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• 
On June 2, 1980 'Ihe Pacific 'Ie1e'Phon~ and 'l~lcgra?h 

Company (PacifiC) in compliance with the require~ents of Resolution 
M-4706 and the Co~ission·s Re9~1~tO:y Lag Plan filed its Notice of 
Intent (NOI) 23 to apply for a general r~te i~crease. On AU9 ust 1, 

1980, P~cific filed !o: the incre~se in the ~~ount of $794 million 
per ye~:; the request ~as sub~equcntly amended on the record to 
$790 million. Other ~inor a~er.dmen:s ~ere rr.ae~ on August 28, 1980 

and October 14, 1980. 
By Decis1o~ (D.) 91495 d~tcd A?ri1 2. 1980 in 

Ap?lic~:ion (A.) 59269 a~d Order 1 .. <c .. ; ••• ~ , ... , . 
£.. .. .;.'-- ............... .1':> (O!I) 

a 1980 test year. ?aciric h~d :equ~sted $336.~ ~illion. That 

•

increase was made subject to review, and possi~le refund, in Pacific's 
next gene:31 r~te case, the a?plic~tion at hand. o~ July 7, 1980, 
th~ administrative 1~~ judge CALJ) 3ssign~d to this ?roce~ding issued 
~ ruling consolid3ting A.S9269 ~~d OIl 63 wi:h ~O! 23 for f~rthe: 
hearing under the Regulatory Lag ?l~n procceu=~. The result 
is that A.59269, OIl 63, and A.S9S49 were concolidat~d for hearing. 

On Au~t 19, 1980 the Co~issiont on its O~ motion) instituted 

011 81, an investigation into Pacific·s operations and those of all 
other tele?hone companies in Califor~i~; those com?~nies are k~own 
as the "i~de:pendents", that is, non-Sell com?onies. That investigation 
was generally for the purpose of investi9~ting th~ rates, tolls, rules, 
charges, operations, costs, se?or~:ions, interco~?~ny s~ttlements, 
practic~s, contractc, service, a~d facilities ~: ?aci:ic and the 
independents. A er.anse in intrastate tC'>ll rates t givc-n the U'!'lifcr=: 

stat<..~ide toll schccu:e .. afft:cts the ea:-ninss r:f t.he- independents • 
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• 
On July 31, 1980 Pacific filed A.S9855 requesting an order 

relieving Pacific from the requirement that it implement a tele­
processing system for service representatives by Deeember 31, 1982 
as ordered by 0.90642 dated July 31, 1979 inA. 58223. That matter 
was consolidated for hearing with this application by ALJ ruling 
dated October 1, 1980, heard, dis~sed of by D.93191 issued 
June 16, 1981, and is no longer a part of this proceeding. 

On J'1.l1y 29, 1980, by .t<eso.Lution 'I'-10292, we granted Pacific's 

Advice Letter 13641 which was presumably filed under authority 
granted by 0.91495 and was a request to increase key telephone 
serviee (KTS) rates by abol.lt $30.1 million annually based on 
estimated 1980 levels. On August 1, 1980 California Interconnect 
Association (CIA) filed A.59858 and on August 19, 1980 the City 
and County of San Francisco (San Francisco) and the City of san Diego 

• 

(San Diego) filed A.59888 for rehearing and stay of Resolution T-10292. 
On November 4, 1980 by 0.92406 the Commission granted rehearing which 
was held on a consolidated record with these proceedings. The ALJ 
bifurcated the matter into legal issues and reasonableness of rates. By 
D.92542 dated December 16, 1980 the Commission disposed of the legal 
issue by rescinding Resolution T-10292. The issue of the reasonableness 

of KTS rates remains to be considered by this decision. 
For reference purposes a history of Pacific's major formal 

rate proceedings before the Com.--nission is included as Appendix B. 
These proceedings were assigned to Commissioner Leonard M. 

Grimes, Jr. anQ ALJ Albert C. Porter. Three prehearing conferences and 
84 days of formal hearing were held between August S, 1980 and April 9, 
1981. Testimony was received from as witnesses and statements were 
made by numerous members of the public. 362 exhibits were received 
into evidence. Parties filed concurrent briefs on May 4, 1981: oral 
replies to the briefs were made before Commissioner Grimes and 
ALJ Porter on May 12, 1981; and oral argument was held before the 

~ Commission en bane on June 30, 1981. 

-4-
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Decision Su~~arv 
d 

!his decision, based on evidence developed during 86 days 
of public hearing, approves rates and charges designed ~o increase 
the annual revenues of Pacific Telephone by $610.1 m.illion. The 

company sought increases totaling $790 million per year. 
The Commission concludes ~hat rates established in this 

decision are necessary for Pacific to ?rovide the quality of 
service its custo~ers expect. Rapid population gro~h in the 
parts of California served by Pacific has strained the company·s 
f~nces. To provide adequate service to both its old and its new 
customers requires that Pacific have a modern. well-maintained 
telephone network. Yet, Pacific's modernization lags behind other 
Bell System companies in some ~portant aspects. 

To mee~ its modernization neeCe, Pacific will invest nore tha."'l $2.9 

billion per year in 1981 ana 1982. This pla."\t inprove:nent, at the rate of 
more than $240 million per month, is necessary to maintain adequate 
service. Some of ~his money will be generated from the company's 
internal revenues but much of it will have to co~e from additional 
capital investment. Only if the company has satisfactory 
revenues can it finance the needed modernization. To assure 
Pacific the ability to attract the capital it needs, at the 
lowest possible cost, the decision authorizes P~cific 
to earn a return on common equity of 17.4 percent. 'Ibis ~"ill result 
in an overall ra~e of return on total invested capital of 12.9l%. 

Component 
Long Term Deb't 

Preferred Stock 
Common Equity 

Total 

l'RE PACIFIC 'IELEPEO~"E .f.J.ID l'EI.EGP..APR COMPANY 
Adopted Ra~e of Return 

'rest Year 1981 

. Ratio Cos't -
53.29% 9.87% 
5.17 8.08 

41.54 17.4 
100rOO 

Weighted 
Cost 
5.26% 

.42 
7.23 

12.91 

Times 
Interest 
Coverage 

2.45 

• 
Changes in Rates. The principal changes in telephone rates 

are these: Residential customers in the metropolitan areas of 
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• ~n Francisco-Oakland w los Angeles will have their rates for one-party, 
fla~-ra~e service rise from $6 to $7 for unl~ited local calls. In 
other parts of Pacific's territory the rates will rise from $5.70 
to $6.70~ These changes ~ll affect 87 percent of Pacific's 
residential customers. !here will be no changes in the rates for 
lifeline telephone service, which provides for a certain number of 
local calls at a fixed~ low rate. 

• 

• 

Rates per minute of measured service are not i:'l'=teaseC in oreer to 
encourage customers to ~ve from flat-rate to measured se~Jice ~~ereby.?ro~tins the 
Corrrnission t s ul ~te aim of having eharges for phone service relate to actual U5e­

Because many customers whO now have flat-rate service may fine it eeo~cal to 
change to measured-rate service, the decision orders P~cific to 
waive its usual $22 charge for such changes for 90 days. The 
decision also orders Pacific to tell its residential customers of 
the types of services and rates available, and that they can switch 
for 90 days at no charge. 

The message allowance for one-party measured business 
service is eliminated. measured residential service is not increased, 
flat rate foreign exchange service is frozen to that already in 
service with no new additions allowed where measu-red service is 
offered. Single message rate timing ....rill be expanded. expansion 
of measured services for businesses will be studied. and introduction 
of Zu11 calling will be considered for additional areas. 

Most business customers with measured-rate service will 
find their bills increased because the free message allowance is 
eliminated by the order. !he present monthly rate is $7, ~~th an 
allowanee of $4 worth of local, measured-rate calls. The monthly 
rate will remain at $7. but the allowance -will be oisco='ltinued arlO each 

eall will be billed at the measured rate. 
The cost of long-distance calls within Cslifornia will be 

increased. For example, a daytime. three-minute call fro'Q San 

Franeisco to Los ~geles will be increased from the present $1.30 
to $1.52. The present eiscounts of 30% for evening calls r and 60~ 

for night and weekend calls, will not be changed • 
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t· 
o Deregulation ISS\les. 'Ihe decision reflectS the chlmges l.n the 

• 

• 

Bell System that will occur as the result of actions by the Federal COrrmtJnications 
Commission. !he FCC has determined that. effec~ive on March l~ 1982, 
~he Bell Sys~em is ~o es~ablish a fully separated subsidiary that ~ll 
not be regula~ed by any govern:nent agency" This subsidiary 
will be responsible for, among other things, the sale of new 
telephone terminal equipmen~. 

Sale of Terminal Equipment. To protect ratepayers during 
the transition period to deregulation. and to aid the company's 
financial position, the decision orders the company to present by 
September 15 a plan under which Pacific will offer to sell all 
~erminal equipment. business and residential, to present customers. 
Once the plan has been submitted. hearings will be held on it. In 
the interim. monthly telephone rental reates will be increased. 
Rates for the basic rotary-dial telephone will be increased from 
the present 60 cents to $1. !ouchtone rates will be increased from 
$1.10 to $1.55. Sale of terminal equipment would eliminate the 
impact of these increases. 

Migration Strategy. 
and Pacific are engaged in a 

Several intervenors charged that AT&T 
deliberate attempt to force business 

customers with older equipment into installing the newest type of 
equipment offered by the Bell System under long-term contract. in 
an attempt to lock out equipment of telephone system competitors. 
During the hearings thiS was referred to as the "installed base 
migration strategy .. " Although Pacific denied the allegations .. the 
decision concludes that the evidence is persuasive tha~ Pacific 
adopted the migration strategy but not directly its pricing 
concepts. which were designed to price old equipment so that it 
could not be economically compared to new equipment. 

Xntervenors charged that Pacif~deliberately manipulated 
costing procedures ~o dove~ail ~th the migration strategy to reprice 
old business equipment out of the market. '!he intervenors claixned 
that Pacific's purpose in doing this is to acco'lllplish post-deregulation 

-7-



• 

• 

• 

A.59849 et al. ALJ/el/ks· 

market positioning which could leave the remaining customers of 
regulated services with stranded investment to payoff. Accordingly. 
the decision does not authorize any increases in business terminal 
equipment charges except for,a S.4~ increase added to all equipment 
charges across the board as necessitated by the overall rate increase. 

Unregulated Subsidiary. !he decision ensures that the 
ratepayers of Pacific's regulated operations will pay for only those 
expenses and investment attributable to regulated services. Over 
$19 million in start-up costs for deregulated activities were 
deleted from 1981 expense estimates on the recommendation of the 
staff. Further hearings ~ll be held to determine proper costing 
techniques for ratemaking. the amount and disposition of any 
stranded investment, and accounting for expenses associated ~th 
establishing unre9ulated operations. Pacific·s management will be held 
responsible to the ratepayers to assure it recovers all expenses for 
and investment in unregulated operations once these have been 
finally determined. 

The net effect of the authorized rates on a typical 
residential customer in the ZUM areas with individual line service 
and rotary dial set would be an increase of approximately 17.9~ 
based on the following co~ponents. 

Monthly Line Rate 
Station Set (Rotary Dial) 
ZOM Charqes 
Toll Charges 
Other Service and Equipment 
Prop. 13 Credit 

?resent 
Rate 

$ 6.00 
.60 

3.00 
'15.00 

l.40 
-.89 

Authorized 
Rate 

S 7.00 
l.OO 
3.25 

16.90 
l.4S 

2$.lr 29 .6,~ 
Present rates include a total $197 million interim ina ease granted in April 1980 
whic." this decision continues. 

In general p The Commission found that Pacific is doing a 
good job of serving ~he public. There were several isola~ed areas 
of service problems brought out ~hat will be or have been dealt 
with such as service to the alarm industry and services in some 
southern California areas • 

-8-
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• The long history of income tax problems of Pacific and the 
Commission concerning accelerated depreciation allowances 

• 

for tax purposes surfaced again in this proceeding,. and 
the Commission finds that given the options available to it Pacific 
has not thus far acted in bad faith in its efforts to resolve the 

problem since the last Commission decision. 
Investigation into the policies and practices of Pacific in 

its dealings with minorities and women in both services and the 
o 

proeurement of 9000S, affirmative action in er.'I'?loyment .. and in 

the provision of ~i-lin9ual telephone serviees will be 'deeided at 

a later date • 
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Background of Pacific 

Pacific is one of 21 principal telephone operating sub­

sidiaries (OlCs) of American Telephone and Telegraph Company (AT&T). 
AT&T also owns Western Electric Company, Inc. (Western Electric or 

Western), vbich manufactures and installs equipment for AT&T and the 
OTCs, and the 195 Broadway Corporation (195), which provides office 

space and services to AT&T. AT&T and Wes tern each own 501- of 

Bell Telephone Laboratories, Inc. (Bell Labs), which is the Bell 

System's research and development arm. AT,&T, Western, Bell Labs, and 

the Ole. form. what is known as the Bell System • ..! . ./ 
As of December 31, 19"79 AT&T owned almost 90X of the 

voting securities of Pacific, 90.8t of the common stock, and 78.21-

of the preferred stock. Holders of Pacific's common stock at 

December 31, 1979 totaled &5-,719; following are the number of shares 
held at that time by ~he 10 largest.~/ 

1. American Telepbone & Telegraph Company 
2. Merrill Lynch, PieTce, Fenner & Sm.ith, Inc. 
3.. Pacific & Company 
4.. E. YO' Hutton & Company 
5.. Shearson Loeb Rhoades 
&O' Paine, Webber, Jackson & Curtis,. Inc. 
7. Wells Fargo Bank, N.AO' 
8.. xray & Company 
9.. first Jersey National Bank 

10. Pacific Securities Depositaries 
Total 

152,036,157 
474,871 
387 ,.266 
117,072 

79·,825-
78:,747 
77,674 
75,37& 
60,486-
S7 ,330 

);/ The relationships of these various entities are fully explained 
under the discussion of license contract expenses whicn follows. 
(See Diagram A .. ) 

~I Holders 2 through 10 would appear to be ae~ing as depositaries 
for clients • 
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• 

• 

• 

Pacific operates in CAlifornia and Nevada and bas one 
subsidiary. Bell Telephone Company of Nevada (Nevada) which renders 
telephone service only within that state. All of the outstanding. 
8 tock of Nevada is owned by Pacific. The only counties in california 
no't served- by Pacific are Kono~ Alpine, Lassen, Modoc, Del Norte, and 
San't4 Barbara. Pacific estimates that it serves over 781. of California's 
~o~&l population. 

At the end of 1979 Pacific's total telephone plant in service 
amounted to more than $13 billion and it had' almost 1& million tele­
phones in service. The cost of telephone plant in service at the 
end of 1981 is estimated 'to be more than $17 billion; telephones in 

service will be more than 17 million. As of September 30. 1980 there 
were &.761~000 residential and 826.000 business customers. 

Pacific estimates that in 1979 there were more than 26 billion 
local telephone calls made from telephones in its service area. an 
average of more than 1,700 per telephone. Pacific expects it will 
have 117~OOO employees by the end of 1981. 

In this decision there will be references to total operations 
and California intrastate operations. The total operations include 
california intrastate and the interstate business done within California 
but not the Nevada subsidiary- The ra:es under jurisdiction of 1:his 
Commission include only those which are assessed for intrastate tele­
phone service in California. Attached-. as Appendix C" are some data _ 

on Pacific's operations for the years 1970 through 1931 estimated • 
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• Participating Parties 
As can be seen from the appearance list, Appendix A, more 

than 30 parties appeared in these proceedings. Although the reference 
name for a party is shown in parentheses when the party is first 
identified in this deciSion, this list is for the convenience of the 
reader. 
Pacific or PT&'l' 

The Pacific Telephone and Tele9raph Company, the applicant. 

Staff 
Th~ Public Utilities Commission technical and le9al staff. 

Continental 
Continental Telephone Company of California. 

General or GTE 
General Telephone Company of California. 

TASC -
-CHMA 

Telephone Answering Services of California. 

California Hotel and Motel Association. 

Users GrouE 
California Retailers Association; Tele-Comm~nications 

Association, American Broadcasting Companies, Inc., and CBS, Inc. 
Delphi 

• 

Delphi Corporation. 
GSA 

General Services Administration for Executive Agencies of 
the United States. 
WBFA 

Western Burglar and Fire Alarm Association. 
Los Angeles 

City of Los Angeles • 
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• 
San Francisco 

City ana County of San Francisco. 

San Diego 
City of San Diego. 

LA County 
County of Los Angeles. 

Sonitrol 
Sonitrol Telephone Assistance • 

• 

• 
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Summary of I.sues 
The following is a a1JlDlD&ry of the major iaaues in this 

proeeediDg:~ 
Revenues. Pacific 1 a es tima te is $164.4 million 
above the staff est~te for 1981. The staff 
est~ate adjusted downwa~d by $54 million is 
adopted. 
EFmes. Pacific and the ataff differ by 
$ m!11ioD on expense est~tes for 1981. 
The staff estimate, which is lower, is adopted 
with acme major adjustments for maintenance, 
commercial, and general office expenses. 
License Contract Affiliate Ad ustments.. Pacific 
an e a ta er '1 m on on the license 
contract adjustment ~ ~19 million of this is due 
to staff's esttm&te of expenses attributable to 
deregulation activities. Staff's e8t~te is 
adopted with minor adjustments. Other issues 
involve product-related disallowances to Western, 
Bell Labs business information systems, and the 
Western Electric adjustment. With adnor exceptions 
staff's recommendations are adopted • 
Rate Base. Pacific is $419 million (out of about 
$12 billion) higher than staff. The difference is 
prtmari1y due to estimates of plant-tn-service, 
working cash, and material and supplies.. With aome 
exceptions the ataff estimates are adopted .. 

11 Unless indicated oeberviaetfigures shown relate to Pacific's 
total california operations under present rates. 
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construction Work in pr~ress (CWIP). 
requests CWIP be ~nc1ud ~n rate Sase 
not adopted. Interest on CWIP will be 
monthly instead of semiannually. 

Pacific 
which is 
compounded 

Rate of Return. Recommendations. range from 10.20% 
to 13.47%. 12.91% is adopteo,providing 17.4% on equity. 
Service. ~~FA makes valid accusations of poor 
serv~ce. Committee will be formed to recommend 
standards. 
Mi9ration Strategy. Several intervenors charge 
AT&T ana Paclf~c are engaged in a deliberate 
attempt to force customers with older equipment 
into installing new flagship equipment under 
long-term contract in order to lock out equipment 
of telephone company competitors. Although 
Pacific denies the alle9ations, the evidence is 
persuasive that Pacific adopted the migration 
strategy but not directly its pricing concepts, 
which were designed to price old equipment so 
that it could not be economically comparee to 
new equipment • 
Costs for Ratemaking. Intervenors Charged that 
Pacif~c deliberately manipulated costing procedures 
to dovetail with the migration strategy to reprice 
old equipment out of the market. Valid points 
were raised about the costin9 techniques and 
further hearings will be held to review the procedures. 
Phasins in Increases. Terminal equipment users 
compla~ned that ~ncreases proposed ~ere too severe, 
some ranged up to several times the present rates. 
The Co~~ission will move as quickly as possible 
to COSt-based rates but revert to its former policy 
of increases no greater than about 50% ~r year. 
Mocile Telephone Rates. Intervenors charged Pacific·s 
mOblle telephone rates are noncompensatory 
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and radiotelephone utilities competing with 
Pacific suffer as a result. Pacific and 
Allied ~elephone Companies Association, which 
represents the majority of radiotelephone 
utilities, stipulated to actions to remedy the 
situation. 
Staff's Audit Report Recommendations. pacific 
took exceptlon to many of the staff's recom­
mendations. ~he decision rejects some and 
adopts some. 
Sale of Equipment. Staff and intervenors 
recommend Paclflc file tariffs for sale of 
equipment to users. The decision adopts the idea 
with further hearings to be held to work out 
details. 
Accelerated Depreciation. Intervenors and staff 
questloned whether Paclfic has acted in good 
faith to preserve its eligibility to use accel­
erated depreciation under ratemaking concepts 
adopted by the Commission. 
Allowance for ~ttrition. Pacific requests an 
allowance for dlmlnutlon of earnings Oecause 
of increased expenses, higher cost of debtr 
and wage increases. The decision denies this 
request. 
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1981 Estimated Results of 
Operations - Present Rates 

Pacific and the staff were the only parties to the proceeding 

to offer ccaplete estimates of results of operations for the rate 
year 1981. Tables 1 and 2 are a S\DD)8.ry of the results of operations 
by Pacific and the staff for total company operations (Table 1) and 
California intrastate operations (Tab-le 2) under present rates. !he 
det:ail of the estiJDates is shown in Appendix D~ Because the estimated 
results of operations by the staff are based on later data than those 
of Pacific and. for the mas t part, are concurred in by Pacific, we 
will accept the staff's results of operations except as noted in the 
following sections of this decision. The estimated results of operations 
for 1981 we vill adopt are shown on Table 25 and in Appendix D. 

It is noted that, in general, the discussions of revenues, 
expenses, and rate base are based on Pacific and staff forecasts of 
Pacific's total California operations which include interstate ana 
intrastate operations. The evidence on individual items was analyzed 
primarily for both Pacific &nd staff on that basis • 
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TABLE 1 

THE PACIFIC 'l'EX.EPHOm; AND 'I'ELEGRAPH COMPANY 

Estimated. Results. of Total California OperatioZl.$ 
Test Year 1981 - Present Rates 

(Dollars in Thous~nds) 

Staff Pac:ific 

Operatin9 Revenues S 6,380,016 S 6,544,368 
Operating EXpenses & Taxes 

Current Maintenanc:~ 1,569,530 1,705,134 
Depreciation & Amortization 852~566 896,.221 
Traffic: Expenses 406,256 417~S22 
Commercial Expenses 706,121 730,766 
Gen. Office Salaries & 

Expenses 355,621 371,513 
Operating Rents 51~889 54,412 
Gen. Services &. Licenses 55,515 88,355 
Balanc:e Other Oper. Expenses 567,628 622,112 

Total Oper. ~nses 4,565,126 4,933,339 
Oper~tin9 Taxes-Federal Income 300,436 186,124 

Cal. Corp. Franch. 52,198 65,635 
Social Security 132,305 138,882 
Other 130,488 l36,897 

Total Expenses & Taxes 5,180,553 5,460,877 
Net Revenues 1,199,463 1,083,491 

AV~. Net Plant & workin~ caEital 

Telephone Plant-in-5ervice 15,683,907 16,008,289 
Telephone Plant Onder Constr. 
Property Held for Fut. Tel.. Use 2,910 2,910 
Telephone Plant Acquisition Adj. 
Workin9 Cash Allowance 228,165 303,178 
Material and Supplies 130,678 149,946 
Less: Depreciation Reserve 2,934,645 2 .. 924,140 
Less: Reserve for Deferred Taxes 1,.485,707 1,495,377 

Total Rate Base 11,.625,308 12,044,806 
Rate of Return 10.32% 9.00% 

(Red Fi9ure) 
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Pacific 
Exceeds 
Staff 

$ 164,352 

135,60"; 
43~655 
11,$96 
24,645 

15,892 
2'r S23 

32,.840 
lQl. dee 
368,213 

(114,312) 
13,437 

6,577 
6,409 

280,324 

(115,972) 

324,382 

0 

75,.013 
19,268 

(10,505) 
9,670 

419,498 

(1 .. 32) % 
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Separations and Settlements 

Moat of the telephone utility plant of Pacific is physically 
located within California. M&jor portions of Ole plant as well as 
associated expenses, reserves, and taxes involve both intrasta'te and 
interstate operations. Intrastate services are regulated by this 
Commission And interstate services by the Federal Communications 
Commission (FCC). S~e ?arts of the system are used for intrasta1:e 
service only and therefore can be assigned directly to intrastate; 
other portions used exclusively for interstate can be assigned 
directly to interstate. But, the major ?ortion is used for both 
services and therefore, for ratemaking purposes) must be separated or 
a llocated between jurisdictions. This process requires we alloea 1: ion 
of revenues, expenses, taxes, investmen1:S, and reserves. 

In addition, the provision of intrastate and/or interstate 

• 
services often involves the use of more tha.n one company's facilities. 
For example, a call beeween San Francisco and Santa Monica involves 
facilities of boen Pacific and General Telephone; an interstate call 

• 

could e&5ily involve use of the facilities of two or even three 
cQalpanies.. Itt these cases the costs of each of the utilities must 
be determined to permit & division of the revenues. Th.is process is 
called settlements and its methods parallel separation procedures. 

Also, separation procedures are used by some juriatdictioos 
to allocate costs of a single company among its various types of 
services. For example" this Cazmission has historically examined the 
separation of intrastate operations between toll and exchange operations 
to assist it in ratemaking decisions. 

The basic prinCiples and procedures currently used in making 
separation studies are contained in the separations manual published 
in 1971 by the National Aasoeiation of Regulatory Utility Commissioners 
(NARUC) and adopted by the FCC effective January 1, 1971. '!h1s is 
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commonly referred to as the ozark Plan. 'the first separations manual 
was issued in 1947 and has since been revised many ~tmes. 

'!he fundamental principles of separations were initl&ted 
by the Minnesota Rate cases (1913) 230 US 352 and Smith v Illinois 
Bell Tel. Co. (1930) 282 US 133.. The Minnesot~ cases involved railroad 
carriers and established the princi~le that inves~ent ana expenses 
used in common for interstate and intrastate should be apportioned 
among the services on the basis of the relative use made of facilities 
and persoxmel. The Illinois Bell ease dealt with separations as 
related to the fixing of telephone service rates and established that 
separations are "essential to the appropriate recognition of the 
competent goverument:al authority in each field of regulation".. It 
also established the principle of actual use or relative use as a 
proper baais for the separation of telephone plant .. 

• 

In practice, separations require, as a fir8t step, the 
assignment of telephone plant to categories and the determination of 
the costs of the assigned plant. The second step involves the 

• 

allocation of the costs of the plant: in each category between inter­
state and intrastate on the basis of direct assignment or the appropriate 
measure of use .. 

Within C&lifornia,major settl~ents for interchanged toll 
service between Pacific and the various independents for both intersta~e 
and intrastate toll are essentially similar to the national division 
of revenues that takes place. Each participant receives its allocated 

toll expense from the pooled toll revenues and then shares in the 
remaining profits in proportion to its net investment in the statewide 
toll facilities. 

The changes in separation procedures over the past 40 or 
50 years have resulted in assignment of lesser expense and investment 
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to intrastate and increased assignment to interstate. New technology 
as well as economies of scale have reversed this trend and caused 
the cost per toll message-mile-minute to continually decrease~ whereas 
local service facilities experienced only nominal benefits froc 
new techniques and economies. 

It is of interest that as recently as 1979" the Commission 
in D.90861 address.ed SaDe particular problems concerning separations 
and the solutions are still being pursued in pending case (C.) 10948 
concerning the proposed exchange access charge tariff. 
Intrastate Results - Present Rates 

Table 2 represents Pacific and staff estimated 1981 results 
of operations under present rates for the intrastate service in 
California separated and allocated from the total company operations 
shown on Table 1. This is the table we will use as a starting point 
for determining the additional revenue requirement to bring Pacific's 
earnings to the rate of return we find reasonable for this decision. 

Pacific's estimate would produce a return of S.68t on a 
rate base of $9.061 billion. This is 4.79 percentage points belov 
the 13.47~ overall return requested by Pacific. 4.791. t~es Pacific's 
$9.060 billion rate base would require a net increase of $433,974,000. 
Applying. to that Pacific t S net-to-gross multiplieri-f of 1.902, the 
gross revenue increase required would be $825,419,000. 

The Btaff's test year return of 9.91~ under present rates 
is 1.59 points below its recommended ll.50~ return. Applying. 1.591. 
to its rate base of $8.677 billion the staff's requirement would be a 

!/ The net-to-gross multiplier accountS for the increased income 
taxes on increase:i before-tax net revenues. For example, under 
Pacific's calculations it takes a $1.902 increase in revenues 
to produce $1.00 after taxes. 
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net increase of $137,964,000. Applying. the sta.ff's net-to-gross 

multiplier of 1.89& to that would require a. total gross revenue 

increase of $261,580,000. 
As can be noted on Table 2, the staff is $100,000,000 

below Pacific in its revenue estimate and $174,,000,000 below io i1:S 

expense estimate for a net difference of $74,000,000. The staff is 

also 4'%. below Pacific in its rate base estimate. Those differences 

aside, the main reason for the large difference in the net revenue 

increase requirements is the rate of return recommendations; that 
difference is, in turn, based OD the recommended return on equity 
beeause there is no substantial dispute between Pacific and staff 
on the projected year-end 1981 capitalization ratios and cost of 

debt and preferred stock . 

• 
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'I'H.E PACIFIC TELEPHONE AND 'l'tLECRAPH COMPANY 

Estimated Results of Californi~ Intr~stat~ Operations 
Test Ye~r 1981 - ~resent ~tes 

(OOll~rs in Thousanas) 

Operatin9 Revenues 

Local Serviee Revenues 
Toll Serviee Revenues 
MiscellaneOus Revenues 
uneolleetibles 

Total 

?p!rating Expenses & Taxes 

Current Maintenance 
Oepreeiation & Amortiz~tion 
Traffie ExPenses 
Commereul Expenses 
Genw Office 5.llaries &. 

Expenses 
Ope-r~tin9 Rents 
~nw Services & Licens~s 
Balanee Other Oper. Expenses 

TQtal Oper. Expen:;.es 

Operating T~xes-Feder~l Income 
Cal. Cor? Franeh. 
~ial security 
Other 

Total Expenses , Taxes 

Net Revenues 

Ava. Net Plant' workina Capital 

Telephone Plant-in-Service 
Telephone Plant Onaer Constrw 
Property Hela for Fut. Tel. Use 
Telephone Plant Aequisition Aaj. 
Working Cash Allowance 
Material ana Supplies 
Less: Oepreeiation Reserve 
Less: Reserve for Oe!errea Taxes 

Total Rate Base 

Rate of Return 

Stolf! 

$2,37S,863 
2,,079,818 

339,800 
( 51,.177) 

4,744,304 

1,135,282 
639,510 
318,625 
S82,375 

278,569 
41,553 
41,Sl~ 

4·28,826 
3,.466,.254 

192,.087 
28,460 

100,065 
97 ,579 

3,884,.445 

859,859 

2,180 

173,250 
97,643 

2,20~,853 

1,116,657 
8,677,989 

9.91% 

(ReO Fi9ure) 
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Pacific 

$2,452,050 
2,130,704 

323,646-
(62,042) 

4,844,358 

l,227,407 
672,897 
328,963 
607 .. 042 

287,844 
42,10S 
66,072 

498,674 
3,73-1,004 

lll,850 
9,363 

103,$07 
102,362 

4,058,.086 

786,272 

11,987,.4SS 

2,227 

229,.631 
l13,.021 

2,l64,.230 
1,107,460 
9,.060,.647 

8.68% 

Pacific 
Exce«!S 
Seaff 

S 76,187 
50,.8.86 

(16,.l54) 
(10,865) 
lOO ,054 

92,.l25 
33,387 
lO,338 
24,667 

9,275 
S52 

24,558 
69.848 • 

264,750' 

(80,237) 
(19,097) 
3,4~2 

4,783 
l73,.64l 

(73,SS7) 

259,032 

47 

56,.381 
15,378 

(42,623) 
(9,197) 

382,658 

(1.23)% 
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Operating ... eaues - 1981 -
Present Rates 

Table.). sets forth the estimated operating revenues by 

Pacific and the staff for the tes't year 1981 under present rates. 

The staff's estimate for total revenues before adjustments is 

$176.6 million less than Pacificfs. With two exceptions Pacific 

accepts the lover esttmates of the various revenue subcategories. 
The main revenue issue between the staff and Pacific 18 intrastate 

toll. The staff'a $48 million lesser estimate is baaed on later 
data than were available when Pacific made i'ts estimates; Pacific 

believes it should 'be even lower than it is because the staff vas 
able to review actual revenue data through the s\mIIler of 1980. 
Those data fell below Pacific's earlier forecasts; later Pacific 

est1ma.tes for 1931 were even lover. Pacific clai.lrl$ the s.taff ac:cepte<l~ 
in many cases, the poat-NOI Pacific estimates; but for the Intrastate 

Mess.age Toll Service ~) and Wide Area Telephone Service ~!S) 
forecasts, the staff ignored the actual data as veIl as. the revised 

forecast that were supplied. Pacific claims the staff was inconsistent 

when considering later information by accepting some and rejecting 

other, while at the same time ignoring & decrease of $108 million in 
the revised foreca.st of in'trut&te MIS and WA.TS billings. Therefore, 
pacific believes the staff'. figures for the intrastate HIS and 'WA.TS 
billing should be decreased by $108 million and the effect flowed 
through to net intrastate toll service revenues. 

We are not totally convinced by either the staff or 
Pacific on this issue. 'Therefore, we vill decrease me staff's 

esttmate by one-half of the $lOSmillion or $54 million • 
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• One issue brought up on cross-examination of the staff 
concerns the revenue est~te for service connection charges. The 
staff estimate for this revenue is about $63,725,000 lower than 
Pacific's. This is most of the $63.8 million difference shown for 
Account 500, Table 3. The staff estimate includes the impact of 
phone centers on service connection charges and ene esttmate of 
Pacific does not. The staff vas cross-examined on whether it 
made a related reduction in investment e8t~tes to reflect service 
connection changes which would not have to be made because of cus.tomers' 
picking up phones from phone centers and install~ them themselves. 
Although the staff testimony is not ccmpletely clear on this issue, 
the staff claimed its estimate of plant includes the effect of 
the reduction in installations. We adopt their poSition. 

As a result of D.91495 dated April 2, 1980, Pacific put 
rates into effect ba.ed on test year 1980 which were anticipated to 

• 

result in a yearly revenue increase of $227 million. As noted 
previously, D.92542 dated December 16, 1980, rescinded & yearly 
inerease based on 1980 of $31 million on laS rates, thus reducing 

• 

the $227 million to $196 million. Pacific believes that because 
the rate increase in A.59849 is premised on an existing level of 
rates inclusive of the full $227 million, the final revenue 
requirement should incorporate the $31 million. To illustrate 
Paeific'. position further, by A.59849, it i8 asking for about $-790 
million additional revenues over and above the $227 million granted 
by D.9'l49'5. This would' total $1.017 billion; but because the 
$227 million vas reduced by $31 aillion, Pacific claims it should 
be granted' $821 million in this proceeding. ($790 plus $31.) 
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However, as c&D be noeed on Table 3, $32,652,000 has been deducted 
from both Pacific's and staff'. estimates of revenue QIlder present 

rates, the $32 ,652 ,000 being the level of the K'.tS increase for 1981 
that vas included in both original est:imaees. Therefore, 'the results 

of operations in Table 1 already include 'the K'IS adjustment:. All 
th&e remains to be done 'then is to determine the revenue requirement 

necessary to produce result:s of operations reflect:ing the expenses, 
rate base, and rate of return we adopt for 1931 and the matt:er is 

taken e&re of. The reasonal>leness of JcrS rates will be 
addressed in ~e section on the rate design required' for the revenue 

requirement .. 
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503 
504 
504 

$23 

530 

TABLE :3 

THE PACIFIC nLEPHO}."E ANO TELEGRAPH COMPAN'l 

Estimat.ed Totlll OperatUlg Revenues - Test "tear 1981 - Present Rate~ 
(OOl~rs i~ Thou~~nd~) 

p~ci!ic 

Exceeds 
St.:l!! P.:Iei!ic St.~U Adol?t.~ 

Loe~l ~tvice R~venues 

Subscribe: Stat.ion Rev. S2,123,199 $2,191,.950 S 68,.751 $2,.123,200 
Publie Telephone Rev. 56,000 63,5017 7,.517 ~,OOO 

Serviee Stat.ions 250 276- 26 300 
Intra. Loc41 Pr.. & O~her 38,SaO 38,500 (80) 38,600 
Inter. LOcal PI.. & Other 2,280 2,280 0 2,.300 

Subtotal 2,220,309 2,296,523 76,214 2,220,400 

Toll ~rvic~ R~venues 
Int.rastate Toll 2,,038,028 2,086,.155- ';S,l27 l,984,000 
Int.er$~ te Toll 1,643,806 1,722,079 7S,.273 llg21800 

Subto~l 3,681,830; 3,808,234 126,400 3,627,800 

Miscellaneous Revenues 
Direetory Adv. & Sales 289,200 280,4$0 ($,720) 289,200 
Other Miscellaneous Revs • 50,600 ~~,166 (7,43") 50,.600 

Subt.otal 339,800 323,.646 (16,154) 339',800 

Total Before Onco11ect.ibles 6,241,943 6,428,403 186,460 6,188,000 
Onco11e~~ib1e Reven~es (75,304 ) (BS, H8) (2~844) (74,SOO) 
To~al Before Adjys~~ents 6,166,.639 6,3~3,2S5 176,616 6,113,5000 

~~rketin9 & Com~tition (9,300) (9,300) 0 (9 ,~OO) 
D. 91495 (Incl. l\dv. Ltr. 

13641) 243,065 243,065 0 2.;3,100 
FCC Decision XD NO. 80-297 28,375- 0 (28 .. 375) 28.,400 
Traffic ~nse Adj. $0 0 (80) 100 
Adj~stee Ope:. Revs. 6,428,8S9 6,577,020 148,161 6,375,800 

Tr~n. to Lon9 Line Adj. (16,191) 0 16,191 (l6,200) 
Reseincled Advice Ltr. 13641 p2 c6S2) C32,6S2) 0 (32,.700) 
Rec~st O?er~tin9 Revs. 6,380,.016 6,5';4,368 l64 ,.3~2 6,326,900 
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Expenses - General 
Pacific's primary concern with the staff's estimates of 

1981 expenses is that the staff used data from the first part of 
1980 in m~ny of its estimates; Pacific claims the first part of 1980 
was affected by a constrained b~dget b~t in the latter part of 1980 
b~dget limitations were lifted and more normal expenditures were 
made. However, the staff was aware of this. In Exhibit 246, Ch. 16, 

pp. 16-1, 2, the staff notes: 
"For 1980 the staff investigation had benefit of 
in excess of eight months of actual operations 
more than the Pacific did for the development 
of its showing in Application No. 59269. In 
this experience it also saw a change from the 
testimony of the utility'S witness, 
T. J. Saenger, President and Chief Operating 
Officer, that the utility was planning a 
'constraineo' budget program for 1980 and 
would hold force levels to 105,500 people. 
The utility'S 1979 Co~~itrnent Budget of its 
1980 operations, slightly modified for its 
February view which was ~see as t."le basis for 
its NOI, contained increases in projections 
over the October 1979 view. The increased 
co~~itrnent budget had been oevelopeo prior 
to Mr. Saenger's appearance on the witness 
stand. As of August 31, 19S0, the force 
level in California was 108,435 and going up." 
Pacific claims that the higher level of expenses in the 

latter part of 1980 clearly oces not support the staff's method 
beca~se an underrun, that is, lower than normal expenditures, 
in an account during the first half of the year will not 
necessarily result in an underrun next year. 
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In general, we will accept the staff expense estimates 
which corresponds to our adoption of its revenue estimates thereby 
accepting the staff t s overall view of 19S1 operating levels. We 
will, however, make some specific adjustments to the staff estimates; 
these are highlighted in the discussion which follOws. 
Maintenance Expenses 

Pacific 
Staff 
Difference 

$1,.705,134,000 
1,569,530,000 

135,604,000 
Maintenance is the largest category of Pacific's 

operating expenses. The difference for 1981 between Pacific and 
the staff on an estimated total California basis before adjus~~ents 
is $112.8 million (see Table 4). Pacific estimated that 
maintenance expenses would increase about 20% in 1981 over 1980 
because of increases in workload, labor costs, and targeted 
service improvements. Some of the increases would be partially 
offset by improved productivity. 
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TASLE 4 

THI: PACIFIC 'l'£I.EPHO~"E AND 'l'EtEGAAPH COMPANY 

Est~teQ ana Aaoptee Maint~~nce Expenses 
Total Operations - Test Xear 1981 - Present Rates 

(Dollars in Thousanas) 

Repair~ of Out~ide Plant $ 
Test Desk Work. 
Repairs of Central Ofc. 

Equip. 
Repairs of Station ~ui? 
R~?airs of 810gs. & Grounds 
Maintaining Transmission 

Power 
Oth. MainteMnce Expense 

Subtotal Before Adjs. 

Electrical Energy Adj. 
Reduction of Construction 

Exp .. 
Allocation of Ad:n. Bldgs. 

Subtotal Adjustments 

Total Maintenance Expense 

Deprec. SL-RL Adjustment 

Adjusted Maintenance Exps. 

Affiliated Int. Adj. 
Tran. to tong Line 
Wage Contract Adj. 

Reeast ~~inteMnce txps. 

Staff Pacific 

262,300 $ 262,300 
250,853 250,853 

513,657 567,l95 
458,599 5l3,949 
55,088 56,499 

31,7ll 26,043 
~2,22~ ,,2,6~ 

l,601,866 1,706,497 

(4,400) 0 

(3,806) 0 
!46~ ~46) 

t8 ,~~2' ~42) 

1,.593,614 1,706,451 

~84~l ~l, i17J 

1,592,.769 1,705,134 

(14,837) 0 
(l7,748) 0 
2,~42 Q 

1,569,530 l,705,l34 

(Red Figure) 
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Pacific 
Exceeas 
Staff 

0 
0 

53,.538 
55,350 
1,4l1 

(5,668) 
0 

104,63l 

4,400 

3,806 
0 

a,~06 

112,837 

(472l 

112,.365 

14,837 
17,748 
!~1~42l 

l35,604 

Adopt~d 

$ 262,300 
250,900 

516,.3-00 
488,500 
55,100 

33,900 
29,700 

1,636,700 
(4,400) 

(3,800) 

(8,200) 

1,628,.500 

(800) 

1,627,700 

(7,600) 
(17,700) 

9,300 

1,6l1,700 
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• Pacific claims its maintenance expenditures were constrained 
in the first half of 1980; therefore, trends based on maintenance 
expense levels for 1980 cannot be used to project appropriate 
levels for 1981. Pacific believes the staff's estimates reflect methods 
which rely almost com~letely on what has happened in the past in order 
to estimate the future. 

For Accounts 602, 603, 612, and the adjustment for 
Allocation of Administration Buildings the staff and pacific are 
in agreement. 

For Account 604, repairs of central office equipment, 
one of the largest accounts in the maintenance group, the 
staff estimate is $53.5 million lower than Pacific's. This account 
is divided into two subparts, Central Office Equipment (COE) 
Chanse, and COE Upkeep. COE Change is work done in the central 
offices in response to customer orders for new equipment and 

• 
changes to old equipment. COE Upkeep is the normal everyday repair 
of central office equipment. 

Pacific's estimate for COE Change is 5328,931,000, which 
is 523,526,000 over the staff's estimate of 5305,405,000. The 
major reasons for the difference are the estimated number of 
production hours and engineering, and Western Electric billing. 

The staff estimate for Western Electric billin9 and 
engineering costs was 518,176,000 lower than Pacific's. Western 
Electric billing includes all expense billing transactions c~rgeable to 
the account between Western and Pacific. It includes material and 
labor, Western's service charges for handling and storage of utility 
material, salvage credits, and general equipment expenditures. 
Pacific estimates the Western Electric billing by assuming it would 
increase in proportion to the workload used in the calculation of labor 
costs tfmes an inflation factor. The inflation factor Pacific used 
was 9.71.~ which was higher than the 5.Bt increase esttm4ted by tne 
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Bell System for its telephone plant index for central office equipment. 
Pacific developed its engineering costs in a similar manner exce?t 
a wage increase factor was used instead of the 9.7% inflation factor. 
Staff believes the Western Electric and engineering costs are more 
related to Pacific's construction program for central office equipment. 
The staff us~d as a ratio the recorded 1979 Western billing plus 
engineering costs divided by 1979 central office equipment construction 
eXPenses. This was applied to Pacifie's April 1980 view for central 
office equi?ment construction costs in 1981. The staff believes its 
estimate is conservative because the 1979 ratio was 12~ while recorded 
data through June 1980 was only 10.54. $9.336,000 of the $18,176,000 
difference is due to the lower estimated central office equipment con­
struction expense estimate for 1981. We will adopt the staff's estimate as 
reasonable for engineering and Western Electric billing modified to 
reflect ihe adopted rate of return for Account 604. 

The remainder of the differences in COB changes, that 
is, SS,3S0 r OOO ($23,526,000 - SlS,176 r OOO), is due to the use of 
different methods by the staff and Pacific to estimate workload 
and productivity, the two key factors used to estimate production 
hours. Pacific estimated workloaa by assuming that speCial 
services interoffice circuit growth was a gooO indicator for 
estimating workload 9rowth, production hours bein9 the result of 
dividing workload by productivity. The staff method for estimatin9 
workload depended primarily on main and equivalent main telephones 
in-service and out-of-service (inward + outward) movement.~1 

.1.1 See Appendix E for a definition of "main and equivalent main 
telephones~ Wh1Ch hereafter will be referred to as ~telephones". 
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Both Pacific's and the staff's method seem to be reasonable 
for estimating the portion of COE changes attributable to production 
hours, even though they produce different results. Therefore, 
we will adjust the staff's estimate of $305,40S,000 for COE 
changes upward by one-half of the S5,350,000 difference to a total 

of $308,080,000. 
Pacific's estimate for COE upkeep is S238,264,000 which 

is $30,012,000 above the staff's estimate of $208,252,000. The 
major reason for this difference is again the estimate of production 
hours. The staff claims that it did not use Pacific~s method for 
estimating because Pacific's system gives too much weight to 
rapidly growing circuits and related items. The staff claims, 
also, that Pacific made some mathematical mistakes in its 
calculations. Also, staff believes Pacific is underestimating 
the effects of technology. For instance the number of telephones 
served by electronic Switching (ESS) offices has been growing rapidly 
The percentage for 1976 was 14.9%~ 1977,17.0%; 1978, 21.1%; 
1979, 27.5%; and estimated for 1980, 35.3%, and for 1981, 43.6%. 
Pacific plans to spend almost Sl billion for central office 
equipment construction in 1981 to further increase the number of 
telephones servea by ESS systems. The staff believes that 
telephones are a sood plant unit or workload indicator for COE 
upkee~. Upkeep hours for telephones are falling at a fairly 
cons~ant rate. For instance, in 1975 the COE ~pkeep ho~rs per 
telephone were 1.l44 and in 1979 that had dropped to 0.719. 

Pacific believes telephones do not give proper 
consideration to the growth in the circuit portion of the account 
which is affected by increases in customer usage and high growth 
in special services. Pacific claims the difference in the estimates 
is primarily based on differences in statistics used. Pacific 
believes that when rnakins its forecast for COE upkeep the staff did 
not test the reasonableness of its esti~ate of hours. It claims 
that a good test is to determine what proe~ctivity results when the 
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staff's estimate for hours is divided by Pacific's forecast of 
work units. The staff's estimate for hours requires a productivity 
of 15.84 work units per hour, whereas the actual July 1980 six-mon~~ 
productivity figure was 12 .. 96. However, that argument ean be 
turned around. If the 12.96 productivity figure is applied to the 
101,115,000 work units estimated by Pacific, the total hours 
would be 7,802,000. Table 5 shows the following for total hours 
for the last five years for COE upkeep. 

TABLE 5 

THE PACIFIC TELEPHONE AND TELEGRAPH COMPAh~ 
COE Opkeep Hours Per Main 

And Equivalent Main Telephone (M+EMT) 

1975 1976 1977 1978 1979 -
Total Bours (OOO's) 8,889 8,200 7,309 6,789 6,861 

M ... EMT 7,859,078 8,212,171 8,650,523 9,lS5,325 9,667,061 

Hours per M + &V.T 1.144 1.011 0.856 0 .. 751 0.719 

% Decrease in Hours 
Per M + EMT 11.6 15.3- 12.3 

Source: Exhibit 246, P. 8-25. 

The total hours in 1979 rose, for the first time in that four-year 
period but it should be pointed out that if one were t~ lOOk at 
the telephones in service for those years the 1979 increase over 1978 

was enough to still reduce the hours per telephone. 
The staff's estimate of 6,348,000 total hours may be 

tested another way. The staff's estimate for telephones in service 
in 1981 is 10,534,000. Dividing the 6,348,000 total hours 
estimated by the staff by the 10,534,000 telephones 9ives .603 
hours per telephone. Comparing the .603 to the .719 for 1979 shows 
that the hours per telephone would have to decrease by 16.1% Over a 
two-year period, about S% per year. Comparing 1979 to 1975, th~ hours 
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per tel¢phon~ dropped from 1.144 to 0.719, 37.2% over ~ four-year 
period, or in ~xcess of 9% pcr ye~r. Using that comparison th~ 
st~ff's czti~3te looks reason~ble ~nd will be adopted. 

The final estimate ther. <:.hat we will adopt for Account 60', 
Repairc to Cen~r~l Office Equipment, -is $516,300,000. That total 
is made up of $308,100,000 for COE changes and S208,200,000 for 
COE upkeep. 
Repairs of Station Equipment 

Pacific's estimate for Account 60S, Repairs 0: Station 

Equipment, is S513,9~9,000 which exceeds staffts estimate of 
S458,599,000 by S55,350,000. r..ike Account 604, 60S is split ~tween 
change and upkeep. Station c~anges involve work on customer requests 
for changes in service: upkeep involves <:.he repair of existing yf 
station 3ppara<:.us, station connec<:.ions, and .la.rge p:ivatc branch 
~xchanges (PBX). 

For station ch~ngcs p~cific estimated S268.9 million ~nd 
staff $243.5 million for a difference of $2S.~ million. The major 

reasons for the difference in estimates are forecasts of ?rod~ction 
hours and ~~stern Electric billing expense. The staff claims it could 
not accept Pacific's estimates for production hours because its 
estim~tes of complexity (work units p~r pl~nt unit) ~nd productivity 
(work units per hour) which~ t09cther, result in production hours~ 
were not reasonable. The procuc<:.ivity for zt~tion changes had been 
increasing i~ the 1970s until 1978 and 1979 when it decreased by 

4.2% and 3.1%, respectively. Pacific predicted a 2.5% increase in 
1980 and a 1.1% increase in 1981. The staff noted that ?acific's 
estimate for productivity in 19S1~ 11.84 work units per hour, was still 
below the 12.30 level of 1977, which is the same lev~l Pacific 
had achieved through June 1980 and which is 3.9% above its estimate 
for 1981. 

The staff claimed that Pacific's complexity estimate 
is equally .inaccurate when looking at recorded data~ Part of the 
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problem is the way ?~ci:ic estim~tec it. For ex~m?l~f the 
resid~nce segment used th~ ratio o! inw~rd ~xtensions to inw~rc 
main stations to influence its pick, which in th~ ~t~ff opinion 
has no correlation with people exchansing or r~loc~tin9 their 
tel~phones. The staff used the st~ncarc lo~f. i~dic~tor, inw~rd 

telephones, for station changes to estimat~ ho~rs. It trended 
the ratio of hours per inward movement bct .... eer. 1975 ane 1979, 

which has a hiSh degree of correlation, ti~I(os the staff's 

estimate of in .... ard telephones for 1981. 
The staff also claims Pacific overest~ted i~s 

Western Electric billing by S11,S06,000. Western Electric billing 
primarily includes the cost of shOp repairs and conversions of 
st~tion equipment for reuse. The st~ff used station growth in 1981 
and a Bell system inflation factor for its estimate. 

Consieering the gener~1 level 0: bUjinez~ the s~af£ 

has adopted, '1~ .. f~nd tpcir esti~ate to b~ r~ason~ole and adopt it 

Station upkeep ir.clucez t:.c- co!:>t 0: r~";:!.irine . . st~tio~ 
ap?~ratus, st~tion connectionz, and l~r~o ?SX~. It ~lco in~ludcs 
repairing used station equip~ent for reus~ and repuiring phone 
booths. Pacific's esti~ate for station upkeep is S2~S,016,OOO, which 
is S29,881,000 above the st3ff's estimate o! S21S,1~~,OOO. 

Pacific takes oxception to the way the staff forocasted its 
estimate, which was to l':Iultiply the forec~sted T".umber of trouble 
reports times the trended esti:nate of thE> ho~:!j. per 'Cro~ble report. 
The staff's estimato of the hours per trouble report was much lower 
than Pacific's, 0.6S0 compared to 0.7i6. ?acific claims it 

intends to brins its trouble report rates down 'Co a lo .... er level, 
claiming through its .... itness Short, that the 1981 needs of residential 
service customers cannot be met without th~ resources requested in 
Pacific's budget. Ho stated th~t a decre~s~ in the rate of trouble 
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reports has been accompanied by an increase in the hours per trouble 
report and vice versa. The staff's technique fails to consider 
~aeifie's objectives in 1981 because the staff used Pacific's 
intention to reduce trouble reports per measured station, but 
at the same time projected a decrease in the hours per trouble 
report. Therefore, Pacific claims the staff's projection is the 
opposite of the historical relationship. 

~he staff disagreed with Pacific's estimate of 
production hours, claiming that almost all of the time spent 
on taking telephones apart for repair, or repairing used 
telephones for reuse, is not included in productive hours because 
this is done by Western Electric and charged to this account under 
Western's billing. The staff chose not to use the utility's normal 
method of calculating workload and productivity because it does 
not have much meaning for this account. The staff claims 
work units based on the number of plant items like stations in 
service has little to do with work performed since most work is 
generated by trouble reports. As a result, productivity, which 
is work units per hour, also Oecomes distorted. Employee-recorded 
productivity could actually increase when in reality the employees 
may have become less efficient or vice versa. This is because 
productivity is more a measure of the number of repair hours spent 
on telephones in service rather than a measure of how efficient 
Pacific repairs telephones that are out of service. The staff 
made its estimate of hours by trending the ratio of the number 
of hours per trouble report times Pacific's estimated number of 
trouble reports in 1981. We find Pacific's poSition on this issue 
is reasonable and will increase the staff e8t~te for Account 60S 
by $29".9 million. 

Account 606 cont&ina the cost of repa1r~ buildings and 
grounds, their fixtures and appurtenances. P&I!ific'. eat1mate 15 
$1,411,000 over the staff eatimate of $55,088-,000. Although the 
staff used a different method to est1mate this account than Pacific, 
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the major difference is caused by different e~timates of construction 
in 1981. The staff used the April 1980 construction view of 1981 

for land and buildings which w~s lower than the preliminary April 
view used by Pacific in it: NOI. We will adopt the staff·s 
estimate for Account 606. 

The staff·s estimate of Account 610 is higher than the 
one made by Pacific in its NOI which was made six months earlier 
than the staff's. Account 610 represents approximately one-half 
of the total electricity costs of Pacific. The other electricity 
costs are charged to a clearing account (707) and then spread to 
various expense accounts such as maintenance, traffic, commercial 
and to construction for heating, lighting, etc. on the basis of 
floor space assigned to each category. 

Pacific's estimate for Account 610 for 1981 is $26,043,000 

which is $5,668,000 less tha~ the staff estimate of $31,711,000. 
The staff claims Pacific overestimated its electrical expenses 
charged to eX?ense accounts other than 610 by $4,400,000. The 
staff made an electrical energy adjustment for that amount which is 
shown on Table 4 as a red figure of $4,400,000. 

The staff made its estimate by first determining how 
much electric power the various utilities in California would 
supply Pacific through June 1980 and the cost of that power. It 
next determined for each utility the percentage of its power 
costs directly related to changes in its Energy Cost Adjustment 
Clause (ECAC) and the percentage related to changes in base rates. 
The staff believes this is appropriate because these two components 
of power cost do not increase or decrease by the same percentage, 
nor do the changes in rates necessarily occur at the same time. 
The staff then consulted with representatives of the electric 
utilities and members of the Co~~ission staff who work on electric 
utility applications. Also the staff reviewed electric utility 
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• decisions and pending and proposed electric utility rate increase 
applications. With this information the staff adjusted each of 
the electric utilities estimated kilowatt-hour (kWh) costs to 
Pacific for increases and decreases in ECAC and base rates. The 
electric utility rate SChedules most applicable to the utility 
were used for determination o·f increases and decreases in base 

rate and ECAC. 
Pacific claims that actual cost to it through July 1980 

would indicate L~at the staff's estimate should be even higher 
than it is. Pacific maintains the increase in prices of electrical 
energy coupled with the knowledge that all the principal electric 
utilities in California have major rate cases on file for increases 

makes it cle~r that the cost for this account should be based at 
least on the July 1980 per kh~ charge of 6.l¢ rather than the staffts 
1981 estimate of 5.7¢. Pacific points out that the staff estimated 

• 
the 1980 over 1979 increase would be 3&.8%, while the 1981 over 
1980 increase would be only 9.6%. Pacific argues that the charge 
should be at least at the 6.l¢ level. If this were done, Account 6·10 

• 

for 1981 should be increased by at least 7% based on the July 1980 
actuals; this would revise the staff's forecast to $33.9 million 
compared to its present estimate of $31,711,000. 

Pacific's point is well-taken and we will adopt the forecast 
of 533,900,000 for Account 610 coupled with the staff's electrical 
energ1 adjustment of 54,400,000. 

As for the other accounts in the maintenance expens~ 

group, the estimates of the staff are reasonable and will be 

adopted • 
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Depreciation Expense 
Pacific 
Staff 
Difference 

$896,221,000 
8S2,S66,000 

43,6SS,000 

Depreciation and depreciation reserve are derivative 
accounts: that is, ~nce the investment has been determinee, the 
depreciation and depreciation reserve are automatically determined 
by the depreciation rates which are agreed to by the Commission 
and Pacific on an annual basis. In this proceeaing the staff's 
forecast is $38,000,000 less than Pacific's (see Table 6): this 
results from staff's forecast "for plant-in-service being lower 
than Pacific's for both 1980 and 1981. Pacific takes no 
exception to the staff estimates for depreciation and depreciation 
reserve providing the Commission adopts the staff plant-in-service 

~ estimates which, with some exce?tions, we will do in this proceeding • 
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t 'TABLE 6 

THE PACIFIC 'l'ELEPHOt-."E AND TELEGRAPH COMPANY 

Estimated and Adopted Depreciation Expense 
Total Operations - Test. Year 1981 - Present Rates 

(DOllars in Thousands) 

Pacific 
Exeeeds 

Staff Pacific Staff 

Depreciation Expense 5859,923 S897,n7 538,004 

Allocation to Nevad~ (21) (21) 0 

IDe Rate Adjustment (307) (307) 0 
IDe Shor~e~ Ch~P Adj. 2,459 2,459 0 

TOtal Deprec. Ex? 662,054 900,058 38,004 

Remaining Life Adj. to Other 
Operating Expenses 
a. Maintenanee Exp. (845) (1,317) (472) 

b. Traffie Expense (16) (24) (8) 

e. Commercial Exp. (78) (122) ( ':4.) 

d .. Bal .. Oth .. Exp .. (62) (97) (35) 
e. Total (a. to d.) (1,001) (1,560) (559) 

~otal Adj. Oepreciation Exp. 861,053 898,498 37,':45 

Reversal of C1. Aee. Amts. 
(Reassign to proper aeets.) l,.OOl 1,560 559 

Affiliated Int. Adj. (9,':88) (3,837) 5,651 

Reeast Oepreciation Exp. 852,566 896,221 43,655 

Adjus1:ments: Modernization 

(Red Fi9ure) 
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(SOO) 
2,500 

862,100 

1 .. 000 

861,.100 

1,000 

(9,200) 

852,900 

400 
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We do wish here, however, to make some comments on the 
depreciation Pacific is taking on its total plant. As will ~ 
discussed l~ter under the section on rate design many of the accounts 
of Pacific are in a very high percent condition, the percent condition 
being the relationship of the undepreciated investment to total 
investment. We believe the overall percent condition of 
Pacific's reserve account, as can be noted from Table 7 for 1979, 

the latest information we have on this record, is too high.and 
in particular for some of the subaccounts it is f~r out of line. 
this situation may contribute to some of the problems we will 
discuss later concerning costing methods of Pacific, as well as Pacific's 
pro~lems with its cash-flow and financing. If we were to authorize 
Pacific to depreciate its plant at a faster rate, it would 
generate not only internal capital for investment purposes, but 
also lower the rate base, thereby requiring a lower income 
after taxes to support the rate of return found reason~ble by ~~e 
Co~~ission. We will discuss this matter further under other issues 
and we will make some reco~~endations concerning what can be 

done about the situation • 
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Traffic Expenses 
Pacific 
Staff 
Difference 

$417,822,000 
406,256 .. 000 
11,566,000 

Expenses included in the traffic accounts are for three 
primary f~nctions: 

1. Operator handling of calls. 
2. Administrative control of the network. 
3. Customer instruction in the use of 

business co~~unications systems. 
As can be noted on Table 8, the difference in total traffic expense 
estimates between Pacific and the staff is $16,860,000 before 
adjustments and $11,566,000 after adjustments. The main difference 
between Pacific and the staff is Account 624 for operator wages where 
the staff made higher estimates of overall efficiencies for the 
company's operato:s than did Pacific. 

Pacific's witness estimated that the traffic expense for 
1981 over 1980 would increase by 11.9%. He testified that 
labor saving technology kept the workload cost increase to .7% 
points. However, inflation and hourly wages added 10.8% points, 
the two factors tosether compounding to an increase o·f 11.9~. 

Traffic expenses consist primarily of salaries, wages, 
and administrative costs in the handling of telephone calls by 
switchboard operators and the costs associated with administering 
the utilization and performance of the switching network. 
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• TABLE 8 

Ac. 

621 
622 
624 
626 
627 
629 
630 
631 
632 
635 

• 

• 

THE PAClFIC 'l'EU:PHONE AND TELEGRAPH COMPANY 

EstimateO ane Aeoptee Traffic EXpenses 
Total Operations - Te5t Year 1981 - Present Rates 

(Dollars in ThouSands) 

Pacific 
Ex<:eed.s 

Staff Pacific Staff 

Genl. Traffic Supervision $ 47,179 S 48,342 S 1,163 
Serv. Inspec. & Cust. Instr. 9,219 9,219 0 
Operators Wages 283,007 296,..848 13,841 
Rest and LWlchrooms 926 980 54 
Operators Employment & Train. 13,974 14,536 562' 
c.o. Stationery and Printing 9,593 9,753 160 
C.O. House Services 3,245 ~,380 135 
Misc. Traffic Ofc. Exps. 34,831 35,563 732 
Public Telephone Exps. 200 413 213 
Joint Traffic EX?enses-CR. !4~~) (4~J) Q 

Subtotal Before Aejs. 401,72l 418,SSl 16,860 

Decision 91495 Adj. (73~) (735) 0 

To~l Traffic EXPs. 400,986 417,846 16,860 

Depree. S.L.- ~L. Adj. (16) (24) (8) 

Adjusted Traffic Expenses 400,.970 417,822 16,852 

Tran. to Lon9 Line (2,.,406) 0 2,406 
Wage Contract Adj. 7,692 0 (7,692) 

Recast Traffic Exps. 406,256 417,822 11,.566 

(Red Fig1.lre) 
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$ 47,200 
9,200 

283,300 
900 

14,.000 
9,600 
3,200 

34,800 
200 

(500) 

401,900 

(700) 

401,.200 

401,200 

( 2,400) 
7.700 

406,..500 
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salaries 
Over 90% 

The staff's analysis was oased on total meas~red production 
which are spread over three accounts, 621, 624, and 627. 

of the salaries are allocated to Account 624 where they 
contribute over 80% of the total account expense. Total measured 
produetion salaries are those portions of traffic salaries associated 
~ith operator supervision, force administration, clerical, and 
training. The difference in Pacific's and staff's forecast for 
Account 624 is S13.S. million~ this is the major difference between 
the staff and Pacific for traffic expense estimates. Pacifie claims 
the primary reason for the staff being so mueh less than Pacific 
is because the assumed overall efficiency the staff chose is grossly 
overstated for the positions involved and the salaries in the 
accounts. Pacific cites, as an example, that a change from 76.5 to 
74.5 for only one of the efficiency faetors results in about a 
$3.2 million additional salary requirement. PacifiC claims that 
as an alt~rnative to either of the staff's or Paeific's estimate, 

• 

Exhibit 257 may be used to make an independent forecast of the traffic 
expenses based on appropriate overall efficiency levels. Pacific 
claims that in addition to any changes in an aceount»such as 624, 

• 

changes in Accounts 626 9 629 7 630, and 631 m~~t be r~vised ~ro~or­
tionately depending on the ehange in total measured produetion salaries. 

We will adopt the staff estimates with one exception. The 
staff witness on traffic expenses made an adjostment for efficiency 
salaries in 1981 for the Stockton Directory Assistance Office. 
He claimed that because of the postponement of the installation of 
certain systems in Stockton a $305,000 efficiency saving ~as not 
realized. Ho~ever, the staff witness acknowledged on cross-examination 
that he had maoe no inquiry on how a eonversion would fit in with the 
priorities of Pacifie's total eapital program. Pacific claims it 
postponed the Stockton conversion because of a technical problem with 
the improved system. Therefore, Pacific elaims the economic 
desirability of deferrin9 the Stockton improvement made gooo sense • 
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t 
We will adopt the estimate of the staff for traffic expenses 

with the exception of the $305,000 adjustment for the Stockton 
Directory Assistance Office. The adopted total is $406,500,000. 

Commercial Expenses 
Pacific 
Staff 
Difference 

l 

$730,766,000 
706 ,121 , 0 0 0 

24,645,000 

Commercial expenses support customer account servicing, 
business service centers, residence service centers, marketing 
activities, directory operations, advertising, and staff support. 
The major differences (see Table 9) between Pacific and staff result 
from staff adjustments based on attai~~ent of service objectives by 
Pacific and what Pacific terms "1980 underruns". For purposes of 
this proceeding, Pacific does not contest the estimates made by 
the staff for Accounts 644, 648, 649, and 6S0. 

• 
For Account 640 Pacific accepts all of the staff adjustments 

except for deletion of three manager poSitions, a total reduction 
of $153,000. We will discuss the staff's recommendation for that 

adjustment under Account 645 • 

• 
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• TABLE 9 

THE PACIFIC TtI.EPHONE AND TELECRAPH COMPM"Y 

E;ti~teQ ~n~ A4o~t~ Comm~rcial ExPens~s 
To~l Oper~tions - Te~t Ye~r 1981 - Present Rates 

(DOllars in Thousan6s) 

Pacific 
ExeeeOs 

Staff Pacific Staff Ac10ptee 

Ac. -
640 Genl. Commercial A&nin. $107,519 $116,106 $ a,S87 $107,.700 
642 A6vertising 24,000 27,873 3,.873 24,.000 

643 Sales Expense 82,.524 86,641 4,117 82,500 

644 Connectin9 Co. Relations 1,.059 1,.136 77 1,100 

645 toe. Commercial Opers. 332,367 342,939 10,5-72 335-,400 

64S ~blic Telephone Comms. 22,055 22,751 696 22,.100 

649 Directory Expenses 136,328 136,.345 17 l30,300 

6S0 Other Co~~~rcial EXPs. ~Q 50 Q 100 

Subtotal Before Adjs. 705,902 733,841 27,939 709,200 

Prior A6vertisin9 
Disallowances (2,.876) (2,846) 30 (2,.900) 

• Open Line Advertising Adj. (SOO) 0 500 (1,.000) 
Multistate Marketin9 A6j. (5,718) 0 5,718. (5,700) 

Subto~l A4justments (9,094) (2,846) 6,248 (9,600) 

Total Commercial Expenses 696,808 730,995- 34,.187 699,.600 

Dues and DOnations A6j. (107) (107) 0 (100) 
Deprec. S.L.-R.L. A~j. (78) (122) (44) (100) 

Ac1juste6 Commercial EXps. 696,623 730,766 34,143 6990400 

Wage Contract Adj. 9,498 0 (9,498) 9,500 

Reeast Co~ercia1 Exps. 706 .. 121 730 .. 766 24,645 708,900 

(Red Fi9ure) 

• 
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For Account 642 advertisin9, the 6ifference between Pacific 
and the st~f£ is $3,873,000. Pacific accepts all of the staff adjust­
ments proposed for Account 642 with the exc~ption of its $500,000 
adjustment for 2Penline. Openline is a 7W x 71t, 4-page bill insert 
which Pacific be9an distributing to all residential customers in 
October 1979. Five issues had been clistri~uted through July 1980 
and Pacific indicated that it plans to publish a total of 10 during 
1980 and 12 during 1981. Openline generally contains short artiCles 
about Pacific. Staff believes that only a portion of the epenline 
articles to the date of their review were of a type for which expenses 
could properly be allowed for ratemaking. According to the staff 
Pacific maintained that the balance of the articles are chosen to 
promote readership and that the publication has been successful in 
that re9ard. Staff, however, notes that the Cor.~ission in the past 
has disallowed expenses for informative advertisin9 which was not 
of significant benefit to customers. Staff claims that much of 
Openline's content is this type or institutional adVertising which 
the Co~~ission has consistently disallowed. Staff believes too 
many of the articles are designed to reflect credit upon Pacific or 
the Bell system. Because a portion of S?enline articles have been 
useful and none have been patently objectiona~le, according to 
the staff, the staff would not reco~~end the Co~~ission completely 
disallow QPenline costs and proposes that 50% of the costs be 
allowed for ratemaking. 

Pacific claims the concept of Openline is generally 
approved by the staff and that the staff agrees that wide readerShip 
is essential in carrying out the objectives of the Qpenline 
concept, that is, to provide information of benefit to ?acific's 
customers. Staff stated that the Commission in D.88232 (1977) 
83 C?OC 149, 190, said: 
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"We have previously made it clear that institutional 
advertising (which tends to build the image of the 
company) will not be charged to the ratepayer. 
Several recent cases have explained our current 
policy on advertising. Staff witness Dade's 
teseimony ••• contains a fair summary of what 
these recent cases classify as allowable 
advertising (assuming a reasonable limit): 
(1) advertising that provides a net increase 
in revenue or a net decrease in expenses; 
(2) advertising which instructs customers how 
to obtain or use their service more efficiently 
or economically, or advises them of legal 
or rate matters as required by this Commission, 
or promotes safety; and (3) advertising for 
recruiting employees or protecting utility 
property.~ 

Staff maintains it used those three criteria in judging 
whether Openline articles they reviewed would be allowed for ratemaking_ 
The staff witness' conclusion was that Openline generally benefits the 
stockholders as much as the ratepayers and that they should share 

~eqUallY in the cost. Therefore, the staff is reco~~ending a 50% 
disallowance. 

• 

We oelieve the value of Openline to the ratepayers is minimal, 
particularly in light of the many other forms of communication used by 
Pacific to provide necessary information to the ratepayers. ~~ile the 
expense of 9penline might not be objectionable in less turbulent 
economic circumstances, today every effort must be made to protect the 
ratepayer from incurring expenses which could be avoided. Pacific has 
not demonstrated that epenline contributes measureably to improve 
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communications with customers or to improve service. Consequently, 
we disallow the entire $1,000,000 expenditure for this item and 
invite the shareholders to assu~e this responsibility if they choose. 

~~ile we adopt the staff recommended allowance of $24 million 
for advertising, $3.9 million below Pacific's estimate, we are not 
convinced that the record was developed as fully as desirable on this 
issue. As Pacific moves through the coming transition into partial 
deregulation, great care must be taken to assure that ratepayer funds 
are not used to promote deregulated activities. In subsequent' 
proceedings to consider allocation of costs of deregulated activities, 
the staff and others are urged to more fully explore this question. 

We are also concerned about the sheer size of the advertising 
budget. Consumers frequently question the need for a regulated 

4ItmonopolY such as Pacific to advertise. While there is clearly a value 
to certain kinds of advertising designed to increase volume and thus 
reduce per unit rates, it does not appear that the advertiSing program 
was carefully analyzed from the perspective of value to the ratepayers. 
Both Pacific and the staff should develop a more thorough record on this 
question in Pacific's next general rate ease. 



• 

• 
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For Account 643. Sales Expense. the difference between 
staff and Pacific is $4.1 million. Pacific accepts three adjustments 
the staff made: (1) in the residence portion amounting t~ $11,000. 
(2) for the advanced communications system postpone=ent ~ounting to 
$1.2 million, and (3) for the multistate marketing overestimation 
amounting to $616,000. Pacific strongly disagrees with t:wo other 
adjus~ents made by the staff: (1) an adjustment of ~1.497 million 
for overestimation of 1980 base amounts and (2) an adjustment of 
$759.000 deleting what the staff termed an "unsupported lump sum to 
provide more nomal level of expenses" included by Pacific. 

The adjustmen~ of $1,497,000 for overesttm&tion of the 
1980 base amount is contested by Pacific because it believes there 
is critical need for the increased sales expenses to meet the 
increasing pressures of competition in its customers' serviCing needs .. 
Pacific's witness Brown said that the company's forecasts are based 
on the resources needed to do the job in 1981 and that the staff's 
method, which is based on under runs in some of the commercial accounts 
for part of 1980, fails to consid'er the fact that during any year 
partial-year underruns may be compensated for by overruns in the 
latter part of the year. However, as we pointed out earlier in 
our general discussion on expenses the staff bas acknowledged that 
moving into 1980 Pacific abandoned its constrained budget for a 
higher level of expenses based on its Dec~ber 1979 commitment budget 
and the staff has taken these effects into account. We will accept 
~he staff's estimate. 

Concerning the lum~ sum $759,000, which Pacific claims is 
needed to provide a more normal level of eKpeuse, we agree with 
the staff that a nondelineated lump sum of that nature should 
not be allowed .. If an amount that size can be determ1ned, then its. 

'..: ·V,>-

,\1 
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purpose should be known to Pacific. We will accept the BtAff's 
estimate of $82~524~000 for Account 643 for 1981. 

For Account 645" Local Commercial Operations" th~ difference 
between staff and Pacific estimates is $10,,600,,000. Again, Pacific 
claims that a large portion of the difference" approximately 
$3.3 million" is the staff's conclusion that there has been an over­
esttm&tion of the 1980 base amounts. Pacific uses the same argument 
here as it did for Account 643 and again we will not accept it. 

A second major difference berween pacific and the staff is 
for expenses associated with residence service center and business 
service center improvements. In support of its estimate Pacific 
cites 1979 actual and 1980 and 1981 target levels for efficiency 
measurements of its business and residence service center offices. 
Staff claims that Pacific' 8 efficiency measurements have soared in 
1980 and' are currently far above the utility's stated target for 
1981. Additionally" staff does not believe a special expense allowance 
to improve residence service centers in 1981 is warranted and it does 
not believe Pacific would apply any of the funds requested for that 
purpose. Staff" therefore" excluded $3,,198~000 it bas identified in 
Pacific's work papers associated with the improved residence service 
center service .. 

Staff claims that Pacific has also included in its exhibits 
and work papers additional employees and expenses it believes are 
necessary to ~prove the service levels in its business service 
centexs. Staff claims the same arguments it made for the residence 
service center disallowance apply to the business service centers 
as well ~ It does not believe a special expense allowance to improve 
business service centers in 1981 is warr&nted~ Dor does it believe 
the utility would apply any of the funds requested for that purpose. 
therefore~ staff bas excluded $3~227,OOO it identified in the company's 
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• 
work papers for Acco~nts 640 and 645 as applying to improve business 
service center se=vice. The por~ion in Account 640 is for the 
previously mentioned three manager positions, totaling $153~OOO. 

?~cific cl.:lims t.'1e z~ff lookcC ~t -only- one of the t.,""r~ zubmitteO. ~rvicc 

obj~ivcs for business sc~icc C0n~ers whic~ hoe =e~chcd the 1981 ~rgct level 
during 1980 and deleted the entire service im:prove:nent expense on 
that basis. The stAff acknowledged that Pacific was among the poorest 
comp~nies in the Bell Systeo in terms of the satisfaction of business 
service customers. In addition, the staff agreed that 1981 objectives 
set by Pacific arc reasonable. We will acce?t ~~e staff estimate 
adjusted for the $3?227,OOO. Therefore, for Account 640 we ~ll 
accept the staff's estimate of $107~5l9,OOO adjusted ~y $153,000, 
for a total of $l07~672~000) rounded to $107,700,000. For Account 645 
wc will accept the staff estimate of $332,367,000 adjusted by 

41$3,074,000 ($3,227,000 - $153,000) for a total of $335,441,OOO,rounded 
-- to $335,400)000. 

The final oajor eX?ense adjus~cnt recommended by the s~aff 
involves mul1:istate marke~ing (MSX'). 'Ihe staff recommends $$,718,.000 
b~ czcluded from 1981 estimated commercial expenses. MSM is a cost­
sharing arrangement wi thin ~hc Bell Syst~ by which AT&T? s Long. Lines 

Department (Long Lines) assumes the respensibility for marketing 
intrastate and interstate products and services for designated large 
multistate customers. The purpose of this is (1) to pe~it more 
responsive service by providing a single point of contact for cust~ers 
needing services from more than one Bell company thus eliminating 
coordination problems among jurisdictions and' (2) to promote more 
effective msrketing to these customers than was previously possible. 
MSM cos t recovery is accomplished by prorating the expenses of the V 
activity to orCs based on to~l interstate and intrastate revenue 
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in each jurisdiction. The federal goverament is the largest multi­
state custexner. Federal govermnent MSM costs have been estimated 
separately by the staff and Pacific and are not at issue in this 

disallowance. The disallowance involves Pacific's taking. over 
marketing for the remaining. multisute cus taners with Long Lines 

billing. This is referred to as Pacifie MSM. The staff bases its 

proposed disallowance on three points: 
a. Pacific has been unable to demonstrate the cost­

effectiveness of Long Lines MSM. 
1>. Long. Lines MSM is not really a new program 

warrant~ such & large inerease in expenditures. 
It is a continuation of the existing Long Lines 
national account management program .. 

c.. In Pacific MSM, Pacific has assumed full aceount 
management responsibility for Long Lines billed 
accounts previously managed in part by Long Lines 
but Pacific has no reciprocal mechanism for 
recovering its costs. 

The staff was unable to ascereain the reasonableness of 
MSM expenses for Pacific. Staff found that there were no Long Lines 
MSM expenses recorded by Pacific prior to 1980. In 1980 the staff 
estimates that Long Lines will bill Pa.cific $8,720,000 and in 1981, 
$11,436,000. Since Long Lines in 1980 initiated billing to Pacific 
for marketing work done on Pacific's behalf, it would seem appropriate 
to the staff that Pacific reciprocate for work it performs on Long 
Lines' beb.a.lf because Pacific is assuming full account management 
responsibility for approximately 300 - 500 accounts; these are firms 
headquartered in California, but with regional or national camnuni­
cations facilities. In effect, Pacific account executives will naw 
be marketing intersute services which will be billed by Long Lines. 
Therefore, staff reccmnencls that the COCDClission disallow one-balf of 
the estimated 1981 $11,436,000 AT&T's Long Lines' billings to Pacific. 
That vould amount to an adjustment of $5,718,000. We will adopt 
that recommendation. 
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lio other e.timates for coamercial expenses. Table 9. are 
in dispute among Pacific. the _taff. or other parties. 

There is another matter under cClZllDercial expenses wh.i.ch 
received considerable attention in, this proceeding. In D.9149S 

dated April 2. 1~80 we authorized an inter~ increase for Pacific 
of $227,000,000 based on a 1980 test year. Includecr was & staff 
recommendation of $69,400,000 to cover estimated intrastate operating 
expenses!! for increased marketing efforts to meet caapet1t1on for 
.ervices which are competitive.. It was expected during this proceeding 
that Pacific would offer testimony on the use of the revenues and the 
results it was producing .. ,HOwever, witness Brown under questioning 
by the ALJ indicated Pacific made no special application of the 
$69.4 million.]l instead, it had been absorbed into the stream 
of expenses incurred by me company on a current basis.. Although 
the $69.4 million may not have been used entirely for the purpose 
intended by D.~149S, the actual 1980 results of operations on 
Table 26 show that pacific did not exceed the rate of return 
granted. 'Iherefore, no purpo.e would be served if we were to 

• rescind the increAse and order a refund'. As for the 1981 est1zate 
staff witness KcVickar treated 1981 as a normal teat year in reviewing 

Pacific's esttmates. He found no unproductive marketing effort 

• 

which would require special treatment of the marketing expenses of 
Pacific as vas required for the suf£ts 1980 est:l.m&tes. 

There 1a only one other aatter to d1apose of under e~erc1al 
expenses. The ataff IJingled out expen.es for International Direct 
Distance D1&liDg (IDDD) advertising for special treatment in the 

&;.1 Although this discussion is under commercial expenses, D~91495 
indicates that the $69.4 million is applicable to: commercial 
expense - $28.2 million; maintenance expense - $32.> million; 
and associated salary overheads - $8.7 million. 

11 Pacific did offer Item 28 in an attempt to explaln that al~ it was 
the s-eaff's :intention that the $69.4 million was to be used for .ma:rketirlg 
related expenses in cc.rnpetitive areas p Pacific did not agr:ee and used the 
funds to CCNer costs of increased demands for service, :i.nfla'cion, snd 
correction of service problems. 
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s~ration of interstate and intrastate expenses. The staff identified 

$559,000 for estimated 1981 IDDD advertising expenses and allocated 

this total entirely to interstate operations prior to making the 
separation to intrastate. The staff claims the- amount deleted is 
for the purpose of IDDD promotion, &n ethnic holiday promotion, an 

IDDD bilingual telephone guide, and business direct mail IDDD 

stimulation. According to the staff, the stated purpose of each of 
these campaigns by Pacific is to increase international revenues 

which are treated as interstate revenues. Thus, the Ca.lifomia rate­
payer will not receive any direct revenue benefit fr~ the expenses. 
Each of these campaigns was inaugurated in 1980. 

. . In making their r~ndation the staff relies on what it believes 

to be si!rilar treat:nent by t..'"le Corr:nission of a~ertising expenses in 0.55207 of 

Pacific (79 C?OC 240,247) and 0.88232 of Pacific (83 C?OC 149,195): 

In those two decisions the Commission adopted the concept that a direct 
• dis tance dialing campaign cannot be conducted which only s timula tes 

intrastate toll calls without having at least a similar effect on 
out-o£-state call volaDes which benefits AT&Tts Long. Lines. The 

Commission concluded that such a campaign would benefit Pacific 501. 
and AT&T's Long Lines by 501& Therefore, of the expenses involved, 

half would be assigned to Pacific's total operations and of that 
balf, the Do~l allocation of advertising expense to 1ntrast&te 
would be made. For example, if the intrasta.te allocation from 

Pacific's total operations were 801. and the expense involvea on 

• 

a total basis is $100, $50 would be allocated to Pacific's total 

operation; of that, 801. or $40 would be allocated to California 

intrastate. In this case, the staff sees no benefit to california 

ratepayers. We agree with the staff that it is a campaign to 
increase international revenues and therefore 1001. should be 

alloea ted to AT&T t S Long Lines; this, of course, would accomplish 
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what the staff recommends~th&t nothing be allocated to' Pacific's 

intrastate service.. lie note Pacific's arg\mlent that under the 
separa'tions manual published by NARUC, Pacific may not recover part 
of the expenses because the toul expenses would be partially 
allocated to Pacific and partially to AT&T's Long Lines.. On the 

other hand, if it cannot be shown. that the revenues fran the campaign 
are treated in a like manner, then the expenses must be disallowed. 
It would appear from this record that all of the extra revenue generated 
is allocated to AT&T's Long. Lines and none of it is allocated to 

Pacific. 
General Office Salaries 
And Expenses 

Pacific 
Staff 

Difference 

$371,S13,000 
355,,621,000 

15,892,000 

The maj or difference here is for Account 662, Accounting 

DeparCMent Expenses; the staff estimate differs from· Pacific by 
$13,789,000. '!'he staff's adjusment is based on a review of 
expenses through July 1980. Again, pacific claims this resulted 
from the staff's taking an underrun and annualizing it. The record 
shows that this annualized figure was $8.2 million and the staff 
rounded this to $10 million prior to increasing it to $].3..7 million 
for 1981 on a trending basis.. Pacific: c:laims the $1 .. * million needed 
to round the $8.2 million to $10 million is inappropriate and that 
any 1981 adjustments should start with the $8.2 million. Consistent 
applic:ation of PacifiC's 1981 percent inc:rease of 12.7~ reduces the 
staff's accounting department adjustment to $9' .24 million.. Account 662 
therefore as estimated by the staff will be adopted but increased by 

the difference between $13.7 million and $9.24 million. or $4.46 million • 

• 
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Account 662 also con~ains costs for postage. Postage 
rates ~ere increased in March 1981 and neither Pacific's nor the 
staff's estimates reflect the increase. Staff Exhibit 246, page 15-8, 
shows postage costs equal to about $16.5 million per year. We 
will adjust Account 662 by three-fifteenths (postage rates for first 
class went fro~ 15 cents to la, cents) or a total of $3.3 million. 

Other general office salary and expense estimates of the 
staff will be adopted. No further discussion is required at this 
point, except to note that antitrust activities adjustments are 
discussed elsewhere in this decision • 

• 
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Ac. 

661 
662 
663 
664 
665 

• 

• 

TABLE 10 

THE PACIFIC 'l'EI.EPHO~"'E AND 'I'EIoECF.APH COMPA.~ 

EstL~teQ ana AaO?tee Gen~ral Office Salaries and Expenses 
Total Opcr~tions - Test Ye~r 1981 - Present ~tes 

(OOllars in Thousands) 

Executive Oepa~tment S 1,872 
Accountin9 De?artment 173,215 
'l're~sury Oe~rtment 9,226 
Law Department 8,447 
Other Gcnl. Ofc. 165,857 

Suctotal Before Aajs. 358,617 

Citizenshi? Activities (124) 
Le9islative AaVOCacy (521) 
Shareholder Visits (382) 
Antitrust Activities (378) 

Suctotal Adjs. (l,405) 

'l'Otal Genl. Ofe. Exps. 357,212 

Reassisn Ad~s. to Prooer Accts. 
a. I>I.les &0 DOnations (117) 
Reverse Overhead Loadin9 for: 
b. Citizenship Aetivities ) 

e. Le9islative Advocacy ) 221 
d. Shareholder Visits ) 

e. Suctotal Adjs. 104 

Adjusted Genl. Ofc. Exps. 357,316 

Wage Contraet Adj. (1,695) 

Reeast Genl. Ofe. Exps. 355,621 

(Red Fi9ure) 
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Pacific 
Exceeds 

Pacific Staff 

$ 1,902 S 30 
187,004 13,789 

9,226 0 
8,447 0 

165,857 0 

372,436 13,819 

(12': ) 0 
(521) 0 
(382) 0 

0 378 

~1 ,027J ~7e 

371,409 14,197 

(117) 0 

27 0 
107 0 

e::z 0 
l04 0 

371,5l3 14,197 

0 1,695 

371,513 15,892 

Ac:1opteQ 

S 1,.900 
181,000 

9,200 
'8-,.400 

165-,900 

366,400 

100 

365,.100 

(1,700) 

363,400 
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Other Operating Expenses 
Pacific 
Staff 
Diffcrerl.ce 

$811,883,000 
675:032 1°00 
136,851,.000 

The staff made ~jor adjustments to ?~cific's expenses for 
relief and pensions. Tne total difference in ine estimates is 
$70.5 million (Table 11). A large contributor :0 ~e differe~ce is 
the staff's use of lower force levels associ~ted with the expense 
levels the suff :::lade for the cain ope'!:'a'ting. accounts. '!he staff 
witness stated t~~t if the adopted force levels arc different from 
those on which he based his adjos~ents, there would be a per­

e:np-loyee expense change • 

• 
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Ac. -
668 
669 
671 
672 
674 
675 
677 

• 
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TABI..E II 

THE PACIFIC 'I'EtDHONt AND TELEGRAPH COMPANY 

Estimated and Adopted Other Operating Ex?enses 
Total Operatio~s - ~e5t Year 1981 - Present Rates 

(Dollars in ThouS4nds) 

Pacific 
Exceeds 

Staff Pacific Staff 

Insurance $ 960 $ 960 $ 0 

Accident & Damage 2,405 2,405 0 

Operating Rents 51,889 54,412 2,523 

Relief & Pensions 559,669 630,.202 70,533 
Genl. Service & Licenses S5,S15 SS,3SS 32,.840 

Other Expenses 62,435 64,093 1,658 

Expense Char9ed to Const. (32,629) (34,433) ~l ,804) 

Subtot~l Before Adjs. 700,244 805,994 10$,750 

Exclusion of Dues & ~nations (738) (647) 91 

Relief and Pensions 419 419 0 

Decision 91495 (Incl. Advice 
Ltr. 13641) .7,463- 7,463 0 

Pioneer Activities !l9SJ 0 125 

Subtotal Adjustments 6,949 7,235 "-
286 

Total Other Oper. Expenses 7C7,193 813,229 106,036 

Reformat - Reassi9n adjs .. to 
proper accts. 
a. Dues & DOnations 

(Commercial Exp.) 107 107 0 

b. Dues & DOnations 
(G.O .. Sal .. Exp.) 117 117 0 

c. Depr. S .. L .. -R~L. (Bal .. Oth.) (62) (97) (35) 

d. Pen. & Payroll (Bal .. Oth. 
Overhead Loading) (221) (21S) 

eOo Dues & Ponations (Gen. Ofc. 6 0 
Overhead Loading) 3e 38 

fOo Subtotal (15) (50) (35) 

Traffic Exp. Adj .. 44 0 44 

Tran. to Long Line (3,781) 0 3,781 

Wage Contract Adj. (27,113) 0 27,113 

Rescinded-Advice Ltr. 13541 !l ,~26) ~1 ,296) 0 

Recast Other OperOo EXps • 67S,032 811,883 136,8Sl 

(Red Figure) 
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AdoEteO 

$ 1,000 
2,400 

51,900 
6)0,200 
57,;00 
62,400 

(32,600) 

772,800 

(700) 
400 

7,500 

7,200 

780,000 

(3,800) 
(27,100) 
(1,.300) 

747,800 
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A major difference~ $27.6 million~ between the staff and' 
pacific is in the area of pensions and death benefits. The staff's 
estimates are lower because it used a 16.9~ accrual rate compared to 
Pacific's 17.24~ rate and also because of lower labor cost esttmates. 
The 16.9~ rate is a revised rate which was provided to Pacific by _ 
AT&T July 3l~ 1980; the staff asS\m1ed this revised rate will also 
be valid for 1981. Another major difference is $5.2 million for 
group life insurance. Pacific calculates its life insurance costs 
the same way it does for pension costs. That is~ estimated payroll 
is multiplied by a rate~ .79~, to obtain estimated costs. The rate 
was supplied to Pacific by AT&T without any information on how it 
was derived. In the past, Pacific has done its own insurance cost 
calculations, but this has now been aSS1.1D1ed by AT&T. The staff 
believes there is little reason to accept Pacific's approach especially 
when its- estimated costs for 1981 are $160 per employee compared to 

~ life insurance costs of other california utilities ranging from $75 
to $113 per employee. Therefore, the staff uses an alternate 

• 

approach which assumes the fraction representing the recorded 
relationship in 1979 between life insurance costs and total payroll 
will remain constant. This fraction when multiplied' by the company's 
gross payroll estimates yielded the staff's estimates. Anothel:' 
large difference, $12.8 million, is in the area of basic medical 
expense. Primarily the staff's est~te is lower because of different 
participation ratio assumptions, such as the nt.m1ber of single persons 
versus the number of employees with two or more dependents. Anoth~r 

factor in the difference is the staff ass1.1D1ption that the premium 
rates of Blue Cross, which covers most of Pacific's employees, will 
go up 15~ compared to Pacific's 20 to 25% est~te. Staff rationalizes 
using a lower rate based on the latest agreement between the State 
of California and Blue Cross which is effective August 1, 1980 through 
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July 31, 1981. Adjusted for plan change~costs for the State's contract 
increased by approximately 13.8%. Also, in May 1980 its forecast of 
premium increases to about l6~. A final major difference for Account 672 
is for dental plan expenses. Staff is $6.8 million lower than Pacific. 
The staff estimate for 1981 is based on its estimate that the premi~~ 
rates will qo up by 2S~ over 1980 compared to Pacific's assumption 
that they will rise by about SSx. Pacific's consultant claimed that 
the average premium rate will increase by 13.2% due to higher than 
anticipated major dental work and that the rest of the company's premium 
increase will be attributable to materials increases, inflation, and 
dentists' overhead. The staff concedes that the l3x premium increase 
seems reasonable but does not believe that general inflation will 
result in an additional 42X. The staff noted that the July 1980 
Consumer Price Index for Medical services increased by 11.8% over the 
previous year. It concluded that a 25X increase in total dental expenses 
(13.2 + 11.8X) was a realistic rate for estimating purposes. Finally, 
there is a difference of $6.9 million for overlays which results from 
the staff's capitalizing a greater percentaqeofcosts than does Pacific. 
The staff uses the experience in 1978 and 1979 to calculate pensions 
and benefit costs charged to construction and expense. Pacific's work 
papers indicate an average of the last few years was used to estimate 
engineering costs capitalized, and seven months in 1979 were used to 
estimate plant costs capitalized. Overlays represent differences. in 
wage and wage-related costs between the company's operational and 
corporate views. PacifiC'S approach in developing overlays is not 
entirely consistent with its method for estimating pensions and 
benefits costs; therefore, the staff made an estimate of overlays 
in order to present figures comparable with Pacific's. The staff 
est~tes are in the proportion that total staff-est~ated pensions 
and benefits costs are to total company-estimated pensions and 
benefits costs. 
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Overall for Account 672,we believe Pacific'. estimates. are 

more realistic than the staff's and will adopt them for thia decision. 
For Account 674, General Service and License Expense, the 

staff estimate is S32.S million lower than Pacific's. This difference 
and the $57.6 million we will adopt for Account 674 is discussed in 
the section follo~~ng on license contract expenses. 

Similarly for Account 675, Other Expenses, we will adopt 
the staff estimate of $62,400,000 which is $1.7 million lower than 
PaCific's. Co~~ents on that item are contained in the section followinq 
on Bell Labs Business Information Systems (:SIS). 

Only one other item requires discussion under Other Operatin; 
Expenses and that is the staff-recommended adjustment of $195,000 for 
pioneer activities. Pacific claims that Pioneer activities, which is 
a progr~~ to support its employees who are active in community affairs, 
have the result of improving employee morale ane work attitudes resulting 

• in better job performance. The staff witness who recommended the 
adjus~~ent agreed that if such activities L~proved job performance, 

• 

it would be of benefit to the ratepayers. We will not accept the staff 

adj ust.-nen t. 
All other staff estimates for other operating expenses not 

discussed above are reasonable and will be adopted • 
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Taxes Other Than Ineome 
For operating taxes and deferred tax reserve the forecast 

made by Pacific and the staff is not in dispute~ The differences in 
estimates (Table 12) are primarily due to the differences in the 
expense and rate base estimates used as bases for the tax 
calculation. Any changes which are made in the underlyin9 expenses 
and revenues are reflected in the tax calculations made. This adjust­
ment is 5700,000 and is made to the staff total to be consistent 
with expenses and rate base adopted. 
california Corporation 
Franchise Tax 

Pacific and staff disagree on the method to be used for 
forecasting California corporation franchise taxes. While the 
final determination of the tax depends on adopted estimates for 
revenues and expenses, Pacific claims the method used by the staff 
results in a significant underestimation of the tax. Pacific·s 

~ estimate for franchise tax liability is based on the method used to 
compute the tax by the Franchise Tax Board (Board). The Board 
assesses the actual tax based on the Bell System consolidated taxable 
income as allocated to California based on a three-factor formula. 
In contrast, Pacific cla~~ that the staff estimates tax by using an 
averaqe lO-year effective rate unrelated to the actual way the tax is 
calculated. 
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• tABLE 12 

THE PACIFIC 'ttLEPHONE AND TELEGRAPH COMPAN't 

Estimated and Adopted T"xes Other Th"n Income 
TOtal O?erationz - Test Ye~r 1981 - Present ~tes 

(Dollars in Thousands) 

Pacific 
EXceees 

Staff Pacific Staff AQoEted 

Ac. 

Operatins Taxes 

307.1 Ad Valorem Taxes $124,486 $130,895 $ 6,409 
307.2 State Gross Receipts 892 892 0 
307 .. 4 Otber State & Local Taxes ~,10S 5,105 0 

Subtotal 130,483 135,892 0,409 
Payroll Taxes 

307.5 calif. Unemployment Insur. 11,300 11,858 5se 
307.5 Fed. Unemployment Insur. 3,955 4,151 196 
307.7 Fed. Insur. Contribution 

Act 116,9:22 122,916 5[994 
Subtotal 132,177 138,925 6,748 

Subtotal Before Adjs. 262,660 275,817 13,1$7 

• IOC "nd Taxes on Land 0 6 0 

Total Taxes Oth.. than 
Income 262,666 275,823 13,157 

Pension & Payroll Taxes A~j. 
Payroll (43) (43) 0 
Other (1) (l) 0 

Adjusted TOtal Taxes Other 
Than Income 262,522 275,779 l3,.157 

TranO' to Long Line (1 .. 057) 0 l,057 
Wage Contract Adj. 1,.216 0 (1,.215) 
Traffic EXpO' Adj. 12 0 (12) 

Recast Total Taxes Other 
Than Income 262,793- 275,779 12,986 $262,800 

Adjust for Adopted Expenses 700 

Total Adopted Expenses 26)ySoo 
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Table 13, whieh is based on information eontained in 
Exhibit 331, shows for the last 10 years the taxable ineome, tax 
at the statutory rate, ana the actual tax paid. Also shown is the 
relationship of the statutory rate tax eompared to the actual tax 
paid. Because of the relationship of the Bell System to' California 
the actual tax paid exeeeds the tax at the statutory rate which is 
currently 9.6~. The staff in conformance with previoas Commission 
decisions uses an averaqe of the last 10 years to determine the rate 
to be used. In this particular ease it is 12.5% which is 1.307 x 9.6%, 
the 1.307 beinq the relationship of the last 10 years actual tax to 
the statutory tax. Pacific recommends the latest three years be used 
to ealculate the multiplier to be applied to the statutory rate of 
9.6~. In this ease the result would be an effective tax rate of lS% 
instead of the staff's 12.5%. An exa~nation of the three years used 
by Pacific 1977, 1978, and 1979 shows 1979 to be significantly out 

~ of line with the previous two years and, in fact, the previous nine 
years which were used by the staff in addition to 1979. We will adopt 
the latest: five years aa more nearly reflecting current' conditions. • 

• 
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t 
TABLE 13 

niE PACIFIC TELEPHONE AND TELEGRA.PH COMPANY 
Computation of Effective Tax Rate for california Corporation 

Franchise Tax 
Test Year 1981 

(Dollars in Thousands) 

Separate Tax @ 
Return Statutory Actual ffi Year Taxable Inc. Rate Tax Paid 

<a) (b) (c) (d) 

1970 $ 333~273 $ 23~329 $ 25~534 1.095-
1971 283~312 19~532 20~551 1.036-

1972 178-,066 
1973 28-7,298 23,846- 28-,578: 1.19a. 
1974 296,374 26,674 30,630 1.148 
1975 295,755 26,61S 29',025 1.090 

• 1976- 324,826 29-~234 37,608 1.286 

1977 314,950 28,345 39-,945 1.409 
1978- 439,051 39-,515 52,028- 1.317 

1979 262 1243 23,602 51 2002 2.161 
Total 3,015,148 240,995 314,901 1.307 
5 yrs., 75-79 147,314 209:,608- 1.423-

1.307 x 9.6 - 12.5'-
1.423 x 9'.6 - 13.7~ 
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• Foe determination of the additional franchise tax liability 

which resule& when increased rates are granted. the staff claims that 
the 12.5% is not appropriate. Pacific's ~ax liaoility for francbise 
tax is not solely eependent on its California operations~ Because 
it is part of the Bell System, the Board has taken the position that 
its tax liability should be determined wi~h re!erence to a »combinee 
report" of the Sell System. The co~~ined report makes use of a threc­
factor formula which determines therel~tionship of California wages, 
revenues. and averaQc net tangible property of all Bell System operations 
in california to the same three factors for the Bell System. Because 
when increased rates are granted only the revenue factor changes, the 
impact of any increase affects only that factor, not all three. FUrther, 
only PaCific's California intrastate revenues are affected by rate 
increases granted by this Co~~ission. In consideration of tnese 
factors the staff has determined that tne proper incremental tax rate 

4It for any increase in rates Qranted by the Co~~ission is 1.34X. 

Net-7o-G~oss Multiplier 

• 

This is also the rate used by the s:aff for development 
of its net-to-gross multiplier which is 1.896. That factor is developed 

as follows: 

Gross Operating Revenues 
Uncollectibles at 1.00 

(intrastate operations only) 

State Corp. Fran. Tax @1.3~X 

Fee. Income Tax @ 46x 

Net Reven~e 

100.00 

1.00 
9~.OO 

1.33 
97.67 

44.93 

52.74 

Gross Multiplier = 100.00 - 52.74 = 1.896 
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• 

• 

Federal Income Tax 
Consistent with D.9l337 dated February 13, 1980 the staff 

developed its estimates for federal income tax based on a "full 
normalization" basis subject to refund upon completion of the litiQation 

with Internal Revenue Service (IRS) concerning the usc of the AAA 
and AA. methods. Additional dis'cussion of accelerated deprecia:1:ion 

is contained under the section on Other Issues which follo~. 
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• 
License Contract Expenses 

AT&T, through what are known as license contract agreements, 
provides the OTes advice and assistance in engineering, plant, traffic, 
commercial, accounting, legal, and other telephone business matters. 
AT&T also furnishes financial advice and assistance and agrees to 
pursue fundamental research, investigation, and experimentation in 
the development of telecommunications and makes the benefits of this 
work available for use by the orCs. The first of these agreemen~s 
existed prior to the turn of the ceneury. At t:ha~ time, they primarily 
covered the rental of telephone equipment by AT&T to the OTCs. The 
present general form of the contracts was established in 1915. Current 
contracts provide that orCs will pay a fee of no more than 2.5t of 
their operating revenues in return for the services AT&T provides. 
The estimated amount billable to Facific for 1981 exceeds $134 million. 
From 1948 until 1974 the eTCs were re~uired to pay only l~ of their 

• revenues to AT&T. In 1974, AT&T unilaterally changed the method of 
billing by notifying the orCs that they would be billed their 
allocated share of AT&T's costs plus a reeurn on the associated 
inves tment but not to exceed 2.51. of the OTCs gross revenues. 

• 

The CODnission first examined the reasonableness of the 
fees in 1947 in A .. 28211, a general rate proceeding. of Pacific. In 
D.41416 issued April 0, 1948 (4S CPUC 1) the Commission found that 
the "so called license contract or agreement is, in fact and in law, 
not a contract or agreement but is in essence a directive or a 
reqw..rement imposed upon Applicant by the American Company. n In that 
proceeding, the Commission disregarded the agreement in determining 
a reasonable amount for the services AT&T provided Pacific. In 

subsequent general t~te proceedings of Pacific, the Commission has 
adopted the same fundamental approach. Any issues that arose in 
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later proceedings were limited to the dete~ination of the proper, 
just, and reaaona~le allocation of the costs. In Pacific Tel!phone 
and Telegraph Company v Public Utilities Coamission (1965) 62 cal 2d 
662-663 the California Supreme Court upheld' the COIrID.ission's procedures. 

The most recent and extensive examination of this issue took 
place in a supplemental phase of A .. 55492, another general rate 
proceeding of Pacific. D .. 90362 dated June 5, 1979 covered the results 
of that examination. In that deciSion, Conclusion of Law 2 stated: 

"Future license contract proceedings should be 
separate investigations conducted every few 
years with the results being applied to Pacific's 
rate increase applications. Pending completion 
of these periodic dete~inations, the last 
adopted ratemaking adjus~ent should be applied 
in Pacific's rate cases." (Mimeo. p. 113-.) 

However, in a parenthetical statement to the dicta in dBat decision, 
the Commission stated "(Th.is should not limit,. however, the staff 

~ from recommending adjustments in other areas of the license contract, 
not covered by the most recent investigation)." 

• 

In this proceeding, the staff characterized its study on 
license contract costs as basically an update of information developed for 
A.55492. However,. with the conclusion and statement of the Commission 
noted above in mind, the staff maintains it is not precluded "from 
looking in other areas of License Contract not covered by the most 
recent, investigation such as new General Departments, reorganized 
General Departments or activities not previously reviewed." (Exh. 262 
I II page 4-3.) The staff believes a fresh look at some of the 
information surrounding the license contract matters is required 
in this application because of (a) the realignment of Pacific's and 
AT&T's management announced last summer in response to the FCC 
Computer II decision which requires unbundling of certain operations 
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by March 1982, (b) a substantial increase in operating system costs 
charged to the OTCs through cost-sharing agreements involving Bell 

Labs t business information systems organization, and (c) the need 

for an update of previous ataff calculations. designed to limit Western.' s 
profits on sales to Pacific to the return authorized Pacific by the 
Carmiasion. 

Pacific believes the staff study is not an update but a 

thorough restudy and moved to have the staff study and the license 
contract matter considered in & separate proceeding based on the 

eODclusion of the Commission in D.90362. Pacific's motion to sever 
vas denied by the AI..J; we affirm that ruling. 

The staff stated that although some adaptations were 
necessary because of changing conditions, their report generally 

followed the basic principles set forth in D.90362. According to 
the staff, that decision disallowed, for ratem&king purposes, license 
contract expenses charged to Pacific which the Commission concluded 
were of primary benefit to AT&T shareholders or of primary benefit 
to the Bell System products designed to compete in the marketplace 
with those of other manufacturers and' found that those costa should not 

be borne by california ratepayers. 
License contract expense vill be discussed UDder five 

general areas: 

1. Bell Labs Expenses. 
2. AT&T General Department Expenses. 
3. Return on Investment (R.OI) for the 19'5· 

Broadway Corporation. 
4. Bell Labs Business Information Systems. 
S. The Wes tern Electric Adj us tment. 
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t 
Table 14 contains the pertinent information for discussion 

in this section. Pacific And staff agree that total estimated billings 

to Pacific under the license contract agreement for 1981 vill be 

$134,47&,000. In conformance with its understanding of D.90362, Pacific 
recommends adjustments to that figure of $46,121,000 for a ratemaking 
allowance of $88,355,000 for the total Pacific Company. On the other 

hand, the staff recamnends the adjustments under D.90362 of $59,854,000 

and an additional adjustment of $19,107,000 because of AT&T and Paeifie 

organizational realignments related to the FCC Computer II decis1on~ 
this brings the $taff's total adjusted" billing to $5>,515,000, 
$32,840,000 less than Pacific's. In addition, the staff recommends 
an adjusted" billing of $18,441,000 for BIS of Bell Labs," and a Western 

Electric adjustment of $139,069,000 to rate base and $24,325,000 to 
expenses .. 

• 
Diagram A will belp the reader aort out the interrelation­

ships among AT&T, Bell Labs, Westem, and" Paeific vb.ich are necessary 

to understand" the adjustments adopted in this decision for expenses 

• 

charged Pacific by AT&T, billings to Pacific by Bell Labs, and" the 
Western Electric adjustment • 
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• TABt.E 14 

THE PACIne m.EPHONE AND m.E.iRAPH OOMPANY 

SulDary or Adjustment.s 
A!1'il1ated Relat.ionship~ 

Eataatec1 1981 
(Dollars in Thousands) 

Item -
General 

Departaent 

License Contract ~se 

Estimated Billable to Pad.!'1c 
Paeif1c's ».90362 Adjustments 
Pacif1c's Adjusted EK"1ng 
Stat!· s D.90362 Adjustments 
Stat!'. Adjusted ROling 
SWt's Rea11grnent Adjustment 

Stat!' s Adjusted. Bi" 1 ng 

Difterence: Paci!ic-Statr 

$ 79,770 
(22,Ug) 

57,652 

(JO'395) 
49,375 

(18,063) 

3l,3l2 
26,)40 

Bell I.ab~ 

$ 4h,167 
(22.294) 

~,m 

(2lt,6~2 
2J.,Sl7 

ReI -
$ 8~539 

(1,1222 
6,830 
(!t,~) 
:h730 
'll°Wt~ 
2,686-
4,l44 

Adopted B11'1ng 31,;300 22,700 

• B'1'L-&lhes. Wo_tion sn-. 
3,500 

Eat1lla.te Billable to Pac:i!ic 
Stat! Ac1just.aents: 

Increase to· Reneet. Updated BIS E.xJ>ense Levels 
Deduction tor Projects not Used bY' Pacific 
Deduction to Reneet. Revenue tree Sale 

ot BIS Products 
Decluet10n to- Retleet Revenue boa Sale or 

max Prograu 

Stat! Adjusted B:1JJing 

Western Electric Ac1justaent. 

Rate Base Cld Expense Adjustments tor 
Pac:ific'a Purchases troc· Western: 

Rate Base Beduct1011 

kpense Bectuet.1on 

(Bed Figure) 

• 
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Total 

$ 134,476-
~!t61121l 
88',355 

,~,8~2 
74,622 
'12',lOZ~ 
55,515 
32,840 
57,500 

482 
(990) 

(2$6) 

(894) 

l8,441 
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Taking first the $2,356,000 difference for Bell Labs on 
Table 14, it is made up of several differences between Pacific and 
staff estimates for research and systems engineering (R&SE). 'table 15 
is a SUlllD&ry of the two estimates for 1980 and 1981. Pacific and 
staff est1mates for 1980 are almost the same. The staff's adjustments 
for 1980 which it supported with an exeensive study (Em. 261 

f III) may be l\DD&rized as follows: 
a. Procedures for ensuring 'the proper allocation 

of expenses to Pacific are Dot reliable because 
the supporting detail for cases does Dot enable 
Bell Labs to track costs by class of work. The 
staff has adjusted the 1980 class of work 
assignments to reflect more accurately the nature 
of the work performed. This adj us tment reduces 
Pacific's portion of Bell Labs 1980 expense by 
$500,000. 

b. Bell Labs refused to disclose certain aspects 
of its R&SE work due to trpreannouncement 
problems" • Because the s t8.££ was Dot able to 
review this work, it recOCllDends th.a t the related 
expenses be disallowed. This would reduce 
PaCific's portion of Bell Labs 1980 ROSE expense 
by $1,150,000. 

c. Bell Labs incurred $5,449,300 of antitrust­
related expenses in 1979'. The staff recommends 
that 501. of such expenses allocated to R&SE 
cases be disallowed. This adjustment would 
reduce Pacific's ~rtion of Bell Labs 1980 
ROSE expenses by ~158,000. 

d. The staff has determined that 654 of Bell Labs 
ROSE work is product-related and should be 
funded by Western. However, in keep~ with 
D.90362, the staff rec:oamencis that 50"L of a.ll 
R&SE expenses (after excluding patent expenses, 
and after staff adjus~ents to R&SE expenses) 
should be disallowed. 'this adj u.s tmeDt would 
reduce Pacific's ~rtion of Bell Labs 1980 
R&SE expenses by ~19,62&,000. 
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TABLE l5 

'I'HE PACIFIC TELEPHONE AND TELEGRAPH COMPANY 

Bell Labs R&SE Expenses 
Estimated 1980 and 1981 Test Year 

(Dollars in Thousands) 

Year Item Staff 
Utility Exceeds 

- . Utilit::t;: Staff 
1980 'Estimate $40~S75 $40~515 $ (60) 

Adjustment 21 1°14 19'156~ (1.449) 
Adjusted 19~56l 20.950 1~389 

Estimate 44,632 46.167 1.535 
Adjustment 23 1115 22 z294 (821) 

1981 

Adjusted 21,517 23,873 2,356 
Adopted 22,684 

(Red Figure) 
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We will adopt Item a. Item b- apparently represents new 
products aDeier development whieh are competition-sensitive. We will 
not allow expenses which cannot be reviewed by our staff .. 

Although we will adopt Items c and d, they will require 
a minor adjustment because there is an apparent error in the st:aff's 
memO<! of calculating. the disallowances.. Suff recOlllDcds that: of 
the $31&,000 billed to Pacific by Bell Labs for antitrust expenses, 
one-half or $-158,000 should be diS4llowed. However. the computation 

used by the staff to accomplish this disallows 75% of the $316.000, 
80 the.staff adjustment should be reduced by one-fourth of $316,000 
or $79,000.. Otherwise the staff' .. 1980 estimates for total expense 
and the adjustment are reasonable and will be adopted~ 

For its 1981 estimate, the staff applied a 104 factor to 
its 1980 estimates for a total adjusted amount of $2l,S17,OOO (Table l5). 
Pacific estimated 1981 by a forecast method consistiQg of a lOt 
inflation factor and a 5~ growth rate. !he staff ignored' the 5"1 

growth rate because it believes Bell tabs did not justify it; where 
management decisions can playa major role in setting expenditure 
levels it is the staff's position that it is incanbent on the utility 
to show that expenses are just and reasonable. However, by any 
standards. contained in this record on growth~ 5X is a reaaonable rate. 
We will adjust the staff' a 1980 estimate by the $79,000 previously 
discussed and bring it forward to 1981 by & factor of 1.10 x 1.0>. 
That calculation is (19,561,000 + $7~,000) x 1.10 x 1.0S - $22,700,000. 

The differences in the general deparCDent and l~S ROI 
estimates may be summarized as follows: 
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TABLE 16 

Total 
Pacific Allowance 
Staff Allowance 
Difference 

General Deparcnent 
$57,652 

31,312 
26,340 

195 ROI 

$6,830 
2,686 
4,144 $30,484 

The approximate differences between Pacific's and staff's 
estimates are because the staff: 

a. Disallowed $600,000 for product-related activities 
which Pacific and A.T&T would not discuss vi th the 
auff. 

b.. Disallowed 501 of all antitrust activities .. 
Pacific's estimate allowed 507. of U .. S. 
Department of Justice (Justice) antitrust costs 
and 1007. of all other antitrust activities. 
Difference: $1,600,000 for 1981 .. 

c.. Applied a rate base methodology consistent 
with D.90362 in calculating 195's return on 
investment rather than an overall composite rate 
developed with June 30, 1976 estimated data. 
Difference: $3,100,000 for 1981. 

d. Allocated overheads to direct general deparcnents 
consistent with D.90362; ap?lied D .. 90362 dis­
allowed activities ou a departmental basis 
rather than through an overall composite rate. 
The individaal departmental basis vas selected 
because AT&T bas undergone IB&jor departmental 
changes since D .. 90362 and because individual 
departmental activities do not increase in the 
same proportion AS the overall budget .. 
Difference: $6-,000,000 for 1981 .. 

e.. Reflected in the 1981 estimate the effect of 
AT&T's realigJDent of its general department 
effective September 1, 1980. The purpose of 
the realignment is to ensure effective manage­
.ent of the transition to a new administrative 
structure in line vi th current regulatory and 
Legislative policies of expanding COMpetition 
in the telecOlllDWlic:&tions industry. The 1981 
adjustment totaled $19·,100,000 • 
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Its a, the $600,000, is similar to the disallowance 

previously discussed for Bell Labs and' will be adopted. If they do 
not vant to tell us vh.at the expense is for, we will not allow it. 

The $1,600,000 additional disallowance for antitrust 
activities recommended by the staff is an expansion of previous 
disallowances by the Commission. Additional comments on this issue 
are contained in the discuaaion on the staff's audit report which 
follows in the section on other issues. 

the major suits being defended by the Bell System are: 

1. The Justice suit to divest AT&T of Western. 
2. The Litton suit which alleges violations of 

the Sherman Anti trus t Laws. 
3. Various other cases alleging patent infringe­

ments or other restraints of trade by AT&T, 
Western, and various O'I'Cs, other than Pacific. 

The Justice suit vas discussed at length in the staff's 
'~eport on the Affiliated Relationship of the Pacifie Telepbone & 
Telegraph Company with Bell Telephone Laboratories, Inc., AT&T 
general departments, 195 Broadway Corporation"", dated August 26-, 
1977, Exhibit 286 in A.55492. The staff claims that in A .. 58223, 
the Commission carried forward its findings in D.90362 which dis­

allowed 501 of the Justiee suit defense. This position was a 
carryover frcm a "Phase Itt decision in A. 55492. The ec.niasion 
stated "we will keep watching developments in this suit to see if 
it is necessary to reevaluate this percentage at a later date .... " 
(D.88232, p. 200.) 

Staff maintains that the Litton suit, whieh alleges 
violation of the Sherman Antitrust Laws, and' other eases as well, 
which allege patent infringements or restraints of trade by AT&T, 

Western, and other OTCs) are s1m1lar to the Justice allegations • 
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The regulatory treatment of such antitrust suits should be consistent; 
both the ratepayers and s toekbolders stand to win or lose on specific 
allegations. Therefore, it is reasonable to expect the ratepayers as 
well as the stockholders to share the cost equally. The staff 
recommends that ratepayers incur SOX and stockholders SOX of all 
antitrust suits. On this record a comparison of the Justice and 
Litton cases can be made fran, Exhibit 26-5 and Item 34. The substantial 
similarity in these two cases is readily apparent; we vill accept 
the staff recommendation. 

Item- e involves 195 which is 100i. owned by AT&T. The 

function of 195 is to provide building space t office equipment, and 

transportation for AT&T. Tbis corporation vas formed in order to 

comply 'With the teleph.one franchising lavs of the State of New York 
which prohibit two teleph.one utility eompanies from. owning property 
in the same service area. Because New York City is served by the 
New York Telephone Company, 195 bad to be created by AT&T to confoxm 
with New York law. The majority of the buildings and all of the 
furnitures and fixtures of AT&T are owned by 195. In addition to 
providing offices and furniture,19'5 attends to AT&T's needs for motor 
vehicles) aircraft t leasehold improvements) maintenance) and 
janitorial services. 

As compensation for its services t 19"'; bills AT&T for the 
expenses incurred at cost. No profit is billed by 195- to- dle general 
department of AT&T. However. AT&T does include a return on its 195 
investment as vell as on its Bell Labs' investment 'through license 
contract billings to the OTCs. The return is computed on AT&T's 
average total capital. This method varies from the Commission's 
traditional used and useful rate base approach for a regulated 
utility. In D.90362, the Commission ruled that a utility rate base 
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calculation for 195 is the appropriate method for license contract 
purposes. Because the functions of 19'5 have not changed the utility 
regulatory rate base approach for 195 is still applicable. In 

following through on that approach, it is necessary to allocate 195'5 
return on investment between allowable and disallovable activities 
for ratemaking purposes. This is required ~o that Pacific's ratepayers 
will not be unduly burdened vith a return on investment devoted to 

disallowahle activities. 
Table 17 develops the net required return recommended by 

the staff of $2,686,000. It should be noted" that although Table 17 
develops the full $2,686,000, $1,444,000 of that total vill be 

included" in the discussion of Item e, the realignment issue, which 
follows. We will adopt $3,500,000 as the return on investment for 
195 which reflects the 12.91t return adopted in this decision. 
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TABLE 17 
THE PACIP'IC m..EPH:)NE AND m.mRAPH OOKP.ANY 

Developaent. ot St.a.rt~ s ROI 

Item -

195 Broadway Corporation and. Bell LaOs 
For the 1981 Test Year 
(Dollars in '1'housand.s) 

195 Broadv!y Corporation 

Plant in Senice 
Less Depreciationy Amort1za.tioD. 

Net. Plant. in Service 

Plant Helcl tor Pu.ture Use 
Mad1son A.venue Land 
Interest. Du.ling Construct1on 
Workizlg Cash 
Less: Deterred Federal InCOlle Tax 

Total. 

I..e:s:s Deductions tor NoDl1cense Contract. Aetl:v~tty: 
Western Elect.ric and HoDl1cense 
Cost-sbarl:ag Agreements 
Investor Interest and Proc1uct Belated 
Rea'; gnment. Related to Detar1t.tec1 Items 

Total Deductions 

195 Broadwq Corporation Rate Base 

Bell Telephone Laboratories 

Atilt Investment. in Bell Labs 
Lesst Investor Interest, Product. Related 

Net Bell Labs Investment 

License COntract. InvestlleDt 
.Allocated f. to Pa.c11'1c 

Total Investment 

Rate of Ret.uxn (P&ci!ie Aut.horized.) 

Retum on Inves'blent 
Federal IDcOlDe Tax and rrc )let. 
RoyalUes 

!Jet. Required· Return 

S494,Zlb 
97,350 

)96,926 

9,880 
24,000 
17,369 

5,592 
45,745· 

4Oa,02Z 

11,070 
28,072 

140.691 
83.472 
263:,~$­

l.44,717 

2l.2.394 
110,445 
101.949 
24$,666-

9·84~ 
24.m 
lO.2~ 

2~ 
597 

(m) 
2,686. 
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The $26,340,000 difference between Pacific and staff shown 
on Table 14£or the general department includes $lS,063,000 involved 
with \:he staff's recoamendation on the realignment adjustment and 
the above-mentioned $1,444 ,000 which will be discussed· under Item e. 
Also included in the $26,340,000 are the $600,000 discussed in Item a 
above and the $1,600,000 discussed in Item b. That leaves 
approximately $6)000,000 for discussion under Item d. 

Table 18 is a comparison of Pacific and staff general 
department estimates. It also shows the subdepartments involved in 
the general department operation and billable amounts to all O'ICs 
and to Pacific for 1981~ 
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TABLE 18 
THE PACIFIC m.:EPHONE AND m.E:iRAPH COMPANY 

Co~parison of Pac1!1c'5 and Starf's 
General Department Estimates 

For the 1981 Te5t Year 
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tbe adjustments made to the license contract charges to 
Pacific by AT&T for general department billings involve two factors: 
<a) investor-interest eos ts and (b) product-related costs.. The 
Commission'. policy which bas been 10ng~established~1 is that it 
will not recognize for ratemaldng purposes expenses which a parent 
or holding company incurs for' its investors which are passed on to 

regulated utility companies as part of a management or service 
agreement. The following is a brief list of investor-interest-type 

expenses: 
a. Financial Reports to Stoekh.oldus .. 
b. Payment of Dividends and Bond Interest. 
c.. Maintaining Stock and Bond Records. 
d.. Annual Meetings of Stockholders. 
e. Correspondence with Stockholders .. 
f a Legal Aceions to Protect Investor Interest:s .. 
g. Advertising Designed to '?romote Corporate Image. 

h.. Directors r Fees. 

i. Auditors' Fees .. 
j. Consolidation of Records and Reports. 

Product-related costs are incurred by AT&T, Bell I.abs, and 

Western through product-development activities~ In order to coordinate 
the product-development process, product teams are formed from personnel 
of the three entities. The expenses incurred to support a product team 

fr~ AT&T are charged to the licensee companies as license contract 
expenses. The expenses of Western t 8 team> members are recovered through 
Western's sale of products, and the expenses of Bell Labs are recovered 
partly fran licensee contracts and partly from Western. 

The st:aff claims that during its last audit, product teams 
and their related product-development costs were easily identified. 

~/ Pacific decisions as follows: 48 cree 11, 62 CPUC 84S, 69 CPUC 60, 
D.90642 dated June 5, 1979 in A.55492 and C.10001 • 
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However, as & result of the reorganization of the AT&T general 
department, 'which is discussed later in this section,. the use and 

role of interdepartmental product teams has taken on a greater 
significance, making it more difficult to directly determine product­

development coats. 
In Ole st:aff report, those departments which are involved 

in the produ.c:t-development process at AT&T are identified. Using 
the philosophy from D.90362, for departments containing product­
development costs which are of primary benefit to AT&T and its share­

holders, the ataff adjusted for ratemaking purposes those departments 
charging produet ... development costs to license contract expenses. This 
is the major staff departure from the last staff study of license 

contract expenses. 
Staff's Exhibit 262 analyzes each of the subdepartments 

of the general department of AT&T for investor-interest costs and 
product-related costs. Based on that analysis the staff recoamended 

what it believes are the appropriate amounts for each subdeparODent 
to be excluded from the license contracts agreement. We will adopt 
the staff recommendations for this decision. 
Realignment Adjustment ($19',107,000) 

Shortly after the staff prepared its preltminary draft 

report, a Bell System press release dated August 20, 1980 announced 
a major realignment of responsibilities at AT&T headquarters to become 
effective September 1, 1980; this realignment split the organization 
into two parts. One would be responsible for the regulated' basic 
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telecommun1eae1on services and 'the other for the fueure unrer1ated 
enhanced services and sales of cus·tomer premise equipment .. ~ 

The staff claims that despite the basic changes that AT&T's 
September l~ 1980 realignment of its general department will have on 
che focus and direction of activities as a result of deregulation~ no 
changes have been proposed in license contraC1: agreements with the 

OTCs. The realignment of the AT&T general department and iu impact 
on license contract cOS1:S passed through to Pacific is the major 
item addressed by the staff in a supplement to Section II of 
Exhibit 262.. Figure A is a sketch of the new organization taken 
from staff Exhibi 1: 262, Section II, p.. $-4.. As can be Doted~ the 
September 1, 1980 realignment separates AT&T's general department 
into three primary activities: 

1. Corporate s.taff activities .. 
2.. Regulated activities .. 
3. Prospectively detariffed/unregulated activities. 
In the staff's opinion ratepayers of regulated services 

should Dot pay the costs incurred by AT&T for setting up a wholly new 
enterprise that will ta.ke over the cletar1ffed/unregulated activities 
of AT&T in March 1982 under the current FCC Computer II decision. 
The staff believes these costs should be charged either ~~AT&T 
shareholders or be cle£erred and recovered in pricing the prospeceively 
detariffed/unregulated enhanced services and telecommunications 
products _ 'therefore, the staff recommends disallowance of all expenses 
of the prospectively detariffed activities section. 

J../ The FCC in its final deci~ion in uo~ke~:20S2S, (1980) 8O-62S~ 
(Computer Inquiry II) stated "the term 'enhanced service' shall 
refer to services offered over common carrier transmission 
facilities used in interstate communications, which employ computer 
processing applications that act on the format content, code, 
protocol, or similar aspects of the subscriber1s transmitted 
information; provide the subscriber additional, different, or 
restructured information;, or involve subscriber interaction 
with stored information. r 
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Pacific concedes there should be an adjustment but claims 
it should be $2,491,000, not $19",107,000. We note that by & publi­
cation in the Federal Register dated March 2'>, 1931., AT.&T submitted 
a preliminary report in response to paragraph 105 of the reconsideration 
order in Docket 20828 released December 30, 1980 by the FCC. Paragraph 
105 had required AT&T to provide the FCC with certain financial 
information and to submit a plan describing accounting methodology 
for the interim expenses relating to the proviSion of enhanced" services. 
Attachment C to the AT&T preliminary report contains AT&T's plan for 
reporting these interim expenses. The FCC established a ccm:nent cycle 
to ena~le interested parties to submit their comments relating to the 

adequacy of the plan proposed in Attachment: C. We coament further 
on this matter later in this decision and indicate sorne intermediatE: 
actions we will require Pacific to take. In the meant~e for this 
decision, we will adopt the staff estimate as being reasona~le • 

*** 
FIGtJRE A 

'!HE AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
Chairman of the Board 

PrOspeJtivelY 
Detariffed 
Activities 

And Chief Executive Officer 

I 
Corporate 

Staff 
Activities 
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Flow-through of Product-related 
Disallowances to Western 

Another major issue between the staff and Pacific relates 
to Pacific's request that it be allowed to pass on to its ratepayers 
those license contract costs previously disallowed as ttproduct-related" 
in D.90362. To accomplish this Pacific proposes an adjustmen1: to 
increase its 1981 rate base by $55 million and 1981 operating expenses 
by $7 million. The corresponding gross revenue requiremen t for this 
step would require about $20 million. 

In D.90362 1:he Com&ission concluded 1:bat expenses of primary 
benefit to the process of developing products designed to compete in 
the marketplace with those of other manufacturers should be borne by 

the manufacturing company by including them in the price of its 
products and not paid for through license contract charges. The 
Commission, therefore, disallowed license contract charges pertaining 
to product-related costs and SOl of AT&T's marketing costs. For the 
same reason, it also disallowed Bell Labs research and development 
expenses charged to Pacific through license contract costs. The 
staff claims the decision contained no suggestion that Pacific would 
be authorized to recover the disallowed license contract charges by 
adjusting Western's net inccme. 

Pacific now requests authority to pass on the disallowed 
costs to Pacific' 5 ratepayers through the Western Electric adjustment. 
The staff claims that in proposing its product-related adjustment, 
Pacific referred to its understanding of the staff's position in 
A.55492 that product-related expenses should be borne by the manu­
facturing company rather than the arcs. Therefore, Pacific reduced 
Western's net income by the disallowed license contract product­
related eosts and made no further analyses or studies. the effect 
of this, claims the staff, is to inmediately pass on to' Paci.fic's 
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ratepayers the disallowed eosts. The staff's position is still that 
product-related costs should 'be reflected in Western's pricing not 
as a ratemaking. adjustment. The reason for this is that a product 
should reflect its true economic cost so buyers vill have relevant 
info~ation in making meaningful price comparisons between products 
of all manufacturers. If Pacific: pays part: of the development costs 
through the charges frem AT&T, which. eventually get back to Western 
in the fo~ of subsidized costs, then the products of Western are 
subsequently underpriced and may look more attractive than those of 
a competitor which Pacific might purchase from. 

In suamary, the suff made four poinu: 
1. The product-related license contract charges 

disallowed in prior proceedings reflect 
costs that should have been included in the 
prices of Western's products rather than in 
license contract charges • 

2. There is no assurance that Pacific actually 
purchased the specific Western product,S 
whose prices were affected by the incorrect 
cost allocations through the license contract. 

3. Even if it were shown that Pacific actually 
purchased the Western Electric products 
whose prices were affected by ehe incorrect 
cost allocations, there is no way of 
measuring how the pricing differences 
influenced Pacific to purchase Western 
products in lieu of products of competitors. 

4. As a :natter of regulatory policy Pacific 
should not be rewarded for being permitted 
to recover charges which the Co=mission 
previously fO'lmd to be improper simply by 
Changing the method of collection • 
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The staff recommends and we concur that the disallowed 
license contract product-related costs be reflected in Western's 
pricing practices and that Pacific's request t~ reduce Western's 
net income by the disallowed license contract product.related 
costs without reflecting such costs in the pricing of products 
should be denied. 
Bell Labs Business 
Information SIstems 

In 1967 Bell Labs in conjunction with AT&T and the OTCs 
began a program of research and development of BIS. These systems 
are essentially software packages prepared by Bell Labs for use 
by the crrCs to gather and analyze data concerning their day-to-day 
operations, allow more efficient administration of operations, and 
provide improved plans for future operations and services. The 
costs of these programs are charged directly to the OTCs through 
4 SIS agreement.. This is done by Bell Labs' charging AT&T for the 
cost of the studies and AT&T in turn billing the orCs through the 
license contract agreements. 

The staff's investigation of these charges included inter­
views with Bell Labs' and Pacific's e:nployees, data. requests, and 
review of historic information and recent decisions dealing with 

BIS. The ~ination involved investigation of the budgeting process 
and funding relating to :SIS programs. 

As a result of its review the staff recommends the 
following adjustments be made for this rate proceeding. The adjust­
ments would be a net reduction to Account 675, Other Expenses, of 
$1,65S,OOO for 1981. 

a. An increase of $482,000 to Pacific's allocated 
share of BIS expense to reflect updated BIS 
expense levels and an increase in Pacific's 
portion of total Bell Labs' !IS expenses from 
11.261. in 1980 to 11.531 in 1981 • 
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b. A reduction of $990,000 to Pacific's allocated 
share of BIS expenses to reflect the expense 
allocated for the DIR/ECT project including 
associated support and c~on language develop­
JDent. Pacific has no current plans to- use 
this project and has it.s own similAr program 
in operation. 

c. A reduction of $256,000 to Pacific's allocated 
share of BIS expenses to reflect the revenue 
obtained from sale of EIS products. 

d. A reduction of $894,.000 to Pacific's allocated 
share of :SIS expenses to reflect the revenue 
which should be received and allocated to Pacific 
for the sale of the :SIS -developed program·, UNIX 
(a Bell System trademark),. which Bell Labs will 
contribute to universities. :Bell Labs bas in the 
past contributed this program to 400 universities. 
These contributions are disallowable for ratemaking 
purposes. 

We will a.ccept the staff's recommendation for Item a; 
For Item b the staff's review disclosed that several 

programs being developed under the :SIS agreement are not scheduled 
to be installed by Pacific either in the near future or perhaps not 
at all. In several cases Pacific had programs already in operation 
that were similar to the planned :SIS programs. Therefore, by being 
a part of the :SIS agreement, Pacific in some eases is paying ewice 
for initial development of certain syste:'!"s, and paying for systems which it 

will never use. The suff reviewed one of these programs in depth, 
the so-called DIR/ECI' program (~ectory projEC'I'). The staff 
determined that Pacific's allocated share of this program for 1981 is 
$990,000 and therefore recaDmends that that amount be disallowed. 
We concur. 

For Item e several programs developed by Bell Labs under 
the BIS agreement are sold co non-Bell S15 tem companies. These 
sales are handled through Western which acts as an agent for Bell 
Labs and the O'I'Cs. The revenues fran these sales minus the fee 
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charged by Western are allocated back to the OTCs based on the same 
percentages' of plant and expenses. used to allocate the SIS expenses. 
The staff esttmate of revenues for 1981 from this program is 
$2,222,000. pacific's allocated share of those revenues would be 

$256,000. A staff analysis of the Pacific work papers for Account 675 
revealed that these revenues were not reflected in the 1981 test year 
estimates. Therefore, the staff recommends the account be reduced 
by $256,000 for 1981 for revenues received for the sales of SIS­
related products. We adopt this estimate. 

Concerning Item d, further investigation by the staff 
revealed that a SIS-related product, UNIX, which is offered for sale 
through Western has been donated to at least 400 universities over 
the past several years. The staff recommends that the revenues lost 
through the donation of these programs should be treated as a reduction 
from the SIS expenses similar to the revenues mentioned: above • 

The revenue received from the sale of UNIX products to 
commercial industries for 1979 vas $2,034,000. The staff assumed a 
lOt annual growth rate for 1980 and 1981. The estimated commercial 
revenues by that process for 1981 are $2,461,000. ONIXS installed 
as of August 1980 totaled 503 commercial and 1,58> at universities. 
The staff assumed an equal average price per installation for com=ercial 
and university installations and a >.15 to 1 university to commercial 
installation ratio. From that it concluded the revenues Bell Labs 
would receive if it sold the programs to the universities instead 
of contributing them would be $7,753,000 for 1981. Pacific's 
allocation of these revenues would be $894,000 which is the reduction 
reccmnended by the staff. We view this issue as similar to our policy 
on dues and donations. In this case, Pacific is foregoing revenues 
it might otherwise receive to the advantage of the ratepayers for a 
product whose development was paid for by ratepayers. We adopt the 
staff recommendation • 
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Western Electric Adjustment 
As' noted earlier AT&T owns about 90t of the voting stock 

of Pacific and all of the stock of Western. Since the Commission 
was created in 1912 it has concerned itself with affiliated interests 
such as that typified by the AT&T-Western-Paeific relationshi~ and 
its impact on the cost of services furnished to the public.. Over 
the years ~ there have been many Coamission decisions relating to me 
effects of affiliated companies on the operations of public utilities. 
Many of these have vi ths toad reviews by the various courts and the 
result has been support of the principle adopted by the Commission 
that a company controlling a public utility cannot profit from that 
holding in excess of the profit that would accrue if the rate of 
return granted the utility for ratemaking purposes were applied to 
the controlling company. In 1949, in Pacific's second application 
after World War II, the Coamission in an interim- decision determined 
that Western should not earn a return greater than Pacific: 

~e hold that Western Electric is entitled to 
no greater return on its sale to app,licant 
than applicant is entitled to as against its 
ratepayers~ which we have found to be not 
over 5 .. 6 percent .. " (D.42530 dated February 23, 
1949 in A.29854, 4S CPUC 487,493.) 
The above principle has been upheld numerous times since 

and is now a firm principle used by the Commission and accepted by 
Pacific. 

ties tern 9 in addition to being the manufacturing arm of 
the Bell System that produces over 190,000 different items for dne 
system, also acts. in the capacity of purchasing agent, supply 
department, developer mrough Bell Labs) storekeeper, installer, 
repairer, and salvager. Western maintains Bell System's equipment 
engineering offices to prepare manufacturing and installation speci­
fications for telephone equipment; it manufactures IDOSt of the 
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apparatus,. equipment ~ cable, and wire required by Bell O'I'Cs,. acts 

as purchasing agent for materials and supplies which it does not 
manufacture such as poles, underground conduit, work ectuipmen'C, 

special tools, office furniture, and stationery; and it also arranges 
for the printing of telephone directories- Western maintains facili~ 
ties at convenient locations for the handling, storing, testing, 
repairing, salvaging, and junking of telephone cocnpany materials and 
supplies; it installs and rearranges central office switchboards and 
power equipment in large private branch exchanges for the operatins 
companies. 

Western's business is. largely with the 0TCs and the U.S. 

Government. Sales by Western in 1979 totaled $-lO,964,.075,.OOO. 
Of this total, sales to Bell Sys'Cem companies accounted for 93~ and 
the remaining 7~ went to the U.S. Government and others .. 

In 1949 ehe U.S. Government brought an antitrust dispute 
against AT&T and Western which sought, among other things,. the 
separation of Western from the Bell System. 'Ihis. suit was concluded 
January 24. 1956 by a final judgment entered with the consent of 
the parties in the Federal District Court in New- Jersey.. "!his is 
the so-called 1956 consent decree. This judgment did not alter 
the fundamental relationships between AT&T and Western and between 

those companies and the OTCs.. However, it does provide,. among 
other rungs, that the business of A'I&! and the O'I'Cs shall be confined 
to ccmnunications activities subject to regulation, and the business 
of Western shall be confined to manufacturing and other ~ctivities 

of the kind in which Western is engaged for AT&T and its subsidiaries. 
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Western bas a standard supply contract with the OTCs 
including Pacific. The contract sets forth in general terms dbe 

scope of the relationship between Western and Pacific regarding 
the manufacture, purchase, delivery, inspection, stockage, and 
return of materials; equipment specifications and installations; 
distributing storerooms; and other items. It also sets forth, in 

general, the method of pricing and the terms binding. upon the 

companies. The present contract wi til Pacific was executed in 19'30 
and is the successor to the original 1906 contract. 

Table 19 shows the net rate base and expense reductions 
reco~~ended by Pacific and the staff. The primary contributor 
to the difference between the two ~sti:uates is the rate of 
return reeo~~ended by Pacific and st~ff for the 19S1 test 
year. Pacific:: recom."nends 13.47% and the staff 11.S0%. 'i\le will use 
the l2.91% adopted in the rate of return discussion • 

Item -

'!ABLE 19 

The Pacific Telephone and Telegraph Company 
Western Electric Adjustments 

(Dollars in Thousands) 

1981 Estimated 
s'Ca%f Pacific 

Net Rate Base 
Deduction $l39',069 $ll6,757 

Expense Deduction 24,325 10,802 

.. 99-
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Rate Base 
Table 20 shows the system and California intrastate rate 

base estimates for Pacific and the staff summarized fromTa~les 1 
and 2. Pacific claims the difference in the estimates is ~eause 
of five major errors by the staff. 

1. The staff did not increase the pace of 
modernization although this is what 
Pacific is doing and is a correct policy 
in Pacific's view. 

2. The staff erroneously combined the 
cus tamer movement as part of growth and 
~us failed to allow for the large 
quantity of station equi~ent needed, 
thus underestimating by ~150 million. 

3. The staff made a $30 million underestimate 
of compensating bank balances ineluded 
in the working cash; this is less than 
that allowed General Telephone although 
it is more than four times smaller than 
Pacific. 

4. The staff's trend analysis did not reflect 
the current level of construction. 

S. The staff underestimated the amount of 
rate base through the end of 1980; actual 
figures would have confirmed Pacific's 
forecasts • 
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• TABLE 20 

THE PACIFIC m..EPHONE AND m.l?GRA.PH COMPANY 

E5t:Lmated. Rate Base - Present Rates - 1981 
(Dollars in Thousancis) 

Total Qoerations 
• 

Pac11'ic: 
E:ltc:eeds 

Starr Pacific Starf Ado'Oted . 
'l'elephone Plant-in-5erviee $15,683,901 $16,008,289 S324,~ SlS.,70S,700 
Telephone Plant UDder Const.r. 
Property Held tor ~t.. Tel. t715e 2,910 2,9l0 0 2,900 
Telephone Plant Acquisition Adj. 
WOrldllg Cash Allowance 228,.165 J03,178 75,013 170,000 
Katerlal~ and Supplies 130,67g 149,946 19,268 133,700 
Les~: Depreciation Reserve 2,934,645 2,924,140 (10,;05) 2,935,900 
Les:s.: Reserve tor Deferred Taxes 1148~E707 114221~77 ~16zo l,4S9,600 

Total Rate Base 11,625,308- 12,044,806 419,498 ll,5S9,SOO 

• Telephone Plant-in--Serviee 

California Intrastate 

Sl1,72B,J..2.6 Sll,987,458 $259,032 11,'747,000 
Telephone Plant Under Const.r. 
Property Held tor PUt. Tel. Use 2,180 2,227 47 2,200 
Telephone Plant ACquisition Adj. 
WOrld.ng Cash Allowance 173,250 229,6:;1 56,381 l29,100 
Materials and Supplies 97,64:; ll3,021 15,178 99,.900 
Leu: Depreciation Reserve 2,206,853 2,164,230 (42,623~ 2,207,800 
Less: Reserve tor Deterred Taxes 1111616~7 1£107,460 ~21121 l,.119,600 

Total Rate Base 8,677,989 9,060,647 382,6se 8,650,800 

(lted Figure) 

• 
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Rate base is an aggrega~ion of telephone plant-in-service, 
property heid for future use, working cash allowance, and materials and 
supplies, with deductions for depreciation reserve and deferred tax 

reserves. the detail of rate base estimates for this decision is 
shown on tables 21 through 24. As can be noted from Table 20~ 'the 
1981 staff estimate for total operations is $419 million below that 
of Pacific. The difference is attributable to differen~ beg1nning­
of-period figures for plant-in-serv1ce for 1981, different 1981 
program forecasts, and different forecasts for working cash and 
materials and supplies. 
Plant-in-service 

Pacific 
Staff 
Difference 

$16,008,300,000 
15,683,900,000 

324,400,000 
While the staff and Pacific are in agreement on plant-in­

service &t the beginning. of 1980, the staff's view of the 19'80 construc­
tion program results in & figare $104 million lower for telephone 
plant-in-service &s 1981 begins than that used by Pacific on a total 
of about $15 billion. Concerning that major difference, Pacific 
claims the staff's forec&st~ng methods for the various parts of the 
construction program for both 1980 and 1981 are subject to infirmities. 
It claims the staff's estimates for 1980 contained faulty 
methods and therefore when us ed- as a starting point for 1981 are 
incorrect. 

'!'he second largest difference, $l22. 7 million as shown 
on Table 21, is caused by total 1981 weighted average net additions. 
This results from different estimates for the construction program 
in 1981 • 
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The forecast of gross construction for 1981 :La broken 

down into four factors: 
1.. Plant replacement .. 
2. Customer movement. 

3. Modernization. 

4. Growth. 
The staff and Pacific estimates for plant replacement are the same .. 
There is a $150 million difference in customer movement, a $35 million 
difference in modern1z.ation, and a $24 million difference in the 
growth factor. 
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• TABLE 2l 

THE PACIFIC m.EPHONE .Alm ~H OOMPANY 

~timate~ and A~opte~ Telephone Plant-In-Serviee 
Total Operatio11!J - Te~t Year 1981 - Pre~ent. Rates, 

(Dollars in Thousand.s) 

Begj nn~ ng-ot-Year Balances, 
Weighted Avg. Net Add~. 

Total Weighted Avg. Tel. 
Plant.-in-Service 

Allocation to Nevada 
Plant Verification 
me Rate Adj. 
!DC on Short-Term Joo~ 
IDe on Taxes, on Land 

Suototal Adj s,. 

.TOtal Tel. P1ant.-in-Service 

M!iliated Int. Adj. 

Ree~t Tel. Plant.-in-Service 

Adjustment - Modernization 
Adjustment - !DC ~terest Rate 

Adopted Plant 

Staff Pacifie 

S1.4.,910,3OO S15,0l.4,626 
§2111OO 110121162 

15,807,400 16,034,388 

(1,092) (1,092) 

~2.01b~ (2,016~ 
8,;395 (8,395 

67,164- 67,164 
(1 11£:7) (1 11£:7) 

54,,5l4 54,,5l4 

15,861,9l.4 16,088,902 

(178.007) (80,613) 

15,68),907 16,008',289 

(Red Figllre) 

TABLE 22 

Pacifie 
Exceeds, 
Staff 

$10l..,~6 
1221662 

226.9SS 

0 
0 

° 0 
0 

0 

226,9SS 

97,:394-

)2.l..,)S2 

THE PACIFIC mEPHONE AND m:..mRAPK CCMPANY 

Estimated ane. Adopted Property Held tor Future Use 
Total Operations - Test. Year 1981 - Pre~ent Rates 

(Dollars in Thousands) 

Prop. Held tor Future Use 

IDe and Taxes on Land Adj_ 

~Reeast Prop_ Held tor lUt. Use 

starr 
$ 358 

2,552 

2,910 

-104-

Pacific. 

$ 358 
2,552 

2,.910 

Pacific 
Exceeds 
Starr 

$ 0 

o 
o 

Adopted. 

$15,861,900 

(173,100) 

15,688,800 

15,800 
4 1100 

1;.,7~7w 

Adopted 

$2,900 
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The customer movement portion of the capital budget is 
for the installation of telephones not directly related to a net 
gain in customers, that is, the installation of telephones for 
existing customers who move from one location to another. Onder 
current practices the labor necessary to install station equipment 
is a capital expenditure and is included in the customer movement 
portion of the capital budget. Pacific claims customer movement 
is related to the inward movement of total telephone~not gain in 
telephone lines. The staff witness used telephones to estimate 
both the growth and customer movement factors. 

The difference between the staff and Pacific's forecast 
for modernization in 1981 is $~S million. The staff witness agreed 
that a consistent use of the telephone plant index factor for all of 
his work papers would increase the staff's mOdernization forecast 
by $8.4 million. The staff witness testified he would maintain 
the 1981 modernization budget at the same level as 1980 but adjusted 
for inflation. Pacific claims the staff forecast for modernization, 
even including the $8.4 million adjus~~ent, results in only an 8% 

increase for inflation. "'We will adopt'''?acific' s estimate for modernization; 
adjusting for phasing in during the year will increase the staff esti:nate by $15.8 million. 

The staff witness further stated that a certain portion of the company's 
'modernization program could be deleted if necessary for Pacific to 
maintain its financial integrity. For instance, he sU9gested the 
corporate exchange switching program includes $97 million of dis­
cretionary projects which could be deferred ~ithout being detrimental 
to the program. Deferring capital expenditures would defer the 
need for investment capital. The st.a,ff also .notes that Pacific 
includes $32.9 million to implement offering terminals to 
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deaf and s~ech-impaired customers. In OIl 70 the staff bas made 
recommendations relative to the establishment of a deaf equipment 
aCCluisition fund and rate recovery mecbanism~ and believes capital 
expenditures for such eCluipment should not be inelucled' in the 
general rate proceeding. 

Witness Craig for Pacific testified that the growth 
portion of Pacific's 1981 construction budget is planned to accommodate 
new customers as well as increased usage by existing cus.tomers. In 
addition, growth is also affected by inflation and the need to provide 
sufficient plant to ensure proper margins. In addition, Pacific 
proposes a corporate level contingency fund of $7S.7 million which is 
over and above contingency allowances in the normal budgeting process. 
This fund bas generally been assigned to the growth factor. Staff 
witness Mangold indicated his estimate for growth was based solely 
on the relationship of growth to telephone gain and inflation. 

Pacific relies heavily upon 1980 as a constrained budget 
year and maintains it is necessary in 1981 to return to normal. 
However, witness Craig testified for Pacific that every year since 
1964 has been a constrained year. 

In summary, there are two basic factors which lead to the 
staff's lower estimate of construction expenditures, estimated tele­
phone gain and capital expenditures required for each unit of gain. 
It appears ~e staff estimate i$ entirely consistent with its 
estimated test year overall business level reflected by its estimate 
of revenues and other expenses which are consistently lower than 

Pacific's; we will adopt the staff's estimate adjusted by $15.3 million. 
Property Held for Future Use 

Pacific and staff agree on, and' we adopt~ estimates of 
property held for future use, Table 22 • 
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Working cash Allowance 
Pacific 
Staff 
Difference 

$303,200,000 
228-,200,000 

7S,000,000 
There are two reasons for the difference in working cash 

estimates, the level of revenues, expenses, and taxes estimated by 
Pacific and the staff, and compensating bank balance estimates. 
Concerning levels of revenues, expenses, and taxes we have adopted 
for this decision, they have been rl.m through. the working cash 

calculation and adjusted accordingly for that factor. 
For compensating batik balances, Pacific forecasted $41,800,000 

for the test year 1981 and the staff estimated $10,000,000. The seaff 
estimate is based on a jud~ent figure which is bottomed on the amount 
allowed Pacific in its last rate ease, slightly over $7 million. 
The staff witness maintained he could not accurately determine the 

4It. bank balances under a new accounting procedure and that in his 
opinion the $10 million is a reasonable amount based on past experience 
and a realistic balance for Pacific as required by banks. The record 
is not clear on this matter; we will adopt an average of Pacific's 

• 

and the staff's estimates and request that Pacific and the staff 
provide more detailed information in the next rate ease so we 
can make a more informed judgment. In the meantime, we will adopt 
the staff's working cash estimate of $228,200,000 mod~fie~· by $42.2 

million to reflec~ the adjusted level of rev~nues and expenses and the 
adopted rate of return, and by $16 million for compensating bank balances 
for a total .:.dopted amoull·t of S170,OOOrOOO. 

Materials and Supplies 
Pacific 
Staff 
Difference 

-107-

$149,900,000 
130,700,000 
19',200,000 



A.S9849 et al. AW/bw /k.:5 

t 

• 

For materials and supplies (Table 23) the staff estimated 
a reduction .of $2.7 million for the cost of certain special equipment 
known as Circuit-Paks. The rest of the difference in working cash 
estimates is attributable to the st~ff's calculating a fixed 5% of 

its total estimated construction budget. Pacific claims its estimates 
for materials and supplies are more sophisticated than using a si~ple 
percentage of the total construction budget. However> Pacific 
concedes that when the 5% factor used by the staff is applieci to 
Pacific's construction progr~ the result for materials and supplies 
is very close to Pacific's own estimate. 

E=-ti::'l"t~d .:Inc (,do?';ce l~~,;¢'ri~l::; ;JTlGl St,;?;.>li~::; 

7ot~! Oycr~tion::; - Tes~ y¢~: 1981 - ?r¢~¢nt ~tc~ 
(Oo:l~:~ in Tho~:~nd=) 

Materi41~ and Supplie~ $134,052 

Circuit-Paks Adj. (2,0$2) 

Adjusted Ma~erials and S~pp. 131 r 400 

Af!ili~ted :n~. Adj. 

RecZ!!:t M.a!.eriw aJ:),tj S~?p. 

(722) 

130,678 

Po:.cific 

SlSO,H.; 

(668) 

1';9,9~6 

0 

H9,946. 

?.!lcifie 
I::xcece:; 
Stat! 

S16,5-62 

1,98': 

l8,546 

722 

19 .. 268 

AdO?t¢c 

S13';,100 

(400) 

133,700 

• 
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Concerning the Circuit-Pak adjustment, based on some 1977 
accounting transactions, the staff proposed and the Commission adopted 
in D.90642 an adjustment to the materials and supplies account of 
$6&8,000. This was done on the premise that the Circuit-Pak equipment 
was originally charged to maintenance expense and that later it was 
charged to rate base, which was improper. In this proceeding t.he staff 
proposes to increase the rate base adjustment to a total $2,652,000, 
the original $668,000 plus $1,984,000 additional. In rebuttal to 
the staff proposal Pacific presented Exhibit 338 which it. claims is 
a full history of the issue. the emibit shows ehat an accounting. 
error was made, the error vas corrected~ and a field inventory made 
to support the correction. According to witness Dennis, Exhil:>it 338 
illustrates that while the ratepayers may have paid for C1rcuit-Paks 
through expensing. orig.inally, they were fully compensateci' later 
when accounting records were corrected to reflect the costs of the 
units in the materials and supplies account and an equivalent amount 
removed from maintenance expense accounts. Dennis claims that in the 
conduct of normal operations, the 1977 and 1978 units have been 
removed from the materials and supplies account. Therefore, no 
Circuit-Pak adjustment. is appropriate any longer and the $668,000 
should be restored to rate base together with the $1,984,000 for 
a total of $2,652,000 recommended deleted by the staff. We will 
adopt Pacific's position on this matter. 
Depreciation Reserve 

As noted earlier, depreciation reserve is a derivative 
account; once investment has been determined the reserve is auto­
matically determined by the d~reciation rates which are agreed to 
by the Commission and Pacific: on an annual basis. Table 24 contains. 

the appropriate amounts for this decision together with the normalized 
tax reserve which is not in dispute • 
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• TABLE 24 

THE PACIFIC 'l'EtEPHONE AND 'l'EI.EGAAPH COMPANY 

EStimatea an~ A~opte4 Depreciation Reserve and Deferrea Tax Reserve 
Total Operations - Te5~ Ye~r 1981 - Present Rates 

(DOllars in Thousan~s) 

~in. of Yr. Depree. Reserve 
Depree. EXpense 
Depree. Clearing Accounts 
Retirements 
Gross Salvage 
Cost of Removal 
Other 
End-o!-Yr. Deprec. Reserve 
Net Additions to Reserve 
wei9hted Adds. to Reserve 
Weighted AV9- Depree. Reserve 

Allocation tONevad~ 
IOC Rate Adjustment 

•

OC Short-Term ~~p Adj. 

ota1 A~. Depree. Reserve 

Affiliated Int. Adj. 

Recast Depree. Reserve 

Adjustment for: Modernization 

Adopted Deprec. Reserve 

Normalize4 Tax Reserve 
A~just forModercization 

Adoptea Norm. Tax Reserve 

• 

Staff Pacifie 

$2,855,895 $2,836,560 
859,923 897,927 
15,832 15,811 

(615,900) (666,000) 
55-,521 59,940 

(86,366) (93,240) 
2QQ ~QQ 

3,085,50S 3,051,598 
(229,610 ) (2l5,.038) 
U7,~~~ 1Q~,Q2~ 

2,973,230 2,941,654 

(133) (133) 
(876) (876) 

2 t 084 2,084 

2,974,305 2,.942,.729 

P9,660) ~18 ,589) 

2,934,645 2,924,140 

1,485,707 1,495,377 

(Rea Figure' 

...110-

Pacific 
Exceeds 
Staff 

$ (19,335) 
38,004 
(1,021) 

(49,..100) 
4,419 

(6,874) 
Q 

(33,907) 
14,572 

(12, 2~1) 
(31,576) 

0 
0 

° (31,.576) 

21,O7l 

(10,50S) 

9,670 

Adopted 

$2,.974,300 

(»r600) 

2,935,700 

200 

2,93;,90(: 
1,48$,700 

;z900 
l,.489,600 
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Construction Work 
In Progress 

the final rate base matter to be considered involves 
construction work in progress. By D.92366 dated October 22, 1980 
in the recent General telephone rate case the Commission included 
short-term CWIP in the rate base. Short-term CWIP refers to projects 
expected to be completed in less than one year and in Pacific's case 
relates to 751. to 801. of its current construction. In its brief 
Pacific claims that when CWIP is included in the rate base, the 
balance for interest-during-coustruction (IDe), which is capitalized, 
is reduced and the long-run effect is beneficial for the ratepayers 
because it also eliminates the payment of a return on and depreciation 
of s~ch interest over the life of the asset. 

!he effects of including short-term CWIP in rate base are 
as follows: 

1. 

2. 

Capitalized interest is removed prospectively 
from rate base. 
Depreciation related to the capitalized interest 
is excluded prospectively. 

3. CWlP is added to rate base. In this case there 
would be a net addition to California intrastate 
rate base of $542,673,000. Tb..at additional 
rate base would require $107,200,000 per year 
in additional intrastate revenue requirement. 

In its brief Pacific claims the addition to rate base 
properly c~peusates the investors for funds which have already 
been invested in Pacific and are being used for the benefit of the 
ratepayer. We note that Pacific did uot include this proposal in 
either its NOt filing or its subsequent application assuming,. we 
suppose, • treatment similar to what we have done in the past. It 
vas only after the General decision that Pacific brought up the 
matter. In D.92366 we stated that our treatment there was for a 
special purpose, was a marked departure from our past policy, and 
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tlehose who follow our regulation should not take it as a change in 
our basic policy." We will not adopt Pacific's proposal. 

One final matter on rate base. pacific recQmmends and the 

seaff opposes compounding of IDC for both long- and short-term C~P. 
By FCC authorization (Docket 19129) Pacific began monthly compounding 
on January 1, 1979. ...-e approved semiannual compounding. starting. 
January 1, 1981 (Resolution RF-4). We require Pacific to compound 
monthly when making refunds to ratepayers. we agree with Paeific 
that monthly compounding of IDe is reasonable and will adopt it 

effective January 1, 1981. 

Ado?'ted System 
Results of Operations 

Table 25 is the results of operations froQ Tables 1 ane 
2 as adjusted by the discussion in the sections 0: :his report on 
revenues, expenses. ~n~ rate base, and represents the results of 
operations we will acopt under pr~se~t rates for total California 
and ~li£ornia intrastac~ through the procedures described for 

the in~rastate results in Table 7. 
1980 Intrastate Results 

Table 26 shows 1980 inerastate results of operations as 

estimated by the staff and Pacific ane actual as reported by Pacific. 
1).91495 in A.59269 granted Pacific an interiIn rate increase wi:h 
rates subject to retune pending a determination in this proceeding. 
of the J:easonal:>lcLlcss of the rate increase. D.9l495- established 
10.2Si.. as a reasonable :'.:l.te of return lor Pacific. Table 26 
ineicates Pacific attain~d an S.95t return before the usual adjust­
ments we make for rate:nakins ?~rposes such as affiliated interests. 
If We consider those aejustments and the $69.4 ~illion discussec 
earlier, Pacific would n~t attain the 10.254_ Therefore, the rate 
increase granted in A?:'il 1980 was reasonable froo an overall 
standpoint. The re4sonableness of class-o!-customer increases 

wil~ be discussed ~ncicr ra~c d~sisn. 
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!·~Sc 1 

':'he l)~c:i!ic: T~l~?!'IOt'lc ~ne ':'o:-l<:<;r.:.;>h CO~io',j.l"1Y 
(~oll,j,:: in Tho~~~~~~) 

Ad.opted Est.i.ma.ted Result.s o! Operations - 1981 

• 

":'OtOll 

Un.lcjl.1s':cd 

S 6.>26.900 
£peratin9 Expen~es & Taxc~ 

C~rrent xain~en~ncc 
oeprec:iatio~ , Amo:tiz,j,tion 
Traffic: Ex?en$es 
Com;nc:c:ial Expenses 
Gen. Of!ic~ S~laries ~ Ex? 
Operating Rents 
Cen. S~rviee~ & ~icenzcs 
D,j,l,j,r.c~ Ot!'l~: Ope:. E);? 

To~al Ope:. SXpenzcs 

Operatins ':',j,xes - Fcc. lnco~c 
C.)l. Co:P~. F'rolnch. 
Social Sec"\.::ity 
Oth~r 

Net Reven\.:~s 

AV~. Ne~ Plant ~ Workin9 
Ca'Oital . 

1,6ll .. 700 
853,300 
;.06,500 
708,900 
363.400 

51,.900 
57.,00 

638,400 

4.,691,600 

22;.200 
)),900 

133,000 
1;0,500 

5,2l2,2OO 
1,lll..,7oo 

Telephone Plant-in-Se:vice 15,708.700 
Telephone Plant under Con~t:. 
Prop. Hela tor ~l.1t. ':'el. us~ 
T~l~ ?l~nt AC~l.1i~ition Md;. 
Workinc; Cash 
M~teria! and S~?plie$ 
~es~: Cepreciation Reserve 

"LeSZ; Reserv<: for O<!-!e:r<!-<:l 

TO~oll lUte 6.lse 

R.l t~ of l~t't\!:n 

2.900 

170,000 
l33.7oo 

2,935,900 

1d&9,600 

1l,$S9,SOO 

9.6~ 

S 4.691,000 

1,160,.100 
640,000 
319,100 
585,:;00 
285,300 
4l,600 
43.000 

481,200 
3.555,600 

131.kOO 
13,100 

100,200 
97,600 

3.897.900 
79:;,200 

11,747.000 

129,lOO 
99.900 

2,207.800 

1,119,600 

8,650,800 
9.l7~ 
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(SOO) 

tSOO) 

1.600 
500 

(eoc) 

(800 ) 

1,160,100 
640,.000 
319.100 
$8;,300 
284 .. 800 
U .. 600 
4.3,000 

481,200 

3,555 .. 100 

133,000 
13.600 

100,200 
97,600 

ll.747.ooo 

2,200 

1,119,600 
8',6.50,000 

9.1~ 
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TABLE 25 
Page 2 

Adoptee Adjustments - Intrastate 
(Dollars in Thousands) 

1 Revenues 
2 

3 

4 Expenses (G.O.) 

5 • 3-4 = Taxable Inc. Change 
6 = CCFT = 5 x 13.7% 
7 = FIT = (5-6) x 46% 
8 = Net Rev. = 5-6-7 

9 = Rate Base Change 

(Red Figure) 

$ 3,300~/ 
loob/ 

3,400' 
(SOO)~/ 

3,900 

500 
1,.600 
1,800 
(800)~/ 

a/ 0.97247, Ex .. 292 - $3,294,000 decrease in uncolleetibles 
in G.O. = $(502); Rate Base (W.C.) = $(759) 

~I Advice Letters - Ex. 359 
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TABL.E 26 

THE PACInC m.EPHONE AND 'l'BLE:iRAPH COMPANY 

1980 california Intrastate Results or Operations 
(Dollars in Thou~s) 

Estimated bl 
st.atr Pacific -

Operat.izlg Revenue~ S 4.285.S6e S ·4.:367.261 
Uneolleetib1es '!i~I~l~) (~210S2) 

Total Oper. Revs. 4,242,2;3 4,3l4.179 

OJ)eratiEB ~el5 

Kaintenance 1,.027,:373 1,035,334 
Tratfie 293,379 294,140 
Coaaereial 1J!/1,149 504,957 
G .t 0 Sal. & Exp. 242,701 250,352 
Other Cpr. Exp. ~lIOO:2 !i2~17..22 

Subtotal 2,513,605 2,580.5).6 

Depreciation Expense $82,258 60;,014 
Prop_ &:. Other Taxes 169,9Z7 l74,l67 
State Income Tax :32,352 9,.7)0 
Federal Income Tax 186,010 182.242 
Affiliated. Int.. Adj. (1l.871) (S,685) 
'!ran. to Long Lines (2,066) 
Wage Contract. Adj. ~21~) 

Net. Oper. Expenses 3.467.476 3.540.984 

Net Oper. Revenues 774.777 173.195 
Rate Base 

Plant-:1.D-Serv1ee 10.684,761 10.735,68J 
Prop. Held tor FUt. Use 667 2,:328' 
Worldng Cash. Allowance 154.031 195,894 
Materials & Su.pplies S3.512 102.$67 
Depr. Resrv. (2,O60,62l~ (2.053'754~ 
De!'. Tax Resrv. (9)8,948 (938",97:3 
Affiliated In.t.. Adj. (8"{,481) (79,608) 
'!'ran. 'to Long Lines (721) 

Total Rate Base 7,835,130 7,964,137 

Rate or Return 9.89% 9.71<{. 

(Red Yigu.re) 

• -l15-

Actual 

$ 4,.160,.288 
(~I80J) 

4,203.091 

1,0:36.577 
274.021. 
49:3,967 
23S'.e2S 
~21~7.2 

2,545.962 

58),.249 
176.849 

61.1:32 
145.010 

3,$l2.202 

690,889' 

10,5ll+,768 
704 

2l2.16:> 
89.:370 

~2.055.631~ 
l,039,582 

7,721,792 

8".9,;.: 
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Rate of Return 
In reviewing this record we find one fact is very clear, 

Pacific'z present financial ratin9s (Moody's A, Standard and 

Poor's A-) must be protected and if possible strengthened. The 
recent ratings history is shown on Table 27. The alternative 
is that Pacific may suffer higher interest costs and ratepayers higher 
rates in the future if the ratings are not protected. Many lenders 
cannot invest in B-rated bOnds as a matter of law and, of course, 
many others will not invest in them, even though the interest may be 
much highe~when A and above are available. There appears to be 

no dispute that if do~~rated, Pacific will nOt be able to obtain 
all of the debt capital it needs to finance its operations. 
P~cific's 1981 construction budget is projected at $2.9 billion 
of which it must raise approximately Sl.5 billion in the external 
capital markets. Pacific's witness Joses testified that Pacific's 
construction program will probably reach about $3.5 billion by 
1985 putting ever-increasing pressures on capital requirements 
to be obtained from external markets. 

Five witnesses testified on rate of return. Table 28 
is a su~~ary of their recommendations. Four of the witnesses 
made complete rate of return reco~~endations including capitalization 
ratios, costs of long-term debt and preferred stock, and return on 
co~~on equity. Table 29, a su~~ary of the rate of return reco~~enda­
tions, is reproduced from Exhibit 333~ 
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TABLE 27 

RA'l'INGS OF '!HE PACIFIC TELEPHO~~ A~~ TELEGRAPH COMPANY BO~"DS 

YEAR BOND ISSUES MOODY'S S'l'A~"DARD & POOR·S -
1973 All Series Aaa AA (1) 

1974 .. .. Aaa AA 

1975 .. .. Aaa AA 

1976 II .. Aaa AA 

1977 .. .. Aa. (3 ) AA- (2) 

1978 .. .. Aa A+ (4) 

1979 .. to A (5) A (6) 

1980 " " A A- (7) 

• (1) Rating decreased fro~ AAA to AA May 31, 1973. 

( 2) October 17, 1977. 
(3) Dece~ber 29, 1977. 
(4 ) June 27, 1978. 
( 5) January 24, 1979. 
(6) September 19, 1979. 
(7) OCtober 18, 1980. 
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TABLE 28 

THE PACIFIC TELEPHONE A~"tl TELEGRAPH COM?ANY 
Rate 0: Return Reco~~endations 

Joses - Pacific 
Litzenberger - Pacific 
Mowrey - Staff 
Kroman - City of LA 

Lan9sam - GSA 

Equity 
19.00% 
19.70 
14 .. 00 

13.50 - 14 .. 00 
12.50 - 13~SO 

-113-
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13.47% 

11.50 
11.11 - 11.32 
10.20 - lO.60 
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t ... 
TABLE 29 .. -

THE PACIFIC TELEPHONE AND TELEGRAPH COMP~~ 
Rate of Return Recommendations 

Times 
Capitalization weighted Interes.t 

Componer.t Ratios Cost Cost Coverage 

J'oses - P'l'&'!' 

Long-Ter:n Debt 53.9% 9.78% 5.27% 

Preferred Stock. 5.1 8.06 .41 

Common Equity 41.0 19 .. 00 7.79 

'rotal 100.0~ l3.47% 2.56 

Mowre:i - Staff 

Long-Term Deb': $3.29% 9.87% $.26% 

Preferred Stock 5.17 8.08 .42 

COr.'u-non Equ i ty 41.54 14.00 $.82 

To':al 100.00% ll.5-0\1/ 2.19 

Kroman - City of LA -
Long-Term Del:>'; 53.29% 9.53% . .5-.08% 

~ Preferree Stock 5.17 S.OO .42 

Common Equity 41. S4 13.5-14.0 5.61->.82 

Total 100_00~ ll.ll%-11.32% 2.21 

Lanes.l::'l - GSA 

Lon(l-Term Debt 50.0% 7.8% 3.9% 

Col't'.mon Eq',,: i ty 50.0 12.5-13.5 6.3-6.7 

Total 100.0% lO.2%-lO_6\~1 2.&7 

11 Retlec~s revised debt financing estimates. 
3/' Basec. on AT&T c.lpital structure and capital costs • 

• -119-
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• Joses for Pa~ific 
Robert M. Joses, ~acific's treasurer, used three different 

methods to compute his recommendation of the cost of' common equity. 
His first method is based on the Commission's past acceptance in 
D.906~2~of a minimum post-tax interest coverage of 2.55 as estimated 
through the use of the rate of return formula. His second and 
third methods are based on an equity risk premium concept. Joses 
testified that he verified the reasonableness of his estimates oy 
comparing his conclusions to Litzenberger's which will be discussed 
subsequently. -.-.. . 

For his first approach, Joses relied on rationale 
used by the Commission and its a"taff in previous cases. Be first 
developed a recommended year-end 1981 capital structure for Pacific; 
be estimated the appropriate embedded costs of debt and preferred 
atock at year-end 1981 and tben determined that the overall rate 

~ of return would have to be about l3.44~ if" the 2.55 'post-tax 

interest coverage of D.90642 were maintained. With these facts 

• 

be calculated the return on equity of 18:. 93t.. Joses testified that 
his approach is valid because it is based on past Commission findings 
and ataff reco'CllDenciations. A.lso, the 2.SS POS1:-tax interest coverage 
would maintain Pacific's current credit ratings; they must be Assured, 
according to Joses, in order for Pacific to finance iea required 
future coastruetion budget. Table 30 sets forth Jose~c.lculationa 
for his first method .. 
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TABLE 30 

THE PACIFIC TELEPHONE AND TELEGRAPH COMPA~jt 
Computation of Required Return on Equity 

Based on Post-Tax Interest Coverage- Requirement 
Joses for Pacific 

Step 1: Compute weighted cost of debt 

Step 2: 

Debt as a percent of total capital = 53.9% 
Embedded Cost of debt = 9.78% 
Wtd. cost of debt = 53.9% ~ 9.78% = 5.27% 

Compute overall rate of return required to derive the 
post-tax interest coverage- of 2.55 per D.90642 

Overall return,:, Wtd. cost of debt = Post-tax 
interest coverage- or rearranging the above 
equation, 
Overall return ~ Post-tax interest coverage* x wtd. 
cost of debt: 

2.55 x 5.27% = 13.44% 

Step s: Compute weighted cost of co~~on equity 
Wtd. cost of co~~on = Overall return - Wtd. cost of 
debt - Wtd. cost of preferred: 

13.44% - 5.27% - 0.41% = 7.76% 
Step 4: Compute required return on co~~on equity 

Required return on co~~on = wtd. cost of co~~on ':' Common 
equity as percent 0: total capital: 

7.76% + 41.0; = 18.93% 

W Excludes remand interest • 
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Joses' second approach is ~n equity risk premium concept which 
is based on the axiom that investors expect a higher return when 
under~akin9 riskier investmen~s. ~oses believes a risk-free 
investment earnin9 the m~ximum return over ~he time period for 
which rates would be set in this proceeding is represented by a 
federally insured account with a savings and loan association. 
During the month of March 1980 such associations offered inves~ors 
2~-year savings certificates with no minimum requirement that 
guaranteed an annual yield of about 12.94%. Accordin9 to Joses 
a potential investor in Pacific's co~~on equity must therefore 
expect to earn in excess of l2.94~ before the investor is willing 
to buy Pacific's equity. Table 31 shows Joses' method of calculating 
the required return by his second method. As can be seen, Joses 
takes the return on co~~on equity granted in A.S8223 by D.90642. 
subtracts from it an investor's risk-free return in July 1978 to 
determine an equity risk premium percent. He adds back the 
investor'S riSk-free return in March 1980 of 12.94% to obtain the 
required return on co~~on equity for 1981. Avera9ing the 
Co~~ission-adopted and Pacific-requested figures ~oses produces 
a required return on co~~on equity of 19.34%. Joses concludes 
that in order for investors to be attracted to Pacific's common 
equity the premium in excess of the present 12.94% risk-free 
investment return is about 6.40% based on the average of 
Pacific's request and the Co~~ission's decision in A.SaZ23. 
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TABLE 31 
TFX PACIFIC TELEPHONE AND TELEGRAPH COMPANY 

Required Return o~ Co~~on Equity 
Based on Equity Risk Premium Approach 

Joses for Pacific 

Return on Co~~cn Equity per 
A.58223 filed 7/14/78 

Less: Investors' risk-free 
return in July 1978 

Equity Risk ?remium 
Add: Investors' risk-free 

premium in March 1980 
Required Return on Co~~on 

Equity 

Co~~issicn 
Adopted 

12.25% 

6.98 
5.27 

12.94 

18.21 

-123-

Pacific 
Requested 

14.50% 

6.98 
7.S2 

12.94 

20.46 

Average 

l;).38% 

6.98 
6-.40 

12.94 

19.34 
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t 
Joses' third method estimates cost of common equity by sub­

tracting the cost of new debt from the return on equity the Commission 
allowed Pacific in the past. A su~~ary of that caleulation is shown 
on Table 32. By this method Joses subtracts from the Commission­
adopted and Pacific-requested returns on co~~on equity granted in 
A.S3587 and A.58223, the cost of new debt closest to the filing 
dates of those two applications.. 'I'his provides an equity risk 
premium which when added back to lS .. ~5%, the yield to maturity 
of the February 1980 bond issue, 9ives a return on eo~~on equity 

of 18.68% to 20.63%. 
Based on a summary of his three methods and the ones 

which follow by Litzenberge~discussion of which follows, Joses 
determines that 19.0~ is a conservative minimum estimate of return 
on the common equity component of Pacific's capital structure_ 

• 
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D~te -
9/19/72 

7/14/78 

TABLE 32 

THE PACIFIC TELEPHONE ANt> 'l'EI.EGAAPH COMPM"Y 

Req~ired Return on Common Eq~ity 
Based on P~eifiets Cost of New Debt 

Joses for P~ei!ie 

Cost Return on Common ~uity Eq~ity Risk Prerniu."tI 
Of Ne .... Commission p~citie Com .. m.ss:l.on Pac:l.f:l.c 

Application Debt'" Adopt~ Res~ested"'''' Adopted Reguested 

53587 7.42% 11.00% 12.64% 3.58% 5.22% 

58223 9.57 12.25 14.50 2.68 4.93 -
Aver~ge Equity Risk Premium Sinee 1972 3.13 5 .. 08 

Add: Yield to Y~t~rity of February 1980 Bond Issue 15.55- 15·.5S 

Required Return on Co~~on Eq~ity 18.68 20.63 

.... Yield to mat~rity at filing d~te of most recent P~cifie bond issue • 

Where ~ r~nge had been requestee, the aver~ge of the r~nge h~s been used • 
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Litzenberger for Pacific 
Robert H. Litzenberger, professor of finance, Graduate 

School of Business, Stanford University, was called by Pacific to 
testify on a reasonable rate of return for Pacific. 

Liezenberger starts from the premise that the expected rate 
of return on a public utility's equity should equal the expected 
return on the equity of other enterprises having s~ilar risks. It 
is also important that a public utility maintain its credit so it 
continues to have access to capital markets to raise the funds 
required for capital investment. Therefore, the firm's return on 
equity should be sufficient to assure confidence in its financial 
conditon so it is able to maintain its credit and to attract capital 
on reasonable terms.~1 

Litzenberger stated that in a regulatory jurisdiction such 
as California, which uses a historical cost rate base, a just and 
reasonable rate of return on equity is an accounting rate of return 
which when applied to the historical cost rate base should result 
in a just and reasonable market price for the utility's common stock. 
A company's cost of equity capital is commonly defined as the 
investor's expected rate of return on the market value of its equity 
securities. A utility's cost of equity capital has to be translated 
into an allowed rate of return on book value that is consistent with 
a just and reasonable market price for its equity. From the 
perspective of the utility shareholders" the only relevant result 
is the tmpaet the allowed return on book value has on the market 
price of its equity. In Litzenberger's judgment the setting. of an 
allowed rate of return on book value should be viewed by the Commission 
as the method employed to achieve a just and reasonable market price 
for the pUblic utility's equity. 

10/ Some of these eomments will be recognized as reflecting the ~ 
-- and Bluefield deeisions • 
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Litzenberger further testified that publicly available 
information'about a utility's future profits is reflected in the 
market price of its stock. Therefore~ it would be circular to 
establish rates that would maintain the current price of a company's 
stock when that price reflects investor~ expeceaeions concerning 
the rates a regulaeory commission will allow. Past rate decisions 
which are either overgenerous or confiscatory would be refleceed 
in a high or low current stock price. If the Commission views the 
current stock price as the just and reasonable market value of the 
utility's s.tock, the regulatory process would be relying on its own 
boot straps for support without any economic underpinning. 'I'his 
is why the Commission should not view the current market price of 
a utility's equity as just and reasonable market value. 

Litzenberger uses three basic approacbes to estimate a 
fair rate of return on equity for Pacific: 

1. Discounted cash flow (DCF or cash flow), 
2. capital asset pricing model (CA.PM or pricing 

model),~ and 
3. Comparable earnings ~ which takes into account 

changed economic conditions. 
Litzenberger first uses the two market-oriented approaches, 

DCF and CA.PK, to estimate the company's cost of equity capital. 
The cash flow approach produces a 19".1~ cost of ectuityand" the 
pricing model produces 19.2~. He then establishes a target market­
to-bock-value ratio of 1.23 for the company's equity. Finally he 
translates the cost of equity eapital estimates into fair rates 
of return on book equity us~ his recommended target market-to­
book-value ratio. The fair rate of return on book equity is 20.57. 
based on the cash flow approach and 20.61. based on the pricing model 
approach • 
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Litzenberger uses the comparable earnings approach, that 
is, book value, to provide a direct estimate of Pacific's fair rate 
of return on book equity. This approach produces a range of fair 
rates of return between 18; .. 8" and 19 .. 7~ .. 

Based on the three approaches Litzenberger recoamaends a 
fair rate of return on equity of 19.14, the mid-point of the range 
of his fair rate of return estimates. 

The DCF approach is similar to the method employed by a 
security analyst using fundamental analysis to estimate the expected 
return on a common stock.. The cash flow analysis estimates Pacific's 
cost of equity capital as being that rate which makes the present 
discounted value of all future cash flows expected by investors equal 
to the current price of Pacific's stock.. Future cash flows expected 
by investors can be specified as the expected dividends over a fixed 
investment period and the expected stock price at the end of that 
period.. Under this approach a company's cost of equity capital, 
the expected rate of return on its stock, may be separated into two 
components, a dividend yield and expected price appreciation. 

Litzenberger's cash flow analysis is keyed to three 
ass\lIDptions: 

1 .. Pacific's quarterly dividends per share will 
grow at a constant rate from one quarter to 
the corresponding quarter in the next year. 

2. Annual earnings per share will grow at the same 
rate as annual dividends per share. 

3. Pacific's price/earnings multiple is constant. 
An important component p of course 7 to the cash flow approach 

is the future growth rate expected by investors. Litzenberger estimates 
this to be 4.841. based on the retention of earnings by Pacific, a 
ratio of .395, and the last rate of return granted by the Commission 
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on equity capital which waoJ 12.251.. His estimate of a growth factor 
of 4.841. is'~e retention r&tio~ .395, times the return on equity. 
12.251. 

Litzenberger's estimate of Pacific's cost of equity capital 
using his quarterly discounted cash flow model (formula) ~ the 
1979 quarterly dividends of 3Si per share, the March 21, 1980 closing 
stock price of $11, and the 4.841. estimate of the consensus growth 

rate, is 19.rt per annum. He believes this to be a conservatively 
low estttmate. Using Pacific·a December 31~ 1979 book value of 
$21.65 per share and its March 21, 1980 clOSing price of $11, the 
cur~ent market-to-book-va1ue ratio is .51. 

Litzenberger converts the 19.11. estimate of Pacific's cost 
of equity capital into a fair rate of return on book value that would 
result in a just ana reasonable market price for Pacific's stock. 
This calculation is done as follows: Litzenberger recoJDnends a target 
market-to-book-value ratio of 1.23. To translate his estimates into 
fair rates of return on Pacific's book value requires an estimate 
of the expected rate of growth in net income for Pacific. The higher 
the rate of growth used, the lower the upward adjustment to the cost 
of equity capital. Litzenberger assumed a 13i. growth rate in net 
income, an approximation of the expected inflation rate implied by 
the current interest levels. The ocr estimate of the cost of equity 
capital, 19.11, translates into a fair rate of re~urn on equity of 
20.5~ by the following equation: 

1 .. 23 (19 .. 1 - 13.0) + 13.0 - 20.51-
Litzenberger stated the CA.PM, or pricing model, method 

is a theorywhieh relies on the relationship be~een expected rAte 
of return and risk on securities.. Investors are ass\Ded to like 
expected return and be averse to risk. Because they do- not like 
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risk, they diversify their investment portfolios. The investor, 
therefore, will be concerned about the risk on an individual security 
which cannot be eliminated through such diversification. This non­
diversifiable or systematic component of the risk of an individual 
security is measured by its "beta". A stock'$- beta indicates how 
closely its return moves with the return of the market as a whole. 
The rate of return on a stock with a beta. of 1.0 is expected' to move 
in unison with the market. The rate of return on a stock with a beta 

of 0 moves randomly with respect to the rate of return on the market. 
The rate of return on a stoCk with a beta of 1.5 is expected to move 
up or down 1.5 times the movement in the rate of return on the market. 
Investors who do not like risk may be enticed to invest in a 
stock if its expected rate of return exceeds the interest rate. The 
higher the beta of an individual stock, the higher the risk premium. 
That is, the difference between its expected· rate of return and the 
current interest rate. That risk premium is what is required to 
induce an investor to hold the stock. The CA.PM in :tts most general 
form predicts that risk premiums on stocks will increase linearly 
with betas. 

For application to the pricing model method, Pacific's beta 
was calculated by Litzenberger over the 60-month period, January 1974 
through January 1978. He used this to estimate the company's future 
monthly risk premium.. The CA.PK approach also req,uires an estimate 
of the interest rates that are expected to prevail over the initial 
year the pending rate decision is in force. Litzenberger chose a forward 
interest rate of 1~.94 based on 90-day T-bill contracts that span 
the first year the pending rate decision is expected' to be in force. 
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Litzenberger's pricing model calculations indicate that 
Pacific's cost of equity capital is 19.27. per annum. This cost when 
translated to a fair rate of return on e~uity in the same manner as 
for the cash flow approach produces a return on equity of 20.67. by 
the following calculation: 

1.23 (19.2 - 13.0) -f- 13.0 - 20.67. 
Litzenberger's 1.23 factor is a. simple calculation based 

on factual information from Pacific's financial data with one exception, 
it depends on what is known as the "qlt ratio. q is a ratio of the 
aggregate market value, ectuity plus debt, of nonfinancial corpora.tions 
to the aggregate replacement cost: of their assets. In a per fect 
economic situation the value of q would be 1.0. Litzenberger claims 
there are short-run deviations from the value 1.0 however. He notes 
that for the first three quarters of 1979, for example, the estimate 
was 0.654 in the Economic Report of the President (January 1980, p. 141). 
Litzenberger sampled 29 nonregulated, nonfinancial firms having risks 
comparable to Pacific, and calculated a comparable q ratio using the 
replac~ent costs of their net plant and equipment and inventories 
and the market value of their publicly traded debt and equity. This 
comparable equity q ratio for 1978 was 0.715. Using 1979 Pacific 
data, Litzenberger calculated the recommended target market-to-book 
ratio for Pacific as follows: 
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TA.Bl..E 33 

Calculation of the Reeommended 
Target Market-to-Book Ratio for Paeific 

Value of Equity at Adjusted 
Replacement Cost (OOO's) 

Times: 

1978- Equity "qn Ratio for Comparable 
Firms 

Short-Run Just and Reasonable Market 
Value of Equity (aOO's) 

Divided' by: 
Value of Common Equity at Historieal 

Cost (OOO's) 
Gives: Reeommended Target Market-to-B¢ok 

Ratio 

$6,178,500 

x 0.715 

4,417,628-

..:- 3,581,704 

1 .. 23-
Turning to Litzenberger's book value, or comparable earnings 

approach, it measures the fair rate of return on equity for a utility 
by averaging over t~e the aggregate rate of return on book value 
for a sample of nonregulated enterprises having eorresponding risks. 
The rate of profieability of nonregulated firms is determined by 
eompetitive forees. However, Litzenberger ela~s historical 
accounting rates of profieability are not reliable indicators of the 
future expected profitability. In recent months, long-term inflationary 
expeetations and interest rates have increased dramatically, and 
under these conditions Litzenberger believes the comparable earnings 
approach provides a measure of the future fair rate of return only 
when it is implemented in risk premium form. This can be done by 
subtracting the interest rate on long-term U.S. Goverllment bonds 
from the aggregate accounting rate of return for the comparable non­
regulated companies. The average of these differences over t~e is 
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an appropriate measure of the fair difference between a public 
utility's return on equity and the current interest rate on long­
term government debt~ and is indicative of the risk premium that 
non regulated companies comparable to Pacific should· earn. 

Litzenberger selected 29 companies, the same 29 used 
under the development of bis target market-to-book-val ue ratio of 
1.23, to implement. his comparable earnings approach. In selecting 
the 29 companie~ he considered two measures of risk widely used 
by investors. One of these is the stock's beta, which has been 
discussed previously,. and measures the extent. to which the rate 
of ret.urn on comnon stock moves with the market in general. The 
second component is called nonsystematic risk and is the component 
of the variability of an individual stock that is attributable to 
movements that are unrelated to general movements in the market. 
Both the firm's beta and its nonsystematic risk determine the 
total variability of its rate of return and therefore influence 
the firm's risk of insolvency and its ability to attract capital. 
However, these ewo measures of risk are not the only ones to be 

considered. Litzenberger stated that the eomparable earnings approach 
should also reflect measures that relate directly to the financial 
integrity of the firm and its ability to attraet capital. Bond 
ratings and stock rankings are additional measures of this ability. 

criteria: 
Litzenberger selected his 29 firms using the following 

1. The size of the firm in comparison to 
Pacific~ 

2. Beta and nonsystematic risk factors 7 and 
3. Standard and Poor's stock rankings. -Litzenberger chose 29 firms which met two out of the three 

eriteria. Criteria used were as follows: Size was based on- gross 
revenues of $100 million or larger; beta and nonsystematie risk were 
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based on ~h:~ requirement that a firm have a beta and nonsystematic risk 
within the 991. confidence interval for Pacific's compara~le values; 
and a Standard and Poor's stock ranking of A+, A, or A-. For 'the 
years 1974 through 1975 the 29 firms earned a differential a~ve the 
long-term interest rate of 7.51.. In Litzenberger's judgment the 
comparable earnings analysis indicates a reasonable differential 
be~een Pacific's fair rate of return on equity and the interest rate 
on long-term U.S. Government bond's is between 6.61. and 7.51.. 

The March 22, 1980 issue of the New York Times reported 
the yield to maturity of the 8-1/41. U.S. Treasury Bond Issue maturing 
in Kay 2000 as 12.191.. The comparable earnings approach therefore 
indicates the fair rate of return on Pacificrs equity is between 
18.87. and 19 .. 7"Z, that is, 12.19- + 6.6 • 18.8, and 12.19 + 7.5 • 19.77.. 

Sum:na.rizing Litzenberger's recommendations, his cost of 
equity capital estimates using the DCF and CAPK approaches are 19.11-
and 19.27., respectively. He recommends in the short term a target 
market-to-book-va1ue ratio of 1.23. Using this recommended value 
his cost of equity capital estimate using the DCF and CAPM ap?roaches 
translates into fair rates of return on equity of 20.51. and 20.67.~ 
respectively. His comparable earnings analysis indicates Pacific's 
fair rate of return on equity is between lS.87. and 19.14. He 
recommends that 19.71., the mid-point of the range of his fair rate 
of return estimates, be allowed in this ease. His estimates of 
Pacific's future fair rate of return are heavily influenced by 
current long-term investor expectations concerning the inflation 
rate which manifests itself in interest rates and stock prices. 
Litzenberger coneeded that long-term expectations concerning ~he 
inflation rate can change dramatically over short periods of ttme • 
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Mowrey for tne Commission Staff 
Terry ~. Mowrey, a financial examiner with "the Revenue 

Requirements Division of the Co~~ission, testified on rate of 
return for the staff. Mowrey based his return on equity recommendations 
on an analysis of many factors both tangible and intangible which 
he claims affect the cost of equity capital to Pacific. Mowrey 
testified that one cannot base estimates solely on definitive 
formulas or preCise mathematical calculations, that, of necessity, 
determination of return on equity capital is a judgment determination. 
In arriving at his recommendation he was guided by the standards 
set forth by the U.S .. Supreme Court decisions and prior decisions 
Co~~ission. They are as follows: 

1. The return to the equity holder should be 
co~~ensurate with the returns on investments 
in enterprises having similar risks. 

2. The return should be sufficient to enable the 
utility to attract capital at reasonable rates 
and to assure confidence in the utility'S 
financial integrity .. 

3. The return should balance the interests of both the 
investors and the customers of the utility .. 

Mowrey stated the co~~on equity ratio is one measure of 
the risk of investment in a particular company.. In general, the 
higher the equity ratio the lower the risk to the equity 

of this 

investor because of the lower earnings required to pay interest 
expense prior to paying dividends. Mowrey testified that Pacific's 
debt ratio has continually increased over the last 10 years and 
was approximately 56% at December 31, 1979. The main reason for 
the sharp increase in the debt ratio over that period is because Pacific 
relied on long-term debt as the primary source of external financing. 
AT&T refused-to make equity investments in Pacific until, in its 
o?inion, the regulatory climate improved in California to an 
acceptable level. This forced Pacific to issue long-term debt 
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-. 
. 

in lieu of c~mon stock to meet its construction budgets. AT&T 
revised its ir;.vestment position in the spring of 1980 and 
subsequently Pacific issued 10 :r.illion shares of common stOck in July . 
1980. Mowrey expects an additional $600 million of common stock equity 
will be issuee in 1981. This should gradually increase Pacific·s 
equity r~tio.to a l~vel eom?ara~le to other telephone utilities. 
The continually increasing de~t ratio has been accompanied by a 
dete:iorating a:te:-tax interest coverage because of the higher 
earnings requireo to meet interest expense requirements and maintain 
a particular times-interest coverage. 

In order to determine a return for pacific which he 
felt would be comparable to that earned on similar risk investments, 
Mowrey compared Pacific's e~rnings,pcrformance, and financial data 
with other regulated telephone utilities. He selected three groups 
of telephone utilities for comparative purpoSes. The first group 

•
was 22 Bell System companies, the second, 14 ~neral'Te~epbone 

companies, and the third, 10 independent telephone companies. Mowrey 
chose telephone utilities ~cause Pacific is a regulated telephone 

'. 

company with business and financial risks similar to those 
experienced by other telephone companies, especially Sell System 
and General Telephone compa~ics. 

Mowrey believes his recoumendation of 14'%. on-equity and 
11.50~ overall strikes a balance between the interests of Pacific'. 
customers and its stockholders. Customers want good service at ehe 
lowest possible rates ~ and the stockholders want a reasonable return 

on their investment. Mowrey claims b.is reconmended return fairly 

compensates the investor, allows Pacific to meet its fixed charge 
requirements, ensures the ability to attract future capital at 

reasonable rates~ and at the same time does not overly compensate 
the equity holders compared to similar investments, thus protecting 

Pacific·s customers. 

-136-



, 

• 

A.59849 et al. ALJ/kS/eC 

Mowr~y t~stifi~d that interest coverage provided by a particular 
lev~l of earnings is an important consideration in determining a 
fair and reasonable rate of return. Mowrey testified that a 
minimum of 2.2 times would be ad~quate to provide earnings sufficient 
for Pacific to meet its fixed charges re~uirements as well as allow 
for sufficient flexibility to attract future capital. 

Some of the additional factors which Mowrey considered 
in arriving at his reco~~endation were: 

1. Pacific is a regulated public utility engaged in 
a business which affects the public interest and 
as such must provide its services at reasonable 
rates. 

2. Pacific's inclusion in the Bell System family 
makes it less risky than a business operating 
without such affiliation. 

3. Pacific's capital structure, capital costs, and 
financial history. 

4. Pacific's capital re~uirements • 
S. Pacific normalizes federal income taxes for 

ratemaking purposes providing greater internal 
cash flow than eompanies which flow through 
income tax benefits to ratepayers. 

6. Economic conditions - the effects of continued 
inflation and increases in embedded costs of 
capital. 

7. The essential nature of Pacific's product to 
the public. 

In response to a request of the ALJ, Mowrey agreed to 
furnish the Co~~ission information on the changes in his 
recommendation caused by any changes in the mix of long-term 
debt, that is, new long-term debt issued and old long-term 
debt retired, prior to the date th~ Commission renoers this 
decision. 
Langsam for General Services Administration 

Mark Langsam testified on rate of return for the GSA 
on behalf of the Executive Agencies of the U.S. Government • 

• 
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Langsam is a~ economist for GSA. Langsaln based his 
recommended return on his estimate of what would be an 
appropriate return for the entire Bell System. He premiseo his 
reco~~enoation on a 50% debt struc~ure, a 2.7 post-t~x interect 
coverage, ana an Aaa/AAA long-term bono rating. He testifieo 
that he makes these reco~~enoations in rate proceeoin9s frequently 
for GSA ano makes the same reco~~endation in all jurisdictions. 
Langsam could not point to any specific use of Pacific data in 
arriving at his recommended return on equity. 
Kroman for City of Los Angeles 

Manuel Kroman, a consulting engineer in the field of 
public utility regulation, testified on rate of return for the 
Ci ty of Los Angeles. Most of his direct testimony consisted o·f 
a criti~ue of Joses' and Litzenberger's methods, particularly those 
of Litzenberger's involving the present worth and pricing model 
methoos.. Kroman believes the methoos have little value for use in a 
rate case because they depeno so heavily on the input selected by the 
technician using them. 

Kroman believes it is more reliable to look at 
comparable risk enterprises such as othe~ telephone utilities. He 
broaoens this field, although staying within the regulatea sector, 
by giving consioeration to the earnings of other utility 
groups such as electric and gas~ Kroman, like others. stated that 
a primary consioeration is to provioe Pacific with the opportunity 
to earn at a level which will permit it to maintain its A bond 
ratings. He stated an aoditional guide to the general level of an 
appropriate rate of return is provioed by the returns most recently 
authorized by other sta~e regulatory co~~issions particularly for the 
telephone operations of General Telephone and the Bell System. 
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Kroman offered an exhibit showing returns authorized by state 
regulatory commissions employing original cost rate base for 
telephone subsidiaries of General. 
on equity for this group was 12%. 

The median rate of return 
The latest date for any decision 

in the group was for Florioa, December 7, 197~and ranged back to 
as early as August 1975. Kroman also offered rates of return 
authorized by state commissions employing original cost rate 

base for SUbsidiaries of the Sell System. ~he median for that 
group was 12.38% rate of return on equity, with many of the 
decisions dated in 1980, and showing a range of return from 11.03 
in Montana to 14.50 in Utah. Kroman presented a table of return on 
equity and percent of equity in ~~e capitalization of Pacific and 
22 Bell System subsidiaries. For 1979 the 22, excluding Pacific, had 
a return on equity of 12.46% and an equity ratio of 58%. For 
Pacific the comparable figures were 8.60% and 40%. A similar 
table for 14 General subsidiaries showed a return of 13.56% on 

~ equity and an equity ratio of 42%. 

• 

Kroman accepts the staffts capitalization ratios and suggests 
an after tax interest coverage of about 2.2 times which is 
also the staff estimate. He believes if those ratios were adopted, 
the rate of return would be 11.$1% with an allowance of 13.67% for 
co~~on equity. Kroman believes an allowance for common equity in 
the range of 13.$ to 14% would be fair and reasonable. 
Discussion of Rate of Return 

We note that the latest debt security issues are selltng 
for about 16%. Michigan Bell issued 40-year debentures which were 
sold April 28, 1981, priced to yield 15.93% at a cost to the 
company of 16·.07%. Michigan Bell is rated JV.A. Pacific Gas and 
Electric Company issued bonds in April at a cost of 16.35% .. 
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Interest ra~es on Pacific's debt securities show increasing rates, 
the 40-year debentures sold June 28, 1979 at a cost to Pacific of 
9.85;. A split issue of notes and debentures in February 1980 
carried a cost to Pacific of 15.32% and 15.71%, respectively. 
Pacific's March 25, 1981 split issues sold at effective rates cf 
15.26,%' for the lO-year notes, and l6.44; for the 40-year debentures. 
AT&T paid 15.34% on an issue of $150 million of 40-year debentures on 
April 20, 1981. We note also that the FCC in its order May 11, 1981 
granted AT&T an overall return of 12.75% with return on common 
and preferred stock set at 17.4%. 

We will not go into a long critique on the various methods 
for determining rate of return on equity which have been presented to 
us: it would serve no useful purpose. We recognize the two general 
types of procedures used by the parties in this proceeding, first, 
the traditional judgment approach based on an extensive background 
of information available to the analyst" and, second, the formula-type 
approach which requires the same kinds of background material 
and judgment for the appropriate inputs to the formulas 
uaed. We find in this proceeding an exxensive amount of 
information bas been put: before us, all of it: valuab-le. 
However, we cannot: ado1>t: strict mathematical formulas or models whicb 
usually depend on subjective inputs. On the other hand, we urge the 
parties and our staff, in particular, to consider in the future the 
possibilities of presenting for our information results from formula 
or model-type determinations in addition to the judgment calls they 

have 9iven us in the past. 

There are many charges and countercharges running through 
this proceeding whiCh a~ to place the Dlame for Pacific's presen~ 
poor financial condition.. Only one charge deserves coament. We 
view the action of AT&T not to purchue cOlllllon s. toc:k shares. of 
Pacific from. 1973 to 1980 as the major contributing factor to the 
poor financial condition of Pacific today. The effect of that may 
not be measurable but we believe it bad to have a significant 
detrimental effect as evidenced by Pacific's poor debt/equity ratio. 
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The result of this conscious decision by AT&T as far as 

the Commission in concerned is to place us in the position of now 

having to decide what we can do to help remedy a situation wAich, 

if allowed to continue, will result in serious detr~ent to the 

telephone consumers of California. Were we to close our eyes 

to the economic reality of Pacific's problems and apply normal 

or ordinary ratemaking principles to Pacific at this time, several 

things would undoubtedly occur in sequence. First, Pacific·s creait 

rating woulc be downgraded by tne two major rating agencies; secona, 

the resulting cost of debt, to the extent it was available, woula 

increase, leading to higher overall costs to Pacific's ratepayers; 

third, AT&T would have further reason to decline equity investment 

in Pacific, resulting in a prospective deterioration of Pacific's 

capital structure if we continued to authorize debt issues or, if 

we declined to do so, resulting in Pacific's inability to finance 

its necessary construction budget. Clearly tne foregOing 

is not a bad dream; it has been amply supported in our eviaentiary 

record as likely to occur if some extraordinary action is not fortncomin9. 

As a regulatory body we are capable of taking some steps 

to help alleviate Pacific's economic problems. We cannot, nowever, 

and will not attempt to solve that problem entirely on our own and 

at the ratepayers' expense. The regulatory process is one wnicn 

requires cooperation, trust and good faith on the part of tbose w~o 

participate therein. Without the active participation of Pacific 

and its parent, the process fails and nothing the reg~latory ~y 

does will allow it to survive. We have goals in mind for Pacific 

~ that we believe are achievable given a spirit of cooperation backed 
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by concrete action. The chief goal is a massive infusion of equity 

capital aimed at achieving a fifty percent de~t-fifty percent equity, 

ratio in a tilTle fra.one of 18' m:>nths wit."'l preferr€'d stock included as equity. We think 

Action by AT&T to restore that capital structure will lead to 

the realization of our second goal, which is an upgrading for 

Pacific's debt offerings. We think both of these goals can be 

promoted by action aimed at attaining our third goal, which is 

an increase in Pacific's common stock dividend coupled with AT&T 

reinvesting in Pacific the proceeds attributable to ~e nigher 

dividend. 

The very high return on equity recommendations maae by 

Pacific's wit.~esses in this proceeding have no relation to the 

returns authorized for any regulated utili~y comparable to Pacific. 

Granting such a return on equity, e.g., 19.7 percent, would no 

doubt promote the percep~ion of the regulatory climate in California 

but it also might be subject to reversal when tested against 

traditional rat~~king standards of reasonableness. It would not 

constitute a balance of the ratepayers' interests with those of 

the investor. (See City and County of San FranciscO v: Public Utilities 

Corrrnissiol"l (1971) 6 cal. 3d 119,'129). AT&T, however, has recently been 

granted a rate of return, and a return on equity by the Federal 

Communications Commission which,while uniquely high by traditional 

standards,does present something concrete for us to consider as a 

measuring stick. The 17.4 percent equity return authorized A~&~'s 
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Long Lines operations by the FCC constitutes what ~~at body believes 

is require~ to attract capital to AT&T, a triple A rated company 

and one that has had no difficulty in issuing ei~er debt or 

equity even in these difficult money markets. The 17.4 percent 

return constitutes a cap above which no investor in AT&T can 

reasonably expect to earn. Although Pacific is only a single A 

rated company, it does not face the competition which AT&T~s Lons 

Lines doos, nor is its business as subject to Ci"clical variations 

due to exp~~ion ane contraction of ~~e national economy. Pacific's 

return on equity ~~erefore does not need to be set at a level 

higher ~~an AT&T's. 

Wi~ all ~~e foregoing discussion in mind we find that 

due to ~~e unique and difficult economic conditions which confront 

~ Pacific at this time, a return on equity of 17.4 percent and 

an overall rate of return of 12.9l percent is necessary to, attract 

capital and to provide a reasonable expectation of achieving ~~e 

goals for Pacific we have set for~~ above. 

Were we dealins with Pacific in a less volatile and 

difficult economic setting aDd with & balanced capital structure. 

the return on equity and overall rate of return we would find 

appropriate would be considerably less th~~ here authorized. We 

stress that bo~~ the external economic situation which affects all 

utilities as well as the internal problems that are ~~ique to Pacific 

have combined in such a fashion as to re~uire special action on our 

part. Although we know AT&T profits considerably from its operating 

companies in ways other than dividend payouts, we conclude this 

~ rate of return is nevertheless required in order to bring tne ca~ital 
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struc~ure back into balance. Our decision on this issue, however, 

~ should not be misconstrued. We expect that our having granted 

Paeific a i7.4 percent return on equity will remove any o~stacle, 

real or illusory, to the massive equity investment we desire by 

AT&T or private investors. 

After all, this authorized return is not only tne highest 

granted any of the Bell operating companies, it matches precisely 

the return AT&T itself is authorized. AT&T therefore may mAXimize 

earnings for its shareholders by investment in Pacific the result 

of which should be a substantial improvement in Pacificrs capital 

structure. We believe that within eighteen months from the date 

of this order Pacific should be able to balance its capital 

structure. Further, with the improved earnings prospect tnis 

decision grants Pacific we expect an increase in Pacific's Qivi~end 

~ and a reevaluation of its dividend policy so ~~at tne minority 

shareholders and the market generally will be attracted to· Pacifie's 

equity. Increased AT&T equity infusion and an increased dividend 

• 

will insure that private investors will find Pacific's stock attractive. 

In other words, there should be no reason why the capital structure 

ca~~ot ~e balanced. AT&T's large equity investment in Pacific, 

including reinvested dividends, coupled with a Pacific dividend increase~ 

should result in a much improved market price for Pacific's stock. 

This will resolve any oojections. that increased equity offerings 

At & depressed market price will only dilute present owners t interests. 

As indicated earlier we are not only incapable but unwilling 

to solve Pacific's financial problems solely at the expense of 

Pacific's ratepayers. Hence Pacific is hereby put on notice that our 
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rate of return ano return on equity deei'sion made today, while cotrpeli~ Oy the 

evidence of record in t."'lis ?rOc~ing Will be reexa.iu.ned when we oeeide P~cific' ~ l'\Qyt: 

gener.al rate case •. We will look carefully to determine whether the ~o.lls and 

expectations we have ·here set forth are in the process of being achieved. If they are 

not,we will have to determine at that time, in light of the 

circumstances then prevalent, what the appropriate returns should ~. 

In order to insure that our concerns are taken seriously and that we 

can evaluate capital offerings which come before us for authorization, 

we instruct Pacific to provide us within 60 days of this decision 

a financing plan indicating proposed capital offerings specifying 

approximate dates and amounts of such offerings for the two-year 

period after the date of filing (Octo~r 1981 - OCtober 1983). 

We will adopt the capitalization ratios of the staff 

together with the cost of long-term debt and preferred stOck. 

~ These are shown on Table 29. The details of rate of return are 

shOwn on Table 34 • 
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Increased Revenue Reguirement 
Subtracting the 9.19% return shown on Table 2S for the 

adopted intrastate results from the rate of return adopted of 12.91% 
produces 3.72%. 3.72% times the adopted rate base of S8,6S0,000,000 
produces a net revenue requirement of $321,800,000. $321,800,000 times 
the staff net-to-gross multiplier of 1.896 produces an additional 
gross revenue requirement of $610,lOO,000. Equated to the $4,694,500,000 
revenue under present rates results in an overall increase of ll.0%. 
It is noted that if we had not increased the rate of return over the 
10.25% granted in D.91495, the gross revenue requirement would be 
$173,800,000 • 

• 
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. -
TABLE 34 

mE PACIFIC TELEPHONE AND TELEGRAPH COMPANY 
Adopted Rate of Return 

Component 
Long-Term Debt 
Preferred Stock 
Common Equity 

Total 

Test Year 1981 

Ratio Cost -
53.291- 9·.8-7~ 

5.l7 3.08-
41.54 17.40 

100.00 
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Service Considerations 

Bearings for statements and testimony from the general public 
were held throughout California. These sessions were generally in the 

afternoon and evening to give the public a good chance to participate. 
The sessions were held in San Francisco~ Los Angeles ~ San D1ego~ 
Sacramento, Eureka ~ San Luis Obispo, and Fresno. Most were well-attended; 
the one in Los Angeles was held on a Saturday. Of the complaints 

received from the public, Pacific investigated each one and reported 
back to the ALJ during the later hearings in this ease. As of the 
close of bearings in April, only a few were still outstanding; those 
are being concluded as rapidly as possible. 

Outside of the individual consumers noted above and some 

of the telephone answering services, most notably one in Stockton, 
the more serious service complaints came from WBFA and concerned the 
repair and installation of private line services. WBFA contends Pacific: 
bas failed to provide adequate service for the installation and repair 

of private line services used by the alarm industry... WBFA witnesses 
presented evidence of this failure and it appears it has been a re­

curring and unsolved problem since 1975. testimony shows the number 
of new installation orders that are not installed on assigned due dates 
have increased dramatically recently. Evidence reflects that less than 
one-balf of the installation due dates are met and long delays are not 
uncOtDlDon. Art Nettles,. a staff engineer and witness for the staff on 
quality of service, stated be did not prepare an independent study 
of the quality of service for private line circuits. He did,. however, 
make a limited telephone survey of tbe large metropolitan areas in 
California on burglar and fire alarm companies and telephone answering 
services. He contacted 30 burglar and' fire alarm companies and his 

findings reflect that about 50~ of tbe companies polled said their 
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~ervice was unsatisfactory. Nettles testified the main reason given 
was installation commitments not met. WBFA claims Pacific's 
performance in repairing alarm circuits has been steadily declining 
since the early 1970s. Because alarm circuits must be operational 
24 hours per day in order to do the job they are designed for, 
Bell System practice requires that out-of-service conditions should be 

cleared within two hours. As a result of these problems, and in an 
atte:npt to improve the situation, WBFA recommends that a coumittee 
be formed with representation from the alarm industry, Pacific, and 
the staff. The committee would establish reasonable sundards 
for the installation and repair of private line services used by the 
alarm industry And such standards could be incorporated into a 
Commission General Order. We will adopt the recommendation. 

For his report on telephone service, Nettles used various 
telephone service quality indicators to evaluate the level of service 
provided by Pacific. These indicators are detailed in Commission 

•

(,!enera1 Order (GO) 133. Pacific t s internal measurements were reviewed by 

ettles to rate the following categories of service: 
&. Held orders. 
b. Installation commianents. 
c. Customer trouble reports. 
d. Answer consistency - toll and directory 

assistance. 
e. Business Service Centers. 
f. Residence Service Centers. 
g. PhoneCenter . Stores 
h. Network services. 
In addition to GO 133 and Pacific's internal indicators, the 

staff also reviewed customer opinions gathered by such systems as 
Telephone Service Attitude Measurement Plan (~ and' customer 
complaints to evaluate custOCller perception of pacific's service 
quality • 

• 
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.. In B.90642 the Commission ordered Pacifie to furnish repor~s 
t 

and/or provide plans to improve its service performances in several 
areas. The staff took each of the ordering paragraphs and commented 
on the company responses. It appears all of these matters are 
being taken care of properly and will require no further action in 
this decision. 

The staff concluded that Pacific's overall service 
performanee level stabilized in 1979 and showed improvement in 1980. 
A substantial improv~ent in service performanee in 1981 is expected 
because of increasing expenditures for growth and completion of 
projects which will provide additional system eapacity. Table 3S 
summarizes the status of indicators used by the staff to evaluate 
the level of performance provided by Paeifie. The staff concludes that 
in general Pacific has provided adequate serviee during a period of 
significant growth in telephones and telephone usage. The staff 
further coneludes that network serviees in southern California and 

~verall service in the Los Angeles Sector have deteriorated over the 
years and currently are at less than desirable levels. The existing 
pro~lems are slowly being resolved by programs, increased work force, 
and adherence to construction schedules. Other than the pro~lems with 
private line services discussed previously, second quarter trends 
in 1980 indicate headway is being made in improving the serviee 
performanee • 

• 
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'rAaLE lS 

'l'H1: PACIFIC TEtEPHONE AND 'l"EtEGAAPH COMPANY 

Serviee Measure Trends 

Perfor~nce Trend : 

: Relative to Precedin~ Year 
Service Measure :1979 : 1980 : 1981(expected): Remarks 

Held Orcers 

• 

• 

Primary + + NC Adequate 

Regnde + + + Adequate 

Installation Commitments + + + Adequate 
(Performance adequate; but 
deteriorating in LA Sector.) 

Customer Trouole Reports NC NC NC Performance improvin9 in LA 
Seetor~ Pacific to continue 
complying with Ordering 
Para. 13.b, D.90642. 

AnSwer consistency - ~oll 
and Directory Asst. • + + Adequate 

Business Service Center + + + Adequate 

Residence Service Center + + + Adequate 

PhoneCenter Store ... + + Adequate 

Network Service + + Network performance is 
improving but below 
desirable level. 

plus - Improving performance trend. 

Minus - Declining performance trend. 

NC - No significant change in performance trend • 

... - No service measures in 1978 • 
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Con~ider~~ionz Afrccting 
RJ.tc De::.is:'l 

A lone ~imc ~ao in ~ !~raw~y pl~cc the FCC is~ucd the 

CJ.rt~~(one dcci~ton.~/· Un~il thJt cccision the Sell Sys~cm and th~ 
so-cJllec inec?cncc-n: :clC2honc com?~nies o?e=~ted as com?lc~e mo:'\o?oli~ 
in~c telephone induztry providing local service and nationwide toll 
service through networks in:.c::conn'ccting the Bell system OTC$. (lnc the 

indepcndents. CJrtcr:onc ~11owcc telephone terminal equipment owneo 
by phone comp~ny customers :0 be connected to the phone syste;signalinq 
the start o~ modern telecommunications competition. By 1978, com?~nies 
such as Microwave Communic~tions, :nc. (XCI) were able, because of 
court dcci~ion5, to ?rovicc messJ~c toll service in direct compctition 
wi~h the Bell and inde?cncents' systecs. Thee in 1980 came the FCC 

C 
~ ,. . r"'..1 •• ..1' • . ' ~ 1 h . 1 om?u~er .nCUlrv ~ ~CC1S10~ or~erlnQ cerC~U~O:lon o~ te e~ one termln~ _ "z" "- J'" I:' 

eC!ui?m~nt.~1 !:ly :.~.)rch 1, ~CjS2 o:lnd, furt.~,cr~ ordering AT&T ~nc C':'E ~o e form rully ~CP.:l=ot~C tcr~in,)l (.'(!ui?~(.'n: 5U~5ici':\rics to handle the 

deregulo:ec oc~iv~:ic5. A~ noted in the section on af!iliaced 
~clation~:)ip~ this putr. j)':)ci!"ic in 0 -:.r.)nsition period requiring 
cxtr~o:dino:l:y !:'cSul~':.ory oV0::!~~(}ht by the r··cc .::Jnd commissions such a!: 

ours to en~u:e th~: cu~:.o~cr~ of the rem~inins regulated portions of 
the phone ~y~:em= ore :rc,)':.cd foirly during ond ~ftc: the transition, 

t'he assumption being th.:l~ compe:ition will. take CA:-C' cf t.he tlnregulated 
ope:-ations- Costs associated with the establishment 0: the fully 
se~r."ted opcratio:ls must be bo-:ne by those ope:-ations, and terc1n.al 
e~uipment investment and associated tax and depreciation reserves left 
with the still-:-cgulatcc portions sho~ld :-ef1cct accu:-,ately the re­
maining physical plan: necessary to serve ~he regulated sector, on \I 
which, of course~ =evenues to -:ccover the ievest~ent with a return 

will be requi=ed. 

11/ -
12/ -

Carter:one v AT&T (1968) 13 FCC 20420~ Reeon. Den. 14 FCC 20571. 

FCC DOCKet 20828 (1980), 80-628. 

..... -
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We·hav~ addressed the costs associated with the establish--ment of the unreg~latecl activities f6r purposes of ~his decision in 

the section on eX?enses. We turn now to the problem of terminal equip­
ment which will re~~in with Pacific after !1arch 1, 1982, the most bitterly 
contested issue in this proceeding. Three sub-issues are involv~d; 

1. The AT&T/Pacific ~installed b~se migration 
strategy,~ (~i9ration strategy) • 

2. Developing equipment costs for ratemaking. 
3. If large increases in ter~inal equipment 

rates are required, how they should be 
phased in. 

Mi~rationStrat~y - Positions 
Based on e~~ibits of record, the migration strategy can be 

described as a product-pricing strategy for the Bell System which 
has the follOwing goals: 

1. Improve product line contribution. 
2. Price position the product line, that is, establish 

fla9shi~~ product prices and reprice older 
products. 

3. Migrate (move) present c~storners to flagship 
products. 

4. Prepare customers for the next generation of 
products. 

s. position the Bell System as the market leader in 
the emerging competitive teleco~~unications/ 
information systems ~arket. 

No other issue in the proceeding was contested as vigorously 
as this one. The Users Group lee the charge, closely followeQ by CHV~, 
SOni~rol, TASC, and ~~FA. Users Group reviewed thousands of Bell Syste~ 
docu~ents through the discovery process, called several adverse witnesses, 
and made their own affirmative presentation through three witnesses. 

The Users Group believes the migration strategy is a firmly 
~ntrenched AT&T/Pacific policy, that is inimical to the publiC interest, 
encourages unnecessary customer wovement, and is an inefficient and 

13/ Flagship products are 
~ se~tin9 Bell Syste~'s 

the newest top-of-the-line offerings repre­
version of the mOst adva~ced state of the art. 
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'wastefUl us~~ of r"SOurc"s. To support its charges, !:he Users Group 
points to the following frOC). Exhibit. 272 sponsored 'by J'ennifer Taylor, 
a consultant. for t.he Users Group: 

• 

• 

1. In AT&T's own terms the migration strategy 
is planned to accelerate the movement of 
terminal equipment customers from older 
generation products to Bell System's newer 
generation e~ipment. 

2. There is a concerted effort to upwardly 
reprlce older equipment in relation to newer 
equipm~nt so existing customers will migrate 
from old equipment to newer equipment under 
conttact thereby enabling the Bell System to 
retain its dominant position in the market 
and keep present customers Min the fold M 

during this critical competitive period. This 
would also ?OSition the Bell System to move 
these same customers to yet another series 
of newer Bell equipment by the mid-1980s. 

3. At). "incremental willingness to pay" analYSis 
was undertaken by AT&T which had the intended 
effect of increasing rates for older equip­
ment to a point where customers would find 
newer equipment more attractive. The 
analYSis determined what price differential 
would encourage 80% of existing customers to 
migrate from older to newer equipment. 

4. In 1979 and 1980, AT&T sent numerous documents 
concerninc; the migration strategy to the OTCs 
including Pacific. For example: 
a. Regulatory Support Binder. 
b. Migration Strategy ~~ster Plan. 
c. Dimension PBX Vint.age Pricing Strategy _ 

Regulatory Rationale. 
d. Centrex Migration Strategy Recommendation 

tetter. 
e. AT&T Target Pricing Support Package. 

- f. AT&T Migration Strategy Reeo~~endation 
Letter • 
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Users Group claims AT&T directed the OTCs to en9age in 
a9gressive marketing programs to secure the embedded market a9ainst 
competition. These programs included substantial additions of personnel, 
new trainin9 programs, and incentive compensation programs. The 
substantial costs of such programs will be recovered as short-term 
expenses from existing ratepayers of regulated services even though 
the expected benefits will be realized mainly subsequent to deregu­
lation of terminal equipment in March 1982. 

Because of the current competitive environment, Users Group 
believes the majority of customers who are induced to migrate will 
have little choice but to take service from Pacific. Even thou9h 
Pacific retains the customers, substanti~l amounts of useful and func­
tional equipment will be retired to the junkyard. Its undepre-
ciated investment will be stranded in the rate base to be paid off 
by future ratepayers. Users Group sees the migration strategy, 

~therefore, as promoting wasteful churn and abandonment of useful 
assets which is contrary to the public interest because it requires 
additional investment in areas which do no~~ing to improve national 
productivity. Users Group points out that the so-called stranded 
investment occurs because of the accounting treatment used for group 
remaining life depreciation. ~~en an item of plant is retired, any 
undepreciated portion remains in rate base because the plant invest­
ment amount retired is also the amount removed from depreciation 
reserve. Thus, if an item with a historical cost of SlOO and S80 
accrued depreciation is retired, the depreciation reserve account 
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is reduced by SlOO, S20 too much. Eventually, the stranded $20 
must be recovered~ the only way that can b~ done is through rates 
paid for other equipment or services.' 

Although many of the concerns of the Us~rs Group are based 
on Bell System documents and actions, Users Group believes Pacific 
is firmly co~~itted to the migration strategy. Again from Exhibit 272, 
Pacific'sdocuments indicate Pacific's management recommended "a 
concerted effort to churn the base of older electromechanical PBX 
vehicles to zero by 1982," an even more ambitious plan than AT&T~s 
80%. In October 1979 Pacific submitted a detailed migration plan to 
AT&T including data on inventories, customer movement, rate plans, 
and financial impact analyses under a "business as usual" plan and-
a more aggressive marketing plan • 
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One may ask,if the equipment is turned over prior to March 1,. 
, 1982 and Computer Inquiry II applies only to terminal equipment insta~led 

after March 1,1982, how the unregulated operations could take or leave 
any investments or reserves that could adversely affect the remaining 

• 

• 

regulated entity. ~he answer~claims Users Group, is twofold. 
First, in the case of equipment replaced prior to March 1, 

1982, all the stranded investment is left in the rate base of the 
regulated entity even though the inves~ent and revenue earning 
capability of its replacement is also left. In the ease of equipment 
left with the regulated entity and replaced after March 1, 1982, the 
replacement will go to the unregulated operation and the investment and 
reserve of the equipment replaced will be on the books of the regulated 
company, together with any losses associated with stranded investment 
or profits from overdepreciation. With the migration strategy, 
Users Group claims losses will be the most likely occurrence. 

Second, the investment and revenues for terminal equipment 
installed after March 1, 1982 will not be a part of the regulated 
operation. However, present Pacific ratepayers are paying for research 
and development, training, and sales efforts connected with that 
equipment. Users G~ouP claims that given the time required to change 
over a large business system from old to new equipment, a~ost all 
sales made in 1981 will be cut over to the new deregulated operations 
in 1982. 

Users Croup's fundamental concern as put in its brief is 
that "Pacific should not be permitted t:o adopt prici.ng or marketing 
practices, the purpose of which is to accomplish post-deregulation 
market positioning, if such practices result in unwarranted rate 
increases for customers of installed base equipment, or create a 
residue of stranded inves'tment to be recouped from regulated 
ratepayers." . 
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". 
Pacific denies it had any marketing objective to force . 

customers against their wishes out of i~s older equipmen~. It claims 
i~s marketing objectives are very stmple: (1) to assure tha~ rates 
for older terminal equipment cover costs, and (2) be in a position 
to offer more technologically advanced and cost-effective terminal 
equipment services to customers who have need for such services. 

Pacific asserts that the idea that it manipulates its rate 
proposals ~o foster the migration strategy is fallacious. It points 
out that about 3 of every 4 C41ifom ia customers who acquire new PBX 
systems get tb~ from competitors of Pacific, an4 therefore, if 
Pacific aggressively went after its eustomers to replace equipment 
and the customers did, it would lose 754 of those customers. 
Pacific points to testimony of its witnesses that the proposed 
rates for older terminal equipment are pegged as precisely as possible 
on costs developed by Pacific's equipment costing procedures, and that 
rates for flagship equipment are 17 to 44 percent above costs • 

Pacific contends that its pricing objectives are not 
designed to drive customers o~t of older equipment into flagship 
equipment but are designed to improve the revenue/cost relationship 
for the terminal equipment. Pacific points to Exhibit 118 as support 
for this contention. Exhibit 118. shows that rates proposed by Pacific 
in this case will produce revenue/cost ratios for older PBX and key 
telephone services very close to 1.00. Thus, the general body of 
ratepayers will be better off because they will not have to subsidize 
terminal services as they do now. 
Migration Strategy Discussion 

Witness B~own for Pacific (Tr. 4214) stated Pacific 
embraced the migration strategy but not its pricing concepts. Yet, 
proposed rates based on Pacific's cost studies sho~ some older 
equipment would be priced substantially above fla9ship equipment~1 

14/ The back9rouno and nature of these studies will be discussed 
- shortly • 
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.. 
For example i a sample of 4 system sizes shows older 701 PBX equipment. 
was priced an average of $473 or 177. below the new Dimension equipment 
on April 1, 1980, at rates prior to the April interfm increase; under 
rates proposed in A .. 59849, 'this proceeding, the same older equipment 
would be $459 or 157. above Dimension equipment.. This information 
is from Exhibit 270 of Users Group ~tness Free. 

Pacific's own estimates of its market share a.nd projected 
systems in service, 1979-82, indicate Pacific's intent under the 
migration strategy. Table 36 was extracted from Taylor's Exhibit 272 
by witness Selwyn of Users Group and summarized in Exhibit 27S. ~he 
basic data on Table 36are contained in a 1980 migration plan report by 
Pacific to AT&T.. The table shows that Pacific's objective over a 
3-year period was to cut its old technology equipment almost in 

half and more than double flagship equipment while still maintaining 
a 697. share of the market against its competition. '!'be portion of old 
technology PBX would drop from 647. to 30t. Considering. that terminal 
equipment has a useful life of about 10 to 20 years the objectives 
seem rather severe .. 
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Ye-c7.'Ir .-
19i9 

1980 

1981 
1982 

Year 
1979 .80 

8l 
1982 

• 

.. -. 
. .,. 

n&l' Old 

TACLE 36 

THE P/\CIFIC TELEPHONE J\r;o 'I'Er..r:CRl'~?n CO!-lPA!I.~ 

Projectea Syst~mz in ~~rvic~ 
1979 - 1982 

t-~.lrkC't Shure-

PT&T Corr.pctition 
PT&'I' n&T Z.tarke-t t-1ar ket 

Technology CO Fl ac; Sfl i '£ Co!::!?(:tition Sh~r~ Sh~re - . 
11,li2 753 6,267 4,824 79";.. 21~ 

10,01l 777 7,SS4 6,027 76" 24% 
8,191 799 lO,&47 7 ,38~ 73~ 27\ 
~,9C6 810 13,S92 9 ,29~ 69~ 31~ 

Perc~nt Old Technology: 

TOt;&l SystC'm~ P~rcent 
Old PBX Kev Flagship In Service Old Techno1OSl -5,776 5,396 6,267 17,439 64~ 

4,611 5,400 7 r Se.; l7,895 56~ 

3,19l 5,000 10,647 18,&38 44'5 

1,506 4,400 13,892 19,79~ 30~ 
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'. 
Th~re seems to be no doubt that Pacific did indeed embrace 

and pursue the goals of the Bell System mi9ration strategy. The 
evidence is tOO pervasive to believe otherwise. A parade of documents 
shows plans, objectives, quotas, incentives, and so forth, all designed 
to accomplish the installation of flagship equipment, whether or not 
it repl~ced old equipment. Brown testified that the AT&T migration 
information proved valuable to Pacific because it focused PacificPs 
attention on customers who had u~~et needs for more sophisticated 
terminal equipment although it was not Pacific's poliey to force customers 
out of older terminal equipment. We fail to see how one can sell new 
equipment to a present customer without causing that customer to give 
up present equip~ent unless it is merely an expansion which, as we 
view this record and Pacific's Objectives, is not the average situation~ 
The charge of whether Pacific took, or wishes to take in this case, 
the final step of pricin9 old equipment out of the market is not clearly 

•
proved by this record. That question somewhat hinges on whether Pacific 
found its up-to-now-valid method of costing equipment fostered the 
objective and therefore did not have to take overt action. Pacific's 

• 

witnesses deny that charge and we find no evidence to the contrary~ 
We move now to a dicussion of those costing procedures. 
Costs for Ratemakinq • 

The main method used by Pacific and the staff for 
developing equipment costs upon which rates can be basee is the GE-100 
procedure. The method has been used for over 30 years. The procedures 
and assumptions employed are continually reviewed and have been revised 
many times. The procedure develops costs for four major factors: 

1. DepreCiation of material and installation costs. 
2. Maintenance and other direct support costs. 
3.. Overheads. 
4. Return on investment and allowance for income taxes • 
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Several parties to the proceeding attacked the GE-100 
procedure as well as other costing procedures for such offerings as 
private line services. Again, the Users Group led the opposition, 
calling as a witness Lee L. Selwyn, president of Economies and 
Teehnology, a consulting firm specializing in teleco~~unications 
economies, regulation, and policy. Selwyn took on the G£-lOO process 
with vigor. Also attacking the costing procedures were witnesses Krause 
for CHMA t Edwards for Sonitrol, Weiss for TASC, Blakesley for Delphi, 
and King for w~FA. Only the staff supported the GE-100 studies and even 
that support became a little shakey as hearings progressed. We will 
not detail the charges and countercharges about costing methods. The 
record shows, despite Pacific's protestations, that serious shortcomings 
in costing procedures are evident. We can put the situation no better 
than the staff, an early supporter, did in its brief which we paraphrase 

and/or condense in the following three paragraphs. 
~ In this proceeding rates have been proposed by Pacific and 

• 

the staff that are at or above the G£-lOO level. These rates result 
in substantial increases for some services such as equipment used by 

the telephone answerin9 services. Old teehno109Y equipment such as 
PBXs and KTS would also be increased substantially, which Pacific now 
concedes agrees with AT&T competitive migration strategy pricing. 
Accordingly, the GE-100 proeess was subjected to substantial scrutiny 

in this proceeding. Users of private line services also were extremely 
concerned because of substantial price increases as well as indications 
that competitive services are soon to be offered by the Bell System. 
The substantial priee increases also affect equipment used by the 
hotel/motel industry. 

The record abundantly demonstrates that all of the foresoing 
user interests proved substantial weaknesses in the cost factors used 
by Pacific in its GE-100 methodology_ The preponderance of evidence 
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became so overwhelming on this point that the ALJ, late in theproceeding, 
finally had to call a special conference to disc~ss what could be oone 
at that late point to rerun the GE-100 cost sheets ~sin9 more realistic 
cost factors. 

On April 15, 1981 Pacific Counsel w~ite submitted the results 
of the reruns which were made with variations re~uested by the ALJ 
and the parties in connection with Exhibit 339. This letter was 
superseded by a letter dated April 27, 1981 which transmitted 
revisions and reruns of the April lS transmittal. White indicateo 
that the rer~ns showed wide variations. He concluded by requesting 
that any refinements to be maoe in the GE-100 methodology should be 
undertaken only after more analySis than what had been possible in the 
limited reruns described above. He concluded by saying "at that time 
further regulatory accounting changes can be considered for inclusion 
in both the GE-100 and category studies." It is clear that all parties, 
even Pacific, concede further refinements of the GE-100 methodology are 
necessary to reach reasonably acceptable costs by that process. the 
staff suggests that should the Commission conclude present costin9 
techniques are inappropriate for setting rates in this proceeding, any 
increase should be by a uniform percentage thus keeping all rates 
relatively the same. There could be some exceptions to that such as 
the 60¢ charge for station sets which indisputably does not cover costs • 
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~~ermediate Actions for the Tr&nsitio~ 
~!!riod . . 

In:summary,. we see four intermediate actions which must be 

taken .during this trans 1 tioD period. 
1. Review.and deteJ:mine equitable costing pro­

eedures. 
2. Detentine and allocate to' the proper user any net 

stranded investment. 
3. Detexmine the costs,. both capital and expense,. 

of establish~ the nonregulated operations. 
4. Establish tariffs for the sale of terminal 

equipment. 

We will order further hearings to resolve the costing 
procedures to be adopted for making rates for now and the near future. 

To make sure that the responsibility for any stranded 
investment is properly borne by the class of user responsible for it, 
or in the alternative the stOCkholders, we will order Pacific and 
the staff to expeditiously determine the kinds, if any, of equipment 

• 
that have been retired prior to being fully depreciated, the associated 
amount of undepreeiated,. or atranelecT,. investment,. anel a methoc:T for 
fairly recovering any stranded investment. These studies can be 

• 

presented during the further hearings we will hold. 
On the point t:bat customers paying rates to tl'e 

regulated company now and after Mareh 1, 1982 should not bear any 
expenses associated with the formation or operation of the unregulated 
company, we have adopted some staff proposals in this proceeding. We 
recognize these are estimates at this time. However, in its second 
order and decision in Docket 20828, supra, released Oecember 30, 198·0 
the FCC at paragraph lOS required AT&T to: 

1. Account for all expenses incurred to date 
relating to existing and future enhanced 
service offerings. 

2: Account for all expenses incurred to date 
that directly relate to the future subsidiary. 

3. Submit a plan for describing an accounting pro­
cedure for the interim expenses relating to the 
provision of enhanced services • 
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The purpose of the foregoing. i& te> provide a _chanin to. control 
and to hold AX&T accountable for the expenses incurred' in the 
interfmperiod' before deregulation while it is setting ~ the 
subsidiary. It is reasonable for this Commission to order P!&! 
to provide a sfmilar accounting of the expenses tnearred' in 
establishing unregulated operations tn California. 

Pending conclusion of further hearings, we vill hold 
Pacific's management fully accountable for protecting the 
interests of the ratepayers in the creation of the su.bsidiarya 
We are inclined to treac all further expenses allocated, to the 
new entity as a loan from Pacific drawing interest at the pr~e 
rate, but will be receptive to other proposals at the hearingsa 
The payment of such a loan could be treated as an offaet against 
rates in & future year, thereby producing a rate reduction upon 
repayment. Pacific's management should take whatever steps 
necessary during the creation of the new entity to assure the 
t~ely repayment of start-up expensesa 
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Sale of Equipment 

~e record convinces as there is a need to examine 
terminal equipment pricing. As we discussed under Costs for 

Ratem&king the traditional method for determining rental rates for 
terminal equipment is flawed; but, more fundamentally, the 

continued rental of telephone terminal equipment may not be the 

best policy as we approach deregulation of that equipment. It 
appears that offering terminal equipment for sale at net ~ok value 
is a more fair aDd reaaoQable arrangement for utility and user . .... .. _. . 

Deregulation in the fo~ of separate operations for 
provision of terminal equipment aside, sale of teminal equipment 
appears to be des irable. 'Iex:minal equipment. is becoming 

increasingly mobile because of modular jacks and compact 
equipment, and it may be more desirable for custcme%'S to own the 
equipment instead of the utility. Substantial billing and 

tracking expenses are involved with utility ownership', and equipment 
is easily stolen, both of which add to consumer costs. With 

customer ownership,handl!ng and billing costs will be reduced 
substantially, and theft is not a problem. 

Sale of terminal equipment will al.o lead to greater 

customer understanding and choice of products. For design line 

phones, Pacific' 8 current tariffs give the illusion that the product 

is sold, "hen actually. the customer buys the shell and not the 
functional part of the phone. By selling the pbone and separating 
maintenance, customers could even have a: choice of who maintains 

the phone. Currently, maintenance is buried in the rental charge, 

and customers are not aware of its cost or the cost of insurance 
against theft. 

Pacific itself could benefit from the .ale of terminal 
eqai1)CDent. There would be a substantial cash infusion vb.1eh. would 
greatly &Bsist Pacific in meeting its capital program-. 
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. Our desire to implement sale of terminal equipment is 

also aubstantiallymotivated by pending proposals to, deregulate 

the texmiDal equipment market. 
Both the FCC Computer Inquiry II decision and proposed 

Federal legislation (S.893) provide for the fo~tion of a fully 
separate deregulated AT&T subsidiary for terminal equipment. 
Under 'the FCC order, the subsidiary vill be formed next Mareh. 
The unresolved question is how existing rented, tariffed Bell 
System terminal equipment should be handled once the subsidiary 

is formed. The eurrent FCC plan provides for embedded 

equipment to be rented by 'the regulated operating companies. 
Because of all of the problems with separating operations between Dew aDd 

existing equipment, the Bell System has proposed to transfer all 

ens ting equipment to its new subs id1ary. While perhaps reducing, 
the vas te, confusion, and i.neo~venieDce of. the FCC' 8 plan) AT&T.' s 
approach creates a more critical problem. The deregulated 
subsidiary would have a dominant market position to charge 
excessive prices because it would own the vast proportion of terminal 
equipment available. That result greatly concerns us. With the 
sale of tel.'minal equipment under tariff) cw.tomers would~ have the 
opportuni~y ~o purchase that equipment at a reasonable price 

before i~ is transferred" to the unregulated Bell auba1cliary • 
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The opportunity to purchase terminal equipmen~ is also the perfect 
answer to the migration strategy,. saving ratepayers from- 'the 'tWin 
evils of higher rental rates and increased stranded investment. 

While we are pursuaded conceptually ~~ sale of 
terminal equipment is desirable, there is not sufficient 
evidence in this record to develop- an appropriate order 
establishing tariffs now. Also because of the issues we will 

take over to further hearings such as equipment costing, stranded 
investment, and depreciation. rates, and because all in~erested 
parties have not bad a chance to fully respond to the 
proposals in this proceeding for sale of equipment, we will take 
this issue also to the further hearings. 

We think it critical that the public &$ well as the 

parties to this proceeding UDders tand th& t we view sale as a highly 

desirable course for the future and one that, barring unforeseen 
obs tacles, we will move quickly to implement. We will expect 
all telephone companies, the staff, and any interested parties 

(respondents to 011 81) to file proposals by September 15-, 1981 
for sale of equipment for cash or on terms as well as its 

continued maintenance. Such proposals should anticipate that book 

value will be the appropriate starting point for determining a 
fair price • 
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Phasing In Rate Incre~se~ 
As far b~ck as 1913 the Commission h~d in mind that r~tes for 

each telephone service should cover th~ cost o! that service. In 

O.lOS2 (1913) 3 eRC 903 the Commission s~ie: 
K ••• we know of no reason why the toll Dno 
exchange business should not be k~?t separ~tely 
and each class of service bear its just pro~rtion 
of supporting the institution.

K 

We have not changed th~t pbilosO?hy ~nd find it even more apropos 
today vith emerging competitive conditions. In this proceeding both 

Pacific and the staff testified th3t that is their ultimate aim, to 
h~ve all service$ and equipment bear rat~s reflecting their fair ahare 
of costs. Even though there are and have been exceptions t~ 
the principle. we have repeatedly warned that we intend to- .et rates 

commensurate ~ith costs. This proceeeing is no exception but we are 

~r.ot satisfied with th~ eosting ?roeedur~c. until this :a~ ~e taken 

care of to our satis:aetion by further hear11'1.ga we will hold 

increases in terminal equipment to a minimum. 
We serve notice t however. on all cla •• es of .erviee and 

• 

u.sers of e<tui"ment that ve intend to continue to 1I1ove t~ cost-b.a.sed 
rate.. We will do this in a l>h&sed .. nner by reverting to- our ~revious 
poliey of no iucre •• e. greater than about sot E!t~ for any cla.s 

of service or equipment. 
Al.o. the increase we will gra1'l.t on. &1'1. interim ba.ia 

pending~inal allocation to CU$tomer cl •• ses ~11 not be .ubject 
to refund. We will do thi •• 0 Pacifie and· the ftnaneial community 

viII be .ure of the revenu.e flow for 1981-&2 .. 
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• 
Rate D~sign - Introduction 

The principal rate design concerns of most of the parties 
were the private line and terminal equipment rate~ which relate to 
the cost studies we are r~ferrin9 to further hearin9s. The non-Bell 
independents were concerned mostly with toll rates. Most of the 
testimony on specific rate design was presented by Pacific and the 
staff. Tbey did not disagree on the broad principles of rate design, 
but had some differences on minor issues related to emphasiS in one 
area or another. The main difference between Pacific and the staff 
on specific rates recommended was due to the wide difference in total 
revenue requirement resulting from their estimated results of operations. 
In some instances we have adopted Pacific's proposal, in some the 
staff proposal, and in others a compromise. We have attempted to 
adopt what we consider the best features of all proposals for those 
rate increases we will authorize. As previously discussed we will 

• not. increase private line and termi,nal equipment rates (except for station 
sets) .beyond a sr.all alTOunt to balance the reqJired revenue increase.. The specific 
rates we are authorizing by this,decision are contained in Appendix F. 

• 

Our first objective in rate design is to develop a spread of 
rates which will meet the revenue requirement found appropriate in 
this proceeding.. Our second objective is to provide a fair distribution 
of any rate increases among customers and classes of service consistent 
with any necessary restr~ints such as holding to a minimum increases 
for those services which will be subject to additional consideration 
in furthe~ hearings. 

For operations as complex as Pacific's a simple percentage 
increase in rates applied to all customers is not adequate. In 
determining particular rates we must consider factors such as cost 
of service, rate history, rate relationships, proposals of the parties, 
elasticity 0$ demand and related revenue repression, settlements with 
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connecting companies, and general effects on customers. For instance, 
in assessing the effects of a rate structure on customers we must 
consider total customer billing by class, the portion of a customer's 
bill affected by a particular rate change, whether the service is 
essential or discretionary, what options to the service are available, 
and the benefits of the service. 

To meet the revenue requirements which we find to be 
appropriate, total revenue must be increased by S610.1 million. Based 
on the record and the above factors we will adopt rate changes which 
result in the distribution of the $610.1 million as set forth on 
Table 37. 

It will be noted on Table 37 that the sum of the items for 
which we have provided specific rates totals $5S0.7 million. The 
difference of $59.4 million to make up the total revenue requirement 

•
represents a residual amount to be recovered by a uniform surcharge 
on the services and equipment not otherwise increased by this decision. 
We believe it is fair that all customers and services somehow share 

• 

in a rate increase of this magnitude even though we have yet to resolve 
some of the costing and rate problems associated with private line and 
terminal equipment • 
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TABLE 37 

PACIFIC 'I'EI.El>HONE AND ttLEc;AAPH COMPA.'"'i 

• Revenue Distribution' of Authorized ~t~ Rcvi=ions 
(Dollars in Million=) 

Anuu.1 
aevenue Percent 

lID lpg,,,, Ipsrslft 

~.lc IxchaJ1ic Ace ••• Rate.: 

luidence Service S 66.8- 16.3 X Ju.in... Service 67.1 37 .. 5 

SemipubliC Coin Service S.l 6 .. 2 

Zon. U.a,e ~.gremene Service 19'.2 8.2 
70reign !xchaDge Service 7.3- 9.2 
Multi-l1_ent Service Charges 31 • .5- 36.0 
Station Seta 37.6- 16 .. 0 

Mea'cae %011 Telephone Service. ~28 .. S 12 .. 7 

Vide Are. %elephorut Service 2l.1 14.,1 

Optional baidcce %elepb01le Service S~2 17 .. 9 

Op1:1onal Calling. Measured Service .. 4 22 .. 2 

• !1.1m1nation of Proposition 13 :Di.count, 76.7 

bee Adj~ltm4lle.: 

Jte.1denee ModulAr Conver.lon Program (~.6) 

Buaine .. Interior V1r1ng (8.8) 

Ixpocaioll of SMRT (0.7) 

Subtotal $550.7 

Surcharge on Unreviseo Services 59.4 S .. 4 

Total 610.1 13 .. 0 

C:R~ Figure) 
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• 
Basic Exchange Access Rates 

Residence cxch~nge access rates will be increased by 
S66.8 million. The detail of the rates is shown on Table 38. This 
is more than the amount reco~~ended by the staff, and less than half 
that reco~~ended by Pacific. Increases to residence service have 
been placed entirely on the individual line flat rate residence service. 
we make no changes to either the measured rate services available 
in the metropolitan areas or to the party-line services available 
in areas where measured rate service is not available. The authorized 
rate for residence individual line service of S6.70,or $7.00 in ZUM 

area~cannot be considered excessive at today's price levels; 
however, there may be some customers priced out of the market. 
Because some customers may want to adjust their telephone service 
to meet budget restrictions we will provide for an exemption from 
Pacific's usual change-of-service charges for individual line 

~flat-rate service customers who wish to change to measured rate 
or party-line service. We note that in previous proceedings we 

• 

found that ma~y flat-rate service customers benefit by changing 
to measured rate service. In accordance with findings in earlier 
decisions we consider measured rate service to represent the fairest 
distribution of COSt among customers and to be the ultimate principal 
service for residence customers • 
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ly.1D." Servise 

TABLE 38 
PACIFIC 'I'ELEPH01l."E AND TELEGAAPH COMPANY 

Present~.Proposed~ and Authorized 
BAsic ExchanQ~ Rates# 

Proposed 
Present Pa~ifie Staff Authorized 

I-Party ~.ur.d (SF-IS & LA) $7.00(4.00)* $9.00(;~.OO)* 

9'.00(40) 

7.00(0) 

13.00 

$5.00(0) $7.00(0) 
1-Party Mea.ared (Other) 7.00(80) 

PBX Trunk He •• ured 

Semipublic Coin 

I-Party nat (Sl-B & LA) 

l-Party nat (Oth.r) 

3.50(0) 

6.80 

6.00 

5.70 
8.50 

3.20 

* Mea.age allowance .tate. in dollaTs, 

I Plus EAS increment •• where ~plical>le. 
SF • San Francisco Metropolitan Area 

EB • East Bely 

Lk· • Los Angeles 

.. 

.. 
.. 
.. 
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While the business service increases are above the increase 
recommended by the staff, we adopt the staff reco~~endations as to 
structure. We are making no increases in the business flat-rate 
services which are available outside of the metropolitan areas. 
Within the metropolitan areas only nonoptional measured rate business 
service is availal:>le. OUr final rate for these services is $7.00, with no message 
allowa.'"lce. For the Pax trunk rate, we adopt the staff's rate structure principle 
of having the same rate applicable to business measured rate individual 
lines and PBX trunks. As pointed out by the staff, for some of the new 
types of equipment it is difficult to determine if it is a PBX or a 
key telephone system. Accordingly, a much simpler administration will 
result from application of a uniform access line charge. This is 
particularly true where customer-owned equipment is involved and Pacific 
does not have to distinguish between the two classes of access line. 
Also, the staff's recommendation for a zero message allowance will 

~allow for charges to be made in accordance with originating usage. 

• 

This will benefit many business customers who rely on the telephone 
principally for incomin9 service, e.9., order taking. On the other 
hand, customers with mainly out90in9 service will pay an appropriate 
amount for the service they actually use. 

On Table 37 it can be noted that .. business customers have been 

aSSigned a much larger percentage increase for basic service than 
residence customers. However, many of the terminal equipment and key 
system increases proposed for business customers are bein9 postponed 
pending t~e further hearings on cost of service, and many business 
customers will experience lesser increases than they would have under 
Paci~ic's proposals. Further, we do not consider it appropriate to 
increase residence rates to make up for possible deferred increases on 
business terminal equipment. The ultimate dispoSition of these 
questions must await final determination of the cost-of-service matters • 
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The last area of basic exchange rates we discuss is semipublic 
service. As compared to public telephones, which are entirely the 
responsibility of Pacific, semipublic service is furnished to subscribers 
such as business establishments where there is a combination of sub­
scriber and general public use of the service. Many small businesses 
rely entirely upon semipublic service as their principal service. 
We will adopt Pacific's proposed rate for this service. While there 
are no cost studies on this record regarding pay telephones, we are 
generally aware that a coin telephone is an expensive device compared 
with the ordinary telephone. In addition there are numerous costs 
associated with coin telephones, including extraordinary maintenance 
and coin collection, that are not applicable to ordinary instruments. 
Also there is no separate charge for the coin telephone instrument 
whereas with a business telephone the instrument charge is separate. 
Based on all of these factors we believe the rate proposed by Pacific 

~Of $13 per month is reasonable. 
No changes were proposed by Pacific or the staff in 

party-line business or residence service or in measured residence 
(including lifeline) rates. Accordingly, we are authorizing no increases 
in such rates. 

• 

Zone Usage l1easurement Rates 
Neither Pacific nor the staff proposed any basic change in 

Zone Usage Measur'ernent (ZOM) service except for the level of evening 
discount. The main difference between Pacific and the staff is the 
amount of, ,revenue required. Pacific proposes to change the evening 
discount from 35% to 25% and the staff from 35% to 30%. Under the 
staff's proposal the discount SChedule would be identical with that 
applied to intrastate message toll service~ We believe that uniform 
discounts for toll and ZOM will be more understandable. We believe ZOM 

rates should be increasec3 and will adopt the staff's proposal which 
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provides for no increase in the Zone 1 (local rate). ~he initial minute 
rate for Zone 2 (9-12 miles) is increased fro~ 6 to 7 units with no 
increase in the 3-unit rate for each overtime minute. The initial 
minute rate for Zone 3 (13-16 miles) is increased from 7 units to 
8 units, and overtime minutes are increased from 4 units to S units. 
The price per unit is unchanged at 1 cent for basic service and 1.2 
cents for foreign exchange service. No change is made in the night 
and weekend discount of 60%. 
Foreign Exchange Service 

Foreign exchange service (PEX) allows a customer in one 
exchange to oe connected with a central office in another (foreign) 
exchange or district area. Under this plan the customer is 
considered to be in the local calling area of the foreign exchange 
for both incoming and outgoing calls. ~his service has been offered 
in California for many years and has helped to resolve many boundary 

~proolems where customers in one exchange may have a greater interest 
in a nearby exchange than they do in the principal co~~unities of 
their own exchange. Because foreign exchange service is often used 
as a substitute for toll it has been suggested that it be offered 
on a measured oasis only. 

Ordering paragraph 11a of D.90642 required Pacific 
to provide, as a part of its next major rate case, a proposal for 
offering all foreign exchange service on a fully measured basis. In 
co~?liance Pacific proposes, in this proceeding, to freeze the present 
offerin9 ~f flat rate residence FEX service in exchanges where meas~reo 
service is presently offered and to also freeze flat rate residence 
FEX service coincident with the introduction of measured residence 
services in areas Wb&Te such services are not offered • 

• 
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In addition to such a freeze Pacific also proposes to: 
1. Increase the monthly recurring rates for one­

party flat rate residence FEX service in both 
ZOY. and non-ZUM exchanges by $2.50 per month. 

2. Increase the monthly rate per quarter mile for 
mileage associated with one-party measured rate 
residence FEX service from $l.25 to, $1.60. 

3. Offer one-party business FEX lines and FEX PBX 
trunks at a co~~on rate 0: S17.00 per month in 
all exchanges where such services are offered. 

4. R~m~ve the usage allowances on business rEX 
lines and eru:oks. 

5. Freeze the present method of measurement and 
application of mileage rates associated with 
contiguous FEX services to existing services 
and provide that ~ileage rates for future 
contiguous FEX services will be measured and 
applied in the same manner as presently applied 
to noncontiguous FEX services. 

6. Increase service connection charges applicable 
to the provision of PEX services. 

The total revenue effect of Pacific's proposal is an increase of 
SlO.5 million during the test year. 

Ordering Paragraph lla of 0.90642 resulted from the Co~~ission's 
adoption of the staff's reco~~endation to convert all flat rate FEX 
services to measured services. The staff therefore concurs in Pacific's 
recommendations. Since all business FEX service is either provided 
on a message or measured basis, Pacifie's proposal to freeze flat 
rate residence FEX service will achieve the full intent of Ordering 
Paragraph.lla in a reasonable manner over a period of time without 
withdrawing any existing FEX service. 

In addition to concurring in Pacific's reeo~~endation to 
freeze the offering of one-party flat rate residence FEX service in 
exchanges where measured residence services are offered, the staffPs 
proposed revisions for rates and charges applicable to FEX services 
include the following: 
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1. Increase the monthly recurring r~tes for 
one-party flat rate residence FEX service 
in both ZOM and non-20M exchanges by $1.10 per 
month. 

2. Offer one-party business FEX lines and FEX PBX 
trunks at a cotn.":'lon rate of $15.50 per month in all 
exchanges where such services are offeree. 

3. Remove the usage allow~nces on business FEX 
lines and trunks. 

4. Increase service connection charges applicable 
to the provision of FEX services. 

It is estimated that adoption of the staff·s proposal will result 
in an annual revenue increase of $7.3 million for the test year. 
The effect of a soe differential in flat rate residence FEX service 
from ZOM exchanges is included in the revenue effects associated 
with basic rates. 

Both Pacific and the staff recom.":'lend a com.~on rate with no 

• 
allowance for business FEX lines and trunks. The proposed elimination 
of the allowance for business FEX lines and trunks is consistent with 
the staff's reco~":'lendation for a common measured business access line 

• 

and measured business PBX trunk rate with no allowance which we will 
adopt. 

The staff does not concur in Pacific's proposal to change the 
method of mileage measurement. Pacific's proposal would create a rate 
structure under which there would be large differences in rates for 
identical services. For exam?le, under Pacific's proposal the mileage 
charge for an existing one-party residence FEX service involving three­
fourths of a mile would remain unchanged at $4.80 per month per line; 
but a new custOmer requesting an identical FEX service would be 

charged $12.80 per month per line for mileage. Pacific's proposed 
changes in the application of mileage charges would result in a 
discriminatory rate structure and will not be adopted • 
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Both Pacific and the staff propose an increase in the service 
connection charges for PEX services, whieh, if adopted, would still 
reeover only approximately one-third of the costs of providing 
FEX services. We will adopt the staff's proposed rates. 

Foreign exchange services are optional services co~~only 
selected by customers as an alternative to message toll service or 
ZUM service. As optional services, FEX services should not be 
provided at rates and charges substantially below cost. Present and 
proposed rates and charges for FEX services are residually priced. 
Pacific has not provided sufficient data to support cost based rates 
and charges for FEX services. The staff reco~~ends Pacific be 
ordered to provide a study of all FEX services as a part of its next major 
rate application. In major rate proceedings ?acifie should provide 
adequate rate studies. We will adopt the staff reco~~endation. 
Multi-Element Service Charqes 

~ Service charges ~re made for various service functions 
performed such as installing a telephone, connecting the telephone 
at the central office, and taking the customer's order. Both 
Pacific and the staff proposed increases in these charges. At one time 
the service charges were based on a flat charge without regard to the 
actual work performed or service provided. More reeently we have 
authorized serviee charges on a multi-ele~ent basis meaning each 
function is paid for by the customer. The rates proposed by Pacific 
and the staff are shown on Taole 39 • 

• 
-180-



A.59849 et al. ALJ /ks * 

• 
Service Order 
Central Office 
Premises Visit 
Interior \\iring"" 
Station Handling 
Jaek 

Total 

TABLE 39 
Multi-Element Serviee Char~es . 

Present Pacific ProEosed 
$ 7.00 $10.00 

9.00 15.00 

8.00 8.00 

8.00 12 .. 00 

8.00 8.00 

3.00 3.00 

$43.00 S56.00 

Staff Proposed 
And AdoEted 

$10.00 
13.00 

6.25 
16.75 

4 .. 00 
3.00 

S53.00 

"" Charge per outlet installed. 

The total charges listed on Table 39 would apply to a new 
customer for service if there were no wiring or jaeks installed on the 

~premises. However, some 70% of the residences in Pacifie's exchanges 
are equipped with modular jacks. Also, customers can obtain a jack 
adaptor for terminal bloek application requiring no work by Pacific. 
When customers can take advantage of existing wiring, no premises 

• 

visit is required, and customers can pick up telephones at a PhoneCenter, 
in such cases paying only the service order and central office eharges 
when obtaining a new telephone service. These charges add to S16 at 
present rates, $25 at Pacific's proposed rates, and $23 at our adopted 
rates. In order to provide for full effectiveness of the PhoneCenter 
program, we are providing in this order that Pacifie undertake a mandatory 
conversiori of remaining residences to modular jack installations without 

charge to the customer. 
A similar schedule of multi-element charges, at a slightly 

higher level applies to simple business service. Again, we adopt the 
staff-proposed charges. However, we will not at this time make any final 
adjus~~ent in service charges for complex business services. Installation 

-18:1-



A.59S';9 cit ~l. ALJ/ks * 

• of services such as key telephone syste~s comes under the category of 
complex servi~es. Since we are deferring final rate changes for key 
telephone systems until we consider further the eosting procedures) 
it i8 rea.aonal»le .~o defer final adjustment of eomplex service ,charges • 
Parties are placed on notice that such charges may be subject to 
adjustment in our final determinations in this proceeding. 

The objectives to be met in est~blishing appropriate levels 
of multi-element charges are fourfold: 

1. They should be cost-related. 
2. They should reflect the cost incurred by the 

utility for that customer. 
3. They should be designed to encourage customer 

usage of ?honeCenter facilities. 
4. They should relate directly to the work activities 

and be understandable to the custo~er. 
We believe the primary e~phasis should be placed on cost. Both Pacific 

•
nd the staff used a cost study prepared by Pacific in response to 
rdering Paragraph lld of D.90542. The costs involved are 

directly assigned costs and do not involve the problems associated wi~~ 
the GE-100 costing method. 

Pacific has proposed charges in excess of cost to encourage 
use of ?honeCenters. The staff based its eharges primarily on eosts. 
We adopt the staff proposal. 
Station Sets 

The present rates for station sets differ depending on whether 
the set is a main telephone or an extension. Since the instr\mlent is the 
same in either ease we believe there is no justifieation for a difference. 
Roth Pacific and the staff proposed a wiform rate. Pacific proposed 
a rate of $1.00 per month for a rotary set and $1.5S for a touchtone; 
the staff proposed $1.20 and $1.80, respectively. Also, Paeific 
proposed inereases for the deluxe Princess and Tr1m.line sets. The 
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staff concurred in the Pri~cess proposal but r~comme~oeo no increase in 
the Trimline set. Penoing review Qf terminal equipment costing methoos 
we will aQQpt pacific's proposal. In adopting these rates we take 
notice of the wide av~il~bility of FCC-registered telephone sets in 
the retail market. xany of these instruments sell for $2~ or less, and 
may be attractive to customers who f'eel $1.00 ?er month is excessive. 
We note in this decision we are ordering a program to convert all 
residence premises to modular jacks at no charge to the customer. 
This will aid in allowing customers to purchase and use their 
own telephones. 
Messaqe Toll, WATS, ORTS, and OCMS . 

Pacific asks for a $91 million increase in message toll 
telephone service. The staff proposed a $42 million increase. 
Representatives of the non-Bell independents urged that a higher 

.• incr~ase in toll rates be adoptee. They noted the current low 
earnlngs on the toll service and the effect those earnings have on the 
independent companies. pacific was concerned that an excessive 

• 

increase in toll rates woulc not be cesirable because of the competition 
th~t has developed in this area. Pacific also notec that intrastate 
toll rates are somewhat below interstate rates anc that some 
increase was therefore warranted. We take notice of the action 0: the 
FCC whiCh permittee AT&T to file a 16% increase in interstate rates 
effective July 9, 1981. Such an increase obviously aggrava'eesthe disparity 
between interstate anc intrastate rates. Accordinsly, we believe there 
is adequate justification to increase toll rates above the level 
proposec by either Pacific or the staff. Such an increase would 
correspond to the independents' position. 

WArs) OptioD3l Residence Telephone Service (ORIS), 
and 0ptional Calling Meas~red Service (O~~) are all closely 
related to the message toll schedule. ORrs and OCMS are 
relatec :0 toll rates by a formula which has been used in the past • 
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w~ will allow th~~~ servicez to t~ke their appropri~te level ~ccordin9 
to the formula. As set forth in the following section on rate 

adjustments we ~rc requiring Pacific to make studies looking toward 
expansion of ORTS. 

~ATS is a form of discounted toll service for relatively 
large users. w~ile it is not tied to the toll schedule by a formula, 
it is cross-elastic with the toll schedule. Accordingly, we are 
providing for a w~TS increase comparable to the message toll increase. 
We note the interstate WATS schedule structure has recently been revised 
to provide rates which vary with usage in a manner more closely related 
to costs than the previous schedule. We believe Pacific should study 
its intrastate WATS with a view toward developing a rate structure similar 
to interstate service. We will direct Pacific to make such a study 
and to submit a proposal within six months which will restructure the 
intrastate WATS along the lines of interstate WATS with rates that 
yield the same revenue as rates then in effect • 
proposition 13 Discount 

The present tariffs of Pacific provide for a negative billing 
surcharge, or discount. This surcharge was instituted by 
Co~~ission direction to provide a passpthrough of property tax savings 
resulting from the passage of proposition 13, the Jarvis-Ga~~ tax 
initiative, in ~une 1978. A discount for tax savings is no longer 
appropriate since the results of operation we have adopted fully 
reflects actual property taxes paid including a~y savings. No 
useful purpose would be served to increase rates in other areas 
and still. maintain a S77 million annual discount on rates. We are, 
therefore eliminating the surcharge to avoid having to increase other 
rates • 
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Modular Conversion Program 
For Residence Services 

Under ~he present residence modular conversion program, 
Pacific converts jacks and telephone sets to modular when service 
is terminated or a maintenance visit is made. All new service 
connections use modular jacks and telephone sets. This progr~m 
basically involves modular COQversion on customer-initiated 
activities. The present modular conversion program has no benefit 
for those customers who de not change their service or who ne-ver 
initiate a repair call. In addition) those customers are fore­
closed from using customer-provided terminal equipment 
without incurring additional multielement charges from Pacific to 
convert the premises to modular jacks. As the rates and charges 
for utility-provided telephone sets continue to rise, the inequities 
compound for those customers who cause the utility no additional 
costs due to service order activity or repair calls. To correct 
this problem) the staff recommends Pacific be ordered to implement 
a modul~r conversion program for existing residence customers who have 
hardwired utility-provided telephone sets. Such a residence modular 
conversion program would have the goal of attaining the modular 
conversion of all simple residence services over a period of 24 months. 
The cost of this program is estima~ed to be approximately $1~.5 
million per year over a ewo-year period. This increase in expenses 
equates to an estim~ted increase in 1981 test year revenue require­
ment of $9.6 million. ~e will adopt the staff's recommendation and 
include ~. $9.6 million negative revenue requirement: in the final 
rate spread~ Details of the plan are set forth on pages 9 and 10 
of Appendi x r. 
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Interior Wiring (IW) 
For Business Services 

In A.SS223 of Pacific, the staff reco~~ended Pacific be 
ordered to provide cost studies on extensions and inside wiring as 
part of its next major rate application. In 0.90642, the Co~~ission 
adopted the staff's recommendation and ordered Pacific to provide a 
cost study for business inside wiring for extensions. In compliance, 
Pacific has provided cost information from which the staff has 
developed its proposed rates for business IW and extension services. 

In our adopted service connection charges as proposed by 
the staff, the service connection charges associated with the provision 
of IW by Pacific are based on recovery of full cost. Therefore, it 
would be inequitable to continue monthly rates for Pacific-provided 
business IW. The staff proposes that the present mon~~ly rates for 
Pacific-provided business IW be established at 30¢ per mon~~, an amount 

~WhiCh represents the costs associated with maintenance of business IW. 
Coincident with the establishment of the 30¢ monthly rate, 

• 

the staff reco~~e~ds unbundling and restructuring all business extension 
services so that all telephone sets of similar type are provided at 
the same rate. For example, the present rate for a standard rotary 
PBX extension line with ~tation is $2.00 in exchanges in which flat 
rate exchange access is provided and $1.65 in exchanges in which 
measured rate exchange access is provided_ Eaeh of these rates 
includes the telephone set and IW. Pacific indieates that the costs of 
providin9 a PBX station are the same as the costs of providing a 
standard 'business extension station, and that the costs of providing 
the IW for a PBX station and a standard business extension station 
·are the same. Under the staff t s pro?Osed restructuring, a monthly 
rate of $1.00 would be applicable to all standard rotary stations 
used as PBX stations and business stations. Also, under the staff's 
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proposal, a common monthly rate of 301 would be applicable to the 
utility-provided IW associated with PBX stations and business 
stations. The staff's proposal will simplify the present rate 
structure; therefore, we will adopt it and include the revenue 
requirement of $8.8 million in the rate spread. 

Expansion of SMRT 

In D.90642 as modified by D.909l9 we authorized Pacific 
to implement SMR! in additional exchanges throughout the State. In 
lieu of the SMaT implementation schedule order in D.90642 and 
D.909l9, Pacific proposes a revised schedule of SMRI implementation 
for residence services. Pacific indicates that the revised schedule 
more closely follows Pacific's programs of replacement of electro­
mechanical central offices. It is Pacific's intent to rearrange 
the proposed schedule of SMR! implecentation as necessary to 
achieve the m~st oreerly and economical conversion of central offices • 
Under Pacific's proposal) the Commission would be notified at six­
month intervals of the areas in which Pacific plans to implement SMR! 
looking two years into the future. 

The staff supports Pacific's recommended revisions., As 
indicated by the staff the expansion of SMR! will provide the 
residence customer with a choice of one-party flat rate (lFR) 
service, one-party measured rate (lMR) servic~and one-party 
message rate (lMQ) service (lifeline service) and is, therefore, 
a step toward usage-sensitive pricing in exchanges where it is 
not presently available. We believe the proposed revisions are 
reasonable and will provide for the orderly expansion of SMRI. 
Also, Pacific's rec~endation to update the SMRT ~lementation 
schedule is appropriate. Pacific's recommendations will be adop~ed. 
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Because lMR and lMQ services are priced at less than flat rate 
residence services, Pacific will eX?erience a revenue loss when 
customers convert from flat rate service. To cover this loss 
we are including $0.6 million of revenue requirement in our rate 
spread for the test year. 

The staff indicates that the SMRT expansion program 
proposed by Pacific does not include the elimination of flat rate 
business services nor the offering of measured·rate business 
services. In order to further growth of services which incorporate 
usage-sensitive pricing, the staff recommends that ene Commission 
order Pacific to include as a part of its next major rate appli­
cation a study on implementing measured services for businesses 
in all exchanges where residence lMR and lMQ services are offered. 
The staff recommends that such a study contain an ~plementation 
schedule, the revenue requirement, and a proposed tariff schedule • 
The staff further recommends that Pacific be ordered to provide the 
proposal as an alternative rate design in its next major rate appli­
cation and that all customers who could be affected be notified 
that such a tariff is being considered by the Commission. The 
staff·s recommendation is a reasonable step toward achieving state­
wide usage-sensitive pricing for telephone services and should be 
adopted. 

Expans ion 0 fORTS 

ORTS as presently offered in the San Francisco Bay Area 
and the Los Angeles-Orange County area provides for optional calling 
for residence customers over routes up to and including 40 airline 
miles in length. ORIS provides residence customers with a discount 
over message toll and/or ZUM rates. On or before March 31, 1981, 
a fully measured ORIS rate structure was implemented by Pacific on 
all present~RTS routes for ORIS calls originating in Pacific's 
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exchanges. This fully measured OR'IS struc'ture consists of two 
basic plans. The Coramunity Calling Plan allows the customer to 
purchase discounted rates for calling over routes from one point 
to another. The Circle calling Plan allows customers to purchase 
discounted calling to all points within a 40-route mile circle 
of the cust~erts local exchange or district area. 

As discussed by the staff the presen't areas in which ORTS 
is offered have not been revised since ORIS was first esta~lished 
about 10 years ago. The s'taff further indicates that cus'tomers 
perceive the present ORTS service areas and structure to be unfair 
in that those customers located in exchanges ~ithin 40 route miles 
beyond the areas. where ORTS is offered on an "out" bas is can be 

called by a customer using "outtf ORTS but must return a call to 
the same customer under message toll rates. For these reasons ~ 
the staff suggests tha't consideration be given to revising the areas 
in which ORl'S is presently offered. However, any future revisions 
to 'the areas in which OR'IS is offered will require cooperation and 
coordination among the utilities involved. The staff indicates that 
the facilities and customers of Continental, Citizens. Utilities 
Company of Califo=~ia (Citizens), General, and Pacific weuld be 
involved in 'the possible expansion of the offering of "out" OR'!S 
from the exchanges which presently receive "in" ORTS calls. 

In order to analyze the possibility of expanding ORIS~ the 
~taff recommends the Commission order ConT:inental~ Citizens~ General~ 
and Pacif.ic to present exhibi1:s and tes1:imony in Pacific's next 
major rate case covering the expansion of ORIS into exchanges which 
presently receive nin" OR'I'S only. 'the staff suggests the exhibits 
and testimony address the feasibility of implementing ORIS over 
the additional routes, the revenue requirement in terms of added 
plant~ and add'itional expenses associated with the expansion of 
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ORTS over the additional routes. The seaff further recommends that 
each utility provide proper written notice to customers who would 
be affected by the plan prior to submission of the testimony and 
exhibits. 

We believe the staff's recommendations have merit and will 
provide ehe necessary information for us to give further consideration 
to the possible expansion of OR'I'S, including input from customers 
who could be affected. We will adopt 'the staff's recommendations. 

Expansion of ZUX 

ZUMw&s first established in compliance with D.90642 and 
90919 in A.58223 of Pacific. ZUM as a rate structure incorporates 
the call measurement elements of frequency. t~e-of-day, duration, 
and distance. The structure of message toll service Qlso incor­
porates these same four measurement elements, and therefore, as 
with message toll service, ZUM also represents total usage sensitivity. 
The usage-sensitive pricing nature of the ZUM rate structure provides 
the most equitable form of pricing to the user. ZUM is presently 
offered in the San Francisco-East Bay Extended Area (SF-EBEA) and 
the Los Angeles Extended Area (IAEA). 

In order to achieve further development of usage-sensitive 
local serviee,the staff recommends that the ~plementation of ZUM 
be considered for four additional areas, (1) Orange County Extended 
Area (OCFA), (2) San Diego Extended Area (SDEA.), (3) Sacramento 
Extended Area (Sac to FA), and (4) the exchanges of Pomona, Ontario, 
and Etiwanda (L.A. Metro Exchanges). In Exhibit 242 the staff 
presented proposed routes for these four areas based on the same 
criteria on which present ZUM routes in the SF·EBEA and ~ were 
established. The staff, however, is not recommending the eX¥ansion 
of ZUM in this proceeding because data are not available to enable 
the s·ta££ 1:0- recommend such expansion • 

-190 .. 



• 

• 

• 

A • 59849 et ale ALJ /bw /ks 

As indicated by the staff,. expansion of ZUM in the areas 
noted will require the cooperation and coordination of Pacific and 
General as well as Roseville Telephone Cor:;>a!":y (Poseville) al'ld Citizens. Also, 
the staff suggests that com=ents from customers affected should be 

considered before such an expansion. Therefore,. staff recommends 
the Commission order Pacific, General, Roseville,. and Citizens to 
present exhibits and test~ony in Pacific's ne~ major rate case 
covering fmplementation of ZUM in the four additional areas noted. 
The staff suggests that such exhibits and testimony address the 
feasibility of ZUM implementation for each additional area, the 
revenue requirement in terms of added plant, and additional expenses 
associated with the implementation, and written notice to affected 
customers at the time the testimony and. exhibits are submitted. 

We believe the staff recommendations for studying the 
expansion of ZUM: have merit and should be adopted • 
Settlement Effects on 
Other Utilities 

Since all telephone utilities in California operate under 
the uniform statewide schedule of toll rates filed by Pacific, the 
increase we are authorizing for toll services will affect the 
independents. All utilities will bill their cust~ers at the 
uniform rates and moneys collected are credited to the statewide 
pool of funds. As discussed earlier in this decision, each 
utility receives its costs of providing toll service plus a return 
on its plant alloeated to toll ~ough the settlements process. 

, Similar settlements are applicable to extended area 
service offered by two companies. Where the settlements are with 
Pacific, an increase in Pacific's exchange rate of return will 
result in an increase in settlement revenues to the independent. 
There is also a settlement between Pacific and General for ~ 
service. Other settl~ents exist for other services such as mobile 
telephone service and ?rivate line service. Table 40 summarizes the 
settlement effects re~ulting from this decision. 
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TABLE 40 

Ief! 1981 6nnu.l Bafis 

(Dolll r& in Millions) 

Vtili,y .I.2.U Exchtple TottI 
Gener.l 72.6 8.2* 80.8 
Continental 8.9 .1 9.0 
All Other 8.0 1.2 9.2-

• Total 89.5 9'.5 99.0 

.. Includes ZtJK 

• 
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The rates we are authorizing for Pacific will resul~ in 

increased settlement revenues for all the independents in california .. 
In some instances such increased revenues could result in excessive 
earnings for an independen~.. In other instances it may help- ~o 

forestall the requirement for ra~e increases. For the burkof 
th~ independents, we will direct our staff to monitor the earnings 
of such companies, most of which have not had rate increase ap-pli­
cations before the C~ssion for many years .. 

General and Continental represent special eases.. General 
is now before us with A.60340.. In that proceeding we will determine 
the effects of increased settlemen~s on General's operations, and 
we will make appropriate adjustments to General's revenue require­
ments to reflect such settlements. 

Continental was most recently before us with A .. 59936 which 
resulted in D.92S04 dated March 17,1981, wherein we authorized 
an annual revenue increase of $9,232,000 based on a 1981 test year .. 
In that decision we noted, "The staff also proposed insti~ut.ing a 
billing surcharge with which to reflect any increase (or decrease) 
in intrastate toll or EAS settlement revenues which might result 
from a decision in Pacific's ,Application No. 59849 pr~eeeding. We 
will adopt the recommendation for the billing surcharge so that the 
matter may ,be settled in this proceeding ~~hout deferring it to 
OlI 81." This finding was reflected in O~dering Paragraph 7 of 
D.92804.'Accordingly, we are providing in this decision for an 
adjustment of Continental's surcharge to reflect increased se~tle­
ment revenues of $9 million. 

vue additional area of intercompany operations 
is the provision of rEX service. Where an independent 
furnishes FEX from a Pacific exchange it pays Pacific the rate 
applicable in Pacific's exchange. As Pacific's rates are increased 

• 
the charges to independent companies will be increased. Aecordingly, 
we will provide that independent companies may file revised FEX 

tariffs to reflect ~he pass-through of Pacific's increased rates • 
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Mobile Telephone Rates 
Allied Telephone Companies Assoeiation (Allied)~ representing 

the majority of California's radiotelephone utilities~ a??e~red in 
these proceedings to focus attention on whether or not the mobile 
telephone service equi?~ent and installation rates charged by Pacific 
are fully compensatory. Allied contends that Pacific's mobile 
telephone rates are noncompenS31:0ry and that Allied's member~~ as 
competitors of P3cific~ suffer as a result. In D.88232 dated 
December l3~ 1977 in A.55492, the Commission found that Pacific's 
manual mobile telephone offerings were noncompensatory and ordered 
Pacific to convert to a systec that would bill customers for actual 
air time used rather than for only conversation time. Also, Pacific 
was ordered to convert its manual offering ~o improved mobile 
telephone services (L~) nc later than December l3~ 1979. At 
pacific's request the December 13, 1979 date was extended to June 13) 
1980 by D.90658, to June 13, 1981 by D.9l858, and to June 13, 1982 
by D.93l35 dated June 2, 1981. D.91858 was issued in connection 
with OIl 20 which dealt generally with Pacific's mobile telephone 
offering. In the OIl 20 proceeding Allied sought additional cost 
information designed 1:0 suppor1: its contention that Pacific's mobile 
telephone rates were noncompensatory. In response to Alliedts 
request, Pacific filed Exhibit 13 relating to the physical 
configuration of Pacific's proposed IMlS offering and 
certain costs of service. D.9lS58 reiterated the CoMmission's 
earlier order that Pacific change over to an air time billing 
system an'd 'Chat Pacific on or before August 1 ~ 19'5O prepare 
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ano file with thQ Commission a fully allocated earnings study of its 
mobile telephone service operations. The air time portion of that 
order was later deleted by D.920S3 but the requirement that an earnings 
study be filed was not. Pacific's response to the earnings study 
requirement was a ~manual mobile telephone study~ which indicated that 
in 1977 and 1978 Pacific's manual mobile offering was noncompensatory. 
In view of the anticipated conversion to IMTS no similar study was 
done for 1979 .. 

Pacific filed Advice Letter 13779 on December 30, 1980 
increasin9 equipment and installation rates for its mooi1e telephone 
service and announcing its intention to introduce a wradio link 
charge" at the time of conversion to IMTS. Pacific believeo the total 
conversion to IMTS would be accomplished by June 13, 1981. However, 
because a revenue requirement study has not yet been done, Pacific is 

~not in a pOSition to apply for increased rates for its IMTS service, 
and ~lieves it would be premature for the Commission in this general 
rate proceeding to inquire into its IMTS service rates. Allied 
believes it would be best to ex~~ine Pacific's mobile rates for 

• 

service, equipment, and installation in a proceeding designed specifically 
for that purpose . 
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• 
Accordin9ly, d~ring this proceeding by letter to the ALJ, 

Pacific and Allied have agreed that! 

• 

1. Pacific will respond to some data requests 
by Allied with the exception of certain 
documents alleged by Pacific to be proprietary 
in nat~re with Allied reserving its right to 
seek disclosure. 

2. Allied will withdraw from the current rate 
proceeding insofar as it relates to mObile 
telephone rate questions. 

3. Pacific will accelerate its efforts to prod~ce 
a revenue req~irement study relating to its 
IMTS offerings and will f~rnish a copy to 
counsel for Allied when it has been completed. 

4. Within seven weeks of its conversion to IMTS 
Pacific will file a rate increase application 
for its IMTS service. 

s. In the event Allied appears in that proceeding, 
Pacific will not oppose Allied's req~est that 
the Commission address Pacificrs eq~ipment 
and installation rates as well as the service 
rates relating to IMTS. 

Other minor matters were stipulated to by Pacific and 
Allied concerning the mobile telephone service. For p~rposes of 
this proceeding, we adopt the stipulation. 

• 
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Other Issues 

Several other issues require discussion. These are: 
1. Staff I s ~udit report accounting recoaaend&tions .. 
2. Accelerated depreciation. 
S. Equipment depreciation rates. 
4. LA County - entrance channels. 
5. Amendment: of GO 96-A .. 

6. Allowance for attrition. 
Staff's Audit Report 

The staff's audit report proposes that Pacific maintain 
separate records of legal and other depareroental expenses related to 
equal employment opportunity (£EO) litigation so that such costs 
can be identified. The staff also proposes that these costs be 

disallowed for ratemaking purposes. D.88232 (1977) 83 CPUC 149, 
~ 213~ from which the staff derives this proposal, (,£xh. 250, 

~. P? 2~lO, ~. ·l~.l' sta~es that an ea:lie: dis.a:l:lowanee was limited 

• 

to certain penalty payments and does not include amounts connected 
with litigation of Equal Employment Opportunity Counsel (EEOC) 
problems. In D.88232 (1977) 83 CPUC 149, 213, the Commission said: 

"We are simply not convinced that the payments to 
employees pursuant to the consent decree to 
compensate for alleged discriminatory practices 
are reasonable ones to pass on to ratepayers. 
The U.S. Supreme Court has reached the same 
conclusion in NAACP v FPC, 48 L.Ed 2d 248, p.292 
(1976). We emphasize that our disallowance is 

.·li=ited to ~he penalty payments to employee~ and 
does not include amounts connected with litigation 
of EEOC problems, administration of EEOC programs, 
or compliance with the consent decree". 
Pacific claims that like Paeifiet's argument on, the antitrust 

expenses the Commission should allow legit~te operating expenses 
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reasonably incurred for legal and litigation matters. To otherwise 
disallow such expenses rela~ing to sui~s brought against Pacific 
inhibits Pacific's constitutional rights. Pacific fur~er argues 
that the impropriety of such a disallowance is supported by the 
very nature of the Civil Rights Act under which such litigation 
is initiated. A plaintiff in EEO litigation has a right to bring 
such an action even if the EEOC has determined that there is no 
reasonable cause to believe that the charge made by the plaintiff 
is true (42 USC Section 2,OOO-e-5). 

Witness Louie, on cross-examination, cited the recent 
D.92549 in Southern California Edison's rate case. There the 
COlXImission disallowed certain £EO costs of Edison on the basis that 
they resulted from a past discr~inatory practice. This was 
established by the Commission on the assumption that a settlement 
offer by Edison in the EEO suit in question would be accepted by 

~ the plaintiffs (Southern california Edison Company, D.92549 1980 
. mlmeo; p. 40). Pacific believes no such assumption is applicable 

• 

in this proceeding. Louie conceded he would allow EEO administrative 
costs; Pacific points out that since it has over 110,000 employees, 
EtO administration is certain to entail some controversy which is 
a normal part of doing. business. Also, Pacific says that the 
staff failed to address in any way the extra cos~ of carrying out 
its proposal for,special accounting and record-keeping and that 
such costs would be burdensome and should not be required~ We 
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note that the Commission in C.1030a 1. presently investigating 

equal employment and contracting practices and their rela~ionship 
to rates; Pacific is a respondent in that ease. A decision in 
this proceeding on the issues of separate EEO accounting 
and disallowance of all '£EO operating expense. may be premature 
given our pending. investigation. 'l'herefore, we reserve a ruling 

on chese issues, Wltil the matters we are continuing. for further 

hearing. are cODcluded. 
The staff proposed that Pacific make cbanges on its 

books of account in two 1D.stances where 1:here is no dispute 
over the ratemaking trea1:Dlen't for the i'te1DS involved. The two 
items are Chamber of Coamerce dues and other donations, and 

interest during construction and property taxes on land. 
(Exh. 250 pp. Z-3 to 2-7, ~ 113). Witness Louie agreed that 
Pacific must follow the FCC prescribed Uniform System of Accounts 
in ita boolcs of accounts. 
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On the first of these items, accounting for Chamber 
of Commerce dues and taxpayer association dues, Pacific claims 
these costs belong in Account 675 not Account 323 as proposed by 
Louie. Louie claims that the charges belong in Account 323 
because they are not operating expenses in the first place. 
(Tr. 6929, ~ llS.) Pacific points out that operating expenses as 

such are not defined by the Uniform System of Accounts but all 
expenses are classified in individual accounts, i.e., Account 675 
includes expenses for association dues. Louie cited D.84902 of 
PG&E, to bolster his recommendation on the dues And membership-

, , 
costs. Pacific points out that gas and electric utilities are 
subject to a differ~nt uniform system of accounts than 
telephone companies and that decision should not be a precedent 
for ~hat Pacific can do on its books. 

Louie made a s~ilar recommendation for the accounting 
treatment for interest during construction and property taxes on 
land. In D.88232 the Commission prescribed a particular treatment 
for interest during construction and property taxes for land on 
which construction is taking place. Louie agrees that Pacific 
has followed that treatment for ratemaking purposes in this 
proceeding and that the FCC has not authorized the changes prescribed 
by D.88232. Pacific cla~s that since this is the case no change in 
the method of ~reating these charges related to land is appropriate 
for accounting purposes. Again we agree with Pacific. 
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Accelerated Tax Depreciation 

In 1954~ Section 167 of the Internal Revenue Code gave 
corporation~ the option of using straight-line depreciation or 
accelerated depreciation for incoce tax purposes. Pacific 
postponed until 1970 use of accelerated depreciation for tax 
purposes, one of the few major public utilities in California 
to do so. An indication of the effect of Accelerated depreciation 
on Pacific's taxes ~as noted in D.74917 issued November 6, 1968 in 
A.49l49, a general rate application of Pacific: 

"The record show[s] that for the ~eriod 1954-67 
Pacific's taxes would have been ~22S,OOO,OOO 
less if it had used accelerated depreciation for 
the entire period." (69 cPtJC 61.) 

The results of operations adopted for ratemaking in D.749l7 imputed 
the use of accelerated depreciation for income tax purposes for 
the test year with a ftflow-through"l.Y of the potential but 
unrealized tax savings to ratepayers. 

15/ Two important terms used in any discussion of this issue are 
- "flow-through" and tfnormalization". Normalization means 

imputing income taxes for ratemaking purposes as though 
no tax credit were taken for (a) the additional depreciation 
allowed through accelerated depreciation and (b) the direct 
d.ecrease in taxes reSUlting from investment tax credits. 
Flow-through means using actual taxes paid for ratemaking 
purposes thereby flawing benefits through to the ratepayers. 
Appropri~te adjustments to rate base are made under both 
concepts • 
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In 1969 an ~portant change in tax law was enacted. 
Section 441 of the Tax Reform Act of 1969 provided ~t utilities 
which had not used accelerated depreciation prior to Augus.t 30, 
1969 would 'not be allowed to take aecelerated depreciation unless 
normalization was used in fixing the utilit~es' costs for 
ratemaking purposes. After August 30) 1969 Pacific elected to 
take accelerated depreciation. 

A subsequent decision of the Commission emp:'ojed 
normalization but the State Supreme Court in City and County of 
San Francisco v POC (1971) 6 C 3d 119 annulled the Co~~issionts 
order and instructed the Commission to seek a solution between 
the extremes of flow-through and uormalization. 

As a resul~the e~ission in D.S7S38 (1977) 82 CPUC 
549, the so-called "tax remand order", adopted the "average 
annual adjustment" (AAA) method for treatment of accelerated 
depreciation. AAA makes an adjustment equal to a four-year 
average of the rate ease test year adjustment and the est~ted' 
adjustments for the subsequent three years. A similar 
adjust:Dlent called "AA" is made for investment tax eredit. 
After considerable litigation involving the California Supreme COl.lrt, 
federal appellate COl.lrts, and the U.S. Supreme Court, D.87838 was 
upheld. (See Appendix G for a history of the accelerated depreciation 
issue. ) 

However, the IRS has ruled that Pacific is ineligible to 
use accelerated depreciation if the Commission uses AAA/AA'for 
ratemakir:9· 

0.91337 issued February 13, 1980 em?loying the methods 
adopted in D.87S38, ordered refunds to Pacific's customers for the 
period August 1974 through February 1980 amounting to some $381 million. 
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• t . 
- t>.91337 ~\.1thorizcd prospective r.;ltcs on thc oosis of full norm.llization . 

subjcct to refund16 / pending the outcome of litigation with the IRS 
on the question of pacific's continued eligibility for accelerated 

depreciation if t~e C~~ission uses :he AAA/AA method for ratcfixing. 
The purposc of ?crmitting full no~li~~tion was to preserve PAcific's 
eligibility while Pacific pursued that eligibility with the IRS. 
The Commission did this, of course, under the assumption t~~t 
Pacific would cse good faith efforts to re:ain eligibility to use 
the AAA/AA method. At the same t~~ the Commission warned Pacific 
that failure to use good faith would result in a reversion to ~he ,/ 
AAA/AA method. With regard to liti~ation we. stated: V 

•• 

].j/ 

"!:'1 judging ·whether the gooc f:li. th effort is 
~dertaken, the C~ission will look :0 the 
fo!lowins: The willingness of the coopanies 
and s?ec~~l counsel to report to the COQCission 
on the progress of litiga~ion; ~he willingness 
of the coo?~nies to support the CQ:Qissior. as 
full p~r:ne: anc intervcnor in the li~igation; 
anc t~e degree to ~hich actions of s?eci~l 
co~~sel and ove=si~~t 0: special counsel 
are ~de:taken inccpcncent 0: those eleoen~s 
of Pacific ~hieh eontinue to cl~~ that 
cligibili-:y is lost under Decision ~o. S7S38. tt 

Under normalization the potential reduetion in taxes by using 
accelerated depreeiation is ca1cul~ted) noted in a reserve 
account, ane deducted from rate base for ra:emaking purposes. 
A portion of the tax savings is subject to refund based on 
the AAA/AA method adopted in D.87S3S. If the AAA/AA method 
were used in this proceeding, the gross revenue requirement 
for 1981 would be reduced by about $80 million. 
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After several motions by the parties and Pacific, all 
properly ru~ed on by the ALJ,ll/ with some, at ehe request of 
Pacific, reViewed by the assigned Commissioner, the ALJ ordered 
Pacific to produce a witness to testify ~ow Pacific has, 
in good faith, pursued retention of its eligibility. In response, 
Pacific called Robert DiGiorgio, a director of Pacific and member 
of Pacific's special tax litigation committee which was formed in 
August 1969. DiGiorgio testified that he believes the IRS ruling 
is final and Pacific has no choice but to accept it. Concerning 
litigation, Pacific hired a special counsel to seek resolution of 
the conflict with IRS through legal action. The counsel advised 
the tax committee that in his opinion there was less than a SO/50 
chance of winning. DiGiorgio stated that the officers and directors 
of Pacific felt the same way. Therefore, the committee directed 
the special counsel, after some initial legal work on the matter) 

to suspend his efforts pending outcome of proposed legislation. 
Legislation supported by AT&T bad been introduced , 

by Galifcrnia delegates i~ last year's Congress to remove any 
back-tax liabili~y which,as of September 30, 1980,amounted to 
$1.362 billion, and prevent this Commission from using the MAIM met.'od 
for rat~1laking in the future. T.'la~ legislation, passe<? the House of 
Representatives but not: the Senate. AlthOugh the Com:nission favored the 
forgiveness of past ~ li~ility, it OPF¢seO t."le bill because it did not provide a 
prospective solution. 'n'le Cities of San Fral1cisoo, los ;..ngeles ... a."'Id San Die<30 also 
opposed th: legislation. !he bill has been reintroduced in the current Congress a."'Id 
its outcome is pending. (H.R. 1524, 5.232.) The Co:irnission did I"lOt take a 
poSition on the current bill: I"lOr did t.~e cities. 

12/ At the outset:, San Francisco moved to have the entire issue of 
accelerated depreciation included in these proceedings. This 
was denied by the AU and we concur. The AU did, however? 
allow in the issue of whether Pacific has acted in "good faith" . 
to preserve its eligibility. We concur in that ruling also. 
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It appears Pacific had two basic options available to 
it - litigation or legislation. The record indicates Pacific 
weighed these options and'dete~ined to sup~ort congressional 
legisl&tio~ which would forgive the back tax liability. Such· - " 
forgiveness is definitely in the interests of pacific~s r.s:te,payer3. \ 

Obvious ly ~ as noted above, this Commiss ion would have 
preferred legislation which also affirmatively declared AAA/AA 
to be legit~te normalization methods. To this end ~e Comoisaion 
urged tha.t the 1980-81 "forgivenessu bill be a:nended to include 
such a declaration. It is fair to say there was little 
enthusiasm for our proposal in Congress. 

The 1981 .. 82 Congressional session adds a ne-rof dimension 
to the problem of rat~ing treat:ment of tax savings 0::- deferrals. 
~oth ~~e Senate and House versions of the President's t~ proposals 
contain language which would attempt to restrict the rat~ing 
treatment which can be applied to tax savings generated by the Act. 
These ::-cstrictions'would apply to all utilities, not, just the 
~elephone c~panies-

While we are certainly not totally satisfied ~th 
Pacific's action) or lack thereof, we ca.nnot conclude, given the 
alterna.tives available) that Pacific has thus far acted in bad 

faith. Bec~use of the enormity of the possible financial 
consequences to Pacific and the eventual effect on its ratepayers 
as well, we are most reluctant to impute the AAA/AA method 
unilaterally. 

In order to pursue litigation Pacific must file a claim 
for refund with the IRS by February 4 ~ 1982 (Exb.. S9, Internal 
Revenue Code Section 6511(a)). Pacific is placed on notice that 
if H.R. l524/S.232 were not to pass, and pacific failed'to preserve 
its rights to litigate the issue, we would have to conclude thAt 
Pacific had not acted in good faith . 
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Equipment Depreciation Rates 
A~discussed under the subsection on depreciation in the 

section on expenses, we have reservations concerning the depreciation 
rates (remaining life) we have authorized for Pacific's plant. The 
overall undepreciated investment is above 80% of the original plant 
cost which seems unusually high. New equipment such as electronic 
switching systems are being assigned total lives of 36 years which 
seems unusually high. In view of the further hearings we will have 
on costing procedures, it would fit in to have also a review and comments 
on plant depreciation practices. AccorQingly, that will be a subject 
of the further hearings. 
LA County - Entrance Channels 

LA County claims there is a failure in the revenue estimates 
offered to account for the effect of proposed private lines and channel 

of $16.3 ~chargeS on Centrex off-premises mileage, an understatement 
million. Because of the way we will apply the increase in this pro­
ceeding, we find that not to be a factor. 

LA County requests that entrance channels should be made 
available in the same manner as any other equivalent private-line 
facility. It claims entrance channels are presently priced in an 
arbitrary and capricious manner and the existing procedure for 
establishing entr.ance channels is excessively lengthy and time­
consuming. LA County asks that entrance channels be made available 
at the same price and on the same basis as any other private-line 
service of the same grade and class. 

We will expect Pacific and LA County to work out the problems 
discussed above and if the solution is not satisfactory to LA County 
it can bring the matter to our attention in the further hearings to be 
held. 
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Amendment of GO 96-A 
W~liam R. Haerle, attorney for the independent telephone 

companies, requests a revision to GO 96-A so that all the smaller 
independents can increas~ nontoll rates without filing formal appli­
cations. The revision would include an increase from $7S0~OOO to 
Sl,OOO,OOO in the present GO 96-A limitation as well as an annual 
review of the limit to reflect inflation. 

We are sympathetic with the request but believe it should be 
made formally on this reccte in connection with 011 Sl so all parties 
may have a chance to respond. We will provide appropriate time during 
the further hearings. 
Allowance for Attrition 

Pacific believes the Commission should deal with Pacific's 
problem of attrition 18/ as it has done for other utilities in the past. 
The major causes of attrition are higher investment requirements, wage 

~ increases, and general inflation in 1982, the year sUbseq~ent to the 
adopted rate year. Pacific suggests there are several ways the 
Commission could grant attrition allowances. 

An adjustment in the rate of return is the simplest and most 
effective and has been done by the Co~~ission in the past. (Southern 
California Water Company, D.91024, mimeo. p. 11', November 20, 1979; 

PG&E Comaan~, D.91107, mimeo. ,pp. ?8-69ai San Gabriel Water Company, 
D.88271, mimeo. po. 15, Deeember.20, 1977~ Cal Water Service'Com2any, 
D.89108, mimeo. pp. 12-13, July 25, 1978., Pacific suggests th~ 
erosion in earnin9s could b~ accounteo for by providin9 a step-up in 
rates based on a rate of r~turn adjustment (see City of Los Angeles v 
Public Utilities Co~~ission (1975) 15 Cal 3d 680, to be effective on 
January l, 19S2). 

~I AttritioF is the diminution in earnings due to changes in estimate9 
expenses durin9 years subsequent to the rate year upon which results 
of operations are based. 
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Another method would be for the Commission to permit automatic 
rate adjustm~nts in 1982 for the following items: {a) increased cost 
of energy supplies, (b) nonmanagement wage increases and corresponding 
increases and benefit expenses related to the cost-of-living index, 
and (c) unusual events having substantial impact on operating e~nses. 
~~ile the second alternative would require the presentation of some 
showing before the Co~~ission a simple adjus~~ent mechanism based on 
actual data could provide a basis for the rate relief. 

We are not sympathetic with Pacific's proposal and will not 
adopt it. First, we are baSing our adopted rate of return on December 31, 
1981 estimated capitalization ratios and finance costs. This is a 
partial recognition of attrition. Second, Pacific did not analyze 
h~ productivity improvements might offset the Attrition in the 
expense categories it has identified. We would consider more fully 

•

developed proposals for financial and' operational attrition in 
Pacific's next general rate proeeeding. 
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Findings of Fact 
1. PaSific filed ~~is application in compliance with the 

requirements of Reso1~tion M-4706 ano the Co~~issionrs Regulatory 
Lag Plan. 

2. Pacific requests an annual increase in revenues of 
$789,800,000. 

3. On August 19, 1980 the Co~~ission on its own motion 
instituted OIl 81 which is an investigation into Pacific's operations 
and those of all other telephone companies in California for the 
purpose of reviewing the rates, tolls, rules, charges, operations, 
costs, separations, intercompany settlements, practices, contracts, 
service, and facilities of Pacific and the independents. 

4. Properly noticed public hearings were held in this matter 
between August 8, 1980 and April 9, 1981 and all parties including 
the public were given an opportunity to participate • 

S. In general, the estimated results of operations by the 
staff for the test year 1981 should be adopted because they are based 
on later data than those used by Pacific for its estimate and, for the 
most part, are concurred in by Pacific. 

6. The results of operations estimated by Pacific for the test 
year, coupled with Pacific's requested overall rate of return of 
l3 .. 47%, would require a gross revenue increase of S825,400,000. 

7. The st~ff's results of operations for the test year, 
coupleo with the staff's rate of return recom.~enda'tion of ll.SO% 
would require a net taxable revenue increase of S26l,600,OOO. 

8. Except for a downward adjustment of $54 million, the 
staff's estfmate of operating revenues for the teat year is 

reasonable and should be adopted because it is based on later and 
more up·to·date information than that used by Pacific. 

9. The staff's revenue red~t1on estimate of $63,725-,000 for 
the effect of PhoneCenters on service connection charges is 

• reasollal>le. 
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t 
-10. With the exceptions noted in the findings which follow, the 

staff expense estimates should be adoptee because they correspond 
to the staff revenue estimates, reflect the staff's overall 
view of 1981 operating levels, and are based on later and more up­
to-date information than that used by Pacific. 

11. An estimate for test year maintenance expenses of 
$1~&11,700,OOO is reasonable and, as explained in this decision~ 
is derived as follows: 

Staff Estimate $1~569,500)OOO 

Adjust for: 
a. COE Changes, Ale 604 +2,700,000 
b .. Repairs of Station Equip. +29,.900,000 

• c • Maintaini~ Transmission 
Power,. A C 6.10 +2,200,.000 

d. Affiliated Interests +7,200,000 
e. Roundi~ +200~OOO 

Total Adopted Maintenance Exp. $1,611, 700,000 
12. The estimate for test year depreciation expense of 

$853,300,000 is. reasonal>le and,. as explained in this deciSion, is 
derived as follows: 

• 

Staff Estimate 
Adjust for: 

a.. Affiliated Interests 
" b. Modernization 

Total Adopted Depreciation 
Expense 
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13. An estiroa~e for test year ~raffic expenses of $406~500tOOO 

is reasonable~and, as explained in ~his decision, is derived as 

follows: 
Staff Estimate 
Adjust for: 

a. Stockton Office 
b. Rounding 

To~al Adopted Traffic Expenses 

$40&,300,000 

+300,000 
-lOOtOOO 

$406,500,000 
l~. An estimate for test year commercial expenses of 

$708,900,000 is reasonable and, as explained in this decision~ is 

derived as follows: 

• 
Staff Estimate 
Adjust for: 

a. Three Manager Positions 
b.. Business ~:vice Center !rr?rove.":"ients 
c. Advertising (Openline) 

'It>tal Adoptee Co!'m"rercial Ex?enses 

$706,100,000 

+200,000 
... 3,100,000 

-500,000 
708,900,000 

15. An estimate for test year general office salaries and 
expenses of $-363,400,000 is reasonable and, as exp-lained in this 
decision, is derived as follows: 

Staff Esti:nate 
Adjust for: 

a.. Accounting De?t .. 

b. Postage 
Total Adopted General Office 

Salaries and Expenses 

$355,600,000 

-r4 ,500,000 
+3,300 1 000 

$363,400,000 
16.. An ~stimate for test year other operating expenses of 

$747,800,000 is reasonable and, as explained in this decision, is 
derived as follows: 

• 
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Seaff Estimate 

Adjust for: 
a. Relief and Pensions 
o. License Contract 
c. Pioneer Activities 
d. Rounding 

Total Adopted Other 
.Operating Expenses 

17. An estimate for 'Ces'C year -caxes other than 
$263,500,000 is reasonable and, as explained in this 
derived as follows: 

St.aff Estimate 
Adjust for Adopted 

.ExpeDSt':a 

Total Adopted· Taxea Other 
Toan lncaae 

$675,000,000 

+70,5-00,000 
+2,000,000 

+200,000 

+100,000 

S747,SOO,OOO 

income taxes of 
decision, is 

$262,800,000 

+700,000 

$263,500,000 . 

18. The relationship of the latest five years actual tax to 
statutory tax times the statutory rate is a reasonable method for 
calculating California corporation franchise tllxes .. 

19. The staff's method for calculating additional California 
corporation franchise tax liability resulting from increased 
revenues from adopted rates is reasonable. 

20. The staff's net-to-gross multiplier of 1.896 is reasonable. 
21 •. 'calculating Federal Income Tax based on a full normalization 

basis subject to refund upon completion of the litigation with IRS 
concerning the use of the AAA/AA de~recietion methods for ratemaking 
purposes is reasonable and is consistent with D.91337 dated February l3~ 
1980. 

22. Billings to Pacific for work done by Bell Labs through ~he 
License Contract Expense Agreemen~ of $22~700,000 for the test year 

~are reasonable. 
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23 .. A billing to Pacific for return on inves tment of the 

195 Broadway-Corporation of $l~500~000 for the test year is 
reasonable. :.: 

24. The staff's recommendation for an adjustment to license 
contract expense billings of $19,107,000 because of AT&T and Pacific 
organizational realignments related' to the FCC Computer II decision 
is reasonable for this decision. 

25. A license contract expense billing by the AT&T General 
Department to Pacific 01 $31,300,000 for the test year is reasonable. 

26. Disallowed license contract product-related costs should be 

reflected in Western's pricing practices. 
27. Pacific's request tc reduce Western's net income by the 

disallowed license contract product-related costs without reflecting 
such costs in the pricing of products should be denied. 

28. A billing by Bell Labs of $18,441,000 to- Pacific for 
~evelopment of business information systems for the test year is 

reasonable. 
29. A net reduction of $134,900,000 to Pacific's rate base for 

Western Electric adjustments 1s reasonable. 
30. A reduction of Pacific's expenses by $12,300,000 for Western 

Electric adjustments is reasonable • 

• 
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31. An eat1m&te for teat year rate base of $11,,589,800,,000 is 

reaaonable' and, as explained in this decision, is derived' as follows: 

Suff Estimate $11,625-,300 ,000 

A~ust for: 
&. Plant - Affiliated Interests 
1>. Plant - Modernization 
c. Plant - IDe Interest 
d. Working Cash Allowance 
e. Materials and Supplies 

+4,900,000 
+lS,800,000 

+4,100,000 

-58,200,000 
+3,000,000 

f. Depreciation Reserve +1,300,000 
g. Reserve for Deferred 'Iaxes +3-,,900,000 
h: Rounding +100) 000 

Total Adopted Rate Base $11,589,800,000 
32. Monthly compounding of IDC is reasonable and should be 

adopted effective January 1, 1981. 

33. D.91495 in A.59269 granted Pacific an interim rate increase 
~ of $227.2 million with rates su~ject to refund pending a determination 

in this proceeding of the reasonableness of the increase. 

• 

34. Included in the $227.2 million increase granted by D.91495 
was $69.4 million for the purpose of offsetting additional marketing 
expenses for competitive terminal equipment. 

35. Pacific did not use the $69.4 million specifically for the 
purpose the Commission intended. 

36. D.9l495 established 10.251. as a reasonable rate of return 
for Pacific for the tes: year 1980. 

37. Table 26 indicates Pacific a:tained an 8.957. return in 1980 
before the" usual adjus~ents for ratemaking purposes. 

38.. Based on the results of operations shown on Table 26 and 
considering ihe possible adjustments to those results for ratemaking 
purposes inc~uding the $69.4 million noted in previous findings, Pacific 
would not have attained a rate ~£ re:urn in 1980 of 10.257.. 

39. The revenue increase and rates authorized by D .. 91495 in 
April 1980 are justified and are just and reasonable • 
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40. It is reasonable to allow Pacific to retain the $69.4 million 

gr~nted in ~.91495 beeaYSe of the earnings level shown for 1980 on 
Table 26. 

41. In making its estimates for the 1981 test year, the staff 
foynd no ~nproductive marketing effort whieh would require a speeial 
treatment of Paeifie's marketing expenses similar to that reeo~~ended 
by the staff in its estimates for the 1980 test year in A.59269. 

42. Reflecting previous findings, the estimated results of 
operations under present rates for test year 198'1 total operations and 
California intrastate operations shown on Table 25 are reasonable. 

43. Pacific has an A bond rating by Moody's and an A- by 
Standard and Poor's with a possibility of downgrading unless earnings 
and coverages i=prove. 

44. A downgrading of Pa.cifie's bond ratings will make it very 
difficult for Pacific to raise sufficient capital to meet its 1981 .. 82 

~ construction budgets. 
45. Some recent debt security issues of Pacific and other 

utilities have cost about 161. or more. 

• 

46. The Commission should ado?t a rate of return for Pacific 
based on all the evidence before it in this rate case and should not 
rely on a single formula or method. , 

47. The action of AT&T not to purchase common stock shares of 
Pacific from 1973, to 1980 contributed to a considerable degree to the 
present unsatisfactory financial condition of Pacific. 

48. AT&T and Pacific should join with the Commission in a new 
spirit of ' cooperation to ~?rove Pacific's debt/equity ratio and 
general financial condition. 

49. The capitalization ratios for the ;est year recommended by 
the staff and concurred in by Pacific and shown on Table 29' are 
reasonable. -SO. A rate of return for the test year of lZ.91% overall which 
incorporates a return on common equity of 17.4% is reasonable • 

-215-



A.59849 et al. ALJ/ks * 

• 51. The adopted rate of return of 12.91~. coupled with the 
adopted rate-Pase for intrastate operations of $8,650,000,000, produces 
a net increased revenue requirement for the test year of $321,800,000 
which, when multiplied by the staff net-to-gross multiplier of 1.896, 
results in an additional gross revenue requirement of $610,100,000. 

52. Pacific's overall service performance level stabilized in 

1979 and showed improvement in 1980, And, in general, Pacific is 

providing adequate service. 
53. Network services in southern California and overall service 

in the Los Angeles sector have deteriorated over the years and 
currently are at less than desirable levels. 

54. There are serious problems with the service of Pacific in 
repairing and installing private line services. 

55. A committee should be established with representation from 
the alam industry, Pacific, and the staff to detel:mine and recoarnend 

Ceasonable standards for the installation and repair of private line 
ervices used by the alarm industry. 

56. The committee referred to in the previous finding should 
incorporate its recommendations into a proposed general order and 
present it to the Commission. 

57. 'I'he reports and plans for improving service performances 
required of Pacific by D.90642 have beeD provided by Pacific and no 
further action by the Commission is required in this proceeding. 

58. The FCC by its decision in the Computer Inquiry II has 
ordered deregulation of telephone terminal equipment by March 1, 1982 
and this will require AT&T and the OTCs to form fully separated 
terminal equipment operations to handle the deregulated activities. 

59. Costs associated with the unregulated operations ordered by 
the FCC must be borne by those operations, and terminal equipment 
investment and reserves left with the regulated operations should 
reflect accurately the remaining physical ~lant necessary to serve 
the regulated operations • 
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60. The Bell System has engaged in a so-called migration 

strategy whi~h is a product-pricing strategy designed to: 
8.- Improve product line contribution to revenue. 
b. Establish prices for new products and reprice 

older products. 
c. Migrate (move) present customers to new products. 
d. Prepare customers for the next generation of 

products. 
e. Position the Bell System as the market leader 

in ~he compe~i~ive ~elecommunicationsfinformation 
systems market. 

61. AT&T directed the OTCs, including Pacific, to engage in an 
aggressive marketing program designed to secure embedded equipment 
market customers against competition; Pacific carried out the 
program through the addition of substantial numbers of personnel, new 
training programs, and incentive compensation programs. 

~ 62. Some of the costs of the migration strategy programs could 
be recovered as short-term expenses from existing ratepayers of regu­
lated services even though the benefits will be realized mainly 
subsequent to deregulation of terminal e~uipment in March 1982 

• 

by the unregulated operations. 
63. The migration strategy may result in stranding investment 

of retired plant thereby requiring that stranded investment to be 

paid off by future ratepayers of regulated operations. 
64. Present'Pacific ratepayers are paying for research and 

development, training, and sales efforts connected with equipment 
which may be installed after March 1, 1982 and', thereby, become a 
part of the investment in the deregulated operations. 

65. Pacific should not be allowed to adopt marketing or pricing 
practices, the purpose of which is to accomplish post-deregulation 
market positioning, if such practices result in unwarranted rates for 
customers of --1nstalled base equipment or create a residue of stranded • 
investment to be recouped from the regulated operation'S ratepayers • 
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6 6 • Although we find Pacific embra'ced the migration s tra tegy,. 

'

the record is not clear whether Pacific used the pricing concepts 
suggested by AT&T. 

67. Further hearings sbould be held to determine an appropriate 
method of al~ocating to the proper user any net stranded investment 
as a result of Pacific's migration strategy and the establishment of 
nonregulated operations on March 1,. 1982,. as required by the FCC 

Computer Inquiry II decision. 
68. Further hearings should be he ld to determine the cos ts , 

both capital and expense, of establishing the nonregulated operations 
referred to in the previous finding. 

• 

69. Pacific and the staff should expeditiously dete~ine the 

kinds, if any,. of equipment that have been retired prior to beins. 
fully depreciated, the associated amount of undepreciated or stranded 
investment, and a method for recovering fairly any stranded investment, 
aud present their findings at furth~r hearings. 

70. Pacific should be ordered to: 
a. Account for all expenses incurred to date 

relating to existing and future enhanced 
service offerings • 

b. Account for all expenses incurred to date 
that directly relate to the future 
nonregulated subsidiary. 

c. Submit a plan for an accounting procedure 
for the interi~ expenses relating to 
the provision of enhanced services. 

71. The record abundantly demonstrates there are 
substantial weaknesses in the costing methods used by Pacific 
to support its rate design proposals. 

72. All parties concede that further refinements of the GE-100 
costing method are necessary to develop reasonably acceptable costs 
for ra~emaking purposes. 

73. Further hearings should be held to review and' determine 
equitable costing procedures. 

74. Tez:miDal equipment pricing policy should be: reviewed by the 
Commission. 

7S. Sale of telephone terminal equipment to eua-tCDers of 

~P&CifiC is a desirable concept. 
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7&. Parties to the proceeding should be ordered to file proposals by 

September 15;-1981 for the sale of terminal equipment to consumers. 

77. Rat~s for each type of telephone service should cover the 
cost of that service. 

7S. Alihough the atm of the Commission is to establish rates 
based on costs so that all services and equipment bear rates 
reflecting their fair share of eosts, it should b~ the Commission·s 
p~licy that increases no greater than about 50% per year for any 
class of service is reasonable. 

79. The increas~in business and residence service basic 
exchange rates shown on Table 38 are reasonable. 

80. Pending determination of any ra~e changes for private line 
and terminal equipment, it is reasonable to put a higher increase on 
business service exehange rates than for residence service. 

Sl. Because of the rate increases we will authorize,it is fair 
.nd reasonable to waive the usual change of service charges so tha~ 

customers will not be penalized when changing to the ser'V'ice that is 
the most economical for them. 

82. Measured rate service represents the fairest distribution of 
costs among customers and should be the principal service for residence 
customers. 

Sl. Elimination of the message allowance for one-party measured 
business service will result in more equitable charges for service 
actually used. 

84. It is more costly to ma.intain and serviee semipublic eoin 
telephones 'than regular telephones and there is no eharge for the 
semipublic coin telephone instrument as there is for a regular instrument, 
therefore, it is fair to price semipublic coin ~elephone basic exehange 
rates considerably higher than other business services. 

85. A r!duction in tile evening discount for ZUM service from 
35% to 301. is reasonable beeause it will then match the discount for 

~Oll service. 
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86. Increases in units per minute for ZUM Zones 2 and 3 are 

reasonable. 
87. Al]"~flat rate FEX services should eventually be converted 

to meas·urecl· serviees. 
SS. Present resident FEX services should be frozen in 

exchanges where measured services are offered and no new FEX services are 

installecl. 
89. Flat rate residence FEX service should be frozen coincident 

with the introduction of measured residence services in areas where 
such services are not offered. 

90. Pacific has not provided sufficient data to support 
cost-based rates and charges for FEX services. 

91. Pacific should be ordered to provide a study of all FEX 
services as part of its next major rate case. 

92. The staff's recommended rates for FEX service and service 
~connections are reasonable and should be adopted. 

93. Service functions related. to the installation of a telephone 
should be charged to customers on the basis of each functional 
element performed. 

94. Multi-element charges for telephone installations should: 
a. Be cost-related. 
b. Reflect the cost incurred by Pacific for 

tha t cus tomer • 
c. Encourage customer use of PhoneCenters. 
d. Relate to the activities performed so they 

are understandable to the customer. 
95. The staff's proposed charges for telephone installations are 

reasonable and will be ado~ted. 

• 

96-. No final adjustment to complex business service installations 
should be made pending outcome of the further hearings on costing 
procedures • 
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• 
-97. ~here is a wide availability of FCC-approved telephone 

sets on the market, many selling for less ~han $25. 
9S. Pencling the ou~come of ehe fur~her hearings on costing 

procedures, it is reasonable to adopt station set rates proposee 
by Pacific. 

99. Th~re is adequate justification to increase toll rates 
above the level proposed by Pacific or the staff. 

100. It is fair to surcharge all rates not otherwise increased 
by this decision to make up the needed revenue requirement. 

101. ~TS should be increased proportionally to the toll rate 
increase and ORIS and OCMS by formulas used in previous proceedings. 

102. Pacific should be directed to make a study and submit a 
proposal in six months for restructuring intrastate ~TS similar ~o 

~interstate ~TS with rates that yield the same revenue then in effect. 
103. The present discount resulting. from Pl:'oposition 13 property 

tax reductions should be discontinued because the results of operations 
adopted reflect property taxes paid in the test year including 
Proposition 13 savings. 

104. The staffts recommended residence modular conversion 
program is reasonable and should be adopted. 

105. The staff's proposal for a 30~ per month rate for maintenance 
of business inside wiring furnished by Pacific is reasonable and 
other recu;ring charges for business inside wiring. sbould be 
discontinued because of ~he service connection charges authorized 
by this decision. 

106. The staff's proposal for unbundling and restructuring 
business extension services so that all telephone sets of similar type 
are provided at the same rate is reasonable and should be adopted • 

• 
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• 107. Pacific's proposed revised schedule for expanding residence 
service SMRT~ lieu of that ordered in D.90642 and D.909l9 is 
reasonable ~ will provide for the orderly expansion of SMR.'I'. 

108. Pacific should be ordered to make a study of implementing 
measured services for businesses in exchanges where lMR and lMQ 
serviees are offered, including an implementation schedule, the 
revenue requirement, and a proposed tariff, and present the study in its 
next major rate case and notify potentially affected customers 
of the proposed tariff. 

109. Pacific, Continental, Citizens, and General should present 
exhibits and testimony in Pacific's next major rate case on the 
possibility of expanding ORlS service as recommended by the staff. 
Customers who might be affected should be notified prior to submission 
of the testimony and exhibits. 

110. ZUM, which is now used iri the San Francisco, East Bay, and 
4ilt0s Angeles extended areas, is a usage-sensitive pricing structure 

which provides the most equitable form of pricing to the user by 
incorporating the call measurement functions of frequency, time-of-day, 
duration, and distance. 

111. The tmplementation of ZUM should be considered for the four 
additional areas of Orange County, San Diego, and Sacramento extended 
areas, and the Los Angeles Metropolitan exchanges of Pomona, Ontario, 
and Etiwanda. 

112. Pacific, General, Roseville, and Citizens should present 
exhibits and test~ony in Pacific's next rate case on the feasibility 
of expanding ZUM as noted in the previous finding. Customers who 
might be affected should be notified prior to submission of the 
testimony and exhibits. 

113. The rates au~horized Pacific in this proceeding will 
increase the revenues for all other telephone companies opera~ing 
in California: 

• 
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114. Ex~pt for General and Continental, the staff should be 

directed to ~nitor the earnings of 'the independents so that revenue 
increases resulting from this decision do not produce excessive 
earnings for the independents. 

115. Because General is now before us with A.60340 for rate 
increases, we can determine the effects of increased settlemenes 
resulting from this decision and make appropriate adjustments to 
General's estimated results of operations in A.60340. 

116. Because Continental was authorized an annual revenue increase 
based on a 1981 test year by D.92S04 dated March 17, 1981, we will 
order Continental to establish a negative annual surcharge of 
$9~OOO,OOO to reflect the increase in annual settlement revenues 
resultins from this decision. 

117. The independents should be authorized to file revised FEX 
4Itrates to reflect the pass-through of Pacifie·s increases authorized 

by this decision. . 
118:. To the extent not covered by previous findings and pending 

further hearings and a decision on revisions to the costing procedures 
used for ratemaking purposes, the rate design discussed in this 
decision and the specific rates shown in Appendix F are reasonable and 
should be authorized. 

119. The stipulation by Pacific and Allied described in this 
decision concerning mobile telephone serviee should be adopted. 

120. Consi'deration of the 81:&ff t 8 proposal concerning the main­
tenance by· Pacific of separate records of legal and other depar~ental 
expenses relating to equal employment opportunity litigation should . 
be deferred pending completion of C.10308 .. 

121. The staff recommendations that Pacific make changes in its 
books of account for Chamber of Commerce dues and other donations and 
interest during construction and property taxes on land are not 
reasona~le and should not be adopted • 

• 
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122. Pacific bas not shown bad faim in its efforts to retain 
eligibili~Y for income tax benefits under the AAA/AA depreciation 
methods for ratemaking purposes. 

123. The appropriateness of depreciation rates used by 
Pacific and approved by this Commission should be reviewed in 
further hearings. 

124. Pacific's proposal for an allowance for attrition in 
the calendar year subsequent to the adopted test year is Dot 
reasonable and should not be adopted. 

125. Because there is & need to put Pacific in a more 
secure financial position, the revenue increase granted by this 
decision will not be subject to refund even thougn there may be 

a realigmnent of rates as a result. of further hearings. 'this 
should not apply to any reserve accumulated in connection with the 
AAA/AA trea~ent of accelerated depreciation. 

126. Pacific should be ordered to provide the Commission 
within 60 days from the effective date of this decision a 
financing plan indicating proposed eapital offerings for the 
two-year period October 1981 to October 1983. 
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• 
127. Th~increases in rates and charges authorized by this decision 

are justified, and are just and reasonable. 
128. Because there is an immediate need for the rate relief 

authorized, this decision should be made effective five days from 
today. 
Conclusion of Law 

Based on the foregoing findings of fact and under PO Code § 454 
this Commission may grant Pacific authority to increase rates as 
provided in the following. order to enable Pacific to earn additional 
annual revenues amounting to $610.1 million. 

INTERIM ORDER 

IT IS ORDERED that: 

• 
1. Pacific's reques t to reduce Wes tern's net income for-

ratemaking purposes by the disallowed license contract product-related 
costs without reflecting such costs in the pricing of products is denied. 

2. The revenue increase resulting from D.9l495 as modified by 
D.92542 is ~o longer subject to refund except for any reserve accumulatec 
in con:"leetio~ wit.:"l t."'e ~ treat:':lent of accelerated depreciation. 

3. Pacific and the staff together with anv representatives of 
the burglar and fire alarm industry and any other parties who may 
wish to participate shall form a committee to: 

• 

a. Meet and confer to determine reasonable standards 
for the installation and repair of private line 
services used by the alarm industry. 

b. Incorporate the determinations of Para'graph 3.a. into 
a proposed general order. 

c. Present the proposed general order to the Commission 
within 120 days from the effective date of this 
decision • 
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4.. Related to the FCC Computer Inquiry II decision Pacific shall 
file a report wit:h this Commission by November 1. 1981 which: 

a~~ Accounts for all expenses incurred to October 1, 
1981 relating to existing and fu~ure enhanced 
service offerings. 

b. Aecounes for all expenses incurred to October 1, 
1981 that relate directly to the future unregulated 
operations. 

c... Includes a plan for accounting for the interim 
expenses relating to the provision of enhanced 
services. 

5. Pacific is authorized to file with this COmmission, 15 
days after the effective date of this order, in confo~ity with the 
provision of General Order 96-A, revised tariff schedules with rates, 
charges, snd conditions modified as set forth in Appendix F. The 
effective date of the revised tariff shee~s shall be 5 days after the 
date of filing.. The revised tariff schedules shall apply to service 

• 
rendered on and a£~er the effective date of the revised schedules. 

6. Pacific shall waive its change of service charges for a 
period of 90 days after the effective date of tariffs filed uncler 

• 

this order for customers of individual line flat-rate residence 
service who convert to measured rate service or party line service .. 
Within 45 days after the effective date of this order Pacific shall 
notify individual line flat-rate residence service customers of the 
applicable rates for their service and alternative services ADd of ~e 
provision to waive the change of service charges for 90 days .. 

7. Pacific shall include as a part of its next m4jor rate 
application cost studies which develop the costs associated with 

FEX access lines including central office cos~s, the line haul portion 
of FEX services and the costs associated with establishment of FEX 
services. These cost studies should be the basis for a proposed tariff 
to be included in Pacificts next major rate application along with the 
revenue effect of the proposed tariff .. 
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• 
8. Pacific is directed tomalte a study and" file a proposed ~rif£,. 

within 6 mon~ after the effective date of this order, vhich changes the 
rate structure~of its intrastate WATS to & structure parallel t~ that in 

effect for interstate WATS with no increase in net revenue. 
9. Pacific shall include as a part of its next major rate 

application an alternative rate design including a proposed tariff 
revision covering the expansion of measured business services in 

exchanges where single message rate timing for residence services 
is or ~ll be offered. In addition to a proposed tariff revision 
Pacific shall provide a study containing an ~plementation schedule 
and the revenue requirement associated with the expansion of measured 
business service. All customers who might l:>e affected- by the 
proposed tariff revisions shall be provided written notice that such 
a proposed tariff is being considered by the Commission. 

10. Pacific, General, Continental, and Citizens shall submit, 
~s a part of Pacific's next tIl4jor rate application, testimony and 

exhibits which address the feasibility of implementing ORIS in all 
exchanges which presently receive "in" OR'IS- calls, the revenue 
requirement in terms of added ?lant and additional expenses associated 
with the expansion of ORIS over these additional routes,anci the 
customer billing effects associated with implementing ORIS over the 
add"itional routes. Pacific, General, Continental, and C1tizeas shall 
also provide written notice to each of its customers who would be 

affected by the implementation of OR'IS- over the additional routes 
prior to su~mission of the test~ony and exhibits. 

11. Pacific, Roseville, General, and Citizens shall submit, 
as a part of Pacific's next major rate application, testimony and 
exhibits which address the feasibility of implementing ZOM service 
over the additional routes as set forth in Appendix 0 of Exhi~it 242, 
the revenue reguirement in terms of added plant and additional expenses 
associated with the expansion of ZUM over these additional routes, and 

• 
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• 
the customer~illing effeces associated with implementing ZUM over 
the addition4l routes. Pacific, General, Roseville, and Citizens 
shall also provide written notice to each of its customers who would 
be affected by the ~?lementation of Z~ over the additional routes 
prior to submission of the testimony and exhibits. 

12. Continental shall reduce its billing surcharge in the amount 
of $9,000,000 per year to reflect increased settlement revenues 11: 
will reeeive from intrastate toll service and extended area service 
by th~ r~te increase~ granted. 

13. On or after the effective date of this order, each 
res?ondent in 011 8-1 is authorized to file foreign exchange service 
tariffs consistent with the revised basic exchange rates of Pacific, 
as set forth in Appendix B of 'Chis order,and,concurrently, to 

. canc~l or ~odify its pr~s~nt tariffs to make them consist~nt. 
• Such filing shall comply with General Order 96-A. The effective 

date of the revised schedules shall be 5 days after the date of 
filing. 

• 

14. The stipulation by Pacific and Allied concerning mobile 
telephone service is adopted. 

15. Within 60 days from the effective date of this order, 
Paeific shall file with the Caanission a financing plan indicating 
proposed capital offerings for the two-year period October 1981-
October 1983. 
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•• 16. A prehea=ino. co~!e:,encc is $chcdu1cc for Auguzt 25, 
1981 ~t 10:00 ~.m. in S~n Fra~cisco for the p~r?ose of determining 
the nature of and times and pl~ces for further hearings in this 

proceeding on these subjects: 
~. An app4opri~te method fo: allocating to the 

proper uscr any net str~nced invcs~ent as a 
result of Pacific's mig=~tion strategy and 
the establishment of nonregu1n~ec operations 
on xarch 1, 19S2~ ~s rc~~ircd by the FCC 
Com?~tcr Inquiry II decision. 

b. Capital costs ~nd cX?enscs of establishing the 
nonregul~ted op~r~tions by ?~cific ~rcfcrrcd 
to in Orccring Paragraph 16.~. 

c. 

d. 

Studies bv Pacific ~nc the st~ff to dctc=cinc 
the kinds' of equipment which ~ay have been 
retired prior to ~eing fully dcpreciatcd 7 the 
~ssociated amount of ~~depreci~ted or st=~nded 
investment, ~nd a ~ethoe for recovering fai~ly 
any str~nccd inves:me~t. 
A determin~t~on of equit~~le ~c:hods fo~ 
developing cost of service studies for rateo~king 
such as :h~ GE-100 method. 

e. Sale of P~cific equipment to users. 
f. Dep~eci~tion rates used for ra:cmaking. 

17. Pacific shnll place ~cve=:isements in newspapers of 
gener~l circulation that detail the rate increases authorized by this 
decision at least 10 d~ys ?rior to the c~fec:ive date of the rates. 

18. The rates ~uthorizcd in this decis~on shall be subject to 
refund upon further order of the Commission only on ony accum~latcd 
reserve in connection with the AAA/AA tre~tmen: of accelerctcd 

de?reciacion. 
19. PDcific shall and the staff and any other parties to· this 

-oroceeding who wish to do so m.:LY"t oy Se~tember 15,.. 1981"t file proposals 
for the sale of equipment to consumers. 

20. T~e st~ff shall ~onitor the eornings of ~he i~d~?endent 
t01e?hone co~p~niez to ensure thot revenue increases resulting from 

~thiS decisioo cO not ?rod"c~ excessiv~ earnings for the inde?eneents. 
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21. Interest on ~mo~nts subjcc= to refund sh~ll be com?u~ed ~ 
by applying the Federal Reserve Bo~rG Comocrci~l ?~pcr Ratc, 3-month 
Prime) published monthlj" in Fedcr~l Reserve Bo~~rd Statistic.:l.l 
Release G-13 with monthly co~pouncing. 

The effective d~tc of this order is 5 C3yS from today. 
D."ted AUG 41981 , .:It $.:ln Fr.:lncisco, Colifornio.. 
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LIST OF APPEARANCES 

Applic~~t: WaI~er J. Slee~h, Diane Boo Prescott, Randall E. cape, and 
Paul H. White, Attorneys at Law, for The Pacific Telephone ~~d 
Telegraph Company. 

Protestant: Richard S .. Ko~f and Jose B. Gu~ar4' Jr .. , Attorneys at Law, 
for Southe:n Pac~fic Co~unications Company .. 

Interested Parties: Orrick, Herrington, Rowley & Sutcliffe, by 
Ja~es F. Crafts, Jr., and Robert J. Gloistein, Attorneys at Law, 
and Richard Pfe~£er, for Continental Telephone Comp~~y of 
Calitornia; A. M. Har~, R. Roo Snyder, Jr. and Kenneth K. OkeI, 
Attorneys at Law, by Ke~~eth K. OkeI, ~~d Richard L. Ohlson, 
for General Tele~hone Company of California; Warren A. P~er 
~~d ~~chael F. Willoughby, by Y~ehael F. Willoughby, Attorney at Law, 
ror Cal-Autofone, Radio Electron~cs Proeucts Corp., Chalfont 
Co~~unieations, Industrial Co~~unications, and Peninsula Radio 
Secretarial Service; ~~~one s. 3ulieh, Jr., and Allen Cro~, 
Attorneys at Law, for california Fa:.m Bureau Federation; 
Willia~ L. Knecht, Attorney at Law, for Telephone Users' 
Leag~e; Stanley Sackin and Morrison & Foerster, by Ja~es P. 
Bennett, Attorney at Law, for Telephone Answering Services of 
Calirorr~a, Inc.; Ann Mu~h~, Attorney a~ Law, for Toward U~ility 
Rate NOr:'!lalizat.ion (rUE-.. N); raha..~ ~"'ld Ja:nes, by 30ris H. Lakus~a, 
David J. rr.arch~~~, ~"ld Thomas J. Y'Ulc3ride, Attorneys at Law, for 
California Hotel and Motel Association; Virginia Bane, for 
Tel Rad, Inc.; Brobeck, Phleger & Harrison, cy COrdon Davis, 
William H. Booth, and Ja"lles M. Addams, Attorneys at Law, for 
California Retailers Association and Tele-Co~~unications Association; 
McKenna, Wilkinson & Kittner, by Joseph M. Kittner and No~an P. 
Leventhal, for A~erican 3roadcasti~g Coopar.ies, Inc. and CES, Inc.; 
Carl H~lliard, At-tomey at Law, for Delphi; Virginia Lvons, for 
Lyons £"lswering Service; Rooert w. ~hitehead, for The ~hone Exch~~ge 
Answering Service; Joel A. Er!ron an~ Kath~ 3eck, for California 
Interco~~ect Association; David A. Artson,~r Arison Answering 
Service; John L. Y~thews, Attorney at taw, for Executive AgenCies 
of the Uni'ted St.at.es; Allen B. Wagner, Attorney at. Law, for 
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The Regents of the University of California; Gold, Herscher, 
Y~rks &P$pper, by Lessing E. Gold, Attorney at Law, for Western 
Burglar & Fire Ala~ Assoc~ation; Dinkelspiel, Pelavin, S~ee£el & 
Levi tt, -oy David rr.. \<lilson, Attorney a-:. Law, for Allied Telephone 
Companies Association; rtosS J. Cadenasso, for California 
Association of Utility snarehoiaers; BUrt Pines, City Attorney, 
by Ed Perez, Attorney at Law, for the City of Los Angeles; George 
Agnost, city Attorney, by Leonard L. Snaider, Attorney at Law, 
and Robe~ R. Laughead, P.B., for the city and County of 
S~~ Fr~~cisco; John Witt, City Attorney, by Willia~ S. Shaffr~~, 
Deputy City Attorney, ~~d Ronald L. Johnson, Attorney at Law, for 
the City of S~~ Diego; Alber-:.o Saldam~~do, Ca~en Estrada, ~~d 
Robe~ Cnaizda. Attorneys at Law, and Jose Guerrero, for 
Mexican-A~erican Political Association, League of Uni-:.ed Latin 
American Citizens, American O.I. Forum, ~~GE, and Los Padrinos; 
James Nelson, for County of Los Angeles, Department of 
com:c.unicatioDs; Linda Hendrix Mc:Pharlin, Attorney at 'Law, and 
W. K. Edwards, for Sonitrol Telephone Assistance; William B.. 
Hancock, for Cut Utility Rates Today (CURT); and Minuel Rroman,. 
S~dney J. Webb, and Mel Hanberg, for themselves. 

• 

Commission Staff: Rufus G. Thahr, -!r.,. Attorney at Law, and 
R. M. Hoeck, T. Lew,. and J. ettl.. 

(END OF APPENDIX A) 
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A-39309 

C-7409 

A-48643 

A-49242 

APPENDIX :a 
Page 1 

The Pacific Telephone and Te1egraph Com?any 

MAJOR FORMAL RATE PROCEEDINGS 

Years 1957-1980 

Descrip':ion 

The Company was grantee an interim 
rate increase of $12.066.000 annua11y 
by Decision No. 55936. By fina1 crder. 
Decision No. 56652. an additional 

Decision Date 
Num~r Decided Reference 

increase of S15.456.000 annually in 55936 12-10-57 56 CPUC 80 
rates was authorized. 56652 5- 6-58 5& CPUC 277 

Commission investigation on its own 
motion into the rates. tolls. etc. of 
the Company. Interim Oecision ~o. 
67369 called for $40.722.000 annual 
reduction in revenues and retroactive 
refunds to customers of amounts c01-
lected from beginning of investiga­
tion. Ju1y 26. 1952. Decision No. 
67498 denied rehearing. Decisio~ No . 
67499 stayed the order to recuce 
rates and to ma~e refundS pene;n; 
review by Ca1ifornia SUPreme COurt. 
to which the Comp~ny has a~oealec. 
On Aprii 2$. 1965 the Supreme Court 
upheld the rate reduction but annu11ed 
the retroactive refunds prior to 
July 20. 1954. Oeci$~On No. 69069 
lifted stay on ~nterim order and made 
reduced rates effective as of July 
20. 1964 and ordered the Company to 
file a plan fOr refunding amounts 
col1ectec frO~ CU$to~ers on and after 
July 20. 1964. ~ina' Dec~sfon No. 
71575 maintained the net overal1 re· 
venue reduction ordered in interim 
decision but rearranged the rate 
structure. 

The Company was grantee a rate in­
crease of S6.100.000 a~nual1y. 

The Company was granted a rate in­
crease of S50.200.000 ennua11y . 

67369 
67498 
67499 
69069 
71575 

6-11·64 62 CPUC 775 
7-10-64 63 CPUC 105 
7-10-64 63 CPUC 117 
5-18-65 64 CPUC 313 

11-23-65 66 CPUC 419 

71350 10- 4-66 66 CPUC 248 

74917 11- 6-68 69 CPUC 53 
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The Pacific Te1ephone and Telegraph Company 

MAJOR FORMAL RATE PROCEEDINGS 

Years 1957-1980 

App1. or -- Decision Date 
Case No. Description Number Decided Refe~ence 

C-8858 The Commission initiated an investi­
gation into tne treatment for rate 
making purposes of the Western Electric 
Co. prices and the California 
Corporation Franchise tax. 76726 

A-51774 Decision ~o. 788S1 granted the Company 
a rate increase of S143.000.000. 
Several parties appealed this decision. 
Upon reviewing the matter. the Califor-

A-S2794 

A-S3587 

A-55214" 

A-55492 

nia Supreme Court annulled the Commission's 
decision and directed that all monies 
collected under that decision be refunded. 
Decision No. 80346 ordered the Company to 
make refunds. Decision No. 80347 
reconsiderea the Company's application 
in light of the Supreme Court's decision 78851 
ane qranted the Company a rate increase 80346 
of S5S~400.000. 80347 

Decision No. 79873 grantee the Company 
a $70.000,000 rate increase. The 
increase was reduced to 563,900.000 
by Decision NO. 79941. Decision No. 
80348 ~eaffi~mcd the rate increase 
granted by Oecision No. 79941. 

Decision No. 83162 granted the Company 
a S183~300.000 rate increase. 

Decision No. 85287 oranted the Company 
a S65.200~OOO rate increase. Decisio~ 
No. 87827 reduced the rate increase by 
$7.500,000. 

Decision No. 88232 granted the Company 
a S12.800~OOO rate increase. Decision 
No. 90362 reduced the rate increase by 
SS.8'7~000. 

79873 
79941 
803':8 

83162 

85287 
87827 

88232 
90362 

1-27-70 70 CPUC 644 

6-22-71 72 CPUC 327 
8- 5-72 
8- 5-72 

4- 4-72 73 CPUC 222 
4-11-72 73 CPUC 331 
s- S-72 73 C~UC 769 

7-23-74 77 CPUC 117 

12-30-75 79 CPUC 240 
9- 7-77 82 CPUC 517 

, 2-13-77 
6- 5-79 



• 

• 

• 

A .59849 et a1. /ALJ/bw 

App1. or 
Case NO. 

A-S7465 

A-58223 

A-53587 
Rem~nd 

APPENDIX B 
Page 3 

ihe Pacific ielephone and Telegraph Company 

MAJOR FORrAL RATE PROCEEDINGS 

Years 1957-1980 .. --
Decision 

Descri;;t'ion Number 

Decision NO. 90~2 granted the Company 
a $2~~300.000 increase in directory 
advertising rates. 90842 

Decision No. 90642 reduced rates by 
$42.200.000. Following petitions 
for rehearing. Decision No. 90919 
changed the amount from a rate 
reduction to a rate increase of 
Sl~300~OOO and granted rehear;n; 
to consider the effect on rate of 
return of higher de~t and preferree 
stock costs. Decision NO. 91121 
granted S36.600.000 to offset these 
costs. Decisio~ No. 91062 made the 
rates in Decision No. 90919 subject 
to refund pending consideration of 
a petition for rehearing by the 
cities of Los Ange1es~ San Die;o~ 
and San Francisco. Decision No. 
91355 grantee limited rehearing to 90642 
determine whether the delay in 90919 
implementation of the ZUM plan 91062 
resu1ted in unsupported revenues 91121' 
flowing to Pacific. 91355 

Decisio~ No. 83162 was remanded to 
the Commission for cons1deration 
of aitemative treatments of accelerated 
tax depreCiation and investment tax 
credi ts. Decision No. 87838 o~derec 
refunds of S205.5a6~OOO through 
December 31. 1977 and rate reductions 
for 1978 of S60.494~00O. ihe o~der 
was stayed pendin~ appeal ; n state 
and federal courts. After the 
~~pea's were denied. the commission 
held hearings in 1979 on refun~ 
plans and motions to set future 
rates on nonma1ization subject to 
~efund pending determination of tax 
liability by federal courts. 

Date 
Oeci ded Reference 

9-25-79 

7-31-79 
10-10-79 
11-20-79 
12 .. 18-80 
2-13-80 
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The Pacific Telephone and Telegraph Company 

MAJOR FO~~L RATE PROCEEDINGS 

.. Years 1957-1980 

App1. or Decis.io~ Date 
Case No. Oescr; pti on Numb~r Decided Reference 

A-53587 Decis.ion No. 91337 ordered refuncs 
Remand for the periOC from August 1i. 
(continuec) 1974 to Februarv 13. 1980 and 

authorized rates after February 13. 
1980 on a fu11 normalization basis 87838 9-13-77 82 Cl'UC 549 
subject to refund. 91337 2-13-80 

A-59269 Decision No. 91495 granted 
OIl 63 $227.2 million increase based 

on test year 1980 on inter~ 
basis. $30.1 of the $227.2 
was rescinded by Decision 

91495 No. 92542 on the bases of nO' 4-2-80 • showing and improper notice. 92542 12-16-80 

(END OF APPENDIX S) 
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THE PACIFIC TE:.E?HONE A't-"'O TEU:GAAl>H COMPANY 

Estimated ~es~lts of Total C41ifornia Operations 
Test Ye~r 1981 - Present ~tes 

(OOllars in Tnou~~nds) 

S~<l!! Pacific 

Operatin9 ~evenues S 6,.380,016 S 6.$44,36$ 

0E!ratinq Expense~ &. Taxes 

C~rrent Maintenance 1,.569,530 1,705,134 
Oepreci~tion & Amorti:atiQn 852,566 896 .. 22l 
Tr~ffic Expen:es 406.256 417,822 
Commerci~l Ex~ensc~ 706,12l 730,766-
Gen. Office Salaries & 

Expenses 355,62l 371,513 
Opeta'ting Rent:> Sl,.889 s..: ,412 
Gen. Services &. LicenseS 5S,.S15 80,355-
Balance Other Oper. EXpense~ 567,628 6621U~ 

Total Oper. Ex?e~se:> 4,565,126 4,933,339 

Operatin9 Taxes-Federal Income 300,436- l$6,124 
Cal. Corp. Fr~nch. 52,.198 65,635 . 
Social Security 132,305 13$,$82 
Ot."er 130,488 136.897 

Total Expenses &. Taxes 5,180,553 5,460,877 

Net Revenues 1,199,463 1,083,491 

Avg_ Net Plant & Workin~ cazi'tal 

Telephone Plant-in-$erviee 15,683,907 16,008,.289 
Te1e~hQne·Plant Onder Constr. 
Property Held for Fut. Tel. Ose 2.910 2,910 
Telephone Plant Acquisition Aej. 
Workin9 cash Allowanee 226,.165 303,.178 
Material and Supplies 130,678 149,9':6 
Less: Depreciation Reserve .", 2,934,645 2 .. 924,.140 
Less: Reserve for Deferred Taxes 1,485,.707 1.';95,.377 

TOtal Rate Base 11,.62S,.30e 12,.044,806 

R.3te- of Return lO_32~ 9.00~ 

(Red Fi9ure) 

Pacific 
Exceeds 
Staff 

$ 164,.352 

135,604 
43,,655 
11,.566 
24,645 

l5,892 
2,.523 

32,840 
lQlI4§~ 
368 .. 213 

(114,312) 
13,.437 

6,.577 
6 c409 

280,324 

(115,972) 

324,382 

0 

75.013 
19,268 

(10,50$) 
9.070 

419,.498 

<1.32)~ 
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Estimated nesulte of Cali!orni~ ln~rw~t~tc O?~r~tions 
TestYear 1981 - Prcse~t R~te~ 

(OOll~:l:i. in Tbou:::~:'Id~; 

0?!:~tin9 Revenues 

z.oeal ~rviee Revenues 
Toll Service Revenues 
Misce11Dneous Reven~es 
Oneollectib1es 

Total 

2P!ratin9 Expenses & ~Axes 

Current ~~in~en.lnce 
Ocpt~iation & Amo:ti~~tion 
Tr~!!ie ~nses 
Commcrei~l Ex?enses 
C<.-n. Of!iec S"lari<:s 6-

DCl>cns~s 

OpN:)tin<) Rents 
Ccn. Services & License: 
D.:Il.:ln(;'e 0-::.<:-: ~r. Ex!~l'lsc: 

Total ~r. Expense: 

Oper.:ltin" T~xes-Feocr:ll lncomc 
C~l. Co:? Franeh. 
Social Seci.lrity 
Other 

Total Ex?enses & Taxes 

Ave. Net Plant' Workinc C~pitD1 

Telephone Pl~nt-in-Serviee 
Te1cphone·Pl.:lnt OQ~er Constr. 
Pro~rty Held for Fu~. 7~l. os~ 
T~lephone ?l~nt AcqQisition ~Qj. 
Workin9 C~!;h Allowance 
~terial ~~a Su~~lies 
Less: ~e~reci~tion Reserve 
LeS~: Reze:v~ !or De!e:rea T~xes 

Tot<ll ~1:e B.lse 

~tC" or Return 

$2,375,863 
2,079,818 

339,800 
( 51,l77) 

';,744,30': 

1,135,282 
G39,SlO 
318,625 
SS2,37S 

27e,~G9 

':1,!>53 
41,Sl~ 

420,826 
3,';G~,2~4 

192,087 
22,460 

100,065 
97,57~ 

85$>,859 

2,160 

173,250 
97,643 

2,206,853 
1.11;; ,657 
g,Gii,9;)9 

5.916 

(Rea riSl,;:c) 

P~ei!ic 

S2,"52,.050 
2,130,70': 

323,6 .. 6 
(62,042) 

.. ,84 .... 358 

1.227 ~':07 
672,397 
328,963 
607,0':2 

287.8':4 
";2,10~ 

66,072 
';98,674 

3,731,00": 

1n,.8~0 

9,363 
103,507 
102,362 

4,OSS,OSoS 

786,272 

2,227 

2~9,631 
113,.021 

2,164,230 
1,107,460 
51 ,060 ,6.;? 

S.6S~ .. 

Pacific 
Exceeds 
Stolfi 

S 76,187 
5-0,.886 

(16,154) 
(10,86S) 
lOO,054 

S2,125 
33,327 
10,338 
2':,667 

9,275 
SS2 

2':,55$ 
69,84$ • 

26 .. , iSO' 

(eo ,23i) 
(19,On) 

(73 ,.S87) 

2!j9,032 

56,381 
lS,378 

(42,623) 
(9,197) 

382,65-8 



t 

• 

THE PACIFIC TEU:PHOr..'1: ANO T&tJ:CAAPH COMPM"Y 

Est~.ated 'I'ot,\l Operating RevertJes - Test lear 1981 - Present Rates 
(::»l1.)rs in Thou~~nds) '. 

---

Ae. 

LOcal S~rvi~~ ~venu~s 
500 S~bscri~r Station k~v. 
501 Public Telephone Rev. 
503 Servic~ Stations 
50. Intra. toeal PL • Other 
504 Inter. Local PL 4 Other 

523 

530 

Subtotal 

Toll ~rvic~ Rev~nues 
Inttasute 'rOll 
Interst~te 'rOll 

Subtottll 

Miscellbneou~ R~vcnues 

Oi:ectory Adv. , ~les 
Other Miscellaneous Rev~. 

$ul:>toul 

T~al ~!ore oncollectib1es 
Uncollectible Revenues 
TOtal Bc!ore Adjustm~nts 

~~rketin9 , Com~tition 
o. 91495 (Incl. Adv. Ltr. 

13641) 
FCC ~cision 10 No. 80-297 
Traffic Expens~ Adj. 
AdjU$te-d Oper. Revs. 

Tran. to Lon9 Line Adj. 
R~scinded Advice Ltr. l3&41 
Ree~st ~r~tin9 R~vs. . . . 

$t.:l!! 

$2.123.199 
5&.000 

250 
38,S80 

2,280 
2,220 .. 309 

2,038,02e 
1,643,806 
3,681,83': 

289,200 
50,600 

339,eoo 

6,241,943 
(7$;304.) 

6,166,639 

(9,)00) 

243,06$ 
28.375 

80 
&,428,,859 

(16,191) 
P2,6S2) 

6.3$0,016 

$~ .19'- ,950 
63,S17 

276-
38,SOO 

2.l280 

:Z,OS6,lSS 
lr ;22,079 
3~80S,~34 

250,480 
0,166 

>23,646 

6.428,403 
(BS,HS) 

6.343,25.5 

(9,300) 

6,577,020 

o 
(12.&S2l 

(" ~"4 ,36a 

Paei!i~ 

£Xe~eOs 

St~!! 

$ 68'.751 
7,,$l7 

2& 
eSO) 

o 
76,214 

'8,127 
78 .. 273 

126,400 

(8,720) 
{7,4'34) 

(IF,. .. 154) 

18&,460 
(9,8«) 

176,&16 

o 

o 
(28,375) 

(80) 

148,161 

1&,19l 
o 

S2,12l,2'Q0 
56,000 

300 
38,,600 

2.300 
2,220,400 

1,984,,000 
l .. g.).SOO 
3 .. 627,800 

289,200 
50,600 

339,,800 

6,188,000 
OJ .. SOO) 

6,1l3,500 

(9,300) 

243,100 
28,400 

100 
6,37$,8-00 

(l6,200) 
(32 .. 700) 

6 .. 326,900 
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E~ti~~t~.;l o:lr.d t,co?t~e l'~int~n~T'le~ SX?t"f)::;¢:; 
':'ot..:ll Or~~:,:)tion: - ':'e,~ 'ft::J.r 1981 - PrC'$C'r;t R.:Ite: 

(jOll~:= in Tho~:~r.~:;) 

602 
GC~ 

604 

--. 

R¢p,:)ir~ e! Out~i~. p:~~~ 
'!'C!St :>e:;;" .. ..;or k. 
R¢p~irs o! Ct::.~=~l o!c. 

Eqw:rp. 
60S Re~~ir: o! St~tion ~~ui~. 
6CG Rep~i=s 0: ~ld~s. ~ Cro~ndz 
GlO ~4int~ini~~ 7:~~5~i~!ion 

<" 
¥ 2~:,300 S 

250,oS3 

~l3,6S7 
.: sa, 599 
s~.oss 

31,7:': 
;Ctl~~~ 

:,tJ~l .. S~(;' 

(4,400) 

262,300 
:50,853 

567,l95 
5l3,949 
56,4~9 

26,0.:3 
,q,6l.§. 

1,706,",$7 

0 

?.:lei!ie 
exet"C'o: 
St.)!! 

$ 0 
0 

S3,S3S 
55,350 

1,411 

(5,668) 
0 

lC4,63l 

01,400 

• 
E:~et::iC'~: ::;.~:;:l I\~J. 
Rccuc:io~ o! Co~:!:~c:io~ 

(3,506) 0 3,806 
(~6 ) 0 

• 

A!!~li:J.tt"c l:.t. Adj. 
':'ran. ~o Lo~g ~ir.C' 
~,:)g~ Co:.~r~e~ Aej. 

146 ) 

~o,~2'~ 

:.S93,614 

(84S1 

:,~~::<769 

(:4,S37) 
(17,74&) 

C1,~4$ 

l. ~6<i, 530 

/.;6) e,~OI5 

1, 70L ';Sl 112,S37 

11,;17, t 4"~ l 
LiOS,l3" ll2,36$ 

0 14,e:n 
0 17,748 
~ r2.~4~) 

1. 70S, 134 l35,604 

Adoptee 

S 262,.300 
250,.900 

5-16,)00 
488,5000 

55,100 

33,900 
29,700 

l,G3i),700 

(':-,400) 

(3,800) 

(S ,200) 

l,62e,.~O 

(SOO) 

1,627,700 

(7,600) 
(17,700) 

9.300 

l,,611,700 
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APP.EHDIX P 
P.e $ 

"'-" -... - 'tHE PACIFIC ttI..EPMONE A.Nt) 'I'Et.ECRAPH COMPANY 
-• Estimated and Adopted Oepr~eibtion EXPen$~ 

- TOtal ~r"'tions - Te~t. Y~ar 1981 - Pr~$~nt J.tat~$ 

.. --

Depreciation Expens~ 

Allocation to Revad~ 
ICC Rat~ Adjustment 
IIX: Shor~rm CWIP Adj .. 

1'Otal Depree .. !:x? 

Remaini"9 Lif~ Adj. to Other 
Operatin9 ~nses 
a. MaiTltenane~ Ex;>. 
b. '1'J:affic: ~a$~ 
c. Commercial Exp. 
d. Bal .. Oth. Exp .. 

• 

e. Total (a. to d.) 

Total Adj. Depr~eiation Ex~. 

Reversal of Cl. Ace. Arnt~. 
(Reassi9n to pro~r ace~$.) 

Affiliated Int. Adj .. 

Recast Depreciation Ex? 

Adjustments: Modernization 

(Oollars in Thousands) 

su!! p.,ei! ie 

$859,923 5897,927 

(21) (21) 

(307) (307) 
2.~~9 ;2,;59 

862,OS4 900,OS8 

(845) (1,317) 
(16) (24) 
(78) (122) 
(62) (97) 

(l.001) (1,~60) 

861,053 898.4<JS 

l,OOl 1.560 

(9,.488) (3,837) 

852,566 896,221 

P~ei!ie 
J::xee~s 
St.,rr 

$38 .. 004 

0 
0 
0 

3S,004 

(47Z) 

(8) 
(44) 

(35) 
(559) 

37,·U5 

55-9 

5,651 

43 .. 655 

-., 

AdO?t~ 

$8S9,900 

(300) 
2'.~0 

8,62,100 

1,000 

86l .. 100 

1 .. 000 

(9,200) 

852,900 

400 

S.Sl ... 300 
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'1'H:E PACIFIC TELEPHONE ANt> 'I'Et.ECAAPK COMPANY .,.. -.':""'" Estimated an~ A~opted Traffic Expenses -. ~otal Operations - ~est Year 1~8l - Present Rates . 
(Dollars in Tho~sands) 

-- Pacific 
Exceees 

Stllt! Pacific Stolt! Adopt~ 

Ac. -
621 ~n1. Traffic S~pervi!:ion $ 47~179 $ 46,342 $ l,16.3 $ 47,200 
622 Servo Inspee. , C~st. Instr. 9,219 9,219 0 9,~0 

624 Operators wages 263,007 296,$48 13,841 283,300 
626 Rest an~ Lunchrooms 926 980 54 900 
627 Operators Employment , Train. 13,974 14,5-36 562 14,000 
629 c.o. Stationery ana Printing 9,593 9,753 160 9,.600 
630 c.O. House ~rvices 3,24$ 3,380 135 3,.200 
63l Misc .. Traffic Ofc. Exps. 3(,631 35,563 732 34,$00 
632 Public Telephone EXps .. 200 413 213 200 
635 Joint Traffic Expen~cs-cR. !4~l) !4~~) Q (~O) 

Subtotal Before Adjs. 401,72l 418,581 16,860 401,900 

• ~ci$ion 91495 Adj. (73S) (735) 0 ('CO) 
• 

Total Traffic Exps. 400,986 ':17,846 16,860 401,200 

Deprec. S .. L.- R.L. Adj .. (16) (24) CS} 

Adjusted Traffic Expenses 400 .. 970 417,822 16,852 . 401,200 

'l'ran. to LOng Line (2,..406) 0 2,40.6 (2,400) 
Wa9~ Contract Adj. 7,692 0 (7,692) 7.700 

Reea~t Traffic Exps. 40$ .. 2$6 417,822 ll,56~ 406,500 

(Red Fi9ure) 

.. 

• 
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.- ":Im: PACIFIC 'I'l::.EPHOr-."}; AND TELECAAPH C~'pAN'{ 
....... - EstimateQ and AdopteQ Comm~rcial Ex~n~s 
.. TOtal ~ration~ - Te,t Y~~r 1981 - Present ~tc~ .-- (OOll.lr:. in ThOIJ~.lr'ld~) -

... ~ 
p.:'Iei!ie 
Exce-eds 

St.l!! P.lei!ie Staff Adoo:>te-d . 

!S.:.. 
640 Genl ~ COlml'le'r~ia 1 Adtni n. S107 .. $19 S1l6,106 $ S,sa7 Sl07,700 

6"2 Advertisin~ 24,000 27,873 3,873 24 .. 000 

&43 Sa1e-s ~nse 82,.5-24 86,641 4,117 8.2,:)00 

6 ..... Co~tin9 Co. Relat.ions 1,059 1,136- 77 1,100 

~$ Loc. Commereial Opersw 332 .. 367 342,.939 10,5-72 335-,"'00 

~8 Pu'r.Jlie Tel~phon~ Comms. 22,055- 22 .. 751 696 22",100 

649 ~irectory txpen~s 136,328 136,345- 17 136,300 

650 Oth~r Commercial txps. ~Q so 9 100 

Su'r.Jtota1 aefor~ Adjs. 705,902 733,641 27,939 709 .. 200 

Prior Advertisin~ 
Oisal10"llances (2,a76~ (2,8';6) 30 (2,.900l 

• Open Line Advertisin~ Adj. (500) 0 500 (1,000) 
Mu1tistat~ Mark~tin9 Adj~ tS,715) 0 5,71S (S,700) 

Su'r.Jtotal A~justrne-nt$ (9,094) (2,846) 6-,248 (9,.600) 

Total Commt'r~ia1 ~nses 696,808 730,995- j·Lla7 699,600 

Out'S an4 Oonations Adj. (107) (l07) 0 (100) 
Depree. S.L.-R.L. Adj. {7a. ) (122) (44) C1OO) 

Ad;~sted Commerei~l Ex?s. 696,~23 730,766 34,143 699,400 

Wa9~ Contract Adj. 9,498 0 (9,498) 9~s.oO 

RecAst C~erci~l Exps. 706,.l21 730 .. 766 ·2",6-C~ 708,.900 

.. 



A.$9S049 et al. AL!/ks/tN 

• 

Ae. -
661 
662 
663 
664 
665 

• 

• 

.---
·~timated and Ac'opteO General Office ~laries and Expenses 

Total Operations - ~st Year 1981 - Present Rates 
(DOllars in Thousands) 

Staff 

Executive Department $ 1,872 
Accounting Department 173 .. 2l5-
Treasury Department 9,226 
La .... Department 8,447 
Other Genl.. Ofe .. .. l65,857 

Su~total Before Adjs. 3$8,6l7 

Citizenship Activities (124) 
Le9islative Advocacy (521) 
S~reholder Visits (382) 
Antitrust Activities (378) 

Subtotal Ac!js. (1,405) 

'l'otal Genl. Of coo Exps. 357,212 

Reassi9n Adjs. to Pro~r Aeets. 
a .. Oues & DOnations (117) 
Reverse Overhead Loading for: 
boo Citizenship Activities ) 
e. Legislative Advocacy ) 221 
d. Shareholder Visits ) 
e. Subtotal Adjs. 104 

Adjusted Genl .. Ofc .. Exps. 357,316 

wage Contract Ad;. (1,695) 

Recast Cenl. Ofe .. EXps .. 355,621 

(Red Figure) 

$ 

Pacific 
Excee4s 

Pacific Staff 

1,902 $ 30 
187,00": 13,789 

9,226 0 
8,447 0 

165,857 0 

37~,.436 13,S19 

(12'; ) 0 
(521) 0 
(382) 0 

0 378 
~1,O27) F8 

371,409 14,l97 

(117) 0 

27 . 0 
107 0 
2l 0 

104 0 

371,.513 l4,197 

0 1,695 

371,513 15,892 

--

Adopted 

S 1,900 
181,000 

9,200 
$,.400 

165,900 

36&,400 

(1.400) 

365,000 

100 

365,100 

(1,700) 

363,.400 

'. 
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THE PACIFIC 'I'E:L£PliONt: AND TELEGRAPH COMPANY 

E£tim4t~ and Adope~ Oth~r ~r~ting txpen$~s 
~~l Operations - Teat Y~~r 1981 - Present Rat~s 

(~llars in Thousands) 

Pacific 
Exc~eds 

Stat! ?aci!ie Sut'! 

S 960 S 960 $ 0 

Accident , Damage 2,405 2 .. 405 0 
51,889 54 .. 412' 2,523 Opeotatit29 Rents 

Relief , Pensions 5S9,669 630 .. 202 70,533 
;~" 
~ .. 67.' Cenl. Service' Licenses 55 .. 515 88,355- 32,840 

62,435 64,093 1,658 
675 Other l:XPe'nses 
677 Expense Char9eQ to Const. (32,629) (34.433) ~1,804) 

Subtotal Before Adjs. 700,244 805,994 10S.7S0 

EXelusion of Dues , Donations (738) (647) 91 

Relief and Pensions 419 419 0 

• 
Decision 91495 (Incl. Advice 

Ltr. 13641) 7,463- 7.463 0 

Pion~r Aetiviti~s n9S) 0 19> 

Subtotal Adjustments 6,949 7,235 286 

'TOtal Other Oper. Expenses 7C7,193 813,229 106,036 

Reformat - Reassi9n adjs. to 
proper ac:c:ts. 
A. ])ues , l)Onations 

(Commerciol ExP .. ) 107 107 0 

.. - b • Dues , r>onations 
(C..O. Sal. Exp.) 117 117 0 

c. I)epr. S.L.':'R.I.. (Bal. Oth.) (62) (97) (3$) 

d. P.n. , Payroll (Bal. Oth. 
Overhead Loadin9) (221) (215) ) 

e. ~& , OOn.1tions (Gen. O!e. 6 ) 0 

Overhead Lo4di"9) 3e 38 ) 

fo. Subtotal (150) (~O) (3S) 

1'ca!!ic !:Xp. Adj .. 44 0 44 

Tran. to Long Line (3,781) 0 3,781 

WAge Contract Adj .. (2' ,113) 0 27,113 

Resein4ed-Advice Ltr .. 13641 Cl,a26 ) ! 1", 296) 0 

-Re-<:ast Other Oper.. E:Xps .. 67$,032 811,.883 136,851 

• {Red Figure) 

'. 

Moet~ 

S 1,000 
2,.00 

5-1,900 
6)0,200 

57,500 
62,400 

(32,600) 

m,.8OCl 
(700) 
400 

7,500 

7,200 

780,000 

(3,800) 
(27,100) 

(l,J.OO) 

747~800 .. 
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"l'HE PACIFIC ~HON'E AND '1"E1.ECAAPH COMPANY ." ---._ Esti~ted an~ Adopted T~xes Other Than Income 
• 'tOtal Operations" Test 'J~ar 1981 - Prttsent lQ·t;es 

-.- (oollars in '1'hOu$ands) 

Ac. 

Operatin<; TaxeS 

307.1 Ad valorem Taxes 
307.2 State Cross ~eeipts 
307.4 Other State' Local Taxes 

307.5-
307.6 
307.7 

Subtotal 
Pa;(Eoll Taxes 
Calif. Unemployment Insur. 
Fe~. One~loyment lnsur. 
Fe4. Insur. Contribution 

Act 
Subtotal 

Subtotal Before Adjs. 

IDC an4 Taxes on Land 

TOtal Taxes Oth. than 
Income 

Pension' Payroll Taxes Adj. 
Payroll 
Other 

~just~ ~tal Taxes Other 
Than lne~ 

1Tan. to LOn~ Line 
Wage Contract Adj. 
'traffic Exp. Ad;. 
Ree~st ~tal Taxes Other 

Sta!! 

S124,486 
892 

S,lOS 
130,483 

11,300 
3 .. 95$ 

116 t S22 
l?2,l77 

262,660 

(43) 

(1) 

262,622 

(l,OS') 
1,216 

12 

p03ci!ie 

S130,895 
892 

SIlOS 
136.892 

11,85$ 
(,15l 

122,916 
138.92S 

27S,S17 

6 

27$,823 

(43) 
(1) 

275,779 

o 
o 
o 

Than Income 262~793 275 .. 779 

Adjust for A~opt~ Expenses 

Total Adopted £;.Qen se 5 

(Red Figure) 

Paci!ie 
Exceeds 
St~!! 

S 6 .. 40S 
o 
o 

6,409 

55a 
196 

5,994 
6~74S 

13,157 

o 

13 .. 157 

o 
o 

13,1$7 

1 ... 0$7 
(l,2l6) 

(12) 

l2 .. 986 S262,800 

700 

26),500 

.. 
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THE PAc:::nc 'l'Et.EP1i'.)NE AND m...F.GR.A?H COMPJJrr 

Est.imated Rate B.a.se - Present. Rat.es - 1981 
(Dollan :in Thousands) 

Total Operations 

Staff Pae1N.e 

'1'elephone Plant-iJl-Serviee S15,683,907 S16,008,289 
Telephone Plant. Under Co~tr • 
Property Held tor 1Ut.. Tel. Use 2',910 2,910 
Telephone Plant Acquisit.ion Adj. 
Vork1cg Cash Allowance 228,165 30:3,178 
Kat.er1als and 9u.ppli_e 130,678 1.4.9",946 
Less: DepreCiation Reserve 2,934,64$ 2,924"llO 
Leas: Reserve tor Deferred Taxes lt48~,707 1,422aJ77 

Tot.al Rate B-Me 11,625,)08 12,OW.,80b 

• California Intrast.Ate 

Telephone Plent-1n-Serviee Sll,72S,426 Sll,987,J.58 
'1'elephone Plmt Ulxter Const.r. 
Property Held tor Put.. Tel. Use 2,180 2,227 
Telephone Plant Acquisition Adj. 
Vorlcing Cuh Allowance 17:3,250 2ZJ,b:31 
Kat.erials aM Supplies 97,64:3 113,OZl. 
Lees: Depreciation Reserve 2,206,85: 2,164,2)0 

~ Less: Reserve for Deterred Taxes 1,116,627 1,107,460 
1', 

ToW Rat.e &~e 8,677.,989 9,061:),647 

(lted Figure) 

• 

'. 

Pa.c:1!1c 
Exceeds 
Stat! Moeted 

S324 .. )82" SlS. .. 708,700 

0 2,900 

75,013- 170,.000 
19,268 133,700 

(10,.505) 2 .. 93S.,900 
2,612 1,489,600 

419,498 ll,SS9,800 

$259,032 11,747,000 

47 2,200 

56,)81 129,100 
15,)78 99 ,900 
(42,6~~ 2,207,800 

1,.119 .. 600 ~21121 
382,658· 8 .. 650,.800 
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- nr:e: PACIFIC 'lUEPliONE AND ~RAPH OOMFANY -.. _ Es~ated and Adopted !el~phone Plan~In-Service 
_~ Total Operations - !~st Y~ar 1981 - Pre,en~ Rate, 

. (Dollars in1hou,an4,) 

Pacific 
Exceed, 

Starr Paei!ie surr 
Beg:S.nn1Jlg-of-Yeu Balanee, S1.4,.910,3OO Sl.;,0l1.,626 S104,:326 
Weighted Avg.·Net Add,. ~1&lOO 1.1°12,762 1221662 

Total. Weighted Avg. Tel. 
Plant-1n-Serv1ce 1;,807,400 16,0;4,:388 226,98e 

Alloeat1on to Nevada (1,092) (1,092) ° Plant Verification ~2,016) (2,016) ° IDe Rate Adj. 8,:39;) (8,:395) 0 
IDe on Short-Term Jobs 67,164 67,161. 0 
IDe on Taxes on La.-.d ~1,1L.7) ~lzlI...7) 0 

Subtotal Adjs. SL,,5l!. S:",$lJ.. 0 

226,9e8 Tot.al Tel. Plant-1n-Service 1;,S61,9U 16,088,.902 

• Atfiliat.ed Int.. Adj. (178,007) (80,61:3) 97,;94 

Reeu.t. Tel. Plant-in-Serviee 15,68),907 16,008,289 j24,,az 

Mjustaent - Modernization 
Ad.justment - IDe Int~rest Rate 

A.d.opt.ed. Plant 

(Red. 'F1gI.1re) 

Tnt PACUIC 'I'!1.XPHONE Ale 'I1:J'ZRAPK ca<?ANY 

Estimated ~ Adopted Property Held for Future Use 
Total Operations - Test Year 1981 - Present Rates 

(Dollars in !hoUaan45) 

Prop. Held tor 1ut.ure Use 

IDe 8l'ld Taxes on I.and A.d.j. 

~ Recast. Prop. Held tor PUt.. Use 

St.&!! 

$ 358 
2,552 

2,910 

Pacific 

Paci!ie 
Exceeds 
Staff 

$ o 
o 
o 

'. 

Adopted 

$1~,861,.900 

(173,.100) 

15-,.688,800 

150,8-00 

4,100 

Adopt.ed 
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TH~ PACIFIC TtLE?HONE AND TE~ECRAPH COMPANY 

SStim~tce ~ne AeO?te~ ~~tc~i~ls ~ncl Suppli~z 

Tot~l opc'~tion~ - ~est y~~: 19~1 - Pr~sent ~tes 
(Ooll~r: in Thous~nds) 

Hater.1.aJ.s and Supplies 

Cireuit-Paks Adj. 

Adjusted Ka:teri&l:s and. Supp_ 

A!filibte~ Int. Adj. 

Ree~$t Ka~crials and S~pp. 

. .. 

St~f! 

S134 .. 0S2 

(2,6S2) 

l31,400 

(722) 

130,678 

(Red 

?"~i!ic 
Exceeds 

POlcitic St,,!! 

SlSO,Glo: $16,562 

(6G~) 1,.984 

149,946 18,546 

0 722 

149,946 19,268 

Fi9u:e) 

$134.,lOO 

(400) 

l33,700 
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THE PACIFIC m,.Ei>HONt Atm 'I'ELECAAPH COMPANY 

Eati~ed and Adopt~d Oepreci~tion Rcs~rv~ ~nd ~!erred Tax Reserve 
7Qtal Operations - !e~t Ye~r 1981 - Present Rates . .-

Begin. of Yr. Depree. ~serve 
Oepree. !Xpe>nse 
Depree. Clearing Accounts 
Retirements 
Cross Salvage 
Cost of ReUlOVal 
Other 
End-of-Yr. Depree. Res~rve 
Net ~itions to ~~rve 
Weighted Adds. to ~eserve 
Weighted Avg. Depree. Reserve 

Allocation to Nevad~ 
Ioe Rate Adjustment 

~Ioe Short-Term CWlP Ad). 

7QUl AV9. Depree. Reserve 

Affiliated Int. Adj. 

Re-cast Depree. Re~rve 

Adjustment for: Moderni%~tion 

• 

Adopted Depree. Rtoserve 

Normalized "!'ax _.~rve 
Adj ust for MoclendzatiOn 

Adopted Norm. Tay. Reserve 

. . 

(OOllars in ThouSbnds) 

St.:s!! p<lci!ic 

$2,8>$,895 S2 .. 836,560 
859,923, 897,927 

16 .. 832 15,8ll 
(616- .. 900) (666,000) 

5S,S2l 59,940 
(86,366) (93 .. 240) 

~Q2 §22 
3,085 .. 505 3,051,598 

(229,610 ) (215,038 ) 

ll' I"~ l~~ I QQ~ 
2,973,230 2,9·H .. 65'; 

(133) (133) 

(876) (876) 
2,084 2,084 

2 .. 974,305 2,942 .. 729 

P9,6(0) PS,S89) 

2,934,6'$ 2,924 .. 140 

1,495,)77 

P."eific: 
Exceeds 
Staff 

S (19,3350) 
38 .. 004 
(l .. O2l) 

(49 .. 100) 
4 .. 4l9 

(6,874) 
Q 

(33 .. 907) 
14,572 
!1~,2n) 
(31,576) 

0 
0 
0 

(31,S76) 

21,071 

(10 .. $0$) 

9 .. 670 

S2,974,300 

(38.6c¢) 

2.93>.700 
200 

2 t 9». 9cx.~ 
1 .. 48~r70(> 

3,900 

". 
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-:~.c '·.1C':"!~...: ~:.:~~·:~.~"'r.-:: ... ~ .. ! :-,"",~.,,,,,;:~:,';' .. ~,J::lt:.l~Y 
'0 .. <:. : ... !~:; .... ~ ,:·:.",'-~,".I~.·~~' 

~do~~ec E,:imn~ed R~~l~' or Operatio~ - 1981 
.~- .. --- - ... -- -.--. 

·e 

," ... \ .. '" ..... .... 

:,:: .... h~ ~y~.~, ... \~ .. ~ -- .. _----

C\l:r~nt. X~~r'.:,~~~r.c~ 
=,('prcc i.J -:. io:'\ , l~';~vr t;.:~ ';. i,,':' 
~:A!!i.C tX?oCn~C':: 

Co~~c:ci~l ~?~~S~~ 

C~n. o~!i~c ~~l~ri~~ ~ ~x~. 
Or-~:.,I,;:.nc; R~:'It~ 

C~n. S~ty~C~~ ~ ~ic~:'I~~~ 

c~l~~c~ Othe: erc:. z~~. 

C.~1J~:::"· .. i r\': ":'\.\x.~:' - !.ac~. :. l't"';-":·:~,,:· 

C~l. ~o:v~ f:~nc~. 
~oc ~ ,.' s ... ..:,·t. ~ , ... ,. 
... ,.,. fill .. - ... -J 

:'t61:.,7~ 
$5;,)OJ 
':'06,500 
~~S.900 
J6;,L.OO 

51,700 
57.500 

6';8 t .!..OO 

22:3.:-.)0 
:n~900 

:';')tOO) 
:.:;~ t '):,x) 

1.:::. .. 700 

--.. -- :. ~ :.=:.:: ~~ 
~. :i ... lC~ ~ 'to .. :; :. ~C f\C' t.!~ t~<,,~t~ -------- -

s .:..,691.000 
.,. },.:oo .' 

l,.l60 y lCO 
6l..0.0c0 
)19.100 
seS.300 
2S5.3oo (SOO} 

w..&:>o 
43.0c0 

!.Sl:2'OO 

3.555,.600 (500 ) 

l)!.~ 1,600 
13.100 500 

:00,20.) 
97 t&.."'C 

3.897,900 1,600 

7n.;:oo 1.800 

,,\\'\J. :-;~~ r'l.)~-: ~ ~~~r~!:~~) 

C~pi':o:\l 

';'d~l.:>h~M ?llH\,:-i .. -:,;~: ... ~<:.;o :'5. 7~a. 700 
T~l~?hon~ ?:~r.': ~r.U~: ~on~::. 
P:O? B.~lJ t(}: ::1;: .. -:~~l .. ~'';~ 
Tt:-l. ?!:. n:' I\C ,1 u i!: i ~ i \J:, :'\I!;. 

'~o:~ir\'j C~~h 
M~,;~ri~: ~nJ S~~?l~Q~ 
L~5~: D~?rc=i~~~on ~c~~;vc 
~~~: :.~ ..... ~\,*'4.'\! ~o: :"l,,:":'\.-: (1" .. l 

:.?O~OOC 
::>3.700 

:: .13).900 

9.6~ 

1:9.:00 
99.900 

::!.z:li.eoo 

d.6S0.S00 

(END 0: APm'DIX D ) 

(uac) 

(COC) 

AC!j'.l!;teC V 
S 4..694..500 

1,160,100 
640,.C/X) 
~19.100 
5S5.~OO 
2:Bl.,eoo 
U,600 
r...~.0C() 
~1,200 

3,5;5.100 

13~,OOO 
13,600 

100,.200 
22. 600 

,,899 .. 500 
795,.000 

ll,747,000 

1 tU9., 600 

a,6~tOOO 

9.l~ 
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APPENDIX E 

Definitions of Main Telepbones and 
Equival~nt Main Telephones 

These are telephones that are connected by individual, auxiliary, or 
party-line circuits directly to a central office switchboard or toll 
board. Connection may be by wire, radio channels, or power line 
carrier channels. Only one main telephone is reported for each 
individual line or subscriber on a party line. Main telephones are ~ 
furnished dial tone by a central office and have seven- or ten-digit 
numbers assigned. Additional telephones connected to the same line 
are classified as "extensions" and are not counted. 

Equivalent Main Telephones 
These are central office lines that terminate in other than a main 
telephone. They are services requirins a seven- or ten-digit number 
or an equivalent that has not been reported as a main tele?hOne. 
These include the followin9: access lines to teletypewriters~ business 
answering lines; lines and trunkS that connect primary centrex telephones, 
centrex consoles, or centrex switching equipment; Wide Area Telephone 
Service (WATS) access lines that connect directly to the direct distance 
dialing network: lines or trunks to PBX system: foreign exchange lines; 
auxiliary lines to the same telephone~ marine jacks that may be connected 
to public and semipublic coin telephones etc.~ or any other service 
requiring central office line Switching equipment, not reported else­
where as main telephone or equivalen~ main telephone. The equipment 
can be telephone company-owned or customer-owned ~ut it must be able 
to use the regular exchange facilities and direct distance dial network. 

Main plus Equivalent Main Telephones 
These are main telephones plus equivalent main telephones as broadly 
defined above. They are essentially circuits that terminate in a central 
office and would require or generate maintenance work for central office 
plant personnel. Main plus equivalent main telephones have a high 
correlati~n with time required for maintenance of central offices and 
are therefore used as a load indicator by AT&T. Main plus equivalen~ 
main telephones are roughly equal to total telephones less extensions • 

(END OF APPENDIX E) 
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RATES AND CHARiES 

The rates, charges, ntles and cond1.tion& or '!'be Pacif1c Telephone and Telegraph 
COIIIP&l:lY are changed as set torth in this appendix • 

• 

• 

....; 
Basic Exchange-Access Rates 

Scbedul~8 CAl. P.U.C. Nos. 4-T aud 13-T, Individual tinP and 
Pr1vate Branch Exehang! Truuk Lines Services 

The following revisioua are authorized: 

Residence nat Rate Iudi vidual Liae Service 
Exchanges Outside MetX'opol1tr.n Areas 
Metropolitan Extended Areas 

Monthly Rate 
. 
$ 6.70* 

7.00 
6.70 

" 

Los Angeles and San Francisco-Eut Bay 
Orange County, Sacramento. and San Diego 

Residence Flat Rate PBX Trunk Service l~ t1me~ Residence Flat 
Individual tine Rate 

Business Meuured Rate Individual tine Service 
and Measured PBX Trunk Litle Service 

Exchanges OutSide Metropolitan Areas 

Metropo11 tan Extended Areas 
Los Angeles, Orange Count)", Sacramento 
San Diego and San Francisco - East Bay 

Semipublic Coin 
All ExchaDges 

·Plus present EAS or other rate iucrementa vbere applicable. 
SChedule Cal. P.U.C. No. l17-T, Airport IntereommunicI:t1ng Service 

Tbe follOwing revisions are authorized: 

Airport Intereommunicat1tlg Service 
BuaiDess Individual Line Service: 

Primal')" Station tine -
On Airport. Pl'operty 
ott Airport Property 

CoImIereial Manual PBX Service: 
1'l'unk LiDe 

Mechanized Station Service: 
Trunk1ng: 

Tirst 25 Mechanized Primar,r Station tiDeS 
Each Additional Mecbanized Primary Station Line 

Schedule Cal. P.lY.C. lb. l21-'r, Centrex Service 

Tbe tolloving revisions are authorized: 

Centrex Service 
Excha.~ Access Trunking Charge 

Measured Rate Service 
- ESS, #5XB-F1rst 100 Pr11lary Lines or Less 

Each AdditiOnal Prtzar,r LiDe 
#10lESS,701 - 1'1rst 100 Prmuy tiDeS or Less 
Each Additional Pria&r,y Line 

$15.25 -0 
23.25 -0, 

15.25 -0 

17.50 
.70 

$70.00 
.70 

70.00 
.70 



A:O?::::-'~IX f 
?~e 2 

• ~Z /...\'7:) CHArGES 

Zone Usage Measurement Service 

• 

• 

Schedule C~ ?U.C. No. 6-7 t Zone Usage Mea:mrement Service 

The rol1o~~ revi~ion' are authorizea: 

~ 

~ .-

l (Local) 
2 (9-12 Miles) 
;, (13-16 ~.iles) 

8:00 A.v. 
1'0 5:00 Wo' 

5:00 PM 
To 11:00 P!o< 

11:00 PM 
Te 8:00 AX' 

Mooday 

Foreign Exeha .. :ge Service 

:ni tial, Perloa 
l-Minute or 

Portion 'I'hereo!' 

3 units 
6 
8 

" 
" 

Schedule Cal. P.U.C. No. 31..-! t Fore'!.g:: Exeh.9-=:ge SerJice 

The !ollowing revisiOns a..""e &:.l":.horizea: 

Bu3iness 
Ind.i'deual I.1ne Message Rate 
PBX 'l':\mk.. .Fi~t~ Message Rate 
PBX 'r:-..J..'"lk, Each Aadi tional t Message Ra":.e 

Resid.ence 
Re:5idence Flat Rate Ir.di vid.ual l.ine Service 

':Exchange:5 Outside Met:'Opolita.'\ Areas 
Metropolitan Exteneed A.-eas 

I.os A."lge:'es .a.n:. San rrancisco-East 3ay 
Ora.."lge COu:l.ty t Saera:nento and $a.'\ D1ego 

·NO ~essage or mon~r~~ allovance. 
#Plus EAS increments vere applicable. 

Each. Adc!.i t.1onal 
Minute or Portion 

Thereo!' 

1 units 
3 .. 
5 .. 

$1$.50"" 
15.50"-
15.50· 

8: .. 20# 

e .. 5O 
B..20 

.. 
" 

The ofrering o~ residence iniividual line !lat rate ~ore1gn exch.~e service-frOm 
those foreign exchanges wr~c~ orre~ resid.enee ~~dividual line mea~~~d rate :5e~ 
vice is l1lZ1ited. to existing custo~~. C'.:stome:-s with. res1d.enee ~v1d:ual llne 
flat rete foreign exchange service ~8y eont~~ue with the tla~ rate service until 
d1seo.cneetion. -Ul a:p:plica... .... t.s ~o:- ne)( service !"rom foreign exeha.tlges Vith. 
re:5i.d.ence measured rate exchang,e 3erviee W"....u ~ !Umished. resid.ence me~d 
rate tore1gn exc~~e ~e=v1ee~ 
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Service CoNi(c;t1on Ch&l)t,es 

Schedule Cal .. P.V.C. No. 28-T, Mult.i-Element Service Ch:!!.rAAs 

The tOl:iOv.tng revisions are au1:.boriuci: 

Multi-e1eaent service charges apply to siraple :1:Dd.ivic1ual. and party-line 
residence and. business e:xcblXlge service and. facilities, except ~ere 
otherwise :1.ndicated. 

(1) ELements tor nev and additional service, IIOVe 
cd changes cd. in place e<:IDaeetions 

usoc -
(a) Service Establishllent, A.d.di tiOJl5, Moves, Changes 

a:ca Record W'ork 
1. Service Establishment 

For establishing newt in place or addi tiona:!. 
serv.1ce (i.e. central o!!ice lines) *Ml 

2. Additio~, Moves and ChaJ:Jges 
For.moving or cbanging eXiS'tUlg service and. 
ecrJi):lllent. or add:! ng neW' or addi tioc.al service 
and. eqJ.iJ:Cen~ other th.all central o!!'ice 
lines -loa 

3. Record Work 
For recorQ work and b:!11:\ng additions 
and changes ooly *10 

(0) Central Office Co:onection Work, ea.ch line 
1. Primary Service 

a. Local and E:¢.eDded Area Service 
(toeal Cllarge) *M4, 

b. Fore1gn Prefix Service in same 
excharlge or district. area ens Cnarge) 

c. Foreign K~h.ange or Foreign District. 
A:rea Serlice Wi't.h or without Foreign 
Prefix Service 

Contiguous (ns. Charge) 
Noncontig'J.oflS ens Charge) 

Chu:ge 
Res. Bus. - -

S10.oo $2:..00 

l3.oo 13.75 

52.00# 52.00# 

#For individ.ual -.ccess line" trtmk line, TAS tnmk line and 8ll3weri:ag line serv1ces 
furnished as complex foreign exehaz::lge, foreign district area or toreign pret1x seniees 
charges of $3$.25 and. $85.25 in addition to the applicable cilarges shown in Section ! 
or Sehed.ule Ca1. P.U.C .. No. 28-'!' v.Ul apply tor such services ttn-nished. on a contig.lO"J:$ 
and. noncontiguous basis respectively • 
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RATES AND CHA:BGES 

(1) ElelleZ1ta tor ~w and additional service, IIOve and. 
chaDges. aDd in place eozmecti~ - Cont.iDued. 

(c) Praises Visit. Charge *M9 
(d.) Prem1ses Interior Wir:I..Dg Work 

Per eormect1zlg. point *M5 
#J. (e) Station Hand11 ng Work 

Per telephone or other teX'lliDal equ1~t *)(6 
(1') Jack Charge ~ 

Res. Bus. - -
S 6.25 S 7.75 

16.75 2l,.SO 

4.00 10.00 
~ ~. 

A. Utility-provided jack is required tor use With. each Ut1.llt,.. or 
authorized c:o.st.oIIer-proV1ded telephone or equiJ*mt. and a Utility 
or an authorised customer-proV1ded station is requirett with each 
central of1'ice line. 

For exchange services other than :simple inc!j.vidu.el and. party- line residence a:ld. 
business services, see Seet.iOZlJ5. I., II. and m. of this schedule, except where 
otherwise indicated. • 
f>. Refer to Sched:ule Cal. p.tr.e. lb. J35--r tor aodular jacks aDd. 1.ntertace 

arrangements. 
~Not applicable to authorized customer-provided telephone • 
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RA5S AKD ClWQ:S 

Mult1-El~ Service CUrse. - Cout1uue4 

Application 9! M\1lt1-lle_~ Service C.llarges 

. --
N~ &ad Additional 
Service 

Simple Service 

Per: 
USOC: '*Ml 
Res: $10. 
3us: $21. 

N~ or additional individual 
access line 
With Pr~ses Visit: 

with utility telephone x 
with au~horized C-P 
telephone x 

Witho~t Premise~ Visit 
vita Utility or authorized 
C-P telephone x 

N~ or ~dditiocal party li~e 
service (Utility telephone only) 
\Jith he1:1ises Visit x 
l;ithout 'Prel:lises visit x 

In place connection of individual 
or party line service including 
all in pl.ace statioU$ and supple-
mental equipment, no changes x 

N~ or additional Farmer tine 
Service x 

Order 
~ '*'X3 
T.T. 
12.5012.50 

Line Visit IW St£ 
'*:14 "*M9 'IIIMS *M6 
l2.. "'b.25 "ib. 75- T. 
13-75 7.75 21.50 10. 

x x x 

x x 

ox % 
Local 
per line 

x 

A Utility-provided jacK is required for use vi:h each Utility or authorized 
custoaer.-provided telephone or ectui~ent and .t Utility Or an a~thorized 
customer-provided station is required with each central office line. 

~ For Foreign Exchange, Foreign Prefix or Foreign 'Dist,:,ict Area Services, 
use FXS charge instead of Local charge for each line. 

% Applicable-only when a pr~se$ visit is necessary 
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Multi·Xle_n.t Service CMrges..cont1nued 

Appl1ea.tiotr ~t' Multi-Element Service Charges 

Per: Ncv and Additional 
Serviee - ContinQed OSOC: *Ml 

Res: .10. 
Bus: $2l. 

Si::\ple Service 
- Continued 

eExteesion Service 
Same excha:ge or district area 
ContinuoQ$ property . 

-~ith Utility telephone 
-~ith authorized C-? 

telephone 
NoncontinuoQ$ property 
-With ~tility telephone 

-With authorized C-P 
telephone 

Foreign exchange or 
Foreigu District area 

-With Utility telephone 
-With a~thorized C-p 

telephone 

Additional seation~ sace 
extension linc T same pre=ises, 
same order 

A~diti0U41 station, saoe 
exte~ion line T same pre:ises 
subsequent order 

Complex Service 
N~ or additi~ual 
F&rmer Line Se=vice x 

Order 
~2 *M3 
9. T. 
)2.5012".50 

x 

x 

x 

x 

x 

x 

x 

Line Vi-sit 
*X4 *X9 
13.. 6:2$ 
13.75 7.75 

x 

x 

x x 

x x 

x x 

x x 

x 

Local 
per line 

x 

10; Sea 
*~.5 ~6 

lb.75 ~ 
2l..5O 10. 

x 

x 

x 

x x 

x x 

~ No Multi-~lement charges are applicable to only add an authorized C-P . 
set to the records • 
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RATES AND CHAH:iES 

Mult1-Eleme~t Serviee Charges-COntinued 

Appl1catio:; ~ot Multi-Element Service Charges 

Charge Elements 
Subsequent Moves and 
Changes 

Simple Service 

Per: 
moc: 

Res: 
Bus: 

Chanse between J'XS and local 
pr1aary aerv1.ee (ineludes 

Order 
*Ml *142 ~ 
$10. T. T. 
$2l. 12.50 12.50 

change ot telepbone number) x 

Line Visit 
4tM4 6M9 
l3. .25 
l3.15 1.15 

IW St. 
*16 *146 
le:'75 T. 
2l.50 10. 

Change ot set to :De.ign LiDe, 
each :Residence $32.00,. Buaine •• $41.75 

Consolidate or deeonaolidate 
'billing, eaeh IN order 

eo.plax Se%'V1ee . 

Consolidate or deeonloli~ate 
billing,. each IN order 

, Eaeh "IN" tiDe tor 7XS or local service 

x 

x 

'. 
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M\1lti-ileMnt Serv1ce cu.rp.-COD\1rmed 

Special CoDlfit1ons 

Multi-element serviee cha~ges inelude five basic elements: 

Service :Establishment, Additions, Hoves, ChAnges and Recore 'Work. 

These charges a?~ly for customer requested work which is performed by the 
Utility. It includes the receiving, recording and processing of the 
custome= requests for service to be completed on the sa:e date in eonnee­
tion with ea.ch primary service. 

service Establishment Charge 

Service tsta~lish=en: Charge applies to one ~ more new, in place and addi­
tional service (line) on the sa=e service order, supersedure of residence 
and business service, and reconnection of business se~ee as set forth in 
this schedule • 

Additious, ~.oves aud Changes Cha=ge 

Except as otherwise sho~, the Additions, Moves and Changes charge applies 
to each se=vice orde= issued for customer requested additions, moves or 
changes of service and equi?m~t on an existing custo=e~ account. 

Record 'Work Charge 

The Record 'Work Charge applies when a customer requests 4 record or 
billing addition or change which requires & service order to be issued 
on the custo'Cer account without additions or cllanges in equip!:le:tt or 
facilities. . 

Note: " 

Except as otherwise s'hOW':l, the Service Esta~lish:ent, Additions, Moves 
Changes and Record 'Work eharges apply on a per service order issued basis. 
~~ere applica~le, mo~e ehan one addition or change can be mace on the 
s~e service order witho~: additional service order ch~rge. w~ere more 
than one Ch4rge is applica~ler the higher cha=ge ap~lies • 

... 
'. 
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RATES A.~ CHARGES 

Sehedule eai.-P .. U.C. No. 28-':'. Residence Modular Conve~ion Program 
-The tollowixlg revi~ion.s are ordered: 

Modular "COnver~ion Provisions For Re~idence Sertices 

A.. Inward Service Orders 
OnlY' raod:W.ar telephones and mod:J.lar jae.Ks v...ll be installed. on 
:iJl.waX'd service orders. In ad.dit.ion up to' tou.r additional exist.ing 
~a.r locatioc.s will be converted to modular at no eh.arge to 
the C'.lst.omer. M:i:.t.i-element. charges vDl. a.pply 'to C'l.lStomer req.lest.ed 
new IIIOc:~ar loeation3 and t.O the conversion o~ more th.an tour exis-:.­
i:c.g nonmoc.u1ar locations. 

B. Outward Service Orders 
All locations where ins't.xuments are relDOved. on ao.tward, service o~en 
will be converted to lDOdular and. up to tour ad.c!.itional existirlg non­
modular locatiOns,., a.t. the discret.ion of the ':ltility, may also be con­
verted. to mod:.olar on out.ward. service orders. 

C. RepUr Visit.s 
Defect.ive telephone set$ .....u:. be replaced. with mod;;:.lar 'telephone sets 
and the connect.ing point. tor the replaced telephone sets ~.ll be 
converted to moduJ.ar. No other modular conversions will be made 'U:lless 
req..lested by the customer in which C33e m:ll t.i-element charges Will 
apply to S'.le!l. custorAer recruested. eonversions except u set !'or"..h herein. 

:J.. Exi,ting Nonmodu!ar Re,idence Cormections 

1.. The ut.ility will provide written %lOtice or -:.he provisio~ shown under 
D. here:iJl. by bill i,nsert to all existing C".lstomen t.hree times a-:. 
eq' .... al 8-alonth intervals "begi:l::xrWlg wit.h the tint month atter the 
e!!eetive d.ate or this order. 

2.. For a perie>e ot 24 mon~ a!t.er the erfeetive date or this order,. the 
utility W1ll vaive the service order charge C*K2), premises visit 
charge C·M9),. station hancfling eh.erges (·M6) and. charges tor st.and.ard. 
lZIOd.t:.lar jaw when an existing customer reqtJ.e~ts modt;.lar conve~ion 
or a residence premises where tne C'.lstomer is provided with simple 
residence service. 

':3. The utility will,. upon request by an exist.iDg C\:.stomer, convert. to 
moaular all nonmodular set.s and loca.tions wb.ere lltilit.y-provided 
noomoduJ.ar sets are presently connected. and. convert. to modular ':lP' 
to fOllr existu,.g nonmodul.ar coxmection arrangements. MW. ti-Element 
charges will "be appUcable to custoCDer req..lested conversions :in 
excess or these lim1ts .. 

4. Att.er the expiration of the waiver or charges as set. !ortb. in 1)2 
- abOve, all c:ustomer req..1est.ed lDOciu.lar conversions w:Ul be provided. 
at tb.e applieable muJ.ti-elemen:t. and. mod.ular jack eh.arges then :in 
et!ect • 
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APPENDIX F 
P8ge 10 

Modular Coc.~rsion Provisions For Residence Sem.ces - Coc.timed. . -. 
5. The va:1.ver or cl:larges set tort.h. in D.2. above will not be al'~icacle 

tor residence premises which have heretofore 'oeen converted to 
1IOd.ular under A. aDD/or a. Aeove. 

6. Customer reCl.'lests tor additional services (exclu~ addit.ional 
central ottice lines ana central ottice services) on the same 
service order tor modular conversion lI!ay 'oe provid.ed. at the ume 
time a.s the lOod.ular conversion. 'l'he lin ver of the service order 
charge as set !orth in D.2. above v.:Ul apply. The acid;Ltional services 
will be provicied on the ~e order at. the applicable rates anc:1 
charges tor su~ services • 
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t 
.... 

Station Seu 

Sebed1.l1ea Cal:- P.U.C .. lifo •• 4-'1"( 32-'!'. 34-T and So-or, Stat.ion Seta 

~ tollo'dng :revisions are authorized: 
. 

E~eh Exten=ic~ Se~ec Mont"lY: Rates 

• 

·E~~e~io~ :ele;~onc 
~~t~ ~o:ary cia! 
~itb. Teuc:'-:~lle 

dial 

*E~~:si~n :~:e~~~~~ 
Wit~ ?ota.~ ci~: 
v.·it~ :oue~-:~n~ 
cial 

·Extens~~n !eler.~~nc 
Hi t!l Rota!"'! elia: 

:-n!y' 

$1 .. 00 $l.M 

1 .. 55 1.55 

l.oo 1.00 

l.55 1.55 

1.00 
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RATES AlfIJ CHAMiS 

Station Seta :;cont1nue~ 

!n~i·r.Lcu~l Aeces= Line~ 
tItIP.atc t:r a Utili t:t-:,r:tv'ice= ?:'i:!3.r'J' ~,:e~iC':: 
set, exclucing Prinecs~ a::: ':riI:lint ty;c:!'. 

:F!ota:-:r c~al te:e='~~n~ s~t 
:ote~-:~ne d~al t~lcpb:ne set 

?rbary S~t!.:-:. Se~c~~ 
#!nci'~f.tnl line ~e~i?~b:ic se~ce, inc:~c­
i~ e. Uti~i ~Y' .. ~:":t'n.ee~ ~~i::n:j" ~tati:-:: ~':t 

P.~t:l.~" ':ie! t;:!~~~~::c ~t~: 
:oue~-:o::(' c!.~l ~:C.:'~/.:~C set 

'I 

~~~o-~:~y line ~n: ~~b~~b~~ :~~~ce$ - rete 
~::r a t7t~'-!.ty-t~vi~~c ;:'i:a.~" ~~:.~!.on ~G~" 
exc:.u:l.:-.g ?~nce::~ :\:.C ~~in~ t~s .. 

R;jta.:"y c ial t!.:'~ ~':'I::lC :~': 
701lch-'::.ne cia: tcl:j-~::'c s~t, :ubur'o~ 
Ser\~ccs exclueeci 

Montl'lly Rates 

$1.00 
1.55 

$ .55 

* :he above ::"1'\.te: a~ in a.';,:~it!.cr. t:. tbc c~~!"g~:: an'; !"at~s ~:,':' the ecc~=s 
11n~ ~t the cla:s, t~:e a::~ g~:e :rce~~. 

# In:!ivioual line se:ii,ub:'ic, t",:o-,a.rt~· line an: ~v.'o:::,'o!l.~ s¢!"V!.~c~ ~nc::'u:e 
~ ~t4r.y ~ta~~:.n ~n ~b~ ~:'~~~. :t~t~~n rate. 
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-.. 
Station Sets = Continued 

. . -

E:;:.;iP1X; with r-;-te.t';r c!.:~ 
E~ui,~d -Nith !oueh-:onc ci~l 

EI:!~i;'pecl ... 'i~h ~ta.!7 ciial 
Eq~i??ed ... 'i~h Touch-:~~~ cia: 

APm:tDIX'1 
Page 13 

RAtts .AXO ~ 

Monthly Rate 

$2.1C* 
2·90* 

.... ~e a~:vc =ates a~ in aeciti~n t: t~¢ charges ane rates !or aee~s~ li~e o~ 
the clas~~ tJ~ an' orac~ orcerec~ or t~ the ex-~:si~~ ~e~~ce~ ?3~ or 
Ce:ltrex :ine !u:.·n~=hc. C t:: a c1;St:':ne r. 
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Meuage Toll Tel~phoDe Ser.rice 

APmmu F 
Page 14 

RATES A.'iD CHA!(;ES 

Schedule Cal. P .. U .. C .. No. 23,,'1', Message 'toll Telephone Service 
The fo11QV1ng revisions are au~bOri:e~: 

1 - Ini'tia1 Period i Each Add1~ional Minute - Sta.~1on (Sent Paid) 
I 

.- I 

-' .... - _. -_.- .. _. ..... _ .... l_ .... ~ .. -
DIAL ¢ COIN • i ALL CLASSES or SERVICE 

RATE 1-. --
1-Minute 3-Minute 

MILEAGE 
I 

DAY RAZE 
I , , .ALL DAYS/ 

._ .. _JiQUFS. _1. _. .... .. _ . ..Day BaR ... 
\ 

o- S $O.llo. $0.25 , 
$0.06 I . 

9- 12 .ll;. .25 , .06· 
13- 16 .16 .35 I 

.OS , , 
17- 20 .20 .45 I .12 
21- 25 .~ .55 I .14 
26- 30 .26 .65 .17 I 

31- 40 .29 .80 I .20 
41- 50 .33 .95 .24-
51- 70 . .37 1.05 .2e 
71- 90 ..u 1.20 .32 
91-110 .J...4 1.30 .34 

111-130 .1.7 l.l.O .36 
131-150 .50 1.50 .38 
151-170 .5) 1.60 .40 
171-195 .56- 1.75 .42 
1~220 .58 1.8$ .43 
221-245 .60 2.00 .J.J. 
Over 245 .62 2.15 I .45 , 

¢ Operator Assisted Message.: 
In addition to the DIAL computed charge, tbe tolloving surcharges are 
8?p1icab1e per message for operator assistance: 

Station $ .75 
Person $2.00 

Customer Dialed Credit Card: 
In addition to tbe DIAL computed charge a surcharge ot $_~ is 
applicable permeasage tor customer dialed credit card messages. 

, 
I 

! 
\ , 
! 
! , , 

I 
I 

! 
1 
, , , 
j 
I 

I 
i 

I 
I 
l 
I 

I , 

! 
~ . 

Note': Wbere facilities are capable of providing 'lor placement or customer 
dialed credit card mesaages and the customer requests such a call to 

" 

be plaeed 'by the operatl)r, tbr! Operator Assisted Surcharge of $~ 75 .... ill 
apply. 

+ Coin Mesa.s: 
On Person messages paid 'tor at & coin box, ad~ $2'.00 1;0 the charges computed 
on a Station b&a1s. 

CONFEFEtCE SERVICE: 

Rates and Special Condi tiona applicable to conference service are revised to 
the extent. uec:eaaary by t.be eba •• authorized berein tor tvo-point service. 
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Wide Area Te1e~hone Servioe 

APPJ:.;.iWIX F 
Page 15 

RAnS AltD C~ES 

S<:hedw.e. £al. P.U.C .. No. l~-'!'! Wide Area '!'e1ephone Service 

The following revision:5 are authorized: 

OUTwARD \\·ATS 

Oetion #1 - 10 Eour 

Region 
State 

O."tion #2 - 100 Hour 

Region 
State 

800 SER\~CZ 
(Inward WATS) 

O~tion#l - 10 Hour 

Region 
State 

0."tion#2 - 100 Hour 

Region 
State 

k'il"s't 1(') ~~,~ ...... 

Monthlv Rate 
« 

S210.oo 
265.00 

265.OC 
340.00 

k'~rst lOO . .:rom-s 
Mont."Uv Rate 

I 
$800.00 

l,ooo.oo 
I 
! 
I 
I 
• · • 

! 
· , 
I 

· I 
1 

t 

900.00 
1,200.00 

'. 

E a.c..h. Ad c1 °1 Hour 

$16.00 
2l.00 

8:.00 
10.00 

, 

2l.00 
28.00 

i 
I 
I 10.00 I . 13.00 , , 

-~ 
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I:Al'IS AND CHARGES 

Option.l:!$.1depce Telephone SstviC$ 

. Schedyle £tt, P',U,C, No. 131-T. Optional 'R,d~ence Telephone Sernce 

The follOW1ng revision. are authorized: 

1. ~tion 1 - Community Calling Plan 

Service Service Charge per 
Area Of£eriuga Commun1~: Allowance 
bte )tate Each Exchange per 
Crouq MUs.ge or Pi.tr1ct Are, Community 

1 9-12 $ 3.S0 $ 6.90 
2 13-16- 4.00 9',20 
3 17-20 S.OO 13.80 
4 21-25- 5.75- 16.10 
S 26-30 6.50 19'.55-
6 31-40 7.25 23.00 

Service Charges for Addition,l 
Area AllOw'ns;:!: 2SI Comm~'a 
Itate 
Crop? pouble 

1 $ 7.00 
2 8.00 
3 10.00 
4 11.S0 
5 13.00 
6 14.50 

@ Hax1mwn allowance 
* $.06 on ZtlK Route. 
'**' $. OS 00. ZOK ltoutes 

Triple @ 

$10.50 
12.00 
15.00 
17.25 
19.50 
21.75 

Me.nse ~.te 
Each Add1. 

1 ~nu~e- H1nu1:e 
n,y b.y 

$.010* 
.080 
.100 
.115-
.130 
.145-

Add i 1:iona 1 
Al19V,ncep 

Doykle 

~13.80 
18.40 
27.60 
32.20 
39.10 
46.00 

$20 .. 70 
27.60 
41.40 
48 .. 30 
58.65 
69.00 

$.030* 
.040 
.060 
.070 
.08S 
.100 
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APPENDIX F 
Pase 17 

Opt1op.l R;,1dsncr Telephone Seryice - Contipued . -. 
2. Option 2 - Circle Calling Plan 

~thly Charge p"Ke Al10wIDcr 
$4.50 $3.00 

Service Area Each Additional 
!tte Grovp 

1 
2 
3 
4 
S 
6 

• $.06 on ZUKloutea 
'** $.05- on Zum Routes 

Minuts-D,y 

$.070* 
.080 
.100 
.115 
.130 
.14~ 

$.030 
.040*'* 
.060 
.070 
.085-
.100 
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~ -
22'100.1 Citt!», Measured Sexyi~e . . -

Schedule Cal. p",u,e, No. 149=1'. 0Rtionll Calling Ke!lur.c;f SsMs' 

the following revisions are authorized: 

bte Per Service: Each !xehange 
Service Service or District Are. Selected 
Area Offerings 

Monthly 'rime Allow.nce .. bee ltate 
Croutt Mileage Ope HOUI Tvo RouI, Tbree Hoy" 

I 9-12 $2.10 $4.20 $ 6.30 
II 13-16 2.40 4.80 7.20 
III 17-20 3.00 6.00 9.00 
IV 21-25 3.45 6.90 10.3> 
V 26-30 3.90 7.80 11.70 
VI 31-40 4.35 8.70 13.05 

Overtime 
bte Per 
Minute Over 
AllmDce '* 

$.06 
.08 
.12 
.14 
.17 
.20 

'* Applies between 8:00 '.m. and 8:00 p.m. Monday through Pric.y only. 
Calling betvecn 8:00 p.m. and g:OO _.m. daily and .11 day Saturday 
and Sunday is Ulll1mited. 

" 
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FJJ:ES AKO ClWCES 

B111iDg SUl'ebiice 
Scbedule C&l.. P.lJ' .. C. 110,. 36-'1' t Rule No .. 33 

» 

'!he :rollo~ng rev1s1ou are authorized! 

The present Rule No., 33 snall be vithcra. ... -n. 'l'h~ following shall be 
tiled as Rul- No. 33: 

Rule No. 33 
Ei11ing Surcharges 

A billi!lg reduction tactor ot O~ a.p~lies to the recurriI'lg rates to:::-: 

4-1' !ndivid~ and ?a.~y tine Service 
9-T F~cr ~ine Service 

13-1' ~ :'ines 
34 ... l' 'f'.' .. I"~ ... ..:..1 ,,. ~ ~a""'· i -.. ~- .IJ .. ne ... , ... "l .... wua .... r1e, ... ",y oW ne 

100-1' TruD% :'ines and !ndivid~al Bu~ines: Lines 

l17-! 'I'ru:k tines ~: !ndiV1euel Lines 
121-! trunk Lines ane :OOr:n1tory Lines 
125-: '!ruM Lines 

The billing rccuetion ta.e~r a~?lies to each customer·s bill for the 
tot8.l recurring rates tor the listed sernces ey.clu~ive of" feceral a:l~ 
local excise taxes • 
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RA.-:S A.\"'J CFA~CZS 

"-
Schedule-Cal. ?D'.C. No. 1..-7 Individual arld Part.,· ti..""le Service 

The :r~llowi.""lg revisions a.-e ordered.: .. 
Each Ext.ension Service Bus~~ess Residence 

!ndividual Access ~~e 
Flat 11eas. Flat fI.eas. --------.....---. ~--......-

With telepho~e, each service 
re~""es a..oo:. EXT a...'"ld TEt ++: 

I."lterio:" Wiring $.30 $.30 

Witho~ telephone L"l cO~"le~io~ with: 
Utility-provided equip=e~t 
Each a~horized customer-pro~lided 
... l' ... ....~. ... toe epnone se... or e"1.. ...... pmen ... 

Two-party lir..e ~e:r-tiee 
. Extension se!'"lice: 

Interior ''''l.n.'"lg 

Suburoar. Service 
EX'-wension Service: 

Interior Wi...""i."lg 

_30 

.. ;30 

.30 

_30 

Sehedule Cal. P.U.C. ~o. 12-7 t Private Brar.ch ExehA.'"l.ge Serv"iee 

':he :!'ollowing revisions a.""e ordered: 

Co:ru:ercial" Botel and Residence ¥.a::.':.la.l P3X Service 

Station Rates 

Each Cormnerdal or Hotel Station 

line or ex:.ensi~ line with a station 
With rot.uy dial 
With '1'ouch-tone dial 
Interior Wiring :!'or Station or ext~ion 

l.i..""le f each 

tine Witho"Ot a S't.ation. 
'l'er.:ti..nat:ng in Ut.:Dity-provided eq-Jiprr.ent 
Te~"'lati.""lg in C"'JStor.ler~rovided equipme::.t 

Ext.ensio!'l line witho~ a sta::.ion 
Tem.n.at:L"'l.g in Utilit:r-provided. eqmp:nent 
Termi.~i.""lg 1.."'). c:usto:ner-provided equip:nent 

.30 

-~ 

fI.or.thly ?.at.es 
Flat Measured 
?..at.e Rate 
- -------
Sl.OO Sl.OO 
l.55 1·55 

.30 .30 

.30 .30 

.)0 .~ 

.30 .30 

.~ .30 
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Business Interior Wiring and Ext.ensions-COntinued 

Commerieal,.Hotel and Residence l'..anual PEX Se%'Vicc-COntinued .. 
~Each Re$1dence Station 

Li.."le or extension line 'With a station 
With rota..""Y dial 
With Touch-Tone dial 

L:L"les for auto:natic call distr.i.o~1."lg systems, each 

Paging system eon."lecting. equipment. line 

Series Dial P.BX Serr.Lce 

Station Rates - Dial-5eries 100 and 300 

Eac.'l Co:=erical or Hotel Station 

Series 100 

t1."le or extension li,..."e 'Nith st.ation 
With rotary dial 
Wit.h 'rouch-Tone dial 
Interior v.i.ring for station or extension line, each 

Linc witho~ a station 
'rerm:i::.ati....."g 1."'1 Utility-provided equiprnen't 
Te~"lati..."lg in CU$tooer-~rOVided 
ir.stru."ilent or key equipment 

Ext.ension line witho:' $tat ion 
'rerminat1.'"lg i..." Utility-provided equipment 
'rer.::ri..'"la.t1..."g 1."'l c:ustooer-provided equipment 

Series 300 

. Line or ext.ension li,..."e 'With station 
tolith rota.-;- di.al 
With Touch-:one dial 
Interior wiri.."lg tor station or extension li."lC, eac!':. 

tine witho~ a station 
Termi.."l.3.t:L"'1g in Utility provided eq:.np~t 
Ter:ninat1."lg in customer-provided. 
inst.%"'U."tIent or key equipment 

E~ension li."le without station 
Termi."lat1."lg 1.."l Utility-provideci eqtlipment 
Ter:n:L."lating in CU5tomer-provided eqlJipment 

Monthlr Rate 
Flat Measu..""'ed 
~ ... Ra;;;.;t.e ___ _ 

$1.00 
1.55 

1.00 
1.55 

.30 

.30 

.30 

.30 

.30 

1.00 
1.55 
.30 

.30 

.30 

.30 

.)0 

Not o!:f.'ered. 
tf 

1.00 
1.55 

.30 

.30 

.30 

.30 

.30 

1.00 
1.55 

.30 

.30 

.30-

.30 

.30 
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R.An:s Alm CRA.PGES 

Busioesa Interior Wiring and Extens1ona-COnt1nued -.. 

Miscell.aneous ser.1.ces with.out statiol.lS 

Lines for automa.tic call distrlbu.titlg systems J' eacll 
Pag1~ system cC1lrleC'ting eQ.uipment line 

Supplemental Ser.1.ces 

Dia.l-Series 100 and 300 

¥~seellaneous trunks between dial switching 
eQ.uipment ano attenc!8.llt position: 

Eacb supplementa.l trunk from di&l. switching 
equipment to attendant ?Osition 

E$cll intercepting trunk associate~ witll exchange 
anc t~ll message diverting equi,ment between dial 
switching equi~e~ 4nd attendant ~sition 

Each va.ca.nt level trunk 'between dial sviteh.ing 
equipment and atte~dant position 

Modular Die.! PBX Semee - Class ;.. 

Sapplemental attendant trunk from 
cODllllOn equip!lel'lt to console 

Monthly Rate 
Fat Mea.sured 
Rate R::Lte 
$:30 ~ .30 

.30 .30 

.30 .30 

.30 

.30 

·30 .30 
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Busi~ss Int&rior Wiring and E~nsions-Cont1nued 

Dial nx ~!'Vice 

PBX Sution: 

Each Commercial or Iiote1 stat.ion 

Line or extension line Vi t!! station 
~i to. rota.:y dial 
Witn Toucb-Tone dial 
Interior Vir11lg tor s~tioc. or extension 
line, each 

tine Vit.nout a station 
Terminating in Utility~~rovided equipment 
Terminating in eusto~r-providec 
in..~r.mlen': or key equipment 

Extension line without. a station 
Ter.n1c.atillg 1:0. t1'tili tY-j>:rovidee equipment 
'rercinatiIlg i:l cus~mer-p~viced equ.ipment 

Each Manual Commerci&l or Hotel Station 

tine or extension line with station 
With :rot~· dial 
With Touch-Tone dial 
Interior Wiring for st&tio!1 or extension 
line, each 

Line without a station 
Terminating in Ut.11ity-proVided equipment 
Term1na.tiDg in eustomer-provided equipment 

ExtenSion line without station 
Te~nating in Utility-provided equipment 
Terminating in customer-provided equipment. 

~~scellaneous services without stations 

Lines tor automatic call distri'butiDg 
systems, each 

Paging system connectiDg equipment line 

Supplemental trunk bet.ween dial switching 
equipment ane attendant position 

Monthly Rate 
Flat Measurec 
Rate Rate 

$1 .. 00 $1.00 
1.55 1.55 

.30 .30 

.30 .30 

.30 .. 30 

.. 30 .30 

.30 .30 

1 .. 00 1.00 
1.55 1.55 

.30 .30 

.30 .30 

.30 .30 

.30 .30 

.30 .30 

.30 .30 

.30 .30 

.30 .30 
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RA."'!S A.\"!) CHARGES 

Busi."'less 1nt.erlor Wirlns. 8."ld Extensions-Conti .. lued. 

Schedule-Cal. P .V.C. No. 100-1 z 1ele'Ohone Answeri."lg Service 
~ . 

The !ollo'll'i."lg revisio::.s are ordered: 

Secretarial line Service 

Each secretar.:al line extension o! a C'U:St.o:ner's 
pri:nary service ter.ninat.ed on cord operated 
equipment or key equipme::.t located 

Withi."'l the same building 

Indi ViduU or Two-party Line 
Trunk Line 
PBX Station 
Centrex Prima...7 Stat.iO:l 
Airjxlrt Intereom:l7'J:".:i.cati.'"lg Service 

Mecb.a:-.:ized ?ri:na.7 Station 
Night Se:-vice EquiPI:ler.t. Li.."le 

Each secreta..""ial li.."le extension or an: 

Individual or 'l'wo-pa..-ty Line 

Each secretarial li."'le extension of a: 

PBX Tr..l::l.k Line 
Centrex-central O!'!iee Location Prima.7 Station 
Night Connected. Listed Di.'"'ectory 
Nu:n~r o! a Centrex-central O!!iee location 

Airport Intereom:m.mieation Service 'I'runk Line 

Monthly Rate 
Business 

Flat Message 
Rate Rate -
$.30 

.30 

.30 

.30 

.30 

.30 

$.30 
.30 
.30 
.30 

1.4; 
.30 

.30 

.30 

.. 30 
1 • .45 

Schedule Cal. p.rr.c. No. 112-T t Mechanized Switehi!'lg S:y;;tem Service 

The follOwing revisons are ordered: 

. 'Lines! Station:s and. Ass-oeiated Equipment 
Rotary Service only 

Line with station 
Line without station 
Line with C'..l$to:ner-proVided in.st.rument or key equipment 
E:¢eIl3ion line with statio:" .. 

Monthly Rate 

&xt.ension line without station 
Extension line term:inating in eu:stomer-~ro~ed equ:ipn:aent. 
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RAttS AND CHAiGES 

Business Interior Wiring an~ Extensions-Continued 

Sebadula~eu. P.U.C. lio. 117-T t Airport Intercommunicating Serviee 

. -. 
Inoivicual Line and PBX Serviee 

Business Individual Line Service 

Each extension station line with station 
'With rotary dial 
'With Toueh-Tone dial 

Each extension station line w1tho~t station 
'I'ermina.ting in Utili ty-providec:l equipme:lt 
're:rmin&ting in eustomer .. :;:>:rovided eQ.uipment 

PBX Service 

Stations 
Line or extension line vi th station 

'Wi tb. rota.ry dial 
'With '!'ouch .. Tooe dial 

Line w1 thout station 
Tenninating in 'C'tUitY'-~rovidecl equi~nt 
Terminatillg in cu.stomer-,rovided equi?ment 

Extension line without station 
terminating in UtilitY'-~rovided equipment 
Terminating in customer-provided equipment 

Mechanized station service 

Attendant equipment 

Atte1lda:1t inte~,t1llg a.rrange:ent: 

Each attendant interee~ting tnmk 

"Stations 

Each mechanized prilnary line with station:-
'With Rotary Dial 
With TOUCh-Tone Dial 

Each mech.a.nized pr1:ma.r,r line without station: 
Tel'm1nati=g in Utility-?rovided equip:nent 

_ 'rer.miuating in customer-provided equipme-nt 
Each extension line vithout station:-

With Rota-~ Dial 
'With TOUCh-Tone Dial 

Each extension l~e witbout station:-
Terminating in Utility-provided equipment 
Xenniuatitlg in customer-provided equipment 

Each pr1m.a.ry partially restricted line with station; 
With Rotary Dial 
With 'rouch-Tone Dial 

$2.65 
3.25 

1 .. 45 
1.45 

2 .. 65 
3.25 

1.45 
1 .. 45 

1.45 
1.45 

.30 

ll.~ 
12.55 

10.15 
10.75 

7.45 
8.05 

6 .. 50 
6 .. 50 

11 .. 95 
12 .. 55 
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RA...~ .A.'m CHARGES 

Busin~ss Interior Wirin~ and Extensions - Continued 

Schedule Cal. P.U.C. No. 121-1'% Centrex Service 

The following re~ions are orderec1: 

Centrex Ser.rice 

St.at.ion a.."ld Lines (gss; #;xB) 

Extension Lines 

Central ot!ice Location (BSS; #;13) 
Each, llne 

DOrmit.ory - Each li:le 

Monthly Rate 

$0.;0 

0.30 

Sched~le Cal. P.U.C. ~o. 155='1\ Aut.oma'tie Call Distribut.iJ'l.g Service 

The i"ollowS."lg revisions are o:"d.ered: 

Atttomatic Call Distributing Service 

Customer Prer.:ises Automatic Call Distributing Syst.ems 

Each :inward PBX stat.ion line to eO:m:lOn equipment 

Each lille bet.wee:c. «ttenc1ant' s ttlr.t'et eqoipment 
or attendant's position eqd.pment and private 
bra."'lch exchange 

Each tra."lS!er ecr.npment to: 
Telephone set 
Terminate em: 

Utility-provided e¢pment. 
CllStomer-provided lnstru.-rent. or key 
equipment 

Pri v&e branch exchange ~tem 
A!S or Centrex attendant eqo:.tpment 

Eae.."t night sel"Vice equipment line 

Monthly Rate 

$0.30 

1.50 

.30 

.30 

.30 

.30 

.30 
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RATES A.\"D CHAP..G!S 

Exoa."'lsion o! Single Message Rate Tim:L"'lg for Residence Services 

The !Ollo~ revisions are aut.hor:lzed: 

Northem.Sector 

~ 

Michigan Bar 
Sh:ingle Spr:1llgs 
Parawe 
Cottonwood. 
Blairsden 
Petalu:na 
Se'b~ta?ol 
Atwater 
Clovis 
Vacaville 
Sonoma 
Calistoga 

~ 

•
oodla.."ld 
ewma..'"l 

Cartisa Plains 
La Cra."'lge 

1982 -
Cayucos 
Grass ValleY' 
YO'lJlltville 
Dunnigan 
Sonora 
~mo Beach 

~ 

Live Oak 
Wheatland 
N ort.h Yuba 
Meridia."l 
No. San Jua."'l 
Mt. Shasta 
Loyalton 

•

HeSldsb'iJrg 
males 
wer Lake 

Willets 
Xelseyv:Ule 

. _. 

Midd1eto~ 
Boon'Ville 
Hopla.."ld 
Jamestown 
Chowc.."UllA 
Escalon 
Hughson 
Gustine 
Sanford 
Strat!Qrd 
$a.'"l I.~ OoisjX> 
Santa ¥.arga.""ita 
Tracy 
Pine Crest 

1984 -
Cridley 
Homewood. 
GeorgetoW:'! 
Yreka 
Vina 
St. Helena 
Winters 
Guerneville 
A"l.napolis 
Ft. Bragg 
Upper Lake 
Potter Valley 
Merced 
Portenille 
TW.are 
Selma 
Del Rey 
A:rri.Il 

Bay Sector 

Now -
Aptos 
~tsonville 
Carmel 
Hercules/~.nole/Rodeo 
Sa."l !I.a:t.in 

1982 -
East. Contra Costa 
Ignacio 
La Honda 

Antioch 
Boulder Creek 
Castroville 
Greeni"ield 
Hollister 
Pitts'bm-g 
Stinson Beach/Eoli."laS 
Soledad 

Gonzales 
Inverness 
Nicasio 
Point Reyes Stn. 

Southem Sector 

Now -
Calexico 
Del ~..ar 
Enc:initas 
Fallbrook 

Rancho Sa..'"lt.a Fe 
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~ there 8Mll be applied co- each race element" recurrtng and non 
recUrrtngp in ebe following tariff schedules" except as noted below I' 
a uniform percentage surcharge vIlich will Yield $59.4 million 
of .~u.el revenue. at the 1981 level of bu.ine.s: . --

No. ~ 

12 .. T Exchange telephone Service .. Private Branch Exchange Service: All items 
except atation rate. ahown in Append1,x F Page. 20 chrough 23. 

13-1' Exchange Telephone Service - Private Branch Exchange Trunk t.1ne Serv1ce: 
Identified Outward D1.8 ling Service and Direct Inward Dialing Service .. 

22-1' Exchange Telephone Service - lCey !q",ipmenc Service: All items. 

24-T Exchange Telephone Service - Di.patching Telephone System Service: 
All items. 

26-T Exchange Telephone Service .. Mileage Rate.: All items. 

28-T Exchange Telephone Service - Service Connection Charges - Move and 
Chaftge cnarges - In Place Connection Charge. .. Multi-Element Service 
Charges: All items except Seccion IV Multi-Element Service Charges. 

32-1' ExcMnge TeleJ)hone Sen1ce - Suppleental Equipment: All iceGI.f except 
Princes. and Tr1ml:tne Set •• 

Exchange Telepbone Service - Jl'oreign Exchange Service: All mile.ge rates. 

45-1' Private Line Services and Channels - Private Line Telephone Se~v1ce: 
All items. 

46-1' Private Line Service and ~nnels - Private Line Teletypewriter and 
Morse Services: All items. 

47-T Private Line Services and Channels .. Channel. for Program Transmi.sion 
in Connection with tou4.peakers" Sound lteproduction or Sound Recording: 

48-T 

49-1' 

.so-t 
51-1' 
83-T 

100-1' 

lO2-T 

lO4-T 

All items. 

Privace Line Services and Channel. - Channel. for One-way Speech Net­
works in Cosmection with Loudspukers: All items. 

Privace Line Service. and Channels - Channels for One-way Program 
.TranamissiofJ,. Networks in Coxmection nth Loudspeakers: All items. 

Private Line Service. and Channels - Supplemental Equipment: All i tem.s • 

Prt .... te Line Services 81).<1 Cbannels - Move and Change Charges: All items. 

Special A .. e:mblies of Equipment: All items. 

!Xehauge Telephone Service - Telephone Auwer1ng Service: All items. 
exc~t tho.e .bown in Appendix F Page 24. 

Private Line Service. and Channels - Channels for Video Tranamission 
in Connection \lith Televiaion Vievera: All item. • 

Private Line Service. and Cbatmels ... Channels' for Remote Meted.ng p 

S~.ory 'Cont~ol ana ~.ce~l~eoua Signaling- 'Purpo.e.: All items. 
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Sched. 
No. 

107-T 

l1l-T 

112-T 

U5-T 

ll7-T 

11S-I 

l21-T 

l22-T 

l26-T 

l33-T 

l34-T 

l3S-T 

139-'1' 

142-Z 

144-T 

l4S-T 

150-1' 

lS5-T 

lS6-T 

l58-T 

APPENDIX F 
Page 29 

ltATES AND CBARGES 

Prtvlte Line Services and Clwmel ... !ell and L1ghu Sy.tem Atc.ck 
W.~n3 Serv:l'.ce: All 1te:ll$. 

Private Line Serviee. and Channel. .. Special Aasem~ly Service. and 
Channels for M1.cellaneou.s Experimental Purpo.ea: All items. 

Exchange Telephone Service - Hec.hani:ed Switching System Service: 
Attendant'. positions only. 

Private Line Services and Channels .. Channel. for nata 'Iran.m1 •• ion: 
All iCes. 

Exchange Telephone Service .. Airport Intercommunicating Service: All 
items except those i tema .hown in AppendiX F Pag.. 1 cd 25. 

Private Line Services and Channels - ~ Equipment Sy.tem .. lor Air 
Defense Communications. 

Centrex Service: All items except tho.e item. shown in AppendiX F 
Pages 1 and 26. 

Private Line Services and Channel. - Telpak Channel. and Services: 
All items. 

Private Line Service and Channel. - enannels for Television Tranamia.ion 
for u..e in Educational Television Systems: All items ... 

SO Kilob-it SWitched Service: All itcu. 

Private Line Services and Channel ... Wideband Service: All item •• 

Cotmeetions of Cuatomex-P1:ovided Equipment and Sy .. tems: All items. 

Private Line Service. and Channel ... Channels for Remote Operation of 
Private Mobile Itad1otelephone Systems: All item.. 

Private Line Service and Channel ... Continuous Time Announcement Service: 
All items. 

Exchange Telephone Service ... Supplemental Silling Service: All items. 

Entrance Facilitie. for Dome.tic Satellite Common Carrier.: All items. 

F.a.cilitiea for Other Common Carriers: All items. 

Exchange Telephone Service - Alltc:eet1c Call Distribating SeN ce: 
All items. 

Dataphone Digital Service: All items. 

Excbc.ge Telepbone Service - :Electronic Tandem SWitching: All items. 

Pacific ahall file,. COincident With the advice letter filing to- implcent the above . 
aurcharge, the denvation of the l1XI.iform percentage 8tlTcharge to be app.lied to the 
li.ted tariff achedllle.. Such derivation ahall include the 1931 Annl1&l recurring 
and non-recurring revenue b ... es for each listed schedule and the portion of the 
allthorized increaae asaociated With each listed .chedule. No repression effects 
shall be COll.1dered in the development of the .urcharge. Such filing sball be 
open for p.ub1ic iuapection and a copy of the filing .~ll be provided to- eaeh of 
the parties listed in Appendix A of thia order. 

END OF APPENDIX F 
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Chronolo~ of the Accelerated: 
Tax reciatioQ Issue 

NOTE: In the interest of brevity this chronology omits discussion 
of the following: 

1961 

1. Investment tax credit (job development investment 
credit) • 

2. State tax treatment. 
3. General Telephone Company of California. 

Section 167 of the Internal Revenue Code enacted" permitting 
corporations to employ straight-line depreciation or 
accelerated depreciation for income tax purposes. 

In C.6148 the CoaIIliss1on issued D.62585, (1961) 59 CPUC 119, 
on rehearing of D.6171l, (1961) 58 CPUC 564, permitting 
transfer of 'tAX reserves to depreciation reserve. The 
CoaIIliaaioJl s'tAted it would continue to deduc'C from rAte base 
tax reserves resulting from accelerated- depreciation and 
reduce test year tax expense by the &mount of such charges 
to the reserve for those utilities on accelerated depreciation 
basis. The decision to elect straight-line or accelerated 
depreciation was left to the utilities. 

In fixing rates in A.49l42, a general rate application of 
Pacific, the Commission, in D.74917, (1963) 69 CPUC ,5.3, 
iIlputed the use of accelerated depreciation for tax purposes 
in the teat year 1967; gross revenue requireaents were 
reduced by $4,829,000. Pacifie continued to use straight­
line depreciation for tax purposes. 

Section 441 of the Tax Reform· Act of 1969' became law. It 
'provided that utilities which had been straight-line taxpayers 
prior to August 30, 1969 would Dot be allowed to take 
accelerated depreciation unless normalization vas used in 
fixing the utilities' rates. After August 30, 1969 Pacific 
elected to take accelerated depreciation. 

In D.77984, (1970) 71 CPOC 590, a declaratory intertm 
Op1b.iOD in & general rate application of Pacific, the 
Commi •• ion stated it would use straight-liDe depreciation 
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to·ccapute Pacific'. tax expense and depreciation expense 
fQir&temak1ng purpoaes and vould give recognition to 
the normalized tax reserve in determining rate base .. 

In City and County of San Francisco v Public Utilieies 
~-oeai •• !on (1911) , cal 3d 119, the Supreme COurt unanimously 
&Jmul1ed D.77984. 'the opinion suted thlt'c iaputation of 
acceleraeed depreciation and flow-~rough in D.74917 is 
favorable to the ratepayer but harsh on Pacific. But, the 
aethod adopted in D.77984 is harsh on the ratepayer .and 
beneficial to Pacific. It further seated thAt the Camission 
is not compelled to adopt one of the two extremes set forth 
above but may adopt a compromise atr1ld.ng. a balance between 
the interests of the ratepayers and Pacific. 

The Court annulled D .. 78851 in City of Los ~eles v Public 
Utilities Commission (1972) 7 ca1~ 331. ong other 
reasons the Court annulled because ebe Court's decision 
(& Cal 3d 119) on the Commission's tax expense decision 
(D .. 77984) vas filed after the Commission issued the instant 
decision. The eo.aissioD. in fixing the rates at issue 
before the Court followed its tax expense deciaion. Since 
the latter decision was annulled so must the instant decision. 

The Commission again- considered the tax depreciation queseion 
in D.83162~ (1974) 77 CPUC 117, 15S·170. the proceeding 
involved a general rate increase r~uest by Pacific. It 
reexamined the tax issue because of &!UlulJDenta by the Supreme 
Court of D.77984 and D.788S1. A number of aethods of 
accounting for depreciation were presented and explored at 
great length. lued on its interpretation of the Tax Refors 
Act of 1969, the Cowmi.aion concluded that it could not 
imputeflov-through to Pacific wiehout .&king Pacific 
iDeligi~le for accelerated depreciation. 
The Coa:D1ssion, t:hough 1e reject.ed the plan, gave lIluch 

,'thought to adopting what it c:a.lled "the extraordinary item 
adjustment. tt This adjuatment would have been an amount 
equal to the projected three-year average deferred tax 
reaerve based on an .. stXDed three-year rate caae interval. 
The increases in rates granted vere ... de .abject to refund, • 
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~;a.ppea.l the Supreae CO\lrt, in Cit3aof Los Angeles v Public: 
Utilities Commission (1975) 15 cal 680, &DDulled £bit 
portion of the increase granted Pacific by D.83162, which 
related, to accelerated tax depreciation .. well as investment 
tax credit:. 
In D .. 85287, December 30, 1975 (79' Cl'UC 240), involving a 
general rate request of Pacific, the Commission noted that 
the Court's order in City of Los Angeles v Public: Utilities 
Co.miaaion was not final ana fixed rates on a normal1iition 
biiis SUb) ect to refund, after conaidering other uew and 
different aolutioDSO' The Coaaisaion concluded' that "These 
interwoven questiona are beat considered at aupplementary 
hearings, which we will aet expeditiously by further order." 

D.8-7833 (1977) 82 cpue 549 opened with the following worda, 
"This is the latest. aDd hopefully the final, proceeding on 
the long and tortuous road involving the regulatory rate 
treatment of accelerated tax depreciation •••• " This 
proceeding resulted directly from the reaand by the Supreme 
Court in City of Los Angeles v Public Utilities Commission, 
where the COurt ordered the cca:nission to cona!der methOdi 
of adjustment of tax expense other than DOrlUli.z&t10n. 
ED.c~nt of the Tax Refo~ Act of 1969' pe~tted utilitiea 
to DOW take accelerated depreciation only if the cost of 
aervice, including federal income tax expenae, was co.puted 
on a normalization buis. Iaputation of flow-through. nov 
would result in the loa. of eligibility for accelerated 
depreciation and would create a huge tax liability, 
theoretically payable fra- the deferred' tax re.aerve, though 
thia reserve is only a notation. 
Again, numerous plans were presented. The variations 
proposed essentially included two themea: (1) reduction of 
rate of return and (2) acme means of reflecting the incre.a.aes 
in the deferred tax reserve in order to further reduce the 
'rate base, the aDDual adjustment method. The adopted 
method is. ealled the "averaged annual adjustment" (AAA). 
The aethod requires the use of test year tax expenae and teat 
,.ear deferred tax reserve figures. Then using latest 
available estimate., cC8putes for each of the three years 
following the test year the, reduction in net revenues resulting 
frc:a the increased deferred tax reserve, ccaputea the reaulting 
decreaaed tax expense for each year, and' then averages the . 
deferred tax reserve and federal tax expense for the four-year 
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period.. These results Vill then be used ill the test year for a pending rate ease. 
For paat years, the order directed refunds to Pacific's 
cuata.era of more than· $200 million (as of year-end 1977). 

Despite the hopeful opening vorda of D.8-7833, the order vas 
atayed pending judicial review. The Califorzn.a Supreme 
Court denied review 011 July 13, 197$ and the U.5. 
Supreme Court on February 21, 1979. However, before D.87838-
could become effective, Pacific and General filed actions 
in the U .. S. Federal DUtrict Court seeking a continued stay 
of D .. 87838 pending ruolution of tax issues with the Intema1 
Revenue Service. 

Pacific and General were unaueceas ful in obtaining continued 
sta18 as the following sequence of federal court orders 
reflects: 

- U.S. District Court, Central District of California: 
Order Dissolving Temporary Restraining Order and 
Denying PreliaiD.ary Injunction; and Findings of Fact 
and Conclusions of Law Re Denial of Motion for 
Preliminary InjUDction, March 30, 1979. 

- Decision of U .5. Court of Appeals for the lfinth Circuit 
on Appeal frca the U.S. District Court, July 1S, 1979. 

- Order of Court of Appeals Denying Motion- for Stay 
Pending Appeal to U.S.. Supreme Court:, July 27, 1979. 

- Order of U.S. Supreme Court Justice Re1m.quist Staying 
Order of U.S. Court of Appeals Pending Further Order ~ 
August 3, 1979'. 

- Opinion of Justice Rehnquist Dissolving Previous Stay 
anc Denying Stay Pending Disposition by the Full U.S. 
Supreme Court, August 13, 1979. 

- Order of U.s. Supreme Court Denying Stay Pending 
Peti tions for Certiorari, October 1, 1979. 

- Petition for Writ of Certiorari Denied, October lS, 1979. 

OIl 1'ebruary 13, 1980, D.9-1337 ordered approxUlately $381 
ai1110n in refunds to customers of Pacific for the period 
August 1974 to the date of the decision. The refund based _ 
OD the "MA" method of treating accelerated- clepreciation And 
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tne "M" method for inves1:mcnt tax credit.. It is 
expected that litigation involving the IRS will 
continue before a determination of whether use of 
tile "AAA" and "AA" methods for development of cost 
of service and rate fixing will maintain the utility's 
right to continue use of accelerated depreciation. 
Prospective rates were fixed on the full 
normalization basis to place a cap on Pacific's and 
General's potential (future) tax liability • 
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• 
AAA 

ALJ 
Allied 
AT&T 
Bell Labs 
BIS 
Board 
BSC 
CAPM 
CHMA. 
CIA 
Citizens 
COE 

• Continental 
CWIP 

DCF 
Delphi 
ECAC 
EEO 
EEOC 
ESS 
FCC 
FEX 
General 
G'IE 
GO 
GSA 

IDe 
IDDD 
L\1'!S 

aIRS 
IW 

or 

-,. 

.-

Glossary 

Average Annual Adjustment 
Administrative Law Judge 
Allied Telephone Companies Association 
American Telephone and Telegraph Company 
Bell Telephone Laboratories 
Bell Labs Business Information Systems 
Franchise Tax Board 
Business Service Center 
Capital Asset Pricing Model 
California Hotel and Motel Association 
California Interconnect Association 
Citizens Utilities Compa~y of California 
Central Office Equipment 
Continental Telephone Company of California 
Construction Work in Progress 
Discounted Cash Flow 
Delphi Corporation 
Energy Cost Adjuseme~t Clause 
Equal Employment Opportunity 
Equal Employment Opportunity Counsel 
Electronic Switching 
Federal Co~unications Commission 
Foreign Exchange Service 

General Telephone Company of California 
Genera 1 Order 
General Services Ad~inistration for Executive 
Agenc ies of the United S,ta tes 

I~terest During Construction 
International Direct Distance Dialing 
Improved Mobile Telephone Services 
Internal Service 
Interior 'Wiring 

-l-
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Justice 
K'I'S 
lA County 
I..A.EA. 
Long Lines 
Los Angeles 
MCl 
MSM 

MIS 
NARUe 

Nevada 

eNOl 
OCMS 
011 
ORTS 
lFR 
lMQ 

lMR 
195 
O'ICS 
Pacific or 
P'X&'I 
R&SE 
R.OI 
Roseville 
San Diego 

"'-

San Francisco-

• 

Glossarz 

Deparement of Justice 
Key Telephone Service 
County of Los Angeles 
Los Angeles Extended Area 
AT&T's Long Lines Department 
City of Los Angeles 
Microwave Communications, Inc. 
Multistate Marketing 
Message Toll Service 
National Association of Regulatory Utility 
Com::nissioners 
Bell Telephone Company of Nevada 
Notice of Intent 
Optional calling Measured Service 
Order Instituting Investigation 
Optional Residence Telephone Service 
One-Party Flat Rate 
One-Party Message Rate 
One-Party Measured Rate 
195 Broadway Corporation 
Telephone Operating Subsidiaries 

Pacific Telephone and 'Ielegraph Company 
Research and Systems Engineering 
Return on Inves~ent 
Roseville Telephone Company 
City of San Diego 
City and County of San Francisco 

-2-
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SF-EBEA 
SMRT 
Sonitrol 
Staff 
"rASe 
'!'ELSA-V! 

Users Group 

WA'!S 

WBFA 
Western 

..... 

Glossarv .. 
San Francisco-East Bay Extended Area 
Single Message Rate Timing 
Sonitrol Telephone Assistance 
PUC Technical and Legal Staff 
Telephone Answering Services of California 
Telephone Service Attitude Measurement Plan 
calif~nia Retailers Association) Tele-Communications 
Association, American Broadcasting Companies, Inc.» 
and CBS, Inc. 
Wide Area Telephone Service 
Western Burglar and Fire Alarm Association 
Western Electric Company 
Zone usage Measurement 

-3-



August 4, 1981 

A. 59849 

RICHARD O. GRAVELLE, Commissioner 

! concur. 

! write se?Ar~tcly to stress my strong belief that 

we have nO:k gone f{).r enough in spelling out · .... hat we expect of 
P.:lcific, AT&T and the financial co~~unity in response to our 

17.4 percent·return on cq~ity authorization ~~d wh.:lt ~ Occur 
should that response not ~tcrialize. 

We cannot allow ratepayer funds, in the form of 
increase~ returns on equity, to ~c substit~ted for the eq~ity 

investment which the owner of a utility sho~ld provide to allow 
for necessary growth ane modernization. To do so would improperly 
reverse the roll of conSUIT~r and investor. (Sec City and County 
of San Francisco v. Public Utilities Co:n.'Tlission (1971) 6 C.:ll. 3d 
119, l28-129). We can make a short term effort, as we do today, . 
to meet an'existing problem and to stim~late activity by the 
equity o'Nner and the financial community. However, when we do so 
we should be crystal clear as to what we expect in return and 
what will happen if what we expect does not come to fruition. 

I believe the return on equity should have been ~dc 
conditional upon aChievement of: 

1) a SO percent debt/e<;:~it.y ratio by J'anuary 1983; 

2) ~n increase in ?acific's dividend, adoption by 

AT&T of a policy of reinvestment in Pacific of 
,the proceeds attributable to the higher dividend, 
and announcement by Pacific 0: ~ clear dividend 
policy so that potential investors other than 
AT&T can evaluate what kind of rc't.urn they arc 
likely to receive,and 

3) a positive response from the two princip~l 
rating agencies with respect to ?~cific's 
credit r..:tting. 

-1-
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We should h~vc informed Pacific, AT&T ~nd the rating 
agencies that if such goals were not achieved or were not 
substantially in the process 0: being achieved by ti~e ene of 
one year, then Pacific's return on equity would, withou~ 
further he~ing or inquiry, drop to 14.7 percent, with its 

rates adjusted accordingly. Such a level of return on equity 

is one which l believe would be fair to Pacific and its r~tepay~rs 
but ;or ~~c extraordinary financial condition in which AT&T has 
placed Pacific at this ti~e. 

Ratcmaking is a diffic~lt process ~~der even the best 
of circ~~tances. aero Pacific has asked us to accept full 

responsibility for its debt offerings hav~ng been downgraded as 

if AT&T did not exist. Ye~ this Co~~ission ca~_~ot ignore the 
fact that AT&T has deliberately placed Pacific in its weakened 

position. It was not this Co~~ission, for example, which crc~tcd 
the present normallzation/flow through COntroversy but the 

C~lifornia Supreme Court. AT&T chose not to rccogni=c this but 

to "pick up its m~rbles and go ho:ne" by refusing to invest equity 

in Pacific. It lot ~~e common c~uity r~~io fall from 47.82% in 1975 
to 37.98% in 1979. {With ~p?roval today of $200 million of new 
debt offerings, P.::.cific' s COml'non equity ratio · .... ill fall to 34.6%). 

AT&T also chose to have Pacific deliberately seek an adverse tax 
ruling ~rom the Internal Revenue Service with respect to eligibility 
for accelerated depreciation. AT&T has deliberately kept Pacific's . 
dividend low ~hile complaining loudly that the market value of its 
stock had fallen belo· ..... book value. Yet no action of th.is Com.~ission 
could have obscured from investors· eyes the Simple fact that the 
dividend has been increased only once in the last 11 years. Witn 
this history in mind, I feel today's decision comes very close to 
rcw~rding AT&T for irresponsible behavior_ 

-2-
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We do not allow for ratemaking purposes all 0: the 
exp~n$e which Pacific incurs under its license contract fce 

arrangement with A~&T or all of the expense which Pacific incurs for 
purchases from Wes~ern Electric or services from Bell Labs. 
However,- ~is does not negate the fact that very l~rge s~~s move 
to AT&T from Pacific for these expcns~s. For one exam?lc, if we 
estimate tho. amount of net income Western Eleetric receives from 
Paeific at Sl03 million on gross 1980 revenues of Sl.5 billion, and 
add to that Z~~ the $121 mill{on paid to AT&T in license contract 
fees, we sec ~~e total payment OUt of Pacific for these ite:~ 

alone exceeds the 1980 COIT~on equity dividend ?~ymcnts from Pacific 
to AT&T of $216 million. Other hundreds of millions of dollars also 
flow directly to AT&T from Pacifie in forms of tax payments which 

arc eph~mcral, and payments for other services, none of which nas . 
ever been justified as bei~g di~eetly beneficial to Pacific or its 
~ate?aycrs. In-other words, ?aci:ic is a very p~ofitable o~e~aticn 
for AT&T, even if the divieene level re~~ins at $1.40 per year. 
In light of its posture in exacting ~~esc huge cash flow de~ncs 
from Pacific, which ~r~ always paid, AT&T has a eorrespondingly 
la~ge obligation to supply capital to Pacific rather than complain 
that this Co~~ission docs not pc=mit it to earn ~n adequate ~rofit. 

As the decision indicates, ratemaking is a coopcrative 
enterprise. We are not alone in our regulatory relationship with 
Pacific~ others unregulated by us must abidc by the rules of the . 
regulatory ga~e or there is no gamc_ 

If AT&T for whatever reason decides that it will not 
avail itself of the opportunity to inerease its earnings through 

increased equity invcs~~cnt in Pacific, then there is nothing rnor~ 
we can do to save Pacific's financi~l integrity. We will have no 
alternative but to recognize that fact by i~~cdiatcly reducing the 
ratepayers' contribution to equity. 
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If the rating agencies in spite of AT&Trs commitment to 
correct the imbalanee in Pacific's capital structure continue 
lowered ratings for Pacific's debt, thereby exacting unnecessary 
costs from California consumers," we should recognize that fact 
by immediately reduCing the ratepayers' contribution to equity. 
Further, should a downgrading occur, we sAould request legislative 
inquiries at both the state and federal level into the practices 
and procedures of the rating ageneies to determine why they are in 

a position to exact costs upon ratepayers without ever having to 
face public scrutiny. We will also have grounds for simply 
disregarding their ratings when we next d~ermine the level of 
return on equity, sinee we will have established that even 
extraordinary action, such as that taken today, has no effect upon 
such ratings. If the rating agencies wish to write themselves 
out of the regulatory game, that is their decision. In the final 
analysis, the ratings process relies on substantial subjective 
input. A downgrading in response to the highest return on equity 
authorized any comparable utility would prove how subjective that 
process is. 

It is, of course, my hope that none of these adverse 
reactions to today's decision will ever come t~ pass, rather that 
AT&T, Pacific and the financial co~unity will respond as we expect 
and the regulatory process can go forward with a renewed spirit of 
cooperation to the benefit of both Pacific's custom.ers and its 
owners. 

~d~ 
RI.C.I:iAR.D D.. GAAVELLE, Comxru.SSl.oner 
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A.59269. A.59S58. A.59888. 011 63 & OIl 81 • 
LEONPRD X. GR~S. JR., COMX!SS!O~LR 

! co~cur. 

But in doing so. I ~ of the belief that although we 

authorized the full amount requested by ?~cific for ~odernizatiQn. the 

benefits to our ratepayers did not receive the elaboration that the 

decision deserves. In addition to preventing deterioration of the 

good service deoandcd by ratepayers, the more rapid installation of 

the latest st~te-o£-che-art equip=ent and syste~s is the real 

practical strategy to meet the continued pressure of gro~h and de~and 

for high service quality. Delay and generally slowing the pace of 

replacing out~oded. obsolete equipmcnt and syste~s in our count~y ~~ll 

~OnlY result in highcr cost to cons~~ers when deferred maintenance 

catches up with all of us. 

The new on the shelf and planned electronic syst~s offer 

substantial cost savings in both telephone plant operations and to the 

residential and business cons~er. A ~odern system provides the 

opportunity for cons~ers to virtually design their own phone service 

to fit their need and pocket book. The telephone is no longer 

co~pletely ~ discretionary par: of Our lives. It is getting increasingly 

more vital to the health and welfare of the enti~e cOOQunity; and must 

therefore receive the kind of ca~e and attention critical services 

should and ~ust have. Ie has been sho·~ that the health of a nation 

is rcflec:ed in the upkeep of its c~?ical stock. 

Our staff =eco~~cndcd in the proceeding (ane historically) 

~ reduction-cieferrec Yi~hout being detr~~e~tal-in funds requested for 



.' 

.. 2- .. 

4ItmoderniZ~~ion. ~nile I certainly do recognize thc nccd for setting 

limits, I a~ convinceci that not enough weight was given to the almost 

immediate benefits acc:'cing ::'0::' a ":noderniz<ltion investment." In 

all, fairness to our staff, however, ! do not think that Pacific has 

made its bcst presentation to this Comnission on several issues, 

e 

and ! can only hope that we can look for~ard in the future to the 

development of the kind of record that will percie some forward and 

c:'cative :ove~ent. A case in point was the weak record that precluded 

a defensible consideration of short term Cw~p. a useful tool to 

i~?:'ovc internal cash generation and save r~tepayer's high interest 

expenses for pl<lnt ~odernization (See Page 111). It ~Nil1 take 

co,,;:rage not to be 'pcn:lywise and pou."'l.d foolish" ..... an easy trap to 

fall . to h h" hit . . ..' .. d ' ~n w en t.e crunc. ~s on as ~_ ~s ~o ay. 

As the assigned Co~issioner for~is proceeding, I would 

~lso like to express some of the frustrations facing this Co~ission 

and other .. . .., ... 
s~~~ar agenc~es tocay_ Tnis ciecision is based on a 

voluminous recorc conSisting of 362 exhibits tho:,oughly cross ... cxa~ined 

in 86 dnys of hearings sp~nning several ~on:hs and producing nearly 

10,000 p~ges of transcript. As the proceeding developed. I co~ld not 

help being r~inded once ngain that the ndversary procedures we 

c~rrently ~us: follow have serious deficiencies. 

Of course, this proceeding analyzed several issues of ~jor 

i=port in the curr~nt transition facing teleco~unications. Yet one 

co~ld see a substanti<ll diversion of effort on the mos~ minor of items 
, ..... 

e by the company, our staff. and several interveno:,s part:icipati..""l.g in 

this process. It seems that the mere availability of an adversary 
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~foru: leads to a glorification of che process ~ichout 

of true priorities or of the need to develop a record 

a clear se'!'l.se 

~ 1" - 0 ~ p - . .(: t' C • . 0 .... ... U J. .. ange ... 0 ... ~O:1S _or ::.e Ot=ass~ ••• A recent line fro= so~e 

of =y reading COmes :0 ~inc here, " ... prolonged hostilities provide 

a continuing sho~case for toctical ac~e~ ~nd warlike ageressiveness." 

I a~ also concerned ~bout so=e of t~e ~~intenced side 

effects of our Regu:atory Lag Plan. 

of the '!'l.cec for fi~ schcdul~g of Co==ission ?roccecings. However. 

longer t~~n necessary and will support all reasonable efforts to 

reduce this perioe. Ye:, even ~~:h :his ino~cina:e le~g:h of ~~c 

Parkinson's law still operates ~~d to produce a ti~cly result, we ~d 

to adopt the technique of 

~evidencc can be offered. 

limi:ing :hc d~~cs beyond which ~o ~ew 

O'ov:o"s":'/ "'ne 'l:~" """5" '0'" .:1-a•· ...... so ,., .. ··"'e-,., ... "" -.' .... .. ....... .......... ...~.. w.o :II.;........ .... 

be told that no new issues can be 

raised. But there should be a ~ay :0 u?ca:e the info=mation in the 

recorc o~ those issues tha: have ~lreacy bee~ raised. 

Our staff filec data on ~ny issues that Pacific ag=eed ~as 
, 

superior to that the co~?any hac filed. The reason the st~=f data 

was better in ~any cases w~s a re$~lt of ~ving later inforoation 

available. One can only woncer no~ this cecision could have been 

~~provec had we access to even later infor~~tion on such matters as 

i~flatio:1, cos;; of :loney, 1 · .., actua gro·N:~ rates, actua~ rate oase, 

many other areos subject to relatively straightforward validation. 
, .... 

Xuch of this infor=ation is in the ?hysicaJ. ?ossession of the 

Co~ission b~t could no: be used in this decision because the record 
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~ad been closed. One ~ust wonder if a slavish adherence to 

procedure is producing so~e ra~hcr absurd consequences. As we sign 

today. we are calling for yet more hearings on what ~ay prove to be 

the,::lore imporcant issues in this casco \\e shall try to hccd thc 

old saying, "You study long; you study wrong." Finally. it ...... "as quite 

apparent from my seat that our p:cedural tradition is not suited in 

many respects ~o today's realities. For ~he many deeades in whieh 

both rates and regulatory policy were relatively stable, the process 

"'was probably the best way to zero in with precision on the "numbers." 

Today we are in the ~idst in the ~ost fundamental overhaul of 

governmental regulatory policy that has occurred in most o·f O1.!r 

lifetimes. w.~ile our hearings pursue the nuooers, the rapid and 

..... : . l' "h .. necessary S •• l .. ts In po lCY can tota ..... y ovcrw CJ.tn. any consequence 

~the numbers may have. 

I am convinceci that few of 1.!S would suggest that this 

adversarial process is well s1.!ited to policy develop~ent. Only open 

disc1.!ssion can produce a sense of direction and sound policy judgments. 

We need the best facts our adversarial proceedings can provide. but 

we also need some ~ore informal procedures in which ~he Cocmissioncrs, 

the company, and the public can reason together rather than cross-

examine, and can reflect on each others views rather ~han prepare for 

the next attack. 

It goes without saying that there is a need to protect the 

due process righ~s of and all par:icipan:s. .... the public I cannot 

4t accept. ho~ever. th~t we ~ust insist on the complete exclusion of more 

deliberative and ! believe ~orc productive interchange. Regulation 
• ~ ....... a ~ bd . oy pure con .. ront3tlon lS Sl=PJ.Y war:are. ana no 0 y ~ns. 
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• If :he public-business-government relationship in thic 

state and the rest of the nation canno: co-exist in a collaborative 

and responsible m~nner. then we are in ~ore trouble tl~n we imagined. 

In this concurrence. it' is ~?ortant that! indicate 

that the 17.4% return on co~on equity granted in this deeision is 

easily defensible ~nd supportable ~rom my perspective; and further, 

the funds to achieve that level of return ~vealso been provided. 

San Francisco. California 
August 4, 1981 
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COM..V.ISSIO~ER J'Ol·rN E. DRYSON, Concurring: 

I concur in our decision to gr~n~ Pacific Telephone ~ 

$610.1 million rate incre~sc. In oreer to attract capital 

for Pacific's substantial construction progr~~ ~~d to maint~in 

service quality, higher rates are necessary. 

A major reason =or the higher r~tes is the significant 

increase in Pacific's capital costs. This decision increases 

Pacific's authorized return on rate base from 10.25% to 

12.91%, and its return on equity from 12.25% to l7.~%. 

These increased returns reflect the higher price Pacific and 

all borrowers must pay in a time of riSing interest r~tcs. 

Table 1 illustrates how costs have increased for short and 
. . 

long ter;n Treasu::-y notes over the past 4 years. }3ecause 

Treasury notes represent debt issued with the full backing 

of thc federal gover~ent, they are the least risky securities 

for a given term length available in our economy. As Treasury 

r~tcs increase, so must the ratcs~for all other securities. 

Investors will not, for example, buy Pacific stock earning 

12.25% (the'return authorized in our l~st general rate case 

decision) when Treasury r~tes are a~vc l~%. If Pacific .. 
continued earning such a return on its book assets, the 

market price for its stock inevitably would remain far below 

book value, and new equity could not be issued without 

diluting exi~tin; shareholders' earni~gs. With Pacific's 

long term bonds yielding 15-16% per year and with its short 



term borrowing selling at even higher r~tes, the 17.4% 

4Ii~ rcturn ~uthorization is ncc~ssary to f~irly compcns~tc 
equity investors who t~ke gre~te= risks th~n the investors 

in Pacific's bonds ~nd short term notes. 

While Table 1 illustrates the general direction c~pital 

costs have taken in recent years, it also illustrates the 

volatility of the market. A return ~uthorization th~t is 

appropriatc one month can bccom~ inappropriately high or low 

soon ~~ereafter because 0: ch~~ges in the economy generally. 

In the more st~lc past, we did not need to concern ourselves 

grc~tly with market swings because they were relatively 

minor. Today, m~rket fluctu~tions are so great that our 

judgment as to the appropriatc return is often Soon engulfed 

by general market move:cnts. 

I believe we should more systematically acCOunt for 

~rket VOlatility. To do this, we could adjust our return 

authorizations at regular intervals based on changing conditions. 

I request that the staff consider various alternative mech~~is~ 
.. ... for s~ch a~ aejustme~t ~n ~~s curre~t review of our r~turn 

on equity methodology. Such a" ch~~ge in ra~emaki~g would 

assure customers tha~ their rates wo~ld be reduced should 

interest rates fall, and give le~derz confidence tha~ this 

Co~~ission is responsive to market conditions. Greater 

investor co~:idcnce would ulti~~tely tr~~slate into relatively 

lower capital costs ~~d lower customer rates. 

To this ~nd, the Co~~ission could consider establishing 

returns by ecte=mining the ~ppropriate risk premi~~ associated 

with inves~~cnt in the utility in question over the relatively 
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risk-free Treasury borrowing. The tot~l return could then 

tIf' be ~djustcd at intervals based on ch~~9inq Treasury rates. 

For example, if we authorized a return of 17% in a particular 

case based on a current Treasury rate of 13%, and if one 

year later the Treasury rate was 10%, we would adjust the 

return downw~rd to l'%. If Treasury rates increased, we 

would make an upward adjus~~ent. The premi~~ itself ~ould 

not change, but the floor would be adjusted to reflect . 

current conditions. 

S~ould we adopt such an approach, ~ny issues would 

need to be settled. One question is the term length for the 

Treasury bond to be used as a base. Conceptually, a short 

term rate that covers the period over which ~hc decision is 

to apply might be appropriate, but such short ter~ratc~ are 

more ~~stablc th~~ longer te~ rates, possibly cr:ating 

~~desirable volatility in customer rate levels ~~d utility 

revenues_ Whatever base-decided upon, consistency in application 

would be ~o~t im?or~ant in order that investors h~ve confidence 

th~t their inves~~ents will be ~de~uatoly compensated over 

time. ~~other issue would be how to dctcrmi~¢ the premium 

~ove the Treasury rate. I would suggest th~t most o! the 

~cthods now employed such as the comparative earnings test, 

thc capital asset pricing model, and interest coverage tests 

all could contin~e to be employed. The only difference 

would be that the debate would center on ~~e premium above 

the Treasury~ond base, which would become ~~-integral part 

of each rate case application. 
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"'. J~st ~s the cost of equity is fluctu~ting in ~n upw~rcl 

tIF· direction, so is the cost of debt. As debt is retired ~nd 
M!'iI debt added, the tote'll cost to the company incre.lses. 'to 

t.l%e into ~cco~'t these increasing costs, I would suggest 

considering in future general r.ltc decisions adoption of e'l 

stcp r.lte adjus~~ent at ~hc cnd of C.lch ye<lr to es~ablish 

rate of return on rate base at the current imbedded cost of 

I'!'Ih""o"""" "'uch. an ... c.'-i"co .. -c..... ..-=ina ..... c.; -.,. ... ~ a ...... tr ... ' ..... 'o!". "'0"1.:1 .... - ... .,....;;, .. • ... oJ 1,0'#....... • .... , - ....... _ ... ~ .. __ <;.;. 

~ corrected ane earnings stabilized, m~ing utility invcs~~ents 

mor~ attractive. 

changing ~a=ket condition$, custo~er rates over time should 

process will reflect current conditions, onc ~~j?r· risk. 

associated wi~~ utility debt and equity is:ucd i~rcduced. 

Consequently, the cost :or both instru.'"O.cnts shoulCl. be lo'..:er 

which sh.ould in turn benefit ratepayers by allowing lower 

rates. .. 
A.~other potential advantage of adopting periodic adjustments 

:0: debt and equity would be to lengthcr. the period bctwee~ 

r~te case applications. Since !in~~cial costs appear to be 

the ~ajor zource of upware pressure on ~elephone compan¥ 

ra~es, the. adjus~~ents suggested ~ight be the only rate 

relic: required over several years. One obvious ~ene=it 

would be to relieve the staff, the company, ~ncl intervenors 

from lengthy·proceedings. Xore signi~ic~~tly, ~ extended 

period ~etween rate c~scs would provide manage~cnt with 

greater incentives to cut costs ~~d improve productivity. 
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4If ~:~di~ion~lly has been ~hat p:ivatc utili~ics h~d incen~ives 

:0: efficient management. Bec~use rate cases we:e infrequent, 

stoc~holders' c.:trnings improved ~s cost reductions occurred, 

frequent r~tc case decisions were re~chcd ~nd throug~ low~r 

debt ana equity costs. 

~od~y, with rate case decisions cve:y two yc~rs or eVen 

more o:~en, much 0: the traditional incentive is lost. 

Instead,.! fear th~t our regulatory process is creating 

incentives for a cost-plus culture at utilities in which 

expenses are incurred to buttress the next rate increase. 

Reducec. incentive exists :or management efficiency '""he!l 

~ there is little ~imc ~etween rate c~ses during wh~ch operating 

savings C.:l.l". provide cnna:lcec. earnings for investors. By 

~djusting for financial at~r~~~on, we may be able to leng~hen 

~he period between rate cases. ~~e benefits of improved 

p=oduc~ivi~y 0= t~c cos~ of poor ma~agcrncnt would then ~e 

more directly felt by stoc~~o!ders, 'providing improvec. 

ince:ltivcs for management cfficien~i. 

In ac.di'tion 'to st.ep rt:.'tcs for fin~ncial attri~ion, .. 
sirnil~r reasoning persuades me ~o invite proposals from our . 
st~:: and others 'to c~?loy for step rates between rate cases 

gener~l indices of o~~cr ~ajor cost co~ponents such as wage 

expense. Here, if ~hc Co~~ission were to establish s~cp 



would have an economic incentive to control its costs 

~~ between rate casez in the form of increased or reduced 

c~rnin9S depending on how actual costs m~tched these general 

inciices. (In the case of telephone companies, these indices 

would need to ~e offset ~y expected productivity improve~ents 

and by the increasing econo~~cs of sc~le that occur with 

increased usage.) Again, the ratepay~rs would have ~hc 

ultimate ~cne:it 0: improved management and cost control which 

would ~c reflected in all subsequent rate proceedings. 

Inflation and financial market volatility will remain with 

us for years ahead. We need to continue to ~dapt Our rate-

making process to this more turbulent cnviro~~ent to provide 

re~sonablc conditions for attraction of capital ~hi1e at the 

same time providing incentives for good utility ~nagem~nt. 

Ratem~ing changes to reflect changing £in~~cial ?arket 

conditions and the impact of ir~lation on utility costs are 

ideas worth exploring to-improve our methods of regulation. 

San Francisco, Californi~ 
August ~, 1981 

-6-



... TAgLE! 

U.S. TREASURY RATES 

OVER PAST FOUR YEARS 

Th~ee-Month Two-Ye.)r lo-Ye.lr 
T-e iT 1 11 r·Sill 21 Treasury Sonds 11 -

, 977 J.)n. ~.62 5·90 7.21 
Apr; 1 4.54 5·97 7·37· 
July 5.19 6.27 1.33 
Oct. 6.16 7. 11 7.52 

1978 J.)n. 6.4~ 7.49 7.96 
Apr i I 6.29 7.74 8 .. 15 
July 7.01 8.49 8 .. 64 
Oct. 7·99 8.85 8.64 

1979 Jan. 9.35 9.86 9.10 
Apri 1 9.46 9.78 9.18 
July 9.24 9.14 8.95 
Oct. 11.70 1'.49 10.30 

1980 Jan. 12.00 11.50 10 .. 80 
Apr i ! 13.20 i2.50 11.47 
July 8.06 9.03 10.25 
Oct. 11.62 12.09 .1 1 ; 75 1981 J.ln. 15.02 13.26 12.57 
Apri I 13.62 14.15 13.68 

Cl.lrren: R.:lte y 15.23 15.69 14.64 

II Source: Federal Re~erve Bulletins 
21 Source: W.)11 Street Jou~.)T. 

Monday Al.lgus: 3, 1981 


