Decision ¥No. 25 50

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFCORNIA

In the Xatter of the Application of

REDONDO HOME TELIPHONZ COMPANY for Application No.B5006.
authority to increase rates for tele-

phone service,

Walter F. Dunn, for Applicant.
F. L. Perry, foxr the Clty of Redondo Beach
and Manhattan Beacl.
V. W. Prelps, for the City of Hermosa Beach.
A. R. Eolaton, for Hermosa Deach Chambdber of
Corxmerce.

Cormissioner.

CPIXION

“he Redonde Home Telephone Company, hereinafter referred
10 as the Company, ir Apolicotion No. 5006 asks the Coxmission's
avnthority %o increase rates for telephone service, alleging thet
its present rates, cstablished in 19085, are inadequate to meet the
increased prices for materials and increased labor costs and at
the seme time yield a falr return upon its invesiment in televhone
property.

At the present time, the Company is furnishing exchange
zervice in tkhe towns of Nanhattan Beach, Hermoca Beach and Redondo
Beackh. These communities had been receiving competitive telephone
service from Thne Pucific Telephone an TelegraphiCompuny and from

J
the applicant for many years prior to July 26, 1918, at which time

the Commissien in Decision No.5613 authorized the applicant to pur-

chese certain property frox the Pacific Company, and authorized

toe latver to retire from the telephone business in these towns.




The consolidotion of the twe properties did not become effective
vntil April I, 1919, and the central offices of the former com-
peting companies were not consolidated until October 15, 1919.
Since that time, the subscribeﬁs rave been recelving service from
ne central office, but the duplicate plant, such as poles, wires,
‘cables, etc., remain practically as they were before consolidation,
wonich neceésarily means What the expense of maintaining the plant
will be considerably nigher than it would be if the system had bveen
bullt originally by one company.
A hearing was held in Redondo on December 243k and 29th.

AV the hearing applicant presented evidence as to present and past
operating expenses, togetiier with estimates of operating revenues
and expenses for the future. The Company's Exhibit No. 2 alleges
that the Redondo Home Company did not nmeke expenses during the years
1917 and 1918, while an exnibit filed in the consolidation nproceed-
ings, Application No. 3866, shows thet the Pacific Company operated
at a loss of approximately 58500,00 durirng the years 1315 and 1916,
In the sanme proceedingé,an exkibit showed the estimated revenue and
expenses of the consolidated nproperties were such that there would
be o deficit before interest on funded debt was paid, axounting to
$756,00 for the first year and $318.00 for ithe second year. This

infowmation is given to show that the Company was fully aware of

. . }
conditionyg at tie time the purchase was made.i

The applicant's engineer estimated that tie present rates
would yield $2C, 588.47 in 1920, and that the maintenance expenses,
otner thzn depreciation, would be $19,307.38. This would give a
met income of $1281.09 with which to establish a fund for deprecia-
tion and pay & return upon itheir investment. The Commission's
engineers made 2 careful estimate of the revenue of the system under

pregsent rates and estimated the expenses which a normal plant would




hove if similarxly situsted sd of simi 3L.2¢ They Lound thet
the company could rcasonably cxmpect o net income beiore devrecic
tion ol gpproximately $2SC0.0C, whick would be insufficient even
0 the deprcelation rxegcerve fund. It Lis eppaxent, thercfore,
that the Company ig entitled to an increcase in rates in oxder thet
oy ewrn & reasoumuble retvuram upon ite invesiment.
in inventory or appraisal or the comsolidated

prozerty ilc not available noxr, in my oninion, would it e 0f any
service in deilermining o rate bage Lor this gystenm slnce o large
uantity of duslicatiing nlant cxistis by reason ol consolidatlion

0 the two zysiems. The Annuel Renort of the Company for Decem=-

wlll, 762,15,

" o o o

ber 3L, 1919, chows o total

1
iz couivalent 10 a ¢cost ner 5,4 amounting 1o

w140.00. Obviously thic ic ox excezcive cost
iv cannot b used ag the hasis for retos.
In viow of the above S, the engincers
wnificd »lant
telophone asz found
cimilax szize lo-
r¢. nere wexe 801 stations in service nn Decenber
Commission's cagineers ectimated should cost
enginecr Lor the Compony, testified aon
the lowesty csiimated value of the nrowerty should
be 80,000.00, vhile the Commicsion'c engineex stated that the
2 gimilor size ranged Zrom §70
0f the dovelorment of this torri-
2 beach lnstead 0of in & condensed
the latter ralscd the cotimated cost %0 4{:85 a8 above notod.
atc o xeproduction cost of 568,085 for o normol
ovexrty in this community. In wy opinion, therefore, $70,060
st and cquitable rave Dbas

the
The financial ciatus of the company,as set foxrth in/




Annual Report.of Dgcember 31, 1919, shows there is outstanding
$70,000 face value of twenty-five year gold bonds bearing 2% per
cent. interest for the first eight years and 6 per cent. for the
remaining seventeen years. ¢ is further stated that $40,000.00
face value of cormon 3tock is issued. There is no preferred
stock issued or authorized.

Under the rates proposed, the Company may reasonably ex-
pect a revenue of approximately $28,500.00 during the coming year.
A careful estimate of the expenses during the same period has been
mede and emounts to approximately $23,000.00, Allowance wae made

already sranted
iz this estimate for an increase in wages/amounting to 10 per cent.
of 3ll lzbor, and included $3C00.00 per year for the replacement of
plant which should be set aside in a fund and used only for the pure
poses for which it will be collected. Due allowance wes made for
the fact that practicelly 2ll the plant in the system is located
along the ocean front and subject to rapid deterioration, due to
tne action of the salt air and fogs. The gros3 revenue from these
rates is sufficient to enable the company t0 operate the threc munic-
ipelities as a single unit and will not necesgsitate dividing them
into arbitrary "zones" as was proposed by the Company and vigorously
opposed by the representatives of all the municipalities concerned.
Wnile the Compuny may argue that Manhattan Beach is a long distance
from the Redondo Hxchange, I cannot agree with it that the subscri-
bers should be penalized becauwse the company has not located the
centrad office in the telephonic center of the comrunity served.

The Company reallzed when it purchased the Pacific Com=
rany's property that it would cost a considerable amount ol money
t0 zaintaln and gradually climinate the duplicate »lant in the 3ys-
tem and very wisely made provision for this extra expense by issuing
bonds bearing only 2% vper cent. interest for the first eight years

after consolidation. this scheme mekes available annuglly 3% per




cent, of the $70,000.0C face value bonds outetanding, or approxi-
zately $2C,000.00 for this purpose for the eight year period., This
emount sinould be used to amortize the duplicate plant as rapidly

a5 possible since the company cannot expect the public to bear the

burden of maintaining any portion of the grstem which is unessential

.

vo furnisiing service. v is my opinion, therefore, that ﬁhe coxl=
pany saculd furnish the Commission witkin six (6) months of the
date of this order its suggestions for a plan of bringing abvout
the amortization and elimination of any and all duplicate property

within a specificd time.,

SERVICE:

Ihe service given by applicant in this territory eppears
%o have been very unsatisfaciory during the conszolidation period.
Av the present time, however, the televhones have practically all
been changed to the harmonic ringer type and the plant is being re-
praired and reconsiructed in such o manner that the service should
ve greatly improved. The Commisslion is authorizing thils increase
irn rates with the calstinet understanding that the grality of servicge
shall meet the standards which this Cormission Tequires of other
companies and will expect %the Company to ﬁeet these reguirements,
since a liveral allowance has veen made for the expenses of oper-

ating a nomal telephone property of this size,

RATES:

The rate increases sought by applicant are not justifiable
in my opinion, either from the standpoint of what are fair and equit-
evle rates for the service rendered or from the standpoint of appli-
cant's necessities for additional reveaue. The need for additional
income will be met by the rates suggested in this Opinion in accord-

ence wita tae estimates sxzowm heretofore,




1 recormmend the following rate structure:

Classification Business Residence

Individual Line = wWall $ 3.25 $ R.50
Two=party Line -~ * 2.75 2.25
Four-porty Line - * 2. 50 2. 00
Zight-party Line - " - L. 50
Extensions - Wall or Desk 1.00 1.00
Suburban - Individual Line *3,.23 *2.50
Suburban - Eight-party Line 2.73 . 2.25

Desk +telephones are § .25 additional per month

on all classes of service except extensions.

Rates for miscellaneous eguipment not included

in the above table are to be filed witihh the Conm-

migasion suvject to it approval.

*An additional charge of § .50 per month shall be

made for cach gquarter mile or fraction thereof,

neasured in a straight line between the subscri-

ber's premises and the nearest point in the pri-

mary rate areg.

The primary rate area for this exchunge shall be bounded
on the nortn by the northerly city limite of Manhattan Beach and by
that portion of the city limits of Redondo Beach whick joins the
easterly city limits of Redendo Beach and Hermosa Beach; on the east
by the castern city limits of Redondo, Hermosa and Manhattan Beaches;
on the soutlhl by the southern c¢ity limite of Redonds Beach, and on
the wesgy Ry the occan.

The company is protected from making unprofitable exten-

sions in the sparsely settled portion of the primary rate area, as

well as beyond the city limits, by provicions in the Commission's

Decision No. 2879, Case No. 633, which states as follows:

"Rule 108,

"A water, gas, electric or telephone utility
which operates under a general franchise authorizing
the occupancy of all the streets of z municiplity
shall make, av its own expense, suchh street exten-
sions as may be necessary to serve appiicants; pro-
vided, that in any case in which the construction
of an exiension at the utility's sole cost will in
its opinion work an undue hardship upon the utilicty




"or 1lts existing consumers, the matter may be sub-
mitted to the Cormission as provided by Section 36
of the Public Utilities Act, unless satisfactorily
adjusted by an informel application to the Commia-
sion."

"Rule 16,

"A water, gasz, electric or telephone utility
shall make such reasonable extensions in unincor-
porated territory at its own expense, as it can
agree upon with the applicant for service; provided,
that in any case in which the construction of an ex-
tension at the utility's sole expense will in its
opinion work an undue hardsiaip upon the utility or
its existing consumers, the matter mey ve submitted
to the Commission as provided by Section 36 of the
Public Utilities Act, unless satisfacterily adjusted
Py an informal application to the Commiszsion."

"Rule 17,

"In cases in which applicants make payments to
secure the construction of extensions by water, gas,
electric or telephone utilities, such payments shall
generally ve considered as loans to the utilities,
to be repaid, as soon a3 conditions warrant, wnder
reasonable, nondiscriminatory rules and regulaticns.”
All mles and regulations not covered by this decision

snall remain in effect as cstadlished and filed with this Cormmise
sion, as nrovided in Decision No. 2879.

I recommend the following form of Order.
Q RDER

REDONDO HOME TELEPHONE COMPANY having applied to the
Commission for authority %o increase itas exchenge rates, a public
nearing having been held, the matter having been sulmitted and
the Commission dasing its conclusions on the foregoing Opinioen,

IT I3 EERESY ORDERED that the spplicant is authorized
to establish and file with the Cormission within thirty (30) days
of the date of this order, a schedule of retes and services as out-

lined in the foregoing QOpinion. On apyroval by the Cormission of

shne schedules so filed, applicant is authorized to put these rates

-




into effect subject to the following conditions:

(a) Adequate and efficient telennone scrvice must be
rendered at all times for all classes of service.

(b) Applicant shall set aside into a cepreciation fung,
the sum of $3000.00 per annum in installments of
$250,00 per month for the purpose of taking care of
such renewals and replacementa as shall be covered
by the fund. Applicant shell file with the Commis-
sion within thirty (30) days of the date of this or-
der, its suggestions for rules governing the funciions
and use of the depreciation fund snd these recommenda-
tions thereafter shall go into effect as apvroved or
modified by the Commission.

The applicant shall complete as speedily as possidble

ca e . : :
(18 ¢ansslidatioh of 21l of 1ts proverty, and within
pix (6) months of the date of thips order shall file

with the Commiossion a statement showing the status of

the consolidation.

Applicent shall arrange for the amortization and elim-
ination of suen duplicate property as is in existence
at this time and as zshould be dispensed with to 2he
benefit of the cervice and shall within six (6) montas
of the date of this order submit to the Commission its
sugeestions for a plan of bringing about sueh amorti-
zgtion and such elimination within a specified time,

The foregoing Opinion and Order cre hereby approved and

ordered filed ag the Opinion and Order of the Railroad Commission

of the State of Califormia.

Dated at Sen Francisco, California, this 2 day of

April, 1920,
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Comrissioners,




