate of 6~05 percent in contrast: to· staff" 
use of $22,.900 and 6.13 percentrespeetively,.the' lat,teramount' and 
rate being changed by Congress late in 19'77; (2) a dec'rease'in'labor 
force due to staff adjustments in traffic,. marketing".commercial,,· 
directory, and advertising" as adjusted, herein;. a,nd (3) the staff 
use of a frequency distribll.tion in, calculating. payro1f taxes as 
opposed to' Pacific f s percentage ,o'f payro-ll subJect: to· tax~ Pacific's 
methodology was not used because' the staffbel:teved' i'ts reliability 
decreased as the magnitude of the ba'se change increased. :'We adopt 

I; co.' . ",,;", 

the stafr" s methodology and estimates as being. the more reasonable::;' 

1\ 
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State and Local TL~es 
The major difference between the staff and Pacific t S '. 

estimates wi'Ch respect to local 'Caxes istha'C the ,staff e'st1mateof 
San Francisco payroll t:axes, was $,91,000) or 3 ~ 7 percent', larger' 
than Pacific's. The difference in San. Francisco payroll tax was 
not one of r:'lte but was caused by the differences between Pacific' 
and staff with respect to wage o'verlay effects, of" various 
adjustments. We adopt the differences in stat'e anct local 'taxes 
insofar' as they correspond to staff-proposed a'dj'ustments orest'imates 

which we adopt in this proceeding. 
The st3.ffdecreased Pacific's estinul.te of Miseellaneoc;s 

Other Taxes by $4 ,000 because, of differences i~irite:r=:pretation~ ". 
of past trends. We adopt the' staff estimates,. 
Removal Expense Estimate 

The staff cost of Removal Expense Estimate ila.s' been 
included in excess tax depreciation. This estin:la.te of $,57,:350:,,000 ' 
for the test year 1979 exceeds Pacific's estimate by $9,-35C),OOO~­
The difference reflects the staffts 1979 Plant Retirement' e's,t:Lmate 

of $408,650,000, which exceeds Pacific's,est:im.lte, by $41,64'6,000. 
We adopt ,the staff's, estimates and difference in',this: regard'~ 
Liberalized Tax Depreeiation 

Tbe staff applied Libera1i:::ed Tax,Deprec:ration on a 
normalized rosis for development o,f, the Federal Income Tax 'with the 
test year flow-through basis for the Ca-lifortUa C orpori't ion Fr'anchise 

.' ,"', '. 

. 'Ia..~ (CCFT). For federal income taxes, straight-line depreciation' is 
used in the fedaral income tax calculation;, however, on, Pacifiers 
tax. return, additional tax depreciation is permittedthrollghthe use 

. ' 

of li.beralized t ax depreciation under the Internal Revenue Code;.,' On, 
a normalization basis, the tax effect of theadd'it:tonal tax 
depreciation is calculated and placec ill a Deferred Tax,'Reserve 
Account, which is deducted. from rate base for ratemaking,purposes. 
For CCFT, the state tax depreciation on a liberali~ed bas:i.~ \:ts used, 
for ratemaking purposes. We adopt this: methodology in this',' dec':tsion .. '· 
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Investment Credit 
In this rate proceeding) the Investment Credit, (IC) used. 

for reduetion of the federal ineomeeax is calculated on the 
rateable flow-through method., Tbe IC realized on plant' add:ttions 
since 1971 is amortized on a full year convention'overthalife of 
tbe plant additions. 

The staff estimdte of $41,.900 ,.000 per amortized IC· 

for tbe test year 1979 includes :a negative $2,.676,,0000£ investment 
tax credit amortization for realized IC that was, flowed-through:' 
by the Cor:m:lission in a prior rate 'proceeding. We adopt this 
methodology for IC in this proceeding. 
Interest Allocated from American 

'!he staff recommends tb..a.t interest allocated 
from American to Paeifie. should be treated as anineome tax 
deduction to paeific for ratemalctng purposes. Tbe amount was 

t , ' . 

calculated to be $34,.313,000 for the year 1979. 
We will defer deeision ul?on this issue of imputed 

interest expense as .it is encompassed by Order Instituting." 
Investigation No. 24 ,presently set' for hearing. 
Fixed Charges 

The stat'£' esti:nated tes't year 1979 total Fixed Charges of" 
$345,374,000. Based on a computation, of Pacific's, operat:i.ng and, 
nonoperad.ng plant ratios of Jan';"ary 1, 1975 through 197e-.and., 
1979 esti::la'ted, the sta.f'f allocated 9}.67 percent of the total Fixed 
Charges expense or $32>,512,000 to Operating Plan~. The' starr adjusted 
this, amoun~ by a negative $72,000 £or administrative, building in 
Nevada in which Paci£ic concurs,. 

I, ' 
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The staff's Fiy.ed Charges estimate of $)23,440,,000 

exceeds Pacific's estimate by$? ,828:,000. Fixed Charges, are , 
calculated for the expense of long- and: short:-teX'lndeb,t~", Differences 
are due to different estimates by staff and Pacific' as,to, ~he 
cost and amount of long- and short-term debt, and. the, allocation to 

: ........ ,.- ., ",'--"" ...... ,. ,.' ..... -". 
operating Plant. , ' 

The st.af'.f computed the Fixed Charges estimate using a 1979 
average outstanding debt based on the, debt and' cost: structure 
ut.ilized in the Finance D1 vision • s' rate of' return report., "As we 
aciopt the Finance Division's rate or return, report in "this. p:r:oceeding, 
we like-..d.se adopt. as reasonable the' FL"(~d Charges estimate prepared: 
by the s~~-
california Corporation Franchise Tax 

CCF'X is a privilege tax for the right to,do 

business in California. 'Ibis tax is, based on the incomeo£ 
the preceding year. However) for rate .. fi:dng pux:poses, 
the Cotmnission has historically complltedthis tax 
on a current-year basis consistent with. other revenue and 
expense items. 

Pacific's tax liability for CCFris not solelY,dependent 

upon its California operations. Since it is pa;tof the Bell, System, " 
the State Franchise Tax Board has taken the' posi.tlonthatitstax 
liability should be determined with reference to' 'ta Combined Report" 
of the Bell System. The "CoUlbilled Report" makes use of a, t~ee'~factor 

formula which determines the relationship of Caliiornia ~ages,. 
revetl\les, and average net tangible property of all Bell System' 
operations in California to the same three-facto,r, formula' items ,fo~ 

the total Bell System. Because of the effect of using, the "Combined 
Report" three-factor formula method, the utility"s' tax liability 
may be greater or less than the statutory rate of,9 percent of' its 
separate taxable earnings in California) unlike utilities',oper~ting 
exclusively in California) which incur' straight 9 percent CCFT'tax: 
rate on their separate taxable earnings . 
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The staff has reviewed, analyzed, and found reasonable 
?acific·s 10.; rate for determining, its ,te'st year liability .• ror,, , 
CCFT at present rates.. Pacific has applied this, 10.5: pe;ce~i' CCF~ , 
rat.e for dete::tination of its esti!llated CCFT at present'rates. ' 
Federal Inco~e Tax and Deferred Tax Reserve 

President Carter~ on November 6,: 1975:~ signed Public 
law 95-600 (Reven'l.!e Act of 1975),. which' provided th.at-the: 'c~rporate 
income tax rate com:nencingwi th the test yearwoul:d; decrease ,from 
4S ;>ercent to 46 percent for ~able income in excess of $100/,.000:. 

The resu.J.ting adjusted net-to-gross multipiie;,',ot' 1~S94' ' 
. . . .. . 

is based on unco1lectiblesat.O.97 percent, State Corporati.on ,":,' 
Franchise Tax rate at 1.25' percent, and Federal, Income Tax 'rate "at.: ' 
46 percent.. Pacific has used the 10.; percent CCF'r in :i..ts're'com.triend'ed 
net-to-gross multiplier. We have' adopted the' ad'justed ne't-t.o~gross, 
multiplie::- as recomended by the staft'in th1sproceed1ng','(and" , 
employing the methodology as adopted in Decision 'N6.~'eS2):2and;"prior 
dec:tsions). 

Additionally,. the staff computed that, Pacific~s: deferred 
tax reserve contained $40,81$',000 in prior credits,. b.ased.upcid: the',', 
older 4S percent rate.. The st.af'£ testified thatbeca,:ls.~or, the" , 
red~ction, in rate, the excess sum in the reserve 'should. be:· ret.urned' to 

" • , I 

~he taxpayer m~ho'l.!t COmmi,ssionaction. Accordingly, the', star!:', ' 
reco:nmends that the accumulated ,tax expense dollar~: be ref'u:c.ded ' 
to the rate~ayers over a 10-year period in the£orm of a. rate, reduction. 
The Deferred Tax Reserve would likewise be' adjusted, over the':lO-year' 
period. Thus, there would be a ratemakingadJustment ofa tax 
expense reduction each year of. $4,081,$00 and a reduction, to'" the 
Deferred Tax Reserve' of $4,081, $00: each. year.. ' ' , 

", 
. . ", ~ '. 
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Pacific .:lgrees th.:lt the r.:ltep.lyers .:lre ultitr.ately . ' 

entitled to the bencfits of the rqduction in the Federal Income T.:lX 
rate .:lnd contends, essentially, th.:lt the norm.:lliZ.:ltion of the 

Deferred I.::tx Reserve component reflecting' such'taxratedif'ferential 

~~ll ulti~tely result. 

We believe th.:lt utiliz.:ltion of the lO-year amortization 
schedule set forth by st.:lff witness Mr. i.Jeissm.:l.n is ~preferable to' 

Pacific t s proposed treatment. We ,find the stOlff" s· .:ldjU:s~tment.s 
to tax expense .:lnd to the Dcferr~d T.:lX Rescrvereasonabih, ind 
'Will adopt these .:ldj ustments in this proceeding .. 
Normalizo'ltion and Rateo'lble Flow-thro'u~h 

Pacific I s application is b.:lscd '. on the nO:L.'malization', 
, ' 

1:1ethO<i of accounting with respect to accelerated' dcprc·c:f.atio.na'nd, ' 
rateable flow-ebrougb. with rc'spcctto IIC. ,Lit.;:Mse',. . 

the sUlff' s es tim.:.tes of P.:lcific's income,taxeswere devclo'ped 

on a full nOrm.;lliz.:ltion .:lL1d r.:lte.:lb·lc flow-tbr~ugh basiS'L ' 

iIiI.7.. The st.:lff witness tes,tified that the staff is 
., recommending full norm.:lliz.:l tion ano X.:1 teableflow-:through in 

this proceeding pcndinz'tbc outcome of litigation~Th~tl~tig~-;~,~_l'l," 
is now in .federal court~ 

We, accordingly,' o.clop~ the methodology employed by' Pacific 
',.. . 

a.."lc. by the st:3i"f in this procecding with respect.· to 'the normali,zation 

!'!lethod o! .:I.ccounting with :ocspcct to accelera-ecd' depreeiati,on, and 
rateable flow-through '11'1 th' respcctt,o ITC:' p,endingfinril di~,poSi tion 
of s."lid litigation. If the Commission: decision re1ating'::to·thC· , 

rate:laking treat:uent of accelcro.~ed: depre'ciation .":lnd ITC'(D~c'is,ion ' 

No. S7S3·S; dated, Sept.ember 13, 1977) withstandS judicial review, . 
refunds a.."'lc. £'urther ra-ce reductions will follow. 
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Order Instituting Investigation No~ 33 
Order Instituting Investigation No. 33 was filed on 

December 12, 1978. In said Order Instituting Investigation, the 
Cot:1Q.l.ssion unde:::took to reach a decision with respect' to;; the change 
in income tax rates for corporations from the' former4S>i>ercentto-' 
46 percent, effective Janu.:lry 1" 1979. In' this proceeding., we: have 
adopted the effective 1979 income ta."( rate of 46 percetlt~· . 

InDecision No. 903.16, issued May 22)- 1979, in. Order 
Instituting Investigation No. 33.,. Paeifieandthe independent tele­
phone utility respondents. were permitted to defer filing. of any 
advice letter rate reducciol'l.s pending disposition of· tb.is· 
proceeding, Application No. 58223.' It was there stated that any 
overeollection in toll revenues from January 1, 1979 would be 
passed t~ough to the ratepayers in the form. of a one-month . 
negative surcharge (credit) applicable to· the intrastate message 
toll charges for that month • 

Order Instituting Investigation No· .. 33 was· ordered 
consolidated wi~ .e\ppl:Lcation No.5S22~ and Orde~ Inst:t~uti~ 
Investigation No. 21 for implementation of rate reductions: and 
revenue credits for overc011ections'flowing. from the Revenue Ac:t 
of 1978 upon the revenue requirements of Pacific and the te,lephone 
corporations listed in Appendix B to Order Instituting Investigation. 
No. 33. 

In accordance ...nth the above decision,pacific s·hall. 
compute and submit to the staff for its. review and approval' a; 

computation of the appropriate amount of negative surcharge 'to be 
, - I , 

applied for the month succeeding the date when the rates: 
established by this decision go into effect.. Said c ompu-cat ion of 
negative surcharge shall be. in accordance with our diseuss·ion and 
order in Decision No .. 90136, issued May 22, 1979 ... 
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Order Instituting Investigation No. 19' 
This Commission filed Order Instituting. Investigation 

No. 19 on June 27, 1975 for the purpose of determining the ad 
valorem ta.~ reductions available to utilities. under the j,urisdiction 
of this COI:mlission occurring by reason of the adoption by the ,people 
0: the Sta'Ce of california of Article~ XII-A to ,the Constitut:Con·~. 
Tax Initiative Accounts were therein ordered to be e·s.tab1ished. 
for each utility, including Pacific, whieh aceo1,,1nt· was to' aetas 
a control mechanism to ensure that the differences between 1977":1978' 
property taxes and 1978-1979 property ta:~es· would be returned to 
the rate paying public in the fo::m:of a monthly credit. Pacific is 
eu..-:ently implementing our deeisionsin 'Order "In·st:CtlltinS,Ixi~es.tigation· 
~6. 19. " ,." "', ", 

In this decision, we' are adopting actual' ad valorem 
taxes for the test ,year 1979. However, since ..... re have included ,in our 
'Cest year esti:o.ate of revenues th.e effect of the Proposition. JS 
adjust:nent of $93,651,000, Pacific shall continue' the negative surcharge 
to the ratepaying public. Accordingly,: when the' rates ordered ,herein 
go into e£fec't, it. will be necessary for Pacific 'to review t~e' 
then-existing status of the Tax Initiative· Account and,' the' monthly 

, . .' ' 

negative surcharge to insure that' neither under-accum.u1ation,nor< 
ove'r-":'accaula:tion of property taX reductions occur and to provide 
Com::ission sta£:t ~th the resultso:t said review. 

" , , 
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Disallowed Deductions - Tax Effect 
The staff has recotDmendedin this proceeding ,that all' 

ratemaking disallowances should be utilized by this: ColX!t'Il:tssionin 

determining the actual income t:a.~ expense of Pacific in the rate­
setting environment .. 

~ with the staff's proposal with,respect to-
imputed interest expense to Pacific 'from American,: we~"ill de-fer 

decision on this issue, as well,. until such t:tmeas the,reeord 
is closed in Order Instituting Investigat10n No- .. 24. -Both. 
of the staff proposals with respect to: the trea'tment for income 
tax computations are substantial and should be considered upon' 
a record wherein all appropriate respondents- are. pa1:ties~ 

, '" .~ 

,-', , ',' " I 
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VI. RATE BASE AND REIATED ISSUES 

Tele~hone Plant in Service 
In .this proceed~,. weare adopting the staff t· s . estimate 

of telephone plant in service as adjustedto.reflect the several 
ratemaking decisions affecting rate base which we have made 
herein. Pacific's estimates for the years 1975and 1979 are based 
upon its October 1977 budget and recorded data: up· to, June 1977. 
The staff bad access to recorded data up to' June 197&. 

The. staff,. after revie'tlT of the utility's experience 
of plant requirements in respect. to the number o,f customers and 
consistent with the staff estimate of customer g;t'owth,be1ieves. 
tb.1t the plant additions estimated by Pacific for the years 1978 
and 1979 are necessary and should be met in order to avoid any" 
service deficiencies. The staff" in estimating plant in. 

service for the y~rs 1978 and 1979,. used asa reference, the recorded 

plant of the beginning of the year 1978 and Pacifie"s estimated gross 
t .... ,. ..... 

additions for the years 1978 and 1979. The staffs estimate of: 
retirements for the year 1979 is based upon the past·five'years' 
experience and exceeds Pacific t s est:t:mate by $41,646,000 . 

before adjustments. We will adopt the staff's estimate of tele,phone 
plant in service as· set forth in Table II herein. 
Pronertv Held for Future Use 

The staff and Pacific are in close agreement with' respect 
to Pacific's estimate of Property Held for Future Use for the 
test year 1979. Pacific, however, has included', ~n its estimate 
capitalized interest and ta."'Ces on land which is held" for future use 
during the t~ that constrtlction is in progress.. The; s.tiff:, 

disapproves of this adjustment as being contrary' to past Commission 
policy and we concur with the staff's adjustment .. -

We will accept the staff"$. es,tlmate of Property ReId' 
for Future Use in this proceeding:. 
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Finding 

Interest During Cons tr'.\ction (rDC) and Taxes 
on Llnd During Construction 

Ordering p.:ragraph No. 12 of Decision No'. 38232' and 
of 'Fact )l'o. S4 of thOlt cccisionprovidc respectively:: 

"12. Interest ancI t<lXCS on lands'h."lll bie,re.'l't:c'd, ' 
for accounting P1Irl'os<!s .as set fo'r,th in Finding. 54.n 

"54. Pc.cific should be ordered, prospectively" 
to stop c<lpiealizine interest Olndtaxc:s, on l.:lnd" 
on which plan'l: is being cot'lstructcd, .:lnd" to' hold 
such land in Account 100.3 (for future use),unt'il 
the construction is completed" at wh:tcntime it " 
should be transfc-rred directly into, Acco1..'tn,t 'lOO: .. l 
(telephone pl.:lnt and service}. Arctroac;tive­
.:ll?plic:J.tion of this me1:hod is unrc<lso'l.'\.lblc .. II' 

The staff's estimate of the afores,aid adJustment is ' 

$991,000 for the test ye.::.r as opposeclto Pacif::tc's" cst:imate 0'£ 
$962,000. pacific' is not contesting this ratema,L<ing:adjustment in 

this proceeding .lnci we findth~t' the staff IS:' estimate o·f.' $'.991',0'0'0; . 
is rC.lson.:lble. 

Ho ..... ·cver, pacific is contesting the staff"s' re.commenda,ti.ort 

th.l t :Pacific be ordered to rM il1.tail.1. its b.:lsicbooks .sod rcc·ords',in: 

.';!ccordance with this Comrniss ion's 'ratcm.:lking ad'j,l,lstn;ent., :. Adop,t'~on; . . 

of this .lccounting rccomrncnc!atio'n is a, cle.:lr viol~tionof Sectio,n7'9:3.',;" 

of the Public Utilities Code,' according. to P.lcific·, ,:tnthatl'.!t'cl.fic'··· 

would be required to maintain its accounti;g recorcls',.lrid :boo,oks'in:,::~ .. 

a m.Jnner ;~th.lt is clearly inconsistent with the' Fed~~.ll' c.<;tnmUniea.~~ions' . 
". . " ' <. " 

Co:nmission (FCC) Uniform Sys t.cm of Accounts ... : 

In the st.:lff's direct showing \vith respe'ctto,th'is ' . 

adjustment, it \>1.:1.$ recotnmcncicc that Pa.cific comply wi~h.Ordering,· 
, .', i' 

Paragraph No. 12 by submitting' t() the Commission sta:ff';:fo,re'v.:l1u~:tion,' 

the journ31 entries ncce,ssary to cociply with' said ordering 
~ra8ra.ph. On brief) the s,t.'lff recotr.mcnd's, tl'l..:lt P.:lCif'~:'e"berCctllire'd 
to file· an .;lffidavit uncler pcn.;lltj~ of perj'ury that i,t 'is mainta~riing 
its accounts as ordered by Decision No .. SS23Z.~ Orderi~g P.:l;,ragr.:tph 

N(). 12. Too, the st.:lff on bric:f .:J:rgucstba tat no' . time' was' any' 
... ),.' 

evidence offered to demonstr.:l tc thc'lt compl:tane~ w,iththc;.:l:fo,rc's.o.:td 
• ". j , "f.. "',,', 

ordering P'lra.gr.:Lph in Decision N:o. 88232 .:Lctu.:llly wouldbe'C'ontr~:ry ·t() 

pre s,cribed , fecler.ll .:lccounting methods, a,S set forthbyp.:l~ificiin£.es:" 
• " ," I '1 

opening brief _ , . ' , '.", 
. .' ' , 'I 

By virtue of the above circumst.:Lncc&"wc willno·t acl'o'p,t,thc i, ... 

staff recommendation .;lsi t appears 'Co be contrary to FCC, proe~dures,:. ., V, 
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Federal Energy' Regulatory Comm:i.ssion (FmC) IDC 
Rate caleulation Formula • 

Tbe staff recommends that'Pa.eifie be ordered to adopt 
tbe PERC formula in computing. the IDC rate'": Utiliza tion of such 
forc.ula in tbe test yeatr 1979 would re.duce. the 1979 weighted,average 
rate base found by the Operations Division by ,$1,980,000,. being. 
tbe difference between tbe 8,.5 percent rate used'by'the, Operations ," 
Division staff anci. 7 .16 percent recommended by., the Finance 
Division staff based upon the FmC formula. 

The IDe formula,. as developed by FERC for th~ calculation 
of !DC rates, for energy utili~ies subject to its jurisdiction, 

, . 
"NaS designed to create a method which would give recognltion to·:the 
interre 1a tionship be tween ca pi tal utilized for, ra.te· case,p~rpose:,s. 
and the capital components of !DC in a manner that 'wou·ld permit: 
a utility to achieve a rate of retum on.: its total utility>'operations,' . 
including its construction program,. at approx1Ioately.the '.rate which 
would be allowed in a rate case. However,' as pointed'outby . 

Pacific, the proposedIDC of 7.16 percent is far short of' the 9.40: 
percent rate of returnrec01mllended by Mr.Mowrey~,~e staff. witness' 
on rate of return. 

We will not adopt the FERC:,methodfor pacific':!:n,this 
proceeding .• 
Plant Verification 

. In Decision No .. 88232 at mimeo .. , page lOS and Fin-ding. 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 proeeeding:was$9"lOO,:000~.' 
The corresponding pla.nt verification adjustment reco_~ded'bythe 
staff in this proceeding is $3,.545',:000 a!l.d· therecommenda·t1on'is 

'. ,. I ". '" 

predicated upon the same reasoning advanced to·, the·.Commiss:ion'l.n:· the 
earlier proceeding • 
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In Decision No. 88232 we agreed,. with the' view 0·£ the 
staff that Pacific shou'ld 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 amortizatio·n 
. ., . , 

of such inventory losses over an eight-year period was the appropriate' 

method to use in handling these items,~ 
Pacific has presented no'additional facts· and its 

argt:.ment with respec'i: to the plant verification adjus tment,' is not 
persuasive. We find the plant verification ad5ustment~ as l'ro,posed 
by the staff, to be fair and reason~.ble and we ado'ptit, in. 

this proceeding. 
De~reeiation ~eserve 

The major difference between the staff and Pacific· with 

respect to depreciation expense and reserve is the staff,'s· reductl.Oll" , 

before adjust'l::l.ent,of depreciation expense in the amount of 
$24.~662~OOO being the differences between the staff "s· and Pacific's 
:nethods of calculating a compos,ite deprec:i:ation rate and determining 
the appropriate weighted average plant in service which thera'te 

is applicable to for the 1979 test year~ 
This difference reflects ao.justments'which arise from'the 

different treatment o~ IDC by the sta!'£': andPaci:fic, the Phone Center 
adjustment~ and the main frame program,. the ACTS adjustment,· the 
teleprocessing adjustment., and the advertiSing adjus,tment, all discussed . 
else'Where in the course of' th.i:s opinion~_ 

Again, tbe major dollar differences do not'resultfrotll 

differing views by Pacific and,the staff as to metbodo1ogyindete:-minillg 
depreciation estimates, but rather result from thestaff"s ha:ving. 
access to later recorded data upon, which to premise its'. computations' 

, . . 
of the appropriate plant 7 depreciatiou,. and reserve balances iri the' . 
test year_We adopt the staff's estimates as, adjusted for the .' . 

reasons- expressed herein, in this, proceeding • 

". 
1.,\ 
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Working Cash 

'!he di££eren~e between the' s1:aff and paci£ictsest:tmates 
as to the appropriate amount of world.ng· cash: allowance is. 
$40,063,000. The difference re£lec!:s adjustments, as follows: (1) the , 
st3f£' s lag days for revenue and expenses (e:<cept ad valorem tax) ,are' . 
based upon the latest study (1977) " which was not avai1ab·1e' to pacific: 
at the time of t:b.e preparation of this application; (2) thesta£f"s 
lag cays for ad valorem taxes are: based on a calendar, year r~th~r . 
than upon Pacific's use of a fisc~l year; and (3) ,other rateU14lking 
adjust':lents discussed elsewhere berein~ , 

We have adopted the staff"s esti:mate of working: cash 
allowance, as adjusted, as refle'eti~e of uniform CotrllXll:ss.:ton·,practice', . 
in this proceeding. 
Y~terials and Su~olies . 

The staff's estimate of Materials and S uppliesis 
predicated upon Pacific's past experience in relationship to growth 
construction e:<penditures. The basic estimate'was 
reduced by $1,813-,000 for inventory management 0'£ PBX and $668)100 
for circuit pack costs as discussed elsewhere in eMs opinion.. We 
adopt the staff's estixoate of materials. and supplies in this 
proceeding. 

Transfer of Circuit Pack Costs to Materials 
and Su'O'Olies . . 

Prior to 1977, the staff testified that Pac'ific charged , 
circuit pack equipment (components of Central Office, PBX, or carrier 
equipment) to maintenance expense. In 1977 pacific transferred 
$916,772 rela1:ing to circuit' pack equipment' Cc'barged .to maintenance' -

expense over a four-year period) from maintenance expenseand~ 
recorded $668,100 in its Materials and' S~pplieSACCotlnt)and' 

$248,600 in its. Deferred Charges Account. Pacificts justification 
for this transfer is based upon the adoption of an accounting. 
instruction received from American stating that. the· cost o,f, circuit 
pact sbould be reclassified as Materials and S~ppl:te~, andno't .. 

Expenses, as in prior yea.rs • 
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The effect of tr.:msfer:cing circuit p.lckcosts to, ' 
, , 

~terio.is and Su??lie~ i::; to includ~ an adc:l:i~t:to,n.::11$6,6S',i(lC'):r;n,rate 
base upon which Pacific carns a return. The ,st,,:ffdisa~c:cs' with, ' 
the o!lbove proccdu:e instituted by Pacific bc-co!luse P.;1cific 
has ~ lready been compens.:ltcd for the circuit pack' co,sts, -in prior ' 
years through their inclusion b" opex'.'lting expense o·f ,prior 
'rate proceedings. The stolff recom.":lcnds that :?aC:ific no,tbe allowed 

to earn a return on circuit pack costs which have' ollrcadybecn, 
provided fo; through r.:ltes in prior ye.ars~ Th~ circuit pack' costs / 
should be scgrcg.:ltcd from other }!ateri".ls and Supplies s,c.·that 

these costs can be readily identified. 

We find the staff's position with respect to the circuit 
polek costs reasoMblc and .:lciopt the' adj ustmcn-t ill ,this proceeding 
and will require Pacific to properly segregate these costs ',' from' 
other YJ.l.terials and Supplies . 

.' 

. 
-10&-



A.58223 et aloe ks/dz/kd 

VII. ~RA'I'E "DESIGN 

• Introductior;.,: 

• 

• 

Rate designs were pre7'ented by Paeii"ie and the st.if'f' - '. No~ 
other parties presented rate design exhibits. Se:veral o:t.theother 
interested parties. did present testimony 'With respe.et. to·Paci:f.'ic '$ . 

and/or the sta£'f"s. proposed rate designs and the underlying cost: . 
analyses upon which the rate design& were based' •. We shall dis·cuss 
the testimony of: the other interested parties., as . such te~timony .. i$ 

pertinent tO
I 
the revisions authorized herei~" as 'We' address'eachof: 

the areas w!ilere revisions are authon zed·. . 
, c," 

Paei£ic and the stai'f' presented rate designs which vary 
. I . 

significantly due to the differing revenue reCJ.uirementsupon which 
,I- . . , 

each respec'tive rate design is. based. Pacific provided a rate 
design to p::.oo.uce an armual revenue increase of'$469.S mi11io~ i'n' the '. 

1979 test year. The staff developed a rate design' to. produce:-a:c., 
annual revellue decrease of' $2)4..1 in the 1979 test: year. The stair' 
also presented two alternative rate designs to produce a ne~ zero 
cha:oge in annual revenues and a $200 million increase in annual' re'-' 
venues in the test year. 

The revenue requirement upon which we are' herein establiShing, 
rates and charges requires an. overall reduction in annual. revenues. •.. 
We believe, that based on the record in this proceeding, .. we mus,t 
give conSideration. to rate increases tor certain competiti:veservices. 
Also, the remaining Multi-Message' Unit (!'I.tMtr) Service is 'an anomaly 
wn;teh should. be eliminated. OUr adopted rate desi'gn as· discussed 
below will provide for increases in eompetitive services and t~e 
elimination of the MMtr service within the framework of"anover.a11 

. . \ . 

!"'eduetion in annual revenues in the 1979. test year.Othel,'" ra.te ! .' 

revisions including sernces. for thehandicapped.~willalS~~:'b,e<3,-dop,ted •.• 
",' 

"j ,,' 

,'.,' 

." , 
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"We present a number of rate saV'ing 'options to 
Pacific's customers in this decision. We will direct Pacific to 

publicize these options within the nex.t 12'0. days with a v'lewto 
encouraging residential customers to call their serr.tce 
representative to determine how they may benefit most'from the 
new rate structure. 

Additionally, Pacific should provideresidentia'l 
cu.stomers a continuing consumer adV'isory 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 inquirer. Pac·i£:Cc 

should also publiciz.e this service widely, and Paclf:i:c shall; 
submit within 60 days of the effective date hereof ,a detailed 
plan of implementation of such consumer advisory services, the 
plan to be subject ·to Commission approval prior to. its ,taking 
effect • 

I. 
" 
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Residence Lifeline Service 

Pacific and the s;:af!' prol)Ose revisions in the rates. appli­

cable t.o t.he m:..-::ber of calls per month over 30 on residence lifeline 
se:-vic'e (lMQ). The present rate of $2.50 per month forth~ri'rst 
30 calls would remain u.."'lchaneed •. Und.ert.he proposed. 'revisions a ... 
rat.e of 10C! per call would be 3.pplicablc 1'or calls' bctween[:3Q·a.,"l.ci 40 
per :nonth and a rate of 15¢ per call would beapplicabl~' :,ior.cails~ . 

over 40 per month. 
The proposed cha."lges in :-at.es for calls per . month in excess , . 

of ,30 a:-e consist.cnt with our findings in Decision No .. 87584 and ?reV 
reasonable. That-decision not.ed that some modificat.ions o:flifeline 
se:-vice to 'O:-event abuse might be warran,t.cda.."ldorde·red' Pacific 'to" · 

• ... ,.,': ' j ". 

:lake app:-opriate st.udies. The results of: suchstudi.es are ren'ect.ed 
. r, C 

in ?acific·s exhibits and the·rat.es authorized hcrein._ We' shall adopt 

t.he s·t.aff's proposal ~s set. forth abovc-. . ... . 
TUR.:.'l' oppoces any change in 'the overtime" charge per call on ... 

lii"eline service. TURN Glss~rt.S· that surcharges are no~t usage 
sensit.ive based on cost/use data. TU&'~ fur'ther asser!.s. th'at.lifeline ." 
cus~ome:-s a:-e t.o be penalized for subscribingtollfelin.~~ervic~, 
and t.ha-: t.his penalty is made :nore onerous 'oy t.he :f'.9.C't. tha:-: the ... ·, 
10¢ and 15:: surcharges are no·t su::;.ject to .. peak and off-peak' p.rici'ng. 
It appea.""St.o be TURN·s objective t'o establish lii'eline.(lMQ)servic·e 
as t.hebasic g:-ade of service a.tt.racting .all residenc'e·sub$c:~ibeX"~ : 
-:.hrough t.he use of a low message rate that wouldappiy' rega;cil~s$" of.'· 

t.he nu:nber of or 'length of calls ma~e. If' that isno~itS, inten.t'~ 
it would be the :::-esult of TURN'sp:::-oposals. However~ lif'~lin~:·.service.' 
was ne~'e:, int.~mded to be a general-use ·offering. It was intended·, 
t.o be ~ minimum service at rl minimum justifiable monthly rate to. .. :. 
serve t.hose who. had very 1i:':1i ted callingreCi.Uirernentsa""ld'~h~ c·ouJ.d 

not affo:-d a higher. priced se:-vice. Lifeline servic~ was, origin~il~~ 
established by Decision No. 749l7~ d~ted November 6, 1965:"::'~he;~:in"i 

. ':; ... 

1;1 
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I, 
i 

we noted the service was developed in response to citize;1s' pleas for ' 
"specia!. rates for the elderly poor, the infirm and shut-ins, to" 
whom telephone service is essential... TOI many of them the present 
min;m'lJm monthly telel)hone bill represents almost th.ree d.ays' :Cood 
allowance.. They are unable t.o pay more. A eall a day is their .. , 

The rat.es authorized' herein' continue 'to' meet-the' 

origi:lal objeet.ives of lifeline service'. 
The position of TURN, which, would make lifeline servi~e 

more attractive in view of' the other changes· herein, would 
ultimately result in destruet.ion of the service aseust,omers 
gravit.a.t.ed to the most attractive offering.. It is ob,viou,s ,that a 
large growth in lifeline serVice would result in lowenngthe 
utili-e.y's overall revenues :tn t.he resS-denee' e·lass1£'icat.ioIl.oo: In turn, 
these losses. would have t.o be made up by £'utureresiden~e ra:te 
increases. If li£eline service becomes themaj'or s,erviee category 
a substantial portion of the rate increases must fall in that category. 
It is to prevent this result. and to retain the original I pUXY,ose of' 
lifeline service as a "lifeline" that, we are adopting; the:' rates, herein .. 

"It should be not:ed tbat: , presently, when'the 30, call: 
allowanee ~ ltlonth lifeline service subscriber exceeds the" 30 ca.ll: 
allowance during the monthly bill:tng period, a message unit charge 
of five cents per call is assessed" for t:he additional calls.­
Further, 30 calls per month lifeline service is nO,t subject to· 
Single Message Rate Titning (SMRl'), which is assessed on other 
measured' ser..rices at the rate of one cent per minut,e of call­
ho~ding time beyond an initial five-minute period"~ Imposing the 
adopted surcharges on calls beyond' the allowed first 30 cal.ls 
is a reasonable balance that offsets the existing advantage 
the 30 call allowance subscriber enjoys' by not being subj'ect to· 
SMRT. As indicated in prior decisions it is our goal to 
eventually establish usage sensitive SMRT on all classes 0,£ 

basic exchange service when central office capaeityand·' 
capability for measuring all service is. available • . . . . 
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Although the revisions proposed byP'4c'ific and" the 

staff are very similar, there is a difference' between P-ac'~ficand 
the staff as to the revenue effect of the revis.ions. Since' the 
staff's, revenue effect is based: on more rec~t calling pa,ttern 
data we shall adopt the staff's, test yearrevenue'effect,ofth:Ls 
rate change. " 

Message Toll Service 
Pacific proposes revisions to the message toll'schedule 

which would simplify the schedule and the applicability of message·', 
toll rates. Pacific's proposed revisions provide, for the' ~stablishxnent 
of a one-minute schedule for all operator handled ,messages excep,t' 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 3MMtT and 4MMU Routes to message' toll service,~ the " 
conversion of these MMtT Routes to message toll' will be" subsequently 

, , 

discussed in conjunction with the' staff t s. ?roposed ZoneUsa'ge 
Measurement (ZUM) Plan. 

The staff proposed-revisions to the' message- ,toll' s'chedule 

incorporate a one-minute schedule for operator handle~f, messages' 
" ' 

except coin, surcharges on operator handled calls. dIscounts similar 
to the interstate discounts for evening ancr night calls, and' 

reductions in the number of toll rate bands. The revised message 
toll schedule structure .proposed by the staff wa's 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 ~ill simplify theapplicab,11ity of message': to,11 
rates. Considering the overall reduction, in annual ~evenues reqa:i:r,ed~,. 

we shall adopt the message- toll service revisions proposed by the 
, , . 

staff in its alternate rate design. to produce an essenti.ally', zero 
change in annual toll revenues. The revenue 'effect to, Paeific.is 
estimated to be a $200, OOO~annual reduction • 
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Single Message Rate Timing Imolementatien" .. 'Y'I· .. .,."... 

. ' . 
"" 

In Decision No·. 83162 as modified. by Decision No. 86593. 
we ordered Pacific to implement business one-party measured·service~ 
residence one-patty measured service with a 60-message allowance, .. 
and residence one-party measured serv'ice with a 30-message. allowance .. 

We also ordered the. concurrent withdrawal of business two-party flat, 
residence ~o-party. and four-party flat rate services..'Ib.ese . 
revisions were ordered for the exchanges of Bakersfield:, Fresno',. 
Modesto, RiverSide:, Santa Rosa, and Stockton. 

As indiea.eed by the staff, the Commission· has not' 
ordered t1:8 withdrawal of business one-pa.rty flat rate service 
in these six exchanges. We agree with the s,taff that business: 
measured service should not be offered on an optional. basis 

with business flat rate service.. To offer optional business 
measured service subject toSMRTwouldnot be consistent as only 
measured service with SMRT is applicable in the larger m~tropolitan 

areas of the state. We shall order the withdrawal of bus-iness 

flat rate services in these s.ix exchanges simultaneously with the 

implementation of only measured' service with SMR:!' 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 nonmetrop01itan areas which in 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 

not' been revised since the increments were established: in 1'970 •. In:, 

establishing the present Salinas Formula increments. recognitioo; was 
given to the loss in message toll revenues which would~ occur with ,the 
establishment of extended free calling over previous message to·11· 
routes. Both Paeifie and the s.taffpresented;testimonyinth:L:s 
proceeding of the changes in message toll rates CN.er the period' from 

• •• I , '. 

1970 to 1978. We agree that the Salinas Formula increments should': be 
, 
.' 
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revised to reflect similar increases to the toll, increases which 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 calling. 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 e'ffect o,f, these rate:'changes 
is a $2.5 million increase. 
Service Connection .Charges·' 

, : ' . 

Pacific proposes revisions to the mul ti-elemen..t service' 
connection charges including increases in the charge levels.: .and 
revisions to the multi-element charge structure. The stafi"'proposes. 
lesser increases in the mul ti-element charge levels, revisions 'to; the " 
:ulti-element charge strolcture, and increases in all sem,ceo' connection 
charges, move and change charges, and in-place connection charges: • 

Mul ti-eleme:c.t. service connect.ion charges are applicable't.o" 

service connections, moves and changes, in-place connections and other 
activities on nonkey· individual, and party line resideneeand business,· 
services as well as semipublic service. Pacifie proposes increases 
in mul ti-element charges which. will. a1"fect primarily residence and' 
small busi:l.ess services but proposes no increases in the service, 

connection charges for complex business service.. The' sta£i propoS:es . 
increases in all service connection.~,move and change,. and :in-plac'e 
connection charges. We agree with'the staff that it is unr~asonable 
to burden the simple residence and' bus·iness cus'Comerswith increased 
service connection charges and leave the service connection charges 
applicable to business unchanged. We shall adopt the staff",'s proposal 
to increase service connection charges" move and change eharges"and 
in-place connection charges for. complex services by' 10 percent .• ' 

; 

In developing its rate· designs the sta1"f placed avery high 
priori ty on revisions to the service connection charges," ~d included· 
the same proposed revisions in all rate designs without regard to,the 

4 • '. ". ~. 

revenue requirement upon which a rate design was based. Neither: 
Pacii"ic· s nor the staff's proposed service: c¢nnection'. c:hargele';el, " 
att'empts t'o- reeoV:e~ full ~ost.-Fai.lure"t~reeo',;er 'full eost:· ~br~ugh:' 
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charges dictates that the cost burden is being: carried by . the' . 

general body o£ ratepayers. On. the other hand~ increasing service 
.' .,'. 

connection charges:eo full cost: levels may price telephone .. service 
so high as to price telephone service out. of the reach'. oip ' some 
seg:nents o£ our society. We must therefore strike a balance... We 
shall adopt the staff's· proposal to hold' the maximum increase in 
service connection charges on a simple residence installatioxl to,' 

25 perce:J.t. 
The sta:£'£ and Pacific agree upon the objectives, which should' . 

be considered in deter:nining the levels for·multi-elemellt charges but· 
\ " ' 

disagree on how best to achieve each objective·.'nle !our·· obj:ectives 
cited by Pacific and concurred in by thestafr' are" the .f~llow.ing: .. . . 

1. Multi-element charges should be cost related;.< 
2. Multi-element charges· should be cost causati've, 

i.e.~ the customer causing the cost to the . . 
utility is charged in relation to such cost • 

3 • Mul ti-element charges should encourage .the use of" 
Phone Center facilities. 

4. Multi-element charges should relate directly.to the 
work activities in 'Vol ved and be understandaole·· to 
the customer. 

The s~f·s view is that in order for any multi-element 
service connection charges. to be cos't related the cos·ts· must' be 
predicated upon Pacific t s actual expe·rience. Although: Pacif:Le pro-

. I, . I. ' '. 

nded 'the costs associated with each multi-=elemel'lt.~ such costs were 
not based. solely upon Pacific'S expe:::;' enc e'... We' agree with. the-starr 
that Pacific should base its rat.es and charges on Pacific,"5- exPerience •. 
We ad.opt.. the s~f" s recommendation that Pacific be ordered to, . , " 

develop multi-element service charge cost studies in cons'Ulta~oxi ..•. 
with the starf and include such cost studies· as· a part orPacii:r:c~ s 

. " •. " 

next general rate application. 

, .. . . 
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" I 

The mu.l1;i-element charges proposed by Pacific are basedoll. . 
. " ". . . \ 

65 percent. of' estimated cost. '!'h.e sta£f"'s proposed multi-element 
charges are based on 50 percent of estimated. costs and £ul£ill 'the 
cost basis objectiye .. ,In order to remain. within ,our adopted.' para- , 
!:leter of" holding; the increase for service cOXlllection. charges on s;' 

Simple residence ser'V"iee to',25 percent We. sh.all, adopt th~s-taf'.f""S', 
proposed charge levels. 

Pacific and the starr propos,e, that' the mul ti-element:charge 
I, ,.. " 

structure be revised to include a separate charge fora premis'es' 

visi't. The pre:llises visit charge would orily apply when a visit-by 
Pacific 'to the cus'tomer's premises is actually required for ',the ' 
insta1J.ation of' service or eqUipment. The proposed ,premises, visit 
ch.arge element is'based upon cost., may not be: applicable i.ftnecustomer 
ut.ili:ed Phone Cen'ter f'acilities,and. will be directly related to 'a 
work activity. Thus, the premises ViSit charge element :£'ulfills 
the second, third,. and fourth objectives,. The 'premises, visit.' cb:arge' 
element is reasonacle and 'Will be adopted. 

The issue of the appropriateness ,0£' the existing station, ha:n­
dling cha:t1te element was ra;tsed by 'IURN' in ,its brief~, TURN, suggests that . ..', 

the station handling charge element. has no basis and: shoUld oe 
completely abolished.. TURN offers no analysis'as'to th.e proper' 
cOS'tS associated with. the s,tation handling charge element.'or . the . , 
revenue e!!ec'tS associated with the elimination of the charge'element .. 
Both Pacific and 'the sta£f" presented testim;ny on the cos·ts assOciated 
wi t.11 the station lumdling charge element. We 'believe the record1n' 
this proceeding supports the continued existence of the stati'on., 
handling charge element. TURN's position is, wanting of" ev1dende .... 
and cannot beaceepted ... 
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There is some disagreement. bet.ween Pacific and the' staff.' as, 

to the appropriate level or the station handling: charge element. 
Pacific proposes a station handling charge or $12.50 for bus,iness and 
residence which is in excess or 100 percent. of full cost,. Pacific 
indicates that the $12.50 charge is necessary to encourage' theu~e:. 
or Phone Center facilities. '!'he staff' proposes· a station handliXlg· 
charge of' $5.00 for business.and residence. 'Thestarf's:propo'sed: 
charge is based on 50 percent or cost. The statr argues that, 
Pacific's proposed charge of" $12.50 will penalize those customerS 
whose premises have. not been equipped with jacks.':, The. staff .... 
sugges'tS· that only at such time as $5 percent to 90 percent 'of" the 
total residential premises are equipped with jacks the station 
handling charge element should be increased to full. cost. We 
agree with the sta£.fthat Pacific's $12.50 charge' is unreasonable 

and we will adopt the staff's, $5.00 charge .. 
The staff 'Oro'OOsed other revisions to the multi-element ..... .' , 

service connection charge tariff. These proposed revisions will 
simplify the applicability of' multi-element charges by bringing, 
such services as Optional Residence Telephone' Service (OR~S}, '. 
Optional Calling Measured Service (OeMS) and CustomCallixigunder 
~he mul ti-element charges . ....men such services are provided, in 
conjunction 'With simple residence and business service. These 
revisions are reasonable and will be ' adopted. 

the result is a restructuring of the multi-element 

service charge. For relatively simple orders there isa 
reduction in applicable charges, while for complex orders 
involving premises visits rates will be increased. The result 
is rates more iu· line with the cost of prov:f.dingthe service. The 
result of these rate changes is an est:tma.ted $·7.:>m:tlliol1' increase .. 

, . 

-117:-' , 



• 

• 

• 

" , 

A.58223 et al. dz 

Zone Usage Measurement Plan 

Pacific proposes to' convert the only remaining MMU Routes.­
the 3MMU and' 4MMU Routes (distances of 9 to· 16, miles) - to'message" 
toll service. Prior Commission decisions have' systematically 
converted MMtT Routes to message toll. Pacific also' :Lndic'ates, that 
there is no, remaining rationale for the existence of the present' 
MMU rate structure and that MMrJ 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 (General) and the, 
California Fa:z:m Bureau Federation (Farm Bureau). 

As an alternative to Pacific's proposed conversion 
of-the -3MMtT-anct4MMtT Routes- to message toll, the staff 

l)l:oposes the ZUM Plan. Under the ZUM Plan the 3MMU",and, 
4MMU Routes would be converted to zones of local calling . 
applicable to calls from all types of services, excepteoin 
services ~ and an allowance for zone- calling usage would. be' 
included in the usage allowance for certain one-party business 
and residet:tce measured' rate services a The staff proposes no 
corresponding change in the basic rate for measured: se:z::rice 
but does propose an increase of 30 cents per month for' 
residential flat rate service. 

Three calling zones would be established for each exch8nge 
under the ZUM Plan. Zone 1 is designed to· include contiguous' 

exchanges and noncontiguous exchanges or dis.trict areas where 

the distance between rate centers of the originating exchange or 
district area and the noncontiguous exchange or district area. 
is eight airline miles or less. Generally~ Zone 1 includes the 
present"'local free calling, areas... Zone 2 is des:tgnedto"include 

, . , " , 

the present 3MMtT (9 to- 12 miles) Routes and' Zone 3; is' de$:tgned~to, . ' . ' 

include the present 4MMO" (13 to' 16 miles.) Routes. The staff 
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proposes that the zmr Plan be implemented' in the San Franc'!seo­
East' Bay Extended Area (SF-EBEA) and' the Los Angeles EX1:ended 
Area (l.AEA) which, are the' only locations where MMo: serVice is.' 
noW' provided. 

Essentially the ZUM Plan establishes an extended 
area rate structure not unlike the existing intrastate toll 
rate structure, which features off-peak pricing.. Calls will 
be timed in one-minute units, whereas present MMtr calls are 
initially timed in a three-minute unit. The result will be 
savings to all customers over present MMU rates., with greater 
savings for customers who call off peak and' make calls of two· 
minutes or less duration. Anticipating that some' flat rate 
residential customers may want to convert their' service to' 
measured rate service beca~se ,the higher basic rate (30-cent 
increase) resulting from the ZiCK Plan does not benefit them 
(given their localized cal~ing pattern), we will direct a 
m-day period for conversion to another class of service without 
the usual service regrade charge. 

The staff's proposed ZOM Plan is supported by the 
California R.etailers Association (eRA),. the General Ser.r:tces 
Administration of the United States Govemment (GSA)" the; 

City and County of San Francisco, and' the Cities 0'£ .Los 
Angeles and San Diego (Cities)~ 
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'!he sta£f' developed and sponsors the ZUM Plan because" of' the 
severe settlements penalty that conversion or ". the remaining, MMtr 
Routes to message toll would have on the independent telephone 
companies that do no~ pa.reicipate in the MMtJ business, and as a means 
or promoting measured-rate residence se:M-1ce by making measured 

" '. 

service more attractive in comparison with. ,nat rate reSidence service-. 
TUP..N'in its closing 'brief te~ Paci'fic's proposed' conver- -

sion or the MMtJ' Routes to toll as "oppressive" due to the incre'ase 
i=. rates to consumers. that would occur and the staf.r':s,' proposed 
ZUM Plan as ":lot equitable" primarily- due to- the, measured'-service ' 
char.acteristics included in the ZUM Plan. No evidence- in support, 
o-! these allegations was: presented by TURN. , 

Continental Telephone Company of' CaJ.if'ornia, (Continental) 
takes the position that Pacific's proposed conversion of'MMU Routes to 
toll- will greatly reduce Continental t s earnings from message toll due-

'Co the effects such a conversion would have on the toll, servie~ ratf!- -~f 
return. Continental also takes an opposing pOSition with ~espeetto:' the . 
s~i"'s proposed rate designs on the basis that message toll rates 
should not be used. to "balance tf a rate deSign to, achieve a, given, 
change in revenue requirement. Continental asserts that Pacific-"s 
local exchange rates should be used.. as the "balancer"' .. 

As we stated earlier we believe that- the record supports ,the . ' . , 

eliminat.ion of the· remaining MMU service. Eoth Pacitic"s propos;ed 
MMU conversion to toll and the sta££'s proposedZUM Plan will, accomplish, 
this result. We must then consider thes-e two proposals in, an arcl'la 
where General and. the Farm Bureau support. Pa.ci.fic·s toll' proposail;. 

.. '. ',01 

a:o.d the CRA~ the C1 tie~ and the GSA~ who represent' the users, of' 
communications services in the areas affected by- these p·ropos,als'; 

I '.J . 

support the staff's proposed zm-1 Plan. Theeliminationot MMU service 
must also- be accomplished wi thin the cons·traints' of' an overall reduction 
in. annual revenues in the 1979 test-year • 

-120-' 



• 

• 

• 

A.58223· et a1.. ks 
,':: 

As a basis· tor converting the remaining MMtl Routes to· 
::tessage toll Pacific cites prior Commission decisions in which. the 
Col:l::lission has authorized the conversion of the 5MMTJ through llMMtT 
Routes to message toll .. Accordingly, Pacific is proposing. to convert· 
the 3~ and 4MMU Routes to message toll. As indicated bithes.tarf~" 
the' Commission also authorized' the conversion otthe2!$W'Routes to­
loeu free calling rat.es in Decision NO'~ 74917. Both Pacific's.: 
proposal and the sta£f's proposal are therefore c'onsistent',w:L'th: prior, 

I .. , I 

Co=nission decisions.. '. . " " , 

General supports the conversion of the 3Ml'.ftr'and4.MMtr Routes . 
to' message toll on the basis of consis·tene:y'With prior' Com1nission deci-: 
SiOllS which converted the 5MMrr through llMMtr Routes to·message.toll 
and on the basis of: Simpl~£ication ot tariff rate structures,':' General·, 
opposes the staft's ZOM Plan on the basis· that the ZO'M Plan' will 
create. "rate disparities" Wich. 'Will cau~e public resentment, that 

. , 

General cannot. implement the measurement of Zone 1 calls: (local 
calls) under the ZUM Plan, and that the zmwt Planl, 'WOuld'· result: 'in' 
the re::loval of certain free calling areas with n6 notice having',been 
providec. customers affected by such ~emoval of£ree calling:a.reas. 

Continental and General both request that should the' Commission 
order rates for Pacific which 'Will result in reduced' revenu~s,:to,the 
independent telephone companies that the independen,ts., including: 
Continental and Ceneral~be authorized offsetting rateinc~eases-to, 
match the reduced revenues. 

The Farm Bureau supports Pacific's proposed conversio~,of: 
MMU to message toll based on a continuation of. prior conve~sions o£, . 

Ii ", .'J ; 

MMU routes to :nessage toll.. The Farm BUreau does not support,the ZOM 
plan as it believes that the ZOM Plan deyiates from prior: Commis.s.ion'-;; ... 
policy for converting MMURoutesto· message-toll • 
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eRA suppores the ZUM Plan on the ground th3:t. there has. 
been no demonstration that the rates for intrastate toll are valid . 

. for calls on the 3MMtT and4MMU Routes in the' metropolitan" areas. 
eRA states th.at. there may be a need. to make calls in the 9 to' 16 
mile range which would be impaired by the exis,ting message', toll' rate' 
structure. eRA also suggests that Pacific be required., t~ study the, 
ZOM Plan~ once im:clemented, and to utilize the data collected asa .. ' .. . .... . 

basis for, future modifications or the ZUM Plan. 
Cities oppose Pacific's proposed conversionofMMU to . ." ' , , 

toll. They see it as inspired to· be punitive to Los Angeles, and 

San Francisco and. allege that it will result in 'unreasona'b'le and 
:-epressi ve. rate increases to . the people" of 'Los Angeles and 
San. FranciSCO. Cities support .the zUM Plan and rely upon the 

t " J' 

eRA and sta££ to address· the merits of' the ZT.JM Plan..: Cities 
do suggest that there is a lack of cos,t support' and' calling,d.a.ta to 
justify either Pacific's or the staff"sproposal • 

GSA suppores the ZUM Plan and: suggests that implementation . 
, . 

of the ZOM Plan can be accomplished without 'an increase. in any. current 
rates, but rather, from the overall lowering ofpa'cifiets revenue:' 

, • ~ I 

require:lent. 
The conversion of the remaining .MMtJR6utestomessa:g~,'tOll 

would result in an estimated revenue increase' or $41 .. 5 mill:i.on in~' 
the 1979 test year. Adoption of the ZUlf Plan proposed 'by'the 'st:a.fi'" 
in it.s alternat.e rate designs would result in an estirnatedrevenue 
decrease of $105.0 :nillion in the test year. 

MMtr service as it presently, exists is app11c'able only to, 
routes within the SF-EBEA and the LAEA. Adoption orpaci.:f"ie"s, 
proposal to convert the rema:ining MMtrp.;outes to- message toll would 
result in rate increases t.ot.he telephone using public in. these two 
areas. We disagree with the Cities that such rate: inere'ases,' are· 
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int.end~d by 'Pacific as punitive; however, we' a.gree with the Cities. 
a.."'ld eRA 'that conversion of the remaining' MMU Rou·testo message toll 

cOln?lctely disregards the needs of the telcphoneuslngpublic ::in .. t~ese' 
a:-eas. 

The Z"v"M Plan is residually priced and, as s.uch,·· is not based 

on an 'in-de?th analysi~ 0: the calling needs of the public. As;' th·e 
. Staff tcstified 7 sufficient data are not present.lyavailable to· deve,lo,p 'Vt 
the ZUM Plan st:.tte\Vide, and the st.:lffproposes to implement' 

, • , . I 

t.he ZUM Pla..,. only within the SF-EBEA andLAEA ,at. this.time •. The 

sta.f~ recom.":lends that if the ZUM Plan is adop'Ced,Pacii'ic shouldbc· 
ore-erect to collect, analyze 'and repert pertinen~ data -e~its 
implement.atien anc. operation. The. staff suggests that ... r.i;th such dat~ , ' 

. ~ . , '" 

availa.ble the ~1,j'MPlan7 if' adopted,ceuld bemodificd and implemented-' 
i:1 ether areas of: t.."le S tate based UPO'!'l actual experic'nce: gained " from 
off~:-in& the ZUM Pla..."l in the SF-EBEA and LAEA. • 

The p:-csent. 3MMU and 4!$W rates provide ,nO' discount for 

o!'!-peak calling out.Side of t.hepe~k'busy heurs en the. :telephene 
system which t.ypically occur in mid-morning and mid.~aftern:o¢n 'on 

. . . . 

business days. There is .:l need fo,:, i,ncent.ive rates, on'thes.e-heavily 

used routes~ t.o encou:-age cust;,o:ners to- call at orf-peak peri¢ds~i S\l.ch 
incentive is p:-evided by lower off-peak rates censis.ting.ofJ5:'pe:c'cnt· 

disceunt in t.he evening a."ld60 percent. discount at night and: on 
.. ' 

weekends u..."lc.er the ZUM Pla.."l. These same . discount percentages are 
• ..- I ' 

proposed by t.he ZU'M Plan for local calls ma.de from measuredr.ite 
telephones. h'i th a..."lt.icipated inc:oeased telephone usage in·t~e, 
growing ene:-gy c:'isis,·it. is esscntial that,tel;cphone ·network 
e!"!iei~ney be ~imized by use of such inc.ent.i ve: rates,. . 

We find that. the ZUi'l. Plan has merit and we willa.dopt the .. 
plan for P~,cii'ic. It. wi 11 provide. for elimination ofpresen:t;MMU 
service in a manner appropriate t.e bridge ,the gap bctweenourp,tior 

.. 
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decisions authorizing the conversion of t.he Zl'1MU o.."'ld t.he,5M.MUthro,ugh 

ll?-OOJ Routes.. We agree wit.h t.he st.~:tf that the zur-.rPlan S,ho,uld,'only 

be implemented in .:lore-as other than the SF-El:3'EAand LAEA when,' , ,,' ,", 

su£fieient data are availaole to co'nvince us th~t such ac;di'tional' / 
i:nple::lent.ation is reasonable. We shall orderpaclficto<'impl,ement:' ' 
theZUM Plan, t.o g'lt.ber dat.a ~md., report the rcsul'ts, on's>quclrt.c'rly, 
basis t.o tile 'Commission in a i'omat' to 'be .developed: 'a£t.ercc~'Ui.':" ' 

t.at.ion with the staif. 

General pa.rticipates wi ~.h Pacific in the p~ovis,ion, of, MMU' 
service within the LAEA. Adoption of Pacific's 'toll, p'ro,~os:al:, ,,' 
supported by General, or adoption of t.he ZIDft.'Plan \dl.l atfe:C't. ,Gene,ral '" 

.3!'lc. its customers. General opposes the ZtJM Plan be'cause, i~ 

believes th~ plan will create rate disparities and result in: cus:tome~' 
confusion. Gener.:tl cites" in support 01" it.s po;ition, 'certain 
calling patterns ' .... h~re the rat.e applicable ,to· ~ ca.ll o·r: same distance 
and duration m.:l.de from an exchange '..r.i. thin the 'LA:EA • undertheZUM: ..... , 

Plan · .... ould 'oe less than a call from vr.i. t.hi.n t.heLAEA tO"an e'xch.ange" 

outside the I..AEA for whi'ch r:1est.t).ge. toll r8tes are app:lico.ble.. Cene:r:al 
r ' 

st.ates t.hat adopt.io!l of the ZUM Plan 'Will :r~erely add to,c.'Us,;t.omer:' 

confusio:l. by creat.ing a niew type of local scrv.:i:ce to go:. along, with'the 

r.lal'ly t.ypes of local servi~e already available.. Also" Gene:ral ' asse'rts' 
lack of proper cust.orner notice as a ground of: opPosit,io.n.' S:Lnc:~:: the. 
ZU!-l Plan' as p:-oposed oy the staff will remove certain lcrcal£'re:e 
calling areas i'ro:n certain of General 's exchang~s~ Gener31·'celi·e,ves.· 
t.hese f:-ee routes Ca:'.!lot be :-emoved without prov:i.ding.the affected' 
C'J.st.omers with notice a:ld allowing them t.he op?o,rt.uni t.yto.'o·~ ,h~ard.' ... · 

It. ·...,ould appear from the record in t~lis p.roceedingth.at: .... 

General's opposition to the ZUM Plan on the basis or:rat,e~: disp:ariti:es, 

a.."'lc. Cilstomer confusion have limi.ted merit. Mlile theexamp~es ~t·· 

.... , . 
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differences in rates· cited by General are true, they are not so 
significant to requ.ire u.s to s'UIIlID.arily dismiss ,the ZUM Plan as· ,,' 
unreasona"ole. Many services provided by General contain rate' 

- '. ", ',' 

differences which might be, termed disparities~ A 'primax:;r. eXample 

'.. . ~ .. 

of' a rate difference similar to those: ci ted by General in opp~s1ng , 
the ZUM Plan can be found. in the offering o:t ,ORTS. ORTS::.iSi,:' " , 

offered. to customers :tn' selected. exchanges in- the LA A:!ea and 
SF 3ay Area and provides for nat ra'te calling on routes ,Ul> to 
40 air miles. Calls from an exchange in which.ORTS> is> offered ' .~' ' 

,.... , .~._ ._ ..... ,. .._ •.•..• .• .' _ .. , ' •.• ,_. .' • h'" -.- . ::. to· an -exchange up to 40 miles away are offered at a flat" rate, 
while calls from the distant exchange: back to the exchange ,in which 
ORTS is offered'may be at message toll rates. General believes 

that adoption o:t Pacific's .p~oposed conversion of the ~Itr Routes, to" 

message toll will simplify the number' ofloeal, services which' are 
available by eliminating"Mr,IU service. ,General, fails t'opoint, out' 

that the ZOM Plan ciJ.so would eliminate: MMtT service which, would' tend , 

to- reduce customer contusion. 
On July 25~ 1975~ the Commission issued OII No,. 21 ,~hiel:t'-' 

. ., . 
ordered an investigation on the Commission's , 0'Wll' motion into· the 

rates and charges of all telephone" corporations l:i:sted,the~ein', 
including. General.. OIl ' No. 21 was· consolidated for nearing. 
with Application No. 58223 and was serv~d upo~' all' resp;ndents;' 

, . . . . 

th.us placing said respondents, on' notice' o:t possible change's in 
, ' 

rates and charges of the respondent-telephone corporat.ion$.; General's 
poSition that the ztlM Plan revises. rate& and charges w1'thout-
customer notice- there£ore has no merit.. It. should also. ,be, not.ed. 

" , 

th..'1t, as was brought out on the record', Gen'eral"s· position,on 
lack o:t customer notice, i£ valid, ,would be equ~ly,'appli'cabi~to i.ts' 

?roposed conversion of the 3MMU, and 4MMl1 Routes to: message: t:oll with '" 

~I~'., • 
,.-..-. ." . 
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su'bs'ta:l.tial rate increases involved.. However" it is our view that . 
Pacii'ic· s applica'tion on 3MMtr and 404\1Mtl changes; was' adequate notice 

, ·1" . ".'\. 

to 'ehe public and the respondent telephone utilities of such changes 
a:c.d of possible variations thereof 9 of which the ZUMPlan is. but, one •. ' 

General presented testimony that the timing o£' local calls 
as required under Zone 1 of the ZOM Plan canno:t- be implemen-eedin· 

, •• 1. ' • • 

General· s serving areas. The stat£' presented similar tes,timony;" We 
shall, therefore, adopt the ZUM Plan for General excluding the' provisions 
for Zone 1. 

I:lplementation of the ZUM Plan' in theSF-EBEA and the- LAEA . 
will require the conversion of certainpresent:free localifree calling 
routes to Zones 2 and :3 of the ZOM Plan.. Bo'Ch General . and' Paci.f1c 
have indicated that these conversions will reqiiireaddi tional eq'llip-' 
:.nent to be 'brought- on line. Pacific will require 6 to- 12' months after: 
the effective date of this order to install the required. equipment-, and" 
General will require a m3>".i.r::I.um of 2l..' months. to instail the" 'required, 
equipment. 

The conversion by Pacific of the present ;MMt1 ,and4MMu., 
Rou'Ces to the ZOM Plan can be accomplished in 90 days after the 
e.ffective date of this order utilizing present facilities,. General 
indicates that the conversion of the present· ).MMtJ and 4MMtr Routes to , 
the ZUM Plan will result in a stimulation of' trafi'ic, which might: 
require the installation of additional equipment.. General, ind:i'cates . 
that up 'Co two years might be needed to install this adeli ti'onal 
equipment. General provided no quantitative study on the estima.ted 
stimulation o£ tra££ic. Also General overlooks th.e e'ffects.' of the 
ZOM .Pla:l of.r-peak pricing which w.tll.tend ,to- shift· tra£!ic; from 
busy hours to off-peak hours, thereby reducing 'load. Pacific '·advised. 
the staf:£:" that no additional facilities would be required. to' 'c,oxivert ' . 

• I" • 
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the 3MMO' and 4MMU Routes to Zones 2 and 3, respectively. Since 
the conversion of MMtJ service to ZUM must be, accomplished' on both 
ends of the same route sfmultaneously we will order Generalan~ 
Pacific to implement the conversion of the 3MMtr Routes to' Zon.e 2 
of ZOH and the conversion of the 4MMt1 Routes to Zone 3: of ZUM 

within 90 days of the effective date of this order~ except as 
otherwise provided ,in the rate appendix:p hereto"for specific 
routes requiriug 24 months for implementation. 

The annual revenue effect of the ZUM Plan is a $105, 

million reduction for Pacific and' a S24.S reduction for Gen.eral. 

Rate Offsets for the Inde~endents 
Bo~ Co~tinental and General have re~uested that the 

Co:mission authorize offset.t.ing rate increa.ses for t.he independent. 
'telephone companies if t.he ei'fects oi'the rates and charges authorized, 
~or Pacific will result in reduced revenues to the independents,. The' 
efi'ects on the independents includingset.tlements, of,the rates and 
charges authorized herein for Pacii'ic" are as i"ollows,: ' ,I 

," 

General 
ZOM Rates and Billings 
Exchange Rates (Other) 
Private Line 
Message Toll 

(Red Fig'olre) 
Other Indenencients 

, ' . . 

" ~79::AnnUal Revenue' : ' 
( liars in Millions): 

'$(24.8:)'>' ' 
" ,2:~4>, 
, ," (O'~4Y , 

O'~2' :', 
Total' (22~6): 

" ' 

We agree with General that in the1nstant proceeding a 
reduction in annual revenue to, General of '$22.6 million in the 1979 
test year must. be offset. by increasing rates and charges for 'services 
provided by General and we shall so, order. Since, the rates· and . c~ges, 
authorized herein for Pacific will not result: in reductions. in revenue' 

f 
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tor Continental and the other independents there isnor'equirement' 
for offsetti:l.g increases in ;my other independent '.s . rates and charges,. 

. '. 

General recommends that should the Commission authorize' 
offsetting rate increases that such increases be granted in the 
follo'Wing priority: '(1) directory ad.vertising, (2) service connection· 

charges, (3) competitive items, ;md (4)' primary service including the' 
single message unit. The staff recommendsthefollo'Wing, areas 'listed: 
in ord.er of priority for offsetting rate re-lief for General: ("l}p%'i';" 
vate branch exchange services, (Z) key telephone s,ervice~' 0): p~eIniUm:: 
sets" (4) touch calling sets, (5) extenSions., C6')service',connectioD" 
charges,: (7) single message unit rate, (S) $·tandardizationofthe· 
rate for one-party nat rate residence service, and' (9)intras,:e.ate' .' 

I. -, ,'.' \ • 

billing surcharge. 
Except- for directory advertising rates the.recommendations 

for offsetting rate relief 'by General and the s,taft are',very sl:nl11ar ... 
Increases in directory advertising rates 'Will not beconsisten'ttw:Lth 
our 90-day imple:o.entation period tor .theZtnwl Plan. The time lag: 

4 .' . 

between the implementationo! ZUM and the time at. which Clene~al 
would receive the increased revenues from increases in' directory 
advertising rates would not provide the' necessary rate rel.ie£' 'to 

".' ',. . 

General. We shall therefore concentrate the rate relief" granted to· 
General in the areas of competitive items· and service. co~ection 
charges, in.a.st::luch as t.hese services have not beeninereased for' a ' 
:lumber of years and are generally well below the costs to :serve'., 

We shall permit General to file an advice letter with, 
tariffs for increases in rates and charges as set forth herein" 

subject to COl:lmissi~ authorization by resolution. We will r~quire 
General to notify its customers of such px:oposed: rate changes:;.' . 

The following is the increasedo rates and:' charges which 
may be t:>~rmitted for General '(as de,tailed' 1nAPPend::tx C): 
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Service Conneetion Charges 
Private Branch Exchange 

Service . 
Key Telephone Service 
Extensions 
Premium Sets. 
Touch Calling Sets 

Total 
Coo'Oetitive Items of Ter::linal Eouipment 

(Dollars in Millions). 

$ 5.6 

2.1 .. 
6·., 
5~5 
l .. Z···· 
1.7" 

$22~6 

'\. ' 

. .,.. 
,;.., .. ! 

, ';'. 
.,\",.; 

I',,. .. 

Several parties presented testimony on the appropriate ;:= 

me-ehodology to be used in the determination of. Pacific's rates· and . 
charges for co:npetitive items of terminal equipment. In this. pro·ceed­
ing the items included. in the category·q.fcompeti-eive items· of terminal 
equipment a:e e:eensions, premi'Ulll set~ and' key telephone·' service 

• 
eq\:.ipcent. " 

The rates and charges proposed by both ~acifica.ndthe>· 
staff ~ based upon the "GZ-100'" methodology of' fully allocated:,· .. 
costs which has historically been utilized in.proceedingsbef'ore 
the Commission to show the relationship . betweencos:ts: and'·' rates' and. 

, , "~I .",' "' 

charges for ter:ninal eqUipment •. The GE-100· methodology ut:!:lizedby 
Pacific and the staff is supported by the California Interc6nne~t" 
Association. CRA. and GSA take issue with certain portions of the 
GE-100 methodology as used by Pacific and the st3£f. . In addi 'Cion;. 
bo'th eRA and GSA recommend adoption of installation charges f'or:key" 
telephone service which are based' on 100 per~ent of: theno~eu'sabie: 
costs of providing service. 

Although we will not herein authorize increases in rates. 
for key t.ele'Ohone service and equipment to· levels proposed;. by PaCific . 
or the sta£f: we will discuss· certain of theissue~ presented in trds' 
proceeding concerning the development of' rates and ch.arges for 
terminal equipl:lent based upcn the GE-100methodology .. 'We will take 
this approach in order to narrow .down. such. issues. which might be 

• brought up in similar proceedings in. the. future. 
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eRA indicates, that there is a mismatch between the net',' 
plant factor and the depreciation' reserve as, such are: utilized by', 

Pacific and the staff in the: GE-100 methodology. eRA bases'this' 
claim on the fact, that the net ,pl,ant: factor is hel.d' constant while 
actual depreciation charges redude investment on a straight-line 
'oasis. CRAts concern is based upon a misunderstanding ,of" the, 
GE-100 methodology. The constant net plant factor is, 'consistent, ' 

wi th the "real world" of inves;ement and depreciation, reserve shown 
on the books of the utility., ,:Since all investment' in terminal: 

I, , 

equipment goes into the utilityts rate, base~ tJ?,e'appropriate 
I " 

net plant factor should renect the actual conditions, of the rate' " 
base. To do otherwise would result in transferring,a burden from: the ' 
ter:::iX'Jal equipment customers to. the general ratepayers. Wh.1le'the 
treatment utilized by Pacific and the stai"fxnay not:', reflect th'e: 
conditions applicable to a single specific 5ubscriber,i,t, fairly 
represen'CS the actual conditions of the 'terminB.l equipme~tsub~cribers ' , 
as a group .. 

GSA recommends that the GE-100 methodology, be, revised to', 

include the use of a net plantf"acto%, which is developed for'each 
, '. " :. 

item of equipment. This would require extensive analYSis, or' each, " 
::-ate ele::J.ent. Such a process would be very time-cons'Wlling,. and'costly' 
tor a utility the size of,Pacific. 

The starf indicated that, Pacific has revised' its, cost1ng:' 
process to develop a net plant factor by majorplantaccountsand!or 
subaccoUllts. We agree with the sta£f that the US,e of' net plant f"ac-tors, 
developed by aeeount is an appropriate and. reasonable m'ethod ot 
asso<:iating actual eost experience' with, a given se~ce. The'.rates 
and charges for competitive items of terminal e~uipment autho~zed 
herein \<Jill not incorporate net plant factors by account because:, no . 

• ,,'. 
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specific presentation o! such factors was made in this proceeding~ 
However, 'based on the record in this proceeding we are placing" " 
parties on notice that in the .future we will consider; development::; of 
rates and charges 'based on the GE-100 methodology which 'incorporates , 
net plant factor by account as appropriate. 

eRA and GSA indicate that the administration !~ctor 
utilized in the GE-100 rate development- process by Pacific- and the ,:, 
stai'! does not properly recognize costs and revenues. eRA. 
recommends that when costs associated with a given picace, of" equipment 
or service are included in the development o! a charge' ,:,ind/or' rate' 
the revenues assOCiated with such costs should also' be considered., , 
More specifically, the ad.ministrat~~on factor utilized in the GE'::';lOO 
process includes several expenses associated with service connections; 
however, the revenues .from service: connection charges aren:ot r,ef'lected 
by Paci!ic or the staf! in the development of the costs upon Which 
proposed rates and charges are based. We ~ee with. pa...~ies'that, 
the cost upon which cost-based rates and charges are established, 
should reflect all revenues associated with such costs. 

GSA recommends that, the GE-100 methodology be reV'ised to 
reflect separation effects. in the determination of' rates,andeharges 
for cost-based. terminal equipment. To include separation, ei'i'ects:in " 
-che development or rates and charges or- competitive items".or-terminal, " 
equipment would reduce the rates and charges' ·.for such, services. ,In 
order to have parity in the rates and charges applicable to, terminal 
equipment provided 'by the utility and terminal equipment. which. might.' 
'be provided by the customer, credits would have to, be providedto'~ 
customers who utilize customer provided equipment:~:' Su.ch credi:CS: ,would 

" .,,' 

create a posi ti ve revenue requirement which must be made up in' hig.:"l.er " 
rates to the general body of ratepayers. Inclusion, of' separations' 
ef'fects in the development of rates. and c-harges for eompetitive' items 
of' terminal equipment is therefore unreasonable andw1l1'not:' 'be a.d.opt'ed • 
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eRA and GSA recommend that the ins,tallation charg,es ." 
applicable t.o eom~et.i ti ve items of" ter.nin.9.J. ,equipment be de~eloped . on 
~he basis of 100 percent of' nonrecoverable' costs as deter.nined' 
utilizing the GE-100 methodology. The· installation charges. proposed . . 

by Pacific and the staff are based on 50 percent of nonrecoverable. 
costs. Installa-eion eharge& based on ;0 percent' of' nonrecov,e~able" 
costs are pro~osed by PacifiC and the s,ta£f for key telephone e'q:Q.ip~ . 
::lent because the present installation charges tor suchequ1pmentare 
based on 50 percent of cost. To arbitrarily change rro.!l'11ns~lati~n 
charges based. on 50 percent of cost. to installationc~ax-ges, based 'on, 
100 percent o£ cost will cause a reduction in monthly rates.', for present 

'I " . '. 

custO::lers with· no associated reduction in cost. Such.. a reduction' .' 
in revenues 'Without a reduction in cost only serves to" pla~~:a' 
larger cost burden on the general body of ratepayers., Neith'er'CRA· 
nor GSA provided' the quantitative effects of their recommended-, change 
in installation charges. 

Nonrecoverable ,costs as developed in the GE-100.costing: 
" f' '" 

process include nonrecoverable materials. such as' term:tnal,'blocks:arid 
associated wiring, installation iabor and" engineering, removallacor. 
and engineering, and restoration. Each of' these costs once" incurred, 
'by Pacific will not recur until the customer requests d:f.sc:onnecti'oui 
or a change in serving arrangement~ I.f the ins,tall'ation charge' is: 
'based on 50 percent of the nonrecoverable cos,ts t~e· remaining50per.~ . 
cent of such costs are recovered ,through the' recurring'monthly.rate ... ' 
As the costs of installation lab~r and enginee,ring.escalate due' to~: 
inflationary press~es any repricing of the installation charges 
based on SO percent of the nonrecoverables. autol:l~tic-ally pl~e'es,50: 
percent of these increased labor,a:c.d engineering'costsinthe.area, 
where such COS't$ ::lust be recovered in the recurring, ~onthlY .. rates~· 
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Therei"ore, a.:l existing customer's rates may increase,yet the existing 
customer whose service redi.n.s unchanged did not: cause increased cos,ts 
to Ule ut.ility. To establish a separate level or- rates and, charges 

, , 

applicable to n~ customers and a separate level applicable to,,' 
existing customers as, recommended. by eRA' would beburd'ensome for' 

Pacific to ,ad=inister. 
In Decision No. S7962 which established permanent. rates and 

charges for the Dimension 400 PBX we authorized installation ,charges' 
, I. 0. '. . 

based O'n 100 percent oi" nonrecoverable costs. Use of installation 
charges based on 100 percent of nonrecov~rable, costs~is'approprlate 
also' -ror new off"erings of' terminal equipment. However~ due to: 'the 
burden which .will be placed on the general bodyo£ ratepayers we ~ll ' 
not adopt installation charges based on 100 ~~rcentotcost.,for 'the 
existing services for which rates and charges are adopted herein~ , 
Extensionsz Premiu."n Sets! and' Inside Wiring 

Pacific and the sta£f" propose increases'in the rates and 
charges f"or business and residence extensions> ,Touch-Tone telephone' 
sets, Princess telephone sets, and Trimline telephone'sets and,in'the 
rate tor inside wiring associated w.i:.th business andresidenceexte~siOns,." 

.' . '.' . 
Telepholle sets similar to the sets ofi"e~ed by Pacitic,as, extensions. 
and premi'Um sets are available i"rom vendors other, than Paci'fi,c .. ', Since 
these sets- are highly competitive we will authorize increases. ,in the' 
rates and charges for these sets withi~ :the cO,ns.traints of' achieving 
an overall :-eduction in annual revenues. 

Pacific proposes 'rates and charges for extension sets, '. 
pre:nium sets, and inside wiring based upon the, fully allocat'ed costs 

, , 

as such costs are developed using the GE-100 methodologY,. 'Pacific':s 
, proposed rat.es and charges are developed. considering: each 'set· on a 

stand-alone baSis. Present rates and' charges. £o,r the premium sets;' 
were established on an. incremental basis.' 
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The staff in its rate design. and alternativ~ rate desig~ 

also proposes ratcs andeharges for extonsio-n sets and premium sets 

based uyon the GE-100 fully allocated co'sts. With, the exc'ep-tion o,f', 

the Touch-Tone telephone sets.; the staff' s propose,d rat~s and 'c,harges, ,". 

are developecl for the extension an.Cl premium sets on a. stand-alonC" • 

basis. The staff propor-os r~tes anc! eharges for Toueh-.T'ene setsb'ased 
. , , 

0:'1 the incremental difference in .cost l>etween a stand~rd :ro'tary,iet, 
and a standard Toueh-Tone set. 

With respeet to Toueh-To,ne. it is desirab,lo' th~t' To-ueh-T;ne·. 

be the predominant o!ferin~ a.s Paeific's switehing :networkis e6'n~: 

vertee to electronie switehing. Toueh-Tone provides, muehmo,rera.pf'd ' 

dialing and results in a shorter. holding time prior ,toestabl'ishment 

of telephone eonversations. This s,,"vinqs in time" ean re,$ult in sub,"; 

star..tial economies in a eompl.lter based system that i,s: ha:ndling mil,lion~' 

of calls every d.ay. In o'rd.er to: aecelerate the eonverSi:o.n,,!,ro~, the, ' 

pre~cnt rotary d.:ia1 op'eration t.oTouch-Tone" Pacificwillb.eord;ere,d 

to proviee a proqr,:l.m for such aceeleratee eo'nJersio-n;, to'9"et'he'~ ":'itl'i'",:n: ," 

appropri4te rate pl4n. Sl.lch.· a p'ro9'rAm and rate.s, wiilbe' s,ubj~ct. to.: 
Commission authorization. 

Both P4ci£ic olnd the staff reflected revenuesf:com their" 

resp¢ctivc levels of service conn,ection char9'e$. and' Phone':, cent~r' d'.a:t';'" 

in their proposed. levelS' of rat~s. and charges' for'ex:te~si~~:5:ets:,. .. ,'. 

premium sets and insidew:i.rin9. The staff's report, h~vinq.',b.een',. 
, ',. 

prepared a.":. ~ l",ter date. was basee on more recent 'PhoneCe'.nter data~ 
. , 

We have herein ad.opted the s,taf!' sp'roposed. re'V'isio!~s: in. 

service connection. move an~ change~ in-place conn~etion~ &ndmul~i­

element service charges. The st",f!' s propo~ed treat~e'ntof't:he, r~tes 
, ,I. 1'_ 

4nd. charges !or Touch-Tone sets is reasonab·le whereinre'co-qnitionis'" 

given to the provis.ion of a ro't:ary instrument as the p'~imarYinstrum'ent..· 

wh.ieh is inclue.ed in the basic exchange rate. As thee:apabilit~1" to,o'ft'~ 

Touch-To-nc is expaneed and the numbe.r of eusto-mers,with.To-ueh-'l'o,ne, 

increases. 'l'ouch-Ton¢ will at some point in the futurebe'~~nsider.¢ 

ane charq'es for 'eX'te'ns'.i,o~'s .' 
. "." . ,:" ,,'.' 

ce'nter' data.:' ,We. s,hall" ' 

basic ser, .. ice. The stolfi's proposed rates 
. ,. 

anC! premium sets reflect more recent PhOne 
,"" I ' ", 

therefore adopt the !itaf!' s prop-osee rate~ and. eha:c'9'c's fo·~ ex:ten.s:i.¢'ns· 

~n(! premi um s~ts. , 
'. 
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We will not. t howevcr, .l~opt increasesfo'r residenceint.erior 
''''':'ri::.g.. The staff recorr .. oncnc.cc. t.h,! elimination, of the:' res,icience' 

i:ltcrior ·~:-ing rates o.s 0. ::'lC.:l.ns of achieving an overall revenue, ' ' 
,'" . \ 

:-eo.ui:-err.ent. Also the elimi:la:tion of the' :-esidcnc'c' interior, wiring 
:-.3.tes ·.-dll sir.l'clify the :-8.t.e st~ctu:-e.. Such :-cc,\lctions ~llals'o" ' . ". 

pass rec.uctions in :-J.t.es associ:a-ced" with the overall reduction in' 

:-evenue r~-;'-ire:ne!'lt as ordercd he~einto'P'acific"s customers'o,ri" a 

statewic!c b.:tsis. eli:ninat.ion of t.hc residence inside 'wiring rates, 

is there!"ore :-easonable in the ~~blic interest and 'Shall beado'C't,ed. .. " "'., 
:'!e will not. oldopt the eli:ni!Lation of the interior wiring, .' 

:-at.es a,plicablc t.o b\.:.si:l!~sS s~erviees a.,"l.c. shall adopt t.he stat!~'s 
" 

proposed rate:; for b\lsincss .:t-""ld insido wiring .. , The' sta.!f as:sert.s 

t.ha:c insui':"'icient. dat..:l. wQ.S aV.'lila'cle t.<> propca'rly separat.e the cos~~~ 
• • • < " , • , , ,,' " ;"'~,' 

0 .:- ......... .; .. e~.,. ~ ...... .:d ... , . ...:-.; ... 0' "'''''d .... e·co ........ "'·n ... ~ -h''''''-' Pac~·J!'l.·c·' bL>.' ·o'r...le .... c...l' :.". "', .. ww,-.1_6. ... w,;;,- ..... w.... .... i'4 .... ...... """ ,-" ... 4,.., ~~."" .. "",...,. "-" ........ '''"'' . - .'.,1. ,.., \..i.. ~ (.i", ; " 

to develop cost. delta on zuch cost.s. Also, as, indicated: by the'st..lt.f', 
. . 

t~e o'l.':;siness in!>idc · ... 'i:-i::..5 :-0.t.0$ are .:lpplicablet.o- cornp,e,titive , .. ' ""; " 
se:-vices such as' PBX' s. T~i!C c3..~not,. tr.erefo.re, ··c.li..ni,n.:\t:c the: bus'ine:s,'s 
i~side """:'ring rates ~it.hout. a .full showi~g of the, costs, a~s'oCi3:~ed' W±tr. 
busine:zs i:'lside ·..r.ring:.~or ext-ensions. file shall o,rd.er Pacific to6-
provid.e the cost. data o.zsociat.ed with business inside. wiring :Lnits:, 
~ext general rate :lpplicat.ion •.. Based upon' this~ data: we C'M give fu;r:ther 

considerat.ion t.o the bU!jiness inside wiring rates.. 
Kev T~le~hone Service 

!n their alt.cnate rat.e designs the starr. "'5, .well as Pacific ' 
p:-opo:;ed fully alloc.lted cost-oased rates andeharges for. keytele,­

pco:le equipment.. GSA a~d eRA :oecol':'.r.'lc:ld le::rcls of rates and charges:£or 
key telel'!lo:le eo..uip::lf:mt b.:lsed upon their respect.:;;vemodifieations,to' . 
t.he GE-100 method.ology_ CIA supports full cost leve1s:ofr.atei'and 

cha:ges fo,:, key~elc?hone c'C.uipmcnt.,. The, Regent.s of' the' University 
of california (Reeen~s) request. exemption from' .:my :tncrcas.es: i..'1.: 

rates and ch",rges for equipment. a."ld/o!" ser .... ices provided,'Oy'Pac'ific' 
· .... h.cn such eo..uil':nent is 31:-c.:J.dy in place. 

:':e have add:-~s~~d the eh~ngcs in GE-100, methodology 
reco:-n:ncnc.ec. by GSA .'lnc. eRA. We 'Hill not address such' recom=le'nc.ations . 
h~r~ .:tg.'lin. ;J. though as .:l oo·/ern.~en.t a~eney we are also" s,uf.fering 
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under the restraints imposed. by budget cuts resulting. from the' 
passage of Proposition 13, it is not in the public· interest to .... 
exempt all governmental entities and institutions of higher education. 
as recommended by the Regents. T~ do so would. only serve to pass on '. 
to the general body of' telephone ratepayers. through increases.in .. 
telephone rates the increase~ burden or the cos·t of government. that'.the· 
voters in California round so oppressive when funded, through the. 

. . , . 

property tax that they voted Proposition 13· into· law by the .in:l:tiative 

process. . . 
" "",' 

Adoption 0'£ the ful.1:.cost-based rates. and charges £orkey 

telephone equipment proposed: by Pacific and the starf' would result 

in an increase in annual revenue in the test year of $93·.5·:nill~on and, .. 

$93.7 million, respectively~ Due to the constraints of the overall 

revenue requirement authorized by thiS. order we cannot authorize· in­
creases. in rates and charges for key telephone eqUipment. to: the: . 
levels recoI:l:lended by either Pacific or the s.tarf. We do recognize, 
however, that both the present. . rates and charges and theadop.ted 
:oates. and charges for key t.elephone equipment do· not cover the£ull 
costs' or providing service. 

,'~ . 

Our adopted levels of rates and charges forkey-telephone 
eqUipment are based on increasing installation charges for this .. 
eCi.uipment to -:he levels proposed by the starr.· The adop.tedinstallation 
charges are based on 50 percent or the norirecoverab:le costs •. This 

will insure that. at least SO percent of the nonrecoV'erab,le' costs will 
be recovered from new ins·tallation. O1.lr adopted rates. are developed 
to recover the necessary revenues to match the adopted revenue 
requirement. 
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Foreign Exchange Service 
Pacific and the staff recommend revisions in theofrenngs, 

of foreign exchange (FEX) services. The proposed ~evisions, to 
standardize' Pacific's rates for business FEX service rendered' from " 

I' 

an independ:ent company exchange and to, eliminat,e the inconSist.ency 
.. I... '", "I 

in 'the appl~cable mileage rates for FEX services to and from district 
are;9,S where the dist.rict. area is noncont.iguous have, men t oli, the,': 

basis that' these revisions, will simpli£y the applicable' tariffs,. ' 
We shall ado'Ot the staff's recommendations. , . , 

Pacific and the staff also propose revisions to have' intra-
state FEX rates and ch3.rges applicable' for the exchange access lines,' 
provided for use with an interstate Type 2006 channel. Und:erpresent. 

I '" " , ,,':' 

ta.-:l:ffs t.he basic exchange rates are applied to the access line on 
such interstat.e services. As a basis for these proposed revisions 
Pacific asserts th.:lt interst.at.e FEX service is not a basic: servicEr 
but is an optional or vertical service which. is selected by a eustomer 
to replace message toll service between two or more exchanges.. It is' 
'Che revenue·contribution from this ,same message toll service which 

, . 
FEX service replaces that helps support the cost of basic, service~­
Therefore, it is appropriate to charge the higher intrastate FEX', 

rates to interstate FEZ users in order that the service is' tully 
.." ", 

supported in the rates paid by them,' and not by other to:ll users-. 
Souther:l Pacific Communications' Company (Spec), indicates 

that Paci:'ic's proposed increase for the FEX' access line would:' , 
create a discriminatory rate disparity with basic exchange acc'ess 
lines. 

The staff supports the proposed re'lfisionsbas,ed on' , 
achievement of parity in the rates applicable tothelocal,access 

< ','-' • 

lines furnished on both intersta.te and i:c.trastat'e FEXservices.' 
,"f 

'''''''' . 
• ,'-l " 
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Also? the present tariffs of General provid.e· for the applicability of: ' 

intrastate FEX rates to the local access line on interstateFE:C 
services. Adoption of the proposed revisions .will oring Pacifi·c::'s, 

tarii'!'s i:lto a1ig:cment with General's tariff's. 
The assertions of: spec of:· creation oia discriminatory rate> 

dispari ty are without merit. Interstate FEX serVices· are . truly·. 
optional services. selected by customers to: replaee'messagetoll' 
service • Intrastate, FEX customers pay rates: in excess of':. tile: basic' 

exch3:lge rates for the local access portion of the intr~sta~e:FEX . 
service. The higher rates for FEX service· are higher to" reflect~the 
£act that such FEX services are optional and. cross-elas,t:re: witA m~ssage 
toll service. It is~there£ore, appropriate for intrastate FEXra~e$ 
to be applicable to the local exchange access lines of an interstate ' 

FEX se:-vice. We shall adopt the stafi'''s proposal. 
~anded Measured Service Plan, ., 

In response to Decision·No. S7SS4 Pacific developed and 

filed. with the Commission a. s.tudy speeifying· t:he plant require- '. 

ments;-.cost and time within which Pacif:Leeould accomplish 

the imPlementation of SMRX for all· of Pacifie,s· res:td'ence:and 
business customers. In this proceeding· Pacific has provided· an up-

. '.' . 

date of ~he previous study for, the expansion ~f SMllT. This study" 
~o-wn as. the expanded measured service (EMS) plan is detailed in 

Exhibit No. 34. The updated study includes the costs and an 
i::lplementation schedule for the expansion of, SMRT:' for· all of' Pacific's 
residence and bUSiness customers in all· areas of' Cal:l:f'onua .. 

The sta:rf· concurs with Pacific's plan to' expand. measured 
service to all areas of' the State. The sta£'f' recommends that .Paci'f'ie . 
be ordered to proceed with the implementation' of SMRT i~ ~l, ax-easor-' 
the State per Pacific's proposed implementation schedul:e::." The stai'1" , 
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suggests that the ZUM Plan £\:'lfills :nany of the desired' rate design: 
characteristics for measured service identified by Pacific ,in 

.' .' '." 

Paci£ic·s presentation. However,due. to a,lack or actual data obtained' 
from actual experience with the ZUM Plan the sta£'r r~commends that 
S!.!RT be implemented. on a statewide basis utilizing Pacif'icts 

proposed schedule of implementation. At such time as sufficient 
dat:~:: are available from actual' experience with the ZUM'Pl.an~ the 
s~i' recommends the implementation or ZUMas the basic .. s;tatew:i::de 

~ '... ' 

rate:;structure for all areas of the State where measured service .is: 

offered. 
We agree with the staf'r that measured service should be· . 

I '.' " 

expanded to all areas of the State when the capabilit.y, t:o- provide-
such measured service is a~ailable. We also agree ·'with:':cn.es-ta£f: 

th.at SMR! Should. be the rate structure implemented in, tiie EMS: areas,. 
Implementation of SMa! in these EMS areas. will make ,res~denceme'asure~ 
services available and will 'Oro:note- efficient use and' eonserva,tion or .. "'. . 

comm'Wlications facilities. We shall order the expansion of SMR!' on 
the sch.edule proposed by Pacific for the implementation' of' measured .' 
services .. 
Ootional calling Measured Service' 

OQ1S. is an opt:ional service offered over certain 
one-way routes presently to one-party flat rate (in)' res:idence, 
customers. oOtS is primarily offered on routes- outsicle of 
the major met~~pol:ttan areas of t:he State and/or where ORTS-
18 not offered. 

Pacific proposes to expand the of.f'eringof OeMS over mo're 
than 300 additional routes in 19S0~ 19SI~ and 1982'. ' The'$~'additiOrlal 
rates re'Oresent those routes- where customer need: is evident •. 

, 6 , 

staff concurs in Pac i!i c 9$ proposal. 
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Pacific's OCMS is offered only to customers with lFR 
residence service. We have herein adopted the expansion'of SMaT 
'to all areas of the State where measured service ,capability will 
en,st. To continue the present limitation of offeringO'CMS to>'lFR " 
customers only would be counter-productive, to the growth of' customer 
accepta:lc~ of measured services. We shall, therefore," adop,t the 
staff's recommendation of openingtheo£,feringo.f' OeMS to· one~party 
measu:-ed rate 'service (lMR) in areas where lMR service:' :ts,availa'ble~ 

. '." . 

We shall not adopt the sta££'s recommendation to freeze, ,theoff:ering 
of OCMS to present lFR custo:ners in' areas where SMaT is o:r:rered~: 
Such a revision would 'be too restrictive at this· tiIne. 

T'ne staff recommends that Pacific be a'Utho:rized to,proce~d ' 
with the implementation of OCMS as proposed by Pacific and that: the 
establishment of each: of' the new OCrwIS, routes be filed through the: ' 
advice letter process at which time the revenue effect or implementing 
these additional OCMS rates could be considered,by the, 'CommisSion. ' 

" c.!, " 

This recommendation h.as. merit because the> revenue'effects,' wiil-be- ' 
• "" n ' ' 

realized primarily outside or the test year and the public int,erest 
will be serve<!. by implementing these additional· OCMSroutesas 
expeditiously as pos.sible. We shall adopt the starr recolrmend"ation.'" 

The staff also recommends that Pacific be: orde·red ' to·, 

include in Pacific's next major rate proceeding a. plan ,to oi"fer;:\ OCMS· 
i" _ 

to business customers. We agree that a study setting fo,rth, a. plan, 
includ.ing a proposed. ra'tcstrue'ture, eos'tanalysis,and'revenu~'e:f'£'ects 
of' anOCMS type offering for business,is in the public, . interest. and" ., 
we shall order Paci!'ie to produee such a study~ 
O-o-tional Residence Tele'Ohone Service' 

ORTS· is an optional service offered in the SF .. Bay ,Area 
and ::the Los Angeles-Orange County area to lFRresidence" 
customers. ORTS· proVides various calling -options for calling::, 

", . ,. 
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J Up to 40 air rout.e miles at. substantially reduced rates when compared': 
t.o pr~sent. ~ and/or ::.essage toll rates.· 

• 

• 

...... , Pacific advises that ORTS is currently under . study for 

conversion t.o a fully measured service. Upon completiono! such'a 
. ' . 

s't1;dy, a new ORTS will be forthComing. The staif concurs nth 
Pacificts intent to restructure OaTS: on a fully measured basis but. 
c.isagrees with Pacificts lack of a time commitment as to: when' such 
a restructure could be implemented,.. The stair-recommends:' that PaCific 
oe ordered to develop, in· concert with the COmmiSSion.st~:f\ a.::':, 

, , <' 

:-estrJ.ctured fully :neasured ORTS o~~e'ring, and that such a' fully 
::leasureci ORTS offering be implemented within 210 ,d.ays,o,f'theeffective 
date of tms order. The staf£, recommends that the revenue, ettect: 
of the new ORTS otfering be held at or near zero. and th.at the: new . 
ORTS otfering be~ filed under the· adv:ice, letter process' requesting:. 
ap:?roval tor st:.ch revisions by resolution actior..: of the- Comm:i..ss,ion. 

The staff ,;a1so recommends· that.' the present- offering of': 
ORTS be revised. as follows with the same revisIons to, be incorporated,. 
in ::my £,~lly measured ORTS offering: 

a. In exchanges where ORTS· is· offered. and SMRT' or the 
staf'£' proposed ztn~ Plan :i.s o~~ered" all ORTS', 
provided t.o IF!t customers· shall be limited' to· 
"existing IFR customers. Future ORTS. shall be 
aVailable only to lMR: customers. 

b. In exchanges where ORTS is offered and no measured 
local exchange services are of'f'ered,. ORT~ .shall. ' 
continue to be offered to lFR customers .. ,. " , 

We agree with the staff that the present ORTSo£;!e,rlng is 
. :: '. ' 

counter-productive to the growth of measured service in that. ORTS'is 
not available to IMR .. , customers. We will adopt thestafr~srecominen'" 
dation with respectt.o offering ORTS to present customers,:,: . < 

"> ... 
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'!he s~aff recommends tha'tPacific be.ordered to develop 
a fully measured Optional BUsiness Telephone Service (OBTS)" .~c1: t'o, .' 
provide such a plan in Pacific's next major rate'. applica:ti0n. We 
agree 'Chat· a study of an OBTS plan has merit and we Will'adopt the' 
s~r's reeo~endation. 

Measured Foreign Exchange Services 

The~' staff recommends tha~ Pacific be ordered to provide 
a s~udy for the iI:lplementation of local timing on all FEX' . 
services. !ll support of this recommendation the s·taff 
i:ldicatesthat FEX services are optional se~ices commonly selected 
by customers as an al ternati ve to w.ro, or message toll' serVice ~ 

. I' , . 

As o?tional services,. FEX services should be provided in such . 
a :tanner that the FEX services are not counter-produc,tive tO,the 
gro'Wth. of ::easured services. All bUSiness FEX s,ervices .. are C'Urrently~ 
offered on either a message basis where local timing is. not av:ailable" . 
or a measured basis where timing is in use~ 

We agree with the staff that all FEX services· should be 
measured. As Pv,cific moves more toward. measuredserv:ices on a 
statewide basis it would not be appropriate to . retain optional services 

, " ' ,.", 

such as FEX services on a flat rate basis. We will adop.t the stat£'s,' 

:-ecor:mendation and order Pacific to provide as· a part of'Pacifie's. 
next ::najor rate application a study for the implementation'oflocai 

ti:ning on all FEX services. SUch a. $,tudy should include'an 

imple::lentation schedule~ the revenue.req,uirement.,·a:proposed 
tarif'~ and~ the revenue effect o·£" the proposed: tarif!'sched.ule· .. 
SG-l/SG-1A Studies '. 

Pacific has prod.uced a. studywb.ich analyz.es. the revenues 
and costs associated with' the provision of' .. the S'c.:-i/Sc;.;.lA 'PBX~. . The .... 
results of Pacific·s studies are submitted in Exhibits Nos.~37 and: ).e:. 
T'.o.ese studies have been submitted in this proceeding in coinpI'i:ancewi'th 
DeciSion No.' S5790~ dated May ll, 1976. . ",::' . 
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Decision No. S5790 did not. specify the methods.bywhi~hthe 
revenues and cos~ of providing, SG-l/SG-1AP:SX servic,e, were· to' be,. 
determi~ed. Accordingly, Pacific chose the contribution analysis 
:nethod of determining the costs. As asse·rted by'the s.ta!'t, tb;!:;S method 
excludes from the cost calculations a maj'orityoi: the, adnlinistr'ative . ,,', 

overheads such as' uncollectibles, ir..surance,· general' serviceS::and· .. 
licenses, executive salaries, legal salaries, and other miscellaneous. 
expenses. 

The fully allocated cost methodology (GE-I00, methodblogy):ts 

the :lethodology recommended by the sta£f'for determining rates and 
I .~ • 

charges on the basi$. of cost, the method endorsed. by: the 'Commission, 
in Decision No. 87962, dated October 12, 1977, tor, use··in det.ermining 
the rates and charges- for the Dimension 400 PBX"aJld cU,rrently 
utilized by PaCific as the stand.ard methodology for de.termining 
rates and charges for new terminal equipment o'fferings~ The·GE-100, 
:ethodology includes a cost allocation for the ad.:ilinistrative. costs 
excluded from Pacific's con'tribut~on analysis .• 

The staff recommends that Pacific be ordered to conduc·t a 
new study of $-l/SG-IA PBX rates and charges. ,utilizing the GE-100· 
methodology. The resulting rates and ch.arges sho~ld·bebasedon.· , 
fully allocated costs and should be" implemented utilizing the, ,advic:e' 
letter process with authorization by resolution' ac.tion as' re~Uired 
if the new study indicates current rates· and charges should; be, revised. 

. We agree with the staff"'s, recommendation., TheSG..;.i!SG~lA 
PBX service represents, a large portion of P'acific's' total'n~~r' 
of PBX's in service. Since PBX services, ofrered'oy Pacificco~p~'tewit~ 
PBX!'s offered by vendors it is. imperative that: P'acific:f~rates~ and' " 

charges be tloni tored and retained' at levels which cove,rthe costs. of 
providing such PBX's. As discussed herein·, the. GE-100isthis., 
Co:nmission"s, accepted method or deter:niningfull'cost.rates.and 
charges for competitive item.s of terminal equipment.We:shall,order. 
Pacii"ic to c~nduct GE-IOO' stud.1es of' the sa.:-i/s~iAPBX s~~ce" in' 
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consu1~tion with the sta!'£ and to implement the resulting rates 
and charges within 180 days of' the effective. date;o.f this order .: 
i!' the results of' the GE-100 studies indicate present rates. 3."'ld: 

charges do not cover the costs or- providing theS~l/S~l:APBX 
service. 
Private tine Services 

Pacific proposes major and basic changes in: ·themontl'ily:·. 
rates for a number of private line services and suos·tant.ial increase·s. 

; . 

in various nonrecurring charges,. The services' forwhichmajor'.rate' . 
changes are proposed include the following.:' .• 

Private Line Telephone Service (Schedule Cal..PYc 
No. 45-T) 
Private Line Te-letypewriter and Morse Services . 
(No. 46-T) 
Channels for Remote Metering, Supervisory Control, 
and Miscellaneous· Signaling, Purposes (No.10li:-T) 
Channels for Data Transm1ssi.on (No. l15-T) 

", 

Channels for the Remote O'Oeration '0£ Private Mobile 
Radiotelephone Systems (No •. 139-T) . 

Changes in nonrecurring charges . only are proposed in the following: 
Move and Change Charges (No.. 51-1') 
Telepak Channels and Services (No.. 122~T) 

Wideband Service (No.. 134-T) 
The rate revisions sought by Pacific provid:e, generally, 

tor substantial increases for local loops. for all services·; for , 
dE!creases for channel terminals for most· services· for 0 . - 15',inter-' 
exchange ::ti.les; for increases for channel· terminals for. most' 
services for 16 and more interexchange'.miles; anci for increa.ses or." '. 
decreases for interexchange :nileage ~epending.onmileagest.eps~. 

• I ~ .' , ". 

Va.""ious other minor changes are' also included. Thiswould.r~sult. 

"., , 

..... , 

", 
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i:o. increases in monthly charges for voice grade, or lower g~ade, 
private line chaIlnels between different premises on noncontiguous' 
property in the same exchange or district area,. and generally ill 
increases in monthly charges for interdistrict or interexchange 
channels of about 40 miles or less for voice grade se~ces, 120';: 
miles ror Type 1001, 55 miles tor Type 1002/5,. 45 mile·s· :for-Type" 
1000,. and decreases thereafter, except :f~r Type 1009 metalliC- sigxlal . 
chan:lels which would increase at all distances. . Paciricals'o , . 
proposes to limit the orfering of Type 1009'metallic·channels. to· a 
:.axiIm.ml of' 150 miles. Also, proposed are increases in all nonrec~ng 
charges associated with cha:o.nel terminations, servic'e terminals, and 
changes, in certain other terminations. 

The rationale ortered byPacii'ic (except for the increases 
, " ... 

in nonrecurring charges) is to calculate the- .costs associated With 

each element of the various orferings., including return, ,and, to .' 
recast *e multitude or individual rates· to be :tn approximation to-, 
these costs. The resulting rates and charges. are contained in, 
Ex..."libit No.- 33-A. The increases proposed in nonrecurring charges .. were, . 
evidently, calculated on a flat percentage increase basis and are" 
not cost-based in the usual sense of" the term. 

The underlying development' ofPacific"s' indiVidual proposed 
.1 • 

!'"ates is shown i!l; Exhibit No-. 112, entitled "Exhibit, Accompanying 
Testimony of' Arn~ L. Haynes". This was. int.roducedby Sou~ernp:acific', ' 
Co:::nunicat.ions Company. ~SP~C) i'ollow::t:c.g a pro-cracted proeedureof';: 
discovery by .cross-examination and rinally the provisionor' .. the. 
subst'antive ma'terial: 'eO SPCC by PacifiC. This latter, which is. tl:~e 
actual content of EXhibit. No. 112,. is a 'report.. entit.led>"Friva"ee ,: 
Line Cost. Study,. Fully Allocated Embedded Costs, Year:' 1979', Se'r1~S 
1000, 2000, ~OOO, The Pacific Telephone and Telegraph. Company_ ff' , That 
report,. 1inder its own title, was originally provided to" thes:~arf 
by Pacific, as part or the work papers supporeing ,Pacific'·,sproposed: 
rates (and as such, was sub-jeet. to, several· corrections not. appearing 

. . '. . . . . 
in Exhibit No. 112). . ' , ' 
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The starr examination of 'Paeif'ic t s pri vatel:Lne proposal 

and the supporting work papers resulted. in. the identifieati.on of' . 
several errors· and .faulty assumptions which tended to- overstatement. 
of' cost. These f'actors are detailed in the staf'f's Exhibit' No~ 70, 
See. 2'.5; a recalculation was performed with the indicated, 

modifications, and the staff's proposed rates. were based,'on this 

result. The ptincipal exception. taken by thestarf, however, was 
to the inordinately large excursion from' present levels .inmany 
of' Pacific,' s rates.. In our Decision No. S82,:Z,dealingwitb.' 
Paci£ic's last previous major rate application, we made the follOwing 
observation.: 

> ", 

"'tva are aware that ~~s rate spread does not produce 
rates that result in returning'full cost... This is ,not 
possible without major reductions in other rates; and" 
we dee=. that inadvisable, since -Co adopt a rate spread' 
on that basis would force abrupt and substantial 
im:lediate increases upon ••• customers,.. It is: ·more 
appropriate to· increase these equipment rates in . 
stages to-lessen impact on those a£'£ectedratepayers ••• " 
(Mi::leo.. page 132'.) . 

As stated in the tiestiimony of Stia.f'f'·. witnesses Dodge and . 
Popenoe, a general I"1lle-of'-tihumo 01: avoid1ngsteep 1ncre.ases, in . 
excess of 50 ~rcent was applied in the present instance, .as,being 
reasonable in the context of our previously enunciated broad . ", " 

prinCiple. We see this constraint as appropriat'e to-.the mat'ter 
at hand, giving due consideration as well to' the absolute dollar 
magnitude of' the rates and eharges. 

The staff"s proposed sehedule of' :-ates;and'charges 
.represents a signif'icant revision of' the present schedules- ,toward a. 
f'i-e with Paeific"s costs, and yet in the interes·t of' the' private line 

.' . 

ratepaye:- does no-e impose extreme. change.. We not.e· the many possible 
combi:.ations of' elements which. may eonstitu-ee' the servieepro,vided to:'·· . 
a given customer, and observe that' the s:ea££"s proposedseh~dute 
is directed to a reasonable limitation to' changes ineo,sttor a ...d.'de' , 
variety of services. Aecordingly, we favor the starf's, approach'~ and', 

, " ' '" "" " 

we will ado?t: the staff"s reeommended rates andcharges,.~, 
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Pacitic's attempt to achieve a' close "fit between cost.' and ' . 
• " I l . 

price is directed to the appropriate ultimate goal, ,and we do: not: ." 
constrain Pacific from requesting further adjustments tow3.rd.s.sueh 

, , ' 

a fit in f'u::ure proceedings. We also, once again, invi tethe 
I , '. " 

a~te:ltion o~ interested par'Cies to the possibility of sucb..£U ture, 
adjustments, which most certainly \Ali 1 1 , increase:! some rates, altho'ugh 

o-:hers will likely decrease.. In particular ~~:/~ddress this remark 
to the alar:n industry, which through itsweste~h Burgla~~d:Fire ' 
Alarm Association' has objected to· increases in ';rates' for zr{etail:t~, 
circui ts both in this proceeding and in its predecessors... In our 
Decision No. 88232, in December' 1977, we advised the alarm. industry' , 
"-:0 convert. to ala..~swhich make use of voice grade circui,ts 'as. , 

. ~ ", . 
rapidly as possible, since .... inthe event of' a large general rate 

increase, a substantial raise in :,subvoice gr.ade local loopSwO~d: 
be appropriate." Previously in our Decisio~ No, .. 74.917, of: November .' 
196$, we noted similar opposition on the part- of theassociati~n,. ,not'ed 
that Pacific·s private'line ea...'""Ilings. were then, at a low level, ancr 
observed that: "If the (private line) serviced.oes not pay its· way, 
obviously, the burden of its revenue or earnings de£ici~ncy falls, : 
upon customers of other services. We believe that. it is fundamental 

• . I' ," ,., \ ,: 

-:hat specialized services should fully pay'their way,. including, a ;: 
.. ,:,', I." , " 

rate or' return thereon at least equal to that realized fromcas:Lc ' 
exchange operations. tt vie find. no reason to mod.if'y 'this pOiX7t of view. 

Other interested parties" ineludingthe; Califox,:U;a Retailers. 
AsSOCiation, SPCC~ and the U.S. General Services Ad.ministration" 
express concern as to· the validity of Pacif'ic's. ,cost. meth~d:ology 
for private line and question some aspects of the compositiono,t 

'< ,; ",' 

Pacii'ic's data base. The stair- also found difficulty in: estimating. 
revenue effects, as, a result of' uncertai~,~iesin the, coUnt .of.: sel:-Vices 
used by Pacific and in the concomitant d'ifficul ty in eValuating,.:" . 
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the repressive or stimulative effects of 'rate change. The 'staff 
found Pacific's cost information to be acceptable" \'I1th'corrections " , 

. ,,1 . '. , 

as noted above, for our present purpose.. In view of the 'limitation 
we i::pose on the magnitude of the changes here, we do not adopt 
the suggestions that we reject entirely or subst:itute other data, 
as it would appear not to' affect the present result. We: do, howev.er, 
reach the inescapable conclusion ,that a' more' thorough and objective 
study as t.o cost allocation by Pacific is required for·, my' .f'ut~re .•. 
proceedi::lg., . 

SPCC urges us to examine care.f'ully the possible anti-: 
eO::l.~titive implications o£ any revisions authorized for 'Paci.fie"s. 
private line rates. ~'le are aware of SPCC"s role as a competitor of 
Pacific in offering at least some of the same private . line ~ervices,' 
and we are :nindful of our responsibilities in respect-to· competitive:' 
consideratioXlS. In Northern California Power Agency v : Public , 
Ut.ilit.ies Com:nission (1971) 5 Cal 3d 370, the Calif6rni'aSupreme 
Court points: out that as a regulatory agency we "call' and do> approve', 
actions which V'iolate anti trust- policies where other' economic, social,,' 
and political conside'rations are found to be . o.f'" overriding, importcm.c'~ •. 
In short, the anti trust laws are merely another tool which. a. regulatory 
agency employs to a greater or lesser degree to gi ve'unde'rstandable' 

, ' " 

content to the broad statutory concept of the' p'!.lblic interest". ft, 

In adopting the staff's recommended pri vat,e line rates and charges 
. . 

we strike a reasonable balance among the interests of ,the' rat'epayer, 
, . 

o! the utili-ey, and of its competitors.. We see:axi.y modifieationwhieh 
results in a closer fit between cos't and charges to be.>gener~lY i:C: . , . 

the competitive interest, no1~ conversely, and the, new rates, an~"Ch:arges 
we adopt are indeed of this sort. 
Mileage Charges 

Pacific proposes changes in rates· for certain ·m:tleage:,:charges 
in connection with exchange te!ephone service in. the.following: .. 

schedules: 

-148'';' 



• 

• 

,. 

Tie Line Service (Schedule Cal. PUC No. l2-T) 
Secretarial Line Service (No. 26-T) , 
PBX and Extension .Station Service (No., 26-T) 
Telephone Answering Service (No,., lOO-T) 
The changes proposed ,derive primarily from those offered 

by Pacific for private line services,~ and from the application' of the 
same rationale and methodology in most instances.. Fundamentally~,' 
Pacific's concept is to recognize: that many tie, lineand'exeension 
circuits are~ in physical fact~ composed' of two local loops as 
opposed to "custom"" line extensions. Given this, premise:, it follows, , 
that it is generally inequitable' to price these offerings· on ar:-y 
basis other than the average cost of the loops, cons,ide~ng. the 

. . .. 
corollary decision to price private line local, loops., which', are 
physically identical, on an average basis. ,PaCific refers: 'to,the 
latter concept by the phrase "a loop iSa loop"~mean:!:ng'in'efiect , 
that local loops are fungible and that the physical length of th~':'~' 

, ' ~ 

loop to a given customer is fortuitous. ' , ;\ ' 
The staff supports Pacific in this gelleral concept~ with' 

the minor exception that in 'some ins.tances an e:seensionmaY,not.,,' > 

for relatively short distances, require the ,second physical J.oop;~ 
As pointed out by staff witness Dodge, should the' extensionoe ': 
within the same exchange and als,o be on the' route bet,ween'the central 
office and the main station, this additional loop· WOUld:' not be ' 

. , . , . 

neces'sary. In conside:ration of thiS:, the, staff proposes retention 
of a mileage basis for charges in limited, instances, the maximum, ' 
charge nOt to exceed that ~or a loop. 

Objections were made by several parties, to Pacific's 
position that statewide loop ;tatistics. should not bed1~'aggregated •• ' 
We do not share their concern that disaggregation wouida:rrect.the, 
level of rates we are adopting in this 'proceeding.' However, we' shall 
require a more detailed showing, in suppert of-any :furthe~"adJu,stm:erlt. 
in local loop' rates ." . 
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We have adopted the proposal of the staff witb.respect,'to 

private line rates and charges, and we) therefore,.likem.se. adopt the staff . 
proposal for mileage charges £orexchange·te1ephone ser'V'ice as a con-
sis tent position. We note that the staff" has recommended' that. the ... 
change in certain Secretarial Line and Telepnone Answering. Service '. 

. " ' . 

rates, requested by Pacific, 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 .• 
Summarv of the Adonted Rates and Charges 

The following s\llmD.arizes the adopted rates and charges. for 

Pacific in the 1979 test year: 
Items 

Foreign Exchange Service 
Extended Area Service; 
ExtensiOns,. Premium. Sets· and 

Revenue: Erfe'cot 
(Dollars·. in .M3:1Iions·) 

$: . 1;.2:' .... 

Interior Wiring 
Over Allowance of Lif'eline (lMQ.) 
Mileage .... .' 
Key Telephone Service . . 
Service' Connection Charges 
Private Line.Service 
Message Toll· Service .' 
Zone Usage Measurement Plan 
SMRT Implementation. D.$3162 
Services f'orthe Handicapped' 
Centrex* 

(Red Figure) 

. 2: .. 5~·· 

2f.s 
.: 0, .. > 

4~7. .. 
26;.'1,. 
'·7.'J, 
'1 ... 7 
. CO:':2'j" 

(105.0, .. ' 
(.5:.2' " 

. '(12'.0) 
14.6, '. 

, $" . (42.2');' 

*-: The $14.6 million represents the 1979 test 
year increase in revenue' to . ·Pacific re-·. 
sul ting from the ra.tes and charges .authorized 
by the Commission. in Decision No. 90309. 
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Services for Persons With Speech or Hearing 
lInpairments, or Other Handicaps' . 

The Deaf Counseling., Advocacy and Referral Agency (DCARA) . 

is a nonprofit corporation promoting the interests of hearing 
ilnpaired -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 individuals should. 
be provided at the basic exchange monthly rate available to> other 

subscribers. 
DCARA contends that the provision of sufficient· teletypewriters, 

at no additional charge, to make~ the conventional telephone networkacces.-
. . 

sible to the deaf comm.unity i.s required' as· a matter of law,. placing. reliance' .. ., 

upon Section 451 of the Californi~ Public Ut1lities Cod·e· and· Section 54: .. 1 
of the California Civil Code. Constitutional provisions. are also· alleged:: 
to compel the provision of such supplemental equipment and ancillary 
servi,ces for the benefit of. the deaf community. .. - ..... - . _. ~ ....... '-. ~ ._, 

We agree that it should be the goal of this Commission t~ 
proVide supplemental equipment and aneillary services to all 
handicapped persons on the same basis and .at a. cost inc·luded, with the 
cost of the telepb.one service selected by these persons:. Basic 

exchange rates should be dee:e.d toeo.ver costs of acces::s eo the 
,', .,' 

telephone system, including, for example, teleprinters ",and. o·ther 

devices utilized by the deaf. We wil~ appropriate $-12,.000,000 
toward the i'W:.f'ill:;.~~t~~. of .this .goal in this. proeeeding .• ~., _._~ ____ .. 

• ' • -,", - .. - .. "T'--'- -". -.- _ •• -.-... _'c ........... ",. .. 
-'. 
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We do not agree that constitutional, or statutory 
provisions require this Commission to provide special facilities . 
for the hearing-and speech-impaired at basic exchange rates~' 
Sec1:ion 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 
entitled to full and equal acces~, 
as other members of the general SubliC, 
to .... teiephone:taciiities, ... su ject 
only to the conditions and' limitations. 
est.:l.blished by law,.· or state or federal 
regulation, and applicable alike to all 
persons. 

"As used in this section', 'telephone 
facilities' means tariff items and other 
equipment and services which have been 
approved by the Public Utilities 
Cocmission 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' the' 
subject with the following: 

"No public utility shall prejudice, disadvantage, 
or require different rates ••• from a person because 
of ••• physical hand icap. ••• " 
It seems clear to us that "full and equal access, as 

other members of the general public" to telephone' facilities 
constitutes an express statement by the- Californi.a·Legislature 
that handicapped persons, including the deaf, willenj.oy the same 
but no greater service than those who are not dhand'icapped. 

On September 19, 1978: this Commission, by Resolution 
No. T-9865, ordered Pacific to provide a special portable visua1-
type te:minal for the deaf to appropriately certified' deaf .. pers'ons 
at the monthly rate of $14. '!he staff cost: analysis (GE:"lO~) , 
submitted therein indicated· a monthly fully allocated cost to 
Pacific of $30.35. 

On Februuy 27, 1979" by Resolution No,. 'r ... 9967,this 
Commission ordered Pacific to' provide a spe'cial portable' printer .. 
type terminal for the deaf at the rate of $14 per month for., ", 
certified deaf users. Pacific's cost study submitted therein 
indicated: a monthly cost of $27.25. 

Both of the aforesaid resolutions were predi.cated' upon 
Sections 54.1 of the Civil Code, and 451 and 453(b.) of the Public 
Utilities Code, reference to which sections convinced: us that this 

. ' . 
Commission has discretionary authority to,p.rovide special facilities 
at rates less than fully allocated cost, in order to' serve the pub,lic 
interest by provid1ng .. hearing-impaired' and speech-impaired persons 
the ability to communicate over the telephone network. 
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In this proceeding,. the st~ff 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. '!'he staff"sMr. ·Popenoe , 
was the principal witness with respect to- setv1ces 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 esttmate of test year needs for the' handicapped. 
The Firiug study was not introduced into evidence and i it is criticized 
by DCARA. as containing unreliable statistical information-: 

Mr .. Popenoe 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 maJ:ket absorption.. There·fore·, 
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.. Popenoe further' tes.tified 

that in 1977 there were, according to· the Firing study, approximately 

1,170 teletypewriters in use throughout the State of California, these 

largely being nonportable and obsolete teletypewriters. donated by 
Pacific to the deaf comzmmity. Mr. Popenoe admits, however, that 
the Firing study is of little value. 

The testimony of DCARA.' s witnesses estimated. C-alifornia"s .. 
population at 22 million persons of which approximately 204,8'20'_ are " 
deaf. These data were further refined to indicate approximately' 
70,794 households in California with two or more deaf members. The .' 

remaining 89',354 deaf people live either alone or with all·hearing 
people. Thus, there are some 160,148. households with one or mo~e' 

deaf members, according toD~ • 
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Staff witness Popenoc :1150 testifie~ tha.t a 191'7 survey 

of Pacific subscribers showed t~t the, m.ljority w01.l1d, be: willing ", " 

to pay f::om Sc to 2Si p.er month to' 1'>rovide services at les$ than 

cost to handic:app'¢d subscribers. It was C'stimated that there are " / 

'9 million main and equivalent main stations in the PaCifiC syseetn.:: V .' . ~. . 

Thus, for ex.:=ple an additional chargecf 'lO~ per main station per'': 
month would produce $10.8 million, annually, and a cha:t'g~, O'f 25t;;'" 
would produce $27 million annually. A subsidy of $'54 million would 

ent3il a chsrge of SOi, which ap?rcaches one-fourth of the monthly' 

rate for L.'1Q or "lifeliner, residential s.ervice. 
DCARA. provided an impressive showing o,f theneea. o,f'the 

, ' 

members of the hearing impaired community to c'ommunicate ove:r the', 

telephone network, D-lthough its stD-tis-tical data werel:l:cking ,,:tn' 

substantiation. At the time of DCARA's. presentation" P'ac:ifi~c'5 
position was that it had no' objection to rcndering>a:ny se'rvic'e' at , 

less -;b..an its cost so long 3.S i1:S total revenue requirements: we're 
, . 'I ' 

met through other services. In its b,rief "ho~ever,. Pacifi,c a.rgues 

against DCARA. "s legal analysis and factual an.:llysis,,.po'i'L"ttingou,c' 

that if all cf the 16-0 ~ 148 households ~v:lth de.:!;! members'were: to"o,x:d:er' 

either the visu:ll or printer type portable terminal fo'rthe'dea.f,3.t . ' 

no charge the total ann~al subSidy would .:tpproxi:mate $.$8;,mi'l:lion.., 

Pacific further states that the rts.ubs:td'ybecom~$to'tal.ly as,tound..tng 

if anyone in Califcrnia who-, des.ires the eq.uipmen't can. ,have it. free, 
" of charge as prop-osed by DCAAA"~' 

"", 

We share in Pacific's conce-rn.We can:no't ad.oplt'a p.ractic'c' 
which is free to increase in coSt to the general b·ody o:f',rat;ep'ayer;s­

without u1'>per 1x>un~s. We do net agree th.ltwe' are legal:ly' eb:lig~'d;'t:o, , 
. . \, ~.. . 

adopt it • 
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Still another consideration arises as we address ,the 
broad question of providing teletypewriters- a't no' charge above the 
basic monthly rate, whether to the handicapped' alone or to all ' 
who desire the machines. As pointed out by staff witness Popenoe, 
competition exists in the provision of, TDD'~,.s, '(portable teletypewriters.) 

, , .. ...,..,', 
in that a num.ber of suppliers offer the de.\~C:es'directly to the;, deaf 
community and to others. These firms;, within arid outsl:de', california, , 

advertise their products both for sale and, for rent, providing, a' , '. 
prospective user with a n\lIllber of altematlves to- obtaining a tele­
typewriter \mder Pacific's tariff. 

DCARA. argues that antitrust issues are not applicable,;. , 
We ~e, however, that the !DD is in fact an item provided by the 
utility in competition with private f~rms... Therefore,. it is a 
competitive product" and consideratio:l. of the anticompetieive' 
implications of our actions in this field is. require<l, as. mandated 
by Northem California Power Agency v Public Utilities Commission 
(1971) 5 Cal 3d 370 and by Phone-tele Inc. v Public Utilities Commission 
(1974) 11 Cal 3d 125... It is inherent that Pacific is in competition 
with the cocmercial sellers and renters of all TDD equipments .. ' To, 
the extent J?'acific provides TDD's~at less, than cost, competition is 
inhibited or de$troyed~ Moreover..;,,:the resultinS satr.lration, of the' 
market may well have a devastatiri-g effect on inct:.ntive- for further 
innovation and development in the field by private industry.. This' 
would be an anticompetitive effec,t directly traceable, to state action, 
(Cantor v Detroit Edison (1976) 420 us 579) .. At the very:: least, ad(litional -, 
specific cost data are necessary to en:ab1e us to' determiile wiiether, the', 
public interest in any further reduction of the tariff rate of $l4per 
month for TDD' s outweighs the anticompetitive :effects of such price' 
reduction to certified deaf or speech: impaired- pe,rsons. Provision at -
no charge to all requesters is precluded by these antieompetitive'. ' 
considerations, and we will not order 'it. 
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Pacific also offers as tariff items a number "of other 
instruments intended to aid telephone users wi~h'physiealhandicaps 
other than hearing impairments, including the blind and the motion 
impaired.. We see no rationale or legal basis to treatdisab-l;ed~ 
persons in other categori.es in a manner different from the' deaf 
and speech impaired'. Accordingly J we shall direct that comparably 
computed special monthly rates for these items for the cert':tfied 
handicapped be inst,ituted by Pacific J and that the so-called 
"installation charge" aSSOCiated with each such particular item 
be eliminated for those users.' (Nonreeurrin,g charges in accordance 
with the tariff schedulc,of simple residential and: business "multi­
element" charges may,. however,. be imposed ,as appropriate to' the 
aC'O.lal procedures required to be performed by Pacific.), We shall 
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, giving, specific 
ma.t:erial costs associated with large quantity, p~oeurement. The 
appropriateness of the present $14 men thly rates: will then" be 

reevaluated by the staff, in, the context of thes~ new-data;: the 
staff will recommend any tariff revis~?ns indicated', based' on the 
present general policy of reduction f!>'f approximately .5.0 r parcent 
to the certified handicapped. We ~hall further direct· that Pac:ific 
prepare and submit updated cost data for all other products for the 
handicapped whiCh have not been repriced within. theprec:ed ing 
three years preceding the date of this decis·ion" in support only' 
of the special monthly rates we are now establishing.:. ' 
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The evidence offered by the handic.:I.pped community , 

regarding emergency communications services for the deaf; or 
the lack thereof. has convinced us that a present need ex.is:cs, 
for a substantially greater level of service than is now p,ro:vided. 

The record shows that the Handicapped Cent'ralized Assist:ance Points .' 

or HCAP's. of Pacific are providing generally only servicesofa 

business office nature. and only during daytime business' ~o,ur,s_ 'tore 
shall direct Pacific to prepare a plan for promptlyexp,anding the 
scope of these services to include full-time' HCAPop,era'tion. and to, 
provide operating assistanc.e such as toll operator services and' 
handling of messages of emergency nature. The Co.st of op.eration 
mll be calculated and provided as part of the plan. 

The remaining major issue facing us results from the 
conflicting information offered on the one hand by the Firing study 
and on the other by the broad testimony of the representatives. of 
':he handicapped, community. We shall direct Pacific to contract for 
~he conduc~ of a more comprehensive and better validated-study to:, 
update and exp~nd the findings of the Firing study c>f 1977.I;nthis 

manner we shall obtain a reliable set of basic data which we may,' 
- I 

eo.ploy in assessing ':he true magnitude o·f theprob.lem~and in ;~stimating, 
the costs of various measures which 'Oay reo.sonablyb'e, taken in' a'cldre~.sing. 
it on a long-term b.asis'. 
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DCA.."?:A also requested reduced rates for intr.o.statemessage 
toll service .. We h:lve decided that greater social be~efit is proVided 

by allowing reduced charges for terminal eG.uipment which. will p'e'J:"Lnit. 

:tccess to the telephone system for as· many hanciieOlpped; persons as po'ssib,le:., 

Consequently p we direct th3.t the entire $12 million providedfor,s,ervice' 
to the handicapped be allocated to reduce rates for all tariff items· 

offered which assist the b..:tnc!icapped in the basic use of the,: telephone .'.l.· 
network. We do not allocate any portion'; of' that total'to in,trastate· 

station dial message toll. 

DCA..~ p::oposes that certification of elig;ib,ility for reduced 
r~tes be simplified. or' changed to self-certification. Because o:f 

" 

the wide potential for abuse, not by the handicapped but by others.,> we 
cannot authorize self-certification. It is entirely in the int,:rest 
of the handicapped users to maint.:J.in a reasonable system.o,f certification, 

as e..xtensive .abuse can lead only to the termination of the reduced rates:. ' . 

'," t~e sh.-lre the concern of DCARA that certification. not'· be more c'omp!i~ate'd: 
• or costly . than necessary. With respect to the deaf or he:ar'ing, i1'np.aired, 

and the speech impaired. we take notice of the Speech Patholo,gist:s,: and, 

Audiologists Licensure Act as contained in. the California ~B\ls.inessa.rid 
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'.~ 
Professions Code ~ and we will direct Pacific to accep~ certifications .. · 
by p<!rsons licensed under that Act. Sitl.'lilarly, futurecert:ifications'" 

I '. .' .' . 

wi'Ch respec'C 'Co vision impairment s.hould be accepted' from. ,licensed 
op'Come'Crists ~ as well as from phy'sicians or the: Department of 
Rehabilitation. 

Finally ~ we address the propo·salof t'he staff that $3 
million be set aside in the final rate spread for the purpose of· 
mee-cing the costs of additional services to theh'andieap-ped, e.g. 

t:he e."<pandcd funct:ions of the HCAP's, and to offset the revenue. 

shortfall resulting from redueed rates for equipmen.t. As brough.t out 

by DCA:RA. s'Catc subsidy or other taxpayer funds. have nO't,'been, 
provided" and for the present at least,. thiS baSic. approach is 

, . I, .. 

the best available means of removing the burden:: of eos-tfrom . , 
.• ". '; ( !:! 

Pacific's shareholders. 't.)'e shall, however. increas"e' the" amount 

to $12 million annually in harmony with our stlated goal ~ As 
experience is gained by P'aeifie in the actualicosts of this 'broad 
program, we shall adjust this to be a greater or lesser amount in 

future:: years. to effect a reasonab-le balance between the cos··t to 
the general. ratepayer and the public interest in affording the p·rice 
reduct:ions to the handicapped. 

Finally t" Pacific will be Ordcl:cd to prepare and submit 
a report within six months sctt.in~ .t"ort;~:;, i t~ overall evalua~ion ,of' 

the total .mnual revenue effect of our ~doPtion o{ all·.of th~fore-
;,''''1, ,,'.' , . 

going prinCiples so tha.t we may detenninc': whether our general policy 
" ".,' . 

of 50 percen'C reduction in the cost of special equiptr.ent . to.' the 
handicapped 'Q3.y be revised to, mee,t our objectives ·o,f ·providing: access 

, \ , ", .'. .J~ " 

to the telephone system by t:he handicapped at the' saree rates a!sJia.re 
, .' 

paid by those ~~thout physical disabilitie.s. 
' .. 

. ' .' , 
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VIII. SERVICE ISSUES 

Installation Co~~itments - Blocked Address Program 
Pa.cific's Blocked Address Program' (BAP) consis·ts of 

providing business offices with a listing of s-creet addresses where 
there are no available plant facilities. This will aid the service 
representative in not making installation commitments on a service 
order in advance of ~he availability of i"acilities. 

The original intent 01" moni tering the measure of "missed 
i:.stallation cOmmitments" as required. by General Order No •. 1)3. waS 
to ensure that installation eommi tments were being met. The' 
Commission's concern stemmed from the fact that· customers, in the 
past, had ~ be present on the date and at the l~cation. atwlUch 
installation was requested so that the customer was· cons.iderably 
inconvenienced when aicommitment was missed. The.Phone Center 
concept? instituted in April 1977?' obviates the necessityo!: customer' . , . 

presence on the date and at the location; at which inst~lation is 
arranged. As the Phone Center concept progresses,. the number of 

premises visits by Pacific's installers will necessarily decl:tne·. and? 
proportionately, so will the number o£:opportunit:i:es for customer 
dissatisfaction through missed service appointments. 

Pacif'ic's current reports on 'ehe measure or- "missed 
install ati Oll. commitments" aggregate both those installations,that 
::-eG,uire the customer to be present and those that do not-require the 
customer to be present. As a result, we can no longer assess the 
degree of inconvenience to those customers who, are required to, be: . 

, . 
present at the time o£ service calls. Accordingly, t.he.sta.!'!" has. 

• I I , 

recommended that Pacific furni'sh a report on the ei"fect.i venes.s, of the 
BAF Plan in i:nproving installation commitment perfomance and on 
future plans for tlie program. The . st.afft s· recommendat.i.on. is.. reason­

able and will be adopted. 
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Trouble Reeorts in los Angeles 
I 

The starf' has expressed concern over the rising' .customer 
trouble report rate in the los Angeles Sector and contends that this 
high rate indicates deteriorating plant and equipment. Pacific·s 
'Witness test1::i~d that certain offices do- have significant. repair 
?roble:ns in the Los Angeles Sector and contended that the high: 
customer t.rouble rate has occurred for a varie'ty of reasons, which 
neither Pacific nor the staff have been able t~ quan~it,atively 
evaluate so as to prepare a preventative program. 

The staff has r7commended that within 90 days, and quarterly 
thereafter, Paci£ic submit a report '0£ programs and progress thereon 
that have been or will be undertaken to reduce the incidence of 
customer trouble reports in. the Los Angeles Sectorw.t:th their' 
associated cost 3l'ld effectiveness. These reports should be diS-_ 
continued only upon approval of the Commission's EXecutive Director. 
?aci£ic, in its closing brief, alleges that this would be unne~~.ssarilY . 
d.uplicative, as. it e~ently £Urnishes quarterly-reports asd:trected~ 
by General Order No. 133. 

The staft·s reeocmendation wouldno·t, be duplicative. , The 
information provided by Pacif:tc in General Order. No. 13:3 reports'­
relates t.o corrective act10ns 'Caken ai'ter the fact of' .the occurrence 

, .' . 

of the problem. It is apparent that,the stai'f is seeking to, stimulate 
preventive steps as well as, curative steps to reduce the incidence' of'": 
custotler -erouble reports. This would require Pacific to· de-termine -
t.he cause or this high trou"ole report. rate. We .concur. with'the 
staf'.r's recom:nendation and Will adopt it. • 
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Business Office Accessibilitv 

The staff's, wi tnessexpressed ,concern~ over the economics ,.: 
and reasonableness or high Business Office Acce~Sibility' (:SO,A) se'r-ri~e 
levels.. The staf'f contends that :the measure of BOA can be, greatly 

i:!...~uenced by other factors such as custOmer contact'time and. Custome:r> 
wai t.ing t.ime a.."ld t.hat service improvement.s .can be achieved. in: thes,e .i;eas:· 
by increasing the number of service rep,resent~t.ives~ 'Furthe.r:,. the<~ .' <' 

staff asserts. that Pacific's BOA objective is'preSentlY'unreasonabiy~' , , . 
and uneconomically hi'gh.. .' 

" • < '".,' • .'; ,~'. '"'. ·'."t <" 

Pacific, on the clther h.:lnd, claims th.lt.' customerscon's,i-der'i ,'I . , 
a hig.."l level of BOA as good~ service.. This· isundoubtedlyt.rue, but:: 
Pacific's assertion sheds no light on t.'hc trade-offt.hatne-edsto: 'b:e~:" 
made bet.ween high a.."'ld highest quality of BOA service and the ,related. '. 
costs.. Accordingly~ the staff' recommends thatPacitic' est:ablish' .. 

new objectives for BOA. 
Pacific considers this recommend.:ltionunwarrant.ed inas:n:llch 

as it recently implemented a new plan, Business orfic'e, Cons.istency of" 
A."'lSwer !-!easurement Plan (BOCAMP). It' is app,arent thatthe'starr~·ro:r:' 

• ' • r 

the purpose of lowering the BOA level and concomitant expenses:".' 
seeks to establiSh an equivalence in principle to, a lo~eracc:eS$ibility . 
level rather t.han a :nathematical equi valence.~s practi:ceo.by pacifi·~.,' 

~' .. 
While perceiving tJ::estaff"s legitimate conce'rn.re:ga~ding'the, 

economies and reasonableness of' the high. BOA' ob,jec·ti ve,. it i.sele'ar, 
that adoption. of the staff's recom:nendation is not nownec'essary~ 
in light of t..."l.e .fact that Pacific'S new measurement pla."'l'does. not 
readily permit evaluation of BOA& 

We note here again that the record 'shows that Pacific 

failed to info:-::l the staff in a timely manner that the long-standing, .. 
BOA service level measurement plan was beingreplacedWithBOC:~;: ..... . 
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In short, the issue of BOA service level measurement was made largely 
::lOOt. by BOCA)!?, but· the staf'£ was not apprised of this circumstance , . 

by Pacific so as to prevent waste of'm:iUl-hours and dollars in this 
proceeding. 
Trouble Re~ort Clearing Time 

. . 

The staff presented evidence showing, customer dissatisfaction 
-with the ti::le taken to clear trouble reports, which evidence is, not. .' 
controvereed. The staff' recommends.that Pacific furnish a report of' 
a program to reduce clearing time of' customer trouble repo,rts within' 
90 days;. , 

The staf'f 9 s recommendation is, reasonable and will be, 

adopted. 
Network Perfo~ance 

The starf' expresses concern over the declining trend of' 
network perfor.nanee as shown ,by the record in this proceeding. The' 
staff recommends that. Paeific furnish a report explaining 'such, decline 
in net"..rork performance and of' actions being taken to' remedy the 

situation. 
Pacific's position is that there should be no' cause tor 

ala...'"':ll by reason of' the fact that its performance has: deelinedfrom 
superior to very good and certainly no' caUSe to 1ni tiatesp~ciaJ. 
repo:"':ing. 1'le strongly disagree. 

The record .does not disclose whether Pacific's network 
per.£'omance should or could be objectively rated. as. superior,: verY 
good., good, or something less. The record does disclose that netWork 
performance is on the way down, and we \'tant to, know why~ 

The starf's recommendation 'Will be adop·ted • 
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Phone Center Waiting Time 
The staf'f' demonstrated that. the Phone Center concept is., 

'oei:lg well received by the public, but .that long waiting, lines we're 
re'OOrted to our Consumer Mfa:irs sta£i", specii"ica.llyin Los. Angeles. 

~ , It is recommended that. Pacific i"urnish a measurement plan 
wi thin 90 c.ays which would indicate the degree of se~ousness of .these 
customer complain~ and proposals to minimize them effe'c:t1velyanci' 

, 

Pacii"ic does not contest this recommendatioIi,and we· will. 

ado~t it as reasonable. 
Held Orders 

In. Decision No .. 86593·, issued November 2, 1976" (third 
interim opinion in Application No. 55492), the CO'CIlmission found that 

Pacific had excessive u1JJII.bers of held orders for'primaryand' regrade 
service and accordingly reduced Pacific's rate of return by .. 007 
percent "until such time as it makes a showing on this record' that' 
its held primary ~nd regrade orders, are'within normal l~tstt. 
(Ordering Paragrapb 1.) , 

" 

The record here shows staff concurrence that Pacific is 

making satisfactory progress in, reducing, held' orders, and. that 
"normal limits" for held orders defies precise definition. 

We accept the staff~ s test:ilnony and re~o1IlDlendationthat the 
.007 percent reduction in rate of return by reason of the'" held order 
situation be discontinued. Pacificr-srate of returnwill""he1:eafter 

" 

be the full 9.73 percent we authorize. 
The third interim order in Application: No. 55492 will be, 

amended i:c. accordance with the views expressed herein. 
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IX. OntER ISSUES 

Separations 
I 

TURN prescented Mr. Richard Gabel whose testimony directs. 
the Commission's at~ention to certain alleged serious infirmities 
in the method that. Pacii'i c f'ollows in i ts impleme~t.a.tion~' of': . the .. , 
ju..."'"isdictional Separat.ions Manual adopted' by the FCC .. 

TURN cont.ends that.subst.anti.al amounts ~f costs, and 
:-evenue :-equirements which should be assigned . to int.erstate' 
telephone service are instead: now assigned to int~asta~e:, telephone 

l .. 

service "oy reason or Pacific's erroneous interpretation of the 
Separatio=.s Manual.. TURNt"s witness' recommendatio:ns 'would result. ' 
in th.e disallowance of intras·t.ate investments: andi,asso,ciat,ed revenue 
requirements of' $224,944,. 000 and $lO&,. 7 45 ~ 000, respe eti vely.' 

TURNt"s Gabel simply argues that. the: spirit and intent, , 
of' the Separations Manual is to, achieve proper allo,cation 6:r intra-

, i,' 

state eests and revenues 'to California operations;: and interstate 
costs and revenues to interst.ate operations.. The :" COmmission . 
sb.ow.d apply this rundamental principle to t~ee areas· o'£' 
misinterpretation by Pacific so as to correct. e:d.~tingequities~, 
according to TURN., 

"'/ 

Speciri cally, TURN's,: Gabel concentrates<::onP'adf'1c's. 
• .,' ., i ~' , . 

investments arisiDg out of' the provision of' inter.s-:tate iprivate 
line service. He testified t.hat. at t.he time, o,f' pti~lication' of 
~b.e f'i!"st. t.elephone Separations Manual the volume:;o£interstate 
p::-i vate line service was so nominal that allocation o,~ private 
line statio:J. equipment to in'terstate jurisdi ction wasno·t even 
recognized (October 1947 Edition, Separations: Manual, . Sectio:ri 2, 
Part. 5). The combined Bell System interstate" private li.ne. 
revenues in 1947'were only $7.2 million (l947 Statistics:o! 
Communications, Table 24., pp. 45, 147).. That condl.'t:ton has~'been 

~ , . 
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alt.ered ...r..t.b. the tlaSsive growth of interstate private line 
cOm::lunications and the advent of market. competition in the provi­
sion of this service. In 1976 Bell System private line toll tele­
phone' and Telpak (largely voice grade services) was over: a billion 
dollars (1976 FCC St.atisticsoi" Communicationt Table 16.t pp.3:0,-. 
1217 124). 

Due to tlle growth or Private Line Service and the 

cocpetitive market strUcture, this Commission must oe con,cerned 
that california ratepayers are not burdened: by revenue'r,eq,uirements 
properly attributable to interstate operations.. Interst.a~e· ': 
p:-i vate li:le t.elephone servi ces are large and growing.la,;ger.. This 
Commission muSt, ascer"".,ain t,h,at, the investment in this' service' 
matches th.e revenue aSSignment; that the intent of' the S'~parations 
Manual is properly implemented;;: and that plant and eXPenses .. 
necessary for the rendition of interstate private'line telephone 
service is consistent with the assignment 'Of the correspondiZlg' 

. '.. . 
revenue. Furth.ernore t with t.he advent of market competition and 
the entry of' Specialized Common Carriers which. also- provide :inter­
state private line voice grade services, it is i~erative' tnat. 
costs ,be properly assigned to tb.eappropriate jurisdictions:~' To-. 
whatever extent. the Bell. System companies., including; Pacifi c" 

. " 
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" ••• the costs of telephone and miscellaneous' 
station a.pparatus in Ac-count 231 and telephone 
and miscellaneous telephone station conne;ctions 
,in Account 232 are assigned to' Catego.ry Z by , 
app~ying to these costs in the s.tudy area the 
ratio of (a) the number of exchange loops, used 
for telephone, private line service to' (b:) the 
number of message te;:Lephone subscriber lines, 
and exchange loops used fo,I" telephone private line 
sl9rvi ces combined.. (Se ction 25 .l21) 
Separations Manual.) . 

"category Two of Section 2 of the S'eparations Ma.-1.ual 
applies to station' equipment provided for private 
line servi ces. The ,Manual' ,states in this regard: 

"25.22 hi vate tine Ser"ri ces, - Category 2 ... ,.· 
The cOSt of equipment ill this category is,al­
located among the operations by dire ct assign­
ment. 

"Stated more d:i.rectly~ the Separations, Manual specified 
that station a.pparatus(Aecoun.t'231-02} and statio:c. 
co:cnections - telephone (Account 232-02) be,assigned 
to the interstate jurisdiction o:c. the basis. o,f; 3.' rela­
tive loop co un'!; , intersta,!;'e private line loops, as; a 
proportion of total loops. (A loop is l?,ormally' a cable 
pair interco:cnecting the customer premises to the . , 
local central office.) All conventional lo'cal exeb;a.nge 
subScriber servi ce requires the prOvision of a' 10 ,cal , 
loop. Rowever~ almost concurren'!; with the publicatio,n 
of' the 1971 Separations Manual, a number of priva'!;e , 
line services evolved wh:l,ch do not, require the provision 
of a local loop·. For example" when an interstate , 
private line telephone circuit terminates ina Centr~x­
CO installation, there is no requirement to provide a 
local loop for'the trunk facility. The Centrex~CO 
is 10 catad on the telephone company premises and access 
to the private line is provided by means ofero ss 
connection at the company distribution frames. 

"Another instance wherein'local loop, requirements; are 
obviated· is when an interstate private line circuit' 
is terminated at. a Common: Control SwitChing Arrangement 
( CCSA) • CCSA is a private . line swi t,ching arrangement, . 
wbi cb. uses a portion of the telephone company No;.. 5' . 
Crossbar or ESS s'Wi tching centar. 
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CUstomer access to the sri tching arrangement is by . 
dial access,. thus· by-passing a:r.yneedfor separate 
local private'line loops to the customer. premises. 

"Still a third instanee of 'loopless" private line 
circuits ocC'JrS where the telephone company leases 
space on the premises of a large customer and estab­
lishes, 1:1. efte ct., a subs1diar,r toll test· room on 
site. (Viz. ,a military base or large industrial 
enclave. ) The interexcb.ange facili tyis brough.t' to 
the customer premises at carrier frequency, demulti­
plexed to voi ce frequency and, made acceSSible to' th.e 
customer through. riser cable or normal, premise Q.istri­
bution !acili ties. However, a local loop·,. conventionally 
defined,. is not required' as part of' the provision 0'£ 
th.e service. ' 

"In each of the f'oregoing examples, the failure to, 
provide a 10 cal loop with the provision of' the private 
line voice circuit was consistent with the req1.l:irements, 
of th.e specif'ic technology. However, as we have seen,. 
th.e relative loop C01.lllt is the basis f'or allocation of" 
station apparatus and telephone station connections. 
These ~oopless~ interstate private lines still 
require station apparatus and conr .. e ctions. However, 
the f'ailure to asSign azo..y such investment to inter-
state pri-vate line telephone servi ce is a ,c-lear violation 
of the spirit and intent of' th.e Separations Manual 
and should 'be corrected 'by this Commission., '" 
We quote the second criticism of' P-acif'icts method o'f 

allocating interstate private line telephone costs:, 

"Section 2, Part 5 of' the Separations Manual discusses 
the allocation and assignment of' Station Equipment. 
Paragraph 25.123 reads as f'ollows:. ., 

"Only that station equipment provided under 
special service tanf'f's. (e.g.,. special terminating 
equipment,. trttck circui. t equipment, idle circuit ' 
terminations, signaling equipment, ,telephone sets, 
keys,. key sets, and turrets which are used f'or . 
the. termination of" special service circtdts.) is 
as:Sl.gned to the special service' categories ... · Cor­
respondingly, station equipment used: jointly f'or . 
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both special services, and message telephone services 
(e.g., telephone keys, key sets"order, turrets., 
private branch. exchange swit.ch'bo'ards 'WhiCA are used 
for t.he terminat.ion of both private lines and ex­
change lines) and provided under other , than spe­
cial service tariffs is assigned to,Category 5. 

"The allo cation of category 5 St.at.ion. Equipment'is set 
forth in Paragraph 25.25 as follows: ' ' 

"Other Station Equipment - Category 5- This, category 
includes aJ.l station equipment not, assigned to~ other 
categories. The cost of' station equipment ass,1gned 
to this category in the study area is apportioned 
'between state and interstate operations, by the 
application of a subscriber plant factor developed", 
as described in ,Paragraph 23.444. 

"'nl.e language of Paragraph 25.123' of the ~ual recognizes 
the distinctive nature of station eq,uipment employed 
in the use of private line telephone servi ces, and t.he 
station equipment employed in the residential exchange 
telephone service. Residential exchange telephone service 
can 'be adequately rendered by means of a conventional 
500 type handset with an average embedded inves,tment, 
rangiDg between $12 and $15 per unit. In order: to obtain 
efficient use of a private' line telephone, circuit, 
substantiaJ.ly more elaborate and expensive station, 
apparatus is reg,uired. This means key systems' with 
multiple phone line terminations, or a Private Brancb. 
Exchange to permit common access for inCOming and, out­
going calls.. However, this distinction is not. recognized 

,-,--- ____ A ______ • ___ Oy -t,-O~e.2~~~d-l:-S~~.~~~£c~y in.-~~~(c2a;2i~2s)-~a~;-~z; _Ap.p.~~tus ._~ , 
(2)1 .j an tatl.on onnectl.on ~.:o "l.nvestmen't to' -
the various service classifications. Company study .. 
methOds aSs1.lme"comp1'ete nomogene"ity-"of' station-'telephone "- .. _- ...... 
plant for purposes or cost assignment to, the various 
service classificat.ions. The Division of Revenue 
allocation procedure? followed by Pacific? apportions 
the account investment pro rata in proportion to- the 
loop count by, services. My testimony supports a more' 
equitable basis of allocation of station apparatus-and 
station connection investment t.o, the various services:.,'" 

, " 

I,' 
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~ quo~e ~he ~hird eri~iei~ o£ Paei£ie~$~plemen~a­

tion o! the Separations Manual: 
"I previously quoted Paragraph 25 ~ 25 of'· the ~.anual which·· 
deals with t.he 'Other Station Equipment", that is the' 
residual inves'ttlent. not. assigned t.o 'the firs,tfour 
ca~egories of" station equip:!lent. Category 5- S~tion 
Equipment is assignee. to the jurisdictions on the basis: 
of" relat.ive usage, bot.h interstate and intrastate ... The 
appo~ioncent or this investment to interstate operations 
is based upon t.he relat.ive minutes of int.erstate message 
~ t.o t.o-eal st.ate plus interstate. message usage. 

"The inequity of" exchange plant allocation to thestate:~ 
jurisdiction a..'""ises here as, a by-product of the'; method 
followed by Pacific in'determining interstate s':lcseriber 
line usage (StU). The;: rapid growth in 'the nl,;1l1b~r of 
interstat.e private linles has been paralleled bY' t.he· 
gro......-eh of int.erstate foreign exchange circui -es. Inter­
sta~e f"oreign exchange circuits terminate at one.end 
at a customer 'Ore:nise, and at the other end ina local 
central office· line circuit in ano'ther.s,tate;. The 
interstate .foreign exchange customer is billed at.;'the 
st.andard tariff rate for a Station. Terminal for e.'ach end 
of his FEX circuit (or Channel Terminal rate uncle'r Telpak 
FX service). Therefore, there should be no- ques:t:ion ',. 
that this is an interstat.e f"acilit.y and such t.ratfic usage 
as occurs on the facility is inters.t.3te in nature. . . 
However, this is not the manner in which Pacific. measures 
such usage. In the calculation or subscriber line" , 
usage 9 t.b.e !:linu.~esof" use t.ransitingthe int.erstate FX 
circui ts are counted as local· exchange (s.t.ate. jurisdic­
tional) usage. The effect, of course;. is to unders-eat.e 
t.he interstat.e S!.U factor and, corresPOndingly,t.he 
int.erstat.esubscriber plant fact.or (SPF),whichis' the 
basis 1"or alloeat.ion of the non-traN'ic sensi ti ve po·r:" 
tions of telephone exchange plant.. I will propose . . 
adjustment.s t.o correct f"or t.his over-allocation to· 
California state operations. 

"It. should. be pointed out tliatPaciricts proced.ure 
results in a direct· mix-match or revenues and expenses •. 
!'he customer f"or interst.ate FXsenie:epays,· t.he: standard 
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t.arii"r rate at each end ot,the circuit (a recurring 
monthly station terminal charge of $2;. 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 pri V'lte' line or an inter,­
state i"o:::"eign exchange circuit.~· :J.'le tariff' component. 
te:-:ned 's~tion te::-:ninal' is: intended to compensate the 
ca.r:1.er f'or provision or the 10<:31:, loop· and1"or provision 
o~ the station equipment (Appar:i;:'us 231-02;: Connection 
232-02; or PBX Termination 234) ~"";However, these'invest­
:llen'tS are assigned. to the intras~te (California) operation. 
Hence the mis-match of revenues, and cos·ts." 
P~cific's Bruins vigorously ,challenges TURNrs, presentation 

, ' 

as ceing of no value to this Con:missio!l because (1) it is contrary" 
to the clear 1anguag~ of the Separations Manual, (2) is funciamentally 
illogical, (3) would destroy the essen:tial unif6r:ni ty, ot' jurisdictional 
separatiOns, and (4), is ari"thmetically incorrec,t. 

Pacific's firs't- and second points are clearly without 

meri't .... '!URN's Gabel ane Pacific ~ s BX"'.linsb~th quote, paragraph 
25.121 of the Separat:ions "Manual. That par~graphspecifies: 
'Chat "loops" are counted to derive a ratio for the assignment, 

of certain station equipment cos~s,between intra-'and'int~~tate 
jurisdictions. A "loop," aecording to the, Sep:a::-ations Manual 
glossary,. is "a pair of' wires, ,2i-lli, eou1valeX1t" cetween a customer,'s,: 

, , "I' . . 

station and the central offiee from which the' ~':eation. is served'~'" 
'.. ~. ~,,\. .". 

(E::lphasis added.) TURN's Gabel~:J:ggests that all costs· asso"ciated 
wi th intersta't-e service' 'be assigned to that 5 el-vice , ,and interpre-es 
the Separations Y.anual to aecomplish thi's purpose by coUnting 
existing services as well as those having physical "loops"'~ ,He 
regards, in other words, so-called ''loopless'' c.1rcuitsas being: the 

'. 
equivalent of a pair of", wires. 

'." . 
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Only by e:lploying the most co~~rained interpreeation can the 
Separations Y~ual be interpreted to prohibit the method' proposed by 

TUP ... 'l's Gabel in his i"irst cn ticism. and it is equally obvious 

that his other proposals are. indeed, interpretations, rather 

than contradictions, 0<£ the Separations Manual. To· accept that 

efforts to ::ore precisely assign jurisdictional costs are "'f'und-' 

a:nentally illogical"'. as urged by Paci<£ic's Bruins is to·, abdicate 

our regulatory fw:ctions vis-a-vis separations to· the Bell System., 

.....n.ich we do not propose to do·. 

In his third objection, Pacific's Bruins makes the· 'valid ' . " . 

point that U!lilateral action by this CommiSSion on separations 
issues will result in elements of nonunifor:ni ty being introduced 
nationwide. '!'his is, of course. a di<£ficulty which must oe faeed~ , ',: 

The stai'f's posture. too, is predicated upon this. problem: 
"The 'Witness £or Toward Utility Rate Normalization (TURN), 
¥.r.. Gabel. raised an important issue with respect to 
telephone separations. At page 5 of' the TURN brief' it 
is pointed out that interstate private line service. 
where calls t.erminate in a local exchange, does no·t 
recei ve an allocation of local exchange costs .. ' 

"In the TURN brier at pages 26-2S an attempt was made 
to id.enti£y such costs.. The sta££ has not been·a'ole 
to' verify these estimates, however .. 

"It should be noted that this matter is now being given , 
consideration by the National Association of Regulatory 
Utility Commissioners (NARUC) and the Federal Communi­
cations Coc:lission. (FCC). Additionally, separation 
issues. nave been the subject o~ a separate inquiry . 
.follo:wing the main case in Application No. 55·492.. The 
separat.e inquiry has been suomi tted and is now pEnding 
before the Commission. . 

"It appears that this matter raises. questions of maj'or 
l.:lportance to the California ratepayer. The CommiSSion 
should pursue this matter further in the joint NARUC/FCC 
inquiry as well as assuring that the suomi tted record: 
in Application 55492 is complete.'" 
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We think the underlying principle is best expressed,by 
the U.S. Supreme Court in &nith v nlinoisBellTelephone'Com'Oany 
(1930) 282 US 133: 

"~le the difficulty in making an·exact app6~ionment 
of the property is apparent? and extreme nicety is 
not required, only reasonable measures being: essential ••• 
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 
service to which the exchange property is'allocated 
will bear an undue burden... We think ••• that. by 
so:ne practical method the di.fterent uses or- the ,property 
:nay be recognized and the return properly attributaole 
t<> -:he intrastate service-may be ascertained aecording;y.'" 
There t.he Court held that telephone terminal plant ·must;:: 

be recognized in joint. plant and joint expenses in: the'separatioris 
procedure. State commissions were no longer to' ,ignore the )ls,estC) 
which telephone property was utilized in jurisdictionalapportionment~ 
Thus,in 194.7? with the publication of the:,'c SeparationsManuai,the 
factor of relative use was established as:,: I,the basis£or allocation 
of' jointly used property between interst~~~ and intras~ate juris':" 
dictions. Section: 11.13 of' the r-ra.nual provides: thatth.e"'fUnd.~ental 
basis on which separations are made is th~ use of' telephone plant ' 
1::. each ot the operations."' 

We see no reason ,why interstat,e se,rvice should not, be 
assigned its fair share of the large portion of ,Pacifie'sinvestment, 
which is jOintly used for all services and: tor its portio'nor jOint 
expenses., Consistency with the basic' underlying prinCiple of' the 
r{anual and with the Smith deciSion requires that aJ.l 'use which has ' 
a sign.i£icant impact on the allocation process shouldce count,ed. in 
dividing costs between the state and interstate jurisdictions. ' It., 
is only reasonable to aSSign the interstate jurisdiction a fair; 
share based on total "use"' instead of the' now 'existing,' prere'r~ed 

IIJ ' .' '\0' 

treatment t.o interstate service which, ignores subst.anti'alcommon., ,cos·ts. , 
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Pacii"ic's Bruins decries the size of', TURN's proposed' 
reassign.":lent. of cost.s, computing :it. to 'be 16 time's the current 
assign:nent. But this simply emphasizes the, eno,r:nityof'the,present 

alleged e!"rors in qua.ntitative terms. In re1a;tiveterms,'the 

suggest.ed correct.ion is 10 to 12 ?crcent. 

We are, however, impressed with Pacific's Bruins:comments ,', 
a."'lC al'lalysis of' the estimates prep,ared by TURN's Gabel. We' are no't' 
sa.t.isfied that TUR.L~ MS carried its': burden, or proof, as to spec.if'ic 
adjust1nen-:s although, as ..,-tith the : staff' , Pacif'ic has ,evidently with­

held source data from TURJ.'J un'til its own rebuttal.lI ".', ", 
It: appears, as Pacific: sta.tes in its brief, thatMr~Gabel 

has in one situation assigned the same revenue requirement to the 

int:erstat:c opcr.3.tions 'tWice by two allocation: methods:. 

Also it seems th.a,t, if Mr. Gabel were to hAve~arricd his 
recommendations 1:0 their logical c:onclus,ion he wouldh.avcalso 

assigned additional revenue requirement to theinte'rstate operations 
by the applic:.!ltion of the revised SPF to the subs.eriberouts.ide' ,p,lant 
(the local loop plant) and by the revised SLU applied" to the,' traffi~ , 
sensitive portion of the Centra.l Off,ice. 

These same issues ore being addressed in a pendingdeC'isiotl; 

in Application No. 55492 ::md we will defer to tha-e forthcom.ing:dec~sion~ 

.. 
<' ;, 

'.." . 
" 

'!;' 1 "T' b' 6 q h· ... · .. c'" A ,. ',:' 7 h 'TURN"" . or examp e, see .3 ... e ,.~. l.",l. ... ,) , ... lne, , .w ere ' . s·;, 
Gabel esti:r.ates Californi::l intersta.te foreign exehangecir.cuits 
at 23,918, stating tha~ P.oC'ii"iC'provided no' response to· ", , .. 
i:l.formation requ'est 8 which posed the question. At page 22' ;0£' 
?aci!"ic·s B:-uins stat.ements, we are informed that the '~true: 
number'· is :3 ,000. 

", 
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Management Audit 
• The staff recommends, amangement aud1tfor reasons that will 

• 

• 

be apparent in the reading of this decision. S'ince the closing of, the 
record, in this case)c however,. Pacific has c01l'llllunicated to our, Executive' 
Director a desire 'to explore and remedy any and all existing., prob,lemS . 
relating to. the e."(cbange o,f data be~een Pacific ';',,::the staff ,.andother 
parties. While not meeting all of the reasons for the staff .. 
recot:!Qeudation, the Pacific proposal, is,. iIi our view,. a s,ufficient 
vehicle for progress for the present. 

Full,. complete, and timely disclosure,o£all relevant data 
'. . ,. 

a1:lo'OS .111 parties is essential to the prompt processing~ of general rat:e 
cases. The records show that such 'did not occur in this case~ 

We hereby put Pacific on notice that fut:urefa1.1ures.'by it 
to cooperate with the staff and parties so' as to, achieve the,g.oalof 
the Regulatory Lag Plan will be' cons:i.dered~ as grounds: for dismissal, 
of applications in progress of hearing. 

We 'Will not order a management audit at this time. 
Pacific's Cost of Service Studies 

Mr. Turk,. Pacific's witness, produced exhibits and testimony 
on six studies. The studies were: 

1. Embedded direct analysis of Pacific's to,tal 
California operations (EDA). 

2. Embedded direct cost studies of exchange 
service 'by class of service (ECS). 

3 •. A cost study of private line service,: Series 
1000,.2000, and 3000. ' 

4. Embedded direct cost study of intrastate DDD 
message cost by mileage band (EDDD). 

5. Multi-element nonrecurring. cost study. 
6. A description of the GE-IOO cost study methodology. 
Various parties includ1ng the staff took issue with Mr.. Turk's, 

studies either through cross-examination or direct testimony:.· S.taff 
witness Evans commented on tb.J:'ee of the- studies,. the EDA,the: ECS:, 
and the EDDD. 

Pacific submitted the results of the three cost s.tlldies.o~ 
" "I' 

its own initiative to: indicate the historical relatiot'lship.beeweetl 
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\ ,",: 

revenues and direct cos ts by broad category of the various services.· 
offered. Pacific conceded that the results of the' studies. were not 
appropriate for pricing decisions but, were useful as a management 
tool. 

The s·taff pointed,' out that there were deficiencies in the 
studies such. as the absence of separatio.~s and: Commission rate": 
fixing adjustments. and the fact that exchange rates are set residually. 
'there is value in the studies in tracking directeostlrevenue relation .. 
ships, but in- order to set rates the' larger pic-nure mus·t be. shown:,. 
including allocation of coamon corporate costs"recognition of rate .. · 
fixing adjustments and jurisdictional separations. 

While the record is lengthy on the three costs tudies" we 
agree with staff witness, Mr. Evans, that the EDA.,.ECS-,. and EDDD 

studies are not appropriate for setting rates in tb.is; proceeding..: 
Pending Motions 

All motions not heretofore granted or, denied should, be 
denied. 

No other matters reCJ.uire discussion. 

-176-

.J .' 

'. ," . 



• 

• 

• 

A.58223 et al. kd /bw 

Findings 
l. 
2. 
3. 

. ',' 

of Fact -Resu.lts of Operations 
The total California rate base is $8,779,945,0000" 
The total intrastate rate base is $:6,,759,S37,.OOO~' 
!be capital ratios ~ cost factors, and weighted costs 

reflective of test year conditions are shown in Table I'of this, 
decision. 

4. .Job development investment credit is no't included.in ~e ' 
, I' 

ratios shown in Table I of this decision as it isinconsiseent.for it 
to be capitalized where rate base is derived' from the weight::, o,f' 

average depreciateci balances. 
S. An authorized return on rate'base of 9.73' percent'and 

return on eq,ui:y of 12 .25 percent is reasonable and will' allow Pacific 
the opportunity to rea lize adeq\:1.3. t:e earnings. 

6. , Total company operations,. including operat:ing revenues" 
opera ting expenses, t:lXes,. and rate' base as developed' on the record. 

. " ' . . ~ 

by the staff, by PacifiC, and as adopted, asrefl.ectiveo,f test,year 
conditions,. f'y this Co"lXlIllission are shown in' Table II,. Summary of ~'-,-

Earnings. Table II also shows separated:intraSt.l~e o:perat'ing, 
revenues,. operating expenses and taxes" rate base , and, rate'of.:return 
adopted in this decision. 

7. Given the adopted test year results of operation (set 
forth on Table II) and the return on rate basea'nd"c()l'tlIllon ecp.ll:ty 

H • " • 

found. reasonable, pacific:' s j urisciictional revenuerequiremenf 
should be reduced by apprOximately $42.2 'tlillion annually.' 

8. Except for Proposition 13 effects, local serV'i~e revenues 
as estimated by Pacific are reasonable.. Intrastate tollreV'et7:ue,s 
and i:l.terstate toll revenues as estimated by the staff are rea.sonable .. 
and reflect anticipated test year conditions. 

9. Uncollectible revenue as. estimated .by the staff ,methodology, 
is reasonable. 

10. P,:cific's esti:late of operating revenues excludes an adjust':' 
ment for Proposition 13 tax effects ,and, to that: ·e:ttent;, is., not .\ 
reflectiV'e of la'loWll test year conditions • 

, .. ,', 
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11. It is reasonable to reduce estimated test year revenues 
by the effects of rate reductions ordered by this' Commission asa ' 
result of the passage of PropOSition 13 aS,the staff has'done. 

12. Pacific has includ.ed in its revenueestimates'an'amount 

for increased revenues due· to' the estab l!shment ,and operation of 
Phone Centers. 

13. The proposed increase in revenues because of Phone, Center 
operations proposed by the staff is" not reflective. of ,te,st: year 
conditions. 

14. The staff's estimate of intrastate toll customer, billings 
is reasonable and its estimate of interstate toll revenue:L.s 

likewise reasonable, being calculated by s,tandard settlement procedures. 
15. It is not true that the budgeting and estimating ,proc'edures 

whichunderly Pacific I s October 1977 budget estimates, (which 
",".~"'" " '" .," 

estimates form the basis"::£or its application in this· ease) are 
the procedures regularly pursued by pacific to direct the'actual 
operatiOns of the business. 

16. Pacific has had little' experience in forecasting : 
operating results two years in advance. 

17. The staff's estimates for the 'entire results of operation . ' . 
shown in Table II of this decision were developed and finally' 
prepared appro:ci.mately eight months after Pacific t's estimates, were 

made and prepared.. 
18.. The staff bad thebene'fit of more current, information 

upon which to develop its esti:oates in this' proceed'ing. ' 
19. Many of Pacific's expense estimates as shown on. Table II' 

of this decision are distorted in that Pacific made no,. effort 
during the course of the proceedings to respond to known changes' 
not involving estimates, as, for exam~le, the ad valo:r:emt~x effect 

, " 

on revenues and expenses. 

20. pacific and the s.taffboth updated and co:r:r:ectedtheir 
estiI:la.tes predicated upon the change 'in the federal ineome:tax 
rate for c?:r:porations from 48. percent to 46 percent effective· 
January 1, 1979. 

" 
o ' 
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• 21. We adopt the federal income ta.oo;: rate of 46 percent for 

• 

• 

corporations whose earnings are in excess of $100,000 in this 
proceeding. 

22. Pacific's basic estimates for expenses are overstated 
by reason of a failure to properly acco1J.tl.t for increased 
productivity levels. 

23. The staff's expense estimates made reasonable provision 
for increased productivity levels in the various expensecatego:t;ies. 

24. rae staff's estimate for electric power for the test year 
is $34,537,000 as compared with pacific's. estimate of· $46,.600',000. ' 
The staff's estiI:late is more ,realistic and reflective o'ftbe 
e.'"<penditure level likely to be realized in, a normal yearo:f ope'rati~n .. 

25. The staff estimated maintenance expense by reason, of ' 

Phone Center activity to be $11,789,000 less than Pac~t'f:tcts 
estimate. The staff estimate is the'more.realistic because it 
recognizes a known productivity and efficiency gain. , 

26. l'b.e s.taff's estimate of the effect of· Pacific's main 
frame program is $37,832,000, not included in Pacific' $: estimate. ',We 

find the staff's estimate to' be more reflective 0'£ maint~nance: 
eh"PCnditures considering. a conservativ~ recognition, t~ known 
productivity gains during the period for which we are 'setting rates. 

27. 'Ib.e ~taff' s estimate oi'th~"'" test year effect of the 

Western Electric adjustment on -mintenance,expense is $8:,538,000 less 

tb..'ln tb..:lt of Pacific. We find the staff's estimate, tobe'more ' 
accurate and is reflective of Commission policy. We, find that Pacific 
should 1:Iake a :eevaluation of the sUl:'vivor curve used in de,veloping . 

"-the Western. Elec"ttic_adius:t.men~~a..nd.,.submit same to"tbe .. st~ff pri~:t' 
to tendering any future NOI for any future rate case·. 

28. The staff's estimate for general traffic sUl'~rvision 
expense is reasonable because it inclu~es anallowance,forproduetivity 
increases .. 

29. The staff's estimate for operators' wages is reasonab·le·. 
PaCific's estiI:a.te overstates the expense effect of salary,1ncrea:se~' 
and fails to recognize known changes in operatingproc:edures, that' 

"" . \ ~ .- r 

will reduc:e such ex-pense .. 
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30.. The staff's est:Lmate for lunchroom expens~s· is reasonable. 
31. "Tbe staff's estit!'lilte for operator employment ,and training 

is more reasonable because i t rec~gni%es 3. co'O.sist~nt, pattern: 
of increase for tlUs .expense.' 

32. The staff's estimate for inhouse l?rinting .-servicesis 
reasona1>le. 

", 

33. The staff.' s estimate for miscellaneous traffic, expenses is 
reason.sble. 

34. The staff's estimate for service insl?ection and customer 
instruction is Ullraasonable because it anticipates test year 
condi-:ions that will not o~cur) and ~.n.ll not be adopted. 

35. !he staff"s adjustment for automated coin telephone' 
service (ACTS) is unreasotlolble because the anticipated. e..~pense 
savings will occur far beyond the test yea~.. Pacif,ic· can begin' to " 
implement ACTS by December 31) 1981),' 3.nd com:nence to ,realize " 

expense savings • 
36. The staff's adjustment for Phone Center, advertiSing is 

unreasonable, because increased public awareness of,'this'program 
can reduce expenses. 

37.. pacific's t,est year service 

is not duplicative of other progr~. 

info:rma tio'O. advert!s ins. e s tima te' 

The program' can benefit 
custo~rs and red~ce expenses. 

38.. Building signs advertising. should be' capitalizec!;. accordingly , 
no allowance in co:mnercial expense will be made for. the $:77',000 

Pacific budgetec. as operating expense .. 
39. The staff's adjustment for automated; dialer, advertising 

is reasonable because the program is either being phased out, or is 
discontinued .. 

40. Pacific's advertising campaign called "The sys:tem is ,the" 
solution" can stimulate s.:lles of competitive terminal equipment 

fJ·" p 

and is not> o,n' balance) primarily corpora'te It!'lilge: or institutional 
advertising. 
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41. Pacific's long distance ~dvertis :Lng c.:lmpoign.msytcnd to·' 

hD.ve the net effect of incrca.sing revenues·. 

42. The st~ff' S oldj ustmcnt for na tiol1..:l1 residential .advertizing· 
is reasor.ablc bcca.usc Pacific did' not fully explain its test yea:r 

. '. 
program. Also>.' to avoid .:l duplicative .::tllowancc Eo·r t~is c'xpen:s·e· it 
should b~ recovered as ra. tcs .:lore set for dccoro'l·civc phones .• 

43. The .:ldjustmcnt to advcrtisings.::.l.::.r.ics rccorr.mc·l1.dcdby .'the 
staff is not reflective of test:ycar· conditions. . 

44.. The staff's adj us.tmen.t . for dii'ectorysssistancc' advertising 

is reasonable because Po.ci£i< has discontinued the pro~o.m~ 
4S.. The s ta.ff' S adj us tment "for other .:ld·vertis ing,expenseis 

rcasor-.able ."nd will be adopted .. 

46. Paci.fic's test year Phone Power Prog-ram· 
is re'3sonable a.'"ld will be adop'tcd be~ause it "Nill· generate, 
inc~eased net revenues. 

47.. The staff I s ~d5ustmcnt for gcncr.ol corrnncrclo'll c=<pct'l.s:e is un­
:::'e.:lso:'l.:::.blc in view of Po.cific t s·co:npctit5.vc Ul.::lrkctins position .:1.nd 
the need for !lore dct.lilcd·tr.:1cking studies. 

48. The st.:1ff's adjustment for computer o~tput expense (COMBOYi.s, 

on bola."lce, unrea.sonable because Pa.cific~ s es-:.imote aCCO\lnts fo,or 
p::ocluctivity g.:1ins. 

49. The staff's adj ustmcnt for business office c·xpens.e. is, . 
unr~.:lson.3ble because Pacific f s estimate acc~unts for productiVity 

gains. 

50. The st.:1ff r s .:ldjustment for automated p.:tyme·nt ex.pense·is' 
unreasonolble because the procedure will not be in. effect until'we'11 

beyond the test yC.:lr. 

51. The staff's .:ldjustmcnt for Phone Center sto,rescxpense 
.:lssociated with'loC.:ll commerc:ial operati~ns isunre.:1sonable: beca'u:se 
it: has not: been; demonstrated tb.:1't the average. trans.:1cfio:n;,ti:nc Will:;' .. 
be reduced. 
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52. pacific's estimate for centralization expense in local 
cOm:::lercial operations is reasonable and reflec·ts anticipated 

conditions. 

53. The staff's .ldjustment for residential service ce'nters 
i:l local commercial operations is unreasonable and will not be 
adopted. 

54. !he staff's adjustment for national yellow pages directory 
expenses is reasonable because there will be known expense savings 
~t Pacific die. not reflec't in its estima'te. 

55. !be staffrs adjustmen't for reduction in expense due to 

new page design of the directories is unreasonable because 
~n expense savings has no't been demonstrated.:. 

56. The staff's adj ustment . of the directorie·s j.s unreasonable 
and will not be adopted. 

57. '!be staff's. adjustment for photo composition expense 
in directories is ~ea.sonable and will not be adopted • 

58. !he staff'·s adjustment of mechanization expense' savings 

in directory production ig.~easonable and will not be adopted •. 

59.. The staff's adjustme:nt for teleprocessing in the . 
cOt:mercial expense category is~ premature and will not be·adopted. 

60. Pacific cau begin to implement teleprocessing within. six 

months of the date of this order and should) according.ly,_. present 
a full showing in its next general rate ca'se with respect to the 
progress of implementation and the expense and' economiesfl:~Wing 
therefrom. I 

61.: The staff'is adjustment for PBX inventory as a'redaction . 
of general office expense is reasonab~e and unco·ntrovertedby 
Pacific. 

62.. The staff':'s adjustment increasing Pac-ific's es.timate of 
law department experises is more reflective of the levelo-f .. law 

. ~ 

department activ:tty~'; 
'1' 
I', 

" 
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63. 'Ihe staff's adjustment decreasing law department expenses, 
by 50 percent for the cost of defendingthe'.1ustice Deparement 
antitrust suit is reasonable and will be adopted be-cause it is no,t 
certain that Pacific ratepayers will benefit if Paeific'and the 
Bell Systeo. is successful i:.1 its defense of that, suit..: , 

~. The staff's adjustment disallowing general office expenses, 
associated 'W'ith Trcitizenship actiV'itiestl isreasonab,le because 
the program is not directly related to providing utility servi~e. 

65. The sta£ftsadjus~ent increasing therate~king,.<ieduction.· 
for legislative advocacy expenses is unreasonable ~nd will·d.ot'be 
ado?ted. 

66. The staff's proposed adjustment for abandoned proJects 
was not fully d.cvelo?Cd by the evidence. 

67. Pacific's estimate for treasury dep..'lrtment expenses is 
reasonable and in keeping with recent expense experience,~' 

68:.. Pacific's estimate for other general officeex.penses is 
reflective of test year expenditure 'levels and is reasonable' .. 

69. The staff's ad.justment for operating re'nts is based on 
more recent expense experience. 

70. The staff's adjustment for dues a=.d donations, expense is 
reasonable becat:Se it includes the expense 0.£ loaning executives 
for charitable work and more accurately reflects. 'recent· expense 
levels for this expense category. 

71. The staff's adjusttlent for insurance expense is reaso:labla . . ' 

because it ::eflects cancellation of some liability policies ... , 
72. The staff's adjustm.ent for iteU1S cha~ged. to' con~tructi;on 

is reasonable because it is consistent mtn other adj'uscinents> 
adopted herein. , 

73. 'I'he s1:aff"s 'proposed adjustmen1: to increase the earnings 
rate on Pacific t S pension funds has not been demonstrated as 
reasonable based on the evidence .. 

74. The staff's adj ustment to- dental plan expenses is 
reasonable because the.dental plan rate', has been decreasing. in. 
recent years • 
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75. The staff's adjustment increasing ex.traordinary medical 
expenses is reflective of reeen~ expense conditions. 

76. The staff's adjustment to· basic medical insurance is 
reasc:lable ... 

77.. The staff's estimates of group life insurance and 
special :nedical expense are more accurate because t.b.eY,are' based on 
ttY! latest available informacion. 

is. The staff's. es,timate for payroll taxes) including the 
base rate difference and the rate difference,. is reasonable because 

it i$ based on mor~ refined and accurate estimatir.g procedUres .. 
79. The seaffts adjustment for state· and localta~e~is ... 

reasonable because it is more reflective o-f c.urrent:conditions. 
80. The staff's adjustment for removal expense is reasonable 

and Will be adopted. It is appropriate and reasonable to-predicate 
this decision upon the treatment of liberalized tax depreciation, 
on a normalized basis pending the outcome of litigation 
in the federal courts with respect to the Commission's adopted 

ratemal(.ing treatment of this item. 
Sl. Rates herein should be es.tablished on a full normalization 

basis subject to refund .. pending the disposition of theratemaking. 
treatment for Pacifie's federal income taxes· in the legal proeeedings. 
which have not yet been concluded. 

82. The staff's methodology for treatment of the investment 

credit in this proceeding is reasonable. 
83. The staff's proposed adjustment for interest expense 

allocated from American to Pacific will not be adopted in this 
proceeding bu.t deferred until completion' of Ord'erInstituting' , 
Investigation No. 24. 

84. The staff"s adjustment for fixed charges is., reasonable 
j' • " 

because it is c:pnsistent with the adopted capital st'rUe,ture~ 
The net-to-gross mUltiplier to~ be, used in determining revenue .. 
requirement in this proceeding, is 1.894.That.multiplier·r~fiects 
the current federal corporate tax: rate and an incremental all~winee' 
for CCFT of 1.25 percent which realistically reflects net":to";gr,oss, 

revenue requirement factor components. 
-184-



• 

• 

• : 

A.S8223 et oal. kd/bw /'iCS 

85. The staff's estimate of California corporation franchise 
tax is reasonable and will be adopted., 

86. !'he staff I S acijustment to the deferred, tax reserve by 

reason of the reduction in the federal income tax from 48 percent 
to 46 percent, witb. parallel adj\lstments to Pacific's, federal 
income tax expense over a 10-year period reflects current 
developments and will be adopted. 

87. In Decision No. 903.16, issued May 22', 1979 in 
Order Instituting Investigation No. 3S, itwas'ordered'that Pacific's 
ratepayers would receive the benefit of the net, red\lction in the 

federal corporate tax rate from 48· percent to 46, percent .. 
88,. In Decision No. 90316, it was ordered' that the savings 

of federal taxes resulting,: from the rate reduction incorporated' 
in the Reve'o.ue Act of 1978 would, be passed through to· the ratepayers 

, , 

in our decision in tb.ese proceedings by consolidating. Order 
Instituting Investigation No. 33 with these matters . 

89. Pacific's Tax Initiative Account established pursuant to-
01J.r orders in Orderi,Instituting Inves,tigation No·. 19 should be 
reviewed when the rates in this case go:i.nto effect, Pacific 
and the staff then determining the appropriate charge 
or credit to affected ratepayers t'o effect the closing. of the: 
account .. 

90. The staff recomrc.endation that deductions disallowed by 
this Commission for ra temaking purposes be' recognized' in· the' 
computation of Pacific's income tax is deferred for consideration 

in Order Instituting Investigation No'. 24, which will address that" 
a:r:.ong other, general ratemaking propositions ... 

91. The staff's com:p.utation of the license contract exPense 
to be a.llowed in this proceeding as moclified purs,uant .. to· Decision 
No. 90362, issued June 5, 1979, and: contained in Tables III and IV of 
this d~~is~~n_ is reasonable and is adopted pursuant to' st:tpulation.by' 
staff and Pacific • 

,. . ' 
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92. The adjustmen,ts to rat,= b.:lse .:lnd expenses oppo·sed by'IUR'N 
i:l. this proceeding were not adequately supported by evidence .:lnd 
cannot be adopted. 

93- A p~nding decision in Applicat.ion No .. 55492 addr()sses t.he 
separations issues raised by TURN. 

94. The issue of the .:lppropri.:ltc treatment of interstate 
sep.::trations r.:lised by TURN in this· proceeding can and, ,sho:uld ,:be 

\ pursued by the staff on. bel1.:l.1f of the Commissi,on' on .:l nation­
wide basis through NARUC· p<!'nding the receipt. ofP.:lcifi~'f,sfiling' 
in its next generOll r.1te case .. 

95. The stolff,' s basic higher cstimate of telcphone plant 
in service is more rC.:lson.:lble because it is b.:lsed on more ~e'li.:lb'le 
estim.:lting. 

96. The staff's estimate of property held for future use is" 
reasonable and "inll be adopted. 

97. Decision No • 90362 will be modified t.o confirm i t'srei'und 

orde:::- a.."ld t.o provide th,j,t future rates contemplated by th<lt' decision 

are t.hose adopted herein to become effective cont.emporaneously with 
t.he tariffs in Appendix B of t.his decision .. 

.' 
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The st.:lff' s tre.:ltment of interest during cons tru:ct iO,n· 

and taxes on land during constructil"n is consistent with the ' 

policy .:ldoptecl in Decision No. 8S23:2' .:lnci is rC.lsotl.oblc and will bc, 
adopted. 

9~. The st.::tff's recornrnendution with respect to ·theFFRC" 

fOnoJ.ul.;). in co:nputin,S the IDC rate is unrc.:::.son':l'b,le because it hss 

been demons~.::tted th.:lt tele~hone utilities w.::trr.:lnt the same IDe 
., Ii,; , • 

no,t 

trea tmen,t ... / 

/O().o/T. The staff's trea tment Q£ pla.nt vcrifica c,:i.on matters is 

:'e.:lsor'..:lble because it would not .:lllow Pacific co earn.:l 

return on nonexistent telephone plant, I 

lO~. The st.:lff's estimate of w~rkin8, cash is more reali~~:tic 

because it is based on l.lter in£o·r:n.ltiol"l. with' rcspcc,t to· da>,~ of lag 
in :n.:lking required paYments. 

lO~ The staff t s:;,cst:i..m:ltc of m.~,'tcri.:lls. und supplies reflects 
current inventory $l.~gement proceciures .:lnd circ,uit polek co'sts. 

102. The staff~s~,es.tim:lte of depreciation and depreciat~~o,nreserve.·,is 
OldoPte~ as being more;' reasonable because it is 'base'd:!on' thelat'cst'view 0,£' ' 

pla.nt accounts and; reflects reasonable' adjustments for Weste1:n. Electric;.," 
, ' , ' 

101-. The sQff's.'.ldjustmenr: for the' tronsfcr o·f':circu,it pack' 
I ,I ". 

cost of m.:lterials .1od':,s.upplies would ensure agllinstadoub:le 

accounting of such cX:p~nses. 
lOs:'"' Pacific is ~king sa t:isfQ~tory progres,sto curc' the' he ld. 

order service problem addressed by us in DecisionNo.S,65-9'3, and, the 
. . .' . ; , 

rate of return pcn.:::lty therein imposed should be dis~ontinued~ 
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Findings of Fact - Rate Design and Other Issues 
1. The staff presented three rate designs::. the first based 

upon an annual :evenue dec:ease of $234 .. 1 million, the second based 
upon an .a~l revenue increase of $200 million, and the third· based 
upon a zero change in annual revenues. 

2. Pacific presented a rate design to produ'ce an annual 
revenue increase of $469.8 million. 

3. Both Pacific and the staff have~ in th~ir respective rate 
deSigns, attempted to meet our established goals of matching the 
price of the service rendered 'to the cost of the service rendered 
so that each class of service will be payin~ rates which wille.over 
the- fully embedded costs to render that service. 

4. Several other parties to this proceeding have presented 
evidence with respect to particular rates and charges. 

5. '!he ra'te desi.gc. which we have adopted in this proceeding. 
for Pacific is set forth inSUItllllary form at the close of our 

discussion on Rate Design, page 150 of this decision. 
6. It has been a long-standing. Comm:tssionpolicy to elim;na te 

mclt:t-message unit (MMO) rates as such rates· no· longer serve a 
useful or practical purpose and contribute to· subscriber confusion~'" 

7 • There are rexcaining three MMU and four l-Mtr routes in the 
SF .. EB'EA and in the I.AEA which should be elimiDated. 

8. Couversion of remaining MMf] routes to message' toll service 
would substantially increase the' cost to the affectedc:ustomers so·' 
that they would make a dispropor'C:Lona.'Ce eoner:tbueioti t6· the 'total 

,-\" I 

to Pacific r s total revenue. !b.erefore:. such conversion would not 
be in the public interest and will not be adopted. 

9. Conversion of the remaiDing MMUroutes t~ zones of 
local calling :ts cousistent with this Commission's previous order 
which eliminated two MMU routes. 

. " . 
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• 

• 

• 

A.S8223 et ala gf/bw 

10. Basic exchange rates are residually pricee" ~Lnd, are not 
based upon costs. , 

11. The conversion of the remaining :MMU' rates .• should -be made, 

in a manner consistent with established patterns of' calling distances. 
12. The Zone Usage Measurement (ZUM) Plan adopted herein. 

is consistent with established patterns of calling distances and 
will result in t:he least dis:t:UPtion of pre'sent rates for those. 
subsc~l>ers to telephone s~=vi~e nowusingMMrrroutes. 

13. '!he Z'OM Plan protides 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 
MMO' unit routes to the ZUM Plan for within 9~ days of the effective 
date of this order, except ',that General will not be required to 
implement the ti-ming. of local calls under Zone- 1 of the ZUM Plan 
by reason of its present lack of facilities to> do- so' .. 

15. The conversion by Pacific and General of· certain present 
free-calling routes to Zones 2' and 30f the ZOM Plan or .t:o·'ttes'sage.' 

toll will require additional facilities,. 
, , 

16. The ZUM Plan incorporates off-pea.k and weekend' rate 
differentials similar to- those now in effect on long-distance calls ~ 

17 ~ The ZOM Plan is usage sensitive-, so that' theca.llers who .. 

make the longer calls both in dis;tanee and in time will bear a 
. . .,,\ 

larger portion of the cos tof the service than those whose calling:' 
, + • • 

patterns are less extensive. 
18. '!he ZUM Plan will.achieve a closer fit, of; costs,. of service'to 

the price c:b.a.rged for the service .. 

I':, . 
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19. Pacific can be directed to collect,. analyze,. ,andrepo,rt 
to- the Commission on a quarterly basis all pertinent c!atagained 
frOOl act\lAl experience from _ offering the Z'OM Plan in the s,pecified 
areas. 'l'he fomat of the quarterly reports on the ZUM Plan- should 
be developed in consultation with the Commission I s staff. 

20.. Applica'Cion No.. 58223, filed by~ Pacific) contains notice 
of the intended conversion of three MMU and four MMU routes- to­
message toll. OII No. 21 provides that the Commission has_ 
jurisdiction to adop'C the proposal by Pacific or some other and 
different proposal in tb,e public interes t. 

21. MMO service is more complicated than the ZUMPlan. 
22. The ZOM Plan is reasonable, is, in the public, l:n.terest, 

and will be adopted .. 
23. Competitive services 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 
competi'Cive services within the framework of, an overall, net 
reduction in annual revenues of $42.2 million. 

24.. There is no change in the rate for residence lifeline 
service for the first 30 calls. 

25.. '!he present rate of $2.50 a month for the firs'C 30 ,calls 
'will remain unch&nged,. but a rate of 10 cents per call will be 

applicable to calls between 30 and 40 per month and a rate' of 15 
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 (SMEcr), and was never intended to provide' unlimited, 
umneasured calling to subscribers who would otherwise utilize 
a telephone service whichwi.ll yi.eld a grea.ter 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 subject to SMR'l'-• 

-l90~ 
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28. Increasing. the charge for lifeline service calls in 

excess of 30 will encourage only,:those customers who have limiting 
calling requir~ents to elect lMQ 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 not 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 subs,cribers through the use 
of a 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~~dled:.messages 
except coin, surcharges on operator-handled calls, dis'countssimilar. 
to the interstate discounts for evening and night calls,arid' 
reduction in the number of toll rate bands would result: in. equitable' 
usage sensitive". rates. 

32. 'I'hestaff proposals set forth in the finding above: will 
result :i.n a simplification of the ap?licabilityof message .. toll 
rates at a cost which is commensurate with theeonstr:1ints of the 
gross revenue reduction ordered in this, proceeding. 

33. Our policy to expand SMR'!' is set forth in Decision 
No-.. 83162 as modified by Decision No. 86593. 

34. We have previously ordered the withdrawal of .business . 
two-party flat~ residence -two-party~ and four-party flat: rate 
services from. exchanges in Bakersfield, Fresno·, .. Modesto,.-Riverside,· 

Santa Rosa, and Stockton as. beingcounterprodllctive' to the successful 
introduction of SMRX. 

35. The offering of btlSiness flat rate' service in conjunction 
wi1:h measured service featuring ~ge sensitive pricing (SMR"I) ,. 
viII result:in a lessening of incentive for business subscribers 
to- elect measured service (subj ect to SMRT) • 

-191-



• 

• 

• 

A.S8223 et ale gf /bw . 
\ 
J , 

36. SMR'! encourages efficient use of network facilities by 

discouraging. long.-call holding times resulting in less need to 
construct ba.sic exchange call processing fa.cilities~,. 

37. The business flat rate services, will 'be withdrawn in the, 
six exchanges mentioned above and we~ll adopt the staff's proposal 
to :tmplement SMRT' in these excba.nges to. be completed on or' before 
July l~ 1981. 

" 

38. In Decision No. 77311 we establ:[shed the extended'area . 
service rate plan for nonmetropolitan areas which bas, been referred 
to Pacific and the staff in this proceeding as the salinas. Foniula.' 

39. '!he Salinas Formula accomplishes uniformity, ,in rate' design 
where calling areas are extended in the various exchanges tlU-oughout' 
the State of Califor:c.:ta. 

40. The Salinas Formula cost elements have not been 
increased for a number of years, and' it· is' reasonable to, recognize' , 
such increased costs as such recognition ;ts consistent with our past 
decisions granting increases in message toll rates. ' 

41_ 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. '!'he suff's proposal for Salinas Formula incr,ements will' 
be adopted. -43. Pacific and the staff have proposed revisions to: the "' 
multi-element service cOlUlectiou charges including increaseS: in the 
eha.rge levels and revisions of the multi-element charge structw:e. 

44. Neither Paei£:Le"s.:-nor the staff's proposed serv:Lce 
cotnlection charge levels attempt to recover full cost,. but'each 
recognizes. that SQtIle inc:cease :tn these costs is, warrauted.atthis 
time. 

45. In increasing the multi-element service connection charges 
in this proceeding~ we are striking a balance beeweenthe' 'D.ee~:"~of 
new telephone ·subscribers· to obtain se:rviee at rea.s'ona~le. -
cos ts' and the needs 9f the general. body of- ratepayers' to. share'::', 

,. •• .; ", 'j, • 
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no more of the total cost burden of telephone 'service than is 
justified •. 

46. '!be staff's proposed' multi-element charges~ predicated' 
on 50 percent of estimated costs, are preferable to Pacificts 
proposed cb.a.rges predicated on 65 percent of estimated eost~;!: 

',I 

because they will not w:.duly burden ratepayers initiating. service. 
47. '!he 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, 2$ percent •. 

4S. The service connection: charges, move and change charges, 
and' in-place connection charges a.pplicable to" comp,lex serv::td~s will 

be increased by 10 percent :in bamony with the above stated>::i; . 
. : ..... :.1 

Objectives. ", . 
. ,/1,': 

49. 'Ihe station handling charge, as revised herem, is.,,:·" 
','i"' 

reasonable and will be retained. 
50.. A premises visit multi-element service charge will 

recover cost not directly recognized by present cbarges and', is . 
adopted .. 

51. the premises visit charges should apply only wben, {a visit 
by Pacific to the customer's premises is actually reCJ.uired ::for the' 
installation of service or eCJ.uipment. A premises visit's. charge 
elem.ent~ based upon cost,. may not be applicable if thecus.tomer 
utilized Phone Center 'facilities, and would be. directly related" 
to, a work activity • 
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52.. The a.dopted rates and charges for Pacific will result ~ 
reduced revenues of $22.6 million to Getlera1 in the 1979 test year~ 
It is reasonable to recognize the reduced revenues to General by 
authorizing the filing of tariffs providitlgfor increases in rates 
and charges for servi.ces provided by General in harmony witn the 
rate design action we take in this proceeding.. 

53.. '!he adopted rates and charges for Pacific will r,esult in 
negligible cbanges in revenue to the independent telephone companies 
other than General ~ and, therefore, no, offsetting rate relief" is 
required for these independents. 

54. In order to insure uniformity of rate, treatment for 
telephone subscribers throughout the Sea te of california, the 
proposed offsetting increases in rates and charges for services 
provided by General should be coneentra ted in the area's of, 
eompeti.ti.ve s~ces. and service connection charges.,. as we have 
done with Pacific. 

Ss.. General was a party to this proceeding and submitted 
evi.dence a.s to the rateeategories in which it would' request rate 
increases in eventuality that our r:lte decisions for Paci£ic had, a', 
negat~ve effect upon General. 

56. Except for directory advertising rates, the recommendations 
for offsetting rate relief by.General and' the staff are very , 
similar. 

57. As increases in directory advertising rates w:tll not be 
consistent with our 90-day :implementation period for the, ZUM Plan~ 
we will auticipa te the rate relief to be granted, to· Genera 1 to· b·e 
in the areas of competitive items and service connection ebarges~ 

58. Competitive items and service connection charges for 
General have not been increased for a number of years and are 
generally well below the costs to serve .. 

59. We will authorize General to file increases. in rates and 
ebarges as set forth in S'1JIllDl8.ry fom. on page 129' 0.£ this dee:ts~otl. .. ; 

60. Competitive items of terminal equipment were the subj,ec.t 
of testimony by several parties in, this. proceeding.;. 
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61. In this proceeding the items :tncluded in the category 6£ 
the competitive items of terminal equipment are extensions, premium 
sets,. and key telephone service equipment.. This Commission has 
consistently applied the nGE-100" methodology in, determining: cost 
for competitive items of terminal equipment ... 

62. Many existing rates and charges. not proposed for change 
in th:Ls proceeding. are prediea. ted upon the It GE-l oon methodo,logy. 

63. It is not reasonable to depart from· use' of the· constant 
net plant factor in the ItGE-100'" methodology :tu favor of a', variable 
plant £actor for the reason that such departure would result, in 
llot:U.ltdformity of rates charged among. otherwi.se equivalent users 

of telephone service. 
64. The net plant factors utilized by Pacific and the sta:ff· " 

in the "GE-l 0 Oft' cost ~ethodology in this 'proceeding'are reasonable 
and will be adopted. 

65. It is impracticable at the present t:tm.e to, develop a net: 
plant factor for eaehitem of equipment,. and' no, such net plant . 

factorsbave been presented in this proceeding .• 
66.. Pacific is attempting to develop a' ,net plant" factor by 

major plant accounts and/or subaccoants. The development:ofnet 
plant factors by major plant accounts will be an improvement in the 
costing process and result in a better fitting of cost to. serve 

, . 

to price to serve in the various customer category groups·"and we 
will consider development of this methodology, in future proceedings. 

67. It is unreasonable to reflect separation effects in the 
ftGE-100tmethodology for the determination of rates and charges for 
cost-based terminal equipment in this proceeding. 

68. The inclusion of separation effects would result in: .credits 
being provided to customers who utilize customer-provided cquipment~ 
which credits would create a positive revenue· requirexnent which 
must then be made .up in higher rates to the general bodj?'0f; 'ra'te,,;, 

payers. 
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69.. Inclusion of separation effects in the development of 
rates and charges for competitive items of terminal e<:t.uipme:c.t would 
result in anticompetitive rates. 

70.. "GE-100" methodology provides for the inclusion of only 
50 percent of nonrecoverable cos.ts, and this methodology MS been­
utilized for many years' in the pricing of terminal:. eq,uipmentby 

\ . 

Facific. 
71. It is unreasonable .to increase the amount of percentage 

of nonrecoverable cost to be included in the "GE-lOOIt'methodology 
to 100 percent a.s there is no s-tudy presented to show. the 
quantitative effects of such cbang~and such change would cause a 
reduction in monthly rates for present customers witnno:associated 
reduc:ion in cost. 

72.. Changes in cost methodology must be made upon a uniform 
basis so that unifOrmity of .rates and charges Will not be . 
disrupted, and there is insufficient evidence in the record of this 
procee<iic.g to permit such a revision • 

73. E:ttensions, premium sets, and inside ,wiring are proposed 
for rate increases:tn this proceeding, both by ,the staff and by 
Pacific. 

74. '!here is competition with Pacific in the £urnisb.irig;. of 
such equipment as touch-tone telephone sets, princess telephone:i 
sets, and trim-line telephone sets .. 

75. A positive effort should be made to price competitive 
terminal equipment of Pacific appropriately in' relationship-to, its 

, ... . ' 

costs where such terminal equipment is met by competition: frOm other 
suppliers. 

76. Pacific proposes that its rates for extension sets,. 
premium. sets, and inside wiring should be based upon fully" allocated ' 
costs as such costs are developed using the' "GE-100'" methodology~ .. 
but on a stand-alone basis. '!he s.taff's proposed rates audcharges . 
for extension sets and premium sets are likewise baseduponIl'GE:;'lOO" 
fully allocated costs but on an incremental basis consistent 'with" 
past Commission policy., 
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77. It is reasonable to develop rates for extensions and 
pre:xn.um sets predieated upon the incremen'tal cos.ts· over the cost of 

the standard rotary telephone as recommended by the staff. 

78. We adopt the staff proposed treatment of the rates· and 
charges for touch-tone sets as reasonable and as being consistent 
with ou:r adoption of the staff's proposed revisions in service ' 
connect:ion~ move and change~ in-place connection" and:mult:i:--.. element, 
service charges. 

79. The staff r s proposed rates alid charges for extensions.and 
pre:nitzm sets reflect more recent Phone Center data and are therefore 
::nore reliable. 

80. We do not' adopt any increase for res,idenceinterior 
wiring, but adopt the staff's recommendation for the el:tmi:c.ation 
of the residence interior wiring. rates .. 

81. Elimination of the residence fnterior wiring rates will 
simplify the rate structure and will also, pass reduction in rates 
associated. with the overall 'reduction in revenue requirement as' 
ordered herein to Pac1fic' s customers on a statewide- baSis ... 

82 .. : We will not eliminate the interior wiring rates' 
applicable to business services and shall adopt .the seaff"s' proposed 
rates for business inside.wiring .. 

83. The record shows tha1:. insufficient data are available to 
properly sep3:rate the. costs of business inside wiring,. 

84. !he'" staff's recommendation that~'Pacific be ordered t~ 
develop cost data on segregation of the cost ·of business inside 
wiring. will be adopted .. 

85. The matter of business. inSide wiring. will be conSidered 
again by us in Pacific 's· next general rate application upon Pacific" s. 
presentation of a full showing of the costsassecia ted' with business. 
inside wiring for extensions. 

86. We will not exempt from any increases in rates and. charges. 

for equipment and/or services provided by Pacific to' tb.~ UnivC'l:sity ~f 
• I.. . .,' 

California. ~ or any other govertlmental agency, for to· do so' :would 
result in discriminatory ratemakfns • 
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87. Key telephone service rates will be increased :Lnaccordance 
with the staff's recommendation,. such'rates being recognized to be. 

far below cost .. 
88. Because of the constraints of the overall revenue 

requirement authorized by this. order, we cannot authorize increases, 
in rates and charges for. :key telephone equipment to· the levels.. 
recommended by either Pacific or the staff. Key telephone service 
rates are increased for a revenue effect of $26.1 million in 

hal:mony with our policy' of gradual revision of' rates~ to·· avod:.d: 
sudden and steep disruption... . 

89. Our adopted levels of rates and charges for key telephone 
equipment are based on increasing installation charges for' this 
equipment to the levels proposed by the staff, and our ad'opted rates: 
are developed in a manc.er to recover' the necessary revenues· te)' 
match the adopted revenue requirem.ent .. 

90.. Foreign exchange service (FEt). rates are increased in order 
to insure that the service is more fully supported in the'rate 
structurepr~ided for it~.and not by other toll users. 

91. Ow: adoption of FE< rates also~'i results in the aligIlment 
of Pacific's tariff revisions with respect to- Fmc with thos.e of· 
General. 

92. Application of intrastate FEX rates- and cbargesto· the 
local exchange access lines of interstate FEX: services will 
eliminate present discrim;nation and is reasonable .. 

93-. The adoption of FEX rates in this proceeding does not create 
a discriminatory rate disparity because. the services involved' are 
optional and cross-elastic with message toll service. 

94. In Decision No. 87584 we ordered Pacific to supply a 
study and schedule for further il:I.plementation of. SMR!". 

95. Pacific proposes and the staff agrees that SMRT should be 
expanded to all areas of the State; we concur. 

96. There is a lack of data reflecting . experience with the 
ZtiM Plan which we are:~ i:Oaugura tinS in this. p.roceeding. Therefore,.. 

I. , • 
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we will adopt the sta£f' s and Pacific's recommendation that, SMR!'be. 

continued to be implemented as the fulfillment' of our policy of 

achieving usage sensitive telephone rates throughout the 
S'tate. 

97.. !he implementation schedule proposed byPacif:tc is 
incorporated'in F.xhibit No. 34 in this proceeding' (pages 11 ·'33), 
is reasonable,. and will be ado?ted~ 

98.. Optional calling measured service (OCMS) is an optio:c.a.l 
service offered over certain one-way routes presently to one-party 
flat rate (lFR) residence customers. 

99. It is reasonable that 00$ should be expanded in, its 
offering to an additional approximately 300 routes as proposed by 
Pacific and concurred in by the staff. 

100. A policy of continuing the pres en: limitation of.offering 
OCMS to lFR. customers only WOUld. be counterproductive to the growth' 
of CttStomer acceptance of measured service ~ 

101. The staff recommends that Pacific be ordered to present 
a study in its next :rcajor rate proceeding with- respect. to: the 
provision of OCMS to business customers; we agree andado?t that 
recoramenda tiona 

102. Optio:c.a.l residence telephone service (ORIS) is an 
optional service offered 'in tb:e $ani 'Francisco, Bay Area and the 
Los Angeles-orange CO\mty Al:ea to lFR residence cus.tomers. ' 

103. ORTS provides various, ,calling options, for calling up' to 
40 a1:: route t1iles at substantially reduc,ed rates when compared to" 
pres~t MMU and/or message toll rates. 

104. Pacific advl.ses that ORTS is currently under study for 
conversion to a fully measured service. 

lOS. !he staff recOlXmlends that Pacific be ordered to develop a 
fully measured optional business- telephone service and. to-. provide 
such a plan in Paeuic' Sllext major rate application;'we agreealld 

" . ' 

we will so order. 

• •• I ,', 

I," .. 
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106. All FDC services should be measured in order to' achieve a 
closer matching of costs and revenues for such service. 

107. '!he staff recommends that Pac:t.f:tc include. in its next 
general rate application a study-including an implementation 
schedule ~ revenue requirem.£alt) and a proposed tariff show:tnga 
revenue effect for offerl'...ng. all foreign exchange service on a 
fu.l.ly measured basis; we conew: and will so; order. 

lOS. Pacific bas presented a study in this proceeding in 

com?l:tance with Decision No. 85790). dated May 11"1976,, wherein 
it a:l8.1yzes the revenues and costs associated With the' prov1sionof ' 
the SG-l/SG-IA PBX. 

109. The staff contends that such study is deficient ill that 
fully allocated costs' are not included therein and recommends that: ,', 
a new study be ordered .. 

110. Pacific should be ordered to conduct GE-lOO 'studies of 
tb.e SG-1/SG-lA PBX service in consultation with the staff' and to, 
:£mplement: the resulting. rates ,and charges withinlSO days, of'the· 
e£fecti,,"e date of tb.is,ioreerif:the results of the GE:"lOO' studIes' 

I ' 

indica1:e·~present rates and charges do not cover the cost· of 
providing this service ~ , 

" 

,.,t, , 
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111. Pacific' s ~resent private line rates and charges are ,. in 
many instances, significantly above or- below fully allocated· costs· .. 

112 A !'t is in the in"teres't o~ all, parties to adjust' Paci.fie:"s 
p~vate line rates and charges in such a manner as to achieve a better· 

!'it between their cost and these rates and charges. 
113. In the interest of the affected ratepayers) Pacific t s· 

i~dividual private line rates and charges should not in general be 
inereased :nore tharl. 50 percent in t.bis proceeding .• 

114. Wi'th res~eet to private line rates as well as tr.a:c.y otb.er 
categories? we are aware that this rate spreaddoe's not produce rates 
that result in retilrning full costs,. as this is not possible 'without .• ' 
::ajor reductions in other rates and would force abrupt and subs·t&ltial, 
i=ediat.e iLc:::"eases upon'certain c'Ustomers. 

115. A policy consideration continued 'in this deciSion 
on rate spread is to increase, equipment rates in st.a.g.es in, order to 
lessen the impact on ~hose rat~pa:yers affected. . 

116. ioie aeopt the s-:~ffT s rcco:::::mendations onpriv~1:e ·line· 
services as stri.king a reasoo.able balance among. the in~erests of 
ratepayers) Pacific, and its competitors. 

117.. We view any modification which results in a closer fit 
";)etween costs and eharges to be generally in the competitive'interest 1 

and the rates and charges we adopt are ofthis.'sort.. .. 
l18. The rates applicable to the alarm. indus.try, are below cos;, 

.lncl we have repeatedly placed the industry on notice that', these rate-s 
~ust be increased. 

119. It is noe in the public interest to exempt the alarm 
industry from bearing its fair share of cost for services:it uses. 

120. We adopt the rates recommended by the staff for alarm. . 
industry services in this proceeding. 

121. Southern Pacific Communications Company (S:PCC) , is .a 

competito= of Pacific in the provision of some interexchange private 
line services. 
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122. The data base used by Pacific in pricing its· private line 
services is in need of improvement for use in a:Ayfuture proceedings. - - ,-

123. !t is reasonable to derive exchange telephone service 
mileage ::-ates .and eharg¢si.n a manner cons1s,"Cent 'With thedenvation 

of private line rates and charges. 

12'4.. It. is reasonable for Paci£ic to aggregate the population of 
:Local loops for the derivation of lo'c'al loop costs in this pro:ceeding. 

125.. For any future rate adjus,tmen,ts,. a core d.eta11ed. shO'Wing 
will be required in validation or thiS procedure. " • 

12 6. It is reasonable to' retain the mileage basis for pricing " 
soce extension services of relatively short'distances. 

127.. No showing has been made to justify increase's, in flat-
rate seereta...-ial line or telephone answering se~ce<rnile.ag~,charges ~' 
in -chis proceeding. 

128. It is reasonable to offset the 
of $22.6 :ti.llion by per.ni tting General to 

reduced revenues to General 
file by, ,advice letter 

, " 

inc:-eases in rates and. charges ror services provided by it." su.bje~t, to 
Co~ssion authorization by resolution action. Ceneral should provide 
:lotice to all its subscribers atrected by such proposed changes. 

,I' 

129.. ?acific' s cost.s or service studies are inaciequatetor rate-

set~ing purposes in this proceeding. 
130.. The dea£, hearing-impaired, and speech-impaired, require . 

-:elet7Pewri~e::"S or co::parable devices to have aecess to 
the telephone net.work.' 

131. Teletypewriter d.evice,s suitable' tor use by the, dea£ are 
available both from Pacific as tariff' items and competitively."£rom 
commercial sources by purchase or rental. 

132. The d.eai do not. presently have adequate teletypewr:Lter " 
access to emergency service via the telephone network. 
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\ 

d' 

133. Pacific's service offices ava.ilablc to the nandicappeddo 
provide continuous service and. do-' not provide sufficient rang.e . 

I ~ ".-', ,. 

of emergency access. 
134. The deaf presently clo· not have adequate te1e'typ-e'l:.rri-eC'r 

" 
access to Pacific • s network services which require ope-rator';assis.tance., 

. '. '. . ~ . ' . 

135: No public sub-sidy is generally available to- the'. phys.ically '. ' 
. . ,I . 

disabled for the purchase or rental of specializedtelecommunicat'ions 
, . ii " . 

equipment:. J 

136. The blind anc other persons wi ill physi.caldisa'b,ilities . 

should bene:iton the S."lme basis as the de.:lf in, . any prolgram?f 

assistance provided by or through Pacific. _.1 

137. There are app-roxl.m.ately I60. 000 hous.eho1es in t11e/1 State of 
. .,' <',~I ' 

Cllifornia with de.:lf persons. the overwhelming maj or.i t1' of which do-
l., 
~ II . 

not have access to the telephone s),s'tQn1., '!:, ' 

133.. The earnings level of the deaf and the,. phys'icaJ':ly"'handicapped . 

is generally lower than that of the general popula~ion. 
. ".' 

139. Increasing the nun'lber of special devic~s avo.ilable:t:<> the' 
de.:lf and other handicapped persons will stimulate the' sub-s-erip-tion to 
such devices by nonhandicapp,ec. persons and business:es. 

140. R.:r.ndicapped persons: are not being discriminated against' 
by reason -of P.:lcific t s present t.:lriffs -: ' 

i 

141,. It is in the public interest to prov:t:de'spe'cial tele-
,1,':. . 

co::nunications facilities and services to the ha.~:a.icap-ped at ' 
':1: ,..' 

basic exchange rates. -" 

C 141~- dIt i~ in the pUblic intc'res'C thatPac~£:ic '·s.H~ndic~p,ped .',1: 
entra. lZe 'Assistance Points be operated on a 24:-hourbasis.-: 

,. 
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143. A reasonable, bu~ reliable, means ot certif'ication of',' 

handicapped or disabled persons is, necessary to establish eligibility 
for reduced rates.,: 

I 

144. Paci:'ic and the stai'f agree that the handicapped Should.:be 

assisted in the form of lower rates and tariffs, and disagree only:., 

as to ~he acount of such aSSistance. 
145. It is in the public interest to set aside tunds, i,ll Pacif:tc ~s 

rate spread to offset the revenue shortfall from reduced rates for 
si.:.ppleoentary services for the handicapped. _ 

146. 1bere is no generally accepted source of data de*ning the, 
~eleeommunications needs of: the handicapped and disabled in the Stat-e 

of Califorllia. 

147. S12 million is a reasonable amount to be' set-aside for -
services fo'!"the handicapped in this proeeeding~ based upoJi the record 
herein • 

148. Pacif':i:c' s current reports on t:..C.e measure- or-co~ tments, 
:nade by telephone personnel for premises Vi'5i tsaggreg,ateboth 
installatio:oS-', where the- customer is :r:equired to be present. and 
i!lstallatio!:.S where th~ customer is not-req,uired to' be presen'C .. 

149. It is in the public interest, that a report be rendered" 
with respect to, Pacific's e:f'forCs to minimize the measure of' 
missed i:lS-tallment commitments as required by General Order No-. 13,;' .. 

150. Pacific will be ordered to turnis.h a report on. theettecti veness· 
o! its "Bloeked Address Program" (BA?) in improving installation" 

coo::mitment: performance and on futw:e' plans 'for tbe program. ' 
151. Starf has recommended that Paci'fic-' report· within 90 days" 

and quarterly thereai"ter, on its programs and progress with respect .to, 
t.he in.cidence of reported customer trouble reports· in. theI.os A:c.g_eles .' .. ' '. 
Sector .. 
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152. The sta.t,!! rccommendatio·n ...... ith respect to trouble' re·port's 

in Los An9'elcs .... ill b-e adopted and ,the repo,:rtorecred. 

153. The record shows that thcr~ is C\,l;stomer dissatisf acti·o·n 

with the time taken to cleAr troub,le reports., and. the $·taff recom­

mends thatPaci!ic furnish a report of a pro'9:rAm . to reduce cl,eAri.n9, 

time o! such reports wit.hin90 Clays: we "'9're'e and will 'adopt .the, reJ.:><>rt .. 

requirement. 

154 _ Pacific'· s network performance i.s d.eclinin9'. 

155. We will adopt the staff's recomm~ndation that Pacific 

furnish a report explaining such decline in. net ..... ork p~~f~rma~ce an~ 

o! action bein9' taken to remedy the situation .. 

156. Our Co'nsumers Af!airs stAff" specifically in to,s An,eles', 

has re~orted cu~tome:r compl.aints of 101'19' waiting lilH!sat' l?'hone 
" 

Centers. 

157. The staff recommends and we will order that Pacific fu:rn~sh 

a measurement plar.L within 90 days w,hich ..... ill indicate the, de9'ree of 

seri~usne$s ~f these cust~mer complaints andprop-o.sals, to, minim.ize 
, 

them e~fectively ~nd promptly. 
.' 

158. PAcifi~ should publicize the optiensmadeavailable to. 

its suc.scriber$ pursuant to th.is decision to :info·rm them in their' 

choice of available services. 
," 

159. Pacific should provide a conti'nuil"l(] residential consumer' 
. ~ 

", 
advisory service, At eustomer request; to::' exp'lain. which rate plans.. 

;'1 

would be most cost a<ivantageo1J.s to the inquil:'er. A plan to implement 

such service sho1J.ld be presented within 6(' days • 
• ' • I , 

160. Touch-Tone instruments more efficiently utilize thcswitch-

ing capabilities of the Electronic switching Srstem t~an 40 rot~ry 

e.ial instruments and, therefore, rec1uce callin9' Co.sts· ane, defer 

central office capacity additions. 

161. In the interest of imprOVing' effieiency o,foperation of' 

Electronic Switchin<1 Systems, Pacific shoule pres.cnt a.p·r~r.:l.m ,.and 

rate plan for accelerated conversion of rotAry dial instr1J.ment's to'.' 

Tot:.ch-Tone in electronic offices ~ The first ~,step' in 'such :'pi!.n should: 
., ! , ", 

J' ',I' . ',"' .• '. • 

embody To'.:ch-Tone installation only on neW"telep.h.oneinstallations. 

with a later conversion of rotary dial sets,. 'the 'rate plan sh~uid 
include an equalization of the monthly line charc;e for ro'tary dial 

" 

" ane Toueh-Ton.e services. The plan. should in.el1J.)de a comp-ar1'$OnQf,", the' 
full cost fo~ Touen-Tone and rotary service. 
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Conclusions of I.aw 
1. Pael.fie's application should be denied' to the extent that 

it seeks au increase :in gross- revenue requirements based· upon test' 

year 1979. 
2. Pacific's gross revenue requi:ements should be' decreased -

by $42.2 million pursuant to OIl No. 21 and~ based upon the test 

year 1979. 
3. Rates and charges of Pacific sh.ould' be modified'and changed 

in aecordance with Appendix B pursuant to' the application and ord'er 
instituting investigation. 

4. OII Nos. 33 and 21 should be discontinued. 
5. The rates authorized herein by Appendix 1> are jus 1: and 

reasonable. AD.y other ra.tes. applied after the rates in Appendix. :s. are 
in effect are.unjust and unreasonable. 
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-~.---

IT IS, ORDERED that: 

l. The Pacific Telephone and Telegraph Comp,any (Pacific) is 
directed t.o file ~th this Commissio~, withinti~teen days ~ter' 

, , 

the ei'i'eetive da:te'oi' this order and in cOnf'or.nity, with the provisions 
o~ Gene:-al Order No. 96-A~ revised tariff schedules ~ th rates, . 
charges" and conditions modii'ied as set forth 1n Append·ix B.. The 
effective date oi' the revised tariff sheets shall be, f'ive days 
a.!ter the date of filing. The revised. tarir~ sched.ules . shall 

apply to service rendered on and ai'ter the effective date of the . 
revised schedules, and the charges, shall be collected. subject to 
rei'U!ld pendi:lg final determinat.ion of appeals with respect to the 

. " 

rate!Jla.1ting treatment 'of accelerated d.epreciation. in determining'a: 
'" 

:'easonable allowance for federal income tax expense .. ' 
2. General Telephone Company of California (General) may' file 

wi th this Cozmnssion, af'ter the effective date of this ord.er a.n.d in· 
coni'orcity with th~ provisions of General Order No. 96-A,.advi~e. 
let.te:-s and revised proposed tariff schedules with rates, cbarges"and 
condi'tions modified as set forth in Append.ix C, subject to,approval 
of the Commission by resolution action.. The effec,ti ve 'date ,~£,;;:ny 
revised. ta.'""iff sheets shall be coincident with the: implementati'on of 

. , ' ,. 

the Zone Usage Measurement. Plah or as otherwise' authorized. -by, 
COm:nission.. resolution. The revisedtarif£ schedules; shall apply·to 
service- rendered on and ai"ter the effective date of 'the rerlsed 
schedule. At or prior to the time of filing. said advice letter, 
General shall notify all ai'fected customers of' the-proposed' rate .­
changes specified th~rein • 
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3. General and Pacific shall provide ~i,tten notice of the , 

conversion of all present free local calling routes to Zon~s 2" or' 3. ' 
'Under the Zone 'Jsage Measurement Plan' or :lessage toll service to: all, 

custo~ers affected by said conversions within ninety days after the 
, , . 

ef':f"eeti ve da~e, of this order and ninety days prior to implementation 

of said conversions as said conversions are ordered herein .. ,' , 
. . ,,' , 

4... Btisiness fiat-rate services as o£fered in the exchanges o£ 
Bakersfield, Fresno, Modesto, !O:.verside, Santa :Rosa, and Stoekton..'shall 
be wi thdraWll coinCident with the of£ering ol'meas:o.red rates'ervi,ces, ' 

in each said exchange.. Business and residence ceasuredservices 

shall be ~plemented in confo~ance.With the schedule and structure. 

of rates shown for said exc~anges in AppendixB.. The implementation 
of such business and residence measured rate services shall be' . 
completed on or before July 1, 19$1. 

5. Pacific is authorized tO'implement Single Message'Rate 
Timing in the exchanges and on' schedule set forth .. ili~ibit'. ',' 

No.3 -A (pages 11' through 33) .. 
. 6. Pacific shall, within ,sixty. days after the effective date . ' 

of this order, of'ter Optional Calling. Measured Service· (OCMS)' ,to· customers, 
with individual line 60-unit allowance measured rate resici.enee:<lMRr;~·,~ 
service in areas Where lMR service, is 'available and, 'OCMS:::t,'s of1"ered .. 

7 • Pacific is authon.zed to expa..'"ld ~he o:f'f"ering, o~ OCX~Sas 's~t' 
forth in Exhibit No. 34 (pages 40 through 42). 

, .. 
8.. Pacific shall revise the present offering. of Optional 

Residence Telephone Service (ORTS) to a fully measured basis. Such a 
fully measured OR."IS offering shall be developed in consultati?n with· 
the COmmission staff and shal:l be filed by advice letter )..Wi:thin two' 
hundred and ten days after the effective date of this' order).'to. become 
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effective upon autho,rization by Commission resolution.. C~:tncident,witb; 
the offering of a fully Dleasured OlttS 'offering, Pacific shall offer 
OR'IS to customers- with. lMR. service iri., areas where DJ!R: service 1:& 
available and OR'IS "is:" offered. 

9. Pacific shall collect., ,analyze, and report to the Commis,sion' 

on;: a quar:erly-"basis all pertinent dat.a gained from actualexperienee, 
.,d +..h the Zone Usage X-Teasurement. Plan in the S~F~aneisco-Ea.st Bay , 
and los Angeles Extended Areas. The format of the' quarterly reports' 
shall cover the period from date of implemen'Cation of the 'ZorieUsage, 
Measuremen'C Plan 'Co ~-!a:-ch. 31, 19$0 and.'shall be filed' on MaY:31" ' 
19$0. Qt;.a..-eerly reports shall be filed for each calendar 'quarter 
therea:f't.er Wit.hin sixty da:yi' after the end of' the ,quarterc6~e~ed; 
by each. report. " 

10. Pacific shall cond~ct GE-lOO studies oftheSG-l/S~lAPBX. 
: " ,I ' 

service i:1 consul'ta'tion with: the Commission staff and' sh.all, file' 

tariffs to icplement the res'Ul ting rates' and charges w.i;th:Ln~two·· hundred , 
and t.en days after the e.ffective date of' this order if the,resu1;:ts,;"6'f ' ' 
the GE-100 studies indicate present rates and charges' do: not. eover:' the 
~osts of provid1llg the SG-l/SG-1A PBX service. ' 

11. Pacific shall develop and include as a parto! its next, 
, ' ' 

general rate application th.e follOwing studies t,oge the r; With proposed 
ra~es where indicated by the study: 

a. PJl implec.entation schedule, revenue, requirement, a 
proposed tariff, and the revenue effect, of the 
proposed tariff for offering all foreign exchange 
services on a fully measux;:ed 'oasis. ' 

b. A study setting forth a feasi'ole~plan,including a 
proposed rate struc~ure, cost analysis" and revenue 
ef'£'eets or an oeMS type offering for business "', 
customers. ' 
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c. A study on the feasibility and COStS associated, 
wi th the offering of a :f"ully, measured Op~ional 
Business Telephone Service. 

d. A mul ti-element service charge cost study based 
solely upon Pacific's actual cost experience. 
Said cost study shall be developed in consul­
tation with the Commission staff. 

e. A cost study for business inside wiring for ex­
tensions. Said cost study shall be developed 
i::l consultation with th.e Commission starf. 

12. Pacific shall ,implemen't an Au'toma'ted Coin Telephone Service 

System in CalifOrni3:no later than. Decec.ber31,' 1981 ,to-accomplish 
the economies available therefrom. 

13· Pacific shall: 
a. Wi thin' sixty days ~ furnish a report on a full evalua­

tion of the 'effe·ct~v;enes·s o£' the' ''':srocked ,Address 
Program" "in-imp·rova.g'-installation 'CO& tmexit-:-'-' . 
periorma.rice--ancr 'fUture plans for the program .. 

b. Within ninety days and q,uarterly 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 result!ng. effectiveness;- these reports 
to be discontinued upon approval of the Commission's 
Executive Director. 

" 
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c .. Within ~ety: ,9.a~:,,,_ }.'u~~); :a, report of a 
progra:n_,t.o reduce clearing time of ,customer 
trouble_reports. 

d. Within ninety days, furnish a report explaining 
the decline, from 1976 through June 1975, of 
network perf'or.nanc,e and of actions" being taken 
through. 1979 to improve this performance. 

'. '.' ,,' 

e. ~vithin ninety days, f\l.rnish a meas:o.rem~nt·, p-len,that 
would be indicative of ttcustomer waiting time" 
at Phone Centers, as well as a;' program to correct 
inadequacies in this service where required. ' 

, , , 

14. Pacific shall ,implement a teleproc,essins sYs:telxl.i.or.~ ___ '" 
its service representatives no later than 'De"ee!:tber31" 1982 to' ' 
realize the economies available therefrom.. IIi the next general: rate 
proeeedingPacific shall submit-a complete showing: on its:tele-

. .," 

processi:l.g imp1ementatio:c.schedule including the plant expense: and 
force effects, including'estimated net 'savings. 

, " - .' 
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15. Within sixt:y days after the effective da.te hereof,., 
Pacific shall file~ and place into effect on 'not1ess ,than:f:i:ve ,,' 

d.lys' notice. tariff revisions to provid~ s:ervices to. handicapp:ed,:, 
persons as follows: 

, , , 

(a) Special reduced r~tes~, for the certified 
handicapped only. for all tariff items , 
offered which assist the,handieappcd in 
the use of the telephone nc'twork.. N,on­
recurring charges shall no,t 'be, imposed,. 
except for charges in accordance with the " 
tariff schedule of multi-element charges 
for siI:lple residential and business, 
se:::vices • 

," 
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(b) Tariff revisions authorizing the certification 
of persons as deaf. speecb.-iI::lpaired ~.o'r blind 
by licensed Audiolog.ists. S,?eeeh Pa-tholo'gists ~ , 
and Optometrists, re,spectively; as well as, by 
physicians and government ag,encies, 

16. Pacific shall prepare cost .:lnd pricing' data for ,the }!CMlD 

and Krown Porta-Printer II teletypew,riter device's; based on large 
quantity procurement, c.g., 2.000 to 5.000 annually.'The·se data, 
shall be submitted to the CODlD.lission within ninety days ,from the' 

date' of this decision. " 
17. Pacific shall oake all user~connectab1e equipment items 

for the handicapped available to tl~c handicapp,ed users ,throught.he: 
Phone Centers on specific request by the custoo.er .. if no,t re'gularly 

stocked in the appropriate Phone Center, 
Ii . 

lS. Pacific shall prepare and submit within ninety'clays,from' 

the date of this decision, a, pLan for expanding the service's , 

provided by the nandica~ped C~n.v~d AS}l!,c"f~~~~~~~" 
include, at least. cont:l.nuous :-Jilln'J et>:.{Jf:tCr6.¥or aslistance l.n -
calling and assist.:lnce in reaching emerzencyservice'. The cost of 
providing these additional functions: on a continuine:basis shall 
also be included. This plan will be placed in effectfo.ll:owing 

Co:anission approv~l thereof. 

19. Pacific shall contract for the conduct 0'£ a survey to' 
detertline. on a current basis the spe·cial needs of the:handicapp;ed 
population of C-:l.lifornia in uSing. the telephone ne·t";olork~. Pa-rtieular' 

. . . , 

at~ention shall be given to' developing a reliable eS~'imate' ~f ~>,the. 
number of b..1ndicappee and their cOI!'ll:LUnications requirements in each 
particular category of dis,ability. The'stuclyshalI address at 

leas't the topies covered in the study perforoedfor P:ac,ifie by Firing, &." .... 

Asso¢iates in 1976 and 1977, A report shall be submi,tcted.to:the· 

Commission presenting the findings. no later than six tnon~hs .from,the 
ef::ective date of 'this decision . 

-213,-
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20. Within six month~ "a£'ter ,the e££ective date of" this order, 
Pacific shall prepare and file with this Commission a report setting 
forth the revenue e!rects of reduced rates rox:' the handicappe'ci and 
the cost effects of the special services for the hanciicapped"as, 

, . ' 

authorized herein, and shall propose ad'justments, in rates· and, 
revisions in services for the handicapped to the extent required to' 

, , 

bring the entire cost of handicapped programs to the sum of'. $12' 

million annually at the 1979 level of business.' Upon ,approval by the' 
Coc:::ti.ssion, Pacific shall establish the services and, file appropriate 

~arirrs to place into effect such rates. 
21. Paei£ie shall, w:.thin sixty days af"ter the ef'£'eetive date 

of this decision, submi t to the Commission stair a proposal for keeping 
i ~s books and accounts (including memorandum accounts)' in compliance, 

with Ordering Par.agraph.12 o£:Decision Nc>~_ SS2~~~,. " , , .' ' .' ." .. , 
22. Pacific, shall conduct a study to determine an appropriate ' 

su..-vivor curve to be utilized in conj,UIlc~on with the Western Electric " ' 
adjustment in any future rate case. Suchst.udY'shall be submit.t.ed, 

, r ' '" 

~o the s~at:t at lea~t ~i~y daj'5 in advance of ,tend'ering.a.n NOI',£'or .' , . . 

ally future rate case'. " 
, 23. Pacific shall, ,'dthin:: thirty days, 0'£ the effective 'date 

hereof', compute and submit to the Executive Director fo,rhis review' 
and approval a computation of the appropriate: amount of" negative' 

" . . 

surcharge,. consistent with the opinion and ord.er in Dec1s1on.,No'~ 90136, , 
to be applied to customer's bills in order: to passthroughaJJ.yover~ 
collection in revenues !or the period !'rom January l~ 1979, to' ,the: 
effective date of rates ordered. herein. Upon approval by 'the 

I . , , , 

Executive Director, Pacific shall proceed forthwith to ap~ly ,said' 
negative surcharge to customer"'sbills. 

-214-
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'. 24.. l>aeific shall p\:l.blici:c \,the options. availa~le toi ts-

$\:I.:bGeri:b~rs .... ithin one hundrod .:lod t .... enty days. 

25. Paei!ie shall ~rovid~ a continuin~ resi~ential consumer 

advisory service, at Cl.1stomer request,.. to explain .... hi,ch rate plans 

would ~e most co'st advantag.eous to the inql.1irer. A p'la~to implement 
, . , 

S1J.ch service should be pres-ented within sixty days.:, 

26. All motions not heretofore- r1J.ledo·nare hereby don.ied.;.' 

27. Orders Instituting Investi9'ation Nos. 21 And 33 are·he~ebY,',. 
4iscontinued .. 

28. The relief requested in App-lieatio,n No,. 58223, to, the 

extent that it req\:l.ested a revenl.1e r~q\:l.irement increase~is denied. 

29. Pacific sh",ll, within 90 d.:lYs after the ef-feetive e",te of .-
this decision,. submit to the Commission a plan for aceelera,tin<j the 

conversion of rotary di.11 instr\:l.m.en,ts to Toue·h.-T'onei.nstrumcnts .... here 

Electronie 5 .... i tChing Systems are employee... This plan s~all incl\:l.de: 

an immediate prOvision of TO\:l.ch-'I'one tor all new main$ta:t.ion~~ , .' 
. " 

ne ..... extension stations, and service Io.cation changes ,and immediate 

conversion - when requested - of inplaee rot.:l.ry· dia'l ins'tr\:l.ments'to" ',' 

Toueh-Tone. The plan shAll .:l.lso incl\:l.Q.e later rep.J.ace:m:ent of inp'lac~ 
rota:::y <:1ial instruments with: T01J.eh-Tone. Pacifie . sh.:l.l 1 , s1J.bmit .:l. l:'ate 

plan to eq\:l.Al line eharges for: rotary and Toueh-T.one-servi:ee..Tne' 

plan shall inelude a eompar~$o·n:: of the full. eost fo,rTo.1J.eh-'l'o:ne ",nd-, ' 
, . 

rotary service, inell.1ding the increased s ..... itehing effieie'n.'ey l!.ssod:ated' 

with Touch-Tone. 

Thee!!ective eate of this .order shall' be thirty day,s .:l.fte,r 

the date hereof. 

Dated 
--------------------~--~--------

, at San Fra.nciseo, 

Califo:::nia. 

. ,. 
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APPENDIX A 
Page 1 of 2 

LIST OF APPEARANCES 

Applicant and Respondent: Gerald H. Genard, James- S,. Hamasaki" 
and Christopher R. Rasmussen, Attorneys at Law" for The 
Pacific Telephone and Telegraph Company. 

'Res-pondents and Interested Parties: A. M. Hart, H. Ralph 
snIder ~ Jr., and Kenneth Okel ~ Attorneys at Law', :tor General 
Te ephone Company of Californ:l.3.; R. W. Winchester and 
Orrick, Herrington~ Rowley and Sutcliffe~ SyRoSert J~ Gloistein, 
for Continental Telephone Company of California;, D:i.rikelspiel, 
Pelavin, Steefel & Levitt, by A1V"in H. Pelavin" Attorney at 
Law, for Calaveras Telephone Company, Capay Valley Telephone 
System~ Inc., Dorris Telephone Company, Ducor Telephone Company, 
Evans Telephone Company ~ Forestlti.ll Telephone' Company, 
HaPl?Y Valley Telephone Company, Hornitos Telephone Company, 
LiVJ.ngseon Telephone Company, The Ponderosa Telephone Company, 
The Siskiyou Telephone Company, Volcano· Telephone. Company, 
Sierra 'Iele~hone Company, and Mariposa Telephone Company; 
Victor A. S~lveira, for California Independent Telephone 
Association; Ed perez 1 Attorney at Law, and Manuel Kroman, for 
Burt Pines, City Attorney of Los Angeles,; Leonard L.- Snaider, 
Attorney at Law, for George.Agnost, City Attorney, City and 
County of San Francisco; William S·. Shraffran, AT:T:orney at I.aw~ 
for John W. Witt, City Attorney, City of San Diego·; Ivo Lazzeroni~. 
for the County of Los Angeles; Lessing E. Gold~ AtT:orney at taw,. 
for Western Burglar and Fire Alarm ASsociation; John H. 
Oliphant and Allen B. Wagner~ for the Regents of the University 
of Cali:fornia; Ross Gadenasso,. by Dean Anderson, Attorney at taw,. 
for california Association of Utility Sbiireholders;' Etta Gail 
Herbacb. and John L. Matthews, Attorney at LaW,. for'General 
Services Acmi n isT:raT:10n; william L. Knecht, Attorney at Law, for 
california Interconnect Association; Jack Krinsky, for Ad Visor,. 
Inc.; Peter James, for Peter James and Company; David t .. Wilner, 
for Consumers Lobby Against Monopolies; Sylvia M.Siegel and .' 
Ann Murphy:, Attorney at Law, for Toward Utility Rate. Normalizat:Lon;, . 

,I' 

"' .. , .. 

, . 
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Burt 1Jilson, for Campaign Against Utility SerV'ice Explo'itation; 
Alien R. Crown and Glen J. Sullivan, Attorneys at Law, for 
california Farm Bureau Federation;. Graham and James, by . 
James T. Proctor, Boris Lakusta, and David Marchant, Attorneys at Law)' 
for california Hotel arid Motel Association;. Robert E. ,Taren, 
Attorney at Law)' for Grey Panthers. of Sarita Cruz; Therese 
'Wanciling, Attorney at Law, for Deaf Counseling Advocacy Referral 
Agency· Brobeck, ,Pb.leger & Harrison,by Gordon E. Davis, 
and Wiiliam R. Booth, Attorneys at Law., , for California Retailers 
As soc l.a tion; Richard S. Kepf, Attorney at Law "for Southern 
Pacific Communications Company; and Roward Green, for himself. 

Commission Staff: Rufus G. Thayer: Jr., Attorney at Law, Robert c. 
~oeck, Thomas Lew, and James G. Shields • 

.-
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APPENDIX B 
Sheet 1. o-t l? 

RA.':tES AND CHARGES 

The rates, charges, rl,l.les a.nd conditions ':Jt 'I'he PacU"icTel«pho,ne. 

and Telegraph Compa.ny a.re changed as ~t. forth in t.his appe-ndix. 

Schedules Cal. P.ll.C. N~ .. ~" 2'-1', 4.T,6-1', 13-'1", 2S-T't 34 ... T', }6-T.', 

112 .. T, 117-T, anc 121 .. '1". Zone'Usa.ge Measurement (ZUM) Plan. 

," 

P:::-oposed revisioM as set. !ort.h in Exhi1:lit No. 70" Appe-ndix: 0 

Sheets 1 tnru 4 and Appoeodix F-2 Sh~et.s 1 thru 23 a.s modified, byE'xhtbit'S 

~o-II. 70-C and 72-A and as mod it'icd below are lI.u~horize<1: 

Rate Per· Mont.h .' . 

Residenee Flat. Rat.e Foreign E.xcMnge 

Service For RO\ltes Between Pacific 

Exchanges $6.90 

:Regrades of residence services between measured. rate serviceslI.nd nat ro.te 

se:'Vi'ces shall 'De made a.t. no cha.rge to'r' a. period 01'"'l20.~a.yse..rter the date' oi/;' 
:l.::plemente,.tiO!l or the ZUM pla.n. 

AD. eustomers atrec~d by the ZUM plan shall 'be providec'l written: notiee ot the , '. 

availo.bili ty of the ZtM plan. Such 'otIl'i t.ten not ice .3ha.ll be pl"Ovide<l; to; each. 

C\lst':Jmer .... i thin 30 da.ys after the impletnen:tation' of the ZUMplan.· 

The Zone Usage Measurement (ZUM} Plan shall be' iml'!eme'nted on the t'o,lloving; 

schedule: 
... 

8.. All present 3 M\llti~Mes:::agc Unit an<3:4 Multi;'Message Unit. 

routes Shllll be eonver~ed to theZUMPla.nW1.th!{n90clJlY~' 
I: ' ' . 

or the effective date of thl.:::o,rder •. 
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APPEm>DC :s 
Sbeet 2 o't' l2 

RATES AND CHAKiES 

b. The ZOM Pla.n sball 'be implemented on all Zone 1 :routes 

within 90 days of' the efieet1ve date 0'£ this ,order with 

the exeeption of the following X'Qutes o't' Paciti.c ano 

General.. 'Wb.1ch shall be' im-plemented' as': .hown beloy-wi thin 

2li. 'month$ 00: the effective: date ot this order: 

SAN' FRANCISCO AND 'BAY MEA. 

EXCHANGE 

Danville: 
Valley 

Los ,Gatos 

San Jose: 
North 

San~Jose: 

South' 

San Jose: 
West 

Saratoga 

Walnut Creek 

FROM. -' ZONE 1 
(LOCAL), 
San Jose: 

North 

Wal.nut C%eek 

San JOlSe: 
West 
North 

Ca.m.pl:>e.ll 
L,j6, Gatos,_ 
Saratoga 

Saratoga' 
Sunnyvale 

Los Gato,s 

San Jose: 
North,' 
South 

San Jose: 
South 

Danville: 
V&lleY" 

ZONE. ,,2' 

Sa.n,:Jose: 
North 

San.':JOBC: 
West!;::' 

: . .,.~' a.,;;' 

.' . 

1 < 
: :1 

, Saratoga 

San Jose: 
South,' 

Walnut C:reek 

San Jose:' 
North ;, 

! " 

Los: :c;at08 
S&Z'&~p " 

'," .' 

I 

1 

Satl, Jose:, 
North, 

], 

San :'::ose: 
ile I " 

, South-', 
:1 1', , 

, Dauvflle: -,' 
, I' 

V&U.eY':-

~ , ." 
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:8. LOS ANGELES' AREA . 

Canoga Park 

Compton: .... .. 

Compton 

El Segando . 

Glendale 

Loa· .Angeles 
1+ 

P&54Ciena:. 
La Canada 

Van NUj"S 

FROM 
ZONE 1 

(Local.) 

Reseda 
San. Fernando 
Santa Mo'Oiea: 

Mar Vista­
Santa'Mon1ca 

Vari~ 

Pmsadena:. 
La .Canada· 

Covi:ca, 

Santa·· Monica; 
Mar·V13ta 

Van No:Ys 

Lomita 

APPElmDC ~ . 
Sheet ~ o't 12, 
~AND CHAP.GES 

ZONE 2: 

. ' 

P~adena:" 
La Canada' 

Ccrl:na '. 

Van N03':I' 

Lomita 

ZONE;3., . 

Re:seda'·. 

Santa . Moxnca: . 
, Santa Monica . 

: '!OIL , 

San Fernamo:', . 
. Sax:rta:Monica:'. 

Mar, Vista':' '. 
Sa.nt:a:Mom::ca ' 

Van:~:i"""'. 
;;,'," ' 

,,' '. 
'., ,-

Santa,;Moxnea.:,· . 
·MarV1sta, 

Sun) ani-Tujunga 

Santa Moc1ca:. 

SUDland.;.Tujunga 

Santa·· Monica:' 
Santa' MoDica' Santa 'Monica 

Compton:­
Compton 

Pasadena: 
La Canada. 

Alhambra 
!.os: Angeles: 

1+ 

Agoura " 
Santa', MoD:1.ea.: 

MarVi5ta ': 

Agaara. 
Canoga', P8l'k 
Santa MoXliea: 

Mar Vista, ' 
Santa MoXliea 

Compton:: 
Compt.on.· 

Pasadena.:. . 
La. Canada" 

Alhambra· , 
I,oe'AngeleiJ: 

l.t. 

Agoura .~ 

. Santa: Monica.:. 
- .'l4a.r, V1.~' .. ' 

Canoga Park"'" 
Santa 'Monica,:' 
, Mar V1.sta:,,' 
,Santa 'Monica' ' 

" 

Agoura 

.,',' 
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APPENDIX :a 
Sbeet 4 of 12 

RA'!ES' AND CHABGES 

Sehedule cal. P.1J,C. 'No. 4-T, !ndivid'Ual Ilnd Puty Line Sel"Y'ic:e 
O~r Allowa.nc:e on Residence- L~ellne 'Service 

Proposed ra.tes and revi31o~ u set forth in Exh1b1 t No-. 70" 

Appendix :8" Sbeet 1 are authorized. 

" ,I. 
Sebedules C&l. P.U.C. Nos. 4-T'f 9-T', 13-1', 28-;"1'I'a'O.d 34-1'. 
Im'oleme'O.t&tion of Measured Rate Services I 

I 
" . .. 

Proposed revisions asset forth in Exkl1bit No. 70,. Appendix G, 

Sheets 2 and :) are authot1.%ed to, 'be imp1eme:'nted on the followillg 

schedule: 

Area 

Riverside Exch&xlge 

Sa.X1t& . RoA. ExchaJ:lge 

Mo<1es~ Exc::h&nge 

Stocltton Excbange 

:Bakersfield, Exchazlge 
. '. 

* Implemented on J'~ 1, 1979. 

\ ~ , ' , 

:'il
, 

* 
* 

July' .1 ,..' ·1980 

JuJ.y'l,. 1980,' 

July'l.,..l981:. 

July- 1,.i981· 

Schedule;sCaJ.. 'P';O'.C .. Nos .. 4-T, 9 .. Tz 13-T, and 34-T 
Extended, Area Servic:e 

Business,. 

July 1,,' 1981 

July';·.l" 198i- i 

. JuJ..Y i~1981:.:,. 
JuJ.y'i:,:·l98i:" . 
Jil1li,,·.i; .. 1981~:;, . 

, . ,\' "" ." ,',,' :" 

July'1~1981 

Pr.:>po:sed rev.tsio~ tor extended ~& service as set forth'in Exhibit' 

\ \' .. ' 

No. 33 ... A~:~\;~S 40 th%u 44 are au.thorized. Ail' extended a:rea servic:e route'S .... 
. , ' 

I: I • 

out.s!.ce e;:!' met~p¢litan areas on file' ano eUectiveas :>fthe effective d&te 
: ~ :; I':" ' 

of thi:.- 6l~~r shall 'be subject to these reVisions .. 
,I ,I 'I, 
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APPENDIX B 
Sheet. 5, of l2 
~ Am) CHARGES 

Schedules caJ.. 'P.U.C. Nos. 4-'1.', 12-'1.', 22-'1.', ,30';"'1.', 54:..'1.' and 100-'1.'. 
Extension Sets, Premium Sets and Inside Wiring. 

Proposed. rates, chuges and rev:tsiolls a3 set. forte in Exh1b-it No,. 70" 

Appendix J) Sheets 1 thrtJ; lO exe~pt:, u.s m;jdi1'ied beloW' are authorizecf. 

EX"rENSION SERVICE 
Eacll ExtellSion Senice:, 

IndiVidual Litle Senice 
Extension telephone (except P%1ncess 

type or '!rimJ.ine type ':'.) 
W1th rota.r.rdial--------~---------
With ~oueh-~one dial -------------

Interior W1r1ng--..... ---------'---~-_:_--· 

2-party line service 
Extension' telephone (except Pl'incess 

type or ~ine type.) 
With rotar,r d.1al--~--~-----------­
With !oueh-!one d1al--------------

Party Lice and Suburban------------­

Eacl:l. :Extension Service, vithout Extensioll 
lelepcoae------------------------------­. 
Interior Wiring Furnished in ConnectiOn. 

witll Extension Service :Coree-a 
CUstomer-Pr:>v1ded .A\l.tborlzed 
Telepbo~--------------------------

COMMERCIALt HOTEL AND RESIDENTIAL DIAL 
PBX SERVICE 

Each Residence Station 

... Each Li~ With'a Statiou 
With rotar,r d1al------------------­
With ToUch-Tone dial--------------­

Eacb. Line Witbout'"a Station----------
. "". . 

BUSINESS AND- P.ESIDENCE KEY' STATION DIAI. PBX 
SERVICE,_ .. 

E&eb Keyless Station' 
Businesa--------------------------­
~si4ence--------------------------

RatePe~Month 
lSusi:uess . Residenee ..... 

Fla.t '·Mea.s~ . 'Flat' Me~~ __ .•. ,:,-.-0' ~. . 

0.95 
1.45 
1 .. 05-

2 rOO· 
2.50 

2.00 

1.0~ 

nat -

2.00 . 
0.95. 

,0 .. 95, 0'.95 
1.45:; 1 .. 45' 
0' .. 70 

1.65 0.95 
2 .. 15 1.45-

1.65 0.95 

0.70 

0.70 

Rate 'Per Month 

Me&S. 

I 0':95· 
1.45 

.' 

0.95· 
1.45 

0.95 

not. o tte red 
not,ottered, , 
not oftered.· 

1.65, 
no t. offered ." 

, , 
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APPENDIX ~ 
Sheet 6'or 12 

RATES AmlC:a:AroES 

• Schedules 00. P'.O'.C. Nos. 12-T,- 26--r and lOO-T, Mileage 

• 

• 

:?x'Oposecl rev1s1ons as se't- ,tortll, 1n, Exl:l1b1t No. 70,. Append1X K, 

Sheets 1 tbru 6, &%e' autho%'iu<1.·-· ,. 

Schedules Ca.l.. P.U.C. Nos. 22-T, 28~T and 32-T, Key Te1e'Ohone Service 

'nle :t:~l:I:o'WiJ:g revisi~ns 8.l'e authorize'd: 

KEY- TitEP'iOm:' SYsTEM SEMCE (COMPAXY" Instalia.tion-Ra te" 
Che.rge'" , Per 'Month: . 

S'tAnO:NS: 

Non-button, eaeh 
... 

-------------------------------- c.;>, 18·~oo, $ '1.:)5, 

CO!-! PAle I: . 20.00 1 .. ~;, 
Capacity or Ol)e button. inter=al."each -----------
Cal)&City ot one but~u external,.eacb. ----------- 20.00 1.80, 

COM PAle II: 
Ca:pacity o:t: six buttons. illtert1&l, each. ---------- 39 .. 00 3.25 
Capacity' or six buttons, Panel Mounted' 

SO.OO, 
MOdule" each --------------------~--------------- 4 .. 50 
Capacity or six buttons external, each .. --.. ------ 6o~00 ' 3.50". 

COM PAle III:. 
capacity o:t: 10 buttons. interD&l,. each -------:----- 55.00 6.50, 

Call Di%'ector 18-button capaeity E/I{12 buttons 
internal~ each ___ • __________ - ____ ~ _____ ~_w_~~--- 60 .. 00 1.50 

Call Director 30-button. capacity E/W 12 buttocs' ", 
70.00 ill'tertlAl ,. eae~·----------~----------------------- .9·75 

C&paci ty or 12 buttons,. Paoel Mounted 
120 .. 00 ,9~,75 ' Module 7 each. --------------------------• .;,."-------

Capacity or 12 buttons exterD&l, each -----------
85,.00; '6~oo' 

COM PAK IV: 75.00 " ·8,~lo Capaei ty ot 20 buttollS 1ntercal~ each ---------~-
Call Director l&"button capacity'E/W 18, buttons 

70.00 8.60 
1nternal~ each -----------~-~--~-~----------.-~ 
Call Director 30-button ea.paei ty E/W 18-buttons 75.00 8.85-" 
l.nte-rnaJ.~ each --...... - .... -.----------~ .. ,-........ '------
Capacity or 18 buttons, Patlel Mounted. 200.00 9~25' 
MOdule~" each ------------------------------------

COM PAl( V: 90,·00 
C&pa.c:ity ot 24 buttons 1nterna.l, eaeb. -----------

10'.00 

Capacity or 30 buttons. 1ntertlAl., eacb. ----------- 90'.00 ' 10~5O" 
Ca~1ty or 30 buttons, Panel Mounted, 220.00\ 11.25-
~ule, each -----------------------~------------

, 



... 

• 

• 

• 

'~ '~APPENDIX :s. 
Sbeet.·1 or 12 

BA'!ES' AND CHAFGES 

InstAl.l.&t1on' 
Charge' 

ADtrr!ONAL STATION FEA'!URES: 

Station Busy Indication 

Each Station arratlged to g1 ve a visual 
indication o~ sta.tion busy, to, another 

statiou· -------------~~---~------------

Li-oe equipment,. eaeb. line equipped .. ----

IN'rE'RCO~CAmCi ARRANGtMEN!S:. 

Single talking p&thmao.ua:( inter­
eoa.unica.ting ura%lgement with line 'busy 
lamp, a. 'buzzer per station a.nd associ8.ted 
selective push-button'sigll&l1t1g: 

Each station termination ----------

Single talking ~~tb dial.select1veinter­
com.un1ca.ting arr~ment with line busY' 
lam,;) and a. buzur or ~ll per station 
code,. maxim\l:C. ot 40 station,codes: 

F1rst ni~ stat1oncodes ---------­
Each additional station code ------

TwO taJ.ld.tlgp8.tll dial select1 ve inter­
co:mnunica.titlg arrangement with combined • 
line and. 'busy lam,!) operation" automatic 
eutott on. 'both talld.ng paths, 'busy tone,. 
camp-on and a 'buzzer or bell per' station 
code, ma.xi:Ilt.1m. ot 38 station cod.es: 

F1rst nine codes----------.. -------

Add1tioD&l Features: 

Eecll'pre-set con!erence with code ',. 
number ----------------------------

$19.00 

20.00 

12.00 

180.00 

Rate ,', 
P~r Month:" " 

$l.25, 

," .". 

2.80, 

38.75 

4.00, 

, ','I 
,./. 
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Sheet 801:12 

RA!ES,' AND CHAl\GES, 

lnatal.l&tion. 

DT.E..'I:\COt-MONICAm"G AmmEMEN'l'S:. 
Continued. 

Additional Features: - Continued 

Charge , 

LiDe ad.d-on equipment to enable 
eonnection 0'1: 8l3Y' two. talld.ng 
path dia.l lScleetive intereo!!llll­
unic:a.ting stations to lines 
temil:l&ted on associa.ted ke~ 
equipment: 

Each l1ne equipped ----------------- $49.00 
Each station, b3.ving. an indivi-
dual two ta.lld:cg path. dial sel-
ective intereommunicatiIlg 
station ~de number, equipped 
to ee~ct a.cy two tal.ldng path 
dial selective intercommunica.ting 
station: to ODe or mot'e 

li=es --------------~-------.-------
EQ.uip:::lent 'tor dial tone, inter­
ru';lted (rs.ther tl:l&n single spurt) 
sigJ:&liIlg,01:tbe ca.J.led.' statioQ. 
and. audible ria.ging to the calling pa.rt;Y" _______________________________ 39'·00 

Ter.:u1%l8.ting. Al'ra.xlgcments: 

Te:m1n&tion 01: a single or two- W.ld.ng 
path. dial selective iutereommun1ca.ting' 
line on a. dittel"ent customer's, ke!y te~ 
lepbone system. 

Each eede a.t each. station te:rm1na.tion: 20 00 
Single t&lk1ug path -----------~------ • 

, Re.te' 
Per 'Month . 

$3.60 

3.00 
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RAtES. Atm, CHABGES 

SPECIAL mE 'J$LEP30NE SE!S . 

Mu.l.tili~ c:onterencitlg telephone set. 
'With automa.tie butto'll restoratio'll 
and recall feature:' ' 

ll-buttou desk type, eaeh----------
2O-button desk type,,' each----------

MOVE AND CHAroE CHAmES 

Ia:Y TELEPRONE SYS'!EM SERVICE (COM PAK) 

Iu.stillation 
, . Charge 

$6o~oo 
75-.00 

Cballge to d1t:t:erent sta.tiou, wi thin the same 

Com Pak ca.tegor.r or to a. lower Com Pak 

ca.te~r.r (except tor Panel Mouuted, Modules 

and extertl&l buttons) each 

Che.nge to Panel Mounted Module or external 

butto'C.$ v1 thin the same Com Pak category or 

to a. lower Com Palt category, each 

# Ditterence between the installation 
c:hargeapp11cable to exicting station 
and the iustalla.tio'll charge applicable 
to the station installed 'or $18.00, 
whichever is gl'ea.ter • 

Rate ,.' 
Per Month.', ",' 

$7.25 
10'.50,' 

$18:.00 

# 

" .. 

.' 
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Al'FENDIX, :s. 
Sheet 10 of 12 

RA'IES AND ~C;ES, 

%heslyle enl. F,U,e, No. 28-T. Service Cont"lestiop Cb3rg;!!!~ - Move'! and 

Change £bPI>!!!' - In Place Connection Charges - Ml,ll!;i-Element Serrtce Chargss , 

Section I»' Service Connection Charges 

All ch:lrges shall be increased by 107.., 

Section II~ Move and Change Charges 

All ch4rges ~hall be increased by 107.. 

Section III», In Place Connection Charges ' 

All c:harges shall "oe increased by 107.., 

Section IV» Multi-Element Service Charges 

Proposed revisions as set for,tn in Exhib,it No .. 70,. Appendix C •. 

Sheec$ 1 thru $ as modified oy Exh1bi t No. 72-Aand .as: modified' 

ber6w~are-a"ijtho'rl%ed: 

Premises Inten or Wi'rlng: Work 

!he t·tm Premises Interlor Wiring, Work means the work that 
applies to installing~ mOving, or changing inside wire on the 
c1.1stomer's or app·l1cant's premises to provide service at. the 
locations requested 'by the C1.1stomer or applicant. 'IhePre6ises' 
Intenor Wiring Work charge applies to each loca tion on' the 
c1.1stomer's or applican~ts premises where the customer or applicant 
desires inside wire for either an item of termirual cqu.ipmene to 
be connected or a suitable ou.tlet to ce placed as a provision for 
future connection of:eit:d.n4f'eq"ii£p;ent:·whei(;:-su·ft~O:ie::~1nsfd¢·---' 
wiring is not alre:'dY:Cxi'-place .. ,'J.'he- C1e~1il!tions of .Residenc"e - " .. '-' 
Prew1ring and Residence Pos~rins and 1:hec:harges appU:cab,le 1:0' 
Residence' ?rewiring Ilnd .'Res1de.c.ce . .!>ottw'.i.'rl:lg .:l-re as. foll~s :", 

.----.. ----.--~ 

a _ Residence P-rewiring. 

The term Residence Prewi~ing. means the inside Wiring. and 
jacks p,laced du.'rlng 1nitbl construction of a residence 
premises or du.'rlng remodQling: of that premises. Residence 
PreWiring will be placed 10n1y at the discretion of the 
u.tility sul>jeet to the prOvisions of Schedule No., 36-'r,. 
R.ule No. 16» only if inside wall and ceiling coverings 
are not yet instdled. Each residence prewired connection 
point shall consist of ~ jack .:Ind the interior. Wiring, 
usoci4ted With su.ch j4ck. The ch4rges app.lic.oble to 
c:Jch roesidence prcWircd jack connection shall bethc" 
"Premises InteriorWiring Work. per connecting pOint,. 
element plus the' applicable' jack charges as shown in· 
Schcdule 32-T for modular jacks ... 
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RAZES AND CHARGES 

:s. Residence Postwiring 

'!be ter.n Residence Postwiring meAnS inside Wir1ng 
:plac:e<i, by- the 'tJ'tUity sul>jec:t to the provisions ot 
Seh~ule No. 36-t ~ Rule No. 16 at' a residence 
premises during initial or subsequent provision ot 
telephone servic:e at that premises atter insi.de .wall 
&lld cei1.ing eoveriD.gs are installed. '!be cb.arges 
applicable to ea.ch. residellce postwired. jack 
concection sb.&U be the "Prem1ses Interior Wiring 
Work, per connecting point,." element plus tbe 
applicable jack charges &S shown ill Schedule 32'-t 
tor modular jacks •. 

Schedule Cal. P.U .C. No. 34-T, Foreign. Exchange Service 

Pr;)posed rates and condi.tions tor :Business Routes :Between Paciticand. 

Independellt Excha.:lges u set torth. in Exhibit No. 70~ Appeudix K, Sheet. 2' 

&l:'e authorized. 

Proposed revisions as set tortb in Exhibit No. 70, Appendix H~ Sheet:s:$ 

and 4 are authorized. 

Schedules Cal. P.U.C. Nos. 36-tz l31-T, 132-T, l48-T and 149-'3:' 

Proposed revisio:l.S as set ;('orth ill Exh.ibit No. 70, APPendix C, Sheets 6 

tbru 12 &reauthorized. 
, 

. " 

.. 

' . 
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RA'l:ES.AND CE:ABGES 

Schedule CaL P.U.C. Nos. 45-'1', 46-Tz 104-'1', 115-'1" and l39-T 

Private Line Services and Cbannels - Pl'Oposed Recurring Charges 
For Local Loo~s For Above Named Schedules 

~posed ra.tes 8.lld cbarges u set torth in Exhibit No. 70'~ Appendix D" 

Sbeet 1 are autb.orized, .. 

I 

Pnvate Line Sel"'Y1.ces Ilnd Channels ... Pl'Oooseo Recurring Charges tor 
Ch&1mel Terminals tor Above Named Schedules ,I 

\1 

Pr:>posed ra.tes and cb&rges u set tonh in Exhibit No,. 70, Append:1:x,D" 

Sbeet 2 are autborized. i' 

Private Line Services and Chamlels - Pro'Oosed Recurring Charges tor 
and InterdistrictArea.Channels tor Above Named 

Proposed rates and charges as set forth in Exhibit No-. 70, Appendix D,. 

Sbeet. 3 are autl:l.orized. 

SChedule Cal. P.U.C. Nos. 45-'1', 46-T', 104 ... '1'% 115 ... T% 122 ... T,134,;,'1" and 139-'1" 

PTivate Line Services and Channels - Proposed Nonrecurring Charges 
For Above Named Schedules . 

Proposed cllarges as set tortb. in Exhibit No. 70, Appendix D, Sheets 4 

thru 6, are authorized. 

Schedule Cal. P".U.C. No. 51-'1' 

Private Line Services and' Channels ... Move and ChangePro'OOsed ' 
NonreCUrring Cbarges 

Proposed charges as set torth in Exhibit No. 70, AppenClix D, Sbee~ 7 ' 

are authorized ~ 

Scbedule Cal. P.U .C. No .. 53"''1', Message Toll Telephone Service . 

Proposed revisions as set forth in Exhibit No-. 70 ... B, Appendix: M-l, 

Sbeets land 2 are authorized., 
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APmm:x. C 
Sheet. 1 01: ~ 

RATES' A.."iD CHA.RGES 

The rate5,. charge5,. and coIldit.io~-o!' General Telephone Compa:oyot 

cali!'orm.a !or wbich it. may 5eek an. advice letter, ,increase are as 

!ollows: 

SChedule Cal. P.U.C. No. A·l· IndiVidual Line, 'Party L1neand 'Private 

B:rancb. Exeha!lge Trnnk Line Service. 

'the :rollowing rates are authorized tor all exchanges except tor 

Ke::w004, Los Gatos, Morgan Hill and Novato: 

Res1deneeExtensions 

Business Extens ions 

Rate 'Pel"' Month. 

$1.00' " 
$1.00, 

Schedule Cal. 'P.U.C. No. A-6 • 'Private Branch Exchary;e Service 

Sections I, II,. III ,. IV,. V A., V B, VI A. and VIB-., Shall, be 

mo<1i!,ied to include a 2~ surc:b.arge wb.1ch shall, be applicable" to all 

rates and cb.arges :sho'W'll ill the listed Seet.ion:J. 

SChedule Cal. P;O' .C. No. A-15 ..;, Su'Oplemental Services 

'!be rollowing rB.tes are a'&ltborized: 

Dial-in-handset telephone 

desk or wall type; nonUlumina.ted 

:oueh Calling Service 
:Residence, 

Each line .eq,u1ppeO 

includes first stat.ion 

Acl.d.i t.ional station,. each 

Rate Per' Month 

$l.20 

$1.35 

0~60 

,.. , 
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APPENDDC. C 
Sheet 2 o~ 3 

PA'J:ES. .Alm CHARGES " 

:Business 

Each line equi~ped 
includes t1rst station 

Additional Station" each 

Rate Per Month 

Schedule Cal. F.U.C'. No. A-34 - Pusbbutton Tele"Ohotle System Service ' 

This schedule shall 'De moditied to illc:l.ude -a ~:surcharge 

applicable to a.ll rates' and charges shown therein. 

Schedule Cal. P-.U.C. No. A-41 - Service Connection, Move&nd Cha.ngeCbarges 

!be tollo'dng ch&%'ges, a:e &uthori::ed: 

Nourecurri:ng '­
" Cb.a.rge-

All exchange services 'except Centrex 
And In:ward Dialing Services) Business ReSidence 

SERVICE ORDER ACTIVITY 

In1 tial Order 

First central ottice 
line on orcl.er 

Each additiocal central 
ottice line on -the 
'same order 

Extension, e&ch 

18.75 

All other lines,PBX Sta.tions, 
,Tie Litles,.- etC. 

Subseq,uent Order 

Moves and cba:cges 

Add.itions, other tban 
centra.l ottice' lines 

4'.50 

8.00 

4.25' 

4.25.: 

.' ' 
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PATES,-ANl}<-CSARGES 

CENTRAL OFFICE AC1!rVIfi 

Eaeh line 

Initial 

Additional 

Central o!'tic::e line, each 

ExtelUJion~ each 

Move or change, each 
instl"Jl1len:t. 

Pushbutton instrument~ ea.c::b. 

Supplemental serviees (&11) 

, 6.50 

10~5O 

10~50 

10.50 

10.50 

10.50 

10 .. 50 

Non:rec:umcg 
Charge 

Residence'.' 

.. 
10;50:,' 

10 .. ;0. 

Sehedule Cal. P.U.C. No. K-l, Zone USage Measurement Plan 

Proposed revisio~ &4 set forth in Exhibit No. 70-C as modified b1 

Exlli1)it No. "(Z-A are a.uthorized .. 
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COMMISSIONER VERNON 1. STURGEON,. Dissenting 

The opinion is. unrealistic in its:' acceptanceo£ . 

projected reductions. in expenses for ,Pacific in test year 1979~ 

The evidence of alleged future _ savingsinvol ves, pure guesswork , 

and i:gnoresthe actual exp-erience of the eompany~ 

. Further., the order reflects a downward adjustment 

in the test-year estiJnates of revenues upon the' basis of, 
- . 

info:rmation lIlade available after the compa.ny's initialestimates .. 

At the S3Jlle tilne, t.he order does not consider, later info:rmation 

which also shows increases in ~he company"s expenses to be g~ea:ter 
than original esti'lD.3.tes .. In my' opinionbot.h revenues ,and" exp,en'ses, 

, < '.')-' "',~ " ", \"~I'" .. ",,' '''', 

must be esti:m.i:ced at the same time' to: reach a . fair, and prope':!:'" 
l' 

reSUlt' .. 
4. 

. .. "''''r .. 
".1" . '. l",.,' . 

Now that the Federal courts>'have made 'it clea*hat : 
11";./ '. 

. '", .,- "1'1,,,;/_,.> ',', 

it is too late for them to resolve the accelerated:' de:eieciatio,n 

and inves~ent tax issues, we should take extracarc to assure 
\ 

a fair result. Instead of doing all that is necessary to' aSS-UTe 
'. 

the integrity of telephone service inCali£ornia, the· order add.s 
I • 

to the economic duress of .the company and directs's, rate'reduction 
, ' '',' . 

in the face of spiraling double-digit inflation and, interest-rates .. 
" 

Never in my memory: has an order. denied-a utility a 
, .' 

recovery of test-year expenses based solely upon guessw:o.rk and' 
" .", 

optimistic speculation about potential expense, savings inyeal's 
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, . 
beyond the test year. Such speculation is improper..:rhe 

situation is made far worse when these p.roj:ectedfuture savings 

are not matched against future expense increases' which,. in the 

real world, are far more certain to occur .• 

The order has created an authorized return on cap:ital . 

which. is purely fictional and unattainable. The' adoption ,,0£ an 
, , 

unreasonably and artificially low' expense estimateeffec:tively 

precludes Pacific from earning the authorized'return. Such a, 

return may only be attainable through reduct'ions: and cuts in, 

Paei£ic~s service - a. service deterioration which the ratepayers 
Ii i 

of the company can ill afford • 

San Francisco, California 
July 31~ 1979 

, " -, 

" ,~, 

, " 
. ,I, 

, " 

"" ' . 

, .' 


