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o PIN ION 

General Telephone Company of California (General) seeks 
authoriey to increase its rates to yield additional intrastate 
gross revenues of approximately $119,044,000 (11.9 percent) at 
the eseimated test year 1980 level of sales. 

OII 62, an investigation on the Commission's own motion, 
enlarged the scope of these proceedings to cover essentially all 
aspects of General's ?ublic utility operations and rates and to 
cover separation procedures, settlement agreements, and the level 
of toll and other rates affecting !he Pacific Telephone and 
Telegraph Company (Pacific), General, and the other independent 
telephone companies. 

After due notice, 29 days of hearings were held before 
Administrative I.aw Judge N .. R • .Johnson and/or Commissioner Claire 
T. Dedrick during the period January 3, 1980 through April 23, 
1980, and the matters were submitted subject to the receipt of 
concurrent opening briefs due on or before June 9, 1980 and 
concurrent closing briefs due on or before June 2~, 1980 .. 

Openiug and/or closing briefs were received from 
General, the Commission staff, the cities of Los Angeles (LA) 
and Santa Monica (SM), and the Communication Workers of 
America (CTilA) .. 

On June 16, 1980 General filed a petition for expedited 
partial rate relief of $25,200,000. Public hearing on the 
partial rate relief was held in Los Angeles on July 7, 1980 
followed by oral argument on the entire matter before the 
Commission en bane on July 8, 1980 • 
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Public Witnesses Statements 
Public bearings were held at Santa Barbara on 

January 3, 1980, at Los Angeles on January 8, 1980, at Santa 
Monica on January 9, 1980, at West Covina on January 10, 1980, 
at San Bernardino on January 16, 1980, at Palm Springs on 
Ja:nuary 17, 1980, and at Diamond Bar on February 23, 1980 to 
provide General's customers with a convenient opportunity to 
present statements on the rate increase application. Public 
statements were made by 189 witnesses at these hearings. 
While these public statements encompassed many subjects 
ranging from lifeline rates to extended area service to 
General's phone marts, the overwhelming majority of such 
statements focused on varying degrees of dissatisfaction with 
the quality of service rendered by General. The individual 
service complaints were investigated and a stpmnary of each 

• ~vestigation was included in an exhibit entered into evidence 
during the hearings. In addition, at the Diamond Bar hearing, 

• 

a questionnaire providing a check list of the most common 
service compla~ts encountered throughout the balance of the 
service area was distributed. One, hundred and thirty-four of 
these completed questionnaires were submitted in addition to 
the sta.teme11ts of 38 subscribers. Also, the questionnaire was 
reproduced in a local paper and in excess of 1,300 were completed 
and forwarded to the Commission. 'I'b.e details of the service 
problems and recommended solutions are discussed in a subsequent 
portion of this decision. 
Transcript Corrections . 

Requests for transcript corrections were presented by 
General, CWA, and the Commission staff. The proposed corrections 
were distributed to all parties of record and no protests were 
filed. Upon review these corrections appear reasonable and will 
be placed in the formal file as approved • 
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) . 

• I. SYNOPSIS OF DECISION i 

.,-...... 

We are granting General .. ., rate (increase of $97.5 million, 
f-.,. 

which affords it an opportJnity to earn a 10.39 percent return on its 
telephone plant inves~~ent of about $2 billion. This equates to a 
13.60 percent return on invested equity. Assuming,General provided 
adequate telephone service, rates would be set to produce a 14.10 
?ercent return on invested equity. General requested a rate inc:ease 
of $119 million. 

We are penalizing General for providing inadequate telephone 
service. The result is that General is authorized $7.4 million less 
than if its service were adequate. When General thinks it has met 
the goals for improved service set by our order, it may come before 
us and we will closely review whether the penalty should be removed. 
The earliest this penalty can be removed is December 1, 1981. We 

.are appreci~tive of the many customers of General who either appeared 
at our hearings or wrote expressing their experience with General's 
service. 'Their input greatly assisted our deliberations. Also, our 
staff's investigation into General's service and its presentation of 
constructive proposals to improve service was commendable. The 
$7.4 million penalty imposed on General over the next year is meant 
as an incentive to General's management to bring service to the 
levels we specify. General will be given the opportunity to realize 
a greater return on its inves~~ent when it gives customers fair 
value for their oollar - in the form of better service. 

Most of this rate increase results from increased costs 
to General, which we have found reasonable. The increased return on 
equity we authorize is needed so that General can attract capital 
necessary·to its viability as a utility able to provide service, with 
the goal of maintaining the ~owest reasonable rates for telephone 
USers • 

• 
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• 
We have adjusted General's projected operating results to 

ensure its ratepayers do not unduly contribute to the profits of 
General's affiliated corporations: $12 million of telephone plant 
is disallowed from r3te base and $624,000 from operating expense 
because of its equipment manufacturing affiliate's earnings. Likewise, 
S2.4 million is disallowed to adjust for earnings of General's 
affiliated Oirectory Company, and $l.S mi.llion of expense billed by 
GTE-Data Services (GTEDS) is disallowed. Numerous other adjustments 
to General's expense estimates were adopted based upon investigation 
by our staff and its testimony presented in this proceeding. 

Earlier in this proceeding General asked for interim relief 
subject to refund. We did not act on General's request because 
we were too close to this final decision, and we wanted to analyze 
carefully the adequacy of General's service while reviewing General's 

.revenue requirement. 
below. 

More specifics of our decision are summarized 

The operating revenues estimated by General were 
Sl,235,902,000 as contrasted with the staff's estimate of $1,187,881,000 
with most of the difference reflecting expense and rate base 
differences. Our adopted revenue estimate of $1,214,940,000 reflects 
our adopted results of operation expense and rate base items • 

• 
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'!he staff's estimate of caintenance expense was 
$262.5 million ~s eomp~red to Gene~al's estimate of $315.9 
million. General used a budgeted approach to est~ting 
these eX?enses, whereas tbe staff used a normalized productivity 
approach. Our adopted maintenance e~ense of $291.3 millio~ 
generally reflects recorded expenses adjusted to reflect: 
anticipated increases in the OUQber of employees and the cost 
per employee. 

We adopted the staff's estimates of traffic expenses 
and with the exception of relatively minor adjustments to 
advertising' ,and cotr.m1ercial operations expenses, we adopted 
the staff's est~te of commercial expenses. 

!he primary differences beeween Gener~l's and the 
staff's est~t:es or general and other operating expenses are 
in relief and penSions, general service and licenses, and 
expense charged to construction-credit. !he biggest differences 
in the component parts of pensions and benefi~s expense were in 
service pension costs where we adopted the staff's accrua~ rate 

applied to our adopted laOor base, in medical and dental insurance where we 
,.-~ . 

adopted t."le staff's Qartieipation rate and General's premi1Jl'n percentages excePt for 
t."le elimination of refundable margins, and in sickness benefits where we adopted. an 
estimate ~ed on the staff-derived factors applied to our adopted 
labor base. The major difference between General's and the staff's 
estimates of general service and licenses expenses is a recommended 

, , ~ .... 

disallowance of $5,509,000 recommended by the staff. We accept por~1ons 
of the staffls recommendations in the amount of ,$2,238,000 
of the recommended $5,509,000 disallowance and aeopted General's 
position for the balance of these expense items. !he staff's 
estimate for expense charged to construction-credit included 

-6-
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an adjustmen~ to include an appo%tionment of general office 
salaries in and above the sa.lary g:l:ade level of manager to 
cocstruc~iou for both accounting and r~temaking purposes. Such 
au alloc.atiou was excluded from General's estima:te.. . We. adopeed 
the s~aff's estfmate. 

Geueral stipulated to the staff's a.d valorem taxes· 
comprising the bulk of operating taxes. For payroll taxes, 
w~ adopted General's methodology applied to our adopted payroll. 
we adopted the staff's tax basis depreciation and California 
Corporation Franchise Tax (CCF'I) basis adjustments. we adopted 
General's estfmate of relief and pensions capit~lized for 
compata~ion of income taxes. 

We adopted the staff's bases for the amortization of 
the deferred tax reserve, investment credit, and the use of an 
incremental tax rate in computing CCFT • 

We a.dopted the staff's esttmate for telephone plant 
in service, property held for future use, weighted average net 
additions, and materials and supplies. 

We adopted the staff's depreciation expense estfmate 
based on la~er data than used by General in preparing 
its estimate but adjusted it downward $21,000 to reflect 
the application of the overall depreciation rate of 
6.765 percent to reflect adopted capitaliza'tion and 
expenses. 

!he staff's working cash estfmate for the 1980 test 
year was a negative $53,802,000 as contrasted to General's 
esti=ate of a negative $2,423,000. The biggest portion of the 
difference is the use by General of zero lag days for federal 
unamortized investment tax credit (Il'C) of $34,260,000 and 
state deferred taxes of $4,429,000. General has contended that 
its method would avoid a possible 10S5 of eligibility ~or I!C by 
reason of a rate base reduction by including the unamortized ITC 
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in computation of working cash. We disagree and adopt the staff 
position that the feder~l income taxes for working cash purposes 

should be the same ~s ~rc allowed for r~temaking purposes with 
corresponding lag days associated with such taxes. As for the 
use of zero lag d~ys for deferred st~te taxes, the record is 
devoid of support for such a procedure; therefore, we adopt the 
staff position on this item of working cash. 

General proposed that short-term construction work 
in progress (CWIP) in the amount of $188,054,000 be included in 
rate base as is permitted by the Federal Communic~tions Commission 
(FCC) on the bases that such action costs the ratepayer less over 
the life of the plant, increases cash flow, improves the quality 
of earnin9s, increases the amount of internally gener~ted funds, 
~nd helps the debt coverage problem. The staff opposed the 
inClusion of short-term CW:P in rate base on the basis of past 
Co~~issiondecisions, insignific~nt improvement in c~zh flow and 

after-tax interest cover~ge, and an immediate increase in'the 
revenue requirement of approximately $34 million. We permitted 
short-term CWIP in r~te base in the amount of $152,508,000 as computed 
by the staff and uppropri~tely adjusted tho Interest Durin9 
Co~struction (IDC). 

We allow short-term nonintcrcst bcarin9 CWIP in rate 
base because General is well into the 1980 test year and the record 
on using end of test year resul~s of operations was not developed. Our 
inclusion of short-term CWIP is not a change in our longstanding 
policy on CWIP in rate base, but is a ,reaction to the unique 
circumstance$ presented in this proceeding. 

As subsequently discussed by individual rate category, 
we essentially adopted the rate philosophy recommended by the 

Commission staff. The adopted r~tes provide that eertain cost-based 
rates, such as those for termin~l equipment, be raised to, 

cover their respective costs, provide services for the 
handicapped, increase service connection ch~rges to more 
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closely approac."'l cost, provide for t."e equalization of flat rates in and out of 
metropolitan rate areas, and impose a new negative surcharge to 
replace tbe Proposition 13 negative surcharge (which is not now 
necessary as we are setting rates based on past Proposition 13 tax 
savings). 

The rates authorized are subject to refund pending 
further Commission action on refundS and rate reductions stemming 
from our adopted ratemaking treatment of accelerated depreciation 
and investment tax credits. (See 0.91337 in A.53587 et al.~ tax 
reserve matters.) 

The Commission staff recommended that General be placed 
on notice to modify its labor agreements to permit management to 
implement a force stability plan. At the hearing on April lS, 1980 
CWA made a motion that all oral and doeumentary evidence relating 
to the force stability plan be deleted from the record on the basis 
that such a recommendation was an invasion into the COllective 
bargaining process and prohibited by federal law. The motion was 
denied and on June 6, 1980 CWA filed an application to certify 
this matter for interlocutory hearing and ruling during the pendency 
of the underlying application. We did not adopt the staff's 
recommendation, rendering moot the question of the violation of 
federal law. We therefore denied the application to certify the 
matter for interlocutory hearin9s • 

-9-
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II - PARTIAL GENERAL RAl'E INCREASE 

On June 16, 1980 General filed a petition asking that 
this Commission issue au order permitting it to immediately 
increase its rates annually by at least $25,200,000, subjeet 
to refund, pending issuanee of the final decision on this 
matter. 

According to the petition, the $25,200,000 figure was 
derived by reducing the staff's total test year 1980 intrastate 
reeommended increase of $64,900,000 by $20,700,000 intended to 
represent the effect upon General of its Zone Usage Measurement 
Plan (~ advice letter filing whereby this Commission permitted 
General to offset the revenue loss associated with the imple
mentation of ZUM and $19,000,000 which represents the estimated 
value to General of the ra~e increase granted Pacific by D.9l495 
dated April 2, 1980 ·in Pacific's A.S9269 for a general rate 
in~ease. 

According to the testimony of General's witness, its 
financial position is currently deteriorating and an immediate 
grant of the requested partial general rate increase is urgently 
needed to maintain its financial integrity and ability to raise 
capital at a reaso~able rate. 

The rapid deterioration of General's financial position 
is due to increased bond costs, increased short-term debt interest 
raees, higher ineerese raees applicable eo customer refunds and 
potential tax liability accruals, and higher preferred stock 
costs combining to result in a reduction of General' s fix~d cost 
pre-tax coverage from 2.20 to 1.63 tfmes and thereby exposing 
General to possible down rating of its "An bond ratings by Moody's 
and/or Standard & Poor's with a resulting increase tn financing 
charges and decreased m34ket ~ailability • 
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General is planning a $110 million bond offering in 
November 1980 and will be holding discussions with the finaneial 
community on such an issue in mid-October 1980. Therefore, 
according to General,. the issuance of an immediate partial general 
rate increase of magnitude. applied for is necessary to protect its 
"A" bond rating at that time. 

This Commission's Resolution No. A-4693, adopted 
July 6, 1977, established a regulatory lag plan for major utility 
general rate cases which sets out our policy for processing such rate , 
c~ses within one year of the filing of the application. Resolution 
No. M-4706 amended that plan. 

In accordance with the regulatory lag plan, General's 
Notice of Intent (NOI) was accepted for filing August 1, 1979. 
~he application was filed November 15, 1979. In accordance with 
the regulatory lag plan goal, the final decision on this application 
should issue on or before November 1S, 1980. 

~o avoid the issuance of a partial general increase 
followed shortly by a full rate increase decision we expedited this 
matter so that this decision issues before November 15, 1980. 
Also, given the issue of General's telephone service, we believed 
it important to consider revenue requirement.issues along with close 
analysis of the service question • 
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III - GENERAL'S PRESENT OPERATIONS 

Genera.l is a subsidiary of General Telephone & 

Electronics Corporation (GTE) whose headquarters are at Stamford, 
Connecticut. During 1978 General operated 173 central offices in 
72 exchanges to provide service to 3~772~130 telephones. General's 
service area consists of approximately 10,600 square miles and 
includes 267 communities in portions of t:he following 19 california 
counties: Fresno, Imperia1~ Kern, Los Angeles, Marin, Orange, 
Riverside, Sacramento, San Bernardino, San Diego~ San .Joaquin, 
San Luis Obispo~ Santa Barbara, Santa Clara, Solano~ SOtloma., 
Tulare, Ventura, and Yolo. 

GTE is the parent company of more than 60 cot.lll%UUicatious, 
products, research~ and service subsidiaries wit:h operations in 
41 states and 18 foreign c~untries. GIZ's 16 domestic telephone 
operating subsidiaries comprise the largest independent (non-Bell) 
telephone system in the United States and at the end of the year 
1978 served 14.3 million telephone~ in 31 states or about 4S per
cent of the non-Bell telephones. 

GTE owns 100 percent of the common stock and voetng 
control of General Telephone Directory Company (Directory Company), 
GTE Service Corporation (Service Corporation), and GTE Data 

Services~ Inc. (GTEDS). GTE, through G!E Pro4jlC:~~~CorPo:~t~!"§"~=~ 
also owns 100 percent of the common stock of GTE Laboratories, 
Inc., GTE Automatic Electric Company (AE), and GTE Sylvania, Inc:. 
A:E~ the manufacturing arm. of the General domestic telephone 

systems, owns 100 percent of the common stock of two subsidiaries, 
GTE Automatic Electric Laboratories, Inc. and GTE Lenktz.rt, Inc. 
On June 13, 1979 Telenet Corporation became a wholly owned 
subsidiary of GTE • 
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AE, I.enkurt, Inc., Sexvice Corporation, Directory 

Company, G!EDS, and, indirectly, the laboratory organization 

all do business with General. Sylvania, Inc. manufactures a 
wide range of electronic, lighting, and electrical products 
of which ouly insignificant amounts are purchased by General. 
Other affiliates of GTE do not do business with General. 

IV - RATE OF RETURN 

General 
'!he United States Supreme Court has broadly defined 

the revenue requirement of utility companies as being the 

minimum amount which will enable the company to operate 

successfully, to maintain its financial integrity, and to 
compensate its investors for risks assumed QEederal Power 

Commission et al.v Hope Natural Gas Com~any (l944) 320 
US 591, 605; 88 L ed 333,. 346), and will permit it to earn a 

return on the value of the property which it employs for the 

comenienee of the public equal to that generally being made 

at the same time and in the same general part of the country 
on investments in other business, undertakings which are attended 
by corresponcling risks and uncertainties ('Sluefielel Waterworks 
and ~provement Company v West Virginia Public Service Commission 

(l923) 262 US 619, 692, 693; 67 L eel at 1176). Ihe deter=icatiou 

of the S'Um specific to satisfy those requirements derives f::om. 
the application of logic aud informed judgment to numerous 

complex and interrelated factors such as the cost of money~ 
capital structure of the utility in question as compared with 

other similar utilities~ intel:'est coverage ratioS" return em 
common equity, price/earnings ratios" and price-book ratios. The 
quality of service a utility provides its customers is an important 
in9redient in determinin9 ~ reasonaole rate of return; the question 
we must resolve is ~hether the utility'S management is giving its 

• customers a fair return through adequate service. 
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In California this net revenue requirement: is expressed as a 
percentage return on weighted average depreciated rate base 
for California jurisdictional operations ancl is intended to 
provide sufficient funds to pay interest on the utilities' 
long-term debt, dividends on its preferred and preference 
stock, and a predetermined reasonable return on common equity. 
Complete showings on rate of return were presented by General, 
the Comm.issioll staff, and LA. 

Position of General 
Testimo~y on General's eost of capital and its 

requested rate of return was presented into evidence by its 
assista.nt secretary and assistant treasurer, Thomas W. Oglesby. 

According to the testimony, Oglesby followed the 
guidelines set forth in the United States Supreme Court 
deeisions, Hope Natural Gas Com~ny and Bluefield 
Wa terworks and Im~rovement Com'OanI, supra •.... Bas9Q. on. informed 
judgment, he adopted a short-term debt: interest of 10.5 percent 
and calculated the embedded costs of long-term debt and preferred 
stock using actual costs for securities issued prior to October 
1979 and est~ted costs for securities General plans to issue 
in 1980. Ihe embedded cost of long-term debt so derived was 
computed to be 8.05 percent and for preferred and preference 
stock was computed to be 8.03 percent~ both as of year-end 1980. 
Mr. Oglesby's recommenced rate of return range of 10.81 to 
11.05 percent was based on a capital structure of 49 percent 
long-term debt~ 4 percent short-term debt, 8 percent preferred/ 
preference stock, and 39 percent common equity with a range in 
return on common equity from 14.90 to 15.50 percent. General 
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believes that the above capital structure is consistent with its 
long-term objectives of providing for 38 to 40 percent common 
equity and a total equity of from. 46 to 48 percent including 
preferred/preference stock. 

This witness derived the range of return on common 
equity forming the basis for his recommended range of rate of 
return by using the inves~ors r expected return (IER) or dis
counted cash-flow method (DCF) and the long-term historical 
yield differential beeween utility stocks and utility bonds 
method. '!he reasonableness of results obtained from these two 
methods was then tested by ~on of the resulting pre-tax 
interest coverage of General with such coverage of other 
comparable telephone utilities. 

The IER is equal to the sum of the expected growth 
rate and the average dividend yield. General's witness 
developed his IER rate from a comparison with 19 electric 
utilities subject to state regulation outside of California 
having total capital in the range of $900,000,000 to $3,600,0007 000 
at December 31, 1977 and having a common equity ratio approxi
mating that of General's for the period 1967 through 1977. 
For this period the average dividend yield for these 19 
electric companies was 9.6 percent and the average growth rate 
was 4.3 percent producing an IER of 13.9 percent. The witness 
used growth in tangible book value to convert the IER: of 
13.9 percent to a required return on book equity of 14.9 
percent. He testifi~d that he was aware that this Commission 
has in the past expressed a belief that electric utilities are 
more risky than telephone utilities but that the relative risk 
of telephone companies has increased in recent years with growth 
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of competition, acceleration of technological changes, and a 

higher percentage of revenues being derived from toll. He 
believes that his comparability of ris!~ position is supported 
by the relatively higher pre-tax interest coverage. after-tax 
interest coverage, and equity ratios in effect for telephone 
utilities as compared to similarly rated electric utilities. 

The results derived by the use of the risk premium 
method Were based on 40 years'data setting forth the differential 
between Moody's utility common stocks and newly issued bonds 
for the period 1937 through 1976.. The average yield differential 
for this 40-year period was 5.35 percent. However, Mr.. Oglesby 
believed that the use of such a figure was inappropriate because 
of the cyclical character of stock prices and interest rates. 
l'b.e differentials were graphed and it was noted that such 

differentials peaked in the years 1937. 1946. 1960, 1961, 1966, 
1973, and 1976. 'l'b.e wituess chose two peak-to-peak periods he 
believed appropriate.. !be first was the longest period available 
from the data studied, 1937 to 1976, and the second was from 
1946, the first peak after World !i!f3.r :I~~~·-·;o .. __ 19.7'3-~~-~he~~last--·~_-= 
peak prior to the 1974 recession.. 'l'b.e average differential 
for these two periods was 5.29 and 5.87 percent, respectively. 
The average of these two, or 5.58 percent, was applied to low. 
average, and high yields of public utility A- and AA-rated bonds 
for the period October 1978 through March 1979 to give a return 
ou equity ranging from 15.00 to 15.55 percent • 
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A return on common equity of 14.9 percent, the lowest 
this witness derived from the use of the above-discussed two 
methods, produces a pre-tax coverage of 3.8 times which is 
close to the average for A-rated telephone companies and, in 
the opiniou of this witness, is adequate. 

!he application of the above-derived range of return 
on common equity of 14.9 to 15.50 percent to this witness' 
recommended capital structure of 49 percent long-term debt at 
a cost of 8.05 percent, 4 percent short-term debt at .a cost 

. 

of 10.5 percent, and 8 percent preferred/preference stock at 
a cost of 8.03 percent yields a recommended rate of return 
range of 10.81 with an after-tax times interest average of 
2.48 to 11.05 percent with an after-tax times interest 
coverage of 2.53. 

This witness also expressed concern about the possible 
adverse effect on General's ability to attract capital should it 
lose its eligibility for accelerated depreciation and investment 
tax credit and testified that were such eligibility to be lost 
and all intrastate deferred taxes and tax credits become debt 
at 6 percent interest, General's pre-tax interest coverage 
would drop from 2.9 to 2.2 times • 
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Position of Commission Staff 
The staff position on the cost of capital and recommended 

rate of return was presented into evidence by Financial Examiner IV 
Terry R. Mowrey. The recommended rate of return is 10.15 percent 
which equates to a return on common stock equity of 13.25 percent. 

Mr. Mowrey notes that according to General's witness 
Rascall, the requested $119,044,000 increase, if granted, would 
produce an intrastate rate of return of only 10.37 percent. 
Such a return is outside of witness Oglesbyts recommended range 
of rate of return of 10.81 to 11.05 percent. Using the capital 
strtlCture and cost components forming the bas is for Geueral' s 
recommended rate of return, the return on common equity 
associated with a rate of return of 10.37 percent is 13.77 
percent. Consequently, witness Mowrey uses a return on comraou 
equity of 13.77 percent for comparative purposes rather tlian 
the range of 14.90 to LS.50 percent advocated by witness Oglesby_ 

According to the testimony of witness Mowrey, the 
difference between the staff's recommended capital structure 
of 49.17 percent long-term debt, 3.32 percent short-term debt, 
8.88 percent preferred stock, and 38.61 percent common equity, 
and General's recommended capital structure is co~idered to 
be minimal. Based on later data, the staff est1ma.ted the cost 
of long-term debt to be 8.13 percent, the cost of short-term 
debt to be 10.50 percent, and the cost of preferred stock to 

be 7.66 percent as compared to 8.05 percent, 10.5 percent, 
and 8.03 percent, respectively.. It is obvious that the major 

difference in the derived recommended rate of return proposed 
by General and the Commission staff is the appropriate allowable 
return on common equity • 
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In arriving at his recommended return on common equity 
of 13.25 percent, witness Mowrey testified that he was guided by 
the standards set forth in Uni~ed State·s ~~F-eme· ~~_t--~.cis.1o.tis and 
prior Comm.issioll decisions indicating. that the return to the 
equity holders should be commensurate with the returns on 
other enterprises having similar risks, should be sufficient 
to enable the utility to attract capital at reasonable rates 
and maintain its financial integrity, and should balance the 
interests of both the investors and the consumers. According 
to the record, Mr. Mowrey believes that his recommended rate 
of return of 10.15 percent with the return on common equity 
of 13.25 percent and au after-tax tnterest coverage of 2.33· 
tfmes will satisfy these· criteria. 

The exhibit cumulating in witness Mowrey's recommended 
rate of return contains 24 comparison tabulations pertaining to 
interest rates, bond yields, dividend rates, after-tax interest 
coverage, common stock book value, dividends and earnings, 
common stock equity ratiOS, earnings and dividends payout 
ratios, capital structure, financial and other data relating 
to growth in net plant investment, revenues, expenses,. earnings 
Oll common equity, and recent telephone company rate of return 
decisions. !hese tabulations, together with consideration of 
such additional factors as the fact that as a regulated public 
utility, General has an obligation to provide its service at 
reasonable rates; that as a member of the GTE family, General 
has less risks than a nonaffiliated telephone company; that 
General can draw upon GTE for management expertise and guidance; 
and that General normalizes federal income taxes for ratemaking 
purposes thus providing greater internal cash flow than flow
through utilities, were all included in forming the basis for 
the staff witness' recommended return on equity and rate of 
return. 
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'!he above rate of return recommendations were' premised 
on the assumption that General is providing adequate service. 
The Commission staff's review of the quality of service presently 
rendered by General indicated to wituess Mowrey that this 
Commission should provide incentives to improve the quality of 
service as well as provide penalties for failure to maintain 
reasonable service standards. He believes that: such iucentives 
and penalties would obtaiu were this Commission not to consider 
adjusting rates if earnings fall within a certain range either 
as a result of service improvement or deterioration. Under 
such a concept, General would 'be able to retain increased 
earnings reSUlting from ~proved service but would not be able 
to obtain rate relief for decreased earnings if the quality of 
service does not meet reasonable standards. !he specific range 
recomtDended is from rates of return 9.96 to 10 .. 28 percent 
reflecting returns on common equity from 12.75 to 1.3.60 percent. 
Position of LA . 

LA's position on recommended rate of return was presented 
by consulting engineer Manuel Kroman who testified that he had 

closely analyzed the prepared testimony of General's witness 
Oglesby and the charts and tables accompanying that testimony. 
On the basis of that analysis ana other studies s'nnmarized in 
his exhibit and testimony, witness Kroman developed a recommended 
rate of returc. of 10.10 percent for total company operations and 

an intrastate rate of return of 9.98 percent. The 10.10 percent 
rate of return would, according to his eXhibit, provide a return 
on common equity of 13.08 percent and a times interest coverage 
of,2.38 times • 
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Witness Kroman notes that General's witness Oglesby 
based his recommended return on common equity capital on the 
IER or DCr method ~?plied to 19 selected electric and combination 
gas and electric utilities and tbe risk-premium approach applied 
to data relating to Moody's 24 utilities and tested the results 
against interest coverage ratios of certain telephone utilities. 
According to this witness, each of these three methods is 
subject to various inf~ities precluding, in his optnion, 
their utilization for the determination of an appropriate 
rate of return. 

According to his test:i.mony, the IER or DCF method 
can demonstrate any desired result by the arbitrary selection 
of either the time period upon which to base the dividend yield 
and/or the selection of the group of companies to serve 3S a 
basis for determinfng growth rates and dividend yields. To 
demoustrate this position the witness utilized the DCF method 
for the Public Utilities Fortnightly group of "Communieation 
Companies" to indicate a. required return on equity of 20.3 
percent, to Standard and Poor's 40 utilities to yield 13.2 
percent, to Moody's 24 utilities to yield 12.6· percent, to 
Standard and Poor's 400 industrials to yield 12.5 percent, 
and to Dow Jones'30 industrials to yield 12.46 percent. He 
further notes that the average recorded return on common 
equity for 1975 for Mr. Oglesby's selected 19 electric 
utilities was 11.73 percent as compared to his computed IER 
of 13.9 and 15.1 percent. 

With respect to the risk~premium approach used by 
Mr. OglesbY7 this witness testified that the risk-premium 
method of developing .required return on equity is deficient 
in that: (1) any desired result is obtainable by selection 
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of a suitable ttme period; (2) the methoQology attempts to 
determine the differential return from a cross-section of 
common stocks as compared to debt securities, and then asS\1meS 

that the proper return on book equity of any utility equates 
to that differential added to the average yield of public 
utility bonds; and (3) the approach fails to recognize the 
investors in telephone common stocks probably have fundamentally 
different objectives from investors in other types of equities. 

He computed 5-, 10-, and 15-year average differentials 
for periods ending in the years 1973 through 1977 and testified 
that the widely fluctuating results (ranging from -11.48 to 
+3 .. S2 percent) cannot produce any meaningful gaicle to the 
problem of fixing a reasonable allowance for return on equity. 

Witness Kroman notes that whereas General's witness 
Oglesby relies upon data pertaining to 19 energy utilities in 
applying his DCF and risk-premi'tlm approaches to derive the 
return on common equity, he turns to "A"-rated telephone 
utilities to support his pre-tax interest coverage ratio of 
3 .. 8 times.. He tabulates the pre-tax interest coverage ratio 
of these 19 energy utilities which averages 3·.07 for 1976, 
3.29 for 1977, and 3.27 for 1978, well below the 3.8 advocated 
by witness Oglesby. 

~ith respect to the relative risk of electric and 
telephone companies, -Mr :-Kr~ pO:Uits·t~pot~t~J: ... c!iff1cult~s
of nuclear power created by the Three Mile Island incident, 
the increasing difficulty electric utilities are experiencing in 
obtaining ~uel cost increase offsets, and the relatively high 
percent of income crea.ted by interest during construction as 
examples of real risks encountered by electric utilities but 
not by telephone utilities • 
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Witness Kromau further notes that although witness 

Oglesby stated that one of the guidelines for deriving a fair 

rate of return is that the recuru on equity should be comme1.'1Surate 

with returns on equity of other enterprises having similar risks, 
he does not present such comparative data in his exhibit. 
Mr. K:roman believes such data is indispensable and, therefore, 

presented data on return on average common equity and percent 
equity for 1976, 1977, and 1978 for the 19 electric utilities 

selected by witness Oglesby, for Moody's 24 utilities, for 
Dow Jones'15 utilities, for GTE's 14 major telephone subSidiaries, 

and for the 23 pri1lCipal Bell System subsidiaries. From these 
tabulations he concluded that a comparable earnings approach 

does not support au allowance on applicant's common equity 
anywhere near tbe range of 14.90 to 15.50 percent sought by 

General • 
Accepting Geueral' s proposed capital stract-=e as 

reasonable and applying a long-term debt cost of 8.12 percent, 

a short-term debt cost of 10.50 percent, a preferred stock cost 

of 7.95 percent, and a return on common equity of 13.08 percent, 

this witness derived a recommended rate of return of 10.10 
percent. The return on common equity was derived from the 

application of a times interest ratio of 2.35 to the embedded 
cost of debt.. Mr .. Kroman believes that his recommended rate 
of return is adequate for General to maintain its "A" bond 
rating. The recommended 10.10 percent rate of return is for . 
General's overall operations. He used the average of General's 
and the Commission st.aff' s intrastate rate of return and rate 
base to translate the overall 10.10 percent rate of return to 

an intrastate rate of retarn of 9.98 percent which he recommends 

be adopted by this Commission.. He further testified that such 
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a recommended rate of return was predicated on General's supplying 
aclequate service. He believes that a penalty should be applied 
for deficient service and suggested approxfmately 0.2 percentage 
points as previously applied by this Commission to General. 
Discussion 

The recommended capital structures, cost factors, 
a.nd weighted cost return factors presented by General, the 
Commissiou staff, and IA are shown in ':table I. 

It will be noted that the weighted cost for long-ter= 
debt, short-term debt, and preferred stock, representing 61 
percent of the capital costs of General and LA, total 5.00 
percent for both, and that the Commission staff derived a 
cost of 5.03 percent for 61.37 percent of its computed capital 
costs.. It is axiomatic that the differences between these 
three estimates are minimaJ.. These capital st%ueeure est:£mates 
are premised on the issuance in 1980 of $100,000,000 of 
Series CC, 12 ~cent bonds, and $80,000,000 of Series DD, 
11 percent bonds. Exhibit 98 is a copy of General r s prospectus 
dated April LS, 1980. This prospectus lists $50,000,000 of 
Series CC bonds at 13-3/4 percent interest and $75,000,000 
of Series DD bonds at 14-1/8 percent interest.. Reflecting 
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. . 
-----COm,ooncn t 

Lonc;-Te.rm Debt 
Short-Term Debt 
Preferred Sto~ 
Common--Equi tylI 

t.onC;-Ter.r. Debt 

Short-Term Debt 
Preferred Stock 
Common-Equity 

Long-Term Debt 
Short-Term Debt 
Preferred Stock 
Common Equity 

Table I 

: Cap:i.talizati'on-:--~----:- Weiqhted :----
: Ratios : Cost: Cost : 

General's Requested Rate of Return 

Staff's 

49.00% 
4.00 
8.00 

39.00 
100.00'% 

Recommended ~te 

49.17% 
3.32 

8.eS 
38.63 

lOO.OO% 

LA's Recommended Rate of 

49.6% 
2.4 

9.0 
39.0 

100.0 

8-•. 05% 3.94% 
10.5 .42 
8.03 .64-

14.90-15.5~5.81-6.05 
10.81-11.05% 

of Return 

e.13~ 4.00% 

10.50 .35 
7.66 .68 ,. 

13.25 5.l2 

10.15~ 

Return 

'8.12% 4.03% 
10.50 .25 .. ' 

7.95 .72 

13.08- 5.l0 

10.1oiY 

Testimony by witness Oglesby indicated a recommended rate 
of return in the r~qe of 10.81 to ll.05 percent ~th return 
on equity in the range of 14.90 to 15.50. However, the applica
tion 0: requested Sl19,044,000 increase to General's estimated 
1980 operations results in a rate of return of lO.37 percent. 
Translating this rate of return to return on equity yields l3.77 
percent which staff witnezs Mowrey used for comparative purposes. 

11 Ouantitiesshown are for General's overall oper~tions. Based on 
the averac;e 0: General's and the Commission's rate of return and 
rate base :or Gener~l's intrast~te opcrationz, witness Krocan 
transiated the 10.10 percent overall recommended rate of return 
to 9.98 percent for General's intrastate operations. 
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these issues tn the computation of cost.factor for long-term 
debt results in a computed effective interest rate of 8.24 
percent as follows: 

.. .. .. .. .. .. 

: .. .. 
: 

: . . 
.. . .. .. 

:U£ee1:1vei" 
:Interest : 

Pu : N~ : Azmual : Rate : 
: _________ ~~o~_~~t~ ______ ~: __ V~~~u~e __ ~:~P~~oe~e_~_s ___ : ___ ~~age ____ :(_P_e~~c~~~~): 

'total Mortgage BoM$ 
Debentu'rcs 
Iu~emed:L:a.tc Tem toans 

Sab~tal 

1979 I$GUC5 ~ end BS) 

Balance 12-3l-79 

1980 Issues 
Se:1e:J CC, 13-3/4t 
Series DD, 14-1/81-

Balanec 12-31-80 

$ 763,925 
89,103 
40,000 

893,02S 

200,000 

1,093,028 

50,000 
75,000 

$ 751,750 
88,596 
39,400 

879,74& 

197,420 

1,077,166 

49,625 
73,969 

$1,200,760 

$50,044 
6,441 
3.838 

6,875 
10,594 

$98,909 

6.66 
7.27 
9.74 

6.86 

10.70 

7.~ 

13.85 
14.32 

8".24 

'!he inclusion of these two bond issues in the computation 
of the staff's capita.l ratios results in the following: loug-term 
debt - 48.07 percent, short-term. debt - 3 .. 39 percent, preferred 
stock - 9 .. os. percent, a.nd commou equity - 39 .. 46 percent. We will 
a.dopt this capital structure, together with 8.24 percent cost of 
long-term debt, the staff's esttmated cost of short-term debt 
and preferred stock of 10.5~/ and 7.66 percent, respectively .. 
We will now address the development of the proper allowable 
return on common equity. 

1/ General's treasurer and assistant secretary C, J. O'Rourke 
testified at the hearing on the partial general rate increase -
that the short-term debt interest rate for the first five 
months of 1980 average 13.7 percent. However, on that date 
the interest rate was below 9 percent tending to conf~ a 
10.5 percent interest rate over the entire year • 

-26-



• 

• 

• 

A.59l32, OII 62 ALJ/ems/bw 

It bas been repeatedly demonstrated 'both in this 
record and in other proceedings before this Commission that 
the results derived from the application of the DCF method to 
determine an appropriate return on common equity vary 
considerably depending upon the choice of utilities used in 

the study. According to the record, the measure of compara
bility of utilities used iu the development of General's 
presentation was the amount of total c~pital and the common 
equity ratios rather than the type of utility. Because of 
the relatively large size of General among the non-Bell 
independents and the relatively high equity ratios of the 
Bell System subsidiaries, the use of such criteria eliminates 
consideration of communication utilities in the basic data 
for deriving return on equity by the DCF method. Furthermore, 
of the 19 electric and combination gas and electric utilities 
selected by tb.e use of such criteria, only nine appear 0'0. 

the list of Moody's 24 utilities and only two appear on the 
list of Dow Jones' 15 utilities. As noted by LA, the use of 
either Moody's 24 utilities or Dow Jones' 15 ut;lities for 
the computation of return 0'0. equity by the DCF method would 
yield a return on common equity less than indicated by General's 
showing. Ironically, the actual recorded return on commO'O. 
equity for the year 1978 was less for witness Oglesby's 19 
electric and gas and electric utilities, Moody's 24 utilities, 
and Dow Jones' 15 utilities than either GTE's or the Bell 
System's principal telephone subsidiaries • 
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The second method utilized by witness Oglesby to 
support his recoumended :range of return on common equity was 
the yielci differential or risk-premium method. As amply 
demonstrated on this record, the selection of the utilities 
for the basic data and the time frame for the computation of 
the yield differential have a prac.OUt1ced effect on the results. 
General's witness based his computations on the stock and bond 
yields of Moody' s 24 utilities for the period 1937 through. 
1976. the average yield differential for the 40-year period 
was 5.35 percent as contrasted to the figare included in 
General's showing of 5.58 percent, which is the average of 
the Dow Jones industrial average closings for the J)eak-to-peak 
period of 1937 to 1976 of 5.29 percent and for the peak-to-peak 

period of 1946 to 1973 of 5.87 percent. The relationship of 
high and low closures for the Dow Jones industrial average to 
the stock aud boud yields for Moody's 24 utilities was not 
explained on the record. It should be noted, however, that 
for three of the four peak period years, i.e., 1973, 1946, 
and 1937, the yield diff~ential varied between a negative 
10.61 to a negative 26.56 pel!'cent casting some doubt on the 

appropriateness of the periods selected. Also, as noted by 
LA, the ~erage realized yield differentials for the 5-, 10-, 
and l5-year averages for the periods ending in 1973 through 
1977, ranged between a plus 3.52 percent and a negative 11.48 
percent and, there£ore~ provide no support for the 5.58 percent 
differential forming the basis for General's recommendaeions • 
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Raving ueilized daea from 19 eleceric and combination 
gas and electric companies to derive an appropriate return on 
equity by the DCF method and from Moody's 24 electric and 
combiuaeion gas aud electric utilities to compute a rerum on 
common equity using the yield differential method, General's 
witness teseed the validity of the results by comparing ehe 
pre-tax and after-tax interest coverage resulting from such 
recommended returns on equity with the interest coverage of 
"M"- and "A"-rated electric and telephone companies. Mr. Oglesby 
testified that the pre-tax interest coverage of 3.8 resulting 
from a return on co:azmon equity of 14.9 percent, the lowest of 
his recommended range, was very close to ehe average pre-tax 
coverage of "A"-rated telephone companies and was, therefore, 
adequate. The corresponding after-tax coverage for the 10 .. 81 
rate o~ return corresponding to the 14.9 percent return on 
equity with General's recommended capital structure is 2.48· 
times and at the upper range of its recommended raee of return 
is 2.53 times.. .A$ testified to by LA's witness, this 2 .. 48 
after-tax coverage is higher than the average of 2.33 times 
experienced in 1978 by the 19 electric and combinatiou gas 
and electric utilities used in General's study, higher than 
the median of 2 .. 34 times experienced by Standard and Poor f s 
17 "A"-rated utilit ies, higher than the 2 .. 26 times experienced 
by Standard and Poor's five "A+"-rated utilities 7 and higher 
than the 2.24 times experienced by Standard and Poor's five 
"A-"-rated u":ilities. It is, however, lower than the after-
ta."<: interest coverage of 2 .. 86 t:£.mes for "M"':rated telephone 
utilities and 2.55 times for "A"-rated telephone utilities. 
According to the test:illlony of lA's witness, . the higher interest 
coverage for "AA"· and "Aft-rated telephone companies compa.red to 
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sfmilarly ra~ed electric u~ili~ies reflec~s the relatively 
small size of the telephone utilities rather than the ~estors' 
perception of greater risk as alleged by General. 

The staff's witness, Mowrey, testified that a very 
importan~ consideration of any rate of return recommendation 
is the interest coverage that a particular level of earnings 
provides and believes that the after-tax coverage of 2.33 
~imes result~g from his recommended rate of return not only 
allows General to meet its fixed charge requirements, but 
also allows for sufficient flexibili~y ~o attract capital 
in the future. 

LA's witness testified that after the appropriate 
capital ratios and cost factors for debt and preferred stock 
have been decided, the rate of return selection relies on the 
proper selection of two interrelated factors, an adequate 
level of interest coverage and a reasonable allowance on 
common equity. In his opinion, an after-tax interest 
coverage of 2.35 t~es is adequate to insure the successful 
issuance of additional debt while maiu~ainillg au r'A~' ra~ing. 

Multiplying 2.35 by his weighted cost of debt of 4.28 percent 
yields a rate of return of 10.06 percent and a return on equity 
of 12.97 percent. He rounded the rate of return upward to 
10.10 percent, producing' an interest coverage of 2.36 ttmes 
and a return on common equity of 13.04 percent which he 
believes appropriate for the company as a whole. However, 
according to this witness' testimony ~ the rate of return 
approved for General's intrastate operations subject to this 
Commission's jurisdictiou should be modified downward from 
the total company rate of return to balance the higher returns 
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it is anticipated that General will ex?erience from its interstate 
operations. It is axiomatic: tb..a.t this Commission must follow the 
guidelines set forth in United States Supreme Court decisions for , 
utility company operations subject to our jurisdiction..,To 
adopt an intrastate rate of return different than our ,determination 
of a reasonable overa.ll rate of return would violate these principles 
and is, tberefore, unacceptable. 

After careful consideration of all of the recorded evidence 
in this case and the argumentsa.dvanced by the various parties to the 
proceeding, we" adopt as reasonable a return on equity of 14.10 percent, assuming 
General provides <3Qequ3te telephone service. Weishil'l9 heavily in our considerations 

. . 
leadin9 to our adopted return on equity were such sermane factors as the times interest 

coverage c:unently being realized by "AA"-:' ancl "AU-rated telephone 
utilities other than General aud Pacif1e, the 13-3/4 and 14-1/& 
percent interest rat~s of General's two most recent bond issues, 
the current yield rate of long;.term "A" bonds'l:ang1ng from 13 to 
13-1/2 percent, and the fact that the authorized.rates will not 
become effective until. the latter part of the test ye,ar 1980. 

The 14.10 percent return on equity applied to our . 
previously adopted capital strueeur~ and costs, translates to a 
rate of return of 10.58 percent developed as fOllows: 

--------------------------~_-~_-~-~~~~~~~~~~~c:a:o~.~~~t~~a~~l~~~S~t~ru~~c~==ur~~~e~~·::~::: 
Cos~ : We~nceQ: 

____________ ~~ __________ ~ __ ~~~ __ ~ __ ~F~a_c~t~or~_: _____ C~o~s_ts~: 

8.24 3.96 
10.50 .:36 

7.66 .70 
14.10 5.S6 

lO.58 
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This return on capital is amply ~dequ~t~ to ~ttr~ct 
capital at a reasonable cost and not imp~ir the credit of General. 
This r~te of return would provide an approximat~ times interest 
cover~ge after income taxes of 2.45 times for debt ~nd a combin~d 
coverage factor for all interest ~nd preferred dividend coverage of 
2.11 times. Relating this 10.58 percent r~te of return to our 
subsequently discussed adopted summary of earnings of General's 
intraztate operations would result in a gross revenue increase 
requirement of approximately $104.9 million over existing rates. 

But the rate of,return of 10.58 percent is premised on 
General's providing adequate service. As detailed later in this 
opinion there are serious service deficiencies in General's operation. 
They have caused ~ multitude of customer complaints. The public has 

been unduly inconvenienced, and we expect more of "a utility of 
General's size ~nd resources. To give an incentive for Gener~l to 
take concerted and effective measures to substantially improve its 
level of service, we are reducing the authorized return on equity 
0.5 percent to 13.60 percent (eq~ting to a $7.4 million reduction in 
revenue requirement). If General shows that the service has been 
improved to a satisfactory level, we will give consideration tO,adjusting rates to a 
level so General can have the opportunity to earn the 14.10 percent 
return on equity which would be re~sonable ~ssuming adequate service. 

The penalty for inadequQte service may be removed no 
earlier than December 1, 1981 upon petition for moeification of 
this decision and a convincing showing by General eemonstrating 
improved service. Termination of the penalty shall depend upon a 
showing on the part of General demonstratin9 that: (a) the service 
indices in Appendix D ~re being met, and (b) reporting units zervin9 
at leazt 90 percent of Gener~l's subscribers have dial service indicez 
above the reporting level. If rates are increased by $7.4 million 
after General's showing, the billing surcharge will be adjuztee. 
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In its briefs ano at the or~l argument the staff also 
recommended that if ~fter six months General cannot show an 
acceptable improvement in service, this Commission should issue 
an order to show cause why it should not restrict the pa~ent 
of dividends to GTE. The above provision for penalty on return 
obviates the necessity of such a show cause order. 
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v - AFFILIA'I'ED Ilm::R.ESTS 

General 
As previously stated,. GTE is :he paren: company of 

more than 60 communication, products,. and research and service 
subsidiaries with operatio~ iu 4l states and 18 foreign 
countries, including the following which transact substantial 
business with General: Directory Company" Service CorporatiO'C,. 
G'I'EDS, and AE. Since its inception, this Commission has 
concerned i:self with affilia:ed interests and thefr ~paet 
on the cost of service furnished to the public with the result 
that certain ratemaking adjusements applicable to the above
listed subsidiary companies have been established through the 
years. In the aggregate these adjustments included in Gettera1' s 
estimates for it's overall operations decrease operating expenses 
by $4,796,.000 and rate base by $11,170,000 as coutras:ed to 
estimates introduced into evidence by the Commission staff 
which decrease operating expenses by $4,728,.000 and rate base 
by $12,.179,000. For intrasta:e operations these translate to 
$4,368,000,. $8,994,000, $4,092,000, and $9,812,000, respectively. 
AE Adjusrment 

Ib.e Commission staff's posieicro. on the_:;:'~~~CfiJ.=~=~= 
.. AE~-tavestmene-waS-pre-seIiteCl-b--sturfUianc:Lirexauiiner' ------- --- ------------ .-- .. --~ .... _-_ ..... __ .... _-- -.-.---- --.-- .... ---.-----
··D:-M".--tong-;-w1:irre-tlle-po"~i:[t·:rono'Ci"·the·-AE-acl.fustmentwas-----

_.... --- --". ". -~. '. --.- -- .- .... - ...... _ ••••• --- + -," ... - •• __ .- ••• _."- --_ ... _----.... _---.. -.. 

-preseU:tecr~by··-ut·n:[t£es-en~er·l1:-M'.··M1rza:-P;£··a~itS 
- -_ "_ ••• -- .. _ ..... - ....... ___ .... _____ ._ ............. ___ ._ •• __ c_~ __ •• _._ ... __ .... ___ ._T._.~ ____ ~'·· -_ .... _.-
~b~~~~~~.~_.~~~~ <!ey~~~.t>~g" .. ~~~.t::~-~g--;-~p'p~y;-~~-==-~. 
~d~t:z::·~~·:£!ig·:c·ompa;n·~·s-"for-t~-:-eere:p~o~-:-o~~~t·i~g-ce>.mPat;;1es . . _ .. 
c:outrottect-by-G'I'E"""ancf"""are-th"e-rargest-non=BeIrmanufac·tUrei'-s 
•• + • •• ... - ---._ .. - ..." ••• ~.. •• -- .. ,,--.- .......... .. 

-o~such.--e·qu1pmenr:tn-eh:e--un:tt"e-cr-st·ate·s-;--In-oUr-rate-ctec-:rs·!'0tis--
. . . .._... ........ _. ... 

.. ~n-Ge~rar:-s':[nc:e J.9·68-(D7758?3;~D:793·67, D:83n9;-~<r1?~505)-
we have restricted AE's return on equity, applicable to the 
ponion of its investment devoted to serving General~ to 
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12 percent for ratemaking purposes. The 12 percent return on 
eommon equity was deemed to approximate the return on common 
equity of a broad spectrum of American industry. 

Boeh. Genera.l and the Commission staff developed rate 
base and expense adjustments for General's purchases from AE 

based on the principles set forth above. General used 16 
percent as the appropriate return on common equity approxi
mating the return on common equity of a broad spectrum of 
American industry, whereas the staff used its recommended 
return on equity of 13.25 percent. 0'0. an overall basis, 
General's adjustment to reflect 16 percent return 0'0. equity 
was a decrease in expenses of $657,000 and a decrease in rate 
base of $ll,072,000, and the staff's adjustment was a decrease 
in operating expenses of $624,000 and in rate base of 
$12,092,000. Consistent with the 14.10 percent return on equity 
permitted in the rate of return allowance, we will permit a 
return on common equity for ratemaking purposes in this matter 
of 14.10 percent; However, for the years that such an adoptee 
return on eqUity was not established by prior decisions, the 
realized return was less than the allowed return with the 
result that the staff's adjustment of $624,000 for expenses 
and $12~092,000 for rate base is correct and will be adopted • 
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Directory Company Adjustment 
The Commission staff's position on the Directory 

Company adjustment was presented into evidence by ut~lities 
engineer H.. M. Mirza. 

With the passage of Senate Bill 30l~ effective 
January 1980, this Commission no longer has authority to 
regulate telephone directory advertising. Because of the 
competitive nature of the directory business, Directory Company 
permitted the staff to examine relevant documents without . 
making any duplication, but did not provide such documents 
as a part of the NOI requirement. Both General's and the 

staff's adjustments were based on principles incorporated 
in previous Commission decisions. For test year 1980, the 
staff used Directory Company's budget data based on 1978 
actual clata. with a 10.25 percent rate of return, and General 
used budget data based on the actual year 1977 and a 10~3 

percent rate of return. On overall operations the staff's 
adjustment decreased operattng expenses $2,501,000 and 
General's adjustment decreased operating expenses $2,279,000. 
We will adjust Directory Company's earnings to our adopted 
lO.5~ percent rate of return which, USing the staff's later 
data, results in a decrease in operating expenses of $2,460,000 • 
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GTEDS Adjustment 
'!be CODIUissio'll staff's positiO'O. 0'0. the GTEDS 

adjustment was presented into evidence by utilities engineer 
R. M. Mirza. 

GTEDS was formed in the latter part of 1967 principally 
for the purpose of providing system development and computer 
facility operations in the General System telephone companies. 
It was reasoned that these services could be provided at 
reduced costs by one organization compared to the total 
expenses that the individual telephone companies would incur 
if they performed these operations for themselves. On April 1~ 
1972 GTEDS took over General's computer facilities • 

At the present time, G'IEDS is performing various 
functions for the General System telephone companies. 'Ib.ese 
functions include: processing work and microfilm services, 
the leasing of computer equipment, the loca.l development of 
programs or systems, and the development of a Business Informa
tion System (BIS). Processing work includes customer records 
and billings, toll computations, and payroll and separatious
settlements • 
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Raeemaking adjus~ts adopted in recent prior decisions 
consisted of minor adjustments in the allocation of general and 
indirec1: costs among the Genera.l System telepbone companies and 
insuring that for ratemaki'tlg purposes the rate of return 01:1 

Gl'EDS' business with General did not exceed the rate of return 
allowed for General"s utility operations. Both the Commission 
staff and Geue:ra1 developed the GTEDS expense and rate base 
adjustments based on the principles adopted in previous d~~~~~s~~~~~~ 
The staff adjustment is based on limiting GTEDS' earnings level 

:_t~o J.9.~_2.5_'.P.er~ent _ ,apPt:o~1m.it:i.ng_~.he:· s.t,aff,~r.e~c;._~'fld~d ,,:r::i..te ~f _r.e~~~· ~ 
. wbJ:.Ie --General ri·· ad· .... ustment· was-based on- ii·10:3·- _ .. ··eent.·-_~a~e:of-'--
_. 0'. ~ ._. __ • __ ••• ____ .,J_._ ....... ____ • __ .. ___ p •• __ ._ ......... _ • per .. . 
return. The staff's 1980 test year adjustment was a reduction 
in expenses of $1,603,000 and a reduction in rate base of 
$87,000, and General's adjustment was a reduction in expense 
of $l,819,000 and a reduction in rate base of $98,000. For 
ratemaking purposes, we will base our adopted G!EDS expense 
and rate base adjustment on a 10.58 percen~ rate of return 
which translates to a company total decrease to expenses of 
$l,54l,OOO and rate base of $84,000 • 
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Future Unregula.ted Terminal Equipment Affiliates 
On April 7, 1980 the Federal Communications 

Commission (FCC) issut:~ its order, FCC 80-189, Computer Inquiry II, 
which orders deregulation of all telephone terminal equipment as 
of March 1, 1982. This FCC order also requires that en: establish 
an unregulated terminal equipment subsidiary to take aver !:his 

unregulated business. 
In anticipation of the April 7 order, staff wi.tness 

Strahl, in Exhibit S2, recommended that General be ordered to 
present a comprehensive study on the establishment of this 
unregulated terminal equipment subsidiary and the plans for 
handling sales of terminal equipment in the future. The staff 
attorney, at the hearing on May 7, 1980, moved that General be 
required within six months to submit a. plan describing how 
General intends t~ establish a separate subsidiary and to 
handle all matters relating to the sales, installation, repair, 
and advertising of terminal equipment (RT 2404)_ . . 

It is apparent that the FCC deregulation order will 
have a significant impact on General f s organization, operation, 
earnings, and service to the public. With the very short time 
frame allowed by the FCC order, it is essential that plans be 
formulated at the earliest possible time to effect these 
changes in a manner that will be least disruptive to General's 
operations and have minimum impact on the public. Accordingly, 
we will order that au appropriate study 'be submitted by General .. 
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The fCC terminal equipment deregulation order will 
have ~ signi£ic~nt effect on General's terminal equipment 
operation because deregulation will result in a higher level 
of competition in this area of the busines~. Consequently, 
it is anticipated by regulatory authorities and by the telephone 
industry that there is a need to substantially increase the 
depreciation accrual r~tes on terminal equipment due to 
competition, technological advances, and earlier obsolescense 
of ~ny of the terminal equipment devices now in service. 
In relation to the increased terminal equipment depreciation 
accruals, it is appropriate that the cost burden be placed 
on users of terminal equipment. Due to the March 1, 1982 
deregulation deadline set by the FCC, such depreciation 
changes can be expected in the very near future. In order 
that General's terminal equipment operation be made whole 
with these anticipated increased depreciation charges, it is 
appropriate t~t an expeditious rate treatment for this segment 
of the business be implemented. Accordingly, we are providing 
that depreciation accrual offset increases in terminal equip
ment rates may be filed by advice letter supject to Commission 
resolution action. 

Another segment of General's operation that is closely 
related to the terminal equipment deregulation order by the FCC 
is in General's provision of the station wiring portion of the 
station's eonnection aecount. While this was not.an issue in th~s 
proceeding we expect to give it consideration in future r~tc cascs 
and we will require General to furnish1a report on these matters 
for our future usc. 
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VI - RESULTS OF OPERATION 

General 
Complete results of operation testimony and exhibits 

were presented by General and the Commiss ion staff. Substantial 
differences exist in practically all categories of =evenue, 
expense, and rate base items with the largest of these differences 
occurring primarily in toll service revenues, maintenance 
expenses, other operating expenses, depreciation expense, and 
rate base. 

The results of operation data for the utility as a 
whole was presented into evidence on behalf of General by its 
vice president-controller, R. L. Giffin, and for the california 
intrastate operations by its Division of Revenues manager, 
G. C. Hascall. The staff presentations were made by various 
subsequently identified staff members. Rebuttal testimony was 
presented on behalf of General as subsequently discussed. 

General's present separations procedure for allocating 
?%,operty costs, expenses, taxes, and reserves to the various 
intrastate and interstate services follow the procedure set 
forth in the February 1971 NARUC-SCC Separations Manual 
incorporated as Part 67 of the SCC rules ~ti~Lj:'~~la~iotiS:~-~n,ese 
procedures have been used by both the Commission staff and 
General in development of intrastate and interstate toll 
revenues and for development of separated costs for the test 
year 1980 • 
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According. to the record, ~be separation facto:s were ..... 
analyzed by observing the past recorded fac~ors for ~ny signifi-
can~ trends and unexplained 'changes. After disc~sio: and 
review, the staff and utility agreed On 1980 level of sep~ration 
factors. These factors were used to allocate our acopted 
revenue, expense 7 and rate base items to Geueral' s intrasta1:e 
oper3.ticns. 

A - REVENUES 

General 
The staff presene~tion on operating revenues was 

iuerocuced into evidence by senior utili~ies engineer W. M. 
Franklin. 

Revenues are derived fr~ subscribers' telephones 
and other local services, toll services, and mise~llaneous 
services. _~ amount for uecollectibles, l.94 percen~ of
revenues derived by the staff and stipul~ted' to by General, 
is subtracted fr~ the total revenues to obtain total 
operating revenues. General's and the CO'Cllission staff's 
1980. test ye:xr operating revenue est~tes at p-resent rates 
are tabulated below, together with the adopted revenues: 

: _____________ I~=_e_m ____________ : __ Ge __ n_e~~a __ l ___ · ___ s_e_a_~_= ____ M: __ AdO~_~_e_c_Q __ : 

Local Service Revenue 
Interstate Toll Service Rev.' 
Intras:ate Toll Service Rev. 
M1seellaneous Reven~es 
Uncollectibles . 

Total Operating Revenue 
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Local Service Revenaes 
Local service revenues consist of monthly charges, 

message charges, and 'Ilonrec~ing service connection charges 
collectively referred to as subscriber station revenue, plus 
public telephone revenue, service station revenue, local 
private line revenue, and other local service revenue •. The 
$2,883,000 differences between General's and the staff's 
est~tes reflect differences for message charges and extended 
.area service (EAS). !he revenues for both of these categories 
are derived through settlements with Pacific which provides 
General its separated cost of providing such services plus a 
return on its investment in the facilities required to 

provide sach service. The adopted local service revenue 
estimates, therefore, reflect our subsequently discussed 
adopted results of operation expense and rate base items • 
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Toll Service Revenues 
Toll revenues consist of interstate and intrastate 

toll revenues. For interstate toll revenues, General receives 
its separated cost of providing interstate service plus a 
return ou its investment, known as the settlement ra.tio, 
allocated to interstate service. The staff's interstate 
toll revenue estimate of $240,885,000 is less than General's 
estimate of $256,186,000 by $15,301,000 and reflects primarily 
its lower estimates of interstate expenses and taxes. 

Intrastate revenues consist of Message Toll, Wide
Area 'roll Serviee ('Q'ATS), and Private Line Toll. As with 
interstate toll, General receives its allocated intrastate 
toll facility expenses plus a settlement ratio. For purposes 
of settlements, Pacific estimates the gross billing to be 

shared by each telephone company_Such billing is referred 
to as customer billing. 'l'be staff's estimate of intrastate 
toll is $451,926,000 which is $29,588,000 less thau ~eral's 
comparable estimate of $481,514,000. Most of the differenee 
in estimates reflects the staff's lower est~tes of intrastate 
expenses and taxes as well .as its lower estimates for customer 
billing and allocated investment. As with the local service 
revenues, the adopted toll service revenues reflect the 
subsequently discussed and adopted expense and rate base 
items • 
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Miscellaneous Revenues 
Miscellaneous revenues consist of telegraph commissions 7 

directory advertising rent revenues. a.nd other revenues. '!he 
staff reviewed General's work papers and found its esetmates 
reasonable. It 7 therefore" accepted General's estimate of 
$77,638,,000 for miscellaneous revenues. 

B - MAIN'rENANCE EXPENSES 

General 
'I'b.e staff presentation of Chapter 8 - Maintenance 

Expense of the staff Results of Operation report was made by 

senior utilities engineer C. O. Newman. 
Rebuttal test~ony was ~resented on behalf of General 

by its budget director" L. E. Hegge. 
Maintenance expenses cons ist of the costs of labor 

and material" together with related administration, overhead, 
and miscellaneous expenses for the repairs ~nd rearrangement 
of o?erating plant. General's network engineering and 

construction service, switching services, and supply and 

transportation departments have the pr~ responsibility 
for plant maintenance expense. General complies with the FCC 
Uniform System. of Accounts for telephone companies but further 
subdivides the expense accounts into ''R'' for repairs and ''M'' 
for moves and changes (rearrangements) categories • 
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The maintenance functions are performed UDder the 
general direction of the vice president-marketing and customer 
service and the vice president-network engineering and construC
tion. '!'he staff estimate of maintenance expense for test year 
1980 is $262,464,000 as compared to General's esttmate of 
$313,905,000. The bulk of the $51,441,000 difference (19.60 
percent) is due to differences in labor estimates which 
comprise about 70 percent of the total expense. In general, 
the staff used employee productivity trends adjusted to normal 
levels and assumes a normal level of staffing, craft experience, 
and productivity, for test year 1980, whereas General based its 
estimates on the average number of employees expected to be 

employed during that year. The following tabulation compares 
the 1980 test year estimates prepared by General and the 
Commission staff, together with the adopted' amounts. The 
bases for the adopted results are discussed in the ensuing 
paragraphs. 

:ACct. : .. .. .. .. .. .. 
: No. : Account .. Staff : UtilitI :Ado2ted . 

(a) (b) (C~ . 

602 
603 
604 
605 
606 
610 
612 

(Dollars In Thousands 
Maintenance ~nses 
Repairs $ 30,055 $ 38.,884 
Test Desk Work 16,llO 23,579 
Repairs of Central Office Equip. 94,964 115,862 
Repairs of Station Equipment 106,569 122,038· 
Repairs of Building and Grounds 5,377 5,822a / 
Maintaining Transmission Power 8,494 6,547-
Other Maintenance Expense 895 1 z173 

Total Maintenance Expense 262,464 313,905a / 
315,8'S~ 

~/ General stipulated to the staff's estimate of 
$8,494,000 for maintenance transmission power. 
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5,377 
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'Reoairs 
Account 602 - Repairs relates to outside plant. 

Ite staff accepted General's estimate of labor for mcves and 
changes but adjusted the figures to reflect unpaid time off 
included in General's estimates.. The staff r S estimate for 
repairs is based on a productivity of 1.8 hours per 100 
telephones. Recorded productivity ranged from 1.5 in 1976 
to 2.0 in 1978. '!be annual increase in total expense for 
this account relates closely to the product of the increase 
in number of employees and the increased cost per employee. 
Applying this factor to the 1978 recorded amount for this 
account yields a 1980 test year amount of $35,800,000, which 

• 
we will adopt as reasonable for the purposes of this proceeding. 
Test Desk Work 

Account 603 - Test Desk Work covers the costs of 
• operating test and repair service desks while ~rking with 

trouble repairs. Slightly in excess of 88 percent of the 
expense included in this account is labor expense in both 

•• 

the staff's and Geueral' s estimates. The activity in this 
category is high due to the increase in the number of complaints 
resulting from a shortage of trunking and switching gear. Such 
high activity will probably continue throughout the test year 
1980 and possibly beyond. As with the repairs account, we 
will adopt as reasonable for this account a figure derived 
from a factor equal to the product of the perceut increase 
in employees aud percent tncrease in cost per employee which 
computes to $21,000,000 for the test year 1980 • 
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Central Office Equipment 
Account 604 - Repairs of Central Office Equipment is 

divided into the following three subaccounts: centr~l office 
moves and chauges, central office repairs, and frame ma.:Lnteuance. 
Labor is approxtmate1y 80 percent of the total expense for this 
account and the balance is generally labor-related. Consequently, 
the differential between the staff's and General's estimates of 
$20,900,000 (22.01 percent) results from differences in methods 
used by the staff and General in estimating labor costs. 

According to the record switching services, which were 
established in November 1977 to bring the responsibility of 
central office maintenance and traffic facilities under one 
administrative department head, is currently undergoing a 
complete change including changiug from step-by-step (S x S) 

central offices to new electronic (EAX) centra.l offices, a.dding 

switching service operation centers, changing from independent 
central office operations to remote mo"O.itoring systems, .md 
installing electronic gear in S x S central offices. As might 
be expected, the productivity level temporarily deteriorates 
during the transition period and, therefore, according to the 
staff, test year 1980 is an abnormally inefficient year. In 
preparing its estimates General allowed for such temporary 
inefficiencies for the test year by basing its expense est~tes 
on budgeted amounts.. The staff, on the other hand, applied 
normalized productivity factors such as hours per year per 100 
inward and outward mavements and/or hours per 100 telephones .. 
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Here again it appears to us that the reasonable expense to be 

allowed far this account for ratemaking purposes should be 

based on the application of the product of increased labor 
force and increased cost per employee to recorded data. Such 
a procedure results in an expense for this account of $102,600,000 
which we adopt as reasonable. 
Station Eauipment 

General has five subaccounts for Account 605 - Repairs 
of Station Equipment: moves and changes for large PBX's, .. 
repairs for large PBX's, tloves and changes for station equipment, 
repairs for station equipment, and equipment production centers. 

The staff adopted General's estimate for the labor 
charges for moves and changes for large PBX's after adjusting 
the amount to exclude unpaid time off and $64,000 in overtime. 
Other adjustments were labor~related. We will adopt the staff's 
estfmate of $574,000 for this portion of the account. 

The staff's estimate of labor for repair of the large 
PBX's was $246,000 less than General's est~te due to anticipated 
continued productivity ~provement as electronic PBX replaces 
the manual type. The nonlabor portion was adjusted proportional 
to the labor adjustment. We will adopt the staff's estimate of 
$4,862,000 for this portion of Account 605. 

The staff used General's five-year productivity factor 
of 1.6 hours per 100 telephones as normal for the equipment 
service center which resulted in the staff's labor estimate oeing 
$91l,000 less than General's estimate of $10,248,000. The non
labor differences for this pOrtion of the account reflect the 
labor differences and the effect of el~ination by the staff 
of overtime included in General's estimate.. We will adopt the 
staff's estfmate of $30,824,000 for this portion of the account .. 
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'!he moves and changes and repairs to the station . 
equipment portion of this account were estimated by the staff 
to be $70,309,000 and by General to be $81 7 067,000. As with 
other previo~ly discussed portions of this account, we will 
adopt as reasonable a figure derived from the application of 
increased labor foree and cost per employee to yield 
$80,900,000 for this portion of Aceount 605. 

The total of Account 605 expenses discussed above 
and adopted as reasonable is $117,160,000. 
Buildings and Grounds 

the staff's estimate for Account 606 - Repairs of 
Buildings and Grounds is $5,377,000 for the test year 1980, 
as compared to General's estimate of $5,822,000. The 
differences relate to eXpected ~provements in efficiency 
and productivity due to installation of modern equipment • 
We will adopt the staff's estimate for this 'account as 
reasonable. 
Transmission Power 

General stipulated to the staff's esttmate of 
$8,494,000 for Account 610 - Maintaining Transmission Power, 
and we will adopt this figure. 
Other Maintenance Expense 

Because of the wide fluctuations in Account 612 -
Other Maintenance Expense, the staff based its estimate of 
$895,000 on the average of the last three years' recorded 
expense. General based its estimate of $1,173,000 on the 
annualized se"-en months' recorded 1979 expense. We will 
adopt the staff's estimate • 
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C - '!'RAFFIC EXPENSES 

General 
The 'traffic and Commercial Expense portions of the 

staff's results of operation report were ?resented into 
evidence by utilities engineer M. L. Hodges. 

'l'raffic expenses cO'C.sist primarily of sa.laries, wages, 
and administration costs involved in the handling of telepbone 
calls by switchboard operators and by ~he central office 
switching equipment. Traffic expenses are broadly categorized 
into those components of expe~es associated with facilities 
atld with operator services. Included in the former are the 
costs associated with the design, maintenance, administra.tion,. 
aud. surveillance of central offices, toll switching, and 
tranking facilities whereas the expenses associated with 
operator services include toll, directory assistance, a'tld 
assistance operator ~cti01lS. 
Traffic Expense Estfmates 

The traffic expense estimates for test year 1980 as 
submitted by General and the Commission staff are tabulated 
below by FCC accounts, together with our adopted amounts. 

:ACct", : : . .. . .. .. No. .. . . 

621 
622 
624 
627 
* 

Account . Staff : General : Ado2ted . 
(~ollars in tEOUSands) 

Traffic Expenses 
General Iraf£l.c SuperviSion $ 5,972 $ 6,281 
Service I:c.spection & Cust. Iustr. 1,125 1,239 
Opera.tors Wages 62,528 63,762 
Operator Employment & Training 2~839 3,430 
Traffic Office Expenses 3:.673 4 1693 

Total Traffic Expenses $76~137 $78,385 

*Includes Accounts 626 and 629-635. 
General stipul~ted to staff estimate 
of $3:p673,.OOO • 
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In gene:-al the staff's estimates differ froc those of 
General to reflect later data, acco1mting procedure changes, 
operationa.l. chauges, productivity gains due to modernization of 
equipment, a declining turnover ra.te, and/or postponement of 
anticipated equipment installation.. l'be. sta£f~s' «!.s;~t~·s~_of·--~ 
traffic expenses appear reasonable and.will be adopted. 

D - COMMERCIAL EXPENSES 

Testimony relating to Account 642 - Advertising, 
included in Commercial Expenses, was presented ou behalf of 
General by its advertising manager, T. L .. Hunter. 

Commercial expenses consist pr~rily of salaries, 
wages, and admtnistrative costs involved in the handling of 
customer service order contacts and the collection of revenues; 

developing and filing tariff ~chedules and other regulatory 
matters; the preparation and distribution of telephone 
directories; intercompany relations and settlements; and 
marketing and sales functions, including advertising. 

The following tabulation sets forth commercial 
expenses by FCC account number for the test year 1980 as 
estimated by the Commission staff and by General, together 
with the adopted amoun~s .. 
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•• 
:Acct. : · .. .. · . .. .. No. . Account · Staff : Ge'C.~al : Adop~ed .. . · (Dolla.rs in thOusandS) 

§eomzllerC ial Expenses 
640 nera! Commerc ial Admiuistratiou $ 5,418 $ 5,4lS' $ 5,418 
642 Advertising 2,891 3,93l 3,227 
643 Sales Expense lO,436 1.2,26l 10,436 
644 Connecting Company Relations 972 972 972 
645 Local Ccmme%cial Operations 65,015 66,123 65,168-
648 Public Telephoue Commissions 1 939 1,939 1 939 
649 Directory Expenses 36:695 37,459' 36:695 
650 Other Commercial Expenses 9 29 29 

Subtotal before Adjustments 123,375 128,132 123,884 
Retail Sales Adjustment OJA) f~38)* (338) 

Total Commercial Expenses $123~O37 $127 a 794 $123 1546 

(Red Figure) 

* Stipulated to by General. 

• Tbe staff adopted as reasonable General's esttma~e of 

• 

$5,418,000 for Account 640 - General Commercial Administration 
expense, $972,000 for Account 644 - Connecting Company Relations, 
and $1,939,000 for Account 648 - Public Telephone Commissions. 
These amounts will be adopted as reasonable for this proceeding. 

The staff's estimate of Account 642 - Advertising 
expense is $1,040,000 less than General's estimate of $3,931,000. 
'I'b.is difference consists of a disallowance by the staff engineer 
of $704,000 national advertising expense and a downward adjustment 
of $336,000 to Pboue Mart expeuse. According to the staff witness' 
testimouy, the national advertising in question serves to bolster 
GTE's corporate tmage rather than to benefit General's ratepayers • 
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We agree and will disallow the $704,000. With respect to the 
·phone mart adjustment, it is noted that, according to the 
record, General budgeted $901,000 as the residential portion 
of its local advertising program for campaigns to sustain the 

public's image of phone marts. This amount represents an 
increase of 83 percent over the yea:r 1979 recorded amouut. 
The staff witness believed such an increase was excessive and 
reduced it by $336,000 to reflect a 15 percent increase over 
1979 which he believed reasonable. When consideration is 
given to the snowballing effect of this type of facility, 
General ··s budgeted amount of $901,000 does not appear 
unreasonable and will be adopted making an Account .642 total 
of $3,227,000. 

The staff f s estimate for Account 643 - Marketing 
and Sales expense is $10,436,000 as contrastee to General's 
est~te of $12,261,000, a difference of $1,825,000. General's 
1979 estimated amouut for this account was $10,095,000. The 

actual level of spending was found by the staff to be 

considerably below this estimated amount because expanded 
efforts to gain more customers could not be justified in 
light of the service problems General was experiencing. 

!he staff's 1980 test year esttmate reflects an 
increase over the annual~d level of actual 1979 expenses 
of 9.7 percent for inflation and growth. It appears 
reasonable and will be adopted • 
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!be staff's esttmate for Account €45 - Local Commercial 
Operations is $65 7 015,000 as compared to General's estimate of 
$66 7 1237 000, a difference of $1,108 7 000. !his difference is 
comprised of $803,000 resulting from the use by the staff of a 
higher productivity factor and a different total station 
movement and $305,000 in the cost of collecting and processing 
revenues from coin telephones. General used a productivity 
factor of 1.50, the lowest experienced by General for this 
account, as contrasted to the staff's use of 1.42 based on 
the average for the period 1977 through seven months of 1979. 
!he staff's esttmate appears reasonable and will be adopted. 
General's estimate of collecting and processing revenues from 
coin telephones reflects a 23 percent increase over 1979 ~ 
spite of :he fact that revenues were increased by only 3 percent 
and General is continuing to convert existing telephones to 
the more cost-effective 7 single-slot telephones. The staff's 
est~te is based on the ratio of dollars of expense to 
dollars of revenue ratio for 1978. It would appear that the 
use of two-year-old data for computing this expense would be 
inappropriate as would the use of a 23 percent .l.nnual increase 
tn the cost of collections. We wil1 7 therefore, adopt a 
figure halfway between the two est~tes for this portion of 
the expense estimate, resulting in an adopted Account 645 
amount of $65 7 1687 000 • 
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The staff's es~imate for Aceount 649 - Directory 
Expenses is $36~695,000 as contrasted with Genera.l' s estimate 

of $37~~S9,OOO, a difference of $764,000. General's estimate 
is based on a contractual rate of 43 percent of estt=ated 
revenues whereas the staff's estimate is based on a. 41.98 
percent rate actually paid over a several years' average. 
We will adopt the staff's estimate .. 

The staff's esttmate for Account 650 - Other 
Commercial Expenses is $9,000 as compared to General's 
est~te of $29,000.. The staff's est~te is based on 
historical average whereas General's is based on 1979 partial 
year recorded expenses .. We will adopt General's estimate. 

The staff engineer recommended a $338,000 negative 
adjustment to Commercial Expenses to reflect tfme spent by 

customer representatives in General's Phone Marts on direct 
sales which provide no benefit to the ratepayer.. General 
stipulated to this adjustment and it will be adopted • 
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E - GENERAl. AND O'IBER OPERATING EXPENSES • 

'!he staff presentation on General and Other Operating 
Expeuses, excluding Account 672 - Relief and Pensions, was 
made by utilities engineer H. M. Mirza. 

General and Other Operating Expenses consist of two 
main categories: general office sa.laries and expenses which 
include salaries, office supplies, and traveling expenses for 
general office employees and other operating expenses which 
include insurance, employees' fringe benefits, peusicc.s, 
operating rents and general services, and licenses. Tabulated 
below by FCC accounts are the test year 1980 estimates prepared 
by the Commission staff and General, together with the adopted 
reStllts: 

.. .. .. .. .. .. 
Account : Staff : General : Adi1ted 

(DOllars in 'thOusa.nas 

661 
662 
663 
664 
665 

$ 

$ 

2,272 $ 
39,737 

682 
932 

32 z120 
75,743 

1,373 
288 

$ 

2,321 
39,737 

682 

$ 2,272 
39,737 

682 
1,042 932 

33:1524 32 z120 
77,306 75,743 

1,373 $ 
288, 1 

1,373 
288 

.. .. . .. 

668 
669 
671 
672 
674 
675· 
677 

7,757 
77,099 

7 757!. 
86;564 

7 757 
-8',r:'597-'-
"'l'i:3S2-9,111 

576, 
14,620al 57~ .' 576·--'·' 

~~.5~~ ~~.~l~~ ~~.a~J) 
86,361 103,163 '-"-94-UO-

_ e· _.,. __ •• ,._ 
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The staff's estimate for Account 661 - Executive 
Depaetwent :reflects a $49,000 dOWf}."'.tJa:rd adjustment from $2,321,000 
to $2,272,000 for ~cgislative advocacy expense. This ese~te 
appears reasonable and will be adopted. 

General's and the Commission staff's 1980 test year 
expenses for Account 662 - Accounting Department and Account 
663 - Treasury Department are the same _ These amOlmts will be 

adopted. The staff's estimate for Account 664 - Law Department 
was estimated by annualizing the first nine months' of 1979 
recorded expenses and increasing it by 12.3 percent, the same 
percentage General increased its 1980 expenses over 1979. 
For Account 665 - Other General Office Salaries and Expenses 
the staff estimate reflects the aunualization of the first 
nine months of 1979 recorded expenses which are then projected 
into 1980. We will adopt these figures in preference to 
General's est~tes because of the utilization of later data. 

The staff adopted General's estimates for Account 
668 - Insurance and Account 669 - Accident and Damage. In 
addition, General stipulated to the staff estimate of $7,757,000 
for Aecoaat 671 - Operating Rents. These amounts will be 

adopted. 
Evidence on Account 672 - Relief and Pensions was 

presented by research analyst II Christopher Danforth of the 
Comrnissi01l staff and rebutted by the director of Insurance and 
Pension Department of Service Corporation, W. 1.. Hyland, and 
by W. N. Sammis, a vice president of the Employee Benefit Plans 
Department of Jo~~on & Riggins, an organization of independent 
insurance brokers, consultants, .o.nd actuaries, respectively • 
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Tabulated below are the 1980 test year estimates of 
the component parts of Account 672 - Relief and Pensions, 'as 
submitted by General and the Commission staff, together with 
the adopted figures. !he bases for the adopted figures are 
set forth ~ the text following the tabulation. 

: ____________ ~I_t_em _______________ : ___ s_ta_£~£~~:~Ge~n.e~r~a~l~-:-A~d~o~p-t~e-a---: 
(Dollars in thousands) 

Administrative Costs $ 1 491 $ l,49l $ l,491 
Service Pensions 55:279 60,911 57,534 
Post Service PeU$io~ - - -
Group Life Insurance 1,766 2,588 1 930 
Medical & Dental Insurance 32,939 38-,71S -36:'1:52"-
Sickness Benefits 9,801 11,010 -iO·;2-6I+ 
Mi1it~ !.eave 7 6 7 
Workman s Compensation 4,505 4,166 -~689-

Other Benefits 2 1520 2 1 78-1 '~-673:--: 
Total 108,368 121,671 'ii4-690 -

-.-~--

capitalized ~~!z~b;l ~~SIIO'l .-~~l;~;~ __ 
Net Operating ~nse $ 77 t 099 $ 86·,564 -·-S' 81-;59'1--

(Rea: r igure) 

According to the record, General's est~te of 
$60,911,000 for service pensions was based on the application 
of the 1979 pension accrual rate developed by the actuary to 
the estimated 1980 payroll whereas the staff's estimated 
expense of $55,279,000 ($5,632,000 diffel:eutial, or 10.2 
percent) reflects an accrual rate utilizing recorded employee 
grO'W'th rate through November 1979. Also, according to the 

record, a portion of the differences in estimates reflects 
staff adjustments to General's estimated payroll by staff 
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witnesse's ~ NeTNman ,_ Hodges , __ and ·Mir~_~~viou~"":'d"i.~eus'sed. -- ~~~ 
annual payroll expense used by witness Danforth for the computation 
of relief and pension expense component parts was $500~581,6l0_ 
Consistent with our previously discussed adopted results, we 
will substitute $521,000,000 as a basis for computing relief 
and pension items. We will adopt the staff accrual rate based 
on later data and apply it against the $521 million labor base' 
to derive our adopted service pension expense of $57,534~OOO. 

The staff's estimate for group life insurance expense 
of $1,766,000 equals the above labor base times a computed 
participation factor of 95.68 percent and a premium rate of 
$4.56 per thousand minus an expected refund of 19.15 percent. 
!he refund was based on an average loss ratio of 74.95 percent 
for the years 1974 through 1977, a conversion and mortality 
charge of 1.1 ~rcent, and a needed retention of 4.8 percent, 
a total of 80.8S percent. In rebuttal test~ony General 
utilized a recorded period from 1969 through 1978 to deriv~ a 
loss ratio of 79.0 percent. To this was added conversion 
charges of 1.1 percent, a needed retention of 4.8 percent, 
and a needed margin of 7.5 percent fo~ a total of 92.4 percent 
needed premium level.·' 

As General's evicience demonstrates, the loss ratio has 
decreased in recent years, but to allow fully for the risks involved 
we will adopt as reasonable Generzl's loss ratio of 79.0 percent 
based upon ten years of experience. However, we are persuaded by 
the staff that the claimed need for a further margin of 7.5 pe=cen~ 
is umarranted, particularly in view of General's failure to j?rovide 
data as to the amount of life insurance refunds historically received;" 
For this proceeding we will acopt as reasonable the staff's computed 
participation r~te, a derived preoium percentage of 79.0 + 1.1 + 4.8 
or 84.9 percent and a premium rate of $4.56 per thousand, and apply 
these figures to the above $521 million labor base to yield $1,930,000 
as our adopted group life insurance figure. 
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• General's estimate for medical and dental insurance ~ exceeds the '. 

st=.ff's esti."':Iate of $32,939,000 by $5,779,000, or 17.5 percent. A major portion of 

t."le difference relates to the treatment of margin for fluctuations included in 

premium rates by all insurance companies. Sta::f witness Danforth reeommended 

eli."nination of t.-us margin from the medical insurance premium. expense for ratemaking 

pw:poses on the basis t.~t historically there have been. refunds equal to such 

margins and it was, therefore, appropriate to reTOVe t."lem fran the- allowable expenses. 
Rebuttal testilrcny presented on behalf of General ~ witness Samnis indicated that 
despite t."le inclusion of normal margins in the advance premium calculations negative 

balances were experienced in some years necessitating', in his opinion, the retention 

of an allowance for reasonable margins when computing' the meQical and dental 

~ance for ratemaking purposes. 

'lbe testi.1Ony of witness SaImlis clearly explains the reasons why insurance 

Qrriers require margins as part of their advance premiums. It provioes no basis, 

however, for ignoring the probability of substantial refunas accruing to the utility 

.;.ue to such :nargins, whic."l are as \oli tness Samnis testifie<9. in excess of the best 

wxPert estimates of claw ana expenses. We therefore aOopt the staff adjustment 

removing t."le $1,290,000 margin provided for medical and dental insurance expense in 

aCdi tion to expected losses. For purposes of this proceedins we will adopt General's 

esti:nate of S38,718,OOO minus $1,290,000 or S37,428,OOO, adjusted to our adopted . . 
labor base or S36,152,OOO for t."Us expense. 

the staff's estimate of $9,861,000 for sickness benefits 

is equal to a factor of 1.97 percent appliea to the basic $500 million 

labor figure. the 1.97 percent factor was derivea by trending 

sickness benefits expense as a percent of payroll for the period 1974 

throu9h 1978, and multiplyin9 the resultant percent fi9~re by the 

ratio of the 1978 aetual payroll to the 1978 staff adjusted payroll. 
We will adopt the 1.97 percent ratio applied to the abOve aiscussed 

$521 million payroll figure to yield SlO,264,000 as sickness benefits 

expense. 

.. . 

• 
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The staff's estimate for military leave and workers' 
compensation was based on average percent of payroll for the 
period 1975-1978 as contrasted to General's use of the July 1979 
year-to-date figures.. We will adopt the staff' s estiJ:I:W.te adjusted 
to our adopted payroll expense to yield $7~OOO ~or military leave 
and $4,689~OOO for workers' compensation. 

Other benefits expense primarily consist of au 
fcvestment plan for management employees. The staff's esttmate 
is based ou a percent of management payroll whereas Geueral's 

estimate is based on a percent of total payroll. Since the 
expense relates pr~ily to management payroll~ we will adopt 
the staff's est~te adjusted to our adopted payroll expense 
or $2~623,OOO .. 

The amount capitalized is set forth as 28.85 percent 
of the total account expense. We will apply this percentage 
to our adopted $ll6~l06~000~ the total of the above discussed 
adopted figures, to yield a capitalized amount of $33~501~OOO 
and a total Account 672 - Relief and Pensions expense of 
$82,605,000 for the test year 1980. 

The staff's estimate for Account 674 - General Service 
and Licenses is $9~lll,000 as contrasted with General's estimate 
of $14~620,000, a difference of $5~509,OOO~ or 60.5 percent. 

The staff's esttmate is based on the 1978· recorded 
contract billing of $8,853,000 adjusted downward by $1,271,000 
to $7,582,000 as recommended by staff financial examiner D. M. 

Long and further adjusted downward $52,000 by witness M1rza 
to $7,530,000 to reflect the disbanding of the Organizational 
Task Foree. Based on an annual payroll increase factO%' of 
8 percent and an annual nonpayroll inflation factor of 13.8 
percent, General derived a composite inflation factor of 10.78 
percent which it roUt'lded down to 10 percent. After review, 
staff witness Mirza accepted this inflation factor and applied 
it on a compounded basis to the 1978 adjusted total of 
$7,530,000 to derive his 1980 test year estimate of $9~lll,000. 
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General's estimate consists of $4,620,000 allocation 
to General for Western Region expenses which were excluded from 
the staff estimate and a $10,000,000 allocation to General of 
Service Corporation headquarters' expenses in Stamford, 
Connecticut. SOme of witness long's adjustments were contested 
by rebuttal test~ny presented on behalf of General by its 
vice president-controller, R. L. Giffin, by Service Corporation's 
vice president-Business/Residence Sector, G .. W. Conner, and by 
Service Corporation's director-Revenues of the Western Region 
Telephone Operating Group, G. J. Lucken. 

Of the $5,509,000 difference between the staff's and 
General's estimates, $4,620,000 relates to the el~ination in 
the staff's estimate of Western Region expense ou the bases 
that such costs are either a duplicate of Service Corporation 
head~ers' costs, are of no benefit to General's ratepayers, 
and/or General has failed to make a positive showing of value 
received from the regional office. 

According to the record, Regional offices were 
established during 1978 in Indianapolis, Indiana (Northern 
Region), ~ing, Texas (Southern Region), and Los Gatos, 
California (Western Region), so that the needs of the individual 
telephone operating companies could be responded to more 
efficiently through specialized support which enables them 
to better meet their customers' needs in an economically 
efficient manner. The Western Region includes General Telephone 
Company of Alaska, General Telephone Company of the Northwest, 
Hawaiian Telephone Company, and General. The four major 
responsibilities of the regional organizations are purported 

-61-



• 

• 

• 

A.59l32, OII 62 ALl/ems 

to be the tactical planning activities to effect strategic 
plans; major developmental efforts to produce systems, methods, 
and procedures designed to enhance the effectiveness of 
telephone company operations; to serve in a consulting 
capacity to both the Service Corporation headquarters office 
a.nd the individual telephone companies; and to serve as a 
focal point for each functional area. Each regional group 
is headed by a group vice president. Reporting to the group 
vice president are four regional vice presidents in charge 
of the Finance; Marketing and Customer Services; Network 
Planning, Engineering, a.nd Construction; and Personnel 
Departments. By contrast, according to the testimony of 
witness Lucken, the responsibility of the Service Corporation 
he~dquarters office is to provide strategic direction; to 
serve as a focal poi~t for conducting studies of costs and 
other business matters that have system-wide meaningfulness; 
and to provide for specific nonoperational fuuctiotlS such as 
insurance and pension administration. Included fn the 
rebuttal testfmony of witness Lucken was a l6-page attachment 
describing the functional responsibilities of the Western 
Region operating group. A review of this attachment would 
tend to confirm Service Corporation's stated intention of 
having the regional office perform those Service Corporation 
functions most efficiently handled by the regional office 
while retaining overall direction and nonregional functions 
in the headquarters office. However, it is equally clear 

from the record that the impetus for the implementation of 
the expanded Service Corporation staff and operational functions, 
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including the establishm~n~ of regional offices, is the rapid 
growth ana change in ~he competi~ive situations in the tele
communications marke~place. The cost of such expanded opera~ions 
should not be borne entirely by ~he =atc~ayers.· 

In support of his recommended dis3llowance of Western 
Region cos~s for =atemaking purposes, staff ~itness Long 
testified that Western Region is projected as a tactical unit 
hal=way between Stamfordfs long-term strategic planning and 
General's operational.management. He said that the Western 
Region's middle-te~ strategic planning blends with Stamford's 
long-tere strategic planning when dealing with loog lead-time 
technology such as elec~ronic switching equipment. The Western 
Region is of no benefit to General's operations when dealing with 
short-term rapid marketplace fluctuations and competitive 
m~neuvering in the telephone industry and is, therefore, of no 
benefit to General's ratepayers. 

Staff witness Long further testified that General 
should not be allowed a recovery of regional costs in this 
proceeding because: such costs for 1978 and 1979 cor~ist of 
start-up, unjustified, and duplicate costs with no ~diaee 
benefit to the ratepayer; regional functional re~ponsibilities 
have not been fully defined nor cose-justified by Service 
Corporation; costs created by competitive situations in the 
telecommunications market~lace should not be borne by the 
ratepayer; and there is duplication of regional coses performed 
ae both headquarters and within General. He also noted that 
37 percent of recorded Western Region expenses for the first 
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nine months of 1979 were employee transfer costs associated 
with start-up and staffing of the Western Regio'C._:o~fic.e--·-~-

and are not annual recurring costs. ~ 

After careful consideration of all the factors ~ we 
will adope for ratemaking purposes one-half of the nine months' 
1979 Western Region expenses (excluding transfer eosts of 
$1,467,800), annualized and increased by the p:eviously discussed 
inflation factor of 10 percent, plus oQe~fifth of the annualized 
1979 employee'transfer coses previously noted to yield the total 
adopted amount of $2~260~000 for :he Western Region operations. 
In subsequent proceedings after the Western Region office is 
fully staffed and its functions f?lly formalized~ the matter 
will again be reviewed to determine whether a greater or 
lesser percentage of the Western Region costs should be 

justifiably assessed against General's ratepayers • 
The next: largest Ser.rice Corporation expense item 

being disputed in ehis, proceeding is the recorded year 1978 
marketing expense of $958~OOO.. Staff witness Long recommends 
that one-half this amount~ Or $479,000, be disallowed because 
it represents development expenses which are incurred for the 

potential benefit of the shareholders rather than the ratepayers. 
He stated that the benefit of knowledge as to the marketability 
of a product or a service accrues to the original manufacturer 
or vendor of the equipment necessary for the ser.rice. The five 
generic roles this witness believes Service Corporat1on's 
Marketiug Department plays in the GTE corporate strategy are: 
preventing volunte erosion, upgrading service, lowering'system 
costs, representing the GTE system, an<i stimulating growth • 
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In h5~ rebuttal testimony witness Giffin addressed 
five areas of alleged marketing be~efits: residence sales, 
business sales, market planning, marketing services, and market 
analysis.. He refers to a proposed PhOtle Mart Operation's 
Guide as a. future 'benefit to res idence sales by reduc ing. 
waiting time in the Phone Mart, to a sales training school 
and business sales center which will be a benefit to business 
sales, and to various studies and training workshops provided 
for General's personnel to assist in meeting projected demands 
in support of his position that the marketing services provided 
for General by Service Corporation are of benefit to General's 
customers and should be fully funded. In furt:her defense of 
this position witness Conner presented rebuttal tesetmony 
indicating that developmental activities reflected in marketing 
expeus~ are beneficial to General's ':!='atepayers by keeping 
abreast of the latest state-of-the-art technology; that only 
a minor amount of marketing effort is dedicated to product 
investigation and of this only a small portion can be conceived 
as a building block for manufacturer's research; a.nd that the 
disallowances recommended by staff witness Long are of benefit 
to General's ratepayers by providing for the maintenance of 
good service, assisting General in prudeutly managing its 
business, and/or providing customers an. opportunity to evaluate 
available services and products. He further testified that 
nonregulated, planned competitive activities have been organized 
into a separate subsidiary called the Communications Network 
System Group which operates as a distinct profit center with 
none of !ts costs being prorated to the GTE telephone companies • 
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After review of the facts of this matter, it appears 
that a portion of the marketing expe~es assessed General should 
'Cot be borne by the ratepayer, but that the 50 percent dis
allowance recommended by the staff is excessive. We will, 
therefore, treat as a disallowance oue-fourth of the 1978 
expense, or $240,000, and appropriately reflect such an amount 
fn the 1980 test year adopted expenses. 

Service Corporation retains a separate staff in 
Washington, D.C., to act as the liaison for the GTE system with 
the federal government. This office gathers, analyzes, and 
distributes information to and from most federal offices and 
agencies which tmpiuge on the telecommunications industry. 
In past decisions this Commission found that it was impossible 
to separate the. furnishing of information which is a legit~te 
ratemaking expense from legislative advocacy which is not and 
therefore disallowed SO percent of the expenditures as being 
fair to both the utility and its ratepayers. Consistent with 
this policy, staff witness Long recommended a disallowance of 
50 percent of the Washington office 1978 expense of $207,000, 
or $103,500. We will adopt this recommendation. 

Staff witness long took issue with an allocation of 
$55,900 reportedly charged to General representing an allocation 
of $225,000 International Treasury activities to the Telephone 
Operatious Group on the basis that International Treasury 
activities 3re not for the benefit of California operations 
and General's ratepayers should not be burdened with such an 
expense. We agree. However, in rebuttal testtmony, witness 
Giffin stated that the allocation of the International Treasury 
function to Telephone Operations Group was 1.13 percent of the 
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total treasury expense and not the 37.06 percent overall 
Treasury Department factor used by witness Long. We will" 
therefore, disall~ the correct figure, $1,706 rounded to 
$2,000, equal to the product of the total 1978 International 
!reasury expense, the 1.13 percent factor to telephone 
companies, and the .. 2197 California prorate factor. 

Staff witness Long's review of Service Corporation 
Engineering and Network Facilities budgeted expenses indicated 
to htm that $55,000 of General's allocated share of the expense 
was properly ass~ble to the product companies and recommends 
disallowance of this amount from 1978 recorded expenses. We 
agree and will accept this disallowance. 

'1'b.e Human Resources (HR) Department of Service 
Corporation deals with organizational planning, executive 
training and education, benefits, college relations, affirma
tive action, and an accelerated executive recruiting and training 
program. ER's activities encompass the telephone operating 
companies throughout the GTE system. Witness Long recommends 
disallowance of $78,000 of the 1978 HR recorded expense and 
$40,000 from the 1978 Personnel Department expense On the 
basis that changes made for the benefit of the overall corporate 
good of GTE can mitigate against the best interests of the 
California ratepayers .. 

Rebuttal testimony by witnesses Giffin and Conner 
defended the appropriateness of the above expenses on the bases 
that the management placement programs provided a much broader 
base for the selection of the best talent available throughout 
the GTE system and did not limit the selection to General's 
present employees as would have been the case were the manage
ment placement programs not in effect. General's position is 
well taken and we will not adopt the staff's recommended 
disallowances • 
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.. .. 
The Organizational Task Force was set up by Service 

Corporation in 1977 to study, develop, and recommend the 
organizational structure appropriate for the GTE Telephone 
Operating Group. The Task Force was disbanded in 1978 and 
staff eugineer Mlrza disallowed the 1978 recorded expense of 
$52,000. We will adopt this disallowance. 

The final ewo disallowances of 1978 recorded expenses 
recommended by the staff witness were $16,000 related to an 
allocation of costs resulting from the sale of GTE 'Upstate New 
York, Inc. and $19,000 allocation of a servieing fee for Quebee 

Telephone acquired from the Bell System. Neither of these expenses 

is related to General's operations and, the~efore, we will 
adopt the staff's recommenclation with respect to them. 

In suumza.:ry, we will adopt a. 1980 test year expense 
for Account 674 - General Service and Licenses of $12,382,000 

• eomputed as follows: 

• 

Item 
1978 License Contract Expense 

Ad¥¥ted Disallowances 
easury 

Marketing 
Engineering and Network 
Washington Office 
GTE Upstate New York Sale 
Quebec Se%vicing Fee 
Organizational Task Force 

Total Disallowances 

Amount (In Thousands) 
$ 8,853 

2 
240 

55 
104 

16· 
19 
52 

488 

Adjusted 1978 License Contract Expense, 
excluding Western Region $ 8,365 

$10,122 
2,260 

$8~365 x l.21 (10 percent compounded) 
Plus Western Region Expense 
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Public utility financial eT.aminer III K. K. Louie 
recommended that General revive its allocation method used 
prior to January 1, 1978 to allocate all 6~neral office 
salaries in and above the salary grade level of manager to 
construction for both' accounting and ratemaking p~poses. 
Staff witness Mirza adopted this recommendation for the 1980 
test year accounting for the $l,828~OOO difference between the 
staff's and General's Account 677 est~tes. In his rebuttal 
testimony witness Giffin stated that the salaries of general 
office and area personnel above the salary grade of m3nager 
in the Network Engineering and Construction Department are 
already capitalized in proportion to the work performed, but 

that general office managers and above in executive, financial, 
legal, personnel, public affairs, and revenue requirements are 
only indirectly involved in the construction effort and, 
therefore, these salaries are fully expensed by General .. 
Given the magnitude of General's current construction program, 
it is difficult to conceive of any of the managerial personnel 
not being involved in one way or another.. Consequently, we 
will adopt the staff's recommendation .. 
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F - TAXES 

Testt=ony and exhibits on ad valorem and other state 
and local tax expenses were presented by utilities engineer 
M. F. Yee, on payroll taxes by research. analyst II S. A. 
Miller, and on taxes based on income by financial examiner 
N. C .. Fabian. 

Rebuttal testimony and exhibits on income taxes were 
presented on behalf ,0£ General by a partner of the tax division 
of Arthur Anderson & Company" ~,,- ~q:=-'.:Civi~g~~_~E_~ ',:=--=: 

Tabulated below are the 1980 test year esttmates of 
taxes other than income as presented by General a.nd the 
Commission staff, together with our adopted figures: 

:Acct. : " . . 
" .. .. . Staff : General : Adopted . 

(DOllars ~ thousands) 
: No. : Account 

0Trating Taxes 
307.1 A Valorem Taxes 
307.4 Other State and Local Taxes 

Subtotal 

$32,440 
170 

32,610 

$33,429* 
170 

$32,440 
170 

33,599 32,610 

paHoll Taxes , 
307.5 ca~forn~a Unemployment Insurance 2,345 2,,349 2,347 
307.6 Federal Unemployment Insurance 746 940 848 
307.7 Federal Insurance Contribution Act 21,152 22,959 22,256 

Subtotal 24,,243 26,248 25,451 

Total Taxes Other Than on Income $56,853 $59,847 $58,061 

* General stipulated to the staff's estimate of $32,440. 
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General stipulated to the staff's e~tfmated ad 
valorem taxes of $32:t440:tOOO. The staff adopted General's 
estimate of $170,000 for other state and local t~s 
consisting primarily of business licenses. These figures 
will be adopted. 

General's est~te of 1980 test year payroll taxes 
of $26:t248:tOOO is $2:tOOS:tOOO:t or 8.3 percent higher than the 
staff's est imate. As can be seen from the above tabulation:t 
the bulk of this difference:t $1:t807:t000:t is in Account 307.7 -
Federal Insurance Contribution Act (FICA) tax. The st.:J.ff 
used a frequency distribution in calculating the amount of 
payroll subject to FICA tax whereas General used average 
wages generated from its budget model. In addition:t the 
staff's payroll tax estimates reflect previously discussed 
labor force reductions. According to the record, the staff's 
est~te reflects 26 percent of the company's average 
employees' earning in excess of the $25,900 FICA base for 
test yea:r 1980 and 2 :t530 hourly employees' earnings:t an 
average of $28,000 per year. Such an est~te would exclude 
approximately $5,313:tOOO from the FICA tax base which at the 
current rate of 6.13 percent would equal approximately 
$325,000. The $28:t000 salary level is approximately 60 percent 
above the esttmated 1980 average salary and approximately 
25 percent above the latest approved highest hourly salary 
currently in effect. It appears that relatively 
few hourly workers:t if anY:t will have sufficient overtfme 
and/or premium time to average $28:tOOO a year or even exceed 
the FICA base of $25,900. We will, therefore, el~inate that 
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por1:io'O. of the staff adjust:lent. For the balance of the payroll 
taxes, we will proportion the payroll taxes to the previously 

. discussed adopted payroll to yield payroll taxes of $25,451,000.. ., 
Taxes based on ,income include Californi.l. Cor?oration .. 

Franchise Tax (CCFT) and Federal IDeome Tnx (FIT). 'I'he 
following tabulation sets forth the 1980 test year est~tes 
of tax basis acljustments for income t.J.X c~l~ulations as 
presented by General and the Commission staff, together with 
the adopted results: 

:Ut~l~~v Exceeos Sta~=: 
: ~ount : Percent : Item 

. . . . . . . 
: Staff :General :Adeoted : 

-
(l:m~ 

Tax Depreciation 
Wa ." g~ State Federal 
1.. CCF'I' Accrual Amort. 
100.0 St.:11:e ~c .. Tax Adi~··~_·. 
(43.i~ Relief & Pensions cap~ 
8':'"'11 Payroll Taxe.s Cap.- .. . ... 
~·e~) Sales & Use Tax Cap. 

.~ Fixed Charges . 
,~_- _Pref. Stock .Dividends . __ .. 
(100.0) Amort. Def. Tax Reserve C:rr.T) Investment Credit: -

'Iotal 

(Red Fl.gure) 

.. 72-

(Dollars kU IhousaDCS) 

$ 19,559 $ 16,967 $ 19,559 
24,832 21,791 24,832 

1,200 
1,190 

3l,269 17,575 17,575 
11,888 12,859 ll,888 
7,767 7 l13 7 767 

93,434 96:498 IO~~g---
77 77 " --- -17 --. 

912 - 912· 
12,540 11,146 -12,-S40-:-

$202;278 5186;416 $200-~269--=-
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N~rmalization Subject to Refund 
The full benefit of accelerated depreci~tion ~as flowed 

through for the full development of the CCFT. The staff used the 
s~me methodology as General for development of federal income tax 
on a normalized basis. Under normalization the tax effect (savings) 
f~om the additional tax depreciation using accelerated depreciation 
is calcul.lted and placed in a reserve account which is' deducted from 
rate base for ratemaking purposes. A portion on the resultant tax 
s~vings is subject to refund purs~nt to D.87838 and D.9l337. 

In D.9l337 we discussed at length our efforts to preserve 
Pacific's and Genera.l's eligibility for cccelcrolted depreciation 
and the investment tax credit (D.9l337 mimeo.p. 40b ct seq.). We 
also ex?rcssed our concern of the past .lctions of Pacific which serve 
not to preserve the eligibility which it claims is so vital to its 
financial health, but which undermine that eligibility. Our purpose 
in permitting full normalization, subject to refund, in D.9l337 was 
to preserve eligibility for Pacific and General while they pursu~d 
litigation to a conclusion regarding their tax status under 
Internal Revenue Code Sections 46(f) and 167(1). We stated our . 
concern that Pacific and General make a good faith effort in 
seeking to retain eligibility (D.9l337'mimco;p. 40c - 4l): 

"The companies should b~ awar~ th.:l.t the Commission 
could ac any time order current rate setting 
under AA ~nd AAA, even· before a final ruling 
on the eligibility question. Such action could 
be t.:l.kcn if the Com:nission found that the 
companies were not m~king a good faith effort in 
seeking to ret.:l.in eligibility." 
We admonish General again to proceed diligently and in 

good faith to pursue its litigation efforts to retain eligibility. 
Accordingly, while this decision .:I.llows General to collect from 
its ratepayers an amount which includ~s these tax savings, these 
amounts arc subject to refund in accordance with our discussion 
above. 
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Tax Basis Depreciation Adjustments 
Tax basis depreciation adjustments relate to the 

difference between depreciat~on expense used for tax purposes 
and depreciation expense capitalized for book purposes. For 

the test year 19~0, the staff's estimate for this item exceeds 
General's by $3,041,000 for federal taxes and $2,592,000 for 
state taxes due to differences in the staff's and General's 
est~tes of test year depreciation. Consistent with our 
adoption of the staff's depreciation expense as subsequently 
discussed, we will adopt the staff's tax basis depreciation 
adjustments. 
CCFT Tax Basis Adjustments 

In its 1980 test year esttmates General included a 

CCFl' accrual amortization amount of $1,200,000 and an income 
tax adjustment of $l,lOO,OOO.. On the basis that CCF'I is 

• calculated on an income year basis for ratemaking purposes, 
the staff excluded tax basis adjustments relative to CCF'I' .. 
We will accept the staff's position on these items .. 
Relief and Pensions Capitalized 

. For test year 1980 the staff's esttmate for relief 
and pensions ca.pitalized for income tax computation 
purposes is $13,694,000 greater than General's estimate 
of $17,575,000.. In making its esti:nate staff witness 'Fa.bian 
inelud"ed the entire amount of relief and pensio~s capit8lized~ 
$31,269,000 as contrasted with General's inclusion of only 
the pro rata share of this capitalized item related solely 
to service pensions .. 
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Witness Fabian testified that the bases for the 
staff's est~ate is Income Tax Ruling 3408, 1940-2 CB178, 
which provides that cae entire amount capitalized may be 
deducted in the current yea~ and Revenue Code ~ection 404~ 
which permits capitalized pension costs as a current deduction 
for income tax purposes. Income Tax Ruling 3408, issued in 
1940~ relates specific~lly to sickness ~nd aCCident benefit 
and pension costs. She further testified that D.90642 dated 
July 31, 1979 on Pacific's A.58223 for a general rate increase 
ordered the entire amount of pension and benefit costs 
capitalized to be deducted for income tax calculation 
purposes. 

This position was ref~teeby rebuttal witness Livingsto~ 
whose pr.esen t::ttion indicated that: General first claimed a 
deduction for pensions and life insurance premiums capitalized 
in a refund claim for the year 1948 and such a deduction~ 
together with a correlative reduction in the depreciable tax 
basis of the associated plant~ w~s permitted by IRS; a 
published ruling, such as I. T. R. 340S, is limited in 
applicability to the specific factual situation involved in 
the request for the ruling and may not have the s~e result 
with respect to another ratepayer unless all material facts 
are identical with those of the reported case; for General to 
adopt the staff's recot::llnended procedure it would be necessary 
for General to file a change in accoun~ing me~hod wi~h IRS 

and that recent actions by the courts and IRS cast great doubt 
as to whether such a change would be allowed; and Continental 
Telephone Company (Continental) applied for such an accounting 
method change and was refused • 
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The record fur~her shows ~h~t P~cific's inclusion of 
~he en~ire c~?i~alized pension ~nd bencfi~s ~~ount ~s an 
income ~ax deduc~ion as ordered by D.906~2, supr~, did not 
reflect a procedural ch~nge ~s Pacific w~s previously dedueting 
the entire amount. 

Because we arc dealing with the test year 1980 and 
it is impossible for Ceneral to receive IRS approval to modify 
its accounting methods to include all c~pitalized relief and 
pensions as a deduction for income ~ax calculations, we will 
adopt General's estimate for this proceeding. We place 
General on notice, however, th~t we expect it to ~ttcmpt to 
obtain the requisite ~pproval and, in its next general rate 
increase applic4~ion matter, will provide for the inclusion 
of ~he entire amount unless Gcner~l can establish by compe~cnt 
evidence that it sought and diligently pursued ~uthorization for 
such an accounting change. If refused such authorization we will 
then examine the rotemoking options available to us. 

Payroll and Sales and Use Taxes 
General's ~nd the s~~ff's es~i~tes of these two 

~axes differ by $317,000, or 1.6 percen~. The difference is 
due to differences in es~imates by ~he s~aff and utility as 
to the amount of expense capitalized. Consistent with Our 
adopted operating results, we will use $11,888,000 for 
payroll taxes capitalized and $7,767,000 for sales and use 
tax capitalized for test year 1980 • 
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Fixed Charges 
General's estimate of $96,498,000 in debt expense 

is based on the inclusion of short-term CWIP in rate base. 
This amount is 97 .387 percent of the total fixed charges. 
Consistent with our adopted capital structure and cose factors~ 
we will adopt a cost of long-term debt of $98,909,000 (annual 
charge as of December 31, 1979) plus the annual charge of 1980 
issues and a short-term debt cost of $9,030,000, a total of 
$107,939,000. Applying the above factor of 97.38-7 percent 
to this total yields $105,1l9,000 in fixed charges which we 
will adopt as being reasonable for the computation of income 
taxe~ ba~ed on the 1nelu~ion of short-term CWIP in rate base. 
Amortization Deferred Tax Reserve 

The Revenue Act of 1978 provided that the corporate 
income tax rate commencing with the year 1979 would decrease 
from 48 percent to 46 percent for taxable income in excess of 
$lOO,OOO. 

As a result of this Act, the staff determined that 
General's deferred tax reserve contained $9,121,000 of prior 
credits attributable to the older 48 percent rate. The staff 
testified that because of the reduction in rate, the excess 
sum in the reserve should be returned to the ratepayer. 
Accordingly, the staff recommended that the accumulated tax 
expense dollars be refunded to the ratepayers over a lO-year 
period in the form of a rate reduction. The deferr.ed tax 
reserve would likewise be adjusted over :he lO-year period. 
Thus, there would 'be a ratemaking adjustment of a tax expense 
reduction each year of $9127100 and a reduction to the deferred 
tax reserve of $912,100 each year consistent with the treatment 
accorded Pacific's deferred tax reserve in D.90642~ supra • 
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We adopt this methodology for the amortization of the tax 
deferral resulting from the change in income tax rates from 
48 percent to 46 percent. 
Investment Credit 

Investment credit realized on plant additions since 
1971 is amortized over the life of the plant additions. The 

staff's est~te of $12~540~OOO exceeds General's estimate of 
$11~146~OOO by $1~394~OOO, or 11.1 percent. The difference 
reflects the use of full-year convention by the staff and 
half-year convention by General. On the basis that investment 
tax credit accrues to Geueral without regard to the time of 
plant acquisition during the year, we will adopt the staff's 
estimate. 
Incremental California Franchise Tax Rate 

The State Franchise Tax Board has taken the position 
that General's CCF tax liability should be determined with 
reference to a combined :report of the GTE system. Such a 
report utilizes a three-factor formula which determines the 
relationship of California wages~ revenues~ and average net 
tangible property of all GTE operations in California to the 
same items for the total G'IE system. Consistent with the 

treatment of other utilities filing CCFT on a combined report 
basis ~ the staff computed CCFT using an effect.ive tax rate 

. with the statutory rate as a floor. According to the reocrd, 
an analysis of the available combined report data indicated 
that on the average General's tax rate was less than the 
statutory rate so the staff used the statutory rate. Iuasmuch 
as a revenue increase affects only one of the three factors 
and was app1ieable only to intrastate operations, the staff 
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. 
developed an incremental tax rate for any increase in rates 
of 1.68 percent which was used in the development of its' 
recommended net-eo-gross multiplier of 1.91. 

Tbe issue of the use of the incremental california 
franchise tax rate for ratemaking purposes was discussed fully 
in D .. 90642, supra. This matter is also under review in 
OII 24. Until the resolution of OII 24 we see no· reason to 
depart at this time from the methodology adopted by the 
Commission in the noted decision. We, therefore, adopt the 
staff's rate of 1.68 percent to be used iu the development 
of the net-to-gross multiplier of 1.91. 
Adjustment for Interest During Construction (IDC) 

.J 

The staff's estimate of adjustment for IDe is 
$1,727,000 as compared to General's estimate of $1,092,000, a 
difference of $635,000, or 36 .. 8 percent. Such a differeDCe 
results from different treatment of non1nterest-bearing CWIP 
in rate base_ Consistent with our subsequently discussed 
adoption of short-term CWIP in rate base treatment, we will 
adopt General·s esttmate of $1,092,900 IDe e~ense • 

... 
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CCF'I' Flow Through 

The CCFT flow-through expense item adjustment reflects 
the different levels of the CCFT expense est~ted by the 
Coxmnission staff and General. l'be staff's estimate for this 
it~ was a negative adjustment of $2,392,000 as compared to 
General's estimate of a negative adjustment of $2,823,000, a 
difference of $431,000. Consistent with our adopted results 
of operation item, we will adopt the staff figure of a negative 
$2,392,000 as the CCFI flow-through adjustment. 
Affiliate Adjustments 

As previously discussed, we have adopted an AE 

adjUSt:metlt: of a tzegative $624,000, a D1rec'Cory Company 
adjustment of a negative $2,460,000, and a GTEDS adjustment 
of a negative $1,54l,000. 
Employee Store 

General bas employee stores that are operated by 
11 full-time clerks, two supervisors, and O'O.e superintendent . 
for the presumed benefit of its employees in 11 locations. 
Staff witness Newman adjusted expenses downward by $306,000 
because, in his opinion, the stores are of no benefit to the 
ratepayers and of questionable benefit to General's employees. 
General argues that the store represents a legitimate fringe 
benefit to its employees and the expense thereof should not be 
disallowed. We agree and will not adopt the staff's recommended 
disallowance. 
Payroll Adjustment 

The staff made a base payroll adjustment of $4,449,000 
resulting in net adjustment to expense of $1,800,000 and to rate 
base of $600,000 to correct allegedly overly high estimates of 
payroll by General resulting from an inappropriate esttmating 
methodology. Appropriate payroll adjustments were included 
in our previously disc~ssed adopted results of operation items • 
Consequently, no further adjustment is necessary. 
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General 

G - TELEPHONE PLAN'! ~ DEPRECIATION EXPENSE 
AND RESERVE, AND RAn: BASE 

Exhibits and testtmony on Chapter 13~ Telephone Plant, 
and Chapter 15, Rate Base, were presented by senior utilities 
engineer B. Y.. Tan and testimony and evidence 0'0. Chapter 14, 
Depreciation Expense and Reserve, was presented by util:Lt:Les 
engineer M. F.. Yee.. Financial examiner III K. K. Louie 
presented testimony and evidence on an audit report on the 
results of examination of General. A number of his recommenda
tions related to capital and rate base adjustments which were 
reviewed and in most instances adopted by staff witness Tan 
in the preparation of those portions of the results of operation 
report for which he was respousible.. Witness C. L. Livingston 
presented rebuttal testtmony on subsequently discussed portions 
of the capital and rate base chapter.. Tabulated below is the 

test year 1980 estimated rate base as prepared by the Commission 
staff and General, together with the adopted amounts • 
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: ____________ ~I~t_em ______________ · ___ s_t~a~£~£~~:~Ge~uer~~a~l __ :~~A~d~o~ot~e~a~: 
(Dollars in Thousands)" 

Telephone Plant 
Telephone Plant in Service 
Property Held for Future Use 

$3,309,384 $3,.318,570 $3,309,384 
lz150 17438 1,318 

Total Beginning-of-Year Plant 

Weighted Average Net Additions 
Telephone Plant in Service 
Depreciation Reserve 
Weighted Avg. Net Tel. Plant 
Materials and Supplies 
Working Cash Allowance 
Normalized Tax Reserve 
Adj. Cap. Employee Exp. 
Average Noninterest: :Bear. C'WIP 
Depr. Reserv. Adj. Emp. Expense 

Rate Base Before Adjustment 
IDe 
CCFT Flow Through 
Automatic Electric 
GTE - Data Services 
Payroll Adjustment 

Total Rate Base , 

3,310,534 3,.320,008 3,3l0,,702 

186,698 203·,447 186'z69& 
3,497,232 

(869,772) 
2,627,460 

3Q,85Q 
(53,802) 

(287(~~~~ 
-

372 
2,316,659 

25,.988-
17,535 

(12,Q92) 
(87) 

(S'8T£) 

3,523.,,455 
(864,512) 

2,658,.943 
35.25Q 
(2,423) 

(288,91Q) 

l88,054 

2,,590,914 
16,765-
18..l34 

(11 .. 972) 
(3B.) , 

3,497,400 
(869,772) 

'2627;623'-
~---.... --
~i 
~ 
l52,,508 

121' 

(Res Figure) 

Teleohone Plant In Service 
'!he test year 1980 ~g~n~g~.9f_:Year~t:.ele'pho:ae .piat1~in 

-s"erv:ice~Wis: .. es·~:Giiated=bj· .. the .. st;{1f£-t~ -be~$?,?-~~;50() ;~Q~O=~n.~~:y':~al 
-tC) be.~$3.·31S:6~O:OOO •. __ a __ ~--U£ere.nce_.~f~}~:.lO:O;g:QO.,_._or:0.:-3_pe,;.:e.ent __ . 

The beginning test year 1980 balance was derived from adding to 
the beginning-of-year 1979 balance 'construction expenditures 
and ded~ting therefrom changes in CWIP and retirements. Both 
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General and the Commission staff had beginning-of-year 1979 
tele?hone plant service balances of $2,902,400,000 and 
construction expenditures of $541,000,000. The staff estimated 
its weighted average CWIP based upon comparison of historical 
ratios between construction expenditures (without IDe) and 
weighted average CWIP. !he staff's estimate of change in 
CWIP of $24,700,000 appears reasonable and will be adopted. 

The staff's est~ted retirements are mainly based 
on analysis of retirements and gross additions by major 
budget categories by the use of three- and five-year averages 
of retirements to growth additions.. '!'he staff,' s estimat:e of 
$.109,199,000 appears reasonable atld will be adopted resulting 
in our ado?tion of the .~g~ti~~?g:-_~f~te_~i:_tel~1:i~~·-p.fan~"·-s~;Yic:e 
jt;.aff _~~t~~'e'~~f-l3.~~09·;3~;g,O(r:J.~r~ ~~st year 1980 .. 
Property Held for Future Use 

The staff's esttmate for this item for the 1980 test 
year is $1,150,000 as contrasted to General's estimate of 
$1,438,000. The staff's estimate is based ?rimari1y on the 
records as of February 28, 1979 and reflects the adjustment 
recommended in the staff financial audit report in the amount 
of $434,000 consisting of $168,,000 for Amado Road Palm Springs 
property and $266,000 for Gonzales Road Oxnard property. 
In rebuttal testimony witness Gibson testified that the 
Amado Road property was paved for a parking lot and placed 
tn service on January 19, 1980. We will accept the staff's 
accountant recommendation with respect to the Gonzales Road 
property and adopt for purposes of this proceeding property 
held for future use in the amount of $1,318,000 equal to the 
staff's est~te of $l,150,000 ~lus the above-mentioned 
$168,000 Amado Road adjustment. 
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Weighted Average Net Additions 
!he staff's esttmate of weighted average net additions 

was $186~698,000 as contrasted to·General's estimate of 
$203~447~000, a difference of $16,749,000, or 9.0 percent. 
The staff calculated the weighted net additions by using a 
weighting factor of 48.35 percent of total net additions. 
This factor was derived from the average percentage of weighted 
average net additions to total net additions over the five
year period from 1974 through 1978.. General utilized a 50 
percent weighting factor. Consistent with our adoption of 
the staff's estimates of changes in CWIP and retirements 
we will adopt the staff's weighted net additions esttmate of 
$186,698,000. 
Depreciation Expense 

The staff's estimate for 1980 test year depreciation 
expense was $228,408,000, excluding a $21~OOO adjustment 
reflecting the application of the overall depreciation rate of 
6.765 percent to our su~se~tly discussed capitalized payroll' 
taxes~ pensions and benefits, and general expenses adjustment 
of a negative $310,000, as contrasted to the utility's estimate 
of $207,925,000, a difference of $20,483~OOO, or 9.0 percent. 
The higher staff est~te results from average plant balances 
previously discussed and higher depreciation rates. The 
straight-line remaining-life depreciation rates used by the 
staff for test year 1980 are rates submitted by General for 
the year 1980 in response to a staff data request whereas 
General. used 1979 depreciation rates applied to the test year 
1980. Consistent with our previously discussed adoption of 
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the staff estimate of plant balances and the use by the staff 
of later data for the computation of a depreciation expense, 
we wiD. a.dopt for purposes of this proceeding the staff's 
depreciation expense est~te of $228,408,000 adjusted downward 
to $228,387,000 as above described. 

. . 

Depreciation Reserve 
The staff's 1980 test year weighted average 

depreciation reserve, less adjustments, is estimated to be 
$369,772,000 as compared to General's estimate of $864,512,000, 
a difference of $5,260,000, or 0.60 percent. The following 
tabulation sets forth the depreciation reserve as estimated by 
General and the Commission staff. We adopted the staff's 
estimates for the reasons subsequently discussed. 

Item . Sta:x . Gene-raI . . 
(Dollars l.n Thousands) 

Beginning-of-Year Depreciation 
$ 814,196 $ 824,069 Reserve 

Depreciation Expense 228,408 207,925 
Depreciaeion-Clearing Accounts 6 1 451 7 1 036 
Retirements (l~~:1 (lu:m~ Cost of Removal 
Gross Salvage 5 , 
Acquired Through Purchase 300 '300 
End-of-Year Depreciation Reserve 910,349 904,952 
Net Additions to Reserve 96,153 80,883 
Weighted Additious to Reserve 5$z576 34 1148 
Weighted Average Depreciation 

$ 869,772 864,512 Reserve $ 

(Red Fl.gure) 
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It will be noted that the primary differences in the 
est~tes are in the beginning-of-year depreciation reserve, 
the depreciation eX?ense 7 the amount of retirements 7 and cbe 
amount of additions to the reserve and the weighting factor 
applied to these net additions to obtain weighted net additions. 

!he staff's beginning-of-year depreciation reserve 
differe~tial consists of $348,000 higher depreciation expense 
for central office equipment d~ to the use of a higher 
composite depreciation rate, $1270777000 higher retirement 
estimate as previously discussed, a $958 7 000 higher removal 
cost based on historic: five-year clata rather than General's 
budgeting procedure, and $2 7814,000 higher gross salvage due 
to ~he use of five years of historic data rather than the use 
of informed judgment as used by General .. 

The staff's depreciation expense estimate as previously 
explained is $20,483,000 higher than General's due to the use of 
1980 accrual rates for test year 1980 rather than 1979 rates used 
by General for 1980. 

The staff's reti:ement estimate exceeded General's by 

$5,028 7 000 as previously discussed. 
The staff's weighted additions to reserve is equal to 

57.80 percent of net additions. The 57.80 percent factor was 
derived from five years' recorded data • 
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The staff's above listed esttmates resulting in a 
weighted average depreciation reserve of $869,772,000 are 
consistent with our previously discussed and adopted depreciation 
expense and reserve figures and will be adopted. As previously 
discussed, our adopted capitalized general and other, payroll, 
and pensions and benefits expense was adjusted from a negative 
$955,000 to a negative $3l0,000. !he weighted average depre
ciation reserve figure reflecting our $310.000 adjustment is 
a p~sitive Sl2l,000 adjustment to depreciation reserve. 
Materials and Sup~lies 

General's est~te of test year 1980 materials and 
supplies is $35,250,000. The staff's estfmate used $35 million 
as a base est~te and adjusted this figure downward for 
materials paid for but not received in the amount of $1,300,000 
and accepted the financial examiner's audit report recommended 
adjustment of $2,853,000 for pre-1979 uninvoiced receipts to 
yield a net materials and supplies estimate of $30,850,000. 
General argues that since materials paid for but not received 
are not included in materials and supplies, a disallowance of 
this 3mc:>unt is inappropriate. We agree. With respect to the 
staff's financial examiner's recO'Cmlenciation that $2,853,000 
for pre-1979 materials received but not yet invOiced, General 
argues that the balance should either be included in materials 
and supplies or deducted from the "credit from suppliers" 
portion o~ the working cash study. The "credit from suppliers" 
reflects the amount of credit extended rather than the use to 
which it will be put. Consequently, for ratemaking purposes 
we will adopt a materials and supplies amount of $32,147,000 
equal to the staff's initial estimate of $35,000,000 less the 
$2,853,000 uninvoiced receipts and will not make a stmilar 
adjustment to "credit received from suppliers" • 

-86-



, 

• 

• 

A.59132 7 OIl 62 ALJ/ems/bw 

Working Cash Allowance 

Working cash allowance compensates investors for funds 

provided by them which are commi~ted to the business for the 
purpose of maintaining minfmum bank balances and for ?aying 
operating expenses in advance of receipt of offsetting 
revenues. The staff computed the working cash allowance to 
be a negative $53 7 802,000 as contrasted to General's eset=ate 
of a negative $2,423,000, a difference of $5l,379 7 000, or 
95.5 percent. One of the components of working cash is the 
average dollar amount available from collecting revenues from 
ratepa.yers in advance of the payment of expenses.. One of the 
principal differences between the staff's and General's 
computation of the working cash requirement results from the 
use of zero lag days for the collection of federal income tax 
by General as compared to the use of 265.21 lag days for this 
item by the staff.. The effect of this difference was an 
additional working cash requirement of $13,OlO,000 as computed 

, by General and a reduction in the working cash requirement of 
$13 7 593 7 000 as computed by the staff 7 a total difference of 
$26,603,000. !he principal reason for this difference was.that 
General reduced federal income taxes payable by the amount of 
lIC available to it and further reduced the working eash 
available ~y the amount: of state deferred taxes flowed through 
to the ratepayers for ratemaking purposes. To emphasize this 
substantial difference, General presented rebuttal ~tness 
C. O. Livingston yno reeompute~'tneSta~f'~work'ing_ CaSh~-allowance 
. us'in~ the staf~-' s figures. exce?t that un.amortized~investment .. tax .. ---------,-_._-------- .--_._--_._---
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credit of $34,260,000 ~nd st~te deferred taxes of $4,429,000 
flowed through to the ratepayers for r~temaking purposes were 
both assigned zero lag days. !he following tabulation compares 
the working cash allowance as originally computed by General, 
as computed by the staff, ~d as computed by rebuttal witness 
Livingston, together with our adopted results. The bases for 
our adoption of the individual ite=s are set forth in the 
ensuing paragraphs • 
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General derived its 1980 test year compensating bank 
balance of $19,434,000 by growing the 1977 bank balances 
estimated to be $13 million by the ratio of test year 1980 
revenues plus expenses to 1977 revenues plus expenses. The 
staff believes such a method unacceptable beeause using such 
a procedure to compute the year 1978 compensating bauk balances 
would yield a figure of $14.8 million rather than the actual 
year 1978 $10.7 million figure. Consequently, the staff used 
the average of General's 1979 and" 1978 computed balances, 
rounded it upward to $12.0 million, and then reduced it by 
the $500,000 used by General to justify an additional employee 
in the 'treasury Department. 

The staff's method ignores General's growth and 
General's method ignores variance in 1978 computed amounts. 
Consequently, we will adopt the average of General's 1977 and 

~ 1978 computed balances increased by the ratios of revenues 

• 

plus expenses to the base years figures to derive $16.S million 
as our adopted compensating balance figure. 

Because of the relatively minor differentials involved, 
we will adopt the average of General's and the sta£f'sest~tes 
of working funds, miscellaneous special deposits, miscellaneous 
receivables, prepayments, excise tax, city users tax, and 
employees' witbholdings. 

The differential of $2~9S8,OOO between the staff's anc! 
General's estimates of other deferred charges consists of the 
following staff disallowances: $397~OOO employee store inventory~ 
$200,000 decorative phone inventory, $1,655,000 for exclusion of 
suspended transactions, and $240,000 exclusion for inactive 
materials in process of fabrication. We will adopt as reasonable 
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the staff's reeommendat1ons with respect to the $240,000 for 
materials in process of fabrica=ion and $1,655,000 for suspended 
transactions but not the $307,000 for em~l~yee store inventory 
nor the $200,000 for decorative phone inventory and, thereby, 
derive an amount for other deferred charges of $2,349,000. 

General's position is that in a lead/lag stu~y for the 
working cash allowance, the unamortized portion of investment tax 
credit should be separated cat of the federal toeome tax expense 
for ratema.king and assigned zero lag days. 'I'be ~ta£f·s positl.01l 
is that the total federal income tax allowable for ratemald:ag 
should be used for computation in the working cash study. It 
is General's position, as testified to by rebuttal witness 
Livingston, that the staff's method for the computation of 
working cash allowance would result in an indirect reduction 
iu rate base prohibited by Section 46(£)(2) of the Internal 
Revenue Code under penalty of losing eligibility for invesement 
tax credit. 

What are the allowable operating expenses is the key 
question in this case. In estim.a.ting the work1ng cash allowance 
for ratemaking, only the specific allowable ratemaking expenses 
should be used in the lead/lag study. To reduce the allowable 
income taxes by the amount of unamortized I'I'C (thus deriving 
taxes as paid) in the lead/lag working cash study is to mix 
ratemaking taxes with taxes as paid. The expenses and the 
revenues in this case have to be on the same bases. The 

allowable taxes are derived from the allowable revenues and 
expenses and those same taxes should be used for the working 
eash determination • 
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The staff's method has been the Commission's practice 
in the past and was used to determine the adopted-working-cash 
~llowance in Paci!':tc's general rate ease D.906J.2 .(A.58223)., .supra, 
and. General's· last general.ra.te case D.87505 (A.558;8),..sv.pra. 
As stated in the staff's Standard Practice U-16' (page 1-4): . 

r~ regulatory concept, ••• defines working capital 
as an allowance for the amount of money which the 
utility has furnished from its own funds for the 
purpose of enabling it to satisfy ordinary require
ments for minimum bank balances and to bridge the 
gap between the time eE:eenses of rendering utility 
service are paid and t e time revenues from the 
same service are collected: (Emphisis addedJ 

The staff's method we have adopted in the past does 
not result in the indirect reduction in rate base and is not 
prohibited by Section 46 (f) (2) of the Internal Revenue Code. 
Pacific a.lso filed its present rate application, No. 59849, 
on the staff's basis. Consistent with our past decisions, 
we will adopt the staff's method. 

As for the trea.tment of state deferred taxes, the 
record is completely devoid of any support for General's position 
relative to including state deferred taxes in the working cash 
computations on a :ero lag-day basis. Consequently, we will 
include the $1,384,000 attributed to state deferred taxes as 
a negative figure and arrive at our adopted figure of 
$13,593,000 as the average aMount available from collecting 
revenue before expenses. 

Based on our adopted revenues of $1,221,037,000, we 
will adopt a. revenue settlement item of working cash of 
$11,700,000 • 
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Credit received from suppliers represents the average 
balance of the value of supplies received but not yet paid for 
by the u~ility. According to the record, Ceneral's 1980 test 
year estimate of $35,910,000 was derived by application of 
yearly ratios of gro~h in operating revenues and expense~ 

between 1977 ana 1980 to the 1977 actual figure. The staff's 
esti=ate of $55,000,000 w~~.derived by the a??lic~eion of the 
ratio 0: the 1978 to 1977 construction budget to build t~ the 
1980 esticate. !he construction budget figures so used included 
many nonc~sh items. General ~rgues. th~t had gross material 
additions been used instead of the construction budget, the 
estimate would have been in the $46 million range. Staff 
engineer tan testified that the recorded figure for the year 
1978 for credi: from suppliers was $40,012,000. We will 
~pply Our previously discussed annual inflation factor of 
10 percent to derive our 1980 test year credit from supplie%s' 
adopted aQount of $48 million. . 

As shown in the preceding tabulation, our adopted 
working cash allow~nce is a negative $43,136,000. 
No~~lizcd T~x Reserve 

The normalized tax reserve r~?~esen~s a deduction of 
-the accucul~ted difference bet~een incocc taxes actually paid 
using accelerated depreci~tion and the aQount that ~ould have 
been paid using book depreCiation. The staff'z estio~te for 
this deduction is a negative $287,266,000 as com?ared to 
General's esticate of a negative $288,910,~00, a difference 
of $l,644,000, or 0.6 percent. Consis.tent with our previously 
discussed adopted tax reserve and expense figures we will 
adopt for the pur?oscs of this proceeding General's esticate 
of a neg.:u:ive $233,910,000 dec:ea.sed by $1,045,000 to reflect 
staff's de?reciation est~ate to yield a fi~~re of minus 
$287,865,000 as our adopted nOrz3li:ed tax reserve • 
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ConstrICtion Work in Proz.r:;ess 

In direct testimony witness Giffin stated that short

term CWIP s~uld be included in rate base because the FCC in 
its Docket No.. 19129 (Phase II) (64 FCC 2d 1, 56) released 
March 1, 1977 has allowed CWIP with a construction period of 
one year or less (short-term C~IP) to be includable in current 
rate base.. For the test year 1980 General estimates the 
average noninterest-bearing, short-term CWIP to be $188,054,000. 
The staff est~tes the test year 1980 short-term CWIP to be 
$152,508,000. 

Test~ony presented in behalf of General by this 
witness indicated that: 

1. The customer actually pays less over the life of 
the plant if the short-term ~IP is initially included in rate 
base rather than have' interest during construction (IDe) added 
to the cost of the facility before its inclusion in rate base. 

2. A major portion of the construction funds is 

earmarked for modernizing facilities, relieving congested 
network facilities, reestablishing pla.nt margins, and restoring 
service levels, and is, therefore, used and useful for the 
current ratepayer. 

3. The proposed treatment of short-term CWIP in 
rate base is consiste:lt with good a.ccounting principles. 

4. !he Commission utilizes the two-year periocI set 
forth by FCC definition for property held for future use and 
the inclusion of short-term CWIP (of less than one year 
construction t~e) in rate base would s~ilarly be consistent 
with the FCC definition. 

S. The inelusion of short-term CWIP in rate base 
would improve General's cash flow and interest coverage position • 
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The staff's position to exclude short-term CWIP.from 
rate base was prtmarily sponsored by staff financial examiner 
Louie who presented testimony to the effect that: 

1. Analysis of cash flow -indicated that the inclusion 
of short-term CWIP in rate base would represent less than 3 
percent of actual construction expenditures and that such 
additional cash flow would be too little in relation to demand 
for new capital to have any significant impact on General's 
external f ina'OC ial needs. 

2. The after-tax interest coverage would be improved 
by only 0.02 times for 1976 and 1977 and 0.04 times for 1978 
which would not be enough to have any effect on General's 
external financing. 

3. Using an 8 percent IDC rate with an 8.85 percent 
authorized rate of return and a 20-year se~ice life for 
analytical purposes would increase General's first year 
revenue requirement by $34 million. 

4. The FCC change in its uniform system of accounts 
regarding the inclusion of short-term CWIP in rate base was not 
intended to be binding upon state commissions. 

5. This Commission has a long-standing policy 
against the inclusion of CWIP in rate base as evidenced by 
the following: Pacific Gas and Electric Company (1976) 80 
CPUC 396 at 426 et seq.; Southern California Edison Company 
(1976) 81 CPUC 49 at 94 et seq.; and San Diego Gas & Electric 
Company (1977) 82 CPOC 291 at 297 et seq • 
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The st~ff wi:nc~s further ecstificd th~t the staff 
~ccoun:~nts ~rc not rejecting the concept of including short
term CWIP in r~te b~se ~nd th~t changing future fin~ncial 
conditions ~y indic~tc the future appropri~tencss of inclusion 
of short-term CWIP in r~te base. He therefore recom=cnes t~t 
each matter be considered on a case-by-c~se basis. 

It will be noted th~t two of the three above-referenced 
decisions were issued prior to the ~ccounting changes ~uthorized 
or ordered by the FCC and th~t ~ll three rel~te to CWIP with 
construction tioes in excess of the one-year limit appticable 
for the short-term CWIP herein unde: discussion. Under these 
circu::lst~nces the applicability of these decisio~s. to this 
::latter is, to say the least, highly question.lble. 
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In evaluating the justifications of whether short-
~erm CWIP be or not be included in rate base, we recognize that 
under our Re~latory Lag Plan adopted by our Resolution No. M-4706, 
General is allowed to file another general rate proceeding 

no sooner than two years from the last adopted test yea.r--o~ for 
rates based on a 1982 test year. This decision will become 
effective shortly before the end of the 1980 test year. All of 
the short-term CWI? will be operating plant in 1981. While this 
plant will result in some increase in revenues generated by gro~h 

as well as that resulting frou. improvement of service, General will 
also be faced with the possible double-digit inflationary cost 
increases for labor, materials, and supplies, the su~~ation of 
which may have an attritional effect on General's earnings. 
Allowing short-term CWIP in rate base would of~er some mitigation 
for this attrition. 

As we reflect on this situation, with Ceneral far into 
the 1980 test period, our inclination is to ·adopt ~n end of test 
period results of operations. However, adoption of an end of year 
rate base was not developed or addressed on the evidenti~ry 
record. Accordingly, in this proceeding we are adopting the 
inclusion of short-term noninterest-bearing CWIP in r~tc base 
because it acconlplishcs somewh~t the same goal: to give 
rate~king recognition to a large construction budget when we ore 
f~r into the test ye~r. Inclusion of ~ny CWIP in rate b~se for a 
large utili~y is a marked departure tro~ our past policy. It is 
not intended to be precedential. Those who follow our regulation 
should not take it as a change in ou~ basic policy. Rather, we 
are reacting here to unique circumstances ~nd t~ the limitation of 
our evidentiary record. 
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Depreciation Reserve Adjustment Employee Exoense 
As previously discussed, we have adopted a weighted 

average adjustment to the deprec:'=.tio1l reserve for capitalized 
employee expense of $121,000. 
Adjustment for Interest During Conserueeion 

'!'be staff r s 1980 test year adjustmene for IDe is 
$25,988,000 as compared to General's estimate of $16,765,000, 
a difference of $9,223,000, or 3S.5 percent. The higher staff 
estimate is caused by the adding back of the interest during 
construction not charged by General for the years 1979 and 
1980. In keeping with our inclusion of short-term CWIP in 
rate base, we will adopt General's estimate. 
CCFr Flow Through 

For this item the staff est~tes $17,535,000 as 
compared to General's estimate of $18,134,000, a difference 
of $599,000, or 3.4 percent. As with the expense adjustment, 
tl:le difference levels of CCFT flow through are the product 
of different estimates of CCFT by Genera.l and the sta£f. 
COnsistent with our adopted 1980 test year amounts of CCFT, 
we will adopt the staff's estimate for CCFT flow·through of 
$17,535,000 .. 
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Automatic Electric . . .~ 

The staff's esttmate for this adjustment was a 
negative $12,092,000 as compared with General's esttmate of 
a negative $11,052,000, a difference of $1,020,000, or 
8.4 percent. As previously discussed, we will adopt the 
staff's figure of a negative $12,092,000 for this item. 
GTE - Data Services 

!he staff's estimate for this item is a minus 
$87,000 as contrasted to General's est~te of a minus 
$98,000, a difference of $11,000, or 12.3 percent. As 

previously discussed, we will adopt a negative $84,000 
for this item • 
Payroll Adjustments 

The staff made a payroll adjustment to expense of 
$1.8 million and $584,000 to rate base to correct what they 
believe to be an overly high est~te of payroll by the 
utility. Our adopted results of operation items are based 
on adjusted payroll costs so no further payroll adjustment 
is warranted • 
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! H - Stn-1MARY OF EARNINGS 

I T~ble II contains the summary of earnings in 1980 test 
year as estimated by the Commission staff and Gener~l, together 
with our previously discussed adopted revenue, expense, and rate 
base items for the company as a whole and our adopted intrastate 
summar.y of earnings. 

VII ~ RATE DESIGN 

General 
As previously stated, the additional.revenue needed 

to enable General to earn its authorized 10.39 percent rate of 
return is $97., mil1ion.V Allowing for revenue increases resulting 
from D.91495 and for settlement effects and uncollectibles, it is 
necessary for General to increase its custo~er billing $91.7 million 
to yield an increase in 1980 test year revenues .of $97.5 million. 

Direct testimony and exhibits on rate design were presented 
on behalf of General by its vice president-Revenue Requirements 
R. L.Ohlso~ and rebuttal testimony was presented on behalf of 
General by its revenue director T. E. Quaintance. General's rate 
increase proposals totaled $143,691,000 exclusive of the effect of 
D.9l12l, dated December 18, 1979 on Pacific's A.58223 and related 
matters. Including the effect of D.91121, supra, and allowing for 
the uncollectibles and toll settle~ent effects, the proposed 
increases would net General approxim~tely $119,016,000. 

~/ Rate of return - present rates 
Rate of return - (14.10 pct.ROE) 
Additional rate of return required 
Net to gross multiplier 
Adopted intrastate rate base 
Gross revenue increase 
Additional revenue requirement 

due to D.90642, 90919, 91121 
(ZUM offset) 

7.91% 
10.58% 

2 .. 67%' 
1 .. 91% 

$2,031.7 million 
$103.6 million 

$1.3 million 
l'otal revenue req .. : (1J...~lO·pct .. ROE)$.104~9 .. million 

Service penalty ROE (0 .. 5 percent) ~7 .. ~rnil1ion . 
Additional revenue requirement .'$97., million 
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1'ABLZ II 

(Eetim.a:ted Year 1980) 

--------------------------------~------~----------------~-----------• ::: AClo~ec. : _. _ •• __ ._ 0- _ .. __ • _ 

· · : 

Ooera.t.ing R.eVMrucS 

I:em 
: 
: Staff 

: : '!01:.ll : 
: Gener& : Coero~v, :In1::-:s.s1:a.1!1! 

. -

'IoU\l <>s>e.r. Rev. 4f~er Uneol1ce1:ib1cs $1,187,881 $1,235,902 $l,2l4,940- -$ 97:;,285.: -' 

Ooe~atins ~XDenSe$ --
M.a:Ln~enanGe 262,464 315,852- 291,326 235,68:3-
1'ra.:f!ic 76,137 78,385 76,137 61,67l 
CoaI::terci41 123,037 127,794 123,546 107,979 
General Office .and Sal.uy 75,743 77,306 75,743 04,54l 
Other Op.e:':tti:g E~el:es 86 1361 1031163 9!'z120 76%620 . 

660,882 Sub:o~ Ope=. Rev. 62Z,742 702,500 546,494 
Del)red..a.1:1on EXf)exlSC 228,343 207,925 22e,m 183,6~ 
'l" axes Other 'l'h.:In on IneOl't1c 56,853 58,858 58,061- 47,164 

• 'l"axu on Incocc 67,816 67..z513 6:2.Ql:i/z ~Q.~ 

'l"o:al Oper. ExpenGes 976,754 1,036,796 1,OlO • .37~ e:J.7.56o 

:roc 1,727 1z092 l:092' . 88~ 
CQ"!' now l'h...-ough (ze9Z ) (Zt8Z3 ) (2t39Z) (l.940J 
Autom.a.d.c Eleetnc 624) - 657) 624) (,502) 
Directory ~an,. (2,501) . (Z z279) . (ZA60) (2

I
l50) 

c:n: - DaU Se:vices (lf~03' (l.819) (1, 54I) (1,350) 
Employee S~o'rc 150) 
Payroll Ad.juscen'C (1 1857) 

Nc~ Oper.a.t:1ng Experu:es 969,354 1,030,310 1,004,44.9' 812,-504-

Net Oper:J,t1ng Revenues 218,527 205,592 210,491 ,.160p 7Sl 
R.a.1;c; Base 2,316,659 2,590,914 2,481,09:3 2,013,7l$' . 

IDe 25,988 16,765 16,765 13,596 
CWl' Flow 'l'h..~ (l7 ,535) lSz 134 17:S35 . 14z 221 
AU1:0ca:t1.c EleeO::ie <12,092) (llJS'2) (12:092) (9: 74l) 
G'X!. .. DaUi. Se%'V1ccs (87) (98) (.§!t) (69) 
Payroll Adjustment (584) - --
1'01:41 R.A.:c Base $2:347.419 $2:614:643 $2z503z217- S2z031z72$ 

Ra~c of Rctum 9.31'7. 7.86'7. 8.U~ 7~9~' 

• (R,cl Figure) 
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The staff present~tion on rate design ~as made by 

supervising utilities engineer D. J. Evans and senior utilities 
. engit1eer :0. M. Shantz. The staff's proposed rate c~tlges ..' 
. provide an approximate gross increase for tes'C year 1980 ~of· ..... _ : 

·$=72.-3 million to net $64.9 million -to General after sett:lements. 
and uncollectibles 'and ~~clusive of the effect of·D.91121~ .. . 
supra. In the event we should authorize increases for. 
General in exces~ of the above $72. 3 million~ the staff . 
recomQends that such ~dditional increases be authorized in 
accordance with the fol~owing priorities: 

1. Partial or;ful1 elicination of negative billing 
S\l:cbarsc. 

2. Increases in rates and charges for Cen~rex and 
EBSS. 

3. Increases in mileage charges associ~ted with 
exehange service, foreign exchange service, 
optional pref~~ service, and tele?hone a~wering 
services to the levels requested by General. 

4. Additional increases in rates applicable to 
foreign ~~hange service. 

S. Adoption of General's proposed rates for rotary 
serviee. . 

6. 
7. 

Additional increases in service connection charges. 
Increase in the proposed primary instrument rate to 
$1 per month fo'r ST:andard rotary and touch-calling 
equipped telephone rates. 

8. Additional increases in all flat r~te exchange 
services. 

9. Additional increases in all measured raT:e excha~ge 
serviees • 
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Because of the magnitude of the ~uthorizcd increase, 
we g~ve consider~tion to e~ch of the ~bove nine incre~se items 
in ~rriving at our final rate selection. 

Gencr~l aszigncdpriority n~~bcrs fro~ 1 to 16 to 
each individual ir.crcase incrcment setting forth its recommended 
sequence of ~plemcntation of such increase incrc~cnts. The 
first 10 incrcment~l increases will provide a gross bill;ng 
increase 0: $73.5 million, exclusive of the effect 0£"D.9l121, 
suprc. Table III sets forth the staff's ~nd Ceneral's 
·increases, together with the priority number assigned by . 
General and our apoptcd tariff increases. 

It will be noted that the largest differentials in 
the reven~e effects of the staff's and General's rate proposals 
relate to push-button (key) service, supplemental service, 
extension service, service connection charges, Optional 
Rcsidenti~l Telephone Service (ORTS), mile~gc c~rges, 
foreign exchange service (FEX), measuT.cd business line ~nd 
trunk service, rotary service, basic exchange service, 
messagc'toll rates, and billing surchargc. Some of these 
differenti~ls derive from conceptually simil~r r~te dcsigns 
t~ilored to different revenue requirements· whereas some of 
the diffcrenti~ls rel~tc to conee?t~~lly different r~te 
designs. As previously detailed, we will ~do?t r~tes that 
will provide billing incrc~ses of $9l.7 million, which ~ftcr 
allow.:tnces for the effects of scttlcmc'nts, uncollcctibles, 
~nd the iQp~cts of D.91121 ~nd D.91495, will nct Gener~l 
$97 ~·5 .. million. 
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Item : ~n~1Il : ~taf~ : ?ttect :'l'h1lr Dttd.::ion: Efteet 

P\l.Dh-Button (Key) TelCl\:lone Zemce 
(Do:coAr1i in Millions) 

InCl'flMC Montb::.Y Chargaa $ 14.094 $ 5.6 
IncreA4e Nonrocurring ChGrgec 6.965 7.4 

Cub"' ..ot.eJ. 21.059 13.0 

P'rl vlI.te ».rAnch ExehMee Sel"'V1e~ 4.559 6.~ 
S1,Qp1ement.al $eMcall 1.662 8.7 
~t.enG10n Scrv.\.ce lneX"eGIJe 8.949 ~.~ 

:;:u'otot&1 S\01cmetltAl t.. Elcten:l~cnc lO.611 11.2 

:;'c.ta.te1 Service 0.190 0.2 
S~e1al Oervice Arl'4I'lgementli Incl. E-l.:!O PllX 0.109 O.j. 
ScrviceD ~or ~1ca.~04 <r;i) 
X~t:Lp1e Element Sel'"'noce Connection e~goa 

13.875 IncrOMe 1'.'.llt1;ple tlQllCn':. ChArgeli 
:m"plement W1r1ng 1n PlAce Chlll'ge 6.813 

SubtotAl Serv.\.ce Connection ChArge 20.688 12.5 
IntraexehAnge PriVAte L1ne Serl1ee 1.200 0.9 
Opt.1onAl ReIl14ent.:\.a.l Tele;phone :;:erv1ee O.lOO 3.0 
MObile :ele;phone $erv1ee 0.170 0.1 
Ver1~eAt1on/In':.erru~t. 0.4 
Jl'J.lellote OlArgec 

In-:.r .. exchatlge to In':.erexehange :.evel 0.537 
Otter :/.1le4/?:e to.$l.60/Qua.rter Mlle 1.246 
WCTC ~!1leo.ge to Cenera.l RAteli 0.ol6 
Unitorm :AS Ra.tec 1.099 

Subtota.l M1le~e ChArgeG 2.S98 0·.7 

nx SeX"'l'1ce 3.381 OS 
Exten4e4 AreA Zerv1ce 0.702 0.3 
Me6J.I\l,T~ Duc1ne:;c L1ne an~ 'l'r..uv. $erv.1.ce 4.1 
~otarr Scrrviccr ~ $0.50 to $1 1.325 
Rot~/ ~ervice Reccrrved N\1IIIber 0.72~ 

Subtetal nota.l"'/ Zerv1ce 2.0',,0 1.5 

Bo.a1e txchange :::erv1ce 
l.346 ~e4uce :BwI~elul Meo.:JU'l"c4 AlJ,ovnnce 

P'r~ Xru;!l:'I.lmcnt Rate 
E:'1mi:la.te IAFJ./:;0n.I.A"ZA l)1ttcrent1al 3.232 
Increa.ae Xescage Vn1t ChArgeli 7.713 
lnereGIJe :toeal :;:erv1ce lIcLII1c 17.611 

Subtotal &ll1e txchAnge Service 29.902 10.8 

Inercll.lle ¥~ADAgC :oll Ra':.ea 18.472 
%>.91337 E!!ecttl 
zw. lA. C& tell 
nill1ng Surcharge '27 .600 

su'btetal 131ll1ng XncX"ea.tlec 
¥~uc oneolleet1bleIJ And :ett1~ent z:rect 
Plu:; E~ect or 1'.9149:1 

Crou Revenue ~~eet 

~ lnelUde~ i.~ :>.91495 er~ect. 

'Y ExclUdec :>.9ll2l IItld 1'.9149~ effectZl. 

y :ntr&lIta.te ravenue efrect to 
p&c!.t'ic 1'e1ej;)hone - .$1.1 million. 
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Push-Button' (Kev) Telat>hone Ser"Tice 
General proposes to increase its recurring charges 

------.-. ap-proxi::l.."'tely $14 million and its notlX'ecurring chD.rges 
$6.965 million~ a total of approximately $21 million on a 
test year 1980 annual basis. '!he st~ffs proposal would 

--in-c:;:eas~ the recuning cb.a.rges approximAltely $~~ f: mUlion 
and the nonrecurring charges ~pprox~tely $7.4 million, a 
total of ~13~O million for test yea: 1980. Boeh propos4ls 
are exclusive of the effects of D.91121, supra, which raise<! 
the" rccu.r.d.:lg charges Oln estimated $9 .. 3 million 3.nd did not 
impact the nonrecurring cb..'lrges.. At the hearit:.g on the 
partial general rate illCrease, General and the st~= agreed 
tb4t the st~ffS propos~l would increase the nonrecurring 
c~ges approximately $7.4 million • 

••••••• 
. ...... _. _. . ... Genera.l alleges that its proposed rate increases are 
structured to approach recovery of the full revenue requi:e:tIe':lt 
·o.f providing this serv-ice .:Iond illClude consolidation of key 
telephone service .as offered by General in the exchanges of 
West~ Californ~ Telephone Company CWCrC) with key telephone 
services offered by General.. The st3£f agrees concept~lly 
with General's propos~l for key-telephone services at rates 

• 

and charges which cover the full cost of providing such services 
<md t:he cotlSolidation:of' WC!C services with similar services 
offered by General. The st~ff, however~ disag:ees wi:h General's 
proposed r~tes and charges to the extent. that they exceed the 
cost of .. providing such service. General' reportedly furnished 
the staff data that its proposed rates eid not exceed the cost 
of p:oviding such service. The staff would not accept such 
data on the basis that General used a new cost methodology 
based on factors inconsistent with such factors upon which 
other cost-based r~tes and c~~rges were established • 
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General's Type A key telephone equipmeut consists of 
three basic components which are common equipment, line equip
ment, and station equipment. '!be rate proposals of both Genera.l 
and the staff contain rates and charges for the seat ion equipment 
on a stand-alone basis and provide rates far the CommQ'O. equipme-c.t 
and line equipment on a combined basis.. It is the staff's 
belief that the'combined common equipment and line equipment raees 
and" charges' should'·betmbundled- and separate- rates--develo~d~f,or.: .- .... -.- ........ -- --.-.-.... - .. --...---....... --... - _ .•. -.-.. _ .. _-_. _ .... _ ... -- .. _- .. _._-- --_. -.. , 

the' 'common' equipment '-and 'the'· line" equ:tpment-; '-and-that -General 
• ______ •• _ ......... 0-,, ______ •• ___ . __ ._. ___ ._ .• ___ ..... _ ... ___ • _ -.-H_ .... _ • _______ .___ _ _. __ •.• 

. should 'inct'ude sUeh-rates-:as.';i,- are-·-oF:i:ts· rate- -·0---s.al--iii-1ts -. - .... -- ... - - --'---- .•........ , .. -- .,P- - . ___ .... __ ._ '_'. ,.p:z:' .. ~ .. ,_ . _. --

next major rate application. General objects to ehe staff's 
proposal 0'0. the bas is it would be required to invest in a 
separate key telephone cabinet, power supply, and interrupter 
for each customer even if that customer only subscribed to two 
centr~l office lines, leaving the remaining capacity for four 
additional central office lines in a six-line cabinet idle. 

Both the sta.ff and Genera.l agree that there is 

insufficient available data on the magnitude of the use of 
shared key tele?hone system cotzm1on equl.?ment. 'I'b.e staff, 
therefore, supports General's recommendation that it be 
ordered to conduct studies designed to obta.in the necessary 
data concerning the types and quantities of key system common 
and line equipment in service and that the data should be ehe 
basis for proposed rate structures in the company"s next major 
rate application. The staff further recommends that General 
should also be ordered to include in that application a rate 
structure with separate rates and charges for key system common 
equipment and key system line equipment. Such a rate structure 
could be presented as an alternate to General's own recommended 
rate structure for key telephone service. The order that 
follows will provide for such a procedure • 
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As previously noted, the recurring charges resulting 
f:OQ D.91121, supr~, provide increased revenues over the rates 
in e=fec: whe~ the application was filed of $9.3 million. For 
the ?ur?OS~s of this ?%,oeeeding, we will adopt the sta.:r.'.s 
proposed nonrecurring charges to provide a total increase tor 
key telephones of $16.7 million. 
Private Bro.nch Exchan-.:e Ser..rice ('PBX) 

!he proposed. revisio'tlS of both General anci the staff 
iuclucie co~olici~tion of the PBX services offered by General 
in the WCTC exehangeswith its other PBX serviees, provide eost
based levels of r~tes established using the GZ-100 methodology, 
and l~it the increased monthly rates to a ~ of SO percent. 
At the hearing on the par1:ial gene:a.l increase, General and the 
staff agreed that the staff's proposed r~tes will provide au 
increase of approximately Si)i million above the rates resulting 
from D.9l12l, supra. We will adopt the staff's proposal. 
Sunolemental Services 

Genera.l's proposed supplemental servicesincrease for 
the test year 1980 is approx~tely $1.6 million as com?~ed 
to the staff's proposed ~ncrease for sup~lemental servicesof 
approx~tely $8.9 million. Both Gen~ral's anci the Commission 
staff's proposed revisions include consolieation of supplemental 
services offered by General in the exchAnges of WClt with 
supplemental services offered by'General throughout the balance 
of its system and reflect cost-based levelsof rate$ with a 
maximum 50 percent inc .. ea~e • 
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According to the staff's testimony, the diffe:entials 
in test year 1980 billing increases between General's and the 
staff f s proposed revisions for supplemental ~~.e..~s-r~,s~~t,s ~from an" 
increase of $8.3 ~illion in the st~f's proposal for premium 
sets cot included in General's proposal, a'decrease of $0.4 
million propose~ by the staff for touch-calling service, and 
est~ting differences of $0.4 million for s~lar ?ropo~ed 
charges. General agreed to the staff's est~te of the rate 

, dl.£fe1:'ential at the partial increase hearing. 
Staff witness Shantz notes that the rates for premium 

sets, such ~ the d~l-in-handset and Starlite telephones, are 
incremental type rates which he believes inappro~iate for 
these highly competitive types of sets. Consequently, he 
proposes ~ stand-alone rate for these phones providing a 
uniform rate applicable to all utility-provided sets of the 
s.lme type. '!he staff also proposes to "unbundle If the rates 
applicable to touch-calling service by ~roviding for a rate 
fo: a touch-calling line and a separate rate for a touch
calling-equipped i~trumen: with the touch-calling ins~ent 
rate applicable to all such ins~ents furnished on individual 
line business and resiaence services provided by ooth General 
and WC'Ie. 

Included in the st3ff's propos~l for touch-calling 
service ~ a ~onthly rate of $1 for each trunk line (loc~l, 
FX, tie line, or private line when required and when local , 
dedicated or FX trunk charges are applicable to DID and Ccatrex 
services). !he applic3rion of this $1 monthly rate for touch
calling service will result in an est~ted reduction in customer 
billing 0: $0.2 million for the 1980 test year ~nd will provide 
for the applicability of the same monthly r3te to touch-calling 
service furnished on PBX trunks and on business lines • 
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~e staff's proposal fo:, "st.:lnd-.llone" r:ltcs for 
Starlitc .and dial-in-h.lndset telephones is re~sonaole and will 
be ~do?ted. In addition, as subsequently discussed, we will 
adopt "S'C.lnd-,a,lone" ra'Ces for stand~rd telephones and provide 
bifurc~ted rates setting forth line c~:,ges plus 'company-
furnished inst':'l.'lmeue charges. .' 

Si::lilarly the staff's propos.3.1 to unbu:dle the r:Ltes 
ap?licable to touch-calling se::vice by providing for a rate for 
a touch-cal1i~g line and a separate r.:lte for a touch-calling
cquip~d inst:ucent is reasonable and well-supported by the 
record and will be adopted. 

Included in the staff's showing at the request of . . " . . 
the' assigned Commissioner was a tariff converting the monthly 
central office ,touch calling line charge of $O~7S per mont~ 
for resi~ence and $1.00 per month for'business into a single 
notU:ec~ing_char8e of $23.50 for re.sidential individual line . 
service. '~p:~pos~d revision w~ offered for the consideration 
~f the Commlssion on the basis that the continuation of the 
monthly charge might discourage the inst.:lllation of such 
telephones throughout Generalrs syste~. Touch calling benefits 
the company~ ratepayers, and the community .3.t large by increased 
efficiency in ehe utilization of the neeworks, the more effective 
use of advanced serviees such'as custom calling, and reduced 
travel a'C such a time that such touch-calling equipment services as 
payroll and bank-by-phone become available. Consequently, 
discouraging the inst.3.l1ation of touch-calling equipment will 
have a deleterious effect on General's operations and the'rate
paying public • 
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However, both the staff's ~nd Gener~l's witnesses testified 
th~t a nonrecurring ch~rge of the magnitude proposed would do more 
to discour~ge the inst~ll~tion of touch c~lling than the continuation 
of p~esent charges. 

Due to the increased efficiency of touch calling in ~hc 
use of electronic switching, we are ~king provision for General 
to remove the monthly line ch~rge for touch c~lling in e~ectronic 
offices. Our order will provide that General may offse~ the 
resulting revenue reduction by ~n increase in the billing surcharge 
pcrcentage applicable to ,all customers. 

We will oldopt the sColff-rcco::l,.'1lcnded supplemental service 
pro?O.sal~- t.o ·Y,;L.eld ~ c'Ust.orr.er billing incrcape of .lpproxirotcly 
$5 .. 7- r.::i.llion beyond' 'the $3 'million D.lrE'ody ?rovidcd' by ,D.9l121, supra. 
Exccn~~on S~rvicc 

Generoll proposes a cocmon monthly rolte ~f $1.25 for 
extensions olnd key in lieu of extensions (KIL's) to yield an 
cstlm.:lted increase of ,,-ppr.oxi:n.:ltcly $8.9 million ~s cO:::lp.o.red 
to the staf:'s propos.:ll ox ~ co~on monthly charge of $1 for 
extcnsion olnd KIL's to yield ~n estimated rev~nuc i~cre.:lsc of 
approy.i~ately $2.5 cillion. !he st~ff limited. its proposed 
extension incra~se oec~use of it~ over~ll revenue require:::lent 
par~eters ~nd lack of ~dequ~tc cost ~tudies su?porting 
Gener~l's proposed rate. In kec?ing with our subsequently 
.adopted pri:n.:l.ry instrument r.:tc, we h.:lve alre.o.dy adopcco·Othest<lff's 
proposed coc=on oonthly r~te of $1 for extensions and KIL's. 
is D.91121, and no further increase is now re~uired • 
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D.:1t.:ltel Service 
30th General ~n~ the Co~ission staff p~opose to 

increase r3.tes ~nd charges for cer'tain Datatel services -, to 
yield incre~ses of .:tpp~ox~tely $0.2 million~in custome~ 
billing in 1980 test ye~r. ·Both ?ro?os~ls include 3. consoli
dation of Dat~tel services offe~ed by General 'in the-exchanges 
of WC!C with t~e Dat.a.tel services offered by General tbro~ghout 
its system and both proposals generally use the s.:tce criteriA 
used in developing the p~oposed ~evisions :or PBX services. 
Gener~ ~nd the Cocmission st~:f's proposed Datatel schedules 
are quite sicil3.r with slight differences reflecting the staff's 
use of higher nonrecurring ch4rges·~nd lower recurring, monthly . . -. . . 
r~tes. Fe will .~~opt. the staff's proposed rates fora pUrPoses 
ofthis_p;,oceeciing .. 
Soeci3.l Service Arrangements 

.-:---" 

Both General and the staff recommend increases in rates 
and charges for special service arrangements. The proposed 
increases are based on cost and appear reasonable. These proposed 
increases will be adopted. 

The Stromberg-Carlson E-120 PBX h~~ always been 
of:ereo ~nder contr3.ct r~ther th~n ~s a t~riff of:erins_ Both 
Gener~l ~nd the staff recom=end that the E-120 pnx be ?l~ed 
in Gener~l's Schedule C~l. P~U.C. No. E~l with p~oposed rates 
and charges ~t full cost levels as dete~ined utiiizing the 
GZ-lOO methodology. We will ~dopt these proposed r~tes. 
Service for the Handic~Doed 

D.90642 dated July 31, 1979 in A.58223 of ?acific for 
a general rate increase fo~nd that $12 ~i1lion was a =C3.sonao1e 
~ount for Pacific to set aside for services to the handicapped. 
Accordingly, in this proceeding, the staff h~s included in its 
rate design and revenue requi~eoent ~ proportional $2.7 oillion 
ecgaeive ine~ease eo provide a proportional $2.4 oillion ~feer 
uncollectibles and settlements for services to the handicapped. 

_._----.. - _. '._---_. 



, 

• 

• 

A.59132p or: 62 ALJ/ems/hh 

The application of the money designated for services to 
the h3~cicapped shall be used in the manner specitied i: 
Ordering Paragraphs 15 and 20 in D.90642 of Pacific. 
In response to cross-examination questions the staff witness 
stated his belief that should the reveuue shortfall-resulting 
from the implementation of handicapped service exceed the amount 
set aside, General should be authorized to offset the adc.ti-cioll41 
shortfall through a.n advice letter rate filing. 'Ib.is provision 
appears reasonable and will be adopted. 
Multiple Element Service Connection Charge 

General proposes to revise the present S1:1:Ucture of 
service connection charges to yield an est~ted increase in 
customer billing of $20.688 million excluding the effect of 
D.91121, supra. The $20.688 million consists of $13.875 million 
resulting from increased multiple element charges and.$6.813 
million resulting from the ~lementation of a wiring-in-place 
charge. The staff proposes to revise the present structure 
of service connection charges to result in a.n estfmated 
increase in customer billing of $12.5 million exclusive of· -.- .... " 
the effects of D.9112l, supra, for the test year 1980. 
According to the record the staff believes there are four 
objectives which should be considered in determining the 
charge levelS and structures 6f element-type service connections 
tariffs which are: (1) to have the various elements cost
related, (2) to have charges such that the customer ca.using 
the cost for che utility should be charged in relation to such 
costs, (3) to have the element-type service connection charges 
designed to encourage customer use of Phoaemart-type facilities, 
and (4) to have elements which relate directly to the work 
activities and are understandable to the customer • 
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'I'he following tabulation sho'W'S the present charges 
under General's present tariffs, the charges set: forth in 
Appendix B of D.91121, supra, (ZUM offset), General's proposed 
charges 7 the staff's proposed cha~ges, and the ch.ilrges which 

would be applicable under the tariffs of Pacific for a new 
I 

residence service in a. dwelling with no prto':-.s~c:~s _ .. _ .... _~._ .. _. __ 
provided to the premises and 'With no equipment or wiring 

in place and the customer requests that: one standard rotary 
instrument be installed. 

: :J).91l21 : : : : : .. ZOM :~C'rDl : S1:Aff :P4d..f:tc : .. 
ItC!l1 :Present : Offl'tt!!t :P~6~:P~sed:D.91121 .. .. 

Serv1ce Order Act! vi ty 

$ '7.00 Imt:1al Order F:tnt L:tne $ 6.50 $ 8.50 $ 7.00 $ 7.00 CentrAl Of:iee Activity 5.00 5.75 8.00 9.00 . 9.00 ~em1see A.et:1v1ty 8.00 9.00 
Prcm1ses V1s1t -. 8.00 7.00 6.00 Prase.s Work 

Central Office Line, es.c:h 3.00 3.00 -. Telephone, each 3.00 3.00 5.00 Winrzg Ch..s.:se, F.a.ch Add1 t10n 
Chcl.\ld1ng P ... '1. Connector) 10.00 

"Phonema.rt Connector Conversion 
Eac.h. Cocneetor 

hemise: ~:illg 3.00 ·Z.OO 
Each C.O. tine 

Premise:: Intcn.or ~nns -, ~. -... --. 
~ Cotm.eet1ng Point 7.00 8.00 

$19.50 
.. _- .... ..,-l'o1:.'ll ~21. 75 ~~I~O ~39.00 $37.00 
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It will be noted tl::J.a.t the most significant cb.:l.nge in 
General's proposed serrlce :£ouUec't"iotC c~ge. 'tar:tff-re1:a.tes"-to--the 
cllarge" f'6r""prexD.1Ses- wiring'. ' At'-'the" present" time there' is-no-charge ._-_.- ---~ -.--.. . - ....... 
for prewi:itlg new residential dwellings even though. the average, 
cost of prewiring such units. based' on co~.any studies.. is 
ap~oxi:c.a.tely $145. Under General's l?'=oposed service conneet:ion' 
charges the customer who first requests that .3, prewirec1 
connecting poi:lt be terminated o~ ~ jack would pay a charge 
of $10. In ~Qdition, each customer requesting a new central 
office line would be charged an additional premises TMiring 

charge of $8.25 which would be ap~licable when a customer 

.. _. - ~ 

requests neTM service even if the customer f s premises b.a.ve __ ,_ ... '. . ... _--_ .... _--
been fully j.:r.ckcd and the customer ~shes to utilize only 
the e~ting jacks. It is Get2eral's position .th:tt. t.h~_, ___ . 
proposed preoises wiring charge is intended to help recover 
the costs of installing premises wiring that af.e~p~id:·;Or.~· 
entirely by the geue-ral body of ratepayers. Under the sta.ff . -
pro~sal .'In interior wiring cb.:Lrge of $7 Flus a $3 charge for 
each connecting point would be p~id for by the customer who 

first requests that either existing or newly installed wiring 
be teminated on a telephone jack.. '!here will be no charge 
for interior wiring for subsequent occupiers of the dwelling 
unless the l~tter customer wanted additional connecting points 
ter.nitultitlg on jacks. It is the staff's pOSition that its 
propos~l is more reasonable than that of General's oarticularly 
with-respect to the customer who uses Phonemart faeilities~ 
in which case there is n~ premises visit and no premises 
charge • 
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General argues ~hat ~he staff pro~os~l is unreasonable 
since it is not cost-related and to the extent that such charges 
remain below costs other rate?~yers who did not generate the 
costs must nonetheless subsid~ze them. The staff further 
argues its proposed service connection charge represents· a 

doubling of the existing service connection charges and is· 
the maximum reasonable increase that can be applied at this 
time. We will adopt the staff proposa~except the premises 
interior wiring charge for each ~onnecting point will be 

$12 plus $3 per connecting point rather than the proposed $7 
plus $3 per connecting point to defray a larger portion of 
the increasingly high cost of prewiring the premises. 
!ntraexchange Private Line Service 

General proposes to revise the rates applicable to 
local or intraexchange private line services to the levels 
authorized for Pac~ie for interexchanz~ private line service a 
in D.90642~ D.SOS19~ and D.91121. !h~ staff concurs in 
General': design crit~r~. to offer intr~exe~~~c private 
line service ~t the same rates applicable to interexchange 
priv~te line service. According to staff testicony, how~ver~ 
Gene~al's proposed rates~ unlike the staff's propos~d rates, 
are different t~ those in effect for Pseific. The staff's 
proposed r~tes are estimated to provide an increase in eusto~er 
billing of $0.9 cillion for 1980 test year and ~ill be adopted. 
O~tio~l Residenc~ Telc~hone Service (ORTS) 

ORrS is an o~tional service offered by both General 
and Pacific in the San Francisco bay area and Los Angeles
Orange County ~ea. Gene=al proposes to increase the rates 
applicable to ORTS as offered in WCTC exc~ngcs to bring such 
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ra~es up to the r~tes for ORIS provided under General's t~iff 
with 4 resulting ~cre3se in customer billing of 3pprox~tely 
$0.1 million for the 1980 test yea:r:. '!he staff concurs in 
General's proposal to consolidate ~he WCIC offering of ORIS 
with Gen~al' s ORl'S offering at -Ge~a~s-.iat~s,: AC.c.Oxdiii"iio-
the staff ~estimony there are presently five routes over 

, which General presently offers OR1'S ·~here tl.?-e airline route 
distance exceeds the maximum 40 airline~ile l~it for the 
ORIS rout'c. !he staff recommends tMt ORIS be withdra~ from' 
at least these five routes and the customers affected be 
notified 60 days prior to such withdrawal. In addition~ the 
staff recommends a 10 percent increase in all the rates for 

• • .,. ...... _,. -. - • - --_. - , ... _._ • ... ~· __ r. __ • 

OR'.tS as provided by ~neral. It is estwted tb..'lt the 10 
percent increase in General's rates applicable to ORTS as 
well as other staff-recommended revision to ORIS offering 
will yield au increase in customer billing of $3.0 million 
for 1980 test year. 

According to the record Gener3l ~dicates that by 

the end of 1980 General will ~ve before this Commission a 
proposal for fully measured ORIS offering. The conversion 
of Gener~l's present flat rate ORTS offering to fully 
measured ORIS offering is consistent with conversion of 
Pacific t s ORT'S-off""e-r-:rng-to-fully""-measureCl-OR'IS 

. -- ..... ---- _ .. ~~ ... ~ - .. --~ ......... - ...... - .. _ .. _- ... -"", .. ----
offering as ordered in D.90642, supra. Consequently, the 
staff recommends that Gener~l be ordere':, to develop; "in 
concert with the Commission staff, a restructured fully 
measured ORTS offering and that such fully :easured OR~ 
offering be implemented within 180 d.:.ys of the effective' 
date of this decision. The staff further recommends tb.a.t 
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the revenue effect of the fully measured ORTS offering be held 
at' or near zero and that che new ORTS offeri~g be filed under . 
the-advice letter process requesting approval, ~or such rev!sio~ 
by resolution action of the Commission. The ord'er 1:ha"t fo~lows "~ 

will provide for the re.vised ORTS offering recOmmended by the:'.. . _ 
Commission staff to be presented to the Commission within 18'0' - .. ---., 
days of the effective date of this order. We-will- adopt General's .. _ 
and the staff's proposal to raise the ORTS rates applicable in 
WC!C exchanges up to the rates for ORTS provided under General's 
t~iffs. In addition, the currently effective ORTS rates, 
together with the modified Werc ORTS rates, will then be 

increased 14.7 p,ercent equal to the percentage increase to the 
one-party metropolitan residential rate proposed by General. 
We will not at this time eliminate the five routes as recommended 
by the staff. However, in order to prevent further growth in 
ORTS service over these five routes, we will authorize the 
freeZing of such ORTS service over these five routes to existing 
customers. 

Mobile Telephone Service 
General's proposed increase L~ mobile telephone 

system service is estimated to increase revenues $0.170 
millio~ as contrasted to the st~ff's ?ro?os~l to increase 
reven~s approx~tely $0.10 million. Both General ~nd the 
Co~ission s~a=: propose elimin~tion of conversation cice 
allow~nce included in the monthly cxch~nge ~cccss rate anc 
the consolidation of the mobile telephone service offering 
provided in the wcre exch~nges with Gcncr3l's :ob1le telephone 
service offering. General further proposes an increase in 
the rate per minute of conversation t~~c from 25¢to~45¢ 
~?plic~ble to =obile service customers including roa=ers • 
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The staff's proposal includes elimination of the conversation 
time allowance included in the monthly exchange access rate 
and consolidation of service offerings but does not include~ 
an. increase in the rate per minute cbarge# '!he staff's. 
proposal will be adopted. The staff notes the .. rates- and 
charges for mobile telephone service provided by General 
have not been revised sinee 1969 and that General has 
provided no cost data in support of its proposed rates for 
the mobile telephone service. The staff therefore recommends 
that General be ordered to provide as a part of its next 
major rate application cost data in the format of the 
standard GE-lOO methodology for mobile telephone equipment. 
!he suggestion is well~taken and the order that follows 
will so provide. 
Verification/Interrupt 

In D.90642, D.90919, and D.9l12l this Commission 
adopted a charge for verification of a busy line condition 
and/ or interruption of a conversation in progress at the 
calliug party's request. !he verification/interrupt charge 
as filed in Pacific's tariffs applies to all local .calls and 
interstate messages where a customer requests such service. 
Since the present verification/interrupt charge is intended 
to apply to all intrastate messages and in the interest of 
uniform statewide rates for common services, the staff 
proposes that General adopt the same tariff ?rovisions for 
verification/interrupt as are currently in effect for Pacific 
for both local and intrastate messages where such customer 
requests are made. It is ~st1mated that the application of 
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~he proposed verification/interrupt charge will result in an 
tncrease to customer billing of $0.4 million in the 1980 
test year. The staff suggestion appears well-taken and the 

order that follows will provide for such verification/ 
interrup~ service charges. 
Mileage Charges 

General proposes increases in mileage charges 
applicable to mileage associated wi~h exchange-type services, 
telephone answering services, and intraexcnauge optional 
prefix service as well as ~he consolidation of ~he mileage 
charges applicable in the WeTe exchanges with the mileage 
applicable to similar services provided under General's 
tariffs. !he es~tmated billing revenue increase associated 
with General's proposed increased mileage charges for the 
1980 test year is estimated ~o be $0.537 million to br1:cg 

the intraexcbauge mileage to the same level as interexehange 
optional prefix service~ $1.246 million to raise other 

. -..'- .... 

mileage charges to $1.60 per quarter mile~ $0.016 million 
increase ~o raise WCTC rates up to General's rate level, 
$1.093 million for mileage increase to $1.60 per one-quarter 
mile for telephone auswering service~ and $0.006 million to 
increase WCTC telephone answering service rates up to the 
General rate level, a total of $2.898 million. These proposed 
changes represent inc:rea.ses varying from 20 to 73 percent. 
'the staff co'CCUX's in General's proposal to seancla.rdize 
mileage charges associa~ed with the exchange service and 
telephone answering service but has ltm1ted the mileage 
charge increase to not more than 25 percent with 4 resultan~ 

overall increase for mileage charges of $0.7 million. 
Although rates for many..~tthese services_are substa~~ially below 
cost; it.is ··e~sential that the incre:lses authorized not constitute 
an undue burden on ratepayers, particularly on telephone answering 
services. Accordingly, we will limit the mileage charge increase 
to not more than 50 percent and decrease certain of the higher 

mileage charges in order ta ap;"roach uniform rates. 
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Foreign ~~hA~ge Service (FE;) 
~neral's proposed inere~ses in' FEX are estimated to 

approxitlate',,'$3.4 ~ill~o~ £or::tes~:y'e~~i98O: as~com?.a.iecl t~,.~ ::,= 
the st~f's r~eommended increase of $0.5 million. Eoth 
Genera.l f s and the staff's proposals' eneomp~s eonsolid.::Lt10ll 
of wCTC rates and charges for FEX services with those-!or 
similar services provided by General, increazes in basic 
rates for F~~ services, an iucre~se in the rate per exch3nge 
unit and/or message unit for c~ll$ on intereompany and inter~ 
state FEX services, elimination ~d/or red~ction of the 
messase allow~nces for FEX trunks and lines, and revisions 
of mileage charges applicable.to FEX service. In addition, 
the st-'l£f pro?Qses a co=uon rate for FEX trunks ~d lines 
and institution of r~te$ for primary inst~ts for services 
for w~~:'~~!~~~~:-~eDr~~-·~t~~tl~s. _~_e, ~@.¥d_ .. _ T_~~~ 

-be 'eous'1Stent 'With "oursubSe --, -i'l--aao'-tea' measurecousiness "'Tine 
• ,',r-,,,, .• ' ... '·': .c __ ,_.'-_~ __ .;..:;;;,; .:.~ .. :-=::_._::-:_:.-::~ - y. '::::::"'_~" .,';';:'~':';~,- , .. _.:=,:,:::,;;::;'-:::-_:~ ----. --

. -.a:nc1-.~~."t1:Unk line ,service .. %at,es_~d .. c.~~n.'y'~~d.-,.-,initrumec.e 
rates? we will adopt the staff's proposal with respect to 

monthly foreign exchauge rates with no a11ow:t.nees ~ .md a comp.a.ny-
- ·~wtieci· ~nSti:-Uinetit:-'rate "0£'-$'1 "'4moneh for4 ut:iiity -provi~ed: '" 

seanda::d instruments.. We will also adopt the jointly proposed 
one cent increase in the loc~l exchange unit rate applicable 
to loc."l messages from measured exchange services, ~d the 

eonsoli~tion of rates and eharges applicablQ to FEX service 
provided in WCTC exchanges with si::lil~ ra'Ces in Gener:1l's 
exchanges. Also with FEX rates we will a.c:iopt st:anckz.rdized 
cileage charges ~soci:t.ted with exchange and telephone 
a.nswering services.. 'Ib.e 'D'ming· effec~ of the above-discussed -- - .... _ ...... ~ . .-

rate changes is an increase of $0.5 million for the test 
year 1980 • 
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At the present time the method or calculating mileage 
charges associated with conti6~oUS FEX service di!fers from the 
cethod or calculating such charges for noncont,iguous FEX services._ 
The ~eage charges !or' contiguous service is based on the mileage 
from the customer's location to the nearest point on the eo:=on 
exchange boundary whereas the mileage charges·for noneontiguous 
PEl is based on the airline distances between rate centers. General 
proposes to freeze its present method of measuring FEX mileage 
from the boundary for its present contiguous FEX customers. Also, 
General proposes that for all new contiguous FEX eustocers the 
mileage measurement would be based on airline distance between 
rate centers. However, the impact of General's airline measurement 
proposal ·Ilould be very heavy on new FEI customers- It would 
create a discriminatory rate disparity between present and new 
eustomers. Accordingly, General's proposal will not be adopted. 
However, General will be ordered to make a study of FEX c1leage 
treatment and provide a plan for. gradual implementation of the 
airline measurement concept. 
E~ended Area Service (EAS) 

General's proposed EAS revisions are estimated to 
provide increased billing for the test year 19S0 of $0.702 

, 

million as contrasted with the staff's proposed increase of 
$0.3 million. According to the testimony, General proposes 
to regrade SAS routes to reflect population increases and to 

increase rates to the same levels as authorized by this Commission's 
D.906L.2, supra, thus caintaining statewide uniformity. The stafr·s 
proposed BAS changes are allegedly identical to the EAS formula 
and increments currently in effect for Pacific. !he staff also 
proposes to remove' the EAS increments applicable to the Los Catos 
exchange coincident with implementation of Zone Usage Measurement 
(ZUM) plan on the routes from Los Gatos to the North and West District 
Areas of the San Jose exchange. According to the record, the 
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---" ._,,-- -_ .. -._-_ .. _-------_._----
only diff;:rence -beewcen-;in EA.S r~teformul.la?p'rove(f fO;-'~-
P~cific in D.90642, supra, ~nd the for=ul~ proposed by Gene:r~l 
in this proceeding relates to the·c~lcul~tion of the formula 
for semipublic coin telephone service. !he st~ff witness 
under cross-examination agreed ~hat General's formula is 

reasonable and should be adopted. Consequently, we will 
adopt General's EAS pro~osal and the staff's proposal to eli=inate 
the EAS increments applicable to Los Gatos upon ~plement~tion of 

ZlJM service. 
Measured Business Line and Business Trunk Lin,1! Ser"llic:e 

The staff proposes a c:o~on =~te of $5 a Qonth with 
no cessage allowance applicable for individual line measured 
business ~ervice and private branch exchange measured business 
trunk line service together with a proposed lc incre~se in a 
local exc~nge unit rate applicable to local oe~sages fro= 
oeasured exchange service. The s~aff justifies its proposal 
on the basis)t~t inasmuch 4S mO$e modc=n electronic com=unic~
tion systems can function as PBX's or 4S multi~line key syste.:s, 
it is difficult to determine whether such ~ new electronie 
cocmunication system should be classified ~s 4 F~X for Which 
the PBX trunk rate is applicable or as a k~7 sY$tcm for . 
which the indiv1d~1 line business rate is applicable. 
A common rate for a measured business line and a 
measured business trunk will eli:inatc this ?roble~. 
According to ~he st~f testimony, the lC inc:ca~e in local 
exc~nge uni~ rates will bring General's local exc~~ge ~~it 
rate =ore in line with ~he Zone 1 d~y ~JM rates fo= c4lls of 
the same duration ~pplicable to calls for Qeas~red exchange 
service provided 01 Pacific in the San Fr~ncisco East Bay 
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extended area and in Los Angeles extended area. We are adOPting 
staff's proposed common rate with no message allowance for these 
services. The level of this rate is discussed below under basic 
exchange service. 
Rotary Service 

General proposes to inere~se the present monthly 
rate for each line arranged for rotary service from SO¢ to $1, 
to apply the same dollar monthly rate for each rotary nUQber 
reserved, and to establish the s~e rates for rotary service 
provided in the were excb..::Lngcs. The"staf£ concurs with' 'cCneral t s 
proposal but due to the constraints of overall ~~vcnuc 
requirement recocmends the monthly rates for ~ach line 
arranged for rotary service be 75¢ instead of the $1 . 
proposed by General. It is est~tcd that General's proposal. 
would increase customer billing $2.050 million and the sta££(s 
proposal would increase Customer billing $1.5 million. Inas
much as the authorized in~rcasc falls outside the staff's 
rate design parameters, we ~ill adopt General's proposal. 
Basic Exchan~e Service 

General proposes to increrisc its basic exchange 
service rates totaling $29.902 million conSisting of $1.346 
million resulting from a reduction in business ~c~surcd 
~llowance from SO to 60 calls per month, $3.232 million 
resulting £ro~ tha el~inAtion of the existing lJ~ nonL6~ 
differcnti~l, $7.713 million from an .increase in the message uni~ 
charge from 3¢ to 5¢ per. unit and $17.611 million resulting 
from proposed increases in all basic exchange service rates 
including increasing the r~te for one-party residence f14t 
rate service to $6.25 'Per month ~nd increases in b~sic r.:'ltes 
for one-party bu:incss customers in the Los Angeles Metropolitan 
exchanges from $7.25 to $8.10. Gcner~l proposed to re~uce the call 
allowance and to increase the rate for one-party business customers in 
nonmetropolitan areas £ro~ $12.$0 to $14.20. 

" , 
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The staff-proposed revisions to b~sic exchange service 
i~clude consolidation ~nd standardiz~tion of rates for b~sic 
exchange service ~pplic~blc to wcre exchanges, increasing the 
rate ,for one-?arty flat r,ate residence service in metropolitan 
are3.S to the rate level of $5.65 per month presentl,. .:I.pplicable 
to IFR scrvice in the nonmetropolitan arc3s, rcvision in rates 

, applicable to measured business line and meas~red business 
trunk as previously discussed, increasing the exchange message 
unit r.:l.te by one cent,', is H al'so" l'rcyiously' dis~ussed, withdr'~~~i ~~f 
two-party flat rate busin~ss service in all ~rcas) withdrawal 
of four-party flat rate residence service in th~ wcrc excr~ngcs, ' 
and withdrawal of the ousiness mess~gc rate trunk service 
offered in the ~:ovato exchange.. It is cst~ted that the 
increased customer billing rcsulting from thc above ch4nges 
will be $3.0 million, exclusive of the ?revio~sly included 
uniform cC.:I.sured busincss lines ~nd measured' b~siness trunk 
ratc and increase of ~~. cent" pcr't;riif.-iii,' t,hc" c'xelfl3.nic" message 
unit ratc. 

We will adopt the staff's ?ropos~l to consolid~te 
~nd stand~rQize the rates for b~sic exchange service applicable 
to wcrc exc~nges, ~ithdra~al of two-p~rty fl~t rate business 
service in all areas, withclrawal of four-party flat rate 
residence service in the ~CTC cxchanges, withdraWAl of the 
business message rate tr~k se=vice offered in the Novato 
exchange, 3.'t'Ad the ,one cent increaze in t~e exch:s.nge message 
unit rate. The recluction in the business me~sured allowance 
was included in o~r prev~ously adopted measurcQ business line 
~nd trunk line service rates. We will also acopt General's 
proposal to c-lbi~te'thc cx'istini "iAiA" non1..AEA· diffcrentiai'and.~,·-"~· 
Cienerai -.. s' pro'pos"ed monthly "ra t.e iocr'eases' ior~"suburban--business , 
suburban' residence~' "se'm'i-public~~'co'fn"box,- 'one';party ·-flat-·rat.'e .. , . 
bus'ine'is'~ fiat' rate -PBx-i:iU@< "'line:-:irid ~o-party flat rate 
residence services. 
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In addition to the above measures, the Commission 
sta:ff proposes tb..7.t: Gener:J.l separate the primary instr~t 
from the basic exchange service and ins'titute rates for 
priJ:l3:ry instruments when .sueh pricary instraments are prov'ided 

by Genera.l. According to the staff" the sep.a.ration of the 
primary instrument from basic serviee is eonsistent with 
recent orders of the FCC which provides that customers can 
utilize C'UStomer-owoed primary instruceuts. The staff 
proposed rate.,; for primary instruments is SOc per month. 
for a stand:ttd ro't.3:'1 dial instrument .. 

Gene:r::J.l bAs no· overall objection 'to the staff's . ' ... 
proposal for unouc.dliXlg primary service into an instrument 
charge tlXld a li:le cha.:rge. It does 7 however, take issue with 

the st.af: T s proposal of oiL primary ins trument rate eCiual '·t~ .:-... .-~ 

appro~tely SO percant of the cost of providing such serrlee • 
It argues that one of the major considerations of both General 
and the staff in the rate design ?ropo~als is that rates for 
competitive service (tem.inal equipment) sb.o~ld be cost-based. 
General notes that under the staff's rate deSign, premium 
telephone instruments such as dial-itl-~ndset and Starlite 
telephone~ will be prieed at ooecost wpether-used as the 
customer's pr:tmary ins~r.:z:ment' or as an extension. Noupremium 
telephones which are used as extensions will l!kewise be 
priced olt the full CCist of providing the' instrument. Only 
where ~ non?remium telephone is used ~s a pr~ry instrument 
will the 50~ per month eb..arse apply. 'rhus, where the customer 
has a mixture of non?rem~um and pr~ium telephone instruments, 
he will receive the benefits of the staff's pr~~ instrument, 
rate of SO¢ per month only if in his initial request 
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for service he asks for the inztrument to be his primary telephone 
with the premiu~ instrument as an extension. Aeeording to Ceneral, 
the staff ~dmits that its primary inztrument proposal is basic~lly 
an interim rate and that it will propose prir.~ry instrument rates 
based o~ cost in Cenera1's next major rate case. General believes, 
however, that the adoption of such a rate proposal, even on an 
interim b~sis, is unreasonable ~nd will generate a legacy of 
customer ill -Nil1 and could cause General excessive and unnecessary 
expense. General further ~rgues that should this Commission believe 
a separate primary instrument charge is appropriate, the rate 
should be set at a cost-based level of approximately $1. we 
will adopt on "unbundledr'ra:t.e mth a line charge of $6.25 for 
local basic single-i:lmily residence service and. a "stond-alone ff 

rate for company-owned instruments equal to $1. per month for ~ 
stand~rd instrument whether used as a primary instrument or as 

an extension. The billing effect of this company-owned instrument 
charge is $1$.1 ::liJ.lion for test year 19$0 •. We shall 31:;0 ad.opt 
the staif's concept for measured business customers of a monthly 
charge with no call .:1llowance but we shall adopt a $6.50 monthly 
rate in lieu of the stoff's $5.00 proposal. This increase of $9.2 
million for business is approximately the s~me percentage incrc~se 
as for the residential customers. In 3ddi~ion we will adopt 
Gener:ll's proposal for the nonmetropolitan one-party business 
custome::-s. 

Unbundling the rates for the ~rimary telephone ins~ru
ments from the basic mon~hly rates could influence cus~omerst 
decisions on whether to continue to rent those instruments from 
Ceneral. We want General's customers to be aware of the choices 
available. Accordingly, we will order General to notify its 
customers that the telephone ren~al charge is separate from the 
basic charge, and th~t they can elect to purchase a telephone 
instead of renting it. We .:11so will order General to develop a 
new customer bill for~t which identifies each month the charge 
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for the telephone instrument rental separate' from the basic 
monthly charge. Finally, we will' order a report from General 
within 90 days on ·its compliance with these requirements, 
including submission of the new billing format for our staff's 
review. 
Message Toll Service 

General recommends increases in message toll service 
of approximately $18.5 million in customer billings for the 
test year 1980. The proposee rates would increase certain 
short-haul rates, coin rates, surcharges for operator-assisted 
messages, and certain additional minute rates while at the 
same time substantially decreasing long-haul rates in all periods. 
The starf proposes increases in message toll rates to yield 
approximately $11.0 million increased customer billing for 
the test year 1980. The staff's proposed revisions are the 
same as proposed by Pacific and recommended by the staf! 
in A.59269. It is the staff's poSition that, since 
message toll service is provided on a statewide basis at 
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rates and charges shown in Pacific's tariff Schedule No. 53-'X, 
adoption by the Commission of the S.::tme toll revisions in 
A.S9269 of Pacific and A.S9132 of General will facilitate 
the consistent adminisera:tio'O. of message toll service through
out the state. D.9149S dated AprU'2 7 1980 in A.S9269 adopted 
the st.uf's proposed message toll rates s1mUar.-to- those..the..-.. -_
staff herein proposed. Consequently, these same rates will 
be adopted in this proceeding. 
Centrex Service and Enhanced Business Svstem Service (EBSS) 

General proposes ,to establish EBSS at rates and 
charges presently provided on a contract basis to approximately 
10·,000 EBSS lines. According to the staff te.stim0;o.y 'by year's 
end 1980 General will be equipped to serv'e approx:i:%:uLte1y 
35·,000 lines of EBSS, more than half the estimated ~ket 
potential. these forecasts and the number of tESS lines 
currently being provided under contract.indicate to the staff 
a subst~ntial demand for the EBSS. Because of this substantial 
customer demand, the staff recommends that Genera.l be: autbori::ed 
to pro~ide ZBSS at t.:r.rif£ rates and charges presently included 
in the cone=aets with the exception of the service conneeti on 
charges. !he present EBSS contract service ,connection charges 
areineonsistent with either Gener~l's or the staff's recommended 
service connection charges for services other than EBSS or 
Centrex. The staff therefore recommends that the service 
connection charges ~uthorized by this decision for other than 
EBSS and Centrex serviee be applied for EBSS ~nd Centrex 
service. These recommendations appear reasonable 4nd ~ill be 
adopted • 
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!he staff further recommends that should this 
Commission determine that rate relief is indic~ted in excess 
of $92.5 eillion, rates and c~ges for EBSS and Centrex be 

increased 10 percent. I~ support of this recommendation the 
staff witness testified that EBSS is a highly competitive 
offering in that it provides serviees very slmilar to. properly 
equipped PBX's provided by either General or outside vendors 
and the ?roposed rates are not cost-supported. Cousequently~ 
he believes Gene:al should be ordered to include fully 
~llocated cost studies associa~ed with EBSS. Rebuttal 
wi~~ss !. E. Quaintance prese~ted au exhibit indic~ting 
that the EESS rates are properly priced in relation to 
competitive offerings. We will ~dopt General's present 
contr.:l.ct :,.:I:tes, modified as above discussed, .:7.S a tariff 
offering. We will not increase these rates ~t this tice 
but will order the staff-suggested study to be in a better 
position to reevaluate the situation in connection with 
General's next major rate proceeding. 
D.91337 R::.tes 

In compliance with Ordering Paragraph 5 of D. 91.337 
Gener~l filed Advice letter No. 4553 w~ich bec~e effective 
on February 19, 1980 and· provided for =!nor rate reductions 
in basic service monthly rates and certain Centrex·rates. 
It is estimated that the application of .these rate reductions 
will :esult in a decrease in customer billing of $1.5 million . . 
in the 1980 test year. According to the staff, the result~nt 
rates reflect reductio~ from 3; on one-party flat rate 
residence service in cetropolitan arc~s to $90 for the first 
200 Centrex stations provided in nonmetropolitan areas and 
must be considered in the design of rates in this proceeding • 

-125-



-. 

• 

• 

.,. 

A.59132, OII 62 AlJ/ems 

To eliminate possible adminis~rative proble~ and the need for 
any revisions in Gener~l's or the staff's proposed r~~es and, 

. charges, ehe 5taf: rec~ends thAt the rate reductions reflecting
this decision be made through nega.tive billing .surcharge. '!his 

. position appears ::easo'C.Olble and wil'l be adopted.. . . . .. -.. 
ZUM for the Los G;J.tos Excha.nge 

D.90642, D.90919, .and D.9l121., supra., ordered implemeuta.
tiO'O. of theZUM plan by General and Pacific in the !.os Catos 
exchange because it is wi.thin ehe SF - E3 extended area. and is 

includec. in the ZOM plan. However, since multi-message unit (MMU) 
~ervice was not offered-from fhe Los' Ga.tos exchange,.full ZOM. 

service for Los Gatos exc~nge is not ordered in Commission 
decisions which establish Z'OM. The staff tb.C7:efore proposes 
t~t full ~ zo~e e=lling be established for Los Catos. 
:he ~cess~ ::eilities to pravidc such service will, 
according to the record, be av~il~ble on or before October 10, 
1981 (the d~te upon w~ich. all zcrM route ccnversice5 must be 

~lemented per D.90642, n.90919, and n:9112l, supra). !be 

staff reco:ll:lends the Commission o-rder the implemen1:2.tio"C. of" 
ZUM for the ~oditional routes in Loo G~tos, Los Altos, 
Mount~in View, and Sunnyv~le be completed on or before 
October 10, 1981. !be est~ted eustomer billing effect 
on the General system 0: tcplcmenting full ~ zone calling 
from tbe Los Gatos exchange is a. reduction' of $0.1 million in 
the 1980 test year. !he proposed im~lemeutation of Z1JM for 
Gener~l's ~os G3tos exchange will be adopted • 
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Billing Surcharge 
General proposes the elimination of the neg4~ive . . 

. billing surcharge resulting from this Commission's 011 19 and 
the, passage of Proposition 13 7 the .Jarvis-Gaun tax initiative, 
in .June 1978. General estimates the revenue effect of elimina
ting the negative billing surcharge for the test year is 
$27.6 million before uncollect1bles. The staff. recommends 
that the billing surcharge be revised to', ba.lance the proposed 
rate design to achieve the overall revenue requirement. Since 
our determination of the cost of service and resulting revenue 
requirement is based on post~Proposition 13 ad valorem taxes, 
our adopted revenue requirement reflects the lower . . 
level of ad valorem taxes as a result of the passage of 

Proposition 13. Thus, it is not .lp-prot':'iate to continue 1:he negative 
surcharge as being related to the ad valorem tax savings • 
However 7 we will adopt the staff recommendation to use the 
billing surcharge to balance our adopted rate spread to achieve 
the overall revenue requirement. 

Our adopted billing surcharge will be a billing 
adjustment applicable to the, same basic exchange rates presently 
surcharged, but since our billing surcharge no longer relates 
to the ad valorem tax savings, we will consider it a basic 
exchange rate and therefore subject to uncollectibles and 

settlements. :4.fJ 
~~1Pted tariff changes total million of 

tbe needed . million to achieve the rate of return 
authorized. Consequently, the difference of $16.7 million 
will be made by de~reasing,the existing negative surcharge 
of 7.28 percent to a negative 2.99. percent . 

... 
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VIII - QUALIT£ OF SERVICZ 

A - GENERAL 

The quality of service being providec1 by Genera.l was 

one of the major issues raised during the proceeding. The 
record on this issue was developed in two broad categories: 
(1) testimony and exhibits evolving from public witness 
statements, and (2) General's basic showing on the quality 
of service, the staff's report on quality of service, and 
rebutt~l testimony and exhibits presented by General .. 

Direct and/or rebuttal testf=ony relating to quality 

of service was presented on behalf of General by its vice 
president of service, R. Gasser; by its punning systems 
director ,Joseph E.. Raring; by its network engineering 
director, Robert :sO' Shirey; and by its general network 
engineering manager, Raymond E. Schultz. -rhestaff presenta
tion on the quality of service was presented by supervising 
utilities engiDeer R.. Strahl and utilities eugineer T. l .. 

Toczauer. 
In its reply brief General argaes that public wituess 

statements we:e made by less thau 0.0001 of General's customers 
and are not representat ive of the overall quality of service 

offered to its subscribers by General. In support of this 
position General notes that it meets all of the General Order 
No. 133 service standards except dial service and customer 
trouble reports, both of which are slightly below the General 
Order No. 133 levels. In addition:. Ge1leral refers to two 
additional internal measurements used by General not required 

by General Order No. 133 and to a customer survey:. TELCEL:. 
conducted by an independent third party indicating. that a 
substantial majority of General's customers considered General's 
service to be good or excelleut • 
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Dial service, one of the ~o General Order No.. 133 
service s~~ndards not met by Gener~l, is ~ measure of the 
.ability of the equipment to complete a. customer-dialed call 
over the local and toll ~ssage network without e~eountering 
an eqnipment malfunction and/or ali-paths busy condition. 
S1xty-si."( percent of Genera.1' s reporting units failed to' 
meet tb.is critical. service standa:rd for the first seven 
months of 1979 .. 

Ihe secoud standard th.:l.t General foliled to meee W:lS 

the m:s:mber of user trouble reports for e4Cb. 100 st~tions.. As 

with the dial service st.:l%1dard, this sta:lldard is one of the 
more critic.7.l a.nd meaningful stand.lrds. Sixty-one percent of 
General's reporting u:c.its failed to meet this st~nda.rd for the 

first seven months of 1979'.. 'Q'ith respect to this service 
standard, insta.nces have been noted where customers who 
experienced eroubles have stopped reporting such instances 
because such calls did not result in corrective actions .. 
In those c::i.rctzmStances the lessening number of erouble' 
repo~s ~ould indic~te an improvement ~ service perfo~ce 
whereas actua.lly there was no such improvement • 
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In any event 7 with more than 60 percent of General's·· 
reporting units failing to meet these two critical standards 7 

. it is obvious that substantial improvements ar~ .. ;,equir~d •. ... -- ... ... 
, . '!be fact that more than 60 percent of General! s" reporting.... . 

units are failing to meet two of the more critical service· 
indices contained in General Order 133 7 coupled -w.ith extensive 
public witness statements critizing the standard of serviee 
provided by General, leaves little doubt that-~diate and 
comprehensive service improvement measures are imperative. 

.... _... .-- ...... 

turing the course of the hearings n1J1'tleroussuggestions were 

made for insuring the ~lementation of adequate service 
improvement measures by General. 'these ranged from the staff's 
previously discussed proposal of no rate adjustments 1£ 
earnings fall within a certain range either as'a result of 
service improvement or deterioration, to a rate of return 
penalty to be cancelled if service standards are fmproved~ 
to placing certain sums in escrow to be given General when 
its service is improved. We have carefully considered these 
various methods and believe it best to rea~ce the return 
on equity otherwise found reasonable to insure· that General 
does dili9~ntly and 'successfully pursue servic~'improve~ent 
measures. This: is indeed a penalty. B~t it is.,also an incentive 
to General's management. If it meets the service 90als we 
specify in Appendix D, General may have its rates increased by 
57 .. 4 million • 

-129a-

, --" 



• 

• 

• 

A.59132, OII 62 ALJ/eJlJS 

B - PUBLIC WITNESSES STAl'EMEN'rS 

As previously stated, public statements were made by 

189 wit~sses a.t Sant& Barbara, Los Angeles, Santa Monica, 
West Covina, San Beraa:rdino, Palm Springs, and Diamond Bar .. 

'!he Diamond Bar heariug was the last of the seven days of 
public witness hearings. It was held in response to a 
petition signed by over 1,000 subscribers requesting a hearing 
at this location. 'the bearing was held on a. Saturday and 
presided over by the assigned Commissioner, Dr. Claire T .. 
Dedrick.. To avoid unnecessarily cumulative test:1m01lY and 
efficiently utilize hearing time so as to accommodate the 
anticipated large turDOut, a questionnaire listing the 16 
most common problems discussed at the previous six days of 
public witness hearings was distributed to serve as a focal 
point for subscriber statements. In addition to the 39 
witnesses wb.o made statements supplemeuting the questionnai:re 
at the hearing, .97 parties completed quest ionnaires and 
submitted them. to the Commission for its c01lsideration. 

Investigations we:e made of all the service problems 
described by the 189 public witnesses and included in the 97 
questionnaires submitted at Diamond :Bar. The results of these 
investigations were s\nmnarized and included in exhibit form 
as a part of the record to this proceeding. 

The questio~ire was reproduced in one of the local 
papers and the subscribers were encouraged to mail eompleeed 
copies to the Comm.ission. In excess of 1,.300 completed 
questionnaires were received by the Comm.ission. As a result, 
General was requested to submit as an exhibit: at: the hearitsg 
the following information for those prefixes with the first 
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two numbers being 33, 35, 59, 62, 69, 91, and 96: the location 
of the exeb..ange, the type and age of central office eqaipment 
located in the exchange for the recorded years 1975 through 
1979 and estimated years 1980 through 1985, the capacity of 
equipment, the number of lines utiliZed, and the number of 
trunks serving the exchange, including whether each truuk 
line is an individual line or a part of a carrier system. 

'!be 16 most common service problems set forth on the 
questionnaire are as follows: 

Namber dialed does not ring. 
Telephone out of service. 
No dial tone. 
Necessary to dial number several times to get response. 
Line goes dead after dialing number. 
Line reverts to dial tone after dialing several digits .. 
Get recording that number dialed was disconnected when 
it was not. 
Line goes dead in middle of couversation. 
Excessive noise and/or static on line. 
Re~ire operator assistance to complete long distance 
and/or local calls. 
Cross-talk (conversations of parties on other lines). 
All circuits busy signal (fast busy signal). 
Connected to number not dialed. 
Cannot reach operator. 
Cannot reach repair service. 
Public pay phones inoperative • 
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Of the above service problems, the ones caused by 

equipment failure .are, accord.ing to the record, number dialed 
does not ring, line out of service, no dial tone, line goes 
dead after dialing number, line reverts to dial tone after 
dialing several digits, get recording that number, dialed was 
disconnected when it was not, and customer connected to a 
num.ber not dialed. Equipment failure is a. broad ca.tegory and 
includes any portion of the ~itching train from the calling 
to the called. phone. The three most common causes of equipment 
failure are failure of the instrument itself, outside plant 
failure of one kind 01:' another 7 and. the failure of one of the 
several relays for the connectors in the central office of 
the called number. The corrective actions required to minimize 
the-problems" -as'soc'!ate'cr with'· equ:£pmeut 'failure" -a.re-acrem~ie-· ., .-. 

, ___ • ___ ..... _ ........ ___ • ....__.. < ••• __ " _. __ • ___ ... • .. ____ ..... __ _ • _____ • .J ...... _ .. __ - __ .:-s.~-- . _L_"~_ 4" -

maintenance programs, sufficient number of effiCient, well
trained repair personnel, and early replacement of outworn 
equipment. As clearly demonstrated on the record, General's 
overall work force experience level is at a very low poiut 
due to the radical expansion of the work force and the 
necessity of utilizing more experienced workers to ,train 
the new employees. It is axiomatic that: as the new employees 
gain experience and thereby become more proficient in performiug 
the maintenance work, both the amount of equipment failure and 
the time required to effect repairs should be reduced. At:. the 
future bearings on the amount of rebate, 1£ any, to be ordered 
for General's failure to adequately improve service, the 
ext:ent and effeceiveness of equipment maintenance programs 
will be carefully evaluated • 
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The common se:vice problems caused by network 
congestion are: require operat,or assistance to complete loa.g 
distance and/or local ca.lls and an all circuits busy signal 
(fast busy sign.a.l.).. D:I.e most common cause of network congestion 
is the lack of interoffice and/or intraoffice trunking facilities.' . 
AccorditJg to the testimony of General's wit'Xless·· Schultr, the 
experienced fccrease in the number of stations and calling 
rates for each station created a heavy demand for interoffice 
trunk carrier equipment. To meet this heavy demand, General 
obtained such equipment from all major carrier manufacturers 
and trained additional personnel for integration into the 
carrier work force. General anticipates the baeklog of 
carrier installations will be substantially reduced by year-
end 1980. This will be another factor considered in our future 
evaluation of General's service .. 

The common service problems that can be caused by 
either equipment failure or network congestion are: the . 
necessity to dial number several t~es to get a response, 
cannot reach operator, or cannot reach repair service. 

Excessive noise or cross-talk are problems caused by 
defective carrier operation. Lack. of an· ~~e·~~~,,~u.~~. ~~. 
carrier facilities can overtax the existing facilities and 
thereby cause a. substantial increase in the tltImber of break
downs. Also, heavy usage of existing carrier facilities 
precludes the periodic removal of carriers from service to 
perform necessary preventive main~enance • 
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The one remaining service problem listed on the 
qaes~ionnaire was public pay ~elephones being inoperative. 
this is generally a result of vandalism. The effects of such 

vandalism can be somewb.at mitiga.ted by the installation of . 
single-slot telephones. General plans to convert to 100 
pereent single-slot coin telephones by 1982. 

C - SUEF PRESENTATION 

The basic staff presentation was made by utilities 
eugiueer Toczauer who presenced evidence on service standards, 
senice deficieuc:ies, and solutions, and by supervising 
utUities engineer H. Strahl who presented evidence on overall 
service considerations. 
Service Standard Measurements 

'!'he purpose of this CommissiO'D.' s Genera.l Order 
No. 133-, rules governing telephone ser.r.lce, is to establish 
uuiform standards of service to be observed in the operation 
of telepb.crc.e utilities. 'the specifie telephone service 
measures included in General Order No. 133 are held pr1ma1:Y 
serviee orders, held regrade service orders~ installation 
eommitm.euts, customer trouble re~s, dial tone speed, dial 

service, toll operator answering cime, and directory assistanCe 
operator answering time. According co the testimony of staff 
witness Toczauer, the existing above-listed indices do not 
reflect every facet of service perform.a.nee and he therefore 
recommends acld11:ional measurements to more completely monitor 
service performance and the progress of improvements. He 

suggested the following uew serviee indicators be utilized in 
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addition to General Order No. 133: (a) local truuk1ng. 
intracompany·percentage of final trank groups meeting design 
criteria of no more than one lost call tn a hundred. attempts; 
(b) end office to toll office tranking. intracompany~meet 
same design criteria as (a); (c) toll office to end.office 
trunking. incracompany-percencage of ineffective attempts; -
(d) local trunking. intercompany-same as (a); (e) end office 
erunking to MMU tandems. intercompany-same as (a); (f) end 
office trunking to toll office. intercompany-same .as (a); 
(g) director performance-percentage of directors losing no 
more than five calls per thousand; (h) director conversion to 
electronics-percent of step offices converted to ISM system 
'~"; (i) line co~ersion to electronics-percentage of lines 
served by electronic central offices; (j) li~utili7~tion

ratio of total lines in service to total lines installed; 
and (k) conversion to single-slot coin telephones-percent 
converted. 

According to the record. the company already has the 

information available in its files so the additional reporting 
requirements suggested by the staff would not impose any severe 
hardship on General" We are persuaded that the staff's suggested 
additional indices will greatly assist in the complex problem of 
evaluating service levels. Consequently. the order that follows 
will require the company to submit quarterly repor'Cs on these 
addi~ional service indices at leas: until such a time as it is 

obvious that the level of service provided by General is fully 
adequate • 

-135-



• 

• 

• 

A.59132, OII 62 ALl/ems 

l.oad Gr~h 
Both General and the Commissiou staff agree that 

current problems relating to service reflect an ~icipaeed 
and unprecedented load growth in the period comeuc: iug in 
1976 at 3 time when General's plaut margins and operating 
personnel were at a min~. The years immediately preceding 
1976 were characterized by relatively low growth in primary 
telepho'De services in General r s service area. During the 

period 1963 through 1975 the maximum growth was 82,811 primary 
services gained in 1964 and the min~ was a gain of 58,929 
primary serv-ices in 1971, with an average annual gain for the 
period of 66,216. During the period 1971 througb. 1975 the 

southern California economy was dom~ted by the aftermath of 
the Vietnam period reflecting declining defense expenditures 
and. a. depressed m.erket for large airplanes, social and political 
unrest at the national and local level created uncertainty in 
business circles, freeway construction was increas1ngly blocked 
by envirom4ental and other public concerns, and· inflation 
controls which followed the OPEC energy crisis of 1973 and 
1974 created the most serious depression conditions since the 
1930's. According to witness Baring, commencing ill 1976 ehe 
economic: factors reversed and soutb.era. California began 
experiencing boom conditions. Almost every economist had 
trouble forecasting this boom. GTe was more accurate than 
the State Department of Finance for its 1976 through 1978 
forecasts a.nd more a.c:curate than ehe' University of c.a.liforn.ia 
at los Angeles r forecast in 1976. The primary services gaiued 
~ 80,536 for 1976, 103,477 for 1977, 107,042 for 1978, and 
110,044 for 197~. The problem of supplying facilities to meet 
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the demands posed by this unprecedented growth in a number of 
primary instruments was exacerbated by ~he increased use per 
phoue and the relatively higher percenta.ge of high use business, 
phones installed as compared to residential phones. To cope 
with these increased demands General hired thousands of new 
employees to' install ~ repair, and maintain the equipment 
additions. The large number of inexperienced a.nd untrained 
personnel resulting from such a high percentage labor force 
addition decreased the experie'Oee of work -=its to the point 
,that on-ene-job training became impossible. the number of 
trainees therefore required the reinforcement of the training 
department with experie'Oeed employees to act as instructors. 
Such use of experienced personnel further reduced the . 

experience levels of work groups with the result that the 
level of service provided by the already overloaded system 
was further degraded. 

A further reduction in experience levels with the 
corresponding reduction in productivity was allegedly due to 
the high level of intracompany transfers of employees during 
this period. ,'!he m:mber of annual transfers occurring since 
1975 are, according to the record, almost equal to the number 

of new employees hired. The majority of these transfers were 
due to hourly employees exercising their current labor contract 
right to transfer from one position to another after only one 
year. Since these transfers are part of the negotiated labor 
contract and are, therefore, a current employee right manage
ment cannot control them to minimize the adverse effects of 
such transfers on productivity • 
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To mitigate the decrease in productivity caused by 
such transfers, the staff made the following recommendation: 

"The staff recomnends that General be put on 
notice by the Commission that its labor agree
ment be modified to permit management to 
~plement a Force Stability Plan or an 
equivalent procedure. Should the utility 
choose not to correct this situation, then 
appropriate ratemaking adjustments should be 
adopted notwithstanding any labor contract 
provisions. rr (Page 16-13, Exhibit 23 .. ) 

The CWA is a collective bargaining representative 
for nonmanagement employees of General and therefore has a 
vital interest in this particular staff recommendation. 

At the hearing on A?%,il lS, 1980, CWA moved that 
all oral and doctmlentary evidence relating to the above 
recommendation be stricken from the record on the basis that 
such a recommendation is preempted by federal law in that it 
offends the national labor policy by invading the collective 
bargaining process just as much as though it mandated lower 
wages or fewer holidays; that the United States Supreme Cour1: 

bas repeatedly held that the principle of voluntary uncoerced 
agreement is the cornerstone of federal labor law; and that 
california and this Commission have always recognized the 
foregoing principle as evidenced by the following: 

"Again, there is great public interest in the 
relations between labor and management, for 
wages invariably affect rates, and dispu1:es 
over tbem or other matters are 'bound to affect 
services _ Accordingly, there has been con
siderable state and federal legislation to 
diminish ecouomic warfare between labor and 
management. In the absence of statutory 
authorization, however, it would hardly be 
conteuded that the commission has power to 
formulate the labor policies of utilities? to 
fix wages or to arbitrate labor dispu1:es. ' 
(Pacific Telephone & Tele§Ja32 Co. v Public 
Utilities Commission (195 Cal 2d a22 
at 8209.5 
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CWA further alleges that employee mobility is a proper 
subject for collective bargainiug and in ehe case of Ceaeral, 
there is a long history of its being a contractual subject and 
as an issue in grievance and arbitration proceedings. According 
to ~A, federal preemption in this area was stron81y delineated 
in the Garmon case: ''When it is clear or may be fairly assumed 
that the activities which a state purports to regulate are 
protected by Section 7 of the National Labor Relation Act, or 
constieute au unfair labor practice tmder Section 8-, due regard 
for the federal enactment requires eb.at state jurisdiction mast 

yield." (San Diego Unions v Garmon (1959) 359 us 236. 79 S C1: 
773,3 Led 2nd 775.) 

!he presiding ALJ denied the motion to strike the 
designated testtmony on the basis that all quoted law·indicating 
that such an order by this Commission would be contrary to the 
provisions of the Na.tional Labor Relations Act a.pplies only to 
au act of this Co'lXmission and is inapplicable to a recommenda
tion by a staff member. 

On June 6, 1980 CWA filed an a.pplication to cer1:ify 
this matter for interlocutory hearing and ruling during the 
pendency of the underlying application. In addition. in i1:S 
brief CWA notes that to effectively counter the staff's proposal, 
C~A would be forced to discuss fully in an alien. uninformed', 
and irrelevant forum wh.a.t is properly the business only of the 
eompany and union. To do so would 7 in the opinion of CWA, 
jeopardize the union's position with both General and Pacific. 
Consequently 7 the brief 7 submitted under protest, limits its 
rebuttal to examining the allegedly obvious flaws in the staff's 
reeommendatious. Such deficiencies 7 according to twA's arguments, 
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inelud~ unf~ili~rity with th~ provisions of current contr~cts, ~nd. 

the ri~k of loss of c=plo~ent should the tr~nsfcrcc f~il ~o 
. pass required tcst~ given at the cOQplccion of each ?ha~e of the job 
~r3.ining. CMA bclieves sta-ff's use of number of employees pcr 
1,000' telephones ~s ~ ~casure=ent of productivity is inv~lid in 
th~t no rel~tion$hi? bet~een number of tr~nsfcrs and productivity 
w~s proven, ~nd the staff1s view of the force st~bility pl~n 
was shaped unil~terally by General ~nd is, therefore, bi~sed 
~nd .er:oncous. 

The aforesaid ap?lication was purportedly filed on 
June 6, 1980 because of the possible ~dverse c£~ect of the 
Commission's adoption of such a rcco~end~:ion on its labor 
negotiations with P~cific cocmencing in Ju~e 1980. In this 
respect it should be noted that according to t~e st~f£ witness 
t~s:~ony, the l~bor agreement in effect for Pacific presently· 
contains such a force stability clause simil~r to that being 
recommended by the staff. 

We have no desire to pl~cc our finger on either end of 
the delicate ba.la.ncc in labor-management negotiations. Yet 
we cannot overlook the possibility that, through injudicious 
concessions at the bargaining table, General may have acceded 
to a policy that harms ratepayers through inefficient use of 
utility resources. We have a. fundamental responsibility, 
under Public Utilities Code Sections 701. 728, and 761, to 
ensure that ratepayers receive adequate service at just and 
reasonable rates. Accordingly, we hereby put General on notice 
tha.t, whether or not it secks to discontinue its present employee 
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transfer policy in its next contract negotiations with C~A (a matter 
left to man~gement's discretion), it must improve its productivity 
and efficiency. Likewise, CWA is put on notice that the Commission 
will not view as sacrosanct every policy arrived at through collective 
bargaining when such policy unreasonably affects rates and service to 
the dctrL~ent of ratepayers, who, we note, are not represented at 

the collective bargaining table and whose protection is this 
Commission. If C~ can arrive at a means for ensuring that 
operation of the employee transfer policy will not unreasonably 
impact General's service arid rates, then the Co~~ission will not 
order its abolition or modification or the institution of a force 
stability plan. But the Co~~ission will not shy away from examining 
the deleterious effect on service and rates of inefficient utility 
management. We reserve the right to order such changes ~ or disallow 

such costs a as we find necessary. 
In view of our decision not to adopt the staff's propos~l, 

CWA'S application to certify this matter will be denied. 

Trunking Reguirements 
There are three basic nerworks within the Los Angeles 

metropolitan area which are the local service ne~ork, the 
metropolitan switching system network (MSS) , and the toll 

switching ne~ork. 
For a cen~ral office to be effective it must be 

connected to the network by trunks to other central offices 
including tand~~ switching points and toll centers. MOst of 
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these interoffice trunks utilize carrier facilities that are 

, .. 2,4. electronically derived circuits from two <;able pairs •.. '!be 
increase in station gain together with the $u~stantial~y 
increased. use per telephone posed a heavy demand 0'0. the loeal 

., ,- . 

_ service network for carrier equiprner1t. To px:ovide . tl:;e necessary _ :'.' .... 
trtrnld:c.g for its centra.l offices to meet thiS; increased. demand,. ;:,: 
Ge'Ce%'al increased its personnel on the carrier work forces .and -

procured all availa.ble carrier equipment from all maj or mauu- .. 
facturers. 1'bese actiotlS are just now beginning to reduce 
the unprecedented backlog of carrier installations and present 

trends indica.te possible substantial reduction of the backlog 
'by the end of this year, 1980. It is expected that the carrier 
.acquisition program will continue on its presently accelerated 
'basis till such a time as the backlog on carrier equipment is 

reduced to zero • 
'the metropolitan switching system handles seven-digit 

toll traffic in the 213 numbering plan area. General's portion 
of the MSS is c01l2prised of approximately 6,650 primary high 
usage and direct final ttunks originating and terminating in 
Genera.l's centraLoffices,. approximately 3,.600 primary high 
usage and direct final trunks originating in Getleral' s central 

offices and terminating in Pacific's central ~;fices,. a~d_ 
a??rox~tely 9,660 trunks originating in General's central 
offices and terminating on Pacific:' s MSS tandems.. During the 
latter part of 1978 and during 1979 General's customers were 
experiencing problems in completing calls over the MSS network 
as evidenced by General's internal measurement program,. dial 
service observatiOns, and customers' complaints. During 

July 1979 General gathered traffic clata on the MSS network 
and found that 52 percent: of the final trunk groups to the 
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1:anciems were overloaded. Pacific a.nd General were able to 
jointly increase General's bndem b:\mks by 433 between August 
and November 1979 by transferring sueh trunks from over-trunked 
to overloaded trunk groups. During August 1979 it was 
ascerta.ined that both Paci£ic and 'Geueral would, have to 
:£.tc rease the size of their respective construction for~es in 
order to clear up the backlog on the overloaded final trunk 
groups. A joint eompauy engineering group concluded that the 
only immediate solution to solving the overloaded trunk1ng 
facility problem was to inerease the number of trunks which 
carried traffiC directly between central offices. New 
engineering efforts to accomplish this increase in the 

number of inter-central office trunks began in September 1979 
and were completed in November 1979 with the result that the 
direct trunks engineered were increased by approximately 
13,000 for 1980 and for 1981. The trunk growth to be achieved 
in General is estimated to be 1,650 direct trunk additious 
and 1,310 final trunk additions in 1980 and 2,350 direct trunk 
additions and 1,910 final trunk additions in 1981. It is 
presently estimated that the backlog of overdue work will be 
overcome by the end of 1980 and that service levels throughout 
General's portion of MSS will be substantially improved 
assuming that General f s projections of growth over the next 
several years are accurate. It should be t"1~ted~ however~ 

that the effects of new services such as ZUM~ mass announcemeut 
system, public announcement system, the effects of gasoline 
shortage on sttmulation of traffic, or a higher than anticipated 
upturn in the economy could have a detrimental effect on these 
efforts • 
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Toll service for General's customers in California. is 
provided by a dedicated toll tandem network. General's central 
offices home on 11 toll tandems in California, of which three 
are under the coutro1 of General and are located in I.ong Beach, 
Santa Monica, and Ontario. The other eight machi'Ce'S, under 

the control of AT&T and Pacific, are located in San Bernardino, 
Sherman Oaks, San Jose, Fresuo, San Rafael, Santa Rosa, and two 

in Sacramento. General's Ontario tandem, Pa.c:ific' s She:z:man Oaks 
tandem, and AT&T's regional tandem in Sa'll Bernardino are presently 
operating at substandard se1:Vice levels. The Ontario tandem is 
a Class 3 primary center homing on AT&T's San Bertlardino Class·1 
regional center and serves approximately 451,000 General customers. 
This tandem was placed into service in May 1978 and General's 
Ontario and Pomona. central offices were placed onto the tandem 
at that tilDe. A progressive rehoming program has been. under 
way siuee then and six of the remaining nine General central 
offices which still home on San Bernardino were scheduled to 
rehome on Ontario in June 1980 and three were scheduled to 
rehome in September 1980. Service levels on the Ontario toll 
switch deteriorated during 1979 and adequate service is still 
not 'being provided. The primary reason for the below-objective 
performance of this machiDe and the resulta.nt deleterious 
effect on eustomer toll dialiug is a trucking shortage, both 
to and from the central offices that home on this machine. 
Also the Ontario toll switch homes on San Bernardino as its 
final route and there are tnm.k shortages in this route. Toll 
trunk additions for the congested routes were scheduled., , . 
for June and September 1980 coincident with the rehoming of the 
last of the nine central offices from San. Bernardino to Ontario • 
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It is estimated that tbe service levels at Ontario will 
substantially improve during the fourth quarter of 1980 and 
normal service levels should be restored by busy season 1981. 
Pacific • s Sb.ermau Oaks tandem provides both inward. and outward 
seven- and ten-digit toll traffic for 271.000 General customers .. 
in the 805 numbered plan area (NPA). Customers as far north 
as Santa Maria and as far south as Thousand Oaks home on this 

tandem. The trunking to some of these offices is currently 
deficient due primarily to delays in establishment of inter
office carrier facilities and a lack of trunk terminations 
in the toll machine. During 1979 the t:r::unking facilities of 
six of General f s 21 central offices homing on Sherman Oaks 
were overloaded. In addition,. the trunking facilities of 
4 of General's 21 trunks from Sherman Oaks to the central 
offices were overloaded. General has been advised by Pa.c:ific 
that with only .a few exceptions sufficient terminations for 
both inward and outward traffic will be available for the busy 
season 1980 requirements. 

It was anticipated that the installation of the Ontario 
tandem would relieve the overload at the San Bernardino tandem. 
However,. the overload was much greater than expected with the 
result that the Ontario tandem was unable to provicle the 
required relief for the San Bernardino tandem. As a result 
the Ontario switch,. which was initially planned to cope with 
increasing needs for several years, is already scheduled for 
replacemeut with a ~h larger switch • 
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Reserve Margin 
:Based. 0'0. staff investigation of the operat1ug practices 

of California telephone utilities. witness Strahl. recommended 
that this Commission direct General to build and maintain ,a..

reserve margin correspouding to two years anticipated growt~ 
for each central office.. He further recommends that General 
be ordered to immediately restore any central office margin 

that falls below this level .. 
General's rebuttal witness Shirey testified that the 

iudustrywide design criterion used by most utilities was to 
provide sufficient lines so that at the exhaust date, usually 
two years after the equipment iustallatiou~ the line fill 
would be 95 percent. He further testified. that General has 
adopted such a criterion for its electronic switching devices, 
but that for its step-by-step equipment, which constitutes 
approximately SO percent of General's faCilities, a shorter 
period is used. According to General. such a shorter period 
is necessary because of the unavailability of sufficient 
step-by-step central office equipment to provide for a two
year pla.trC.ing period. Such equipment is unavailable, because 
it is not obtained from manufacturers but, rather, is a. 

reuse of step-by-step equipment which has been replaced by 
electronic equipment. In those instances where planned 
conversion to electronic switching at an early date is 
scheduled, au even shorter design period is used.. General's 
postioll appears reasoo.a.ble and we will permit utilization of 
such a. design criterion for purposes of tb:Ls. proceeding. It 
is evident, howeve.r, that growth rates are highly vola.t:Lle 
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and difficult 1:0 .~~curately predict. General should give_serious .- . ,.-
consideration to the use of a 92 or 93 percent fill factor ra1:her 
than the current 95 percent factor. 
Switching Equipment Selection 

With respect to the selection of switching equipment, 
staff witness Strahl recommended that General be ordered to: 

1. IaDediately replace its present practice regarditJg 
switching equipment selection with nocbiased competitive bid 
solicitation and evaluation practices which should include 
f~ price quotes and common specifications and make such bid 
p:roposal papers open for public inspection after the award of 
a particular contract. 

2. Install digital switching units exclusively in all 
new construction eng1neered for installation after December 31, 

1981. 
3. Study ~d report on the economies of early retirement 

of all remaining step-by-step installations and their replace
ment with digital switching units. 

4. Provide a detailed explanation to the Commission 
indicating why presently inst~lled and proven switches 
mauufactured by northern Telecom, Stromberg-carlson, In' 
north, TRW/VIDAR., Nippon, L. M. Ericsson, Siemens,. '!'hompson, 
and CIT-Alcatel were excluded from the planner's consideration 
in the selection of future switching equipment. 

General opposes the solicitation of bids from various 
manufacturers for specific switching ~hines because it could 
lead to a wide variety of various type switching equipment 
scattered throughout the company in unpatterned groupings • 
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In the opinion of GetJerall' such groupings could lead to increased 
costs for tra.ining mainteua:.o.ee and support perso'll'Cel and for 
stocking the spare parts required to service such a. wide variety 
of m4Chillery.. In this respect it should be noted that the fillal 

judgment in the suit of Interuatioual Telephone and 'telegraph. 
Company against GTE and its subsidiary Rawaiian-Telepb.one·"c'Omp""'iny 
enjoined the General System from continuing, developing,. 
ef£ectiugl' or enforcing any fo:m of pla.tt,. program, policy., or 
tn'3Ctiee of "in-house" purehasing tbrough which the tele

communications equipment requirements of the General System 

telephone operating companies are supplied by General System 
telephoue equipment companies on a preferential basis. As a 
result. t:b.e General System issued a sta.tement setting forth 
its b~iness policy that all purchases of telephone equipment 
by General System telephone operating companies are to be made 

on an arm's length,. fair. and equal basis from all nonaffiliated 
manufacturers of telephoue equipment and General System telephone 
equipmetlt companies without affording preferential treatment cr 
consideration to General System telephone equipment companies. 
The staff contends that compliance with this consent degree is 

not sufficient by itself to assure the type of service General's 
customers deserve. According to the staff ~ the consent decree 
is rather open-ended a.nd vague and does not provide.: proeed'Cres 
or operational details that would achieve its intended purpose • 
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The staff position, however, is not buttressed by 
substantial investigation and the staff's recommendation with 
respect to competitive bidding will not 'be adopted at this 
time. '!he staff will~ however~ carefully review ~nera.l '8 

eqaipment selection process· for the further hearings on the 
adequacy of service. In addition, the consent decree provides, 
as follows: 

·'Within ninety (90) days after the close of the 
first ca.lendar year following entry of this 
final judgment, and within ninety (90) days 
after the close of each calendar year thereafter 
for so long a.s GTE retains any stock interest 
in any General System telephone equipment 
company, unless sooner terminated by order of 
this Court, each of the principal General System· 
telephone operating companies shall file ~th 
the Court, wder seal, and furnish. to the 
plaintiff, for purposes of this litigation only, 
a report sworn to by a responsible officer 
setting forth the following information with 
res~ct to its respective purchases of telephone 
equipment: (a) the types of equipment, number 
of units, and dollar volume of the telephone 
equipment purchased and ordered for delivery 
during the preceding calendar year (i) from 
GTE telephone equi~nt companies~ and (ii) 
.from alI other manufacturers or vendors; and 
(b) the types of equipment, number of units, 
and dollar volume of telephone equipment 
ordered during the preceding calendar year 
for delivery in later years (i) from GTE 
telephone equipment companies and (i1) from 
all other manufacturers or vendors. If 
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A careful reading of the a.bove quotation shows that 
the consent decree does not require competitive bidding but 
merely an evaluation of the various types of equipment 
considered for possible purchase. 

It would, t~efore ~ appear that existence of the 
above consent decree does not remove the need for competitive 
bidding for central office equipment. The advantages of such 
competitive bidding are that General and General's customers 
will.ba.ve the opportunity to realize the benefits of the 
growing competition that exists,i'll the centra.l office equipment 
supply area a.t the present time. Accordingly ~ we will require 
General to develop a complete plan for converting to a. 

competitive bid basis for acquisition of central office 
equipmeut. General will be required to submit this plan 
to the Commission for Commission approva.l not later than 
July 1, 1981. If Geueral does not indicate that it is 
going to use competitive bidding for future purchases of 
central office equipment, General should be required to 
provide its justification for not doing so • 
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~ assist the staff in evaluatin9 General' $ purc.~in9 pr~ctices, 

we will require General to file copies of its reports filed annually wi t..~ 
t.~e court p~St.lMt to the consent decree with the staff. 

In support of his recommendation that General be 

directed to install digital units exclusively in all new 
construction engineered for installation after December 31, 
1981, staff witness Strahl testified that analog installations 
will present significant t>r0b1ems to business A'Cd residential 
customers deSirous of fast, efficient, and compatible switching 
service for modern data terminals and to new subscribers 
desirous of expeditioUS phone service. He further testified 
that digital units lend themselves to handling rapid growth 
of new subscribers through the use of remote modules and 
savill8s on building space and outside plant; they integrate 
well into the digital intertoll network, an~ are compatible 
with the complete digital network concept. He noted that 
other telephone companies in and out of california are 
already embarked upon ambitious conversions to digital 
switcb.1tlg, but that General has not yet made a major commitment 
to digital switching. He ?rovided a list of proven digital 
switching units presently available and recommended that 
General utilize such switching equipment for its small-to
medium-sized noumetropolitan exchanges. 

General's rebuttal witness Shirey testified that 
it will make no commitment to a major program of conversion 
until convinced that the machines are ca.pable and available 
to meet the service requirements of the metropolitan service 
area. The criteria for the metropolitan service area adopted 
by General are: (a) available capacity of 30,000 to 50,000 
lines or more; (b) custom-calling features in addition to 
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basic service features; (c) EBSS/centrex features as an 
available option; and (d) remote switching unit capabilities. 
'I'b.e three systems that will meet these criteria within a 
reasonable time frame are Northern Telecom DMS~lOO/200, the 
AE G"I'D-S, and, at a. later date, the Nippon N£AX-6l. The 
witness believes that GeDeral should be able to select digital 
systems that meet the listed requirements for an in-service 
date of 1983. Contingency pla.ns, if such installa.tion 
projectiOns are not met, tnclude conversion to analog 
electronic switch~ or additions of more step-by-step 
equipment to existing offices. 

General agrees that digital switching promises more 
economical switching systems for tbe future, but notes that 
at ehe present time the electronic analog switches conta.in 
required features not presently a.vaila.ble for digital switches • 
Both analog and digita.l switches prese~tly provide pla~ old 
telephone service, custom calltog, and emergency 911 service. 
In addition, analog switches presently provide expanded 911 
service and private line network switching that is not presently 
available on digital switches. Also, analog swit.:hes presently 
provide full Centrex/EBSS service as compared to ltmited Cenerex/ 
EBSS service now available on digital switches'. Consequently, 
General proposes to continue its present coaversionplaus and 
install analog switches in metropolitan areas until such a. time 
a.s full service is available on digital switches. General's 
witness testified that it is not presently committed to tbe 
exclusive purchase of AE G'rD-5 switching system as a company 
standard and will not become so unless such a system fully 
meets General's requirements at a competitive cost. General 
will not, however, reject any switch simply because its m&1."1U

facturer is a GTE affiliate • 
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Gener~l admits that 55 percent of its exchanges have 
20~000 lines or less and 40 percent of its exchanges have 
lO~OOO lines or less a.nd, therefore, could be served. by preseutly 
available digital switches. Get1eral has not, bowever, effected 
an accelerated program to couve:t £Tom existing step-by-step 
equipment to the smaller digital switching units presently 
available because, according to the testimony of witness Shirey, 
its requi:ements for smaller central offices will be best served 
by remote switching UX'1its (RSU) which extend primary switchi'cg 
functiotlS performed by the base unit computer to distant 
locations at a cheaper cost than other available methods. 
It is anticipated that RSU for large digital switches will 
become available in the near future. At . that' time General 
will begin engineering and installing such units to service 
the smaller and medium-sized exchauges • 

With a lead time of approximately three years required 
for digital switching equipment and the relatively late 1980 
effective date of this order, it would appear that General would 
be pbysically unable to comply with the staff's recommendation 
with respect to the installation of only digital switching 
after December 31, 1981, even were we persuaded that such a 
recommendation should be adopted. When consideration is given 
to the preseut sta.te of the art, the lead time required for 
the installation of large switching units 3nd the disra~tive 
effect of forced changes to present plans~ it appears reasonable 
to permit General to continue the implementation of its present 
plans. W'e are placing General on notice, however, in future 
?roce~din9~~ w.e will review, in detail, the bases for selection of 
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-« 
e~uipment to be installed as ''''ell as the pr09ress' Gene'ral is 
makin9 in the installation of sufficient quantities of modern 
equipment. Under these circumstances we will not at this 
eime require General to study and repore on the feasibility of 
the replacement of all step-by-step equipment with digital 
switches within a lO-year period as recommended by the 

Ccnrmissiou staff. We will, however, reevaluate this recommend
a,tiou in connection with General r s next major ra.te matter. 

In addition, we will not ~plement the staff's 

recommendation that General provide an explanatiou as to why 
proven available digital switches were excluded from the 
planner's consideration when planning future installations. 
This matter will be generally covered iu our review of General f s 
selection of digital switches to be used as a standard for the 
company_ 
Service Improvement Programs 

l'b.e major operator service improvement programs which 
General has lmpleme'O.ted ue: (1) expanded direct distance 
dialing and (2) mechanized cordboard systems. The expanded 
direct distance dialing program involves implementation of 
mecha~d toll systems (called traffic service position 
systems or TSPS) to allow the customer to dial nearly all 
toll calls even though operator assistance may be re~ired 

ou some ca.lls. Improvements realized by 1:he implementation 
of TSPS systems are improved operator efficiency, 'more accura.te 
and t~ely billing, and more advanced overload controls 
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minjmizing cougestion and delays during peak periods. TSPS 
systems were installed in Reedley in October 1973, completed 
in Long Beach in the third quarter of 1976, completed in the 
fourth quarter of 1978 in Santa Monica, and completed in the 
second quarter of 1980 in Ontario. 

Mecb.m i zed cordboard systems are designed to 
automatically ttme and record billing details for toll calls 
handled on a cordboard. Mechanized cordboard systems were 
installed in Oxnard during Dec:ember 1977 and Palm Springs 
and Indio during the fourth qua.r1:er of 1979. 

General is c:urrently in the vendor analysis, 
evaluation and recommendation phases of the selection process 
for directory assistance systems/computer and centralized 
automatic: call distributor systems which are designed to 
reduce operator work time and response t~e to the customer • 

General bas also implemented a residential and 
single line business repeated trouble program which reportedly 
introduces positive methods and procedures to be employed by 
the craftpersons in dealing with repeat trouble calls. Such 
a program covers all the aspects of customer contacts, trouble 
detection, repair, and testing procedures. All identified 
service-affecting deficiencies are corrected routinely during 
a repair visit to the customer's premises. Other nonservice
affecting items requiring more t~n 30 minutes to repair or 
atte'C:eion by another depa~nt are referred to supervision for 
follow-up action. According to General, this program was 
tmplemented in March 1979·and has resulted in reducing the 
percentage of repeated to initial complaints from 28. percent 
to 25.3 percent through July 1979 • 
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Beginning in 1978 General initiateo a program to replace 
two major central office electromechanical components wi~~ new 
electronic controlleo systems. The two systems are the IBM system 
WD" directors which will replace the existing director and 
translation systems, and the IBM Series 1 and 7 toll recording 
systems which will replace existing ticketers, tabulators, and 
perforators. 

It is presently contemplated that in 1980 General will 
initiate a prQ9ram referred to as centralized automatic routining 
of trunks which will automatically test the tr~nsmission quality 
that its customers are experiencing in the toll network. When 
preQetermined thresholds of noise and transmission quality are 
exceeded, this system will automatically notify maintenance forces 
of the trouble encountereo • 
Evaluation of Service Improvements 

As previously stated, this decision is bein9 issued with 
a penalty reduction of, 0.5 percent in return on equity (amounting 
to $7.4 million in rates) until General brings the quality of service 
to an acceptable level. We will review the quality of service 
rendered by General, with emphasis on improvement in the quality of 
service since the beginning of test year 1980 • 
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Such review will include the followin9 previously 
discussed items: 

1. Compliance with provisions of General Order No. 133 
and evaluation of service standards .as evidenced by the 

quareerly reports of the adclitional services indices provided 
by this order. 

2. The number and location of direct and final trunk 
additions installed each month~ together with a year's planned 
future additions. 

3. The bases for the selection of the digital switch 
or switches to be used as a company standard. 

4. 'I'bree years' planned additious and/or eonversions 
of central offices. 

5. Three years' plans detailing the contemplated 
installations of: 

a. Mechanized toll systems (TSPS) 
b. Mechanized cordboard systems 
c. Directory assistance system/computer 
d. Centralized automatic call distributor 
e. Call directors 
f. Conversion to electronic switching 
g. MSS tandems 
h. Toll taudems • 
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IX - FINDINGS AND CONCLUSIONS 

Finding!: of F'3Ct 
. 1. General iz in need of addition~l revenues, but the 

requested incre~se of $119,044,000 (11.9 percent) ~t the estimated. 
test year 1980 level of sales is excessive. 

2. A capital structure consisting of 48.07 percent long-term 
debt at a cost factor of 8.24 percent, 3.39 percent short-term debt 
at a cost f~ctor of 10.50 percent, 9.08 percent preferred stock at 
a cost factor of 7.66 percent, ~nd 39.46 percent equity ~t a cost 
facto~ of 14.10 percent is reasonable assuming General provides 
adequate telephone service. 

3. The rate of return computed utilizin9 the above capital 
r~tios and cost factors is 10.58 percent and should be adopted as 

tt reasonable providing service is adequate. Such a rate of return 
would provide an approximate times interest coverage after income 
taxes of 2.45 times for debt and a combined coverage factor for 
all interest and preferred dividend coverage of 2.11 times. This 
return on capital is sufficient to attr~ct capital ~t ~ reasonable 
cost and maintain the financi~l integrity of General. 

4. A rate of return of 10.58 percent applied to our 
adopted intrastate. rate base of $2,031,725 would yield $104.9 
million increased revenues ~ftcr settlement and uncollectibles 
effects and the effects of 0.91l2l, D.90642, And D·.90919,. supra. 
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5. The adopted estimates previously discussed herein of 
operating revenues, operating expenses, and rate-base" for test 
year 1980 reasonably indicate the results of General's operations 
in the future. Specific findings are as follows: 

a. The total op.erating revenues for company 
operations are $1,214,940,000 and for 
intrastate operations ~re $973,285,000. 

b. Total maintenance expense for the company 
operation as ~ whole is $291,326,000 and for 
General's intrastate operations is $235,6e3,000. 

c. The total traffic expenses for General's 
company operations are $76,137,000 and intrastate 
traffic expenses are $6l,67l,000. 

d. Commercial expenses for the company's operations 
as a whole are $123,546,000 and General's 
intrastate commercial expenses are $107,979,000. 

e. The general and other operating expenses for 
the company's operation as a whole are $169,873,000 
and the general and other operating expenses for 
intrastate operations are $l4l,l6l,000 • 
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f. 

g. 

The property and other taxes for General's operations 
as a whole are $32,610,000 of which $26,447,000 are 
for intr~state opcr~tions. Gencr~l's p~yroll taxes 
for the company as a whole arc $25,451,000 of which 
$20,717,000 arc for intrastate operations. In 
computing income taxes the fixed charges on debt 
adopted by this Commission arc $105,119,000, the 
48 percent tax rate deferred tax reserve accrual 
will be amortized over a ten-year period as 
proposed by the staff, investment tax credit on 
plant additions will be computed on the basis of 
full-year convention, and an incremental t~x rate 
will be utilized for computing California state 
income taxes for the authorized increase. 
As set forth in the S~~ary of Earnings table 
the total company depreciated rate base is 
$2,503,217.000 of which $2,031.725,000 is rate b~se 
for General's intrastate operations. The base 
amount includes $152,508,000 of short-term 
noninterest-bearing CWIP. 

General can conduct studies to obt.:lin" the .... 
'. .... .. --:-. -.--.. 

necc$s.:lry dat.:l concerning the tY!'e~ llnc'i qU.:ln~itiec-'Of"·k·CY 
system common and line equipment in serVice and utilize the 
dat~ for the basis of ~ proposed rate structure in its next 
general r~t~ incre~se ~pplic~tion. 

-,: Gener~l can include in its next general ~~te increase 
application a rate structure with separate r~tes ~nd charges for 
key system co~on and key system line equipment. 

-8 •. , !he staff 1 s proposed nonrecurring charges for push
button telephone service are reason~ble and should. be adopted. 
The presently cffcccivc'recurring revenue for this service 
shouldbe'unc~nged, but" the rates should be refiied based on 
size of set as proposed by ~~neral and the st~ff: 

·-9~ . The stB.~£rS proposed PBX rates arc cost based.-
10. The adoption' of the staff's proposed rates for 

supplemental services is reasonable~ 
11. Due to the increased efficiency of touch c~lling in 

the use of electronic-switching, General should be required to 
pursue removing the monthly line charge for touch calling in all 
Ot its electronic offices, with the revenue redueeion offset by 

an incre~se in the billing surcharge percentage applicable to 
all custo:ners. 
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l2. A common monthly rate of $1 for extet'lSions and key 

in lieu of extensions (KIL'S) as proposed by the Commission 
staff is reasonable and should be adopted .. 

l3.. The adopti01l of the st:tff's proposed rates for daea.t:el 
service is reasonable. 

14. General's and the staff's proposal that the Stromberg
carlson E-120 PBX be placed on a tariff schedule rather than 
under contract and the proposed increases in rates for special 
service arrangements are reasonable and should be adopted. 

l5. General should be authorized to offset: shortfalls 

in excess of $2.4 million for service to the handicapped by 
advice letter filing. 

l6. Ihe staff's proposed multiple element service connection 
charges with the premises interior wiring charge for 'cia6h" connection 
point of $12 rather than the proposed $7 are reasonable and should 
be adopted .. 

l7.. Revision of General's rates applicable to local or 
iutraexcbange private line service to the levels authorized for 
Pacific for 1nterexchauge private line service in D.91121, supra, 
is reasonable and should be adopted. 

18. It is reasonable to raise the ORrS rates applicable in 

were exchanges up to the rates provided for ORTS under General's 
present tariffs and to further raise all the ORIS rates 14 .. 7 
percent to equal the average percentage increase proposed by 
General for one-party flat rate residence service in metropolitan areas. 

19.. The staff's recommendation for General to convett.. pr'esent ." 
ORIS to a fully measured ORTS plan and to implement such a fully 
measured ORTS plan within 180 days of the effective date of this 
order is reasouable. Such a. fully measured ORTS plan sbould be 

developed in concert with the Commission staff and should become 
effective upon approval by the Commission through resolution action .. 
Freezing the 'present offeriug of OR'!S on routes OVe'r 40 airline 
miles to existing customers is reasonable • 
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20. The staff's proposed ra~es for mobile ~elephone service 
are reasonable and should be adopted. 

21. General should include cost dat~ in the format of the 
standard GE-100 methodology for mobile telephone equipment in 
its next general rate increase application. 

22. A verification/interrupt service charge similar to the 
one effected by Pacific in compliance with D.90642, D.90919, and 
D.9ll2l, supra, is reasonable for General and should be adopted. 

23. General's proposal to increase mileage charges applicable 
to mileage associated with exchange-type services, and intraexchange 
optional prefix service as well as the consolida~ion of the mil~ge 
charges applicable in WCTC exchanges and similar General charges is 
reasonable and should be adopted. Incre~ses in telephone answering 
services mileage charges should be limited to 50 percent. 

24. General's and the staff's proposals to consolidate werc 
FEX rates with General's rEX rates increase the basic rates for 
FEX service, increase the rate per unit exchange and/or message 
unit for calls on in~racompany and interstate FEX services, eliminate 
and/or reduce message allowance for FEX trunks and lines, and 
increase mileage charges for FEX service, togc~her with the staff's 
proposal for a common rate for FEX trunks and lines and the 
institution of rates for utility-owned pri~ry instruments, are 
reasonable and,sho~ld be adopted. Gener~l's proposal to apply 
airline measurement rate centers for fu~ure added contiguous rEX 
services would create unreasonable discrimin~tion. General should 
be ordered to study the application of airline measurement be~een 
rate centers for contiguous rEX customers and providing a reasonable 
long-term implementation pl~n designed to minimize rate impacts. 
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25. General's proposed rate revisions for EAS increments 
and the staff's proposal to elimin~te the present EAS increments 
applicable in the Los Gatos exchange upon implement~tion of ZUM 
service are reasonable and should be adopted. 

26. The staff's proposals of no mess~ge allowances for 
measured business lin~~nd trunk lines and ~ one-cent 
incre~se in a local exchange unit r~tc applicable to local messages 
from ~easured exchange services arc reasonable and should be adopted. 
A common ratc for measured business lines and business trunk lines 
of $6.50 per month is reasonable. 

27. General's proposal to incre~se the present monthly 
rates for each line ~rranged for rotary service from SOt to $1 
and to ~pply such rate for each rot~ry number reserved and 
for rotary service provided in WCTC exchanges is reasonable 
and should be adopted_ 

28. The staff's prop~al to consolid~te and standardize 
the rates for basic exchange service ~pplic~ble to WC!C exchanges 7 

to withdraw cwo-party flat rate business serviee in all areas, 
to withdraw four-party flat rate residence in the WC!C exchanges, 
to withdraw the business message rate trunk service offered in 
the Novato exch~nge, and to increase the exchange message unit 
rate one cent, and General's pro?~al to eliminate the existing 
LAEA nonlAEA differential and General's proposed monthly rate 
increases for suburban business, suburban residence, semi-public 
coin box, one-p~rty flat rate business, flat rate PBX trunk line, 
a~dtwo-party !lat' rate ·~csidence serv~ce$ are reasonable and 
should. be~ adopted. . 

29. A local service single-family residence rate of $6.25 per 
month for the line and "stand-3.1one" rates for company-owned instruments 
as set forth in Appendix B are reasonable and should be adopted. 

30. The staff's proposal to increase message toll service 
rates to parallel with those adopted in D.9l495, suprA~ is reasonable 

~ and should be adopted. 
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... __ 3.1._ 'l'b.e staff's recommendation that General be authorized . 
to provide E:BSS service at t.ariff rates and charges presently 
included ~ contracts witn the exception that the service 
conneetion charges authorized by this decision for other tha: 
EBSS and ~ntrex service be applied.for ~SS and Ceu'C:C!x 

service is reasonable and should be adopted. 
~32 .• : Geueral should include .3. study showing fully alloc:&.t:ed 

'costs for EBSS and Centrex service in ,its next general rate 
increase application. 

-33. The st3ff' s recommendation that Gener3.1 ana Pae:tf1c be 
_ orde';;d ~o _~lemeut. ZUMfor"' t.~ Los_·~ Gato.S _e~.c.~nS;,is· ·r;~~bl~ 
and should be adopted. 

-.. 34._. 'l'he staff's recommendation ,tha~ the ex~ting billing 
surch4rge be revised to balance the proposed r:&.te design to 

achieve the overall revenue requirements is reasonable and 

• should be <ldopted. '!he. difference be~een the above e~.:1t:ed.-l.t.o7_ ~ . 
, ~~~ 

.,. adopt~~::..iff :ha.nges ~~_~_~e i~~~:,~d..::~~~~: . .:equ:r~:n~ 0tl1~~~ 
$91.:' -$1t2i4_milli~n_J..s" :$16·,. ,. ,mill,ion ~~c;;; s_h,o.~,ld: _~. reflected. ,in t~e 

-. 

-_,x:ev:iS~c(surC:ha.rge equal to an.egative· .. ~. 99perc-ent .. _ _. 
-,-j5~ The additional service stanaard indices (set forth 

in Appendi;t D) recommended by ::b.e Commission staff must be 
~plecented to assist the, staff with the evalu:&.tion of the 
st.3.ndard of service being offered by General .. 

--'36-: More than 60 percent of Genera.; , s reporting units 
faU to meet the stand.uds set forth in General Order No.. 133 
relat~g to dial service and ~ber-of-uSer trouble re~s 
for each 100 stations. 

--3'1: General's' telephone se::-vice is presently ~Qequate. 
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;8. A penalty reduction of 0.5 percent in the return on common 
equity fro: 14.10 to 13.60 is an appropriate way t~ recognize ~~de
quate service. This penalty translates to a reduction in revenue 
requirement of $7.4 million. 

39. This penalty for poor service may be removed no earlier 
than December 1, 1981 upon petition for modification of this order 
and a showing by General to demonstrate improved service. Termina
tion of the penalty should depend upon a showing on the part of 
General, demonstrating that (a) the indices as described in Appendix D 
are met, and (b) that reporting units serving at least 90 percent of 
General's subscribers have dial service indices above the reporting 
level. 

40. General's customers have been and are experiencing dif!i
eulty in comp1etL~g calls over the MSS network due to overloading o! 
trunk groups. 

tt 41. The trunk growth in General's service area is estimated 
to be 1,650 direct trunk additions and 1,310 final trunk additions 
in 1980 and 2,350 direct trunk additions and 1,910 final trunk 
additions in 1981. 

42. General's Ontario toll tandem, Pacific's Sherman Oaks toll 
tandem, and AT&T's regional toll tandem in San Bernardino are 
providing substandard service levels due to overloading. The 
deterioration of the service level for these machines is due to a 
trunking shortage both to and from central offices that home on 
the tandems. 

43. General's current practice of providing two-year growth 
:argin for its electronic switching facilities and lesser margins 
for its step-by-step equipment is not unreasonable. 
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44. Gcner~l c~n and shou~~ be required ~o file' quarterly 
reports which would enable the Commission ~~d its staff to properly 
eva1~te the effectiveness of Gener~lrs' steps taken to improve 
service. Such reports need to include the following: 

a. The reports of data. presently required by 
General Order No. 133. 

b. '!be standard of service being performed .as 
measured by the additional indicators set 
forth in par.:3.grOlph 1 of Appendix D to this 
order, ~nd an expla.nation for a.ny measw:e 
which does not meet the objective for the 
year-end indices as described in paragraph 
2 of Appendix D .. 

e • l'b.e type,. make,. and ca,1)ae ity of new class 5 
or 4/5 switches installed during the period 
in each exchange. '!he 'basis for switch 
selection evaluation is to be made available 
to the st:aff upon request. 

ci. List of the U14j or se:vice :improvements that 
have been :implemented. 

45. Because of rapid changes in central office technology 
and growing competition by suppliers of central office equipment,. 
it is becoming praeticable to acquire central office equipment on 
a competitive bid basis • 

. . 

_ •• r' -.. -.. ,. ~. -- - -

-164-



• 

• 

• 

A.S9132, OII 62 AlJ/nb 

46. The st~fffs recoomendation that Gener~l replace its present 
?ract1ce re;arding switching equipment with nonbiased competitive bid 
solicitation and evaluation practices is premature. 

47. General should be required to file copies of its reports 
relatir4 to the IT! Consent Decree with this Commission. 

48. A revised bill format which shows the monthly telephone 
~st~~ent rental charge separate from the basic monthly charge would 
enable the consu=er to ~ke an info~ed decision whether to continue 
to ::'ent the instrument from General or to purchase one. 

49. Because of ~he April 7, 1980 FCC order in Computer Inquiry 
II tb.3.t deregulates termi.nal equipment as of ~rch 1, 1982 and requires 
GTE to fot"? a de:egul.'lted terminal equip:nent subsidiary, it is appro
priate that General submit a study describing how a separate subsid
iary would be formed to handle all matte:s relating to terminal equip
ment deregulation • 
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~ 50. Because of the impact of deregula.'tion of terminal 
equipment on depreciation accruals, ~neral should be authorized 
to file depreciation offset rate increases in the future by the 
advice letter process subjec~ ~o Commission resolution action. 

51. Because of the close relationship of station wiring to 
the deregul~tion of terminal equipment, it is necessary that General 
study and report on possible plans that will lead to eventual 
deregulation of st~tion wiring including the following: 

a. Provide that customers may inst~ll their own 
station wiring; 

b. Provide that cus~omers may purchase in-place 
station wiring; 

c. Provide a r~te plan for eventual complete 
write-off of the sta~ion ~~ring account 
including,.if necessary, an unbundled 
specific monthly charge for wiring; and 

d. Provide a plan tor eventual deregulation of 
station wiring. 

52. General's use of the $2.4 million designated for the 
handicapped shall be as specified in Ordering Paragraphs 15 and 20 
of D.90642 in A.5S22; of Pacific Telephone Company. General 
should b~ authorized to offset short-ralls in excess of $2.4 million 
for service to the handicapped by a.dvice letter filing. 

53. General's rates can and snould be authorized subject to 
refund on f~ther order of the Commission after completion of 
litigation with the IRS concerning the AAA and AA methods. It is 
the Co~ission's intent, as expressed in D.87S;8, that eligibility 
be preserved. 

54. If at any time General is not making a good faith effort 
in seeking to retain its eligibility for accelerated depreciation and 
the investment tax credit, the Commission shall consider current 
rate-setting under AAA and AA before a final ruling on the 
eligibility question. 
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Conclusions of Law 
1. The COCQ1ssion concludes that the ~?plic~~ion should 

be gr~n~ed to the extent set £o:t~ in the order which follows. 
2. !he rates authorized herein in Appendix 3 are jUst 

and re~sonable. Any other r~tes a~?lied after the rates in 
Appendix B ~e in effec: are unjust ana unre~onable. 

3.. General should include the following studies in its . 
next gener~l rate inc:ease application: 

a. Dat~ concerning tY?cs and ~ntities of key 
system common and line equipment in service 
cumul~eins in a rccomcended proposea rate 
structure and a rate structure with separate 
rates and e~ges for key syst~ common ~d 
key systec line equipment. 

0.. Cost data in the stand~d GEwlOO :ethodology 
fo~ mobile telephone equipmen~ .. 

e. Data ~n fully allocated costs for EBSS and 
Centrex service. 

4. Our decision not to adopt the staff's· recommendation 
relating to a force stability plan renders moot the question . 
as to w~~tber or :ot the adoption of such a recommend~eiou 
is preeQpted by federal l~w .. 
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s. General should be required to file quarter.~y repoF~~ _~~ 
er~ble the Coomission and its staff to properly evaluate the effect. 
of Gene:al's steps taken to icprove service. 

6. General should be required to file copies of its reports ... 
r.e~tins to the In consent decree with this Commission. 

7. General t S telephone service is inadequate, and it should not 
~4ve rates set to a=ford the opporeunity to earn the return whieh 
would otherwise be reasonable until its service ~terially icproves. 
!he appropr~e penalty or reduction is 0.5 percent return on equity 
($7.4 ::lilli01l annually). Accordingly, rates shoulo now be authorizeo 
basec on a 13.60 percent return on equity; and if General sufficiently 
i:tprovcs service, we t:l.'ly 3djust rates to allow it an opportunity to 
earn the 14.10 percent reeurn on equity found reasonable, assuming 
adequate service. 

8. Because the rates authorized are based on the test yea~ 1980' 
and will be effective for only a small portion of that year, the 
effeetive date of the order should be the date hereof. 

ORDER -. ........ ~ ... 
IT IS ORDERED that: 

1. Five days after the effective date of this order General 
Telephone Company of California (General)' is authorized to file the 
revised rate schedules attached to this order as Appendix B and con
currently to cancel the presently effective schedules. Such filing 
shall comply with General Order No. 96-A. 'rhe effective Mte of the 
revised schedules shall be not less than five days after the date of 
filL~. The revised schedules shall apply only to service rendered 
on and after the effective date. !hcse rates shall be subject to 
refund pending further Commission aetion on the trea~ent of aceelerated 
depreciation and investment tax credit for ratemaking ineome tax e~~ 

purposes • 
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~ 2. The Coccission ~y increase General's rates not earlier 

• 

~ 

than Dece~er 1, 1981 by $7.4 million if General files a petition 
for modification of this order and demonstrates that the service 
indices in Appendix D are being met. General must also dl!!:onstr.a.te 
that reporting units serving 90 percent of its subscribers have dial 
se=vice indices above the reporting level. The $7.4 million rate 
increase would b~ made to ~he b~lling surcharge. 

3. Ou or before ~4~ 1, 1981 and ~erly thereafter 
until fc:rt~ order of this Commissio1:1:t Genera.l shall submit: 

a report for the previous three calendar mouths setting forth 
the following informaeion: 

a. The repcrts of data presently required 'by 
General Order No.. 13J. 

'b. '!be sta:c.da:r:d of service being peri'o:med as 
measured by the additional indicators set 
forth in paragraph 1 of Appendix D to this 
order, and an expla.nation for any measure 
~hich does not meet the objective for the 
year-end indices as described in paragraph 
2 of Appeudix D.. . 

c. 'the type:t ma.ke:t and ca.;>a.city of new class 5 
or 4/5 switches installed during the period 
in each exchange.. 'l"b.e basis for switch 
selection evaluation is to be made zvailable 
to the staff upon request. 

d.. List of' the maj or service improvements that 
have been imple:l.e'Cted. 

4. In its next: general ra.te increase applicatiou:t General 

shall include the following in addition to the nor:al Notice 
of Intent (NO I) requirements: 

a.. Data concerning types and quantities of key 
sys1:em couzmou and line equipment in service 
cumc.lating in a recommencied proposed rate 
strueture and a rate structure with separate 
rates and cha.:'ges for key system common ana 
key system 1 ine equipment. 

b. Cost data. in the standard GE-100 methodology 
for mobile telephone equipment. 

c.. Data. of fully a.llocated costs for E!SS and 
Ceutrex service. 
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~. General shall file with the Commission staff a 
copy of it$ ~nnual report, required by the U. S. District 
Court for the District o! Hawnii with respect to the Inter
national Telephone and Telegraph Company Consent Decree. 
Such information is to be used for internal staff purposes 
only. 

5. With the exception of these reports, which are to be 
filed directly with the st~fr, General shnll file one copy of 
all other co~pliance filings directed by this order with the 
Co~ission·s Docket Office (for insertion in the formal file), and 
submit two copies directly to the Communications Division. 

6. On or before July 1, 1981 General shall submit a 
cocplete plan tc the Commission for Cocmission approval for 
acquiring central office equipment on a competitive bid basis. 
If General does not indicate that it is going to use competitive 
bidding for future purchases of central office eqUipment, General 
shall provide specific justification for not doing so. 

7. On or before June 1, 1981 Ceneral shall suomit ~ study 
describing how a separate subsidiary would be formed to handle 
all ~tters relating to terminal equipment deregulation as 
ordered by the Federal Communications Commission in FCC 80-189, 
Cocputer Inquiry II, on April 7, 19$0. Included in this plan 
shall be the changes in General's organization and methods of 
operation and a bro~d cstima~e o£ the ey.pected impacts on 
revenue, plant, rates, expenses, and service. 

8. General is authorized to file terminal equipment offset 
rate increases in the £uture by advice letters pursuant to the 
provizions of General Order No. 96-A, subject to Commission 
approval by resolutions. Such rate increases shall be to or.fset 
Co~sission-authorized increases in terminal eqUipment depreciation 
~ccruals only. General shall provide full notice of these ,£ilings 
to ',all users of. the', terminal equipment. 
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9. On or before April 1, 19S1 General shall report. on 
possiole plans that will lead to eventual deregulation of station 
wir~g including the following: 

a. provide that customers may instClll their own 
station wiring; 

b. provide that customers may purchase in-place 
station ,wiring; 

c. provide a rate plan for eventual complete 
write-o!'f of the station wiring account 
including, if necessary, an unbundled. 
specific monthly charge for wiring; and. 

d. provide a plan for eventual deregulation of 
station wiring. 

10. Five days after the effective date of this order, General 
is authorized. to file the rates and charges for Enhanced Business 
System Service as set forth in Exhibit 1;, pages ~-2 through 
~-17, with the exception that the applicable service connection 
charges shall be shown in Appendix B of this order. The effective 
date of the revised schedules shall be not less than five days 
after the date of filing. This filing shall comply 'With General 
Order No. 96-A. 

11. General shall revise the present offering of Optional 
Residence Telephone Service (ORTS) to a fully measured basis. 
Such a fully measured ORTS offering shall be developed. in 
concert with the Commission staff and shall be filed by advice 
letter, within one hundred and eighty days after the effective 
date of this order, to become effectiv~ upon authorization by 
ComQission resolution • 
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ll.~. Within nine~y days after ~he effec~ive date of this order, 
Gener~l shall submit a study showing the revenue effect of rcmov~~g 
the monthly line charge for touch calling in all of its electronic 
offices. This study shall include the estimated increase required 
in the billing surcharge to offset revenue loss fro~ removal of the 
monthly line charge for touch calling. Within thirty days after 
review of this study by the Commission staff, General shall submit 
~ tariff filing pursuant to General Order No. 96-A for authorization 
to revise rates zubject t~ approval by Commission resolution. 

-170a-
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12. The Pacific Telephone and Telegraph Company shall 
implement Zone Usage Measuremen~ Service as set fo~h in 

Appendix C o! this ord.er in the Los Ga~os exchange coincident 
with the implementation by General of Zone Usage Measurement 
Service from the Los Ga~s exchange on or before October 10, 
1981. 

13. Within ninety days ai"ter the ei".fec~ive date of this. ord.er, 
General shall file a repo~ describing the actions it has taken 
to notify its custo~ers that the charge for terminal 
is unbundled from the basic telephone rental charge. 
repo~ General should provide: 

equipment 
In that 

a. A copy of its notice to customers regarding 
unbundled rates. 

b. A proposal for a new bill .fo~t which breaks 
ou~ the individual charge for telephone equip
n:ent. 

14. Within six months after the e!.fective date of this order, 
General shall report on the cost and revenue effects of implementing 
a plan for application of airline measurement between rate centers 
for contiguous FEX customers. !his study shall include a review 
of the cost of inter-exchange circuit facilities used tor FZX 
service and, where a~~licable, designa~ed FEX central office 
serving units. '!he ~lan shall also include General's proposals 
for ~plemen~ing such a measurement plan on a gradual basis over 
a five-year per10d. 

15. Within sixty days after the effective date of this order, 
General shall file, and place into effect on not less than five 
days' notice, tariff revisions to provide services to handicapped 
pe rs ons as fo llows : 

(a) Special reduced rates, for the cer'Cified 
handicapped only, for all tariff i'Cems 
offered which assist the handicapped in 
'Che use of the telc"t)hone network. Non
recurring charges shall not be imposed, 
except for charges in accordance with the 
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(b) 

tariff schedule of multi-element charges for 
simple residential and business services. 
Tariff revisions authorizing the certific~tion 
of persons as deaf, speech-~pairec, or blind 
by licensed Aueiologists, Speech Pathologists, 
and Optometrists, respectively, as well as by 
?hysicians and government agencies. 

16. Within six months after the effective d.'lte of this order, 
General shall prepare and file with this Commission a report setting 
forth ine revenue effects of reduced rates for the handicapped and 
the cost effects of the special services for the handicapped, ~ 
authorized herein, and shall propose adjustments in r~tes and' 
revisions in services for the handicapped to the extent required to 
bring the entire cost of handicapped programs to the sum of $2.4 
million annually at the 1980 level of business. Upon approval by 
the Commission, General shall establish the services and file 
appropriate tariffs to place into effect suc!:l rates. General is 
authorized to offset new shortfalls in excess of $2.4 million for 
services ~o ine handicapped by an advice letter filing subject to 
Commission authoriZation. 

The effective da~e of this oreer is ~he da~e hereof. 
Da~ed nCT 22 1980 " at San Francisco) california.. 

7 . , / . rii£ \t .. ' ~m1l1s1one,. Vernon L. Sturgf)on. 'bo1:S ~Mft1~ .&~ I 
necessarily a'r.>zent. <:'1d not ~o.rt1e1Po.tVo/" 7.\: V / l~omro.l.ssioners 
1n.%he d1sp'os1t1on 0: th1~ proeood1ng.' 1-
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MPE::mIX A' 

Applicant and Rcsponeent: A. M. Hart, H. Ralnh Snvd~r, Jr., 
Kenneth K. Okel, and D~le Johnson, Attorneys at Law. 

Respondents: Di!l."elspiel, PelOl.vin', Stcefcl & Levitt, by Alvin H. 
Pelavin ane Douclac P. Le~', Attorneys ~t Law, for calaveras 
Telephone Com?~ny, C~pay Valley Telephone System, Inc., Dorris 
Telephonc Co~pany, Ducor ~elephone Co~p~~y, Ev~~s Telephone 
Company, Foresthill Telephone Co~pany, ~ppy Valley Telephone 
Cocp~y, Hornitos Telephone Company, Livingston Telephone 
Company, r~i?osa Telephone co~pany, The Ponderos~ Telephone 
COQP~~y, Sie=ra Telephone Co=pany, Inc., The Siskiyou Telephone 
Comp~~y, ~nd Volcano Telephone Cocpany. 

Intere~ted Parties: Chric Rasmusc~r., Attorney at Law, for The 
Pacific ~elephone ana Telegraph co~pany~ Ed Perez, D~uty City 
Attorney, for Burt Pines, City Atto~eYI an~ ~he City of Los 
An9'eles~ ~'1illia:n Knecht, Attorney at L~w, =or Califo:nia . 
Intercon..""lect Assoc:.a~ion; An'l:honv F. M~rti:"1i, Attorney at Law, 
for county of Los Angeles: Gold, Herscher, ~arks & Popper, ~y 
Lescinc Gold and Stephen W. !~amer, Attorneys at Law, for 
Western Burglar & Fire Alar.c AS$oci~tio~~ Edw~rd L. Blincoe, 
for Utility Users ~ague: Timothy J. Sargent anct Ruth Ecn~on, 
Attorneys at Law, for Com.-nunicZl.tions ~lorkers 0: AI:1er:'c~; 
Stc~hen Shane Sta~~e, Assistant City Attorney, for the City of 
santa ~onica; Manuel ~~o~an, for the City of Los Angeles: ane 
K. D. ';oTaloc:::t, :0= Donald R.. Howey, Departrtcnt of 'I'=a:l.spor~tion, 
City 0: Los Anqeles. 

Commission Staff: Rufus G. Thaver, Jr. and Thomas F. Grant, 
A~torneys a~ Law, and Tibor ~. Toezauer, Louis Andre§o, 
James Pretti, Tom Lew, Dean J. Evans, and Harry Stra r . 
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APPE!\'D:A :3 
S:~O;: 1 ot 11 

PA r::S A~'D C:~FCES 

" 

7~e ~ates, c~erge3, rule! ~nd conditions ot ~~~1 Te1e,bone Com~a~ ot 
C~l~~orni~ are cban;e~ as set ~ort~ i~ thiz appen~1x. 

Sclo:~~h:1t: Cill. ?U'.C. :\0. A-l: Indiv!.dunl Line. Pnrt? Line: ~n~ 
?~vatc ~r~nch Ey'cha~~ :~;~ Line Service 

Class and Gr~de 
of Service 

._._-----
Los .<\cge le s Metro!,o 1i ta.ll 
Extence~ Area Service Excha~e!: (1) 

Eus1.ness 
1.v.B 
Suo. B 
SPCB 
m-M!''< 

P.esii!e:lce 
lFR 
~'1R 
Suo. R 

Su~inel':~ 
lPB 
2FB 
Suo. E 
sm 

~esi~enee 

2FR 
Suo. R 

Y.onthljl' Rate::: 

$' ,G .. 25*"" 
2.50-30** 

... "5~45'**-" 
, __ ......... ' •• ,.of ~_ 

.' 'Ii: ' .-, • 1 .• 20**, . ___ _ 
....... (3) 
.. ". ' .. , ,u.oo ....... 
-'S· .. "lO-··· .- -
'2I..20···-

!t1cluces: Conca, Do·..m~y, Eti'Na.nctl, :-{unti::lgton 3eac~) Lone: Beach, Y.ali~u) 
:t.otl:'ovi:l, Onta.:-io, PO:::1on.a, Reconc!o, San Fernando, Santa :.'.on1c3, Si~rra M.~dre, 
S,;nlan.:3 .. 'l'ujunga., West to::: Aogele::, • .... estminzter '-an~ W:-iittier. 

.. -~- -:- ..• _ ... 

All other exchange: exce~t ~~~er ~estern California Telephone CO~~3.:y exc~angez. 
:'~-part1 ~3.t rate business service to oe ~~tbdr~~ • 

• Ex-~ncec a~a service icc~e:::1ents a?~11 in ~d~ition to the r1~Z ~:o~ . 
.. Rate eoe: not incl~de a utility ~:ovieed =t~~eare rotar.y eial telep~one ~et. 

Rates and cha~ge~ ~~r p~~ar.r in~tr:ment: a?~ly az a~thori:ee herein. 
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A:?Z~:D!r. :3 
S~: 2 Ij'! :'1 

?,A'Z'ZS Arm C?'.AP.GE3 

Sc":~c~l'!' Ce!.. ?U.C. ~~o. A-l Line and 

u ..... • 

,. . .. ..E.xebLUlgC S ..Q! • .!o::c.e:-.. Weste rn Califo rnio. , 
--..ITl.f:e1eoboJ:le,. Como&uy> 

Clo.:s al:.c! Crac!e 
of Service 

Kenwooe Excoange 
Bu:ines:!I 

U'S 
2FB 
Sub BfI: 
SPCB 
PBX-:r!!{ 

Residence 
L'l:'R 
2:'R 
4;'F. 
S,,;b PI/: 

Los Gato: Exchange 
:3u:iness 

2FE 
Sub 3/1: 
SPCD 
PBX-TK 

Ret;1ceuce 
1FP. 
2F? 
4:'R 
Su'o !# 

- Service not o::e=ed 

Rat~ Area 1 P~te A~ea 2 
(2) (2) 

.~~J+.~O' 

1i .. 00' 
. S:ib-" , 
'2J.:20·" 

,14'.29 

'li.oo 
. $.10' 
'21.20--

-. ~'.~5', 
21.95 .. 

__ 8 .• 85 .. 
21 .. 95, 

7.00 
5.95 
:'(3) 

# Su~urban ~ervice ot~ered only with~n a :u'our'oan ~rea. 
(1) Exteneed area ~e~ce (ZAS) incre:ent: o.?,ly in ac~i~ion to the rate: sho·~. 
(2) Rate does no~ incluc!~ a utility ~roVided ~tanoard rotary d~~l telepho~ ~et. 

Rates /lnc chnrgcs '!:::~ ~:d.::ar:l inst:"'..:l~llts l.I.;;ly a:!: auth~ri::ed herl!in. 
(3) ?our-~Ilrty flat r~te re~ieence service to be w~thdr3wn • 
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S!-:EET 3 o~ 1:. 

FA:ES A~"D C?'.AP.GES 

Sc~ed~l~ C~l. ?~.c. ~o. A-l !nci'~cuel ~ine p~~ tine and 
?~~·l8te 3~~nc~ Exc~Q~e T~ Line S~~.ce 

. , 

.. _.,~ehange:s_o.:t:_F.o.r.cer ~e.::ter.1 CaJ.1!o::niA 
... :l'c1e::hone COJ:D:~a.ZlY'. 

.;; 
(1) 
(2) 

( '!l\ 
.II 

Clllss ant! Gra.~e 
o~ Service 

:I.orga.n EiUs Exc~ange 
Business 

Lo""B 
2FE 
Sub 3/1: 
SPCB 
PSr.-FTK 

Residence 
lFR 
2FP. 
4FP. 
Sub Pi/: 

Nove.to Exe~lltlge 
:Busines: 
~~ 
2F.3 
SPCE 
P2X-M:K 
?SX-PTK 

~e::idence 
l.I.":'? 
2:'R 
4:oR 

Se~~ee eot o~~ered 

Monthly RAtes (1) 
RB.te Area 1 Rllte A'!'ea 2 

(2) (2) 

$14.95 

J.1 .. 00 
8.l0 

21.20 
.. , ___ ,' 8.85 

6 .. 25 
,'5.45 
,:~3!... 

5,.5. 

14'.20 

'8.l0 

2l.20 

6.25 
5.45 
-(3) 

21 .. 95 

7.00" 
.. 5 .. 95 .. 

-(3) 

14 .. 95 

8.85 

21.95 

7.00 .. , 
5.95 
-(3) 

S'.!bl;.I''oa.n ::e reee o~:!,ered o:.!:r · .... 1 t~i:l :l su'bc-ba-n arell. 
Ex-~ndee flrCfl service (BAS) incre:ent: a.?~11 in ad~1t1on to tne rate: s~~~. 
?4te Qoes :O~ ~nc:ude a ut~l~ty p~vided stAacar~ rotarJ d~lll telephone $et. 
Rate: and c~rge: ~or pr1c4rJ in::tru:ents app~ as Iluthori~ed herein. 
?our-pa.~y !lat rate residence :er~ce to 'be ·N1th~r~~ • 
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Schecule Cal. ?u.C. No. A-l 

APPE~'DIX B 
S::EE': 4 0'£ 11 

?A:E:S PJ:.7:J C:~RCES 

_ Exc~a~e Y.e&~ured Rate. Rate Per Excha;ge Unit 

Each'loc'al' excMl:gc"unit 
_0,. ove'r' 'the'-allowo.tice . $ .04 

. ... 
~r~,Instru=ent_~te 

All excho.::ge:; .,o:C~.:le,raJ. ~elep,boce .CaA';&D.Y' 
and tormer Weste~ Cnlitor=in Tele,hone

o 
CompaZlY 

;;t~lity ProV!.eed Pri::ary Instru:ne:.t:: 
Stan~a:d RotnrJ D~n1 Set, 
Stnndarc touch Calli::g e~u~p~d =et 
Dial-in Y~nd:et RotarJ Dial or 

':ouc~ Calling Equi;,od :et 
Starlite Ro~rJ Di3l or Touch 

Ca.lling Ec;,ui,ped set 
Decorator Telephone, RotarJ Dial 

~r Touc~ Calling Ec;,ui?~c, ~e A E & C 
P:l.:.el-~~u:.tec Rota:"'J Dial or 

Touch C~ling ECi.uip~d oct 

Plu: the $.50 tOUCh calli::g eet rate. 

Monthly 
Rate # 

$ 1 .. 00 
1 .. 00* 

1 .. 00*** 

1 .. 00 .......... 

Xontb1y r~teo np?liea~le tc dial-ic-hacoset a~ Starli~ oet: ;rovided 
as primarJ i:.:tru=~nt: are :tand-a1oce rate: autho~zed herein. 
Plu: a~?licable touch calling oet rate 0'£ $ .. 50 a~ mo:.th~ rates 
?reze:tly :ho~ in Se~edule Cal .. P.U.C. No .. A-15 ot General Telepbo~ Com~any. 
Applica.ble serfice connection charges, in:talla.ti~:. charge: aDd/or nonrecurring 
charge: ~e in ncioition to the aut:orized =onthly rates .. 
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APP£::DIX 3 
S;rsE,! 5 of 11 

RA '!ES A~::> CF.A?GZS 

Se~cclule C~l. ?u.C. ~O~. A-l aIle A-19, P.ot~rl S~rlice 

All excha~es ine1udiog former Weste!"1l Cali!ornill 
Telephone Comp~ny exeaa:ges. 

Eaet ~civi~ual :i~e 0: 
PBX tru::lk line arro.%lgec 

Sc~ed~~e Cal. ?~.C. No. A-l Extension R~te: 

Sehet!cle C~. ?::.c. ~o. A-2 z n:ltatel Serlie~ 

Monthly P.ate 

$1".00 

1 .. 00 

?:'O~o;e~ !'1l~S en~ ehCr.rgez Il: :et !ortl: i:::. Exhibit ~lo. 60 Ap~udi" E'Sheet-l 
thra 24' 'are autho:-izeC. 

Schedule CAl. ?V.C. Xo. A-4, Y~leage P.ate: 

Propo~ed rate: ane revisione a: set ~o~h in Exhibit ~o. 12 P~e 38 are 
a::;.th~:i:ec • 

Se~eec1e Cal. ?~.c. No. A-G, ?rivate Bra~c~ Ey.e~nge Service 

Pro~o=ed rate: 4~e eh~ges 0.: :et !o~h ~~ Ey~bit ,~. 60 Appelld~x 2 
Sheet: 1 tnru 77 except a: ~odi!iec oelow ~re ~~tbo:i:ec: 

Section I: .. EX~.'),:lcllbl<: 
Ccr~-:~e 7.a~ Sj=te~ 
In=tallee ~r~r~ 
:to.tion line eo.~acitj 

Each 100 line: c! inst~llcc 
zto.ticu line cll;~citJ 

::Ollrecurri:;g Charge 

-. 

$1,650.00 
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e ... ,.: •• , ,. .. ~ ?. C ~'... ~ 6 ..,e .• c .......... ~ _ .... _ ... • '-t • • • -.--.1. ~'\- , 

~ctio::. :v - Exp~dAble 
Co:~le:ls :!.a.l PBX SY'::t<:m 
::.:talled ~:1:::a.r.r station 
lice cs.~citY' 

APl'EWIr. 3 
S::EE: 6 o'! 11 

'F,A '!ES AND C:~,P.GES 

Eacb. :00 linc~ o'! i::.2~!led 
~t~tiou line C~9~citY' 

Seetio::. VI! - In~rd 
Di~11ng Service 

Pri::o.:-y Sbtion Ra::e: 
'ttork!:cg j)r...:lo.ry stntioll3 

Fla.t ?ate Se!""r..ce 
!::t:asY'~~ service 
E:l.ch ~c~itioU:l.l :t~tion 

Y.e,::o.ge or )1ea.:ure(! Ra.te Serviee 
(me~:nge or exchange u::.it allowdcce - 0) 
:ntr3.:y~te~ ~ervice 
Each 4~d1tioCQ.l :tation 

!~talle~ pri:l.3.r.r :tatio::. 
l~::e c:l.paeity 

Eac: 100 li::es or i~!t~:led 
station c~~dcity 

Schc~ule Ca:'. :;'I.U.C. A-6, Centrex Ser'lrice 

:he ~ollowing rQ.tec are 4uthori:ec:: 

Cen.trex Service 
St!l.tion!' (;.r1::a:-y or extension) 
?oa.tes e.??:.y to :e:trictec, 
semirestrietec e.ne ~~~3tricted 
ct~tionc 

j,'orld.ng ;ori:a.!'Y :tatio!lc 
:l4t Rate Se~r.tec 
Direet i~~:c ~d outward 
dialing · ... ...t.th sutotlatic nu::oer 
ide::.tifica.tion or outware tr~~rie 
F1r~t 200 ~~ l'~: =~~tion= 
Eac: ~clcitio~l =t~t~~n 

Mes:3.ge or ~~ee:".:........,d !{atc Se~e~ 
~ireet i~warc ~~d ou~ward 
~1~li=g wi~~ auto~tic n~be!" 
ice~ti!icat1on o~ outwarc tr~!!ic 
F~~:t 200 or le:: st~~~o~ 

No~ree~rrir~ Charge 

$1,6;0 .. 00 

$1,650 .. 00 

1,072.50 
3.30 
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AP?E~:D!X E 
S?EET 7 'J~ 11 

:9;. ~S A:m C:r~RCES 

SChecu!e Cal. P.~.C. ~o. A-1S, Su~~lement~! Service~ 

?~po:ec rate:, c~3rge: ane revi:ion= as set forth in Exhibit No. 60 
A?peecl~x C Sheet: 1 thru 33 exce~t as mocified below are authori:ed: 

Cer:eraJ. 'telephone Compa.::y' o.nd 
We~tern Calitorni~ 'telephone Compa.:y 

EaCh Starlite set 
E<;,'.l!.pped -Ni tho P.ot:l:oy Dilll 
E~ui~ped with Touch C~lling D10l 

Each D~a.l-in-hancset set 
dezk or wQll type 

Illumins.tec 
Equipped -,fi th Rot3ry Dial 

Not:.illuminatec dia.l 
Equip;ec! with Rotary Diel 
Equi,ped ',fith Touch. Calling Dial 

Touch. Call1=g Service 
Each. exchange tr~ line (loca.l, FX, 
tie line or ;ri~te line when requirec 
Ilnc when local decieated or FX trunk 
ch.arges are applicable to DID a.ce 
Centrex Services) 

Monthl;r ~tes 

$ 1 .. 75# 
., 2~~ ..... ;lft;T 

2.25# 

2.101/: 
2.60# 

1.00 

., 
~ Rates are in lieu ot the rates ~or e~we~ion telephone :ets an~ ;r1ca~ telephone 

set: and ere in addition to the ra.tes a.nc ch~rges tor exc~nge services or th.e 
cla:s, t~ and grade provided. 

## S~cial Concitio~ applicllbl~ to Stllrlite and Dilll-1n-5a.ndset telephone sets 
shall be tho3.e preset:.tly in ettect in the tllri!ts ot Cenero.l Telephone CO:::1jt4ny • 
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A?PE~lDIX ~ 

S :-rc:E't 8 ~ t II 
RA'!ES ~'D C:{tuWES 

All exchanges inclu~ing tormer 
We:tern California Telephone 
Com~a~ Exe:&cge: 

S'!!r"lice Cl~sz 

Re::idoenee • 
:::~S;"Iid1.1al L~ 
Suburban Service 

Eusinezz 
!ntercom~a~y Service 
Within LP:EA • S:'EA 

(Pt&: - C'rC) 
~ 
Individual Line 

Out~ice LAEA • S?EA 
(PT&':t - GTC) 
Trunk 
Individual Line 

Aoy other I::dependent Company 

!nd1vich:al Line 
Intr~ecm~o.n:r 

Individual Line 
I:lterzt3.te 
Wh~:re fo~ign excha~e 
:erv'1ce i:: prov1de~ in 
co~ction ·~th inter:tate 
~rivate lice :ervice 
truDk 
Individua.l Line 

Mor..thly R:ltes** 

$ 1.75 
1.50 

20.00 
20".00 

20.00 
20.00 

20.00 
20.00 

20.00 
20.00 

(0) 
(0) 

(0) 
(0) 

(0) 
(0) 

(0)"" 
(0)* 

20.00 (0)* 
20.00 (0) .... 

Pro~o=ed re~3 a.nd revicion: ~:: set tor:~ i~ Exhibit No. 12 Page 149 arc authori:e~ 
exce~'L th,; propoced re-n.::!.on ot contiguou: toreign exc~e mileage treatment is 1:Ot 
8.uti"l'o .... zey. 

• Plu:: r~te tor same gr~~e o~ ~lat rate !;e~ce ~n !oreign exchange 
* ,!~e r:::::e ::.-r exc!:ia!:ge unit a.nc/or mes::a.ge rate is :"ev1::ed troe 4¢ to 5¢. 
** Rate:: tor a:1 ind1vidu~ :i~e bu!;in~s: ~=d re::1cence :erliees ~n~ all ~e:i~e~ee 

:~buroa~ line se~nces ~~ not ~ne!~d~ ~ ~til~t7 provi~ed :~n~ard ~ta~ ~i~l 
t~le~hone set. Rate: ~nd charge: !or ~ri~rl i~tru:ent: ~'Pl1 as aut~ri:e~ herei~. 
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SHEET 9 of II 

RATES A.'lD CHARGES 

!he following r~tes 

Mile.lgc R.a tes 

~re a~thori7.ed: 

All cxeh.lnzcs incl~ding former Western C~liforni~ Telephone Company exeh~nzcs 
Cantral offiees Month1v It:1t<! 

Each ~ mile between 
TAS and centr~l offiee 

Secretarial lines 
1st:: mile 
EDCh .lddition~l ~ mile 

Mileage rates 
~ch ~ mile 
Conneeted for FX 
Each ~ mile 
Not connected for FX 
E:lch ?:; mile 

$ .75 

1.60 
1.60 

.75 

.75 

.7S 

Sch~dulS Cn1. ',U,C, No, A-34. Pu~hbuSton T~l~phons Sv~tem SeIvic~ 

Proposed nonrecurrinz charges as act forth in Exhibit No. 60 Appendix A 
Sheets 1 thru 26 except as modified below are authorized: 

Type A Pushbutton Telephone System 
Line appC.lrance of .l central 
office line, PBX station line or 
private line at eaeh pushbutton 
atation loeation, each appearance $2.75 

General is authori~ed to file Within 60 days of the effeetive date of this 
order revised reeurring rates for pushbutton telephone system telephone 
sets based on the size and type of telephone set. Such revised r.ltes shall 
become effective five days after the date of filing and shall result in no change 
in aggregate Dnn~al e~Stomer billing for such telephone sets. 

Schedule Cy,l, P,U,C. No, A-ll,. BiU1.rI~ R¢dueti.on 

Proposco revisions as set forth in Exhibit No. 60 Appendix R Sheet 1 except 
~s modified below arc ~~thori7.ed: 

Reduction Faetor 
Monthly Psr,es"t~~s 

2.99 
~iheduls Col. P,U.C, No, A-41. Servise Conneetiorl. ~ove arid Ch~nzs Ch~rze~ 

Proposed char8e~ and revisions ~s set forth in Exhibit No. 60 Appendix C 
Sheets 1 thru 7 exeept as modified below are authori~ed: 

Premises Interior Wiring 
~eh Connectinz Point 

Nonrecurr:Lng 
. Ch"rps 

By~i"e~~ R~~id~nee 

$12.00 $12.00 

Regr3de~ o~ re~idence service from tlat to me3~~red rate 3crvice will be 
at no charge for a period or 90 day3 3!ter the effective date of the oreer 
herein. 
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APPENDJ:< B 
SHEET 10 OF' II 

?A 'l'ES A~'D CiiAlWES 

Se~ecule Cal. P.~.C. Yo. B-4, O~tional Residenee Tele~~one Serviee 

T~e following rate: and revisions are aut~orize~: 

Ceneral Tele~bone Com~any Excha;ge~ 

All rates :or all OR'l:S optio=al plans shall 'oe increa~ed '01 14.110. 

Tbe ~resent of:erit:g 0: ORTS over the t'ollowing routes sh8.ll "r:Je 
limited to exi=t1~ eu::tomer, and ex1:::tillg Jil~ns: 

Covi~ to Redlands 
~untington Bes.c:n to Bur'oaXlk-:aur'oack District Area 
Ontario to Inglevood 
POl1Omo. to V~ Nu.yc • 
Santa Xocic~-Mar Vi:::ta District Area to Fi~lmore 

We~~rn Cali~ornia Tele~hone Com~any Exchanse::: 

Exeh3.nges 
and 

O'Otion::: 

Los Gatos 
Option 1 (Expanded Calling) 
Option 2 (Co~it1 Cal1i~) 
Option 3 (Meaaured T~ - 1 hour) 
Option 4 (Measured Ti=e - 20 ho~s) 

$5.20 
5.65 
3.95 

42.95 

5.20 
5.65 
3.95 

Morgan ?'.111 
Option 1 
~t1on 2 
Option 3 
Option 4 42.95 

Nova.to 
0'Pt1on 1 
Option 2 
Option 3 
Option 4 

*Rate ineree.::e ot 14.7% over CenereJ.' t!' ~re$ent rates 1::; included in these authorized rates. 

Sehe~ule Cal. P.U.C. No. B-1} S~eeial Service Arrll~~e~nt$ 

Pro?C:ed rates, el:a:'ges anc revisioru: a:: set forth in Exhibit ~o. l2 pages 197 
thru 2~4 and in Exhibit No .. ;;0 Appendix F Sh~et.s 1 thru 6 are l'I.uthorize~. '!he o!t~rll:lg 
of the E-120 PBX :hall be 11:11 ted to exi:::tiXlg et:stomers • 

• 
schedele~ Cal. P.U.C. Nos. C-l, C-3: C-4 z C-9, C-13 and c-26, Priv~te Line Sernce~ 
and C:'lo.nne 1: 

Pro~osed rate: as set ~orth in Exhib~t ~e. 60 Appendix ~ Sheet 1 are authorized. 



• 

• 

• 

APPE~IX :a 
s:,n: J.l 0: 11 

?A':::S A!'.'D CEA.1GES 

Se=.ec~e C!\.:. p .v.C. ~o. ?-l, Zone i1~8.ge :l.ea.~:\:.!'e::Ient Serviee 

ZO::le i::a.ge Xea.surement Serviee (ZOX) shAll be imji)lemented OIl or bd'ore 
Oetober 10, :.981 ever t~e followi~ s.dd1t1ollll1 route::: 

Zone 2 

Loz CltOS 

Zoae 3 

Loe Alto: 
:~ounta.1n Vie"", 

Yoe:::sage To~::' Service :htlJ.l be withCl:'3.W over the:::e aC!Qitio~l routes coinc:i"-ent 
"..'1 tb. the ul'lementa.tion of Z'JM. 

Al:. C1:.S't.:Imer::: a.!'tected by !.mplementatiox:. 0-: Z"I,I~M over the:::e additioZl8.l route:: 
:::hQ.:.l be p:'Ovi~ed written notice of the implemcntatioll of zmt.. Sueh. wr1ttel:. notice 
sb!! be provi~ed to eQ.Ch eu:::to:er ·.ri,thin 60 day: prior to 1mplemento.tion or Ztnw!. 

Schecule Ca.l. P.U.C. roo. t-l, Xobile Tel~~hone Serfice 

Pro~:::e~ rate:., c::a.re:e~ a.nd rev1:::ions 3::: :::et forth in Exhibit ::t'o. 60 Ap~ndix J 
Sheet 1 are authori=ed: 

E:w::endec Area ~::vice Rnte Inc:-emen't.::: 

P~ji)o:::ed re~:::e~ Sa.linas ro~u.'!.a cet:'c~ o~ co:puting ex*~n~ed area service 
~~ere~nts 30::: :::et torth 1:1. Exhibit ~o. 12 Pase::: 10 :lone II exee;:t 3.::: :lOditied below 
P..:oe authorized: 

The extended area. rate inere:1ent::: a.l?Plic:)ble in the Loe- Catos excha.%lgc to,l:' . 
extc:.ded c:l.llir.g !'rom the to::: G3.tQC exeho.=e;e to the San Jose e:-:ehane;e :::hc.ll be 
el1mi:::s.te~ Coillci~ellt with the imple!Delltation ot Zone Usage Mea.surement-SerV1ce" 
~or callitig--tre:jin -t:ie~ "LOs-GatOs -e"xcb.ange to the North an(f We:Jt District" A:oea.f:: ·o·!" 
,the S:s.n Jose e):cMtlge.· . . -. "' . ----..... 

Veri~ie~tion!Interru~t 

Propo::e~ :oev1::iol!S a..:; set ~orth ill Exhibit Xo. Go Ap~n~ix K Sheet 1 are 
.3.uthori:ed • 
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Am~IX C 
S~': .. l o't 1. 

?A 'ZES A'Sn C:-IA?CES 

Zooe 'Jsage UeQ.~ure::ent Service (ZCM) :bAll be i:lA'le::1ented on or l:>efore 
Octol:>er 10, :.981ove: the tollo· .... 1ng o.dd1tioMl l:'Oute~: 

Le: Gato~ 

to:: Alto:: 
:t.Ounta111 Vic· ... 
S·.:l:1lyV3le 

Zoae 2 Zotle 3 

Le: Alto: 
Mount41: Vie·1T 
Lot Ga.to.: 
Le: G4to~ 

~e:=age Toll Se:"Vice ::~l be withdrawn over thc3c add1t1oC4l route:: 
co1ncide~t ·~tb the ~~le=entQ.tion of zcrx. 

All customer~ atteeteo by ic~lemelltQ.tion ot ZOM o·ter the:eadd1ti0C41 route:: 
sh4ll 'be ?ro"lioed "mtte:. notice ot the 1:l?le::e:.to.tion ot rv"'Y.. Such "¢tten :lOt1ee 
::e.ll 'be pro-r..ded to eaell e\tStomer wi thi:. 60 d:1Ys prio:' to i:1ple:nentation of Z"JM • 
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APPENDIX D 
SliEl:.'l 1 o:t: 2 

SERVICE I£I/l:i:. OBJECttVES 

1. Addi tional Ind1cators Req,uired. 

a) Local ~ G~ to G:. Local t:r'tUlld.ng. intracompany. It would measun 

the :percentage of f1:1al t.:t"'cmk groups' meeting. deGign objectivelS. 1'ra.rlk 

no more than one loet call in a hundred call attemp~. 

b) C.O.'s to Toll 'trImld.ng -rith:i.n GT. Ene!. o!'!ice (C.O.) to toll officf!I t:r'tUlld.ng. 

intracompany.. Same me&5Ul"eJllent ae (.a). 

c) 'roll to C.O. '15 ~ 'ttithin GT:" Toll office to end. o!fiee (C .. O.) t:r'tUlld.ng. 

i:l:traeo~. It would. lIIf!1MUl"e the percentage o! ine!'!f!lCt1",e a.ttempts. 

d,) toeal T:unking GT to PT. Local. t:r'tUlld.ng. intercompany. Same &8 (a.). 

e) C.O.' IS to 2-wire ~d.em.e: (formerly MMti) GT to P'l'. End o!!1cf!l (C.O.) t:r'tUlld.ng 

to ~e tandems. intercompany. Same &8 (b) for intraco~oo 

'!) C.O.' 15 to Toll GT to P.r. End. office (C.O.) t:r'tUlld.ng to toll ot'!icf'J. intercompcmy. 

Same' &5 (b) tor i:c:tracompan:r. 

g) ~tallation Commitments. • 

h) Cwstomer Trouble Rep0rt8. • 

i) Dial Tone Speed... • 

j) Dial Service. • 

~) Toll Operator A.:c.swCru.g Time. • 

1) Director,y A55istance Operator An5w~g Tillie'. • 

m) Line utilization. Thio ia the ratio of total lines in service to the total 

linel5 inetalled.. Tho importance of this '!actor is an indication of ava:U.o.ble 

n) Director Per!or:u.nce. It 'WOuld meuure the percentage of clirectors meeting 

delSign requirelXlentsoo Directorl5 are designed. to loae no more than 5 calls :in 

1 9 000 or .005 grade of serrlce. 

• Per General Order No. l~~ 
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APPENDIX D 
SHEE'l' 2 of 2 

0) tine Converoion to Electronics. As & rule. electromech&xdcal equ1paent 

can provid.e & V'Jr:/ bigh qW.i ty of service. Still the bigh.e%' reliability. 

lover maintenance re<:tUrement and greater tlexibility of the electronic 

svi teh. makes the progreeaion to electronic equipment desirable. The 

installation of electronic equipment resu.lts in an increMe in qual,ity 

of 8ervice partly bec.auae increasing the total volume of equipment avaUable 

makes it· polS8ible to handle greater volumes and. partly bec.auae the oldest 

and. most vul..nerable electromech.s..n1cal equipment is replaced. The perocentage 

o! lines .served. by electron:i.c C.O. '$ sbould be measured. 

p) Director Conversion to Electronics. Electromechanical directors are be1ng. 

replaced. :in step o!:t:ice8 vi th more vensat1J.e and. sp'~ electronic ~tore 

(IBM system I'D").. The percentage o! all step o!!ices converted to ra:rstem ''1)" 

q) Conversion to Sillgle Slot Coin Teleph.one. A. sizable part of subscrlber 

compl.a.1nts are ~nerated. b:r pe.:y' telephone problems. ~e single slot coixl. 

teleph.one is less vulnerable to abuse and. theretore, provides leM problems 

and. indirec~ lees compl..a1:c.ts. The perocentage o! coin teleph.o:c.es converted 

to single slot should. be measured. 

2. Service Level Objectives 

B% Year End. a. b. c. d.e e. t. g .. h. 
Present 91.8~ 8o.6~ 2.1% 88.6~ 48.~ 45.'-' 98.a 7.a 

1980 9';' 8", 2.~ 90 ,; 55 ~ 55 ,; 94 ,; 7.($ 
l.~ 92 ~ 65 % 65 % 94 ~ 6.8% 1981 94~ ~ 

1982 9% 9a l.~ 94 ~ 75 % 75 ,; 94 % 6.% 

i. j. k. 1 .. m.. n. o. p. q,. 

Present 99.a 97.8~ 88.6~ 82.~ 94.~ 46.6% 1:;.4% 2-4% 4~ 
1980 98.~ 97.8% 88.% 81.9'-' 94.4% 60 ~ 20 96 26.~ 6~ 
19&1 98.l% 98 ~ 88.9% 81.9J' 94•1% 70 ~ 25 % 46 .. '-' 6~ 
1982 98.~ 98.~ 88.~ 81.9.' 9:5.85' 80 % :52 % 88.~ 100J' 

Source: Exbibi t 52. Pages 5. 6 and. 16. 

--
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RICHARD D. GRAVELLE, Commissioner. 
I concur, but must express disagreement with portions 

of the decision. 
At p~ges 61-66, certain expense items are discussed 

and .:I.djustments are made. I do not dis?ute the level of those 
adjustments, but must point out that they highlight a problem 
the co~~ission will be forced to ~ddrcss more carefully as the 
tclecom.rnunication industry moves into ~ "deregulated" setting. 
Those expenses and plant additions that are associated with 
competitive and unregulated .:I.ctivities must be scrutinized 
so that they do not fall upon the body of ratepayers who are 
left with the regulated remainder of the business. Furthermore, 
we should be diligent to examine current construction budgets 
and proposed plant additions so that today's ratepayer is not 
saddled with the burden of constructing basic f.:l.cilities that 
will ultimately be utilized by competitive service without 
having a f.:l.ir sh.:l.re of expense ~ssigned to such co~pctitive 
service. 

Pages 146-152 deal wi.th the subj cct of S.."i.tch±.ng Equi.p
ment Selection. Staff h.:l.s recollU'l\ended compctl..tivc bi,dding for 
switching equipment and the decision modified that rccommend~
tion by requiring Gener~l to submit a plan for such competitive 
bidding. The ~dditiona1 recommendation to mandate the use of 
digital switches is rejected. I believe this to be a mistake. 
Without the direct prodding of this Commission, we w1ll continue 
to see technoloSically inferior equipment used by General which 
will ultim.:l.tcly res\,llt in greater cost 3.nd less effi.cient service 
for Gencr~l's ratepayers. I would accept all the staff 
reco~~end.:l.tions in this are~. 

San Francisco, C~lifornia 
October 22, 1980 


