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Decision Xo. 52‘2:7

BEPORE TES RAIIROAD COMUISSION OF TEE STATE O0F CALIFORNTIL

In the matter of the application of
SLY FEIRWANDC TELEPHONZ AND TELEGRAPE
COMPANY, & corporation, for auwthority
to Lncreasve Lit9 rates for teolephone
servico.
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»
Applzca%@on No. 4893.

1% 8y Ny

oo M. Baldwin anéd Walter F. Dunzn for
San Fernando Telophone and Telegraph
Company.

BRUNDIGE, Commissfomer. i

-~

0 Irzox

| Ir this spplication the San Fernando Telepione and

‘ éelégraph Company, hereinalter roferxred to0 ae the Company, asks
vho Commisslicen’e autahority o increaso ite rates iér all cladses
of 1%te telophone exchange service by approximately 50 cents per
month for bhusiness telephones and 25 conte por month for resi-
dence telephones. In addition, the Company doesires to make coxr-
tain éhangee iz the clase and charactor of gorvico now rendored.
~ The Commisaion ie slso adked to approve a proposel zome 9ystem

of rates in zones varylng with tae class of sorvice.

Valuation Qperatinw ?evennes ana Bxnond6es and “inances--

‘The Company iiked with ite applicsetion an apprsisal
of ite pronerty ag 0f Auguet 1, 1919, snowing 4 coet of rqproduc-
tion now of ,527.67. The application states that bhe origtnal .




c09% 0f thr property i waimown. On Augunet 1, 1914,_when.the
present applicant purchased this property from tho Consolidated
Securities. Company, the purchate price was $20,000.00. Since
that time the plant ha? been converted into oommon\ﬁattery
equipmont apd sae been largely reconstructod.

A statement of income and expenses fox 1915, 1917
and 1918 and én o9timate of income and expenses for 1919 under
present rates asnd under the rates proposed by the Company is
aleo attachea;to the application. In thieﬂstatemont_the-Céabany
ghows tie idilowing‘totalsi : |

Present~2r0poeéd

: 28tey. Rates
1916 4917 1918 - 1919 1919

Plant value including
matexrisl and supplies : : : o U
and working capital 4L 147 §42 695 §44 735 $45 510 $45g510'

Total reverue includ- :
ing exchange service, . ;

.oll and, m;qoellaneous 9 473 . 11 332 12 800 15 400
Total 0XpONIe includ-

ing plant, traffic and

commercisl, gemeral,

taxes, rent ‘asgollect~ , , _
idle. revenue and depre~ . . : .
ciation . _ 9 093 9 359 9 689 13 140 - 13 260

Net . revenue | 280 1315 1 643 340%° 2 140

* Deficit

It sppesars further thet on August 1, 1919, the Com—
peny nad an Indebtedness oonsisttng ot the wapsld balence of a
promissory note of $20,000.00, dsted iuguet 1L, 1914 and amounting
o £19,000.00. The Comnany hes an suthorized common capital |
atock of £50,000.00, &8, ,000.00 of which 19 i3°uea and outstanding. :

Phore %9 no further indeb@e&nese.




4 heering wes held in Sen Fornando o September 25,
1929. It was atipulat9§ That the Commission, tarough ite éﬁ-
gineering department, 9hould make wastever inveetigatioﬁ was
deomed nocossary and thet the report of the department desling
With the valuation snd with matters of oporation and service
2aonlé bo infnished to the parties to this procesding 89 900n
a9 completed and ehowld be considered se evidence in the cage.

This roport has now heen msde. It appeare that |
thore are consideradle &lscrepsncies betwooh_the exaioits 2iled
by the Compeny and the engineoring &epartment’a\reporf. The
valuation, copy of which bae been £urniahed o ﬁhe COmpany,v

saowe a reproduction cost of this property a9 of Auguet l; 1918,

of $37,740.45 and e reproduction coat 1esa;deprepiatioﬁ'as ot

the same date of $28,56@;00.

A careful ssalyeis of revenue and exponses Lrom
October 1, 1918, 1o Octobor 1, 1919, was also made by our ongi-
neers. It ig found that the Company in recent yeaié has been
in the habit of charging to maintenance certain iteme which are
10t operating expenses but additions o plant snd that the
amount set 83ide for & depreciation reserve wae incressed ZLrom
$1,200 in 1918 to $2,100 4n 1919. Thie 75 per cent incresse 394
pears t0 have been made by The Company Zoxr no‘defiﬁite‘reason,
wita tze effoec?, however,‘that‘the e9timated net revenue for
the year 1919 4s lese by that amomnt. Ln 5nalysia of doprocis-
tion for thles proporty by ouwr ongineers gnowe trat sn annusl |
paymont into the deprecistion fumd of £1,200 (i monthiy in-
stallmentes 02 $100) is ample Zor tals plant and will roplace
the entire property, os &5 pexr cent‘ainkiﬁguiuna‘bgaie, in. ap-

proximately. £iftoon yoeres




in estimate ¢f reveaue and exponSes £ the Company
Zor 1920 is alsotcon@ained‘in the engineering deﬁartmeﬁﬁfs‘re;
poit. This estimste snows thet “hoe Cqmpsny'wili\require ﬂwr
operatior, meintenance, dépreciation, taxes and wacollectible
reveaue the sSux of.$11,550. Tais includes en alloﬁance of 10.
pexr ¢out o éover irxcroases in labor ¢costs ovor péesent costs
due to enlargo& business snd tekes into accownt proper segrega-
tior of expences botweon overating and cepital. ‘”his smownt will

permit of first class service to the audseriders of this Company

-

an& The Commicsion  should insgist upon such °erVice‘bein5 rendered.

Groes revenuo £rom exchange ,nd toll service wnder
rates rocommended in this Opinion are eatimatea‘tO«pro&uce bom
tweon 13,500 cut $14,000 in 1920, teking into accownt & nomal
increste In busimess of between 5 and 10 por cent. The Company
will therefcre huve available for net retwrn approximafoly ”'
$3,000. This is equal to a fair roturn of 8 per cent on the
repro&uction cost new of all of the CompanyT’s property or uo 2
return of over 10 ner ceat on the reproduction co Y lese dopre-
cistion. °h311 accept‘.he Tigures of the engineering doeparte
ment in preference to those submitted by the Compsny insofar as
these matters are determining factors iz a decision.

With the proposed rates in effect, the Company would
reve ‘the less cau~e foxr complaint when the fact ie tazen into
conciderction tha gince the accni ition of this plant in 1914
for the sum' of $20,000, extensions have been built and improve-
‘ments made out of earninssto the oxtont of at loast w7 000.

COmparins the attual noney put into thi° Plant by the
owners and the security holders ({26 800) with the véluation

[




mede by the eﬁgineering dopartment (%37,740). op which latter
gum t26 8 por cent fLeir return 1a figured, tbb Company in the
las?t five yesrs has c¢como into poesesaioﬁ of an increment of
vaiue, not contributed by the ownors, of $11,000. It is true
that no dividends have been psaid om the £7,800 par value of
outstanding atock, dbut it i equally apparont that the cOmpany
hae novertieless earned s fair return on the Invoestment.

The Company, I believe, hao acted wisgoly in investing
into ite plent sll or the greater pért of 1its net esrnings, es-
rocially during theo development period of this property. A
prdlic utlility connot oxpect retﬁrns, nowever, which in sadéition
to providing operating oexponses, depreciatioﬁ, taxes and a falr
esrning on the imvestmont or the valuation, will slso furnish
tae new cepital reguired ior extensions and bettefments.

In thle case it leo.my Opinion thatlthe‘COmpany p ]
following an unsound ané shortaighted pxaoticevin treating ite
depreocliation resexve 8¢ 8 book‘acécunt oniy and in uéing\the
fund Lor extensions. snd betterments withoumt providing'idx obn-
gllerable replacements of depreciated rroperty tast must inevi-
taﬁly occur in the noar future. " |

The depreciation allowance of $1,200 por appum
provided for in our engineerirg departmont’s eetimate 19 a&ded
T0 tkho rates Zor = sPecific PUXPOR0. mhia purpoee is'to insure
g0o04 sexrvice by providing'euiﬂiéient money L£or auch ronoewals
02 outworn proporty ag will inevitably ZLall due Irom time o
 time in the future. The reserve siould be 90 held that the

money will be available wkenm the remewals sre necesssry and it

skould not be ﬁaed fox any other purposec. This course is the

only sound and safe ome for thie-cbmpany fox the.plant is reach-




. ding an age when coneidersdle replacement will bave to be made

in t.he nesr future if good service 1o to be fumished.

- Service:-
| During the hesring .in this ¢ase tiaere was coneider-
gble discusefon of the question 0Z cervice. I believe thet the
service given to the suwbecribers o:‘this Company can be improved
by better operating methods. mhé Conmpany ehould make every ,

efZort t0 give the best poasible servico and the Comms ﬂaion 9

otsfl will be glad to furnish all poesiolevaseietance_t0~thia

ond.

Trere 18 x:o jue#iiication.~in zy opinion, and no |
neceseity :dr ingreasing the rsteos of this Compsny to the ex;
tent adked for or for modifying the service as suggested im the
application. Héither do I‘believe that the COmmiséidn éhould
approve the zone syﬁtem ae petitioned Zor by the Company The -
establi«hment o: a zone system such &8 the COmvany desires |
would iurther add to tho cost of 20rvice to the consumer and
the conditione existing in the San Fernando territory do not
roguire the adoption oZ 2uch g eysten fLor tals Company at tbie
time. |

' It is my opinion thst before the Commiseion authorizes
the sdoption of the guarter-mile zone system, a moet careﬁui-, |
izvestigation 01 tae gecéssit& and conaquéncosoz'auch a.3tep
ghould be made. '

I recommend that the Commiosion order the Company to
offer the iollowing_claaaee of sexvice and authorizé the follow-

ing rste sche dule:




Within the City Timits of San Fernmdo

Por Mbnth‘
Pineas Res onde

| Zefn Iize - vl $2.25  #2.75
2-Party Tize - Yall e ', - 2.50
4-Party Line - Wall 2.5 z.25
10-Party Iime - Wall R 1 50

Qutoide the City Timite of San Pernando

Suburben Yain Iime - Wall | $3.25% 82, 75%
* Plue a mileage charge of 50 cents per month for
oach quarter of s mile orZraction thereo?, mea-
sured from the city limite onm a direet alr line
between the exchange and the eubscriber.

Swburban 10-Party Line - Wall $2.25  52.00

Sxtonsions, Deak Telewhones and Discounts

Deek Telephonea- - 20 cente per month
. ' additional ox all
clasaes-o:raervido.‘
E&ﬁenaions. Wall or Desk - £1. 75 @1;25

All rates subjoect to a discomnt of 25 conts it naia on or beiore
the 10ta day o2 the month in advance.

) I 40 not believe.it neces8sry fd provide in tais
rate and aorvice schedule for opocific rules and rates om a
mileage or any other basis to cover line exteneions that a0
not properly fall within tho suburban classification and that
are :emofe from the exchsnge Or whidh, in the opinion of tho
anplicant would place an undué burden oxn the Company. Provi-
olon 1o made forx euch cases in the :ulea 1aid down in tile
Commiéeionfaﬂdecieion No. 2879, approv@d.April_zv, 1916.

I rocommend tae following form of Order:




SAN FERNANDO DEIEPEONE AND DELIGRAPE COLPANY having
Ziled with tke Comm;ssionlite application for an incresse of
rates, & hesring héving beon held.jthe matter naving bdeon oub-
mitted and the COmmisaion, baaing ;t° conclusions on the fore-
going Onin¢on findang as a fact that the rates authorized and
tho classes of sorvice preacribed in this Order are just and
reasonabvle, |
A ID IS EER3BY ORDi“aD That the applicant i authox-
fzed to establish and filo with the Commission witiin thirty
days of the date oi this Order a schedule of ratee and services
&8s outlined in the foregoing Opin;on. Applicant ;« authorized
to put these rates into effect subjoct o the fLollowing condi-
tions: |
~ (a) sdequate and efficient telophone service met be
rendered &% all timés for all ilaeses of service. |
-(b)Adepreciaﬁidn resorve o2 #1,200 por auguz in
inatallments of $100 per month enall be set aside for the purpoaea
‘set‘forth in the foregoing Opinion and the dqpreoiat;on fund sasll

bo accounted 2or and ueed for ouch purposes only se will be pre-

seribed ox auzhorized'by this Commiseion. .

*

The foregoing Opiniontand Order is heredy approved
and oraérea filed a9 the Opinion sud Oxder of tho Railrosd Com~-

: m;eeion of tne State of California. -

Dated &t San Francisco, California, thie 5222 day

Qf'December, 1919,

comrdosioners -




