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BZFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

-

In the Matter of the Apnlication )

of GILROY TELEPHONE COMPANY a )

corporation, for an order author- ) -
izing increases and changes in ) Application No, 31836
rates for exchange telephone ) - _

service. . )

Dr. Elmer J. Chesbro, President,and

*. V. Ahodes, for applicant;
bldney 3. Jornson Civy Atcorney for
City of Gilroy; Eldon N. D e, for
California Farm Buread Rura Subscrmbers
interested party; Frank V. Rhodes,
Seceretary of California lndepcndent
Telephone Association, interested
party; John H. Evans, "Richard D. Crowe,
Harold O. Davis, 1nteresned parties.

QPINION

In this application, filed October 10, 1950 and as
amended on October 20, 1950, Gilroy Telephone Compaﬁy seeks author-

ity to increase certain telephone rates and charges in the amount of

$27,993 annually as of the level of business on August 1, 1950. By

revision of Zxhibits A, B, and C attached to the‘original anplica-‘
tion, abolzcant further amended its request, during the course of
the public hearing in the matter held before Examiner Emerson in
Gilroy on Fébruary 1, and 15; 1951, thereby seeking increases'which
would total $37;625 annually on the basis of services furnished
as of December 1, 1950. |
Applicant is a Calmfornma corporation engaged in furn;sh-
ing exchange telephone service, and telephone toll service through
connections w1th The Pacific Telephone and Telegraph Company, %0
approxzmately 2,400 telephone stations in the City of Gilroy and

surroundmng territory in Santa Clara County. The company's
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exchange area covers approximatély 190 square miles with a base raze
area of 1-1/2 square miles. As shown by Exhidit No. 5 in this |
proceeding the present base rate area is to be enlargedlby about
10%. The exchange area is primarily agricultural; with the Cityfof
Gilroy the center of agricultural and light industrial activity,

and has been served by the present company since l9il when it °
acquired the Gilroy properties of Sunset Telephone and Telegréph
Company by purchase. The present basic rates for primary service
were in effect in 1911, and Gilroy Telephone Company has operated
under these rates for the past L0 years.

Since the end of World War II; applicant has had consid~
erable demand - placed upon it for additioncl and higheb grade
service and is presently in the midst of a program of expansion,
reconstruction and rehabilitation which, upon completion,vwill Pro-

ide a considerzbly higher degrec of trouble~free and faster
service than has heretofore been availadble. Completion of the
program will also make additional facilities available so that
applicants for service may receive the service desired without the
long delays now existing, thus eliminating held orders and enabling'
the establishment of gervxce on the basis of current requcsts. |
Barring limitations by the federal government such program is
planned for completion during the next l2-menth perion In the
five years since the war's end nec additions 0 telephone plant in
service total ln excess of $l2i, OOO an increase of about 100%. By
the end of 1951, it is cstlmated telephone plant will be inereased
by another net addition of wss,ooo To reach 2 total of about :
$336,000. This will mean an average plant investment of apprsx-’
imately $132 for every company telephone ztation on the system. In
this connection the company has stated that several factors make a

greatly increased maintenance and construction program imperative.

First, the acquisition of some 251 farmer-owned stations require-.
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both reconstruction and expansion of telephone plant in the rural
area and gdditions to maintenance personnel to keep these lines
and telephones in repair. Second, the new nine-position switch-
board requires & higher grade of outside plant facilitics, thus
necessitating some rebuilding as well as more frequent maintenance.
Third; revirement of plant that normally would nave been done year
by yéar aust now be replaced in "wholesale™ lots at today’s

increased labor and material costs. TFourth, eventual conversion

to dial operation must be preceded dy the reconstruction, rehabil-

itation, and expansion of plant to such level as will make the.
conversion feasible. |

Of the 28 persons in the auvdience on the first éay of the
hearing none came forward to express either a protest as to
increasing telephone rates or to register any complaint with"
respect to service. During the second day's hearing session,only
the appearances were present. The City of Gilroy, through iﬁs City
Axtorney; however, stated that its-positibn was not one of contest-

ing the application in its particulars but that it would not take
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kindly to a large increase in telephone rates while having the
company's dividends on stock continue at & high rate% A Tepresenta-
tive of the California Farm Bureau, which has many of its members as
rural subscribers of‘the.telephone company, toék an active part in
the cross-examination of witnesses, cited several instances of poor
rural telephone service and closely examined the company's program
for improvement 25 well as its budgeted construction projects for

che year 1951. It appeared vo be the position of the Farm Bureauw

that increased telephone rates would not be opposed provided the

programmed improvement of rural sorvice were to be accogplished..

ihe stari exhibit shows the company's dividend record since
1940. During the postwar years it has paid dividends equiv-
alent %o 21.11% of the par value of its outstanding stock in
1946; a2t 13% during 1547 and 1948; at 8.63% during 1949, and
at 6% Quring the first 1l months of 1950. However, its stocek
has been sold at a premium and the dividends paid in 1949
were equivalent to approximately 7.5% of the stated value and
during 1950 were equivalent to about 5.2%. Earnings on the
equity capital amounted to 6.3% in 1649 and 1.74% in the 1
months' period of 1950. ‘
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Both the applicant and the Commission staff presented
¢vidence and submitted estimates regarding revenues, expenses, rate
vase and raves of return. The estimates, segregated %0 principal
items, are compared in the following tébulation: o

SUMMARF OF EARNINGS
950 AND 1951

Sresent nates ¢ Propoocd Ratves
. Year 10850 : 1951 .
Item . Staft%  :Applicant: Stafsr :Applicant:

Overating Revenuces

Tocal Service $ 51 016 3 51 L2l $103; 9oo $ 99; 656
Toll Service 60 416 60, 7.8 66 200 657000

Miscellaneous 450 060 , 4
Uncollectibles ﬁ%w

Operating Revenues ,830 » 9S4

Overating Fxpenses
Mairntenance lO ;655 ll 200 27 100 27 592
Traffic L9, 1829 51, 1,60 58, ' 600 59 520
Commercial 14, 7193 14, 7363 135 1000 13; lhs
General Office 35 769 L,081 33400 3,396
Other Expenscs 107836 101216 ll 00 12 60
Subtotal 9L, 1lL;
Taxes 10,80u 10,549 21,100 19,3bl
Depreciation and ' ' '
Amortization . 1,58 -651 11.800 10;
Operating Expenses 7y 5lds y5

b
2 2
Net Revenue 3,292 2,461 22,600 17,887

Avgrage Rate Base; Depre= ‘ ' ’ ’ '
ciated 163,092 186,718 267,700 280,930

Rate of Return 2.02% 1.32% 7.86% 6.37% |

(Tnverse ltem)

* 12 months ending November 30, 1950.
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From the above tabulation it is apparent that present
rates are providing a iess than satisfactoryaretuwrn on the present
plant as depreciated. It is apparent alse that the only major dig-
ferences &n the esﬁimates for 1951 operations are in revenues an@
rave bases. With respect to revenues, the staff estimate was based
upon the assumption that the year 1951 would be a normal year; that
is; that the acquired farmer-line stations as well as all others
were to be in full-year operation at the proposed rates anq that
& normal growth in business would be realized., The compahy, on the
other h;nd; made its revenue estimate for‘the anticipated acvual
year 1951. ross?examination of the applicant's assistaont
secretary; in order to reconcile the difference in revenue esti-
mates, developed the fact that the company'!s estimate was low to
the exvent that neither the December, 1950 growth ﬁor increases due
to supplemental equipment usage had been included in the base from
which the revised 1951 revenues were projected. Further with
respect to toll revenue estimates the company used an assumed 7%
increase, without recognizing stotion gain, as a matter of judgment;
whereas the staff developed its estimate by recognizing the declin-
ing trend of the recent past toll revenue experience of the‘company;
determining an average toll revenue on & per-station basis and then
applying such figures to anticipated normal year‘1951 stdtions.
Applicant's estimated rate base for 1951 was developed as an arith-
metic average of beéinning and end-of-year figures. The staff’s
rave base estimave was developed by using o weighted awverage plant-
in-service figure obtained by making gross additions, bettérmenté‘
and retirements fqr 1951 as of their cstimated operative and out-
of-service dates. The methods used by the sﬁaff appear to be the 
more acgurate.

It is concluded that the rates requested by applicant

would yield an excessive return. However, applicant is entitled to

b~
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some relief and the order herein will provide for rates which will
increase gross revenues for local service by approximately $34,500
annually.

A comparison of ﬁhe present raves, the rates requested by
applicant; and the rates authorized in the following o&der, for the

principal classes and grades of service is as follows:

“Desk or hHand Set Station :
Rate Per Menth .

: : : Authorized
Item :Present :Requested:  Rate rlnerease

FLAT RATE 1OCAL SERVICE

‘Residence Service : ’
individual line . - $3.50% $1.00
Two=-party line . 00; ‘ 3.00% 1.00
Four-party line : ? 2, 50% .75
Ten-party suburban line S1F 2.75% .50
Farmer line 30 .70 40

Business Service . . ‘
adividual line 5.25% 2.75
Two~party line LaR5% 2.00
Ten-party suburban line 3.75% 1.50
Farmer line , 3 1.25 .95

# Wall set station = 25 cents per month less.
* Wall set stations installed prior to
May 1, 1951 - 25 cents less per month.

The record shows that applicant has financed the cost of
its properties and assets generally through the issue of stock and
shorv-term notes. As of November 30; 1950; it reported outstanding
260,000 of short-tern L% notes and 12,128 shares of common stock of
the par valuo of $10 each, and of the aggregate par valuc of
$121,280, which had been issued at premiums of $18, 335, making total
proceeds of $139,615. In this proceeding appl;cant‘reports that it
will have need for additional caoital funds during 1951 and that it
hopes %o obt in cpproximately $125,000 from the sale of additional
shares of stock at {15 a share. The testimony and exhibits in this
_ proceudlng indicate that a *ate schedule designed to produce net
revenucs of approximately 518,700 is fair and reasonable and ohould

enable applicant to meet its interest requirements, to pay dividends
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on its stock, including that propesed to be issued, and to provide
for some accumulation of surplus. Such net revenue would reprosent
a return of approximately 6.5% on a rate base of $287,700. The

rates hereinafter ordered are designed to produce such a

return. ‘ |
v - -/
One of applicant's proposed rate schedules would increase

rates for pay station local service from 5 cents to 10 cents.
Because of the fundamental nature of such 2 change and the rela-
tively small percentage of such service that applicant reanders in
California, the Commission is reserving judgment on the proposal
at this time and the proposed increase will not be authorized

herein.
Applicant seeks increases in certain nonrecurring <harges,

'including charges for moves and chahgés, service connections and
installations. Also proposed are certain inqtallatibn charges appli-
cable to PBX switchboar@é. Under cross-~examination, applicantfs
witness indicated that requests for PBX installations were rare and
that the ﬁfoposed charges were in keeping with those‘charged by
other telephone companies. In view of the special nature of these
servicos the increases in aonrecurring charges will be élaced at the
level of such charges recently authorized by this Commission for
comparable installations thereby establishing such charges at a
level which will more nearly reflect the cost of providing'service.
Applicant’'s mileage charges are presently 50 cents per
one-half mile unit and applicont has requested that these charges
bg based upon one-qgarter mile wnits with different rates appli-
cable to individual, two- and four-party services. The mileage
ratses requested are those generally in use in California and will
be authorized.
Increased rates for supplemental equipment and directory

listings will be authorized in this order. Certain of appliéant's
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rules and regulations now on file, which will conflict with mew
schedules, will be authorized to be canceled. Applicant will be

required vo file a modern set of rules and regulations.

Gilroy Telephone Company having applied to this
Commission for an order increasing rates; public hearing having been
held, and the matter having been submitted for decision;

IT IS HEREBY FOUND AS A FACT that the increases in rates
and charges,aumhorized herein are juscified and that the present
rates, in so far as they differ from those prescribed hcrein; are
unjust and unreasonable; therefore,

IT IS HEREBY ORDERED as follows:

1. Applicant is authorized to file in quadruplicate
with this Commission, after the effective date
of this order and in conformity with General
Order No. 96, the new schedules of rates presented
in this proceeding as Exhibit No. 4 except as
specifically modified by Exhibit A avtached hereto
and, on not less than five (5) days' notice to the
Commission and the public, concurrently to c¢ancel
all existing rate schedules except Schedule D-l and
rules and regulations, and make said new rates
effective for bills covering service furnished on
and after May 1, 1951, excepting that increases
in installation charges shall be made effective
on applications received by applicant on and after
May 1, 1951. .

Thot applicant, within six (6) months from the
effective date of this order, shall file in quad-
ruplicate with this Commission, rules and regula-
tions governing subscriber relations, revisod to
reflect present-day operating practices accept-
able to this Commission and in conformity with the
requirenments of Ceneral Order No. 96, together
with copies of cwrrent forms that are normally
used in connection with customexr services.
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The rate schedules set forth ia Exhibit No. 4 in this proceoding are
authorized, excopt as specifically modified by the following:

Maps of Area

The proposed base rate area as shown in Exhibit No. 5 is authorized.
The exchange area map filed on December 29, 19527 shall remain in effect.

Schedule No. A~l, Individual and Party Line Serviece

Schodule as shown in Exhibit No. L, except that the following rates
are authorized:

Well, Dcsk, or Hand Set St.atiou*
Rate Per Month
Residence Business .
Service Service

Each individual line primary station 33.50 $5.25
Each two-party line primary station 3.00 Lol
Each fowr-party line primary station 2.50 -

Each extonsion station 1.00 1.25

% Wall set stations installed prior
to May 1, 1951 $0.25 less per month.

Schedule No. A=5. Suburban Service

The schedule set forth in Zxhidit No. L 48 suthorized and the effec—
tive date to be inserted with respoct %0 the wall set differential is May 1, . 1953..

EXHIBIT A
Sheet 1 of 3




Schedule No. A~7, Private Branch Exchange Service

Schedule as shown in Exhibit No. L, except that Rates (L), (3), and
(L), are authorized as follows:

RATES Installation  Rate Per
Charge Month

(1) Yanual Switchboard Rate:

Each switchboard pesition with battery
and ringing power supply circuits and
switchboard telephone:
(a) Cordless Type Switchboard
Maximum capacity 3 trunks, 7 station lines $50.00
Maximum capacity 3 trunks, 10 station limes 60.00
Maxdmun capacity 4 trunks, 16 station lines 80.00
(b) Cord Type Switchboard
Nonmultiple, each position
Maxdimum capacity 30 lines or less
Maximum capacity 31 to 100 lines
Over 100 lines capacity
Multipie, per position
(2) Trunk Line Rate
Each central office trunk line
(3) Station Rate
Each wall, dosk or hand set station not
located in hotel guest room

Each wall, desk or hand set station
located in hotel guest room

% Wall set stations installed prior to
May 1, 1951 $50.25 less per month.

EXHIBIT A
Sheet 2 of 3




CONDITIONS .
The first paragraph of Special Condition 5 shall read:
"The equipment to provide the mechanical features of the sys-
ten and the assoclated manusl switchboard or attendant's

cabinet may be furnished by the company at its option, subject’
to regulations set forth under (a) or (b) following:™ :

Schedule: No, A~13, Publiec Telephone Service

Schedule as shown in Exhibit No. 4, except that the following rate is
authorized:
Rate

Each exchange message | . £0.05

Schedule No. A-13 (a), Semipublic Coin-Box Service

Schedule as shown in Exhibit No. 4, excopt that the following rates are
avthorized: _
Vall Set or Wall Hand Set
o Minimam
~ Rate Each Exchango Charge
Por lionth Message Per Day

Each individual line coin-box station & = | $0.05 $0.20
Fach oxtension station without coin dox L1.25 - -

Schedulo No. A-21, E;nplogces' Service

Schedule set forth in Exhibit No. 4 with the addition of Special Condi-
tion 4 i3 authorized, as follows:

"L. No charge is made for exchange service to employecs
whose duties require that thoy be readily available to call
at any tine and where the company considers such service
essential to the company operations."

EXHIBIT A
Sheet 3 of 3
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3. That applicant shall cancel its presently filed
rules and regulations designated as Nos. 9, 1.,
15, 16, 29, 30 and 31, as of May 1, 1951.
The effective date of this order shall be twenty (20) days
after the date herepf. o

Dated at San Francisco, Californiz, this 22% day of
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Commissioners,




