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Decision No. 91495 APR2 w80

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of )

THE PACIFIC TELEPHONE AND TELEGRAFPH )

COMPANY, a corporation, for authority) Agflication No. 59269
to increase certain intrastate rates ) (Filed November 13, 1979
and charges applicable to telephone amended November 15, 1979)
services furnished within the State '
of California.

Investigation on the Comission's own
motion into the rates, tolls, rules,
charges, operations, costs,
separations, inter-company I N
facilities of THE PACIFIC TELEPHONE

AND TELEGRAPH COMPANY, & Califormia

corporation; and of all the

telephone corporations listed in

Appendix A, attached hereto. 3

/
%
g QII No, 63
settlements, contracts, service and 3 (Filed December 18, 1979)
)
)
)

(Appearances listed in Appendix A.)

INTERIM OPINION
GRANTING PARTIAL GENERAL RELIEF

Introduction

On November 13, 1979, The Pacific Telephone and Telegraph
Company (Pacific) filed its application with the Commission requesting
authorization to increase its telephome rates to produce approximately
$381 million of additional revenues and to authorize such rate incresses
on an interim basis in 1979, Pacific alleged in its application that
such relief is necessary because of the existence of unforeseen and
extraordinary circumstances, which if not alleviated by increased
rates, will result in Pacific's inability to attract sufficient
capital to finance its 1980 comstruction budget and its comsequent
ingbility to provide adequate telecommmmications services.
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In £iling this application Pacific relies on
Resolution No, M-4706 (June 5, 1979) which provides that utilities
may request rate rellef outside of the scope of the Regulatory
Lag Plan when a sudden, significant, and unforeseen change in
operating conditions exdists. In its Declaration of Robert M.
Joses, Treasurer, attached to the application,Pacific relies
on its Inability to obtain adequate xate relief, the possible
tax liability to the Internal Revenue Service (IRS), the issvance
of a deficlency notice by the IRS on September 27, 1979 relating
to 1974 and by economic developments during the recent past that
have resulted in escalating interest rates and & tightening of
the availability of credit as developments constituting a sudden,
significant,and unforeseen change in operating conditionms.

Pacific also sets forth in its application the following
reasons why a rate increase Is necessary because extraordinary
circumstances exist that imperil the provision of telephone
service in California.

a. Despite Pacific's efforts to promote economies
and cost controls throughout its operationms,
extraordinarily nigh wrates of inflation have
dramatically escalated the costs_of providing
telephone sexrvice in California £ar above the
estimates adopted by the Commission in
Decision Nos. 90642 and $0919.

Demand for telephone services continues to grow,
requiring large amounts of additional capital in

order to keep up with the service needs of
California consumers.

In the absence of a substantial increase in rates,
Pacific will be unable to atrtract, at reasonable

costs, the necessary capital to permit Pacific to
meet telephone service requirements.

In the absence of & substantial increase in rates,
Pacific will be denied the opportumity of earning
the rate of return on equity authorized by the
Commission in Decision No. 90642,
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Pacific has had to defer the sale of stock
authorized by Decision No. 90652 because of
the advice of the proposed underwriters that
the sale would not be favorably received by
the investing public.

Reflecting a lack of confidence in Pacific's
financial condition, Pacific's bond rating
has again been reduced by Standard & Poor's
Corporation from A+ to A.

Pacific's post tax coverage for the twelve-month

period ended August 31, 1979, was 1.78 as compared

with 2.02 for the same period ended in 1978 and

if refunds are ordered in Application No, 53587

and no rate relief is granted, post tax interest
;oveiage is expected to be between 1.30 and 1.32
or 1980.

A failure to provide a sufficient rate increase
will result in irreparable injury to Pacific, to
California and to the entire nation in that the

resultant inability to finance will injure
both intrastate and interstate services.

Any delay in providing the rate increase

requested will result in delay or failure

to obtain the needed capital and will risk

sexvice failures which will be difficult to correct.

Order Instituting Investigation No. 63 (OII No. 63) was

filed December 18, 1979 and consolidated for hearing with
Application No. 59269. Prehearing Conference was held on
December 14, 1979 and evidentiary hearings commenced on
Jenuary 15, 1980 before Administrative Law Judge K. Tomita.
The interim phase of the hearing was submitted on February 19, 1980
after 13 days of hearings with the oral arguments on Pacific's
Motion for Immediate Interim Rate Increase, Motions in Opposition
to Pacific's Motion for Immediate Interim Rate Increase wexe filed
by Western Burglar and Fire Alarm Association and Sonitrol
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Telephone Assistance. In addition to the above two protestants,
General Services Adminmistration (GSA) appearing for Executive
Agencies of the United States, the Cities of San Francisco,

Los Angeles and San Diego (Cities), California Intercomnect
Association (CIA), Sidney Webb, stockholder in Pacific,

General Telephone Company of California (Gemeral), Continental
Telephone Company of California (Contimental), 15 small

independent telephone companies, California Independent

Telephone Association,and the Commission staff (staff) participated
in the oral argzuments on February 19, 1980.

In addition to the statements made at the public witmess
hearings held to date, the Commission has also recelved approximately
500 letters from the public relating to the application. The main
areas of concern expressed were related to the proposed 95-cent
a2 month charge for the standard rotary dial instrument when used as
a main station, the elimination of the Proposition 13 eredict,
inability to make & commection, and the continuing reduction of
the Jlocal calling area, On the opposite side, there were several
customers who agreed that rate relief was necessary, Lf Pacific
was to continue to provide good service to the public.

Although the Zone Usage Measurement (ZUM) Plan adopted
in Decision No. 90642 in Application No. 58223, and the exchange
access rate plan ordered in Decision No. 90861 in Application
No. 55492 were not issues in this proceeding, many public witnesses
appeared to oppose the Commission's adoption of ZUM and the effect of
the exchange access rate plan on foreign exchange service. With
respect to amny service complaints, Pacific was requested to investigate
such complaints and prepare a reply to the customer, together with
a2 copy of such response to be included as an exhibit in this proceeding.

For the public witness hearings in Los Angeles, the
Commission found it necessary to change the hearing site from the
State Building to a nearby high school on the first day,and to the
Los Angeles County Board of Supexvisors building on the second day

by
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after the Commission was advised that several bus loads of senfor
citizens would be attending the hearings. Although Pacific was not
respousible for the change of site, it did provide shuttle bus service
between the State Bullding and Belmont High School on the first day,
and between Belmont High School and the Los Angeles County Board of
Supervisors building on the second day, should any party appear at
the original noted site and pot see the correction published in
the papers. We concur with the Administrative Law Judge in denying the
notion for cancellatiom of the hearings,and also will deny motion
for rescheduling since the second phase of the hearing will be
consolidated with Pacific's next general rate increase £iling for
which public witnesschearings will be scheduled.
Sumary of Opinion

This interim opinion and order authorizes a partial genexal
rate increase of $227.2 million. For the reasoms hereinafter
discussed, we do not f£ind Pacific has a financial emergency. However,
we have before us a results of operations presented for test year 1980
along with the results of Initial staff review. At this stage in
these proceedings Pacific's and the staff's showings bave been tested
under cross-examinationm and, as such, these matters are at & juncture
where partial gemeral rate relief, subject to refund, may be authorized.
Revenmue requirement and rate design issues surrounding Pacific's 1980
test year showing will receive fuxther scrutiny in later stages of
these proceedings. The granting of partial gemeral rate relief is
an option built into our procedures for processing general rate
increases under what is termed the Regulatory lLag Plan, adopted by
Resolution No. M-4706. In this instance we adopt that procedure
for these matters, Iinvolving a 1980 test year, even though they
are being processed outside the Regulatory lag Plamn.
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Pacific's Position

In support of its application for immediate interim
rate relief of $336.9 million (modified downward from the original
request of $381 million), Pacific presented eight witnesses
including Mr. T. J. Saenger, President of Pacific, two witmesses
from the financial community,and an economist from the University
of California at Berkeley.

Policy and Operations Testimony

Mr. Saenger testified that based on the October 1979
view of 1980 on which Pacific bases its request for rate. relief,
Pacific expects to earn, absent any rate relief, only a 7.36 percent
rate of return for 1980. Mr. Saenger further explained that in
developing Pacific's October 1979 view of the 1980 budget, the
operations as well as construction budget Yepresented comstrained
budgets and not the normal budget used iIn a general rate case.

The adopted capital budget levels were described as below the level
engineering tests and judgment support and below the level which

Mr. Saenger would recommend to the Board of Directors if the
financial circumstances permitted. The funding of this constrained
budget is contingent on Pacific's receiving immediate and substantial
rate relief early in 1980.

Mr, Saenger testified that the fimancfal situation called
for a reduction in the capital budget from an engineering-recommended
level of $2.560 billion to a constraimed level of $2.312 billion.

The following tabulation shows the areas of reduction and the possible
impact such reduction would have on service.
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THE PACIFIC TELEPHONE AND TELEGRAPH COMPANY
CONSTRUCTION BUDGET

The $248 million reduction made in arriving at the current 1980
budget level introduces service risks and less efficifent operations.

$ Millions Reduction Impact
Eungineering Recommended Level 2559.5

Customer Gain (80.0) " Administrative adjustments
Anticipates 47,500 less
Custowmer Gain than the
official forecast..
Increages service risk.

Non-Equipment Buildings (12.6) Less efficient operationms.

Electromechanical Switching (18.7) Less efficlent operations.
Equipment Modernization

Reduction and Deferral of (X0.7) = - Minimal impact.
Switching Growth Capacity

Trunk Circuit Purchase (11.4) Increagsed risk of
Network overload..

Increases in Outside Plant (13.4) Increased service risk.
Utilization ‘

Motor Vebicles and Furmiture (58.3) Less efficient operations.

Other Modernization Projects (6.4) Defers operating expense
savings, ,

Qutside Plant Rehabilitation (15.0) Increased service risks and
less efficient operations.

Routine Expenditures (10.2) Increased service risk. -

Other Projects (11.3) Increased service risk.
Total Reductions (248.0)

October 1, 1979 Budget 2311.5
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0f the $2.312 billion constrained construction budget for
1980,Mx.Saengexr testified that 59.5 percent is to meet growth,
17.7 percent for customer movement, 6.l percent for plant replacement,
and 16.7 percent for modernization. The first three components are
directly related to customer demand, and even capital expenditures
related to modernization are closely related to growth requirements.
Mr. Saenger further testified as to the various reviews, tests
and analyses Pacific made to assure that it is making efficient use
of capital. For instance, in evaluating a key modernization project,
it uses as an analytical tool,a technique called Capital Utilizetion
Criteria, to ensure that the cost of the project is more than offset by
expense savings to produce net savings over the long run. He furthex
explained that high plant utilizatfion ratio compared to other Bell
companies presents a higher degree of service risk than is preferable.

Mr, Saenger further testified that if Pacific is only able

to obtain $450 million of financing from externmal sources in 1980
instead of the budgeted $1.2 billion,it would have to reduce its
capital budget by $950 million, reduce employees by 4,000,and such
action would have a disastrous effect on Pacific's ability to provide
sexvice, Under such circumstances held orders (unfilled oxrders for
telephone service) at the end of 1980, are estimated to range between
130,000 to 170,000.
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Although under the constrained budget for 1980
Pacific 1is targeting to maintain service at current levels,
Mr. Saenger indicated that it would create undesirable backlogs
in Pacific's modernization and replacement programs, While the
constrained budgets do not allow Pacific to do what it should
do in the best interest of its customers, it was the best Pacific
could do under its existing financial situation. The comstrained
budgets wexe developed to minimize the impact on service.

Mr. John Dennis, Assistant Vice President-Regulatory
Planning presented Pacific's results of estimated Total California
and Separated Results of Operations for 1980. Mr. Dennis testified
that Pacific's projected intrastate rate of return for 1980 on a
Commission basis is expected to be 8.04 percent compared to the
10.25 percent authoxrized in Decision No. 91121. Mr. Dennis

testified that $336.9 million in additional revenues are required
in oxrder for Pacific to be afforded the opportunity of earmning
the 10.25 pexcent authorized rate of return. Such revenue
requirement was premised on Pacific’'s not contesting any of the
adjustments and disallowances ordered in Pacific's last general

rate cagse (A.58223) although Pacific did not necessarily agree
with the adjustments.

Economic Tmpact Testimony

Pacific next presented Dr. Kenneth Rosen, Professor of
Economic Analysis and Policy in the School of Business Administration
at the University of California in Bexkeley to testify on the impact
of the reduction of Pacific's construction expenditures by
approximately $950 million in 1980 on the Califormia economy.




A.59269, OII 63 =x

Dr. Rosen testified that the reduction of $950 million
in construction and equipment purchases aftex application of a
conservative 2.5 regional multiplier would have a $2.375 billion
effect on state personal incowe and the reduction in payroll of
$100.8 million after application of a 3.0 multiplier would have a
$302.4 million effect on state personal income or a combined total
of $2.677 billion. Dr. Rosen concluded that it would be a
serious error if this Commission forced Pacific into a situstion
where it must curtail the telephone service which it provides
to Californians.

Financial Testimony

Mr. Robert M. Joses, Treasurer,testified on Pacific's
detexriorating financial condition and stated that without
substantial rate relief early this year Pacific will be unable
to raise sufficient capital in 1980 to fund its comstruction
budget. Mr. Joses stated that in addition to the lack of adequate
rate relief Pacific's difficulties have been further exacerbated
by the IRS deficiency notice issued September 27, 1979 for $89 million
plus interest relating to tax liability for 1974, by the further
possible federal tax liability for the vears 1975 to the present, and
by the deteriorating market conditions with record level interest
rates and a tightening of the availability of both long~and short-
term credit.

Mr. Joses testified that Pacific's construction budget
requirements for 1980 are over $2.3 billion, and over $1.2 billion
will have to be raised from extermal sources. It was his opirnion
that Pacific will not be able to raise that amount of money without
substantial rate relief early this year. Even with substantial rate
relief, it would be difficult to raige capital because of soaring
inflation and contracting credit availability. Without substantial
rate relief Mr. Joses stated that Pacific's financial position will
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deteriorate below the level which would make such financing
possible,

Mr. Joses testified that the bond ratings given by Moody's
and Standard & Poor's are given gubstantial weight in the investment
commnity. He further testified that Standard & Poor's in its
November 10, 1979 issue of Fixed Income Investor stated that it
was maintaining the "A'" rating on Pacific's debenture issue while
awaiting confirmation of an improved regulatory enviroument for
the company. It was Mr. Joses opinion that there was real danger
of a further downgrading to BBB/Baa 1f the projected 1,32 post
tax interest coverage became a reality in 1980 absent substantial
rate relief. Moreover, since the projected earnings per share for
1980 would fail to cover the $1.40 dividend, Pacific will be faced
with either cutting dividends or reducing retained earnings and
increasing borrowings by an equivalent amount. In Mr. Joses'
opinion, neither option 1s desirable since further financing abilicy
depends on the maintenance of the dividend xate.

Mr. Joses further stated that even should Amexrican
Telephone and Telegraph (AT&T) participate in an issue of common
stock, substantial immediate Intexrim rate relief would still be
necessary 1f the investor is to be convinced that there is a
likelihood for improved earnings in the Immediate future.

Mr. Joses concluded that even with a $336.9 million
rate inerease, Pacific's finmancial ratios demonstrate & need
for further rate increases before adequate financial stability
can be regained. Although the $336.9 million increase will
enable Pacific to finance its 1980 comstruction budget, Mr. Joses
testified that it was still substantially less than necessary to enable
Pacific to regain its financial flexibility as indicated by the
less than satisfactory post tax interest coverage of 1.65 and the
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return on average common equity of 9.63 percent on a2 financial
reporting basis which will remain substantially lower than the
12.25 percent return found reasonable by the Commission.

Mr. Thomas A, Saunders III, Vice President of the
investment banking firm of Morgan Stanley & Co., testified
that the capital market is aware of Pacific's need for substantial
amounts of external financing in 1980 and its lack of £inancing
flexibility to meet those needs. Mr. Saunders testified that
it was critical that Pacific maintain its A/A bond ratings if it
hoped to sell $900 million of debt securities in 1980.

Without the proposed interim rate relief, Pacific's 1980 £ixed
charge coverage levels are projected to decline dramatically to
a level below those for BBB rated utilities, and would surely
result in dovmgrading of Pacific’'s bond ratings.

Mr. Saundexrs further testified as to the need for Paclific
to have access to the equity markets as it was not feasible for
Pacific to raise the entire $1.2 billion of external financing
in the debt mexket. However, in oxder to sell equity Pacific
needs imediate and substantial rate relief so that Pacific's
Boaxrd of Directors can make a positive statement that it will
maintain its current dividend rate.

Mr. James K. Dobey, retired banker and former Chairman
of the Board of Wells Fargo and Company, testified that without
immediate rate relief, without adequate long-term funds available,
and projected 1980 earnings far below the present dividends, it
will be impossible for Pacific to obtain sufficient short-temm
borrowings to get it through 1980. Mr. Dobey testified that a
short-term lender puts substantial importance on & company's .
bond ratings since lower ratings mean reduced access to financial
maxkets and higher prices, therefore resulting in lessened sbility
to repay commercial loans.
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Mr. Robert Berry, Assistant Secretary and Agsistant
Treasurer testified on the status of Pacific's proposed $100 million
preferred stock offering. He testified that he discussed the
proposed offering with Pacific's New York agent who indicated
that there was significant investor resistance to the $100 million
offering and that in the agent's opinion only approximately one-half
of the issue could be sold. Mr. Berxry indicated that the adverse
regulatory climate in California together with Pacific's decline
in earnings and various financial ratios were frequently mentioned
as reasons for investor resistance to the proposed offering.

Rate Design Testimony

Ronald R. Banduccl, Pacific’'s rate design witness,
presented Pacific's rate design to procuce the additional $336.9
million of revenues to Pacific, after settlement, on a2 1980 test
year bagsis. Mr, Banduccl proposes increases in various rates and
charges for basic exchange, terminal equipment services, private
line, message toll service, optional calling measured sexrvice, and
certain non~-recurring charges. He also recommended a restructure
of the basic exchange service rate for residential use by dividing
the service into two rate elements: 1) Exchange access line rate,and
2) utility-provided telephone rate. Under his proposal the current
exchange service rate will become the exchange access line rate and
a new monthly rate of 95 cents for a standard rotary disl telephone
be established. He also proposed removal of the Proposition 13
bLll credit. “

In support of his rate design proposal Mr. Banducci
testified that the Revenuve and Cost Summary by Service Category
for 1980 without xrate rellef indicated that basic exchange, vertical
services and state private line will not produce revemues sufficient
to recover costs and that even under the rate relief sought by
Pacific, revenues for the above three services would still be less
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than the cost of providing the sexrvices as shown below:

Revenve/Cost Ratio
, Without Rate With Rate
Type of Service Relief Relief
Basic Exchange A .49
State Private Line .72 .34
Vertical Services .90 .95

Mr. Banducci testified that competition in the various
services must be considered in the rate design to see that rates
for Pacifie's product and sexvice line produce sufficient revenues
in the present and the future, to mzintain and improve Pacific's
financial abilicy to continue meeting the growth demands for basic
exchange services; rates must be sufficient to earn profits from
all sexrvices other than basic exchange sexrvices if low basic rates
are to be maintained, and rate levels must be such that customers
will select Pacific's products and services when they believe the
value they receive is better oxr equal to what they pay in the market-
place.

He further testified that with the enactment of interconnect
regulations by both the Federal Communications Commission and the
California Public Utilitles Commission, the telephone utilities were
no longer the sole authorized providers of telephone instruments to
customers. Customers today can purchase these instruments from
various sources and connect their instrument to the telephone
network. The proposed rate restructure recognizes this fact and
separates the basic exchange service charge to an access line
charge and & new iumstrument charge of 95 cents per month for the
standard rotary telephone when used as a primary station telephone.
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The additional standard rotary dial telephone set rate of

95 cents will apply to residential individual flat or measured
sexvice including so-called lifeline customers who use utility-
provided standard rotary instrments. Mr. Banducci further
testified that his rate restructure proposal extends to standard
telephones the rate treatment which the Commission adopted for
premium telephones in Decision No. 90642.

For the business basic exchange service, Mr. Banducci
recommends the adoption of an exchange access line terminating
on & jack without a utility-provided telephone similax to that
proposed for residence service and the elimination of all usage
allowances. I£ the business customer used utility-provided
terminal equipment he would be charged an additional amount.

For terminal equipment services Pacific proposes a general
20 pexcent increase for virtually all terminal equipment sexvices
which have not had their rates increased since February, 1978.
Pacific also proposes inc¢reases in private line rates which will
increase those xates for which charges are proposed by about
30 percent. In addition, Pacific proposes increases in certain
multi-element sexrvice comnection charges,namely, an increase in
the premise visit charge from $6 to $8 and the station handling
charge from $5 to $8. Under these proposed rates, the cost of
a simple residence service connection will increase from $37
to $42 and for a simple business connection from $47 to $52
(assumes that wiring and jacks have to be placed).

Pacific also proposes an increase of 1 cent for direct dial
day toll rates for the initial period in all mileage steps
between 0 and 30 miles, and for the additional minute rates
for mileage steps between 17 and 40 miles; a S-cent increase
in the operator-assisted surcharges and increases in coin rates
in all mileage steps between 13 and 25 miles. These increases are
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estimated ro increase message toll revenues by $34.2 million
annually. Optional calling measured service (OCMS) is affected
by the proposed message toll rate charges and 1s changed to
maintain the same relationships.

A summary of the estimated amnual effect of Pacific's
rate design proposal is shown in the following tabulation:
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Estimated Annual Revenue
Effect of Proposed Rate Charges
(Millions of Dollars)

Year 1980

Total Percent
Intrastate Increase

Basic Exchange Rates
Residence -~ Utility-provided primary set charge $49.2 11.7

Business -~ Utility-provided primary set charge
and uniform basic business line rate
and elimination of usage allowances 78.3 42.8

Texrminal Equipment

Increases certain rates and charges
for Centrex, PBX, Key Telephone
Service, Data Terminals,and other
supplemental equipment

Non-Recurring Charges

Increase certain service connections,
and certain installation charges

Private Line Service

Increase local loop and non-recurring
charges

Message Toll Service
Increases in message toll rates

Optional Calling Measured Sexrvice
Increases in certain rates

Proposition 13
Regidence - Eliminate bill credit

Business - Eliminate bill credit

*Represents an 8.3 percent increase in total local and toll
intrastate revenues.

-17-
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Mr. Banducci also recommended that should the
Commigsion authorize an increase in rates less than the
$336.9 million requested by Pacific, the priority for rate
increases and restructuring shall be as follows:

Category 1 (highest priority)

Elimination of Proposition 13 bill credit.

Increases in terminal equipment and private
line service.

Restructure of business and residence
exchange service (primary set charge)
and 8 miform business access line rate.
Category 2
Increases in non-recurring charges.

Category 3
Increases in message toll and OCMS.

Staff Evidence and Position

The staff presented five witnesses who testified on
Paclfic’'s request for immediate interim rate relief. Robexrt C.
Moeck, Project Manager III, irn charge of the Communications and
Watexr Group of the Revenue Requirements Division, sponsored an
exhibit on the Results of Operations and Separated Results of
Operations for Test Year 1980 based on the staff investigation
nmade on the interim phase of this proceeding.

Based on the steff review and adjustments to Pacific's
estimates as shown in Table 1, Mr. Moeck estimates that Pacifie,
undex current rates, would earn & 9.21 percent rate of return
instead of the 8.04 percent rate of return estimated by Pacific.
Mr. Moeck testified that this would be 1.04 percent less than
the 10.25 percent rate of return found reasonable by the Commission,
resulting in 2 vevenue requirement deficiency of $157.8 million.
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The Pacific Telepbore and Telegraph Compaxny
) SUMMARY OF EARNINGS -
Present Rates

: Total California :___California Tptrastate~-

: - Star? : : Stare
Item :Utﬂ.‘.ty‘y s Adjmt. ¢ Adiusted:Utility-y s Adjmt. tAddusted
(&) (3) (c) (D) (E) (¥}
Cverating Revenues

Local Service Revenues $2,036.2 $§ - $2,036.2 $2,033.9 $ - $2,033.5
Toll Service Revenues 3,188.7 40.8  3,239.5 1,818.9 40.8 1,859.7
Miscellaneous Revenues 292.9 12.% 305.0 292.9 1z2.1 305.0
Iess: TUncollectibles 69.7 -7 70.4 53.3 .7 5S40

Total 5,458.1 52.2 5,510.3 4,092.4 S52.2 &,l4k.5

Operating Expenrses and Taxes

Current Maintenance 1,361 (EL55) oLk (32.5)

Depreciation & Amortization -  T90.6 .1) 595.0 53.1)
(2§ 308.7 (22.2)

503.6 (28.2)

Traffic Expenses 392.1
287.0  (12.0)
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Commercial Expenses 60L.4 .0)
' Gen. Office Salaries & Expemses 310.4 (15.0)
Operating Rents LT.4 T - 36.7
Gen. Services & Licenses 75.8 - 5T7-3 -
Balance Qther QOper. Expenses $23.5  (17.1) Lo1.6 (13.0)
Total Operating Expenses &,102.6 (143.2) 3,148.3 (111.0) 3,037.3
Operating Taxes - Fed.Income 157.3 9.1 110.2  75.9 186.1
- C2l.Corp.Fr. 17.6 2.8 7.5 2. 9.8
- Social Seec. 112.0  (5.3) 86.0 (‘»{_?.) 8L.9
- Qther 124.8 .1) Qk.L .1) k.3
Total L,554.3  (54.7) 3,880.4 0 (37.0) 3,409.4
Salance Net Revexzues 903.8 1,010.7 646.0 T35.2
Avg.Net Plant & Working Camnital
Telephone Plant in Sexvice  14,093.0 (T0.7) 14,022.3 10,662.3
Property Held for Fut.Tel.Use 3.0 - 3.0 2.3
Telephore Plant Acquisition AdJ.
Working Cash 249.0 - 245.0 19L.T
Materials & Supplies 110.9 - 110.9 8L.2
Less: Derreciation Reserve  2,612.9  (2.1) 2,610.8 1,956.8
Less: Reserve for Def.Taxes 1,273.1 1. 1,272.2 - 953.3
Total 10,569.9 . 10,503.2  &,030.4 7,979.7
Rate of Retwrz 8.55% 9.62% 8.0L% 9.21%
(Red_Figure)

Sxhidit 6, pages 3 and 6.
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Mr, Ermet Macario, Supervising Utilities Engineer in

" the Commmmications Division, recommended that in addition to the
$157.8 million revenue requirement deficiency testified to by
Mr. Moeck, Pacific should also be permitted to recover the
$69.4 million additional marketing expenses by increasing xrates
for competitive services. In making his recommendation witmess
Macario considered the fact that whereas ten years ago Pacific v//,/
operated in a near exclusive monopoly environment, with the infitial
impetus of the Carterfone case in 1968 and further actions by the
FCC and this Commission, Pacific today operates in a competitive
wmarketplace for many of its service offerings. Mr. Macario
testified that this not only included practically all terminal
equipment, such as PBX and Key Systems, telephone instruments,
answering devices and call forwarding equipment,but also long
distance voice and data transmission services which now compete with
Pacific and Bell System message toll and private line services.
In addition Mxr, Macario stated that & number of bills have been
introduced in the U. S. Congress in recent years with the
principal objective to foster competition and to partially
deregulate the utility coumumications industry which would
directly affect terminal equipment and intercity-sefvices when
and if they become law.

Mr. Macario noted that today the utility and the
regulator are faced with changed and changing circumstances
especially in the area of providing ter.inal equipment. The
utility, to meet its unregulated competition, needs f£lexibility
in pricing, quick response to new technology, and an aggressive
marketing effort. According to Mr. Macario, each of these
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factors .is frustrated to a large or small degree by the

- regulatory process. On the othexr hand, Mr. Macario noted

that the regulator is driven primarily by concern that the utility
operations in this competitive market not be subsidized by the
monopoly portion of the utility operation.

Mr., Macario recommends that although the $69.4 million
adjustment made by the staff to Pacific's estimated intrastate
operating expenses (commercizl expemse of $28.2 million,
maintenance expense of $32.5 million and $8.7 million of associated
salary overheads) representing expenditures which are the effects
of a commitment by Pacific to an increased marketing effort to meet
competition should not be a paxrt of rates for other than competitive
services, Pacific should be permitted to recover such v////
expenditures by increased rates for competitive services.

Mz. Paul Popence, Jr., Chief of Rates Branch in the
Communications Division, offered policy testimony as to the prierity
in which the rate changes proposed by Pacific should be authorized
1f the Commission were to issue an interim order in this proceeding.
The staff recommendation on priority of implementing rate increases
is set forth in the following tabulatiou:
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1
2
3
4
S
6
7
8
9

3
le

PRIORITY OF IMPLE?%g?ING RATE INCREASES
THE PACIFIC TELEFHONE AND TELEGRAPH COMPANY

The Pacific Telephone and Telegraph Company
Application No. 59269

COMMISSION Sgg?? RECOMMENDATION
PRIORITY OF IMPLEMENTING RATE INCREASES

Rate
Ttem Increase

Cumilative
Inerease

Message Toll Service $42.7
Optional Calling Measured Service -2
Terminal Pquipment 45.6
Private Line Service 20.4
Non-Recurring Charges 21.6
Business Primary Set Charge - Phase A 3.1
Residence Primary Set Charge - Phase &  25.9
Business Access Line Rate - Phase A 38.7

Proposition 13 -~ Eliminate Business
Credit 29.6

Proposition 13 - Eliminate Residence
Credit 57.8

Business Primary Set Charge -~ Phase B 3.0
Residence Primary Set Charge ~ Phase B 23.3
Business Access Line Rate - Phase B 25.0

Note: Phase A and B rates set forth on Attachment B

$ 42.7
42.9
88.5

108.9
130.5
133.6
159.5
198.2

227.8

285.6
288.6
31L.9
336.9
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Mr. Popenoe recommended the Iincrease in message toll
service as f£irst priority and at an $8.5 million higher level than
Pacific with a corresponding $8.5 million lower increase in business
access line charges. His reasons for assigning top prioxrity to
meggage toll are: :

a., Exhibit 6 indicates that intrastate toll operations
earnings are lower than exchange operations
earnings.

b. Message toll service rates are applicable
throughout the state to both Pacifiec and
the independent telephone companies. An
increase in message toll rates at this
time would therxefore xreduce the pressure
for independents to seek rate Increases.

Any increage in rates which may be authorized
would be of an interim nature. Should it be
later determined that the amounts authorized
were excessive and refunds are in oxder, the
higher priority item would be less subject to

refund thereby making statewide refunds on toll
which would be extremely complicated,less likely.

Mr. Popenoe next recommended increases in the categories
of cost-based rates; terminal equipment, private line service and
non-recurring charges. In the last area for increases are increases
in basic rates as shown in ranks 6 through 13 in the above
tabulation. Mxr. Popenoe supported the undbundling of basic rates
into an access line chaxge and a charge fox telephone instrument.
This unbundling of the basic rate was consistent with recent oxrders
of the Federal Communications Commission which provide that customers
may connect their own FCC registered telephones to the system, If£
the customer chooses to use his own equipment he should only pay
the access line rate. )

In connection with Mr. Macario's recommendation that
Pacific be zllowed to recover $69.4 million of intrastate expenses
which are being incurred on increased marketing activities in the
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competitive areas, Mr., Popenoe recommended that Pacific be
authorized to make a tariff filiﬁg for increased rates using
the following guidelines:
1. Rates to be Increased only in the state
private line and vertical sexrvices category.

2. Only rates for competitive services should be
increased. For instance, there should be no
{ncrease in exchange suburban mileage rates which
is a non-competitive offering in che vertical
sexvices category. '

No rate should be increased more than 50 percent ovex
present rates when considered in combination with
increases that may otherwise be suthorized in the

proceeding.

The final staff witness James D. Pretti, Principal
Financial Examiner in the Revenue Requirements Division
restified on the effect of the $227.2 =million rate increase
recommended by the staff on Pacific's 1980 financial ratios and
the impact of those financial ratios on Pacific's ability to
finance its 1980 construction budget. Table Z presents the
pro forma financial ratios and statistics used for Pacific's

published f£inancial zreport. Table 2 was prepared using the
following assumptions:

a. Rates are set on & fully normalized tax basis.
b. All current regulatory decisions are reflected.

$300 million in common stock is issued on
June 1980.

The composite tax rate on the $227.2 million
is 50 percent.

Interest deduction includes $123.7 million accrued
interest in 1980 on pre-1980 tax liabilities.
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TABLE 2

The Pacific Telephone and Telegraph Company and Subsidiary
: FINANCIAL RATIOS AND STATISTICS
Pro Forma 1980
($ Millions)

Description : Case I + Case II =
Total Operating Revenue $5,602.1 $5,829.3
Total Operating Expense 4,316.7 4,316.7
Interest Deductions 661.4 661.4
Misc. Othexr Income - Net 48.8 48.8
Total Operating Taxes 406.2 519.8
Net Income 266.6 380.2

Preferred Dividends - 54.3 54.3
Earnings Avail. for Common 212.3 325.9
Avg. No. of Shares Quts. 179.1 179.1
Earnings Per Share 1.19 1.82
Current Dividend 1.40 1.40
Payout Ratio 117.6% 76.9%

Interest Coverages
Pre-~Tax 1.66x 2.00x
Post-Tax 1.40% 1.57%

Case 1 - Pacific’'s 1-14-80 outlook for 1980.
Case II - Case I with $227.2 M in rate relief.
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Mr. Pretti testified that the $227.2 million rate
increase will increase earnings per share from a $1,19 to $1.82
and improve the pre-tax times interest coverage from 1.66 to
2.00. He concluded that the 2.00 pre-tax interest coverage
should, on an interim basis, enable the compsny to protect
its current bond ratings and attract required debt funds.

Cities Position

Mr. Snaider arguing for the Cities of San Francisco,
Los Angeles and $San Diego (Cities) states that the intexim
relief requested in this case should be denied at this tinme
because it is premature. Procedurally, Cities argued that
this application violates the Regulatory lLag Plan provisions
allowing utilities to file fox rate relief only once every two years,
and notes thet Pacific already bas rates set or a 1979 test year.
In addition, Mr. Snaider argues that the Commission staff did not
have the time to put forth 2 case of competent quality under the
scheduling adhered to in this proceeding.

In comnection with Pacific's allegation that sudden,
significant, unforeseen changed circumstances justify emexgency
interim relief, the Cities argue that there simply has not been
any new sudden, significant, unforeseen or changed circumstances.
The only two changed circumstances that have occurred have only
been favorable to Pacific according to the Cities in that
the Commission has granted Pacific £ull use of normalized
depreciation and AT&T's decisiorn to purchase Pacific's stock.

The Cities further argue that Pacific’s financial problems were
caused by AT&T's policy and by Pacific's imprudence and obstinacy.
The Cities argue that the $157 million increase
recommended by staff Witness Moeck for Pacific is based on glaring

deficiencies of time and lack of analysis. The Cities further argue
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that staff Witness Macario's recommendation to allow Pacific

to recover $70 million of ratemaking adjustments in the area

of commercial and marketing, and maintenance expenses in the
form of higher rates in the competitive services is without
basis. The Cities argue that the $70 million adjustment made by
Mr., Moeck had only limited relation to compertitive marketing
and that Mr. Moeck agreed that commercial and marketing was

both competitive and nom-competitive but he ¢could not break

out the competitive and non-competitive marketing aspects.

The Cities comclude that there has been no stz2ff showing
to date to support Interim relief and that the two alternatives
available to the Commission are to allow the staff adequate time ~//’
to put on Lts showing or to discontinue zhese proceedings and . let
Pacific proceed with a 1981 :est'year under the Regulatory lag FPlan.
CIA's Position

CIA argues that the record in this proceeding already
shows that Pacific is failing to meet adequate standards of public
sexrvice even in the vital area of providing monopoly service.

CIA argues that had vertical services been fully cost priced
residential rates could have been ome and a half billion dollars
less over the pexiod 1972 to the present.

CIA argues that Pacific is indeed in a state of emergency,
and Pacific should be required to do certain things in an emergency
before giving Pacific everythizng it is seeking in this proceeding, such
as ordering Pacific to stop making payments to AT&T. CIA ¢laims
that Pacific is losing large amounts of money in vertical services
and therefore it should abandon the terminal eguipment field. CIA
also arxgues that in addition to the $70 =million of excess marketing
expenses, approximately $30 =illion of disallowed license contract
expensaes should be included in the amounts Pacific must charge
for terminal equipment. In CIA's view such increases should be
spread across the board for competitive services and not selectively
as in Pacific's rate design proposals.

27~
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CIA sponsored one witmess, Mr. Joel Effron, President
of Scott-Buttner Commmnications, Inc¢c., who testified as to the
competition that exists in telephone terminal equipment in
Califormia. Mr. Effron testified that there is intense competition
between the unregulated vendors who f£ind it difficult to compete
profitably because of the restrictive ceiling that the prices
of equipment from the regulated utilities impose upon the market.,
It was Mr. Effron's opinion that competition in the terminal
equipment £ield benefits the customer whether he buys his owm
equipment,or stays a customer of the telephone company, in
that the customer has greater options, and the benefit of more
innovations in communication equipment.

Mrx. Effron recommends that rather than adopting Pacific's
rate proposal for vertical services he recommends a2 10 perxrcent
increase on grandfathered equipment, supplemental equipment
charges and othexr key equipment; a 20 percent increase on ComKey
and Horizon rates and a 30 percent increase on SGI/IA and
Dimension, six~button and tem-button sets and associated equipment
and the single line set used as a main or extension behind any PBX.
GSA's Position

General Services Administration (GSA) appeaxing for the
Executive Agencies of the United States argue that there is nothing
new or different to support the criterion for emergency rate
relief sought by Pacific. GSA argues that Pacific's presentation
is pretty much the same as that offered and essentially rejected by
the Commission in Pacific's last major rate case (A.58223).

GSA also alleges that the staff study in this proceeding,
while probably the best that could be done under the time constraints,
was inadequate. GSA also faulted the rate design offered by Pacific
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in rvesponse to Mr. Macario's recommendation that Pacific should
be allowed to recover $70 million of excess expenses by further
increasing rates for vertical sexrvices. GSA claims that whereas
witness Macario admitted that the type of marketing done by
{installers was probably more in the residential service such as ex-
tension, Princess and Trimline telephones, and probably not very
mach in Key telephones, PBX and Centrex, Pacific’'s rate proposal
for this $70 million is Placed entirely on private

line and Key telephone service. GSA also criticized the lack

of evidence in this proceeding as to where the actual competition
is in the telecommunication field in California and that such
competition has not indicated that it is ready, willing, and able
to compete vigorously should deregulation of certain telephone
company services become a fact.

Mr, Webb's Position

Mr. Webb, a stockholder in Pacific, argues that Pacific

has made a prima facie showing that it needs interim rate relief
of $336.9 million and that such relief should be granted subject
to refund in the interim phase of these proceedings. He xecommended
that such rate relief should be conditioned on the fact that
Pacific's 1980 f£financing would be comprised of the $300 milliom
debt offering authoxized by Decision No. 91327, a $100 million
preferred stock offering requested in Application 59324 and an
$800 million common stock sale to be derived through a rights
offering. The magnitude of the common stock offering results

from the fact that Pacific has had no common stock offering

since 1973 and needs a large equity sale to reduce the debt ratio
to 50 percent, according to Mr. Webb.
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General's Position

General urges the Commission to grant the rate increase
requested by Pacific. General expresses its concern about
deterioration in the communications network and the potential
for further deterioration. General recommends, however, that the
Commission should adopt the positions set forth by staff
Witness Popenoe of increasing intrastate toll by approximately
$42 million or, in the altermative, increase total intrastate
toll by $93 million statewide, out of which approximately $68
nillion would flow to Pacific rather than the $34.2 million
increase recommended by Pacific.
Continental's Position

Continental supports the granting of interim emergency
rate relief to Pacific. Continental argues that traditionally
the Commission's policy as set forth in its various decisions
is to have the more risky toll operations bear a higher xrate of
return than the less risky exchange services. However, under
the rate design proposed by Pacific orxr the staff Continental
argues that the evidence indicates that the rate of return
on toll services is less than the rate of return on exchange
sexvices, Continental argues that the rate of return on toll
service has got to be ralsed to at least equal Pacific's cost
of money ox 10.25 percent and that the record in this proceeding
will support an increase in toll revenues much better than it
will support an increase in vertical services.
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Fifteen Small Independent
Telephone Companies' Position

The 15 Small Independent Telephone Companies,
Calaveras Telephone Company, Capay Valley Telephone System, Inc.,
Doxris Telephone Company, Ducor Telephoné Company, Evans Telephone
Company, Foresthill Telephone Company, Happy Valley Telephone
Company, Hornitos Telephone Company, Livingston Telephone Company,
Mariposa Telephone Company, The Ponderosa Telephone Company,
Sierra Telephone Company, Inc., The Siskiyou Telephone Company,
and Volcano Telephone Company, support Pacific's request for the
full $336.9 million interim rate relief and in no event less than
the $227 million recommended by the staff. The small independents
disagree with the low priority given by Pacific to toll revenue
increases nor the 2.2 percent increase for toll compaxed to the
overall 8.3 pexrcent increase being requested. In fact, the small
independents argue that if Pacific is to earn its 10.25 percent rate
of return, intrastate toll should be earninga 12 percent rate of
return and exchange operations an 8 percent rate of return.

Similar argument was made by Mr. Bob Ringman, Executive
Vice President of the Califormia iIndependent Telephone Association

which includes 24 independent operating non-Bell Telephone Coumpanies
that serve Califormia.
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Western Burglar and Fire
Alarm Association's Position

Western Burglar and Fire Alarm Associlation (WBFAA)
joined in by Sonitrol Telephone Assistance, opposes the granting of
an immediate interim rate increase. WBFAA argues that although’
the Commission failed to grant any more than nominal rate relief
to Pacific in Application No. 58223, in restructuring rates it,
however, granted in excess of a 50 percent rate increase for
private line service used by burglar and fire alarm companies.
Such Iincreases are alleged to have had a negative effect on
alarm users and resulted in many having discontinued service.
WBFAA argues that buxglar and £ire alarm service is a necessary
emergency service which should be affordable to the entire
population. WBFAA further argues that burglar and fire alarm
services are essentially no different than the basic exchange
network which has been subsidized for years.

WBFAA argues that the increases Pacific is seeking
with respect to the alarm users ranging between 37 and 67 perceat
is unreasonable, unjust,and uncomscionable. It believes that the
50 percent increase levied against the alarm users in Decision
No. 90642, sheuld be sufficient to enable Pacific to attract necessary
capital and to obtain necessary credit. It recommends that Pacific's

moticon and application be denied.
issues

The three issues at this stage of these proceedings are:

2. Is Pacific faced with a £inancizl exergency
sufficient to warrant interim rate relief or is

There any otker basis for granting a revenue
increase?

If so, what smount of relied should Pacifice
be granted?

Weat rate design skhould be adopted o provide
the necessary increase in revenzes?
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Discussion

Financial Emergency i

Pacific,in this proceeding, claims that it is confronted
with a financial emergency because of {ts inability to finance its
constrained construction budget for 1980 without substantial xate
relief. While the projected financial ratios used for £inancial
reporting purposes indicate that earmings per share for 1980, under
present rates,are estimated to be only §l.19‘per share, and pre-
and post-tax interest coverages 1.66 and 1l.41 times, respectively,
we must recognize that actions taken by Pacific, and its paremnt, with
respect to accelerated depreciation, and the failure to issue common
stock since 1973, thereby.creating an unbalanced capital.
structure, contribute to these less than favorable figures. Also,
contributing to the appearance of fimancial emergency is the
assumption that the IRS would prevail in its assertion that the AAA,
and AA ratemaking methodologies used by the Commission in Decision
No. 87838 are not proper normalization methods, thereby saddling
the company with substantial interest costs which aggravate the
interest coverage problems of Pacific. This is demonstrated by the
improved 1.84 and 1l.51 pre~ and post-tax interest coverages that
would result if such interest liabilities did not materialize.

Although we do not agree that the ciaim of financial
emergency has been sustained, we do agree that partial interim rate
relief is In order since we are now well into the 1980 rate year,
and Pacific, using staff estimates, is expected to earm only a 9.21
percent rate of return on intrastate operations in 1980 which is
velow the 10.25 percent return.authorized in Decision No. 91l21.
This action is consistent with our prior decisions granting partial
interim rate relief uncder the Regulatory Lag Plan procedure. We
believe thdt, based oz the direct testimony and cross—examination of
Pacific and staff witnesses iz this proceeding, the granting of partial
geaeral rate relief is in oxder. Suck rate relief will, of course, be
made subject to refumd should later hearings pwove that the partial
general increase granted was excessive.

_33—




A.59269, OITI 63 jo *»

It should be noted that the instant proceedings are not
within the filing cycle set forth in the Regulatory Lag Plan. Pacific
has a 1980 construction budget that has materially increased over
its 1979 budget because of customer growth and increased demand
for telephone  service. This circumstance led to our processing
Application No. 59265. It is criticel that Pacific be in a positiox
where it can attract the large amounts of capital necessary to finance
its $2.3 billion construction budget if California is to have adequate
phone service for its growing population; and without this review of
Pacific's 1980 results of operations, utility service could have been
jeopardized. The last adopted 1579 test year results of operations
have, it turns out, been shown to be not reflective of 198Q's needs
and requirements in that Pacific would not have come ¢lose to having
the opportunity to realize the 10.21 percent rate of returm which
we found reasonable in December 1979 by Decision No. 91121. Pacific
would have difficulty attracting needed capital for 1980 comstruction
requirements with the 9.21 percent rate of return that would result

- without this partial general increase.
Amount of Interim Incerease

Pacific bases its reguest for $336.9 million increase on
a constrained outlook for 1980, and not on what it would seek in a
nornal rate increase f£iling. Pacific’'s figures are also developed
on a decision basis (D.00642, 90919, and $ll21) in order to eliminate
the issue of prior ratenaking adjustments for the purpose of this
proceeding although Pacific does not necessarily agree with the
ratemaking adjustments in the prior decisions.

The staff, for the purposes of the interim, recommends
a revenue increase of $157.8 million after making certain
adjustments t0 Pacific's estimates. In addition, the staff
further recommends that Pacific be permitted 0 recover
approxdimately $70 milliorn of maintenance, coxmmercial and
marketing expenses, and associated salary overheads which were
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a part of the $111 million adjustment to operating expenses
made by the staff, provided Pacific filed tariffs to recover
these expenses by further increasing rates in the competitive
areags. The staff bases its recommendation on the ground that
these excess expense levels are being increased to enable
Pacific to meet the competition that exists with respect

to terminal equipment and certain intexrcity services. The
staff, therefore, recommends that recovery of these costs
should be in the competitive areas, with particular attention
to those services which are not now returning their f£ull
costs, namely, intrastate private line,and vertical services.

The staff witness in originally making adjustments for
excess marketing expenses determined that in 1978 and 1979 these
expenses climbed drastically over prior years due to productivity
drops indirectly caused by competition. The staff considered
these increases resulted from the marketing emphasis initiated
in 1978 to improve Pacific’'s competitive position.

Staff witness Macario testified that he considered these
increased marketing expenditures as legitimate expenses for
ratemaking purposes, provided they are recovered from vertical
competitive services rather than in non-competitive services.

On cross examination witnmess Macario stated that even if Pacific

made increased marketing expenditures which for the near texrm may
result in a decline in rate of return, he would not consider such
action to be imprudent considering the long-term picture in which
competition will increase(and is increasing as various monopoly
segments become deregulated)., Mr, Macario concludes that as loung

as such expenditures are not borne by the monopoly segment of Pacific's
operation they are reasonable expenditures and Pacific should be
permitted to recover such increased marketing expenditures by
Increasing rates in competitive vertical services.
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Both Mx, Moeck and Mxr. Macario were ¢ross-examined
extensively as to their recommendation to initially adjust such
expenditures and to subsequently restore such expenditures
as a recoverable expense. In the area of marketing,effort in
the maintenance expense categoxy, Mr. Macario admitted that
probably the greater percentage of such increased marketing
effort was directed more to the marketing of simple terminal
equipment rather than the marketing of PBX, Key Telephone, Centrex,

"and state private line services.  In the area of commercial
and marketing expenses witmess Macario testified that the
increase in commercial and marketing expense beyond the levels
that existed in a generally non-competitive era was the result
of competition. ‘

Certain parties were critical of Pacific's proposed
rate design contained ia Exhibit 162, which was offered in
response to the staff's proposal that $69.4 million of additiomal
marketing expenses be recovered by raising rates for competitive
vertical services. The major criticism appeared to be that the
staff could not identify what portion of the additional marketing
expenses related to competitive vertical services, as opposed
to non-competitive vertical services, and that a substantial
portion of excess maintenance expenses was geared to marketing
terminal equipment in the residential market rather than in
those services which the staff recommends the rates be furtherx
increased. In understanding the rationmale behind this argument
one must be aware that in Decision No. 90642 in Pacific's most
recent rate proceeding, the Comunission adopted the staff-proposed
rates and charges for extensions, and premium sets which are
based upon GE-100 £fully allocated costs. .Thus this segrzent
of vertical services is already contributing to the overall profits
of Pacific whereas other segments of vertical services offered
by Pacific are still not covering the cost of providiag such
services, It is reasonable in such circumstance to require that
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rates for these services, especially those that are in the
competitive area, should contribute a profit,and not buxden
the monopoly segment of Pacific's operationms.

Although certair parties argue that no study has been
made to determine whether the additiomal marketing expenditures
will produce sufficient revenues to juscify such expenditures,
we'do not believe that such argument should dissuade us from
permitting Pacific to increase rates for competitive vertical
sexvices if,in the long xum,it is management's view that
such expenditures will be productive,and eventually lLead
to a contribution to Pacific's profits. We will therefore
authorize Pacific to increase its rates by $157.8 million as
recoxmended by staff witness Moeck,and also to increase rates
for competitive vertical services by $69.4 million as recomzended
by Mr. Macario. We believe the $227.2 million partial gemeral
increase we are authorizing harein should enable Pacific to
finance its 1980 comstruction budget, maintain its Single A bond
ratings, and provide adequate service to the residents of the
state at reasonable costs.

In connection with the $69.4 million increase in
competitive vertical services, we caution Pacific that while
we may authorize such rates it should be clearly understood that
we are leaving it up to the judgment of Pacific's management
whether to place such increases into effect. 1I£ Pacific is
convinced that increased marketing expenditures are essential
to meet the competition in providing vertical services, it should
iIncrease the rates £or such services. Imn authorizing Pacific to
do so, we place Pacific om notice that should such expenditures

not result in corresponding offsetting revenue increases, and thereby
result in a decline in the rate of return, Pacific cannot come v
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before this Commission,and attempt to recoup such rate of return
deficieney by higher rates on the monopoly segument of its operations.
Both staff, and Pacific witnesses testified that increasing xates
in competitive vertical services will increase competition, which
we have stated in Decision No. 90642, would be desirable, and
beneficial to customers.

we believe the regulatory approach of allocating expense L///
categories that encompass competitive activity to the customers
affected within Pacific's operations has desirable promise. In
subsequent stages of these proecedings we expect Pacific and our
staff to further analyze this approach, which, in c¢sseace, entails
more refined allocation of expense £xom the broad expense account
areas petween competitive and monopoly sexvice categories.
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Rate Desigm

Pacific offered the only complete xate design
proposal in the initial phase of these proceedings. The staff
proposal was identical to Pacific's except for Message Toll
service which was $8.5 million higher than Pacific's request
and its Business Access Line rates were a corresponding $8.5
million lowexr. The staff also differed as to the priority in
which the rate c¢hanges should be authorized should the
Comission authorize an increase less than the full amount
requested by Pacifiec.

The Independent Telephone Companies offered various
arguments for increased toll rates varying from a minimum of
$42.7 million increase recommended by the staff, General's
$68 million increase for Pacific, requiring increases in toll
rates so that Pacific will earn a 10.25 percent rate of return
on intrastate toll operations or,better still, a 12 percent
rate of return instead of the 8.4 percent rate of return estimated
for 1980 on the intrastate toll operations under Pacific's
proposed rate design.

We agree with the staff position that an increase in
Message Toll service rates should have top priority because of the
lower rates of return projected for 1980 for intrastate toll
operations compared to the projected intrastate rate of return ox
the projected rate of return on exchange operations. By placing
first priority on toll increases, it would also be the last item
subject to refund should it ultimately be determined that the
interim rates were excessive, and thereby making the possibility
of refunding message toll revenues, which would be extremely
complicated, more unlikely. We also concur with the staff
priorities set forth in Exhibit No. 35 as to the balance of
the rate increase relating to the $157.8 million and will basically
adopt such rate design as set forth in Appendix B.

-39~
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With respect to the $69.4 million additional increase
in rates,we will generally adopt the proposals contained in
Exhibit No. l6a,which were testified to by Pacific,as increasing
competition in the area of vertical services. Appendix C sets
forth the rates we will authorize with respect to the additional
$69.4 million rate increase to recover increased marketing
expenditures. We believe our action in allowing Pacific to
recover these expenditures by increasing rates in competitive
vertical services, especially where revenues from such sexvices .
are not currently recovering full costs, will increase competition
in these areas and which we indicated in Decision No. 90642 would
be the Commission's goal.

We recognize that of the $69.4 million of expense not
allowed for setting non-competitive or monopoly service rates
a portion is attributible to promoting residence terminal equipment
and a portion to terminal equipment used primarily in busiress
application. However, for purposes of this interim partial
general rate increase, we will allow Pacific to file taxriffs
(as set forth in Appendix C) to recover that amount of additional
revenue primarily from business subscribers. We take this approach
because many residential terminal equipment offerings were just
repriced in the last general rate proceeding; further, the evidence
before us indicates non-residential terminal equipment offerings
are waderpriced to such an extent that the $69.4 million can be
readily absorbed and at the same time &ll competitive items, In
aggregate, will still be 2 long way from being priced at full
current cost. To ensure that none of Pacific's terminal equipment
customers pay an excessive or unreasonable rate,we will require
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Pacific to submit current GE-100 cost studies on the items of
terminal equipment covered in Appendix C as compliance f£ilings
in these proceedings. To the extent any rate is subsequentially
found to be excessive, a refund of the difference between the
reasonable rate and the excessive rate will be refunded with
interest.

While the WBFAA made a strong plea to exempt the alarm
industry from any further increases in rates in view of the 50
percent increase imposed on the industry in Decision No., 90642,
we must weigh the consequence of such request as to the burden
such action would have on other ratepayers. We have, in the past,
warned the alarm industry that the price for providing sexvice
to the alarm industry must be increased since such costs are
being provided below cost. We are not swayed by the arguments
of the alarm industry that it should be treated the same as the
users of basic exchange telephone services.

The following is a summary of the gross revenues
produced f£rom the rate increases authorized herein:
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Estimated Annual Revenue
Effect of Authorized Rate Changes
(Millions of Dollars)
Year 1980

aix Be TROAT - 1
 Appendix B: Add Tota
Rate Change Increases - sIncreases Increases:

(a) (o) (c)=(2)+(b)

Message Toll Service

Increases In Message $ 42.7 $ 42.7
Toll Rates

Optional Calling Measured Sexrvice
Increases in certain rates

Terminal Equipment

Increases certain rates and
charges for Centrex, PBX,
Key Telephone Service, Data
‘Texminals and other supple-
mental equipment

Private Line Service

Increase local loop, and

non-recurring charges
Non-Recurring Charges

Increase certain service

counections, and certain
installation charges

Basic Exchange Rates

Business - Utility provided 3.5
primary set charge

Residence- Utility provided 28.7
primaxry set chaxge

Totals $157.8
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The Need for Turther Study
In order to ensure that Pacific’'s competitive vertical
sexvices are adequately priced, we will require cost studies on
its items of terminal equipment be prepared by Pacific for
submission In later stages of these proceedings. It is reasonable
to limit the studies to those items that now produce ninety-five
percent of Pacific's terminal equipment revemue. The studies shall
be tendered to the Commission's Commmications Division on or
before August 1, 1980 and Pacific shall make them available for
any party requesting a copy or opportunity to inspect the studies.
- Although we are aware that Pa¢ific has a multitude of competitive
offerings,and that the cost analysis ordered herein will require
accelerated effort om its part, this information is vital for
setting rates which are in the'best interests of all ratepayers,
competing terminal equipment vendors, and Pacific. Pacific should
confer with our staff in preparing these studies.
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A. 59289,

zaff Proposal on Sccond Phase

The staff in Zts closing argument recommended that

should the Commission authorize interim rate relief in this
procceding, the second phase of this application should be
consolidated with Pacific's Impending NOI £iling to be made
some time in the first cuarter of 1980, Pacific indicated

it would not oppose such recommendation if Pacific was
authorized zo collect the full $336.9 =million in increased
rates on an interim basis subject to refund. Although this
decision does not grant Pacific the full $336.9 million inerease
it is seeking in chis interim oxrder, we concur that the staff
recommendation is sound. We beliewve we are providing Pacific
with substantial rate relief in this proceeding which should
clearly indicate to wating agencies, as well as investors, that
we arwe takxng positive steps to arrest the decline in various
financial ratios and indicators in order to cnable Pacific to
¢btain the necessary financing to meet its 1980 construetion
budget and thereby provide, maintain, and improve sexrvice o
ics customers.

By comsolidating the second phase of this application with
the NOT to be £iled, we will be able to eliminate dupﬁmcab;on of
efforc by Pacific, the staff, as well as intervenors, and enable the
various parties to conecentrate theilr efforts on the next general
rate proceeding.

Ianterim Increase Subjeect to Refund

2y allowing Pacific an interim rate incxease subject To
refund, we feel that the Commission's present attitude toward any
fu:ure refunds that may arise should be expressed at cthis time.

Future refund plan hearings shall include the issue of '
wadistributed refund dispesal. Ve feel that <he possibilivy of ;/’/
using undistrisuted refunds to estadlish a special fund
for intervenors in rate case procecdings should be addressed by
parties in the future.
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3. Assuming an interim increase of $336.9 million
effective March 1, 1980, Pacific estimates a return on
average common equity for 1980 of 9.63 percent, earnings per
share ‘of $2,.07 per share, and pre- and post-tax interest

. coverages of 2.13 and 1.65, respectively.
- 4. Pacific's comstrained comstruction budget of $2.3 billion
dollars for 1980 will require extermal financing of $1.2 billion
1f such construction is to be accomplished. ‘
' 5. Over 80 percent of Pacific's comstrained comstruction
budget is necessary to meet expected growth and ,even the 16 percent
budgeted for modernization is related to growth.
6. Pacific has a Single A bond rating f£rom both Standard & -
Poor's and Moody's with a possibility of downgrading unless earnings
and coverages improve. Such further dovmgrading will make it
almost Impossible for Pacific to raise sufficient capital to meet ]
its 1980 construction needs. ;,;'
7. Pacific must résort to both equity and debt financing if .~
it 1is to prevent further deterioration of its debt ratio and further
compounding the problem of inadequate interest coverage.
' 8. AT&T's pronouncement that it would be willing to buy v
its proportionate share of a 10-million share common stock

offering is a positive indication to the financial commmity,

and should result in more favorable reception by the f£inancial
commmity in Pacific's future debt and equity offerings.
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Findingsof Facst

1. Tor estimated year 1980 Pacific projects an §.04 perxcent

return on intrastate operations under present rates.

For financial weporting odurposes, Pacific estimates its
avezage return on common equity for 1980 art present rates will
be 5.61 percent, earnings per share of

Aol

2.

1.19 which is substantially
less cthan the $1.40 dividend, ané pre- and post-tax intexest
coverages of 1.66 and L.4L, respecetively.
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9. Using staff estimates, at present rotes, Pacific will
earn 2 9.21 percent rate of return on intrastate opevations in
1980, which is below the 10.25 percent rate of return found
reasonable in Decision No. 91121,

10. Pacific's actions with respect to accelerated
deprecization, invesctment tax credit,and failure to maintain a more
balanced capital structure have contributed to Pacific's earaings
and interest coverage problems.

11. Although Pacific's actions have contributed to its
financing problems, it is obwvious that Pacific nceds rate relief
i£ it is to finance its construction budget for 1980; however,
the $336.9 million requested by Pacific is excessive for the
purposes of partial general xrate relief.

12, Pacific’s showing meets the requirements undex
Resolution No. M-4706 dated June 5, 1979, which provides that
utilitice may request rate relief outside the scope of the
Regulatory Lag Plan.

13. Undexr the assumptions used in Table 2 by the stz2ff, a
$157.8 million xzate increase as of March 1, 1980, together with
an additional $69.4 million increzse in rates for competitive
vertical services is estimated to provide earnings of $1.71
per share,and pre-tax interest coverage of 1.94 for estimated
year 1980 on a £inancial weporting basis, and 2 10.25 percent
rate of return on iatrastate operations, .

14. The $227.2 million increase we f£ind reasonable is dased
on the stafi's adjustment to Pacific's estimates as contained in
Exhibit 41, which £inds a revenue requirement deficiency of
$157.8 million, and the additional rate increase of $69.4 million
recomended in Exhibit 42 to cover additional marketing effort
to be recouped by inereasing xates for competitive vertical services.
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15. The cdditionzal $69.4 million increase in xates over -~
and above the basic $157.8 million increase recomuended by stz2ff
vitness Moeck, will allow Pacific to be more competitive with
the other providers of terminal cquipment. v

16. 7The increases in rates and charges authorized herein
are weasonable for the purposes of the partial general increase,
ané the present rates and charges, insofar as they differ from
those preseribed hercin are for the immediate future unjust and
nreaseonable.

17. It is reasoaable to place first priority on message toll o
sexvice rates as such sexvices are projected TO earn 2 lower
rate of return than Pacific expects to carn on its exchange operations.

18. It is reasoncble to adopt the stzff-recommended zate design
prioricies shown in Exhibit 35 as such xate design spreads the
inerease 4o competitive services, non~recurring charges, and
reduces the revenue to cost deficiency for basic exchange services.

19. It is reasomable to spread the additional $69.4 aillion 7
to recover zdditional marketing expenses, by increasing terminal,
and non-recurring charges £or those services which axre not
providing revenues to recover the cost of providing such services.

20. The rare design adopted in this decision will moxe closely 7
match the price for service rendered to the ¢cost of the service
rendered so that ecach class of sexvice will be paying the rates
which will cover the fully cmbedded costs to render that service,
with speeial attention to those vertical services for which Pacific
has competition, using the poliecy consideration set forth in
Decision No. 90642, .

2. Basic exchange rates arc residually priced and are not v/~
based upon cost. -

' 22. The existing rates for services used by the alarm industry ./
is below cost. '

LT~
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23. It is not in the public interest to exempt the alarm “//
industry from bearing its fair shaxe of cost for services it uses.
24. The current multi-clement installation rates recover less e
than the cost of providing such sexvice.
25. Residential terminal equipment rates have been revised 7~
in the last general rate proceeding.
26. Texminal equipment rates in aggregate for offerings made o
primarily to business subscribers are umderpriced by more than
$69.4 million annually on a fully allocated cost basis. -
27. The $69.4 million of operating expense included in ‘
Pacific's test year showing is related to marketing competitive
equipnent and, together with other expenses, constitutes an
abnormally high amount of expense for the purpose of setting rates
on Pacific’s non-competitive monopoly service.
28. There is the need for Pacific to increase its common b///
equity ratio, and while we do not believe that it is necessary
to require Pacific to issue $300 million of additional common V’//
stock in 1980 as a condition of this order, Pacific should issue,
in addition to the 10 million share offeriag announced in its
press release Exhibit 54, 3s many additionmal shares as it can sell.
I1f Pacific does not achieve 3 reasonable capital structure of
50 pexcent debt and 50 percent equity, such a capital structure
can be imputed Lor ratemaking purposes. y//,
29. Rate relief in the amount of $227.2 million £falls within
the guidelines set forth by the President's Council on Wage and
Price Stability.
3C. 3Because there is an immediate need for rate.relief in b////
1980, the following order should be made effective the date hereof.
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Conclusion of Law

Partial general rate relief should be granted subject to
refund in the amount of $227.2 million for intrastate operations.
Based on the staff's estimate of revenues, expenses, and rate base,
such revenue increase will enable Pacific to earm the 10,25 percent
rate of return authorized by this Commission, and more importantly,
enable Pacific to finance its 1980 budget of $1.2 billion, and the
rates which we¢ authorize in this decision are just ard reasoneble.

INTERIM ORDER
IT IS ORDERED that:

1. The Pacific Telephone and Telegraph Company (Pacific)
is authorized to file with this Commission, 15 days after the
effective date of this order, in conformity with the provisions of
General Oxder 96-A, revised tariff schedules with rates, chaxrges,
and conditions modified as get forth in Appendices B and C. The
effective date of the revised tariff sheets shall be five days after
the date of filing. The revised tariff schedules shall apply to
service rendered on,and after the effective date of the revised
schedules,and the charges shall be collected subject to refund
pending £inal determination with respect to the reasonableness
of the interim rates in Pacific's next general rate increase
proceeding using a 1981 test year.

2. The rates authorized in this decision:shall be subject
to refund wpon further order of the Commission.

3. Interest on amounts stbject to refund shall be computed
by applying the Federal Reserve Board Commexzcial Paper Rate,
3-Month Prime, published monthly in Fedexral Reserve Board
Statistical Release G-13 with monthly compounding.
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4, Within 90 days Pacific shall prepare,and file a costing
study and recommended rates, and charges for each terminal equipment
iten increased in Appendix C using a 15 percent return factor.

On any items where the authorized rates, and charges in Appendix C
exceed indicated costs, those rates, and charges shall be reduced
within 30 days by tariff filings, and refumds paid to affected
customers back to date of effectiveness of the rates, and charges
in Appendix C. The costing study shall be filed as a compliance
filing in these proceedings and available for public inspection.

5. By August 1, 1980 Pacific shall prepare and submit
to the Commmications Division costing studies using a 15 percent
return factor, and recommended rates, and charges on items not
included in the studies required in Ordering Paragraph &4 above.

Such studies shall be made only on items of terminal equipment

that provide significant revenue (on the items, excluding Centrex,
and single line instruments, that produce in the aggregate 95 percent
of terminal equipment annual revenue), and shall be on items that
have not been repriced since October 1, 1979. Such studies

shall be made afrer consultation with the Comission steff., These
costing studies shall be made available by Pacific to any party -
desiring to inspect such studies or their underlying work papers.

6. TFurther evidentiary hearings on this application will
be deferred and combined with the hearings to be held relating to
the general rate Increase application The Pacific Telephone and
Telegraph Company will file using a 1981 test yeaxr under the NOI
procedure, We will detexmine after those hearings whether the
interim rates authorized herein are excessive as well as determining

the level of rates Pacific should be authorized based on test year
1981.
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7. Pacific shall place advertisements in newspapers of
general circulation that detail the rate increases authorized
herein, at least 10 days prior to the effective date of the xates.

The effective date of this order is the date hereof.

pated APR2 1980

Commigsiozer Claire T. Dedrick, doing
necessarily absent. did ot perticipete
in tho &ilspositien of thls proceeding.
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APPENDIX A

LIST OF APPEARANCES

Applicant and Respondent: James S. Hamasaki, Dliane B. Prescocs,
and Christopher L. Rasmussen, Attorneys at Law, £or The
Pacific Telephone and Telegraph Company.

Respondents: Dinkelspiel, Pelavin, Steefel & Levitt, by Alvin H.
Pelavin, and Douglas P. Ley, Attormeys at Law, Zo0F veras

Telephone Company, Capay val.ley Telephone System, Imnc.,
Dorris Telephone Company, Ducor Telephome Company, Evans
Telephone Company, Foresthill Telephone Company, Happy Valley
Telephone Company, Hornitos Telephone Company, Livingston
Telephone Company, Mariposa Telephone Company, The Ponderosa
Telephone Company, Sierra Telephone Company, Inc., The
Siskiyou Telephone Company, and Volecano Telephone Company. -

Protestants: Richard S. Koonf, and Jose E. Guzman, Jr., Attorneys
at Law, for Southern Paciiic Comrmmications Company; Paul M.
Hogan, Attorney at Law, for Sonitrol Telephone Assistance;
Marzaret M. Dowling., for herself; Williz=m L. Xnecht Attormey
at Law, for Telepoone Users' League.

Interested .Parties: A. M. Hart, H. Ralph Sayder, and Dale W.
Johnson, Attorneys at Law, oy Dale W. Johnson, £or General
Telephone Company of Califormia; Orrick, Herxington, Rowley
& Sutcliffe, by Robert J. Gloistein, Attorney at law, for A
Continental Telepoone Company of califoraia; Robert Winchester,
for Contineantal Telephone Company of California; Rogex R. Bruhn
for the Regents of the University of Californiaj; SoLn L. Mathews,
Western Area Chief Counsel, Regulatory law, Gemeral Services
Administration, for Executive Agencies of the United States,
Allie 3. Latimer, General Counsel, and Spence W. Perry, Assistant
General Counsel Regulatory law; William L. Knecht, Attormey at
Law, for California Interconnect Association and Parts Locator,
Inc.; Gold, Herscher, Marks & Pepper, by Alan L. Pepperxr, Attorney
at lLaw, for the Westerm Burglas & Fire Alarm Association;

Robert S. Lukenbill, for the County of Los Angeles; Edward M.
Goebel,Attorney at lLaw, for Toward Utility Rate Normializationm,

(TURN); Leonmard L. Snaider, Deputy City Attormey, foxr the City

and County oI San Francisco, and City Attorney, George Agnost;

William Shaffran, Deputy City Attormey, for the City of San Diego,

and Jomn Witt, City Attormey; Ed Perez, Deputy City Attoruney, for

the City of Los Angeles, and Burt Pines, City Attormey; Siduey J.

Webb, for himself; Allen R. Crown, for the California Farm sureau
Federation; Bob Ringmaa, for Calizforunia Independent Telephone
Association; and games G. Shields, Sor nimself. V7

Cozmission Staff; Tizmothy E. Treacy, Attoxrmey at Law, Robert C. Moeck,
- Ermet Macaxio, Thomas Lew, and James Pretti. -
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SHEET 1 OF 3
RATES AND CHARGES

The rates, charges, rules and conditions of The Pacific Telephone and
Telegraph Company are changed as set forth in this appendix.

Schedules Cal, P.U.C. Nos. 4=T, 34-T, 80-7, 117-T - Primarv Instrument Charge,

The following revision is authorized:

Rate does not include a utility provided non-key, single-line standard rotary
dial telephone set. An additional standard rotary dial, single-line telephone
rate of $.60 will apply for a utility provided set.

Schedules Cal. P.U.C. Nos, 12-T, 22-T, 24.T, 32.T, 46-T, 50-T, 83-T, 100-T,
117-T, 121-T, 135-T and 1l44-T - Termina)l Equioment Rates and Charges.

Proposed revisions as set forth in Exhibit No. 16, pages 1L through and
{acluding page 2.

Schedules Cal. P.U.C. Nos. 45-7, 46-T, S1-T, 104=T, 115~-T, 122-T, 134-T and
139-T - Private Line Services and Channels.

Proposed revisions as set forth in Exhibit No, 16-A, pages 27 thwrough and
including page 35.

Sehedule Cal. P.U.C. No. 28-7, Service Comnection Charges - Move and Change
Charges = In Place Connection Charges - Multi-Element Service Charges.

Proposed revisions as set forth in Exhibit No. 16, page 26.

Schedule Cal, P.U.C. No. 30~T, Toll Terminal Service.
Proposed revisions as set forth in Exbibit No. 16, page 6.

Schedule Cal., P U.C. No. 53-T - Message Toll Service.
The following revisions are authorized:
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RATES AND CHARGES
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Initial Period }Each Addictional MinuCe

Station (Sent Paid)

DIAL ¢ COIN - ALL CLASSES OF SERVICE

l-Minute 3~Minute
RATE DAY RATE ALL DAYS/
MILEACE ROURS

0- 8 $0 .11 $0.20 50.04

9- 12 <11 .20 .06
13- 16 L4 .30 .08
17- 20 17 RYe) L1
21- 25 .20 .0 13
26- 30 .23 .60 L1k
31~ 40 .26 .70 .16
41~ 50 .30 : .85 .20
51— 70 .34 .95 24
71- 90 .36 1.05 .26
91-110 .39 1.15 .28
111-130 A, 1.25 .31
131~150 45 1.35 .33
151=170 A 1.45 L34
171-195 48 1.55 .35
196-220 .50 1.65 .36
221-245 .52 1.80 .37
Over 245 .54 1.95 .38

¢ Operator Assisted Messages: In addition to the DIAL computed charge,
the following surcharges are applicadle
per message for operator assistance:

Station 30.55
Person 31.55

+ Coln Messages: Om rersul messages peid for at a coim box, add $1.55
’ to the cherges computed oz a Station basis.
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SHEET 3 OF 3
RATES AND CHARGES

Sehedule Cal. P.U.C. No. 149-T-Optional Calling Meacured Service,
The following revisions are authorized:

Rate Per Service: Each Exchange
Service Service or Distriet Area Selected
Area Offerings
Rate Rate Monthly Time Allowaunce
Group Mileages One Hour Two Hours  Three Hours

I 9-12¢ $ 1.65 $ $4.95
Ir 13-16 2.10 6.30
11T 17-20 2.55 7.65
v 21-25 ‘ 3.00 9.00
v 26-30 3.45 10.35
VI 31-W0 3.90 11.70
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RATES AND CHARGES

~

Appendix C as herein authorized supplements Appendix B as detailed below:

The rates and charges of The Pacific Telephone and Telegraph Company are
changed as follows: ‘

Schedules Cal. P.U.C. Nos. 12-T, 22-T, 24-T
117-T, 121-T, 135-T, an¢ l44-T - Terminal Equipment Rates and Charges.

Proposed revisions as set forth in Exhibit No. 16-A, pages 1l through and
ineluding page 2k.

Schedule Cal. P.U.C. No. 2847, - Service Connection Charges - Move and Change
Charges - 1n Place Connection Charges - Multli-Zlement Service Connection Charges,

The followirg increases are authorized:

1. Section I Service Commection Charges
ALl charges listed - 25%

2. Section II Move and Change Charges
All charges listec - 25%

3. Section III In Place Comnection Charges.
All charges listed - 25%

These revisions are in edéition to those shown in Appendix B.

Sckedule Cal. P.U.C. Nos. 12-T, 26-T and 100-T - Nom-Recurring Charges

Proposed revisions as set forth in Exhibit No. 16-A, page 26B. These
revisions are in addition to thoce shown Iin Appendix B.




