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Decision No. 32':5'-7 9 .

REFORE TEE RATIROAD COMMISSION OF TEE STATE OF CALIFORNIA.

Tre City of Redlands, a Municipal
Corporation,

Complainent,
Tohe Caxze Noe. 2788.

The Southwestern Home Telephone
Conperny, & Corporation,

Defandent.

NPT PP T RN LU L Sl S S dhandhand

Talter T. Hartzell, City Attormey of City of
Redlands, for Complairzant.

Beciagalupi, Elkus & Salinger, by Freank B.
Austin anxd A. N. Johns, for Defendant.

Ernest I-win, for Californiz Independent
Teleprtcne Association.

LOUTTIT, COMMISSIONZR:

OPINICNXN

This is & prpceeding in which the City of Redlands,
‘2 municipel corporasion, makes complaint ageinst Southwestern
Eome Teleryhone COmpax;v' alleging that its pmétices are unfair
and unjust and that its rates for telephone service in the City
of Redlands ere excessive and disproportionate to the velue of
the service rendered. o

Pudblic bearings iz the metter were held iz Redlands
or Jexuery 2, March 18, April 16 exd 17 end June 18, 1830, aud
on this latter date %the case was taken under submission.




™is compleint refers pearticularly to the City ol
Redlanls wﬁexe defendant, hereinafter at times called the
Compeny, operates one %telephone exchonge of a group of exchanges
which form its Syslem. |

M the hearing on Jamwary 21, 19830, Barry Dibdvle,
consulting exgineer, as a witness for the City of Rcdhnds,
preseated the report of his investigation of the operations of
defendant Company based upon Ltz Annuel Reports 10 the Railroad
Commiscsion.

‘ It eppearing that certelin matiers bro.:gh'c %0 the
attention of the Cormission at this hearing skould be fully
<nrestigated, the Comuission directed 1ts exgineers and accownt~
ants to make investigatiozs of the recoxrds of 'thé Compeny exnd
stedies of fte utility operations end practlices. The Tresults
of this work were placed in evidence &t ﬁubsequent hearings.
Taluation and Rate Sase:

Consideredle testimony and & xxaber of exnibvite were
presented in this proceeding by the wiltiess sor the City of
Redlands, by Company witnesses and by engineers axd accounta.nts
of the Commission. |

The Company presented nistoricel reproduction costs O
the Redlends exchange axnd of the systex. These COStS, based
upon Commisslon exgineexs® appralsals as of December 31, 1920,
were drought forward 1o December 31, 1929,by adding to thex net
additions and betterments as showd by the books of the COmpany.

The Compeny elso subdmi ++ad 11 evidence the bOok cosis, unnodiried,




@

‘

of the Redlands exchange and of the system.

Since the beginning of this proceeding the Compeny ;
has meade an inventory of its Redlands exchange plant, which it
hes used in a2 reproduction cost less depreciation eppreisel as
of Decemder 31, 1929.

The following valuation estimates as of Decezder 31, 1929,
and estinm=tes of working c&sh capitel and materisls and szpplies
were subm;tted. by the Company: |

Redlands Exchance

Fixed Meterials Working

Cavital & Sunplies Cash Totel
Hlstoricel reproduction

cost (C.R.C. 1920

appraisal Plus A's and- .

B's) $367,471.08 $12,113.17 37,766.,04 $387,350.29
Book cost $489,578.59 §12,113.17 47,766.04 $509,457.80
Rej)roduc'::ion cost less ; :

deprecliation $544,195.00 $12,113.17 $7,766.04 2564,074.17

Systenm
Historical reproduction

cost (C.R.C. 1920

appraiszel Plus A's and - : g

B'sz) $720,119.54 $20,188.62 $13,072.15 $753,380,31
Book cost $879,473.35 £20,188.62 $13,072.15 £912,734.12

L. E. Torrey, Assistant Engineer of this Commisslion’s stall,
placed In evidence his estimate oL the reproduction cost less de-
rreciation of the Redlands exchange as o December i’»l, 1923%. The
inventory used [-hg the Company in its reproduction cost veluation
was checked and used as the dasis of ir. Torrey's appraisel.

At a letexr hearing Mr. Torrey sudmitted in evidence his
historical cost appralsal of tke Redlands exchange property
as ol December 31, 1929, based upon the same inventory.

Je T. Jorden of the Depvartment of Finacce and Accounts

of the Commission, placed in evidence as Exhibit No. 9, his

o




Tepoxt on the nel additions and detterments ¥o the Redlands
exchange and vo the system Jamary L, 1921, to December 53;, 1929.
Sterting with the Commission’s exngineers' histoxicel cost b.ppraisal
of property as of December 31, 1920, he has added 2ddi ons axd
betterments in oxder to arrive at his historiecal :eproductj.on

cost of the property of the Redlands excrange and of %the systen.

The net additlons axd betterments, as determined b# the Cormiszlon's

sccountent, are $17,368.92 less than those shown by the Compeny's

books for the Redlands exchange and $24,267.8L less for the system.

Exkibit No. 10 introduced by W. B. Wezsells of the
Comxisxion’s Ergineerfing Stafl, shows estinated rate dases ob-
tained by adding emounts for matexrials and supplies and working
cesh cpital to the elements 02 velue estimerd by other comisamo::
witnesses. laterisls and supplies were estimated in accordance

th the experience of the Compeny iz the pest and the necessities
of the future. The allowance for working cash caspitel is based
upon one momth's operating expenses less depreciation expenze,
which method is consistent with the practice followed in other
~telephone rate proceedings. The Tollowing valuxrtion estimtes for
the year 1928, together with ectimetes of materials and supplies
and working cash capital were submitted by *the Commission's“
Eagineers: ‘

zedlends Tuchenge

Fixed Materials Woridng
Capital & Supplies Cach Total

Historical reprofuctiorn

cost (C.R.C. 1920

appraisel Plus A's ané - : .
Bts) Exhibit No. © £348,924.42 $12,360.00 £6,08L.51 £367,365.93

Historical cost Ex. .
No. 8 $381,382.22 $£12,360.00 $6,081.51 $400,323.73

Reproductior cost less : . :
depreciation $403,146.22 512,360.00 $6,081.5) $421,587.73

lm




Systex
Fixed Liaterisls  Working
Cenital & Sunnlies Casgh Total
Historical reproduction
cost (C.R.C. 1920
appraisel Plus A3 and :
B's Zxhibit No. 2), £638,967.26 $£20,000.00 £10,097.55 $6%99,084.8L

Zistorical Cost Zxz. No.§& $681,156.98 $20,000.00 £10,097.55 $71il,254.5%
Reproduction Cost Less .
Depreciation, £720,098.96 $20,000.00 $10,097.55 $750,196.5%
Revenues:

Tae evidence of witnesses 1o this proceeding shows 20
material differences as o accrued revenuecs Ior tae Redlends Ex-
change and for the system ror the year 1929. Some dilfferences
of opinion of W1tne£ses as to the accounting for certaln items were
coted dut little difference in the Tinal Tres ults is evident.
sxpenses: |

The genersl cxpenses o0f the Company xerived a criticel
investigation in this proceeding. Records iandicate that this ex-
pense, on & stetion besls, has been higher geaerally taen that of
other compenies similerly situated aad with similer operating condi-~
tiozs. A consilerable appereatly wanecescary increase wes notice-
able 4in the 1828 general expense over lSZV and agein in 1929 ovexr
1928. It was in 1928 that the Westera Utilitlies Corporation ac-~
quired the stock of the defeadant Compeny. The nolding Company then

begen to cherge the defendant Company $L,200.00 per month as a man~

3

agement charge for L928. In 1929 the management charze was increased
%o £1,500.00 per month ir a2ddition t0 & similar large fee Ior eagi~

ncering a=nd suzerinteadeace. In the heariag in this proceedizg,

oz March 18, 19%0, tie defendent Compsay, by counsel, agreed to maxe




a showing at the next hearing as to the reasonableness of the
menagemeat fees paid to the bolding Company. Deflendan? felled

%o xeep this commitment and by ivs VTice-prezideat in open hearing

related 2 chenge in method of charging rfor geaeral expense axd

construction overhecads by arblirarily Iixing montaly salaries and
expenscs for the officers of the Company amousnting vo $$,0é5.00
per month without regard vo the smount of construction'perfozmed
by the defeadant or ke services o b¢ periormed oy 1tz zalaried
orficers and without any reductioz Ln the sumbder or the salaries

of necessery operating officers or employees. Taese officiels,
with one excentinn, ere officers of tae westerz Utilities Corpore-
tior and some are officlels of cevex ocﬁer companies whose rele-
tions are coasideradly interwovea. None of these officisls resides
12 the scrvice territory of the Company end spparently none o then
15 ective iz the Compezy's operations with the exception ol Vice-
president Tobns, wWao spends but e portion of nis time on thls
Company's business.

Arthur B. Pry, Telephone ané Telegraph Zngineer fox the
Commission, gave testimony concerning his investigation of “he
general expense.of the Compexny. In kis opinioz, the meximum
allowable genef&l expense of the Southwesterz Zoxe Telephone Coz-
peny Tor the yeer 1929 wes {18,950.00. This lucgment wes vased
upon a study of geuersl expense of aumerous telephone companies
of the 4, B and C cleasses es defized b& the Interstate Commerce
Commission but with perticular referezce o Californiz companiel
o7 comperable size and having similar operatisg conditions, his
experience in analyzicg such accounts Iz other rate proceedings

end a study of tae ectual experience of this Compeay over 2




period of years aad with & view to its reesonsbdle requirements

foxr %he ruture.' The Company's books show general expenses for

the year 1929 amounting to 329,730.22, or 210,780.22 moxe then
the estinated mexiwmum allowadle.expenses. '

We will use $18,930.00 as the amount of the a.llowablo

goneral expense Lor Southwestern Home Telephone Compexry Lor the

year 1929, & very liberal allowance under the circums<ances.

Uxr. Wessells, witness for the Commissior, offereld In
evidence the following teble showlng the estimated net reveaue
which would have resulted from the operations of the Southwestern

Company iz 1929, dased upon the revenue modified as defore stated,

cuxrent maintensnce modified, traffic expence as shown by Compexny's

Dooks and commercial expense proration modiried, depreciation

exponse, uncollectibles, taxes and rent deductions as he had

estincted them and general expexnse as estimated dy Mr. Fry:

Revenves=:
E:cmnge,
Toll,
iscellaneous,

Sub=totel,

Expenses:
Cuarrent Meintenance,
Tratfic,
Commercial,
General,
Sub-to t&l »
Depreciation,
Stbh=-totel,

‘Deductions =
Uncollectidles,
Taxes,

Rent Deductions,

Total Expenses ané Deductions,

NZIT REVENGE,

Redlaxds
Zxchange

%112,547.80

25544580
1,612,669

System

2171,050.22
. 6Ly569.80
1,918.24

$139, 634,39

£234,538.26

$ 20,920.10
28,608.14
11,738.79
11,711.10

& 35,5828.02
48,222,40
18,430e24
18,950000

.5 72,978.13

g 13,128.97

£121,270.66
$_Z§; 767 J14&

¢ 86,107.10

£144,937.80

$ SLS.3S
9521951
437 .62

S 1,307.00
154 14%e5L
4,916.62

£ 10,172.48

2 21,368.13.

£ 96,279.58

21665305.9%

£ 43,354.81

g 68,252.33




Using 2 Tate base of $410,000, whick sum is found
¥0 be the rezsorable value of the property uced end uselful in
tae public service zallocable to the Redlends Exchange and whickh
anownt Includes the failr velue of the projerty so used, together
with an estimete of working cash ceapitel end materials and supplies,
the net revenue above resultc in a return of 10.5%ZLfoxr the
Redlonds exchenge and 9.34% Zfor the system.

The calendar yeer 1929 was used by the engineers of
the Commission for testing the present retes and results of
operation. 4 forecast of The compeny’s onerations flor the year
1930 indicetes a normal increase in exchange revenue, & relatively
greater Increzse In miscellaneous revenue and 2o everiel change
in toll revenue froam the 1929 experiexnce. Some Inecrease in
exponse is expecved in 1930 due to the increase in comnected

telephone stetions. Coxmercial expense will be sewhat Increzsed

over the year 1929 due to the iscsue of two Qirectories Instead of

one, Some inercase In operatorst salexies iz due and showld dbe
allowed. OQther expeases will be Incereacel, in accordance wita
telephone station growthk, and deprecistion expense will be greater
on account of additions and betierments, ALn ectimete of the ex—
rected results of operation Lor the Redlends exchange for 1930 1=
as follows:
Zstimeted Loir velue of property,
plus materisls and supplies and
working cash capitel, = = = = = = = =0442.173.00
RCVEDRES, = = = =~ = = = = = = = = = = 5145,865.00

Expenses and deductions,= = - = = -~ = 5102,635.00
Net Revenue = = = = = = = = = = 5 43 .226.00

Return on rate base abdbove,

-8~




Nothing definite conceraing the Compaxy’s plans
for the reomeinder of the year 1930 kas beexn ror‘:iccmin,g in
this proceeding. The Compasy's witnoss, in e early heering
in this matter, stated thet the officials of the Company,
stnce ebout July, 1928, had bveen concidoxing the question of
whether to install sutomatic equipment or feeture type mezual
apperctus in Redlends. Testimory glvexz at the concluding
nearfng on Jxme 18, 1930, shows thet this question was thex
undecided.

I 2ind that $442,000.00 represexts the reasoncble
»ate base Tor the Redlends excharnge 2or the year 1930 Zor the
nurpose of testing and determining reasoncble rates Ior tele~
pkone cervice in the Redlands exchonge, which will yleld =a
sdequese meturn on the fair value of the property used 1n
she public service. The defendant Compeny received comsidor-
ebly more them an adequate return on 2 reasonable rate vase
for the year 1929 exd will continue %to do =0 in 1930 1f %the

present rates are contimued.

I4 £{s appareat from %tae estimetes Zor the yeer 193Q,

=na% 17 the present reves are contimued they will provide ax
emount over ard above o Tcasonechle revturn on the ratve base
sornd. The rates hereinester set Zortdh will effect a re-

duetion in rovenue in the Redlands exchange and still allew a




Teasonable return oz botk +he Redlands exchenge propexties
and system properties.

The following order <y Tocomended:

’ CRDIETR

This case being et issue Upon complaint end answer
on file, having beer duly hea:d RC swnittod, proper ine
vestigation of the matters invelved heving beon nede,

It iz hereby fomnd as & fset thet tho presexnt

ates of Southwestern Home Telepkore Company applicable 4{n
s Redlends exchange are wajust and unreasomeble in so for
as they differ from the retes herein ordered to be made
effective and which ere declered to e Just and ressonsble
retes.

Basing its oxder on the ebove Jlnding of fact za2na
suck other findings of Zact ang conclusions as are contairned
in the opinion Preceding this order, which opinion is hereby
nade & part hereof,

IT IS ZERZRY ORDERED 4het Southvwestern Home

Teleshore Compeny shell submit for £iling with the Reilrozd
- Lar af
Cormission on or defore Sevtember 25 y =930, and
ey )
make erfective for sorvice or and 2fter  Octoder 1 » 1930,

in {ts Redlends exchange, gross retes which shell be the

bresent gross rates, less twenty-rive (25) cents pexr montkx, on

~20-




oach of tho Tollowing Ltems in the Sedleands exchange only:

Zach primery svaetioz, individuel lime, dusiness and
residence Tlat rave sorvice, all types of telephone
instruments.

Eeck primary station, itwo-parsty line, duziness snéd
ccsidexnce flet rate sexvice, all tyyes of velephoze
inctruments.

Zach primexy ctation, four-party lire, dusiress and

residence Tlet rate service, all typec of +telephoxze
izstruments.

Zech primexry station, eligai~party lire, bvusiness and
recslience flet rate service, all types of telephoze
instrunontc.

Fack primery zsveation, suburbexn illze, businesz and residerce
Tlat reve service, 2ll types of telephore instruments.

lrst bYothway trunx line, private dranch exchange service.

addivionel trunx lirne, privase dranck exchaznge cervice.

Zacz additional trunk linme, Intercomminiceting systen,
busicess and recilexnce servico.

Diccouxts on chove modilfied gross rates arc +o be ullowed
ez provided in the present scoelwles.

Tor all o%her purposes the ollective dave 0L vhic order

shall be twenty (20) &ays ZTrom a4né aftexr the date tereof.

Toregoirg opinion cnl order are heredy approved and
pet

ag the opinion and order of the Rallroad Commission
of the State ol Celifornie.

Dated av San Trenciceo, Celifonnic,

_J/Ma‘“ 25%0.




