ORIGHAL

EFORE THE PUBLIC UZILITIES COMMISSION OF THZE STATE COF CALIFORNIA

4848
Decision No. 2209
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In the Matter of the Application of
GENERAL TELEPHONE COMPANY OF
CALIFORNIA, formerly named Assoclated
Telephone Company, Ltd., a corporation,
for authority to increase certain rates

and charges applicanle to telephone
service.
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A list of appearances and witnesses
is appended hereto as Appendix "LV,

QPINION AND ORDER GRINTING MOTION

I0 DENY AN INCREASE IN TELEPEONE RATES

General Telcphone Company of California, formerly named
Lssoclated Telephone Company, Ltd., filed the original epplication
herein on June 16, 1952, seecking an annual incrcase of $6,3l9;763
in telephone revenues., On September 26, 1952, aﬁplicant filed =
first amendment to its original application inereasing the amount

sought to $6,865,000 anaually. On January 1%, 1953, it £iled an

emendment %o the first amonded application changing the name to the

General Telephone Company of California and revised downward its

requested inercase to approximately $5;060,000. On March 4, 1953,

following revision in settlement agrecments between the applicant

and The Pacific Telephone and Telegraph Compony =8 to their inter-

changed telephone traffic, the applicant further revised downward

its requested inerease to $1,833,441 for the estimated year 1953.
After due notice public héarings were held on this applica-

tion, as amended, on Jenuary 14 ond 15, February 2 and March 18, 1953,

before Commissioner Mitehell and Examiner. Edwards at Los Angeles,
California.
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Motion to Deny

‘Near the closc of the hearing on March 18, 1953, counsel
fér.ﬁhe City of Los fngeles made a mptioﬁ that thg’aﬁﬁlicatioﬁibe‘
denied on the grounds that the applicant has completely failed to
establish the need or any justification oi basis for amy'increase in
rates, in that at the present time and under present rates, it is
now carning a rate of return in cxcess of that which has herctofore
been established to be falr and reasonable for this company, and
that there i1z no evidence in the record which would justify & rate of
return in excess of that which the applicant is now earning. The

City of Santa Monica and the Commission staff joined in said motion.

Lonliernt's Position

Applicanéfs position ic that net ¢arnings of $e,700,000
are required during 1953, assuming that new securities to he issued
would be outstanding throughout the year; the amownt being equivealent
to 2 return of approximately seven per cent on its rate bhase. ts
witness indicated that to induce finaneing, applicant's coverage of
fixed charges should be %.25 times and its coverage of fixed charges
ané preferred stock require%g?ts 2.25 times, with earnings on equity

cepital of about 12 per cent.

In Bxnibit 19 ac amended by testimony, applicant estimates

its net revenues available for return for 1953, under present rates;

at approximately $7,950,000, an nmount it states would not provide a
r and reasonable return on its rate base nor enable 1t to complete

its 1953 financing and cogstruct the new;plant necded to mqet the

demands of customers in iﬁs séééice area.' it repobﬁs its 1953

average year rate base in the amount of $126,439,900

(1) Table 6 of applicent's Exhibit 5 shows averzge carnings in 1951
on equity capital of 17 electric companics of 12.05.per cent,
with 2o range of from 7.21 peor cent to 17.69 per cent. Six off
the 17 cxpericnced ecarnings of less than 10 per cents
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Applicant avers that there 4s 2 down trend in its earnings
due to the addition of high cost capital in this postwar period of
inflation and that it hos never been able to realize the 6.1 per cent
rate of return which the Commission allowed in Decision No. 45889,
~pplication No. 31712, dated June 29, 1951. In addition applicant
ascerts wage incresses and tax rate inereases ocecurred after the
Commission made its decision in 1951, with the result that for 1952
the earnings were only 5.66 per cent. However, barring cost
inereases, 1t is applicont's hope to earn a return of 6.29 per cent
in 1953 under present rates.

Nature of Tvidence

‘The applicant presentod 21 cxhibits and testimony by nine
witncesses. Subjects covercd consisted of such items as revenues,
cxpenses, depraeiation, taxes, rate base, rate of return, cconomic
and financial requirements and revision in intercompany settloments.
In the amondnent to the first amended application; applicant stated
that it had completed a study seoparating its investmont; revenues
and cxpenses as botween toll service and all other service 4in
accordance with tho October 1947 Separations Manual and 1952 iddendum
thereto issucd by NARUC-FCC Spccial'Coopcrative Committeoe on
Tclephone Regulatory Probloms. Applicant claimed that this study
showed that it 1s entitled to and should receive additional revenue

from multimessagc wilt sorvice within the Los fAngeles extended area.

Origirnally, applicant sdught to Inerease exchange rates;

however, after realizing a revised scttlement improvement in revenuoe

of approximately $§3,300,000 for the level of busincess in 1953, appli-
cant withdrew its reoguest to increasé exenange ratos and substituted.
instead 2 regquest to inerease the multimessage wnit rate from

3% conts to 44 conts with a potontial amnual rovemue imerease of

approximately $1,800,000 based on eostimated traffic volumes for 1953.

_3-
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The withdrawal of the reguest to inereasc ¢xehange rates
climinated complaints from many subseribors and rcduccd_considcrably
testimony from the public, interested partios and the staff of the
Commission. The California Farm Burcaw Federotion placed testimony
into the record hy four of its members showing the nced for extendod
service in Ventura County but it did net offer any strenuous objection
to applicant's latest rovised rate request. The representative from
the City of Long Beach opposcd applicont!’s request for an inerease
in multinessage wnit rate on the basis of o showing in Exhibit No. 23
that for the year canded June 30; 1952 the Long Beach exchange

rovided 2 rate of roturn in oxeess of the average return for the
s a whole of 5.5C per cent shown therein, although there was

question as to the correctness of the computation of return by

oxchanges. In addition financial analyses were presented by the

City of Los Lngeles and tho Commission staff,

finaneinl Anslvses

The representative for the City of Los angeles introduced
Exzhibit No. 2% showing that the message unit rate increcse'proposéd
by the applicant would provide earnings of $2.60 per share of

commen stock and based on o common stock dividend of $1.60 per year

would provide & dbalance available for surplus of 62 4032,000. This
cxhibit also showed that the prosent rates, aftor reflecting the
revised settlements, would provide ecarnings of $2.19 per common
share and after a 31.60 dividend would provide 2 balanco for surplus
of $1,209,000. 4is to rate of return the city used the sumery of
applicant in its exhibits that showed 6.33 per cent.

The Commission staff introduced Exhibit No. 26 showing
that the crraings during the year 1952 per share of common stock
wero $2.25, the highest of reecord since 1943, with the exseption of

the year 19%6., The cxhibit also showed thot the estimated net .

-l
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operzting revenues under prescnt rates and new traffic agroement
(87,950,000 in 1953) would provide earnings in cxcoss of $2.4%0 por /
common share basced on the average number of shares expected te be
outstanding in 1953 and a return Sn equity capital of almost 12 per
cent. Issuming that applicant will issue 500,000 additionalwsﬁaros
of common stock in the near fusure, 56,000,000 of preferred stock in
June: 1953 and 88,000,000 of bonds in Scptember 1953; the present
rates would provide comﬁon share carhings of almost $2.10 ver share
and equity return im excess of 10 per cent based on year-end
capitalization. Such net carnings 1s in cxcoss of 6,28 pcr.cent.
return on applicant’s 1953 average réﬁo'base-of 6126,%39,900;
Discussion

At the final day of hearing the cpplicant rcvisodudownward
its cstimated 1953 rate base by approximetely 31;000@000 due to a
forccast of lesser growth of new stations based on December 1952
figures then was forccast on Merch 1952 figures. The new financing
prograp was based on the March forecast and was not revised to the
lower Decomber forccqst. It is evident that applicant's financing |
progran will be delayed somewhat and on an average yeor basis the
common Stock earnings undoubtedly will bc-in'cxécsswof the shdwingu:,
in the Commission staff exhibit.

Exhibit No, 24 by the City of Los Lngeles indicates fixed
charges coverage of 4.3 times under the present level of rates in
1953 and coveragos of fixed charges and preferred stock g¢quiromcnts
of 2,26 times, with a roturn on cquity capital of 10.39 per cent.
Upon anzlysis of the staff exhibit, it is cvident that tqQ-ostimated
carnings in 1953 will provide over-zll covcragé of fixed charges

and preferrcd stock requirements 2.1 times considering the new

financing program as assumed therein. Reallzing that there will be

=5~
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soxe delay in this new financing program, it is probable that the
2.25 times coverage of fixed charges and preferred stoeck require~
ments sought by applicant’s Linancial witness will, in subdbstonce,

2¢ acnieved.

Maltimessage Unit Rate Investipgation

Concurrently, with the issuance of this deecision, the
Commission has instvituted an investigation into the nmultimessage
unit costs and tariffs in the los Lngeles extended areca. I we were
at this time to grant tho request of the applicant to increase the
message wnit rate to 4% cents there would be a disparity in the
éharges between the traffic flowing into 2nd that flowing out of
applicantts service area. In the pdst this 3% cont multimessago.
unit rate has becn maintained at the same level on four different
telephone utilities ~»ffering extended scrvice in the Los Angeles
extended are:z.
Coneclusion

Upon a full consideration of this matter; we are of the
opinion that it would be premature to pass; ot this time, upon the
reasonablencss of applicant’s request o increase its message unit
rate without investigating the over-all éxtcnded area situstion.

And further, in arriving at our conclusion; we have con-

sidered applicant's financial position. Accepting applicantts 1993

average year rate base of $126,439,900 for the purpose of this

proceceding, but without prejudice to our right +to review the mat¥er
should it become an issue in any future procecding; we are of the
opinion and so find that applicant's expected net rovenues of
approximately $7,950,000, under present rates, will provide it with
2 reasonable return on its rate base. Testing the expected net
revenues against applicant’s financial requirements; it appears that

they should be ample to serviee not only the presently outstanding

6=
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bonds and shares of preferred stock but also those proposed to be

issued later in the year, and to provide 2 recasonable return on
] .

eguity capital.

We hereby find that under the present rates, applicant will

earn a reasonable return and thereforc it is coneluded that the .

motion to deny this application for a rate incfeaso:should be granted.

General Telephone Company of California having applied to
this Commission for an order authorizing an incrcase in rates, public
nearing having bdeen held, a motion to deny the application having
bncn made by & party tvo this procecding at the eclosc of applicantts
~case in the above-cntitled procecding, s2id motion having beon
argucd orally and submitted for decision, and the Commission having
considered said motion and having concluded, as recited in the forc-
going\opinion, thot an order should be Issued denying the increase,
and good causc appcﬂriﬁg,

17 18 ORDERED that said motion to deny an increasc be znd

the same is heroby granted; thorgforo, the application herein for an

increase in retes 1Ex/pn;ed~
Dated at /3;:7L’ ot L. éO Cgllfornla, this /“?’é/

day of //ﬂﬁﬂj /. , 1953.
@ Z ?re.,idcnﬁ

L/

0 Commissioners
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APPENDIX A
LIST OF APPEARANCES

Appearances for applicant: OtMelveny and Myers, Harry L. Dunn,
fobert Jones, Marshall X, Taylor and Edwin Blakesleo.

interested parties: Pacific Telephone and Tclegraph Company
by Arthur T. Georzes; City of Los Angeles by Rogor Arnebergh,
I. M. Chubd and R. W. Russell; Bleventh Naval Dictrict (%

C. L. Alliman and D. W. Cyphert; City of Long Becach oy

Henry B, Jordan; Californie Farm Bureau Federation by J. J,
Deuels; City of Santz Monica by Mark C. Allen, Jr.; California
State Hotel Acsociation, Santa Barbara Hotel Associstion and
Long Beach Hotel Associldtion by X. Charlez Bean.

For Commission’s staff: J. T, Phelps, Boris Lakusta,
Charies W. Mors, John F. Donovan and Freyman Coleman.

LIST OF WITNESSES

Bvidence was preseated on behalf of the applicant by Zdwin M.
Blakeslee (analysis of operations), Ernest W. Watson (oporat-
ing revenues, commercial expenses, summary of carnings),

Svert Z. Karisson (maintenance expenses, depreciation), Guy T.
Ellis (general office and other operating expenses), Ralph X.
Chase. (taxes, rate base), Dean M. Barncs (rate bases, Cwen G.
Jarboe (traffic cxpensess, Richard L. Ohlson (remaining life
depreciation expense), Jonathan B. Lovelace (economic and
financial data).

Bvidence was presented on behalf of the City of Los Angeles
oy T. M. Chubb (estimated equity carnings and financiol data).

Evidence was presented on behalf of the California Farm Bureau

Federation by Bracst R. Nichols, F. R. Jewett, L. S. Lothridge,
J. Z. Lenox.

Zvidence was presented on bohalf of “he Commission?s staff
by Theodore Stein (capital strueture, cornings requircments).




