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3RUNDIGZ AND ROUWELL, COMALISSIONERS:

QPIFXIOX

Iz this a'oplica.*ion the Son'thern Californisa .Lele;phone
Coxpany (hereim’tez referred £0 Az the COm;oa.:v) aJcs "’or an’ |
order Lixing Just and reasongble telopaono rates 1in ‘t‘ne torri-

't;ory served by the Coxpsny in the Ci'::y_o :r..os A.n.gelea and
, _ N




“ad jecent taereto.' The Cormission i3 also asked to dotexmine
propor exchange are&s foxr the service rexndereld by applicanx with
inxeyﬁiange ratao‘comparable,with tooze exizting. in the stateo
at la:ge. The smount oL increased annunl revonue reqpired by
the Corpany is;stated to be approzximstely $2,000 000.00 2nd &
achedulc o propoaed raves, desisnad t0 produce thiz additional
" revozme, is attached to the application.
In support oL Ltz application tie Compeny xaxes refer~
ence to this Commicsion's Daeclsion No. 3845 iz Appliéézibn
No. 2227 (Opinions and O*dera of the Raflroad CommiaOion oz
culi‘ornia. vol. 11, nase 806) axnd asxs that the enzi*e record
npon which thet deci°ion of November 4, 1916, Is o&oed be con~
u;dered &8 & paxrt ol the present appli;at;on. *nc‘coppany
directs part;cular at enmion o pa30-860 o fhe decislion relox-
red to, being condition 1 (a) axnd *ouding as Zollows:
“xhat durinb tze period of Zive yeare 3uoaequenf

to- the date of this oxrder, Soutkhern Californls Zele-

phone Company will not make: application to tio Raile

road Commission or any otker public auntrority for any

increase. in the teleprone rates »ow in eflect iz tae

ter*ito*y in whick the company is to operste, except

iz 8uch minor matters as may e necaessary to remove
diseriminations.”™

Tho Compazy étdtes.that tais stipulation was mede and

accepted b7 i% withonx any raslization o* the imminanco o2 tho
entry of‘tne United axate° Into the world waxr and the experience
or'world-wide caange-‘ iz economic con&itions that have ’ollowod.
Thesc oconomic conaeqpences of tae war, the Company. avers, 2ad

$0 be met by the applicanz in commor with buuineau everywhare,
Jbut because of this stinulation tae relief opoen to others througa
increaaed rates anﬁ revenne was denied to apblicanx. It_would
have been irpossible, accord ng to applicazt, to cexry Ibrward

its dusiness except thzough the credit &xd the resouxcea of the
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"Eaciric melephone and melegraph Company (hereina’ter refer*od ‘
to as tho ‘Pacifio companv)- The condit ion quotod above as now
o:pired and in its- applic&tion the Conpany points out that a:tor
thia expiration it will znot be able to rely Zurther upon the
credit and resources of tho Eacific Company dut will beo depend~-
~ent zbsolutely upoa its owxn credit resources to moet oPerating |
expenses and to secuxre capital Lor extensions of plant and tzat,
without immodiatc assurance of offective relioi through increau~
od ravenue from rates. its credit and resources will bc nii,
ezmensiona in progress must etop. axd further extenaions to. carev
£or unprecedented demanda in 1921 and suoeecuont yea:a:must halt.
mho point 1s. further made by the COmpany that, iz spita o2 its
dii”iculties 1t hss taken care ol the heaviezt growth ever
rooorded in the telephone history oi the territory served and
that thers was & waiting 113t o2 applicants (at the ‘tize of tkhe
riling of the amplication early in Fovember, 19203 in axcc*a o’
9, 000 with the list gTOWing daily, and that the ability to taka
oaro of these dcmande and to meet the‘dcmands for servico. is
olutely dependont wpon securing adeonate relief 1 increased
revenna concurrently'with the expiration o* the 3tipulation.
Under a literal Lnterpratation of condition 1 (a)

‘reier*ed to, the Company stipulatod tzat it would Tnot makg

ap@lication" to tais COmmission Ox any otaer pnblic amthority
for an increaaa in tne telephone rates unfil Hovember 4, 1921.
mho ‘iling o2 the application on November 9 1920 one year
ahaad o2 the 3tipulated time, might neve been construed there-
’ore as & technical violation of the stipulation. Iho Commis-
.sion .ook this mattor up with tho :Ov angeles city anxhoritiea
and it waz asrecd that it woula be £air to the COmpany azd not
uniair to the telephonc asers, to commence with the considexr-




, ation of this application, ~aince of necessity a conziderablc
: poriod probadly not less than a Jear, zust elapse before a
proceo@ing of auch magnitude could de comoluded. Tae foots

have substontistod that conclusion and this natter 18 omly now .

ro&dy for a decision.

An. unnsually *arge umber of complainxv resarding
the telephone service rendered by the COmpany vand p&rticularly
with reroranco to delayed installations, were roceived by thia
Commission during the last two years and the nnmbor of auch com~
plainxo grew subseqnanf to the Ziling 0% this application. It
becamg apparonm that the matter of sorvica would e a .actor
or par&moun‘ izportance in this cage and tnat an adequate con=
,sideration of that fact or. misht wnduly. delay and inmarfhro with
the raxe procoeaing. Tre Commission. therefbra ox Jannary 27
1921, commanced on its own.mption a.proceeding in Caao No 1581
iq,tituxing an investigation iuto the reasonsblencse and ale-
éuacy.o: the service rendered by the Company. for the following

purposes

‘"5 determine whether the rules, rosulations prac-
ticee, equipment, appliances, Laocillities or service
of s23id Company are unjust, unreasonable, iuproper,
inadequate or insufficient in any particular and,

4L 8o, to determirve the Jjust, reasonable, proper,
adequate or sufficient rules, rogulationa prac-
tices, equipment, appliancea, Zacilities, service .
or mothods to be observed, Iurnished, constructed, . .
enforsced or employed, and to £ix the same by order, N
rule or regulation; to determine whetker or not
any additiozs, extensions, repairs or improvements
t0 or coanges In the existing plarnt, equipment,
apparatus, facilities or other physical property
of 32id Company ought reasonably to be made, or
whether any new structure or structures ghould be
erected to promote the convenlence of the pudblie,
or in any othexr way to secure adequate service lor
facilities, and to make any such order in regard
thereto as the Comnission may determine to be in
the interest of puolic convenience arnd necessity,
directing that such conditions, extensions, repairs,
{xprovements, oOr changes be made, or that siructure
or structures ve orected in tae manner and within
the time to ve specified in said order.™

The proceeding in that case iz 210t yet concluded.
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To the extent that the record in Caso No. 1531 throws light
on the zattor of servico, it will b; takon into c;ons‘ideration
in this present ‘2ecicion. |
Hoaxrings vfere held in the present epplication in
Los Angeles oa Mch 15t2 end 16t:, May 17t> and 18tk, Sep-
tomber 20th and on Fovember Tth, 1921. Zxhibdite wore put in
evidénce by the COi::pa.ny, the City of Los Angeles, and the Com~
migsion's engineerling dépar";ment, and the list of these ax-
nivite 1s, for roference, attached to tais decisios as
Supplement "A." In the hearing on September 20, 1921, it de~
veloped t'n.a.}‘: a.' lengthy 'cross-emiz.a‘:j:.qn. of witnesses would
be inevitable if the matter was proceeded with by formel trisl
by reason, mainly, o:‘: the wide divergence of qpia.ion_ ard state~
ments and interpretation of facts as between the Company's wit-"
nesses, oa the one hand, and the City’'s, on the other. It was
agrecd thet it wouwld not be L the public Laterest to waduly
protract this prdceéding'. As the result of a confersnce be~
tween the reprosentatives of the City end of the Company with
the p.roéid.ing Comxiseioners, it was decided that there‘-should
be eppointed a Jolnt ezgireering conference 1o be composed of
tke engineers of tﬁe Commiszion, enzinesrs to be appomtéd. by
the Ccity a.nd'engineers %0 Do appointéd by teo Company, "B O were
to o:.-ga.nizé irnedistely uoder instrmetions to be issumed 'bj the
Commission. These instrmetions would direct this conferense to
g0 Luoto all of the exkidits ‘a.n.& reports cubmittod by the Com-
vaay sad by the City, snd to repoxrt dack to the Coxmission, &t
& later hesring, ©hose matters on whick there wac agreemest and
81l matters oa which there was disagrecment. The Commission,
accordingly, instructed 4its- chief engineer to take |

charge of this conference and to arrasge £or the izmediate

meeting of the ‘engizeers snd for the sssigmment of the




vzorlr..l Under the Mmﬁ.éaion's Letter of instructions the on="
ginoeri.ng conxerenco wasa to deal witb. the Ionowing matters:’
(a) Im'ostmcnt va.lua.tion and rato ‘base.
(b} Duplication of proporty. '

(¢) Analysie of operating expenses, including the
- question of deprociliation.

(d) Past and present revemmes and estimated revenues
wnder propoeed rate structures.

(o) Ram 2re88.

(£) Relation between exchange revenues and ezpensea
S  and toll revemues and expenses.

Relation hetween-Southern California J.elophono
Company, The Pacific TelepLone & Telegraph
Company, American Telephons & Telegraph Com-
yany and Hestern Zlectric Company.

Serviéo.

. The conference undertook this work and, on Hovember
7th, ?iled 1ts report dealing with all of the matters assigned
to it. 1This report is one of the exhidite in this proceelding.
There ure £iled su‘oaequent to the report of the. conieronco |
gtatenmerta by the City and by the Company (Zxhibit ™3™ a.na. Ex-
kibit No. 30 of the City ard COmpa.ny.respectively and reply
memorandum of the CLity to Company's Exhidit No. 3'0),,a.m the
matter is now submitted. | -

~ ifter a careful consideration of the eutire record

we have reacked certain conclusions &s horemc‘.er diacz.ssed

. woder diﬂerent beadings. -

- 1. Consolidation of prior companies snd oonditiona :
.growing out of consolidation.

Groat atrelsa‘iss laid by thq Conpany, both in its sp-
‘plication and in subsequent hesrings. wpon the alleged fact.
that the present applicast came _gp.fo_ being as & result of this
Commiselon's Deolslon Bo. 3845, in ipplicstion No. 2227, a.bove"
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referred to. It 1s said (in the application) that a.pplioant's
corporate oxiatonoo has its :Eotmdation in the condi‘tions ond~
ninating in tb.a.t decision and order. And again, referring. to- '
the consolidation proceeding before this Commission,. a;ooordin.g
%o comel for the dompany, ‘there was mo idea as strongly in
the minds of the Com:i:I.aaion a8 that, once and Zor all, they
wers offfciating at the birth of a pu'buc atility (0r. p. :4555 .
It w.l.. be wsortul, t.eroforo. to refer briefly to the oonaoli-
da‘tion proceeding and to t}:.e deo;.sion of tho COmmission in tha.'t
oase and: to oonsmer the conseguences of the consolidation. _‘

' The Pacific Company and its :predeoaaaor the- Szmaot
Company, have opora.tod 12 I.oa Angolas s:!.nce 1891, when & twenty-
2ive (25) year franchise was granted to the Sn.nsot‘ chpany_
Untilvrlsé?. the Sunset Company exnjoyed & monopoly of the tele-
phone business, but in that year the City gro.nfod & ;.i:ty ‘, {é’o).
year 'telepb.'one Lfranciise to M. A, Xing and tois franchise véa;a'
so.beoq_'aently tra.nsferred to the Eone .ﬁ.olophone a.nd Srolog:raph
compa.n:r (heroma:fter referred to as tho Home Company). Since
1903, thorefora. the Pacific Company and 'the Eome f‘ompany were
in competition with one another and the :rocord skows that in
the period 1910 to 1916 the business oIf the two companies a.‘a,;/
measured by the mzmbof of telephone atatiopo was approximately
equal, the Pacific Company exceeding by,a.ppromatoly 10% the
nwnber of stations of the Hoxe Company. From the oarning
standpolnt, the Oporatiom oZ tke two oompo'tmg systons wore
zot successiul. Eomo Company's exhibits introduood in Ap;oli- i
cation 2227, and checked by 'the Commission's engineers, ab.ow
that from 1903 to 1915 the Home Company's net earaings averaged

oonsidembly below what may be taken a3 a mormal fair return
although the fimanolel showing of tkze Home




Corpany, esnecially during the years 191l to 1915; inelusive,
ﬁas‘mnch vetter than the caowing of the Pacific Company in its
‘Los ingeles operetions. The Pacific Compeny's met revozmo
(assuning the accuracy of the Pacific cdmpaﬁj's_claim Zor do-
preciation) was sufficiont, apyarently. since 19;1. to pay 6%.
interest on the‘following amounts; in l?lltqn $é80,000; in
1912 on $2,430,000; im 1913 oz $563,000: in 19i4 oz 1,775,000
end Iz 1915 on $1,090,000. Compared with these figures, the
Pacific Company claimed o3 of December J1, 1915. "actual per~ .

Lormance value™ of the same date of 3$7,554,000. It i3 apparent,

therefore, that the Pacific Company's Ios ﬁngeles dperations
Lor & number of years prior to coﬁéolidation_wé:e'not finan-
clally satislactory. Prom 1911 to 2515, 1nclﬁ3ive, thé Pacilic
Company in no year earnel in excass_of 2% pn its elaimed."struﬁ—
tursl value™ as of December 31, 1915, waile iz 1913 tho Company
carned less than one-balf o2 omne per cent on 1ts claimed “struc-
tural value™. Thore caﬁ be no dowdbt, therelore, that conéol;da;'
tion on ény'termé Likely to result in a lesgening oL financiél
logces was of advantagé to tke Pacific Compeny, even if conéoli-
éation 4ld not reswlt Iz actual prolits over and above the cost
o£.0peration and the cogt oI money. |

another factor possibly of greater importance than
immediste financial considerations, overated Iin favor of con-.
solidation. It appears that the francanise granted by the City
to thé Sunset Company on November 16, 1891, would have expired
on the same date in 1916. The peorle of‘ios,Angelee Zor & con~
giderable time had been dizsatisfied wiﬁh duplicate telephone |
gexrvice, and the aifZiculties attending the fenewal of & fraﬁchisa
wnder conditions favorable to the Pacific Company, togetrexr witk

the uwnfavorable Linancisl outlook towsrds the past as well as
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towarde the fuiure, conspired o make c¢onsolidation a thing

dqvoutly to be wished Zor from the standpoint of the Pacific
COmpany.

| L:‘ In Decision 3845 the COmmi gion makes sbundantly clear
why permission to consolidate was granted. It was granted be-
causo (Opinions and Orders of +ho Railroad Commission of the
State of California. Vol. 11, pege 856)

"the facts clearly show that un&or a coxndition
of comsolidation, by reason of a smaller retura to
~ be paid on capital invested, & smaller depreciation
" aouuity to be set aside, year by year. and a smaller
amouwnt necessaery to meet maintensnce and operating
expenses, the Soutnern Company will be adle to give
t0 the veople of Ios Angeles and vicirnity a unitied
telephone service.at rates lower than those which
would be necessary under g condition of interchange,
- and that wnder & condition of cozsolidation.the
' Southern Company will be adle to give to the people
. of TLos Angoles g00d telepkons sexvice without in-
cressing the vresent rates.”

Apﬁufurther; in answer to the suggestion that competition had
proved the best incentive to good service and that with cone

soli&atibn 9uch competition.would ve eliminsted, the‘Commiseion*
said (pege 858):

*In the present instance, the evidence shows that
. 412 the comsolidation is effected the people o Los
© Angeles and vicinity will immediately save the sum of
. $483,000.00 per yeer from the elimination of duplicate
telepkone stations. They will Dbe relieveld Lrom the
nuisance of & dual teleprhone system. Trelr rates will
8ot exceod those wihich they heve aneretofore enjoyed
under a condition 0 competition. The consolidated
telephone company. receiving the entire gross revenue
Zrom telephone service within the aree affected with-
out correspyonding increase Iin maintenance and oporat-
ing expenses, will be a siromger company Linancisally
taan eithaer of the existing companies in so far ag
their operatione within this.area are concernsd, and
ought to be better abls to borrow new moreys on fa-
vorable texms, t0 accord reagonsble rates to its
customers, mnd to make suck oxtensions of service as
the intereste oL the pudlic may require.

+ "In view of thege Lmmedldilste, substantial benefits
t0 accrue to the public from the consolidation, we 4o
not feel warranted in dexnying these benefits to the
public merely because hereafter the comsolidated come
PRy may possidly become remisg in its duiy to the
public. We proler to bolleve that under the present
supervision and regulation of telephone companies by
the state. the state will bde atrong enough to secure
good service, even from & telephone monopoly, in case

-




suck monopoly shoald, blind to its own interest, revert
to thoe conditions ol the past.” :

The Commigsion granted the petition.:or consolldation
gabject to certain conditions. Capital stock and bonds not:
excecding & par value of 314,000,000.00 (as compared with
$16,098,500.00 applied Ior)‘wore authorized to be issued. by the
Compeny and of this amount the bonds were not to exceed in par
value the sum of $9,350,000.00 (a3 compared with §9,927,000.00
applied for). The condition reqﬁiring a stipulation that no
increagse in rates should be asked for for a period of Live (5)
years has already been referred to. Ee:misaion:was madevcon-°
ditioailvupon absolute impartielity as betweer automatic and.
manual stations, according to the wiskh of thé subsoriber;
aimilarly. the ckoice of the subscrider was to conlrol as to
the use of the told limes of the various long distance lines;
thatvthe Company would retain Lts prizmeipal olZice in the City
- 02 Los Angeleg; that no franchise value should over de claimed
in an& procoeding vefore this fommission, in court, or ofher

Public aunthority, in excess ¢of the sume actually paid for such

franchises; and coertain other corditions imsuring good service.
It wonld appear in the light of events subsequent to
1916 that the consolidation was of great bemefit to the Tele- |
pbone users of Loa Angeles and to the Pacific Company and we
ﬁelieve'this to Do true, as far as the Company is concermed,
notwithstending the fact that the war and conditlioms reswlting
Lron the war have lalid ZTinaneisl durdens on this (Company whicﬁ,
in some réspects, have hoon more ozerous than other telephone |

- companies have had to contend with.




2. Inveatment, Valustion, Rate Baso.

We 40 not bhelieve, in #1ew of the Lacts in the ocase,

that the matter o a rate base iz a controlling factor in the
fixing of the rates of this Gtility at this time. If, with
reasonable rates from the standpoint of the s¢rv1co':endcred
and compared witk rates Zox ressonably sim;lar'éorvico in
other cities. this applicant can earn a Zalr return after
overating oxpenaés upon a reasonadble rate base for 1ts propexrty
used and useful in the public service. we should not hesitate
to £ix such rates. On the otker hand, if, in ordoi to secure
K theoretically fair return oxn & theoretical rate base an un-~
reagonabdble charge in the form oX apnorma;ly.high telephone
ratea had to be lald on the Los Angeles telephons users, we
are of the opinion,thaﬁ'anch a procedure would result in wa-
fust and unreasonable rates end in & burden the subsoriders
sborld not be asked to bear. We must remexmber, 83 indicated
gbove, that the competitive conditions of the past mede impoe-
8idle a profitable operation of the Pacific Company's Los An- -
‘geles business. At the time of consolidation iu 1916, there
wero‘over 60.00Q telephone stations on the Home Company's
plant and over 68,000 on the Pacific Company's plant, ah@ a
large proportion of these wers duplicate stations. The great
me jority of these duplicate stations disappesred with the
érogroas of consolidation. This meant an inevitable loss in
révenna. There was also some decrease in operating expenses,
but not proportionste to the decrease iz gross iuncoxe. ﬂhefo
was a considerable amount of duplicate plant other than dap-
licate subscribers’ equipment amd it is in the Tecord that the
extraordinary expenses incident to consolidation Wwere large




axnd kave extended to the present day, witk the ezd not yet.
rheserconditions clearly were and are the aftermatk of the
period o competition ard it wowld be unreasonsble toAplace_
these costs and losges ontirely'upon tke present snbscribora.‘i
This would be the more unjustifisble since another unavoidable
éonsoqpance of past competitive ayetom# and thoronghgoing
unification is unsatisfactory service during tkte pe;ipdﬂbf
transition. Such unsatisfactory service the City o:‘ibs An-
gvies has bad to bear and ig still bearing.

Wkile, therefore, in our opinionm, & rTate dase 18 not

an essentisl factor in this proceeding, we shall, nevertheless,

vriefly review the evidence on that item and indicate our con~

clusions. L
| There is mot available to the Cormission an exact
inventory of the operative physical pxoPerty qf the Company as
of the present time, dut 1t was agreed by the Enginesring Con- .
forence that the delay and oxpe;se incident to the making of
such ax inventory is mot warranted Zor the purposes of thais
procesding and that the valuations made iz the comsolidation
| .proceeding could. be brought to date and used in this case.
‘The tblloving'vu%ﬁsgion estimates are in ‘evidence:

By the Company (as of October 31, 1921):

. (a) Reproduction cost new of propexrty at
A September 30, 1520, prices, plus net '
additions, $47,720,000.

" (b) Reproduction coet new of property
e fE:hibit‘Ro- 24), 39,278,100.

"7 (¢) Reproduction cost mew of property :
less depreciation (Exkibit Xo. 24), 26.089,000.

(a) Pair velue o2 property plue net
additions, 20,700,000.

(8) Actual porformance appraissl of plant
and working assets (Exhibit No. 25), 24,050,256.
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3y the City:

(£) "Maximum rate base™ 1920 (page 27 | B
. Bxhidit "A" Zugineering Conference), $15,071,684.

(g) "Rate dase for end of 1921 (Board of o
Public Utilities City o2 Los Angeles,
Bxhidit "3}, | , 17,250,032.

By the Commission’s Tngzineering Department:

(1) Rate base as of March 31, 1921 (Exhibit "A"
, Eongineering Conference, page 45), 16,520,000
The Engineering Conference points out that the rate
base fignres ae of arch 31, 1921, ehould be brought to &
later date and that there should be added materials snd sup~
plies, exployees® working funds, and other ybrking capital %o
thaleztenx that current cesh roceipts do 20t take care of
current casb expsnditures. We shall deal with the qnaaﬁion
o what.extent expenditures not yet made shell be considered -
ir fixing preaent .rates wnder snother heading in this opinion.

(1) BEnginsering Decpartment’s rate base, 1922, on
bagis of 170,300 stations (19,600 additional.
gtations over iareh 31, 1921), including
materials and supplieg. exployees' working - .
funde and additional capital required, 23,800,000,

o It is apparent fhax these valuation Ligures differ
within very wide Iimits.‘ ho aifrerenéo ig in part accoumated
zor'by the fact that differing dates are used for trhe estimates.
The important équdné for the wide discrepancies, however, are

" %o be fond in the differing methods of valustions and 1n the
variéty o zactp and principles used by the seforal‘witnosaes.
It skowld also.be stated that the figure mnier (i) is based,
iz point of tims, on tke year 1922 aul tkat to bring the pre- |
ceding figures from (a) to (h). inclusive, to the ssme base,
all of them would have to be increased by‘a large amount (2x=
pibit "A" Engineering Conference, page 70).
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The Company &does not claim, however, that its
f£igures under (a), (b) and (c) should be taken by the Com-
mission as & proﬁor rate base. They are given merely as
indicative of cortéinvmaasuros'of velne and of results ob-
tained with certain valuatioz methoeds. Tke fourtk valuation
zigare, '(d), is stated by the Company (EXhibit Yo. 26) to de
"the minimum falr value or present worth"™, waile the.fifth
figure, (e}, ie termed "an actusl perZformance appraisal”. by,
the Company and it is argued that 2 lower fLigure cannot be _
given consideration by the Commission in a rate case.

It may here be n0ted that all of the velustion Lig-
ureé 3hown';bovo-(and others in addition) were thoroughly
analyzed by the exngineers of the Company, the cxty.,and-the
Commission, in the Engineering Conference avove referred to
and in Zxhibit "4", tke report ¢of that Corxference to the Com-
mission. The commiseion is thoroughly aware, therefore, of '
the significance of these various figures fron thojatandpointa

of the several interests. It is pointed out oy the Commission’s

chieZ ongineer in Conference Exhibit "A" (page 36) that,zisnéo
(d) includes gll intangibles suck se the value of the bnainéas.'
prospective earnings under assumed rates, etc., and that the
figure, on the face of it, is not intended to be & rate hase
but rather an estimate of what this property as a going concern
“would be worth under rates giving an adequate retwrn mpon this
estimated "prasent worth". It is further pointed out that
gince it is the rateé whick are at issme in this proceeding, i
this fLigure ocan have no direct relation to & rate base.

Witk reference to figure (e) - ("actual performance
value™), the chief engincer points out that this figure, as
that term is used by the Pacific Cozpany, 1= 3 reproduction

o Py
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cost estimate of existing property on tae dasis of labor and
material costs incurred over a limited period of tine oﬁ‘a
portion of the property under operating conditions. 4nd he
states that this method of valivation does not provide for,ap
check of the ressonableness oOr unreasonablemess of costs and
aéooptc.whatever costs were actually incurred by the Compeny, .
regardless of whether they ve normal, too‘high. or too low.

This statement appears on pege 37 of Conference Exhibit "A™:

"rhe engineering department (of the Commission)
has never beexn able to agree that a so-called actual
performance appraisal, depreciated or mundepreclated,
is a reliedle index either to a rate dase or to
'value'. It is our contexntiorn that, in order to
determine the roasonadleness o so-called actual
perfordance Ligures, it 1s mnecessary 10 teatl tren
against investnent or historical reproduction cost
incurred not undexr operating cozditions bdbut under.
construction conditions during & reasonabdle comsftruc-

on period.

Since the Company, as also the Pacilic Company,

appears.to put great weight upon this particulaxr method of ‘
valuation for purposes of rate proceedings, it is p&rtinent'l
to say that,.in our opinion, the objectiong'in ;he pfoceding
quotation appear valid and that welshould be wnwilling to’rely'
on sack & valuation estimate to the exclusior of any other.

We meke this statement in this place because thre 3o-cailodﬂ




 actusl performance figures were ‘pa.'aéo& ppon, in a ‘measure, by this
cqmission in the decision in the consolidation case. harotozoro :
referred toe The COmz:I.asion d1d not then approve the so-ca.llod
actoal performance xnethod. of ,va.luation and we see no reaapn for
a di:trerent concolusions |

The City,.in its Exhidbit "A", objects to all of the.
-Compa.ny'a va.lua:tipn figures,e . IIta prin.cipa.l_ objectionsmay be
summarized ae Zollowa: the rep;odnction estimates are tased on
an improbable ropi-oduction achemo' no accoont i8 taken of 4ue
Aplication. the cond:!.tion per cent givon is not aatia:tactory,
~ dntangidle va.lnes are o:xcoaeivo, cost of additions is ba.sod on’ |
noz:»competitivo tabulation of proba.'ble carrent costs, o account
i taken of a.ctual pexr cent condition of property; perf.omamo
value ie based on at J.ea.st one wvaloation not approved. 'by COm-
mission in the consolidation proceeding; no dodnction 13 made
for do;prociation in por:torma.noo eatimate. ‘.'cho city az]ca :t'or &
.ré=cheock of all quantities and the appl:.-ca:bion 0f new tnit costs
~ approximating hiatorica.l costse It also rooueata a re-dotormina-
tion of condition per cents The principa.l :point of objection by

o tb.e c:.ty to both the. Company's a.nd the COmisaion*s ongineering

depa.rmont'a va.lua:tion ea‘tima't:os :!.a with roierence to the treat -
. ment of the deprociation roserv'o ir tha va.lna.tton. and 1in- tho

rate ba.so. The c:.ty dnsists that the depreciation resorve 88CU-
maleted by the t:mamr i3 to0 kigh and. that that portion which
has been 1zvested 4in pla.nt ghould be deducted from the rate ba.so.
This matter will 'bo discossed onder another heading and 1% is
."-sufﬁciont to afa:t.q'here“ that in the City's figures above, -
both onder (f) a.nd. under (g)z,, there is deducted from the ‘othver-

wise "ma:xiﬁmmv rate base™ the sum of $4,181,327,00, this beingtho B

-




amount of the depreciation reserve ixvested iz Plante .The
c:!.ty's figores a.:ro based on the va.laations ma.da by tho COm-
mission’s engineera in the consolid.a'tion caso, a.zter mald.ng
allowanco for doplicate pla.nt ard with net additims betwoex
‘Decembor 31, 195.5; and ¥areh 31, 1921. In item (gj ‘the net
:.}.dditibna havo_.'béon eatimated to the end of the year 1922
. The éngineénng departmentts figure onder (k) i‘l
roached after en sualysis of the valuation figores, and of
the portion d.ea.iing with the secorities to be issued, 1n
Decision 3845 above referred to. It 18 concloded that
the Cormission, .wh"eﬁ‘ c'onlsolidation'm permitted, took
&3 the best measare of value the historical reprodsction
‘co8t dépreciatod &and that this smoont should, therefore, be-
ta.kon s the ﬁguro reproaonti.ng moat nesrly the rate Dbase
on the day consolidation occurreds Cmm correctness of this
~figure as & fhooret}.cal rate base ia suggested becanse the
new Company, ox consolidation, took over all of the assots
- and liabilities o:f 4he two old companies, :anlud.ing the '
regorve :or accrued doprooiation. To tnis ‘Docembor 31, 1916
figure the emgineering d.epa:men't has ad.defi thq net additions,
sndepreciated, tq Margh 31, 1921, snd this is the figare
‘'shown under (b) and designated as the theoretical rate basee
mhe term theoretical rate base is used by the Come
nmissionts chie:t engineer beca.use 1t 18 pointed out thst the
ﬁguroa shown cnder (k) and (i,) do not reflect the "value™,
as tho term 13 or&imily oeod.. o:‘.‘ this propertye "his ia
becgsuse of the offect of the factor of earning powers Ihis

factor is diacuzaod. in the engineering deparme;t's DENOT LT~

dom (Confererce Exhibit "A", page 46) as follows:




-~

Eaa;ning Power;‘,

"The figore of $16,520,000 does not in any sense
indicate the present day "value™ of this property in
the sence that the texm value is used fn the estimate

. of the company's prezident, for instence. It iz acknow
- ledged: that the value of public ntility property is
made up of two principal elements: Lirst, the plsnt
necessary to produce the “service; second, the earning
power of the plant,. When messured by tiis vniversally
recognized standard, then the present value of this
Property is very much less than the figure snown 8bovee
This is trve because it i8 now earring,end khas been
eaxrning,since its existence under corsolidation, a
very low-return, and & return which is Delow the

08t of moneys Furthermore, the profites from +the buse
ness have beécome gmaller ard, in 1920, according to

the company*s arncal report,there was & profit, after
operating expencs, deprec¢istion, taxes apd rents, of
only $108,406¢00 {this sm was aveileble for the Pay-
mexnt of dnterest,afnking. fonds, axortization and sure
$lv8e The interest charges , accrued for that yearx,
amounted to aprroximately $£429,000400)s For each year
since January.l,l917, the gross income was 23 Lollows

. (gross income is the amoont available Loxr interest,
othexr fixed charges, dividends and surplus, after the -
paymexnt of operating expexses, including depreciation

and taxes): ‘ :
' . Year ending Decembder 31, 1917, $656,674400
Yoar ending December 31,1918 , 266,922.,00
Yeexr eréing December 31,1919 , '101,696400
Yoar ending Decembexr 31,1920 , 131,46C.00

(NOTE: These figures sre subject to some modificetion
.because of intervening federal controle). L

I, therefore, the past anid present earring power
of the property were taken 23 ome factor of "value™ and
of "rate base™, a8 appears tobe urged by the.Compary,
then it 4is ‘apparent that to whatever extent that Lactor
i8 takem into coxsideration, it must operzte as reducizg
the figure found for the plsnt alonee , -

The present insitance affords a perfect example of
the unavoidable reasoning in a circle, 1if it 1s claimed
that rates must be based on "valce™ and that “value™
mast reflect both plant and earring powere TUndor ssch
a theory it is apparent in this case that with the ex~
isting rates the value, and, therefore, the rate base,
of thig property is muck lower than any investment or
valuation figure, and to whatever extent the Commission
inereases the rates, it woold, of a necessity, incresse
the sarning powor ani, therefore, the "value™ ard,
therefore, the "rate baceTe - . ,

Feitrer can it be said that the facter of earning
power haed a-differeant influence prior to consolidations
It is ip the record in Application 2227, heretofore
reforred to, that both predeceassors of the present Comw
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 pany carried on an uwuprofitable buimaa Zor a numbder
0Z years prior to 1916 and probadbly since the ysax 1903,
‘when competitive telephone service developed in Los An-
geles. It is equelly true that, wnder competitive con-
ditions, these losses would ha.vo continued 1if consolida~
tion had not been brought sbout and permitted dy this
Commission. -
. The Engineering Conference Iis agreod that the Lactor
of past, present, and prospective earning power 18 &
negative quantity in this yroperty and would result in
& further reduction of the figure of $16,520,000.00 found
-above. It is also agreed that a capitalization of &
proavective rate increase by tiae Commission would de
wnsound and unreasonable and that suck capitalization
should not be permitted in any degree to affect the rate
ba.se to bo '”ou.nd. in 'this proceading "

A ca:reful coneidera.tion. of the facte dea.l't with 'a.nder

. this heading 3ue'biﬁee we Dbelieve, the doaigna.tion "theoretica.l
' ra.te baae™ to any ra.te base figure tha.t has been oatima.tod by the
COmpany 3. the crby g8, or the Commission's enginsers. We believe
a. distinction must be made be'bwoen & rate base on which 1t haz
’been possible to earn & fLair re't:um in tke past, und.er rates
:fa.ir to the public, and -3 rate base on which a £ull :!.'a.ir return
has not beer and ca.nnot a.'t the present time be earned uuder auch
re.tes;. chs;dering the earning possibilities of this property
d'a.r.’f;b.g the time prioi to the consolid.a.tiqn‘ and to the ﬁw‘re‘ years

aﬁ'bsoquent thereto, it 1e 1ot possible to speak of any but a

‘ theoretical rate base.

We shall: indica.te under a later heading wb.a.t rate of
retura tkis applicant may be expected to earn on ons or several
capital figures, under rates fair and reagonable alike to the |
Conpany and to the subacribers, alter operating exponses and
reasonable 'a.liowa.nce for depreciation and .p:.-o;per allowancoes Lor |

taxes and other items have been provided for.

3. Dnblication of Property.

, The City ma,inte.ins that the CGmpa.ny 8 present telephone
pla.n't is still burdened with a considerable amount of duplioa.ted
property, resulting from the consolidation of




' .two competing gystems and that 'the’ amount of soch doplicated

: 3cost a.'b.ould. 'bo eliminated both, a.s it affects the rate base and -
opera.ting e:pomes. It 18 auggested. by the City that the oaly -
accurate way of*det emin:.ng snch duplication is dy mea.na o:t 2
care.ful ﬁ.old. atndy. The. Company. oz the other ha.nd., po:i.nta out
that the chie:f.’ :Ltem o:’ &nplica.tion was in the two telephones
-tha.t many people ha.d been under the necessity of mnlling
“prior to conﬂoliaation. All thoso duplica.tiom were snbaoqaent-
| 1y removed with tho Tesalt that facilttiea wore made ava.ila.blo
,:ror additiona.l busms“ It 48 also pointed out by the Con-
pany 'that the a.d.ditions 0 the plant male since. the d.m:e o:f ‘
" conaolidation (nay l 1917) reprosom a very lsrge proportior.
- of the e::tatins plant a.zzd ca.mo’c be considered, in any aem,
a.B having cluplication mclud.od.. In %the COmpa.ny's op:t.nion there
18.100 duplica.tion oxioting in the operative property at tb:!.a
© times |
We are: sa.tiaﬂod. that ther offects of the existence, :tive
_yes.ra ago, ot two se;parato %elephone plants of pra.ctically
: equa.l mporta.me are st:!.ll present to some oxtente - The Come~
. _mi.ssion'a engineers point ou'c ':hat 4+hore 8till, of necessity,
exi.sta duplica.t.ton in the matter of poles, right ot way, oa.ao?
menta, ca.ble, cond.ai'h u-o.nches, and central ofﬁ.ces, and. othnr
. &x?ms . Thia duplzcation must heve its effoct on the cost of
tho plaxrt a8 well a.a on the cost of operatione- Wg are mot por=
_ suaded, howevor, +hat the loss resulting £rom th:!.a cond.ition
' should be - bome b‘y the Company in its entiretye The pudlic ha.s
bonoﬁted, to some: e:rtem: at least, by the oﬁ.atonce of this du- ]
plication. ' The' spa.re plant made available by the d.iaconmct:!.ng
> of 15,000 du:pucato stations made poaeible 4he taking care o:t a.
3 considerablo numbor of new telephone applications under the a.'bf-_-
) nomal material and. financial conditiom prevalling in 1918
' a.z:d. 193.9. It is also a fact that the com’oimd service ot tho
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two fdrmer systems res dpeen delivered to all subscribers at the
rates in effect when tae dusineses was divided between two con-
,peuing concerns. We reack the, conclusion that, from the stand-
point of the rate base, the duplication reflected im the engineer-
ing department's f£igures nnder (k) and (i) in the preceding head-
zngtia fair and reasonable to theICOmpaﬁy‘and té the public alike,
and wo shall not make a Lurthor deduction on that accomat under

operating expenses.

4. Operating coata and other expenses and chargoal_and estimated
’ revenue.

It.is our purpose to Lix rates in this proceeding whickh
will 2llow the Company reﬁaonable operating expenses, including a
proper allowance for depreciation and taxes, reasonabdle éomponaa-
tion to affiliated companies for service rendered or value re=-
ceived and, in addition. & reasomable Zair return having in mind
the essentlal conditions surrcwnding this utility. |
| A careful estimate of operating expenses necessary to

the Compeny was worked mp by the Engineering Conference. On a

number 0f such oxpense items there is agreement:; on other items

the differences of opinion and the reasons therefor have deen pre-
sented to us by the several engineers. We .shall summarize the
agreed items and then brie‘ly discusg the items in dispuze. mho
eatimato of operating expenses for the year 1922, baaed on ocurrent
expenses plus estimated Iincreases and figured as avorago it costs
per station, and taking the average zumber of stations for the

year 1922 as 170,310, is a2 follows:

Uait per atation  Total per
vexr montk Yoar

Ordinary repaira, .860 $ 1,757,599
Station removals and changes, <140 '+ 286,121
Traffic expenses, 1.200. 2,452,464
Commercial expenses, 475 970,767
Genersl expenses, _ 085 173,716

Sub-total, - L 2780 3 5,640,667
88y - $5,642,000 °




Upit per Statfom  Total per
per Month . Year

; B::ougb.t forward - 2760 $ 5,641,000

Ge Remt dcductionc 30,000
" 7o Lmortization o:f la.nded ca.pita.l , - 24500
3o '.Ea.xca | , , | 480,000

Sub-tom, ' | 3 6,153,000

:r!he amounts shown opposite Lftems 1 to 8 above are reason-
-a‘ble_ estima.tea of the actual apount of expenses that will have
to be met during the year 1922, regardless of whether these
amounts may be coneldered as normal or atmoxmal. It is the

City's position, however, that operating conditione, sud there=

fore operating expenses, camnot be considered as norma.l at tha-
present time, nor in 1922, mhe City urges the m of a:v-eragc
:tigu.rea over & nunber of yeazs, properly adjv.s'cod % allow for
mnsm. conditions obtaining by resson of existing dmplication,
delayed insta.lla.tions 'ma' the present period o:r wmususlly 'hea:v'y
construction. . Becanse of these considerations, the City con~
tenda for a gené:al reduction of ope:aﬁng expense itens and
pa: ticula:_y for & 10% reduction in 1tems 1 and 2.

We have al:ea.dy sta.ted. our views with reference to
duplication. With re:ferencg to abrormsl conatruction con-
&itione, and the situstion resulting from delayed 'mzténa.tzona,
we believe that, a8 to the former iten, the actual o:pe:ra.tmg
_¢osts should be a.'I.lowed. unlese there is Mdonce that with '
more efficient mmgement and operation such ooats can be re-
duced.. Yo evidence to thet effect is bo:tore the COnnniaaion in
tnis proceeding. The matter of delayed insta.llations 711 heve
attention :L'a the conside*ation of the quality of the 'serv:.cc
rendered ‘by the Company and its ef:tec"' wpon the rates. Fe can
also not be u.nmind.f.ul of the fact that the mpxecedenteﬁ growth
of the City of o= .Apgeles, in ‘bu.‘!.lding activ:tty and -
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population, and 'in expansion of all sorts oZf business enterpriees,
lla.s created an equally uwnprecodented demand for jtblophqma. ' We
800 1o indications Justifying a belief that this growth will be
retarded or come o & pause in the future. On the 'oontrary in
our. .‘Judgment the indications are that this remaxxca.ble develop-
,ment will continue and the conditiom which b.a,ve been deaie;na.‘tod
as abnormel in thie procoeding nay, for eomo considmble time -
to come, prove the normal conditlion oX Los Angelesz. Holding ?o,
this voonc‘lt.m.’uon, wo éoo 20 Justification fLox ‘a_.'-_ p;:rconta.go rodﬁc;
tion in the operating expenses shown above. on :gocounf. o:‘tho:!-.r,“
being abnormally high. - “ N
- 0n other expense Lltems there are ma.toria.l diz:eroncoe |
and it will be necesaa.m to analyze the moet 1mportant ones :Ln |
" some .detail. ' ' |

Deprociation -

- We consider the matter of deprecia.tion. of graa.t mpor-‘ |
tance. The Company for the yoa.r 1922 claims a- depreci&tion sllow- "
ance under operating expenaos o2 $1, 4.28 000.. The allowa.noe os-_~
timgted by the Commission's engineoring dopartment :tor the m.mo
year is $730,000 and the City urges as a su:t:ﬁ:!.ciont allowanoo
the sum of $610,000. It 2111 be well to atate the bases for’

theaa three ﬁgurea. The Company figures 1ts. deprecia'tion al-_ , .
| lowa.nce for pla.nt ard equipment ox the ao-oallod atmi.ght 11m ,
‘method and on the book amount of depreciable property Lor the : "
average’ 6;.‘1" the year 1922 ($23.800,'OOO) . To t.':_zo cost xg:hov_m on”'_v_, ;  |
the Company’s books on Se;bﬁember 30, 1923. vthoro‘ 1;3 added . the -
estimeted net additions for the balaunce of 1921 and. ha.l:t of 1922. .

- An axhaustive ata.tement bas heen filed with the Cormission by tho

COmpany showing ite poai'bion on the ma:ttor o:r depreciation.

It i8 difficult to summarize thie extensive preqon'ta.tipnr It .

may be stated, however, tba.f. on the whole, it 18 based prin'-"ﬁ .
clipally on accounting con~ |




s.tder&.tions a.nd 2 the cla.asi:tication of accomts preacribed. ‘by

the Internta'ce Commerco COmiasion and by this cmgaion. (r.‘ho
Company maintg.ma that in meintenance e:penaeait is er.tit:}.od.
- tov a depreciation allowance for a1l losses ah:tfez?éd" through .vtﬁe -
cnrfont lessening inuvv'aido.;'- of tangidble :propert’y":!rom weax ‘and tosr
| not covered by eun'ont repeirgse This: includ.os obaoloacence and;
_:Lnadeqna.cy reaaltmg frox age, physical ohanse or euporaession.
by resson of 'mew inventioms and diacoverﬂ.ea, changes in’popalar
dema.nd.; or pnbiid requirements and losses sa:f:férod ‘through do—‘
atrn etion of property by extraordizary casaa.ltios. Undor tb.ia
asccounting delinition-the experience, over 8 nmnber o:t years, o:t
the asaociated Bell telephone companies throughout the Unitod
States witb. pa:t:!.cular referonco, porhaps, to ‘the oxperienco S
o? the- .‘?aci:fic cOmpa.uy. is asod and the percentagen thas o'b-
ta.ﬁ.ned. :cor tho var:'.ooa clagses of pro;porty axre applied. to thu
,property of the applicant. An inspection ot applica.nt"a azmua.l
repvorts ﬂ.led. with this Cmmisaion gkows, howover, that tho do-
precia.tion ra.toa have changed. ::rom “ime to time m that, during
tho :period of :todera.l control, the proviaiona of the Iodora.l con—
.tz-ol auperudod the (':ompazw'a practicess Tho COmnany and. tho ,
.Paciﬁ.c cf.vmpa.ny botk rocognize the fact 'chs:\:, of mcossity, a.nd
in the na.ture of thinga, any deprecliation a.llowa.nco muat partm
. 0% the apecnlative and that 'tho amount in the’ :cosmo c.azmot at
any time, measare 'r.b.e actnal phyaica.l deprociation and. convarzoly,

- the physical depreciation, at & givon 'cime, ca.nnot moasaro tho

'_axnoan‘z: which ahoald be in the regerves This mast be 80 beca:uso |
the present phyaical condition o:t.’ 2y ;proporty i3 a phyaica.l: :Ea.ot.
The amount whichk must go :m.'to tb.e Teserve is nocossa:ily, to.a car-
tain extent 'ba.aed on hnothosis, because thia roaorv'e muat ;proﬂ.d.o
' ,:f.'or :fa.cts s.nd con‘bingencies which beve not yet occnrrod a.nd. which
lie in the fataree | ‘




The Cbﬁpany takes the position 4%at under the ac-
ccownting rules 1t is compelled to set aside its depreciation
regsexve in cqu&l reriocdical installments on the siraight line
etrod and that to use a siaking fund depreciation amnulty
would be unlawful. It zaintelins that the rates fixed by it,
the amounts‘pfopoéed 10 be set agide in this proceeding and
the methods adopted by 1t for the accumulation and use of
the reserve zuzv not be interfered with and. that at least
the suz of $1,423,000 iz required 4o cmable it %o render cf-
ficient servicé. It may be stated ithat the method used vy
<he Commany resulis in a ratc‘very closely approxim#ting
6% per annum on the total desreciable property.

The City‘s‘cstimate of an adequate depreciotion
cllowance is in radical dissgreement with *ne Comn_ny’
method., The City éontends tzat the rate of apv:oy‘*~*c1y’

entirely +¢¢ greatlfor the reason, mainly, that ¢ue
1ife of the varicus components of the pProperty, as submitied
by vhe Company, ic ens irely_too snort. In the City's opiﬁion

-

the Company has, with segazd 4o 1ife, ©o ovsolescence, to ine-.
adequacy azd ¢ sa”vage, mode cssurptions as imp **c*icable
and wsound as *“e theory of reproduction co3t new vubmi cd

Ty tze Company.

According to the Cisy's contention tae $610,000

per annmux, estimated oy it 28 a deprecia anzulty, ic the
maximum and se azide on a pinking fund bacis at 2 7% rate
of interest in monthly insta_l_e“ts will an»ly takc care of
.the retirement of all of the depreciable property at the end
of its 1life.

The theory on wbich the City bases itz a:eument,
can est be indicated by, & quotation from the statement of
the chicf engineer of the Board of Public Ut:.‘.lities (Con-
ference Exhibit A, Page $9):




*

"Tae City iz of the opinion that the burpose

of & . resgerve fund 13 Lfor tae *enlaccmc_t of worn

out plant and iz a guarastee +hat the original in-
vextment will be maintained. It *uae the position
als0 na* the money set aside AO“'*'* 3 purpose should
ve placed in a send *ave fund a3 provided for in Cali-
fornia Statute, Section 45, Public Utilities Act. The
interest or “hic 3ena.ate Sund skbould be calceulated
at the prevailing rate and set aside and made = polchoge
of the furnd. This thke Company does noet do at tae
present time. The City contends that while the re-
serve fund ’o* replacexent belozgs to the property,
it L8 for Just one purwose, namely, %the rcplacemcnt
of worneout promerty, and it was taken out ¢of the
rates pald by the subseriters Tor thot purpoze onlye.

A3 coniditions ade at the present time, the sub-
seribers have absolutely no nrotection agaznst the
neglect on the part of the Company +to replace old
and worn out ;”aﬂecua.e cquinment' tiey have no PEO=-
tection againat t2e lack of service *esu_uzng from
a failure to replace inelfficient equ_nmen in othex
words, the condition per cent of the Southern Calie
fornia Telephone CO”ﬁunj is azn uznimom quanu-. . WE
do not admit for one moment +hat thue comdit lon per
ceant of ithe property has novhing vo do. with the serva-
ice rendered by tze Company, oxr wiiz tae matter of
rates. : :

Ve cannot agree thot the reserve fund may be
used by tine Company foxr any Purpoce whatever which
e Comp“ry may find converien I wou*d seen 1o
us ¢ the only guarantee oFf rood .aith the ex-
penditure o< the money set acide for a pﬂ"*zcu’ﬂ*
purpese and included in the-x ates for tha purpose,
is that the Commission should 2ove charge oot% of
“he debits and credits to tne dep*eciat;on reserve
fund, ' '

Ve contend that the Comxissiorn should »e the
Jjudze of obsolescence whenever a radical change is
propoced. Ve do not contend that either obsolescence
or -nadecuacy wld te horne envirely by the rate
nayer -

Tze statement that the Gove*nmen. allowed ¢
Company 5.72% for tae cdepreciation fund is absol utc-
ly irmmaterial. It ig cx.reme“y douot wl v etger.any
estimate was ever madce duri ag wax izmesg on waat tac
rave of depreciation should Yve. Wc would need +
be chovn “hot *“e Govermment was net inf’uc“ced OJ
engineers of the American Telepkone & Telesrapi
Company in -riving a2t thaiz rate of 5.72%. .

g1 Ci*y contends tkat nc one can p:opqc the
cx&cv ameunt nec¢essory ”o“ the replacement oL prop-
riy or Xeeping intact the original inves wient. Ve
contend that 2 reasonabvle amcunt over 2bove 1tz
actual ¢current cplacemen -} taac care or emergency
w;uha.awa.° sﬁould te ses side anr"ally and placed
in & separate fund together with- the intercst thercon




and the fund put under the supexrvision of the Cali-
fornis Railrosd Commisaion, and used for the only
purpose for which it was ever taken out of the rates
-~ pamely, the replacement of worn out plant, and
keoping the original investment intact.. Showld 1t
become necessary at any time, in the opinion o2 the
Comnission, to ingcresese the annual allowanses for
deprecistion or shouwld the fund accummmlate too rapid-
1y to take care of current replacements, then the
Comnission can incresse or reduce the annnsl pay-
ments. By this metkod there will be no tendency to
noglect replaccments and use the momey f£or some other
purpose.”

It is also the positibn o2 the City, as indicated
under & previous heading, that oz the vortiom of the deprecia-~

tion reserve invested iz plant the Compary is not entitled to

a return and thet the amount so izvested should be deducted

fron the rate Dbase. '
The Comnission's engineering department bas also

made & repoxrt on this item and its estimate is contained in
Conference Sxhibit 4 (Page 103). |

| It 1B.the conelusion of tho department that the de-~
preciation allowance included 1ixn operatiﬁg expenses by the
Company in the past and estimated for tho fuzuré, is too high
and tast the estimate for this item &s suvmitted by the Com-
vary iz tﬁia-prbceeding shﬁuld be materially rodﬁced. ‘Oufl
engineqfs report that neither thoy, nor.tho company;s engineers,
nor the City's énginéers neve made the deteiled anslysis nec-
essary to determine an accurste doprociation allowance £Lor

teis perticular property. Suck an azalysis would require a




izt of property inventory i ems in'the various'accounﬁa, e
determination of lives and salvwgc value, 2 dizti.ction ve-
tween &epreciable and.non-deprcciable_p:ope:ty and besween
suck iiens as éhould ve renewéd through oxrdi na_y mu_»tenarce
expence and guch ag saould ke replaced out of a dep*ec*a ion
fund. It 4z the depa_ume“*': conecl u3101 however, thod on
apprbximaﬁe figure sufficiently aceurste and fair for the
zurposes of tnis case can be found on <he vasis indicated in
‘he Coafereﬁée report for the estimated £ gure of $730,000.
Tals a2llowance, according o our engineerc, should be sub-
Jeet to further modification by reason of'the’exccséive re=
serves cel acide in the paot and by reason . of ithe fact that
the cn*n_ngs of the deprec ation fun nave not been added
to thc Jund but :e-:nvested in plant, tae ownershiﬁfof whigh
¢ now in the Company and. inc“"dcd in the dcpa_tmen 's rate
tasze. Acco-d-ng to owx engineer ' Tigures tae resexrve es-
tizated By the Company fox 1921_15 from 43 to 480 00 n_aa,
aepena*“ upon whether 4he 6 or 7% ginking fund'rate e used
and the saxze percentage approximately prlies o the deprec-a-
tion allowences ges auide by the Comvany 3ince conso;zda ion. -
LIt appears that the tosal amount set ac-de by the
Company betvec“ Lay 1,1917 and June 30,1921, iz %4 129 474
exd it iz estimated that in skis peraod there has oeen‘go;ng;
inso the depéeciation rcgerve an excess agmouns of_$i,651§790.
| In'Applicant's Bxhivit No. 30 (whiéh is,the'rppiy:'
mezorandum to Exhkibit B of tke City of Los.Aiséles) counsel
for the COmpaﬁy reviews the gdéition of the Civty, and %o
come extent the sﬁatcﬁen:s of the‘Comﬁissioﬁ's en@ineering-
departmeht‘on this matter, and calls atten..o* ‘o certain

exrors in computation and tc certeln otiher metiers that axe

not conceded to he crroxs by thae City and by our engineers.
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The Company in its Exkibit 0 xe-states its position and xe~

1163 for the somndmess of its ¢onclusions principally upoxn
the prescribed sccounting ciassi:ﬂica.tioﬁe. It suggests that
the matter of depreciation ia'outside tke Jui:igdietion ot
this Commission and that there is moteing for us to do dut
to accept the Company's methods and practlices and to allow
the amount they claim"unde:.this Ltem. This view is taken
because the Company contends that the Interstate Commerce
Commfgsion hes sole control of this ma'tte:._

We are of a different opinion and the question of
jurisdictior we do not believe %o be at issue. The smount 0
take care of d.epzociat.ton'is one of the largest, 1Z mot tho
largest, single item in the total sum that nﬁﬁs‘: be provideqd
:Eo:rv:l the Company :I.:a. rates. We believe that this COmmissidn,
beling the rate-making body, hrasg not only the right dut the
duty to scrutinizo this expense item mos?t carefully and to
include 1%t 1in the total sum of momey to be provided for in .
an amouwnt’ reasomsble slike to the subscribders axd fo the
Company. The fga.blic Ttilities Act cleaxly places this function
upon the Commission and Section 49 o2 the act reads in part a&s
fo0llows: '

T o o . . The Commission may, from time to.

time, ascertain. and determine and by order fix the
proper and adequate xates 0L depreciation of the
geveral classes of property of eack public utility.
Esach public uitility shall conform Lis deprecliation
accounts to the rates so ascertained, deiermined and
£4xed, and shall set aside the money so provided for
out of egraings and carry tke same In & depreciaiion
fund axnd expend such fund only for such purpose ard
under such rules and regulations both 28 to original
expenditure and subsegquent roplacement as the Con~-
nf sgion may prescribe. The lncome from Iinvestments

of morneys in such fund shall likewise he carried in
guch fund.”
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Prom all the evidence on %his point Wo conclufe that

the sux to be allowed as en operating expecse for a depreciation
ansuity showld be $780,000. per yesr.. Set aside Ln momthly in-
stallments of $65,000. 4rn & siniking fuad, Witk provieion ‘that |
the earnings accruing are added to the fund, this amouwnt will
retire, compounded at the ordinary imterest rate of ve%,‘chlé':otal
deprecisble property v:itb;in 2 reasonable lLife eo:pec‘bé.ncy‘.‘ Thera
can be no gquestion, in owr opiaion, a‘bou‘t the adequacy of an al-
lowance that Will accomplish this end. _
Our view of this matter aoes not go %o the mere ac~
counting consid.era.tiops\ ard is moch more far reaching. This
Comnission has constantly held tome_ view that 'a. Proper depro-
clation annvity is an operating expense azd must be allowed
for tho same ressons that proper iﬁe.mtemce e:f;péa;ses musf be
contributed by the rate-payers. We make such & depreciation
allowance not merely in the interest of the public utility and
1n order to ensble Lt to keep up its plant, dut, more impdr‘tmt,
in orxder %o assure the pudlic of the permasency of good service.
The deprecistion allowaace, 'there:foi'e, iz & con.‘t:i‘bu'ti‘on”tb.e'
public is making to the wtility in oxder to iasure & oon‘tinu&-'
tion of 3ervice tarough the renewel of pla.nt worn out in the
service to the public. |
If the Company concludes 4o iznclude more than $780,000.
in opéra.ting exponses Lor deprecietion, the excess must come
out of the allowance Zor & fair returo. In our o:pihion‘the
amount claimed by the Compesy ie excessive azd the awount al-
lowed by TS, deotermined as it ie for this particulsr plast at
this particular tims, 18 ressonable in view of &ll cifcmnsfancoa.

We arg. aware of the Lact thet the Inters‘téte ,cmmorce“




Commission is now engaged in an investigation of the subjeot o
devreciation as it relates 0 interstate telaphoze utilivies

axd uwaderstand that there is P likelihood of fbat Commiesion
establishing depreciation-per_cenfba,geé. fo: the verious items of
préper_ty. Thether such j:ercen’ga.ge rates, 12 ary are to bo Lixoed,
will be intended to apply té all interstate tolephose systens
througﬁou't the United Statles or whether percentages will be de-
tomir.ed. according to the fact: and nocessities iz & par‘bicnla.r
terri‘c-ory, and 0% & pmrt.x.cula.. coxpeny, we do not know. The
Pacific’ Cozpany, which i particularly interaestoed in tais ma:tter,
by reazon of its stock ownershiy Iz the Soutkera Compary, is &o
interstate compeny, while the lettoer compeny is ecgeged 1o & .
Purely intrastate bns.’masé. In viow o:E‘ vae preseant sfa.tns of
the matter, we Trefer not to direct & change Ln tbe‘p&:cenfagea
employed by tho Company in settfzg mp oa its books the dé;orgcia.—
tion acerulng iz each class o2 148 Gepreciable property. We
shall not ellow ir operating expenges £or d.eprecia.tién any s
.larger then the emount above Indicated. ¥We 2old to e view
thet tho proper a.mou.p."t to be set aside for & mrticular mgper‘:y.

ceznot be deternined by rule of thuwmbd, or by the use of gozeral

percen‘tage° spplying over a ‘territory 28 h.:ge &8s 'bhe Tasn e&".
States, and ucder conditions as mied as ‘they are "’om:za in t.ae
lerge nuxber of se:parate telephore utilities. Ea.ch_property,
‘we 'beliove, ouet bo goveme&’by its owz paéticula: ci.rcvmsta.ﬁces
's.nd requirements. axnt the local xa:be-making body seexms 1o 'be :
in the best pos ion. *0 ccnsider and deternming tre a.mounte
whick properly szould be set agide for depreciation.




Payments to the American Telephope & Telegraph Company.

In 1ts estimate of expenses the Compexy claims for

thia 1tem under the designation "licensee rwonm"’ thz: smnua.l
smount of $217,000.00. The City's sxd tke Commission’s onginoer-
ing department’s allowancs s smaller end axomste o $120,000.00
8 year, The éﬁgineering :depa:tmént's figure 18 based on the
conclu.eﬁ.on tha.t, regarnesz of the method ~of computation, thin
anount :La & reasonable payment for services rendared by the
‘Amuicm Company to the Southern Company in view of all cir-
cmnstances sur:com:ding the plant st this time and tha.t wi‘.tl :
surround it in the next few years. The COmpmy's figure :I.a
'ba.aed .on" an ag:emnt now in existence detween the :Pa.ciﬁ:c
COmpany a.nd. the Southern Conpany, and- particnlazly on Section -

6 of that agrgmnt regarding license ‘gontr'agt paqmntg on a
gross éa:ming basis. This itom, therefore, g008 'co‘the"’. '
matter of the relation between this Company, the Pacific Com~
pEBY, ti:.o- A.me&:ican Company, and other zffiliated ox Bﬁfbéid-
fary corporations. Ax inguiry into this ;elé.tion — one of
the aubjécts ssgigned to the Engineering Conference. The
éoniermca hae exhaustively reporteld on this point axd there

are bezoré the Commission the views of applicant and of fhe '
Pacific Compaxy, a8 also the views of the City and of our
engineers. We shall briefly desl with this mattter wnder snoth-
er heading. It is sufficient to say at this point that, after
& caxeful conslderation of the entire record,we are aafiaﬁed.
that the Inclusion of $120,000.00 Ln the expense estimate is

& reasonable smomnt for the services rendered .bs; the .amrica:a.

Company to a.pplicmf.




Uncollectible Revenue.

The amount 2or reverme waich the Company will be
unable to collect and whick, the:ézore. must be & charge
upozr, the genersl business, is estimated by the Eﬁg:.neering :
Conference at ome-half of one por cent of the estimated
gross revenue. We axe willing o accept this qsfimto'
and are making an allowance f£or this item of $41,000. ]

Sumparizing the foregoing items, we rave & total
expense estimated for 1922, exclusive of fair retwrm, os
follows: |

Opersting oxpexnse itens 1 to 8, inclusive, o
(a8 enumerated 8HOVe), « « « « = « « « o $6,153,500.
9. Lnnwal smomnt to be put into depreciation
i'ﬂnd., t‘oc,.-oao‘o'o-aaoo-c 780,000.
10. Payment to Amerxrican Telephone snd.Tele~

graph COmPAnY:) « o  « @ o = « » « = + o 120,000..
1l. Uncollectible ROVERUO, « « ¢ o o o « o = 41,000,

Totsl, - $7,094,500.

The rate schedule we are proposing is eatimﬁted by ,

the engineers to produce & gross revemue in 1922 of 38,300,000,
We wish ‘to call attentiom to the p&centage growth in the cOn_z-,
pany’s revenues during tbe last three years. It sppears that
the 1920 revenues showed an increase over the year 1919 of '.
approximately lé% and the 1921




revenves over those for 1920, in spivte of delayed installaw
tiozs, are likely to show an increese of at leest 14%. ohe
estimé.‘te of the Commiszsion's telepnone engireer for the year
1922 (under preseat rates) shows an incrcase,.howevei:, of.
only about 9%. The gross roverno estimate derived from the
rate schedunle suggested in this decision 18 based on the
ssme spproximste percentage incresse in business as ie the
astimate assmnidg & continvance of tho present rates. v.";a
arge inclined %o helieve that the dusiness of the cOﬁxpa.ny. in
1922 will chow arn incéease ‘¢losely proportionate to the one
of the preceding year. IXf thie view i3 céxréct,, there 18 an
uzderestizats in the engineers” revenue .fs.gu:eé.for 1922 rether
than an ,ova:estina.te.'

-

The're.‘ce bage we have in mind is the s of

$23,800,000. Tkis sum includes the estimatoed capital expendi~ -

tuzasp.ééessa.ry t0 take care of. thé 19'32‘ brsiness and 't;heaq~
pow cepital exveasditures (partly made and partly not yet ma;ié)“‘
amount to %6,738,000. Te are aware that, to a8 considerable |
oxtent, the re’bui.id.ing of the Tos Angeles plant is now going.
on. a.nd'lg.as- been going on for some time. Unquevstioddbly & por-
tion of the capital expended is not oaly, _p.aefui for the sta~
tiong to be immediately attachod to the present gystem, but
will be uceful for a.d.cii'tiona.l future business. Good telephone .
ongineering domends the design and construction of the plant

in suck msaner.




Thc Engineering Conference .agresd that there showld go into

the rate base such cost of new cor_.!.st:rucfion as 43 required for
the needs of the eétima'ted. auxbor of sta‘tions'plﬁ;s & rea.édna.’ble
margin fér spare facilities and Coxpsny maintains that the Lull
amount of 4‘5;6,.738,000. 008 not provide for enything in excess
of suck ngeds. |

Tith en est_ima.‘bed‘revenue of s«;e,'zoo,o'ob.,fand.total
estimated expenses of $7,094,000., there r.ams.in.s 8 fnel'r. return
of §$1,206,000. This is spproximately 5.1% on the ogtimated
rate bage and falls short by $222,000. of & 6% returs.  In our
opinion “he Company will eexs & 6% retwrzn on this rate base
Since we are satisfied that the ostimates of earnings are
nnduly o aservative. We consider such & return ag ressonable
aad gotirely fair %o 't.:he Compary in view 02 all the circtm=~
stences in tRis case.

Wkile this Commission hes répea.tedly pointed out
that the voj.'ame and tho classes of owtstarding séc'azitiesv can~
not ve qontrdlling in the determination of & Just azi reasonsdle
rate, We wish to point out tkat the ZLair zétm:n as_és‘tima.jﬁed. above
will be sutficient £0 provide for all of this Compeny's inter-




o8t on oﬁtsta.ndin.g‘bond.s, allow for interest paymests for all
borrowed morey and for additionsl zzo'ney that will have to be
borrowed In order to carry out the 19522 progrem, ani in addi-
tion Leave & substantial surplus. This, it arposrs to us,
nust be considered a gratifying Linancial situation as ‘é‘.om--
paxred witk the cordition prioxr %o consdli&exiop. and a.é it would
nave boen had consolidation no%t: beer pormitted. o
Re<erenco should be made in this cozmection to the

metter of the avportiorment of toil reveaues and exvernses

between tho exchange compasy snd "'ahe +oll coﬁpé.ny.' The City
contends that tke present 30% revesue apportionment to the
Company 18 insufficient and that at least 40% of the toll
revenue sbould be credited to the Tos Angeles exchenge. IZ & |
increase vere made, the grose revente o2 the Company would, of
course, e incressed, the net reveaunes would be ,‘in.creaséd in
the same amomnt end the perceatgge of fair retura would in-~
orease accordingly. ” '

Te bave given careful consideratior to this 'ma.t-t:o:.:-h,
Tt may be that upon & close analysis the spplicant mey be e~
titled to receive & larger proporti’on of the toll roveaue thas
it receives at presont, but no date is be:fo:re tb.e COnmission
at this 'bime that would porzit of & "’a.ir d.etamina.tion o2 'the
q;zoa‘tion. A reappoxtiomment of 'toll revenue, i't ig a.lso a.p- )
paront, would take this reTenne away' Srom one bra.nch of tho
Pacific Company's business aad give it to another, end in this

ronner would have en effect on other telephoce rate structures

which &re 2ot aow at iseue. Ia our opiniorc it seeme desirable -




%o let this matter rest until a statewlide determination can -
be made. |
Be. Ba.te Lraa..

'ﬂr:_m' Company sutmitted exhibite showing a.’ p:op‘oujnd_.
primary rate area. This proposal was objected o dy the City
and the Ltox was one of the mgtfo::a referred %o the engineer—
ing con:ezonce. It appears tha.t the prima.ry rate area is sub~-
stantially- a.g:eed. upon by the conference with. one mtorial |
exception. 4s recommended by ‘the Commission's telephono on-
gi.noer and accepted ‘oy the con:te:ence, the COmpan;y's p:roposa,l
is mod.itiod. by the excluﬁ.on frox the area of & amall neck
ot te:xi‘tory along Vexdngo Road, oa.st of ‘h:op:'.co. and the ex=~
tonsion o:t the ares to include & ¢4strict in the southern
part of the c:t.ty, 'bgnnded. by rlozencov Avenue on 'Kb.e.north,
Mountain View Avenue ‘on the east, Mépcﬁe stoxr Avenue on the
south snd Central Avenue on the wost. Te believe the Company
should adopt this rate axes zud the exchange rates :mat“ffﬁ",
this decision shonld apply within this territoxy. o .

It is the City's contention that the socalled. Pdma- "
Culver distric-: should be includ.ed. within the rima.ry :m:to
ares. The CQmmission has. decidod. this matter In. Dociaion Jo.
9616 and the only point 1011: oper at this time is tho loca.':ion
ot thg’ Ios Angeles primary rate ares ‘bm:.nda.ry closer %o the
':Ea.lma—cglvez city boundary, or further away 2rom mt boundary,
compared with the presemt location. Tho rate ares hozc-, sug—
gested eztond.s the present boundary; that is to say" g:1 lazgo:
to:ritory w1ill be available %o the Los ingeles e:cha.nge xa.tos
than 18 &% preszent the ca.se. A ravezaa.l of :Deciaion Jo. 9516

doeg not appear Justified.

-




6. DBntesa.

The rate struciure proposed dy the Company in this
application compares with the present rate struciunxe as fo0l~
lows:

Pregent Rates Proposed 3stes

Class of Sexvice Wall Desk Wall Desk
l-Paxty Business Flat $6.26 £6.76 312.00 $12.25
1-Party Busiress leas 5.50 5400 .
*)-Party Bus. Prepayment 5.50 .6.00 6.00. 6.25
2=Perxrty Bus. Flat 475 5.26 2.00 925
Business Zxtensions 1.00 1.00 1.00 1.00
Buginess Suburban %.00 3.00 3.50 3.75
1-Paxty Residexnce 2.50 2.75 4e25 4450
2=-Party Residence Flati 2.26 2.50 350 2.75
4~Porty Residence Flat 1.76 2.00 2.75 3.00.
Regidence Extensions .00 L.00 1.00 1.00
Busginegs P.B.X. Flat
Switchboards
Cordless 3.00
Con'l Coxrd 3.00

- 5,00 -
Non-Mnltiple -— — S.OO(Up 0 80 1:‘1.'1108)'

- .,

Unltiple . -— 10.00 . v
HEotel Flat 2.00 .
Non-Multiple - - .OO(Up 'to 80 Id.nes)

. Multiple - - 10.00

Stations - :
Commereisal 1.00 - 1.00
Jotel
Yot in Guest Room 1.00 - 1.00
In G’d.oat Room 0035 , - 0'.50

- Intexcommunicating 1.00 - 1.00
* .. " 20" 0.60 - 0.75

- w 30 - 0075 _—— 1.00
Trunks 1t B.W. . 8.00 - —-—
v o AQ4'l B.VW. 700 - -

bl I-ncoms 5-00 - 6.00

¥*Tnder prosent rates appears undexr Section 3 of tariff.

We are satisfied that the promosed ratoc are 00 high and
would de unfsair snd unressonsdle to the subscribers. Ve soggeat
the Zollowing rate structure and believse that with these suggest-
od Tates in effect ttere will be produced the gross revenue pro-
viously estimated and that tcie income will emable the Company t0
give good and adequate service and %o tske care of the future
telephone reguirements of Los Angeloes. |
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Proposed Rate Structure

Businaess .Se:ﬂr:Lce-

: zRate per Moath
‘ ' Yall Set Desk Set

Taddividual Tine, Un.lini'ted. Sez'vi.ce $ 9.00 £ 9.25
2.Party Line 7.00 7025
Suburban, 10-Party Line, TUzlimited Service 3450 275
Individual I.ine, Coin Box Sarvice, ‘ :
Guarantee ~ 20;5 Der day,
Zack Exchange Message = 5¢ - ‘ ' ' '
Extension = with or without 3ell 1.00 1.00

Reaidence Serv'ice

Ind.ivid.ua.l Tize, Un.lmited Service $3.75 £ 4,00
2~Party Line . 300 . 3.25
4~Party Line " " 2.25 :
Suburban, lO-Party Line, Talimited Service 3.00

Extonsion, with or witrhout bell 1.00

' Privete Branch. ::zcna.nge Service

Business Commrcie.l, Talirited. Sexvice, -

Switchboard, witk battery power ring-

ing cireuit, and sv'i'bchboa:d. telephone

for each position, . .
Cordless, each position $5.00 per month
Coxd, mon-multiple, each position 500 ™ n
Cord, nultiple, each position, 10.00 "
Zach station, primsry or e::“ension, , .
wall or desk get’ = 1.00
First bothway trunk line _ © 11.00
Pach additionsl botaway trwk .'Lin.e 8425
Zackh outgoing tmnk 1:Lne : 9.00
Zaech ALacoming 6.00 .
Back two position order table equipped .
with two complete telephons sets 4.00
Zack line from the order table to the
private braach exchange switchboard .00

EEEE-EE -1
13333

3
3

”

E |

Zotel, ZTrivate Brasch I::xcha.nge ~ Tnlimited Service

Sw:i.'tchooe.rd., wita battery power, ringing
cireult and switehboard 'cele;phone for
oach position,
Cord, noz-multiple, each position, $5 00 pex moath
eora multiple, each position, 10.00




Each sta':ion, primary or extension,
wall or desk set mot in guest rooms $1.00 pex month
Zach station, primsry or extension B
in gunesgt rooms
wall Set. , 0.5¢C
Desk ™ 0.75
Prst 'ootnway -trunk line 11.00
Bach additionsl bothway trunk line 8425
Egch outgoing trunk li.ne' 9.00
:.ach incoming ™ : 6.00

194393

Intercommanicating syatemq;' Business Unlimited Service

Zach Station, wall oxr desk set, with
switching device, same premises gs
primary station,
10 l4ne switching d.ovice $ 1.50 per month
20 " 1.7 ™
) 30_ - w ’l 2.00 n w
Zack station, wall or desk set, with :
swiitcking device, outside premises
on wnich primary station is located
but not exceeding 00 2eet Lrom pri-
maxry station, o
10 line swi‘zching device , ¢ 2.25 poz wonth
20" - 2450
. 50 - . - - . ‘75 .
Pirst bothway trunk line ' 11.00
Zackh sdditional bothway trunk line . 825
Bach outgoing truak line 9.00
Each incoming .. 6400
Intezcomunica.ting Systems, Rosidence Unlimited Service

Eeach stetion, wall ox desk cet, with
switching device on same premises
as primery station,

12 button switching device
24 . 4 w' =
36 | g . w

Zach station, wall oxr desk set, with
switchixg device, outside premises
on whickh primary . station is located,
but not exceoding 300 feet from pri-
nery siation,

12 button ewitching d.evice
Zach bothway trunk line

Apartment ﬁouse Systen
Apartment telepkone, connectéd wita 1its
vestibule and Jjenitoryset, well set ¢

Vesgtibule set, including tele;phone
J’a.nitoz set, .
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Primery Rate Ares

The foregoing rates are for service within the
Pricary rate area as outlined in this decision.

Otror Rates and Rules and Regulstions
- Affecting Rates

2ates other than those herein suggested, and rules :
end reguletions govercing all rates should uwatil or nnlesse
otherwise authorized by the Commission remein as at presaat
and schedules providing therefor should de £iled dy the Com~
rany, subject to the apvroval of the Commission.

In the rate schedule subzmitted by the Company the

go~-called 2. 3. X. bo-ﬁhdway trunk éerv_icé and the rates now

quoted for such service were eliminsted. XNo ’;.':eésons for this ,'
particular eliminstion wers wresezted by the Company. It appears,
however, tiaat the great bwlk of private braach exchange trnnk ser-
"vice in Tos Angeles is over botheway trusks and that sdowt 90 per
cent of private branch exchasges Wuld be affected by tiis change.
Thiz class of service, tkherefore, saould be continued unlegs' the
CO_nipa.ny car show that the publié‘ interest 1 better served by an
elimization. If the Company desires to make such & showing, tris
mey be done in & supplezental pr,ocAeeding. L




7. The Relation between Somnthern Californis Telephone
Company, The Paciiic Teiepnore &nd T Legraph Gom=

;ga.n%z American ’Eeleghona and eleggaE‘E Comga.ng,
Westexrn nlectric C(ompany, and iliated Com=
2811108. ’

The City, gonerally speaking, takes the position that,

by reason of the relationship existing between the Compeny and

the corporations with whick 1t is ai:éiliated, the cozt of tele-
Phone service to the Los Angelss subscribers is mnduly inczemd.
and & f£inancisl show:'..ng moh lesa favorable than the actual abow-
1ng, and less favoxable tha.n need be, ig produced on applicant'
books. Tois result is brought a.'oou.t, iz the City’'s view, 'be- '
canse of .measonably bigh payments to the .&me:ciqan Company £ox
seTvices rendered, &lso by means of a division of Joint xevénne
ard expenses (referring to 4o0ll business) betweon a::ﬂ.lia.ted. ‘,
companies resﬁiﬁng %0 the diaaa#antage of a.pplic.amt and :Em:th,‘-'
er, byh reason of excossive materisl and Bapply costs 16: pla.n"t
and aqniiament manufactured end fuxnished by the affilisted 'domf-
panies.

The Company, oa the qontzad:y, ingigts that its affilia~

tlons with other 3ell telep}ibno companies and .onterprisosrxo-:'
sult in distinct benelits to the pubdblic sxnd lower rather 'bha.n "
increased cost of service. Western Electric COmpa.ny ma.tozial‘
prices and charges £0r sexvice axo zZot 100 righ in “the op:.ni.o:;.
of the Company and payments made Zor services to the V.E.mezicizi |
Company and divisions o2 joint revenues and expenses &re- :a.i::.
We have a.lzeady dealt with the so-ca.lled. Jicezseo
revenue pay:nen't and allowed in oux expense estimate the sum of
$120,000.00 pexr snpum as a reasouzsdble and falr compensation
for the service rendered by the American Company, thxough the
Pacific Company, %0 applicant under the terms ‘o:t the a.g:reément
o2 May 31, 1917 (Company's Exhibit No. 29). Te believe no sum
larger than l$‘.7.20;000‘.00 for this purpose should be charged 1o
operation and 't;.hat whatever additional amount 4thig é.pplicant,
-Z0 -




elects to pay to the P&ciﬁc Company, or to the fmerican Compazny,
mdor the terms of tia.iq contract, éhould be & deductiozi from net
incomes On the.c:pira.tion of the present contract at the ond of
next yesr the reaaoiablmesé of its terms will be before the
cdmiss:!.on. We have algo stated owr view on the matter of zppore
tiomment of toll revenue ard are of thz opinion that this matter
cannot be pa:operly docided in this ca.se.

.s.pplicant is cont:ollod. by the Pacifice Company thzough
owpership of all the ontstana.ing ztock, excq:t quafzfying d.iz'ect-
ors? Bha:ez ( 60, 869 mues of a pa.r value of $6,086.900). ,
div.idonds have been pald on this atock. The Pecific Compnny :
,omz none of the applicant's outata.nding ‘bond.s am'.l rece.!.ven, |
tharefo:e. no bomd interost. The Paciﬁ..c Company, . homer, has
loaned. to applicmt consideza:ble snomnte Lor const:uction and.
on these loane interest is paid 8t the ra.te of 6% Tor Llabor
and material delivered to applicant by the Pacific compm,y, or
vicer verss,. thc actual cost is charged and pald. The Pacﬁic '

' COmpmy also collects from applicant the so-called licmce z'e‘v'en-
ue and turne 1t over, wi.thout ‘deduction, to the me:ican (:ompa:ay.

A;ppl:.cazzt 1g indirectly controllod by the Amoric-m
c:ompany through the la.‘ctor's ownerahip of tho mjority a:!! the
stock of the Eaciﬁc COm'pa.ny (73.3 per cent on- Decom‘ber 31 -1920)
The Lmorican cvmpa.w owng none of applicant's bonds or noten.
Indirectly it roceives the 1icensee payment yaid the Eaciﬂc
Company and such intez'eat apd dividends as 1t my eayn ﬁh:ough
ownershiy o'z tb.e sccmt:l.ea of the Pacific Company and of the
western Ehotr:!.c company. 9

The licmee pa.ymont zgreement :ro:tezrod to abo"re pz-o-

viaea for a paynent of 4»3- per cent on gross revonm, the co:npu-
tation to be made as follows: ‘




"The saxe proportios of the gross earniogs of -
the Southern Company &8 the proportion of the instru-
meats znot furzished by the Anerican Coumpany bears to
the totel -zuwber of Lnstruzents uwsed in the service
0L the Southerz Comparny. This plan to be effective
wetil Janwary 1, 1923, provided, however, that the
proportion of the grosg earnings so excluled shall,
at no time, be more than at the 'begin.n.ing of busmesa
by the Southern COmpa.ny. . ,
The ouestion of eqnitable contrect terms will arise,
therefore, after Jenvary -1, 1923. | ‘
The matter of the 4% per cext payment by its sub-
sidiaries to the Americen Compary bas hal the a‘t‘ten‘tibn of
' this Comiasion repe&ted.ly and pa:rticv.la.r refo:ez.oe is ho:r.'e ‘
made to Decision No. 1254 (Sa.n Joso Talepnone Rate Caso, Vol. 4, _
pege 150, Opinfor aad Orders of the CaliZornis Reflroad Comis- '
aion.). Te belleve that & paymen'b o2 & mere percentage ‘ba.eis, |
regardless of the kKimd a.n.a. crna&.ity of the servioe rendexod, 5.3
not & fair measure of 3u.ch aerv:ices. A t::uer mea.snxe s, "e L
had., e believe. "by estimatine; ag ...a e.‘.y aa yoesiblo what
the value o.h such aervice anounts to,in. eack particular caae/
and tris method wo have applied in this instance. )
Uitk reference to this applicant’s relatl ons to other
affiliated compenies, we have reached o definite conclusions.
A decision on that point we do not consiler essential to a de=

termination of this cae. This matter should be reserved 2or

a more thorougk analysis ‘in. the pending statewide telephone :

rate case.

8. Servioe. _

e have given parbicula.r gttention 4in this proceed.u.g
to the m&tt‘er of sorvice. Referenoe has already beern made o
.the service investigation instituted by the Commd 3:r.on in Ca.se
1631l. That procoeding will be kept a:pen. axd fu:r'ther oa.refal
attention will be given by the Commission 'r.o 't:his zatter. Somol
Lor. the Company has ‘u:rged. that the service zow rendered by -appli~ -
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cant in Los Angeles is exce_ler.'t:. "'his gtatement is not borne
out by the facts before tze COmmission. - |

Service cond.itiona ::m.st be improved and me&ns muet
be found to meet mre promptly and. more aatisia.cto:rily than in
the pa.st the dozand :for new telephones that is bouad to oontin«e
at a repid ra.to in ZLos Angelea. . The rat es-ﬂxed in this deocision
will make. it possibdle ror a.pplica.n.t to ren.der a hieﬂl class tolo-
pb.on.e gservice. - ) L

The Commission’s 'telophone engineers, :Ln conjm‘tion
Witk the. engineers of 'the Board of ?'a.‘blic Ttilities o.f .he C:I.ty
of Los Angeles. nade an a.nalysis oL tks compa.ny's reco:rda of
service obsexvations and of trouble records. In_a.d.dit.ion,_
independent. s.;e'rvice test was condncted.-'by these énglinaera.’,j The
a.nalyéis of the Company’s own records led to 't:hé ébncluéi‘dn tha.t
the ma.na.gement is meking satisfactory efforts to give good ser-
vice, but that the number of troublesreported is ezcessive, tha.*
the a.ctual trouble 48 0% cleaxred Witk ...uﬁicient- .promptness
and that the anectiga:tion. of a consideradle :portion o the
troublee is 10t carried far exough %o deternine and elimina.te
the condition occasioning the report. ’.!.‘he indepez:den‘bg service

tests led to0 the conclusion that the plact and equipment is .

not‘beihg‘.mm’ta.inea 1n such condftion as to provide good ser-
vice and that a larger number of better tra:inod eAmp‘Jl_;"oyo,eav,ia
reqmecl--,fot tae p.foper ma.i_.n‘ten.a‘.nce:, of. tkte pj.a.n.t.'

Since these conclusions Were 'eached. the Compeny
hag made a.rrangements, upon tho COmiszion.’s suggestion, to
inecrease 1its maintommce and oons'bruction -"orcev a.nd we ‘bolieve
an improved. ae::vioe may confid.entl;y- be eroected..

' The :f.’ollovrs.ng Zorm of order is 3uggestod.-




0Q2DER

Southern Californis Telephoné Company having spplied
to the Comnissicn for sm ordex 2ixing Just and reasonsble rates
20r telephone service, 2or the f£ixing of sz effective date and’
for the definitfon of exchanges and exchange 'bomd.ario;,' to-
ge'aﬂer with fnles ard regulationa; bhesarings having 'beén held.‘
and the Commission basing its conclusion_s on '!:_lt}e iorogbing B
opinion, and f£inding as a fact that the zates anthozi%&d and
the classes of service Bsuggested in this opinion, together witk

the exchange area and boundaries defined, sre Just and roa.so:za.ﬁlo;

fzm_:'cs EEREEY ORCERED, thet spplicant 2ile with the Com—
migsion within 21ffeen (15) days of the date of this order &
achodnle of rates and services as outlimed in the preceding opin-
lon. TUpon epproval by the Commission of the schedule ;o filed,

applicant 1s authorized to make these rates effective as of J’&h-

nary lst, 1922, such suthorizatios 1o be sabject to the Zollow-

dng conditiona:

1. Adequate and e:ﬁ.cien‘f; 4elephone sarvi;éx' shall be ren-
dered a% all times £or all clasees of éqm«.
 Applicant shall file witk the Commi ssfon within 2ifteen
(15) days of this order, £or the approval of the Com-
ﬁie&ton. & xap showing the los Angeles p:ima:y zate |
srea as outlined in the foregoing opinion. |




»

3. Lpplicent shall submit to the Commission, within -
Lifteen (15) ‘d.e.ys froz the date of this order, its
proposed rules and regulations to conform to the
rate structure outlined in the Loregoing opinion
and t0 the prescribed rete ares. .

The foregoing opinior apd oxder are kereby approved
and ordered filed as the opinion and order of the Reilroald
Coxmission of the State of Californis.

Dated at Sax Frascisco, Califomis, this /-‘x/d.ay
o2 Decomber, 1921.

" Commissioners.




SUPPLEMEST ™A™
(McWﬁg Decision Noe 9854 )
Tiet of Exhibits Filed '
. Application Noe62850

«000= '

L I- ml'ea- by the -comp'anj.

3‘1mncia.1 atatomont.
l&ontnly z-a.tea .for principal c...aaaoa of servicee

Statomont of delayed orders held for mé.tor;.a.i or ’éqqijpmont.
Naxrrative repo:rt of co::m sructions o |
Increased annual ezponae doe to wage incresses only.

Gross rwonaaa, expensea and not incono 8 months 1917

yoars 1918,-19-30 apd Jangary 1921e

Income statemont-1917,

Income statementel91S8e

.incomq- até.tomenf-lﬂ.‘r,

Inoome s‘ta.temént-émzo;'

Income statement 1921y

63.a.aaiﬁce.t1§n of stationa by clasgses of service and by
ratess . :E‘obruary 28, 1921e |
Eatimatod revenunes and expornsos yeosxr 192.1 andex present ratoa.
Proposed rates covering the principal classes of service to-
gether with map showing Proposed Primary rate arese

Proposed o::chmge ratese

Entima.ted revenuos a.nd expenses yeaxr 1921 under yro:poaod. ratos.
Proposed excharge rates,.yesr 1921s |

Xap showing present ,ré.té ‘areass |

Map showing present rate arease

Map “showing proposed primary rate arets

Ares assigned to tho_ Sonthorn California Telephone Company

nn&dr decision 38456,
: -l 5=




¥ap showing srea a.x_ssigned«i" to Southern Cal:_‘..fbrnia Telophp‘né
Company dndor‘dooiaion 3845+ . '

Map showing amomtiona to 'the City of Los Angelea and a:z.ao
ares assigped to theo Soathorn Ca.lifomia. ....olophone COnpm. :

' Ix:ventory of proporty o:z Southern Ca.li:tornia. molephona COmpw ’
Soptemhe:: 20, 1920, ° :

J:.atima.tod cost o:t roprodnction oL proporty of Southern cam:-
ornia ...olophono Company, September 30, 19206
Report in 'cbmection with estimated cost of reproduction .
‘Southom California. Tolophono Company, September 30, 1920 N
Es'timatod ooat of roprodaction less doprociatior. ot m'oporty
Southern Calii’omia Telephone COmpany, September %0, 19206

Eetimated cost of reprodaction a.nd. estima.tod cost of To~
prod.uction.loas doprec:.a.tion Southo:m Cali:tomia. '.!olophone
COmpa:Ly 'brough't down to March 31 1921 a.nd Oc'to'bor 31, 1921.
Southern California melophom Company ac;tual perfornance
appraissle | LT
Summary of appraissls srd fair valoes:

-Standard Supplf contracts and sopplements thereto between
Southém Califormia Zelephone Compeny end Western Zlasctric
compa.ny. _ .
COmpa:ison cost o:t 'tolephom mteria.ls 40 Home ﬂ!olorhone and
Tolegra;oh COmpany of Los, Augeles a.nd Home Tolophono a.nd melo-
gra.ph cOmpa.mr of Portland Oregon vae cost of eq_uivalont 1toms
%o Southom Caliform.a. ﬂ!olophono Company under contract with
Weatern Blectric COmpany | . | '
Copy of Agroeznent w:t.'th fcho Amoa:ican Telophono . and Toloe:raph
c«mpany. ' '

Copy of Agroement with The Pacific melophbn.a and Telegraph
COEPW. _ : T | o
Reply memorandm in answer to E:hibit "BY of the Boa:rd o:t

oL -

Public Ttilitiea of the City of . ‘I.os Angeloso

- e

~456-




Il « Filed by the Citye

Lo Repo:rt entitled, "Board of Public Utilities, Southern
Ca.liforn.ia. Telephone COmpa:aJ, Increa.so of Rates
Bofore California Railroad Commission -~ H. Ze Osborne,
Jre, Chie? Engineers N
Income Statements for the years suocceeding consolidetion
¥ay 1, 1917 to Septem‘ber 30, 1921, | |
Roply memora.ndm in answor to Exhidit 30 of Soathem
California Telophone Conpanyes

III ~ Filed by Engineering Conference.

As Report of fEngineering Conference in Souathern Califoijnia.

Telephozlé Compary Rate Case - Novembexr 7, 1921,




