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1.81.89 Decision No. ____ _ 

BEFORE THE P!.n3LIC UTILITIES COZOOSSION OF TEE STJ .. TE OF CALIFORNIA 

.. 
(PJncndcd Title) ) 

In tho Y~ttor of the Applic~tion of ) 
GENERAL TELEPHONE COHPANY OF ) 
CALIFO&~IA, formorly nzmcd Assoc1ated ) 
Telephone Company, Ltd., a corporation,) 
for authority to increase certain rates) 

A.pplication No. 33'+93 
(J.mended) 

and charges applicable to telephone ) 
service. ) 

.A list of appearances and witnesses 
is a.ppended hereto as Appendix IT J • .n • 

.Q.?INION, tJi'P ORDER GR!;e.N1.I1iCLJi03.l9l! 
TO DENY 'AN INCREASE IN TELEPHONE R~TES --

General Telephone Comp~ny of California, formerly n~ed 

l~=ociated Telephone. Company, Ltd., filed tho original app1ic~tion . 
herein on June 16, 19'5'2, secl~ing an annual increas~ ot $6,319,763 

in telephone revenup-s. On September 26, 1952, applicant tiled a 

first eocnd~ent to its origin~l applic~tion increasing the amount 

sought to $6,865,000 annually. On J~nuar7 14, 1953, it filed ~ 

~~endm~nt to the fir~t ~mcndod ~pplic~tion .changing the name to tho 

Gen0r~1 Telephone Comp~ of C~lifornia ~d revised downward itz 

:-eCJ,uestcd incrc~.se to approxicw.tcly $5,060,000. On l~nrch ~, 195'3, 

following revision in settlement ~greom0nts betwoen the applicant 

and The Pncific Telephone. and Tclesraph Company ~s to their inter

changed tclephono traffic, the ~pp1ic~~t further revised downword 

its requested increaze to $1,833,4lrl for the ectiDU'.tcd year 1953. 

Atter duo notice public hearings w~rc held on thic applica

tion, as amended, on J~.nU~"J:'I1 14 end 15, Fcoruarl 2 c.nd M.'lrch 18, 19$3, 

bcf~rc Commissioner Mitchell ~d Examiner. Edwnrds ~t Los :~g~lcs, 

California. 

-1-



SL 

Motion to Deny 

Ncar the closo or the hearing on March 18, 19,3, counsel 

for the City of toz 1~se1es made a motion th~t tho application be 

denied on the grounds that the applicant has completelY,tailed to 

ezt2.blish the need or any justific~t1on or basis for an~ incrc3se in 

!'atcs" in thot .:It the preoent ti:le and under present rat~s', it is 

now carning a rate of return in excess ot,thot which ~s heretofore 

been established to be fair and rc~sonablc for this company, ~d 

thnt there is no evidence in the record which would justi!Y ~ rate; ot 

return in excess of that which the appiic~nt is now earning. The 

City of Santa Monica and the Commiszion zt~rf joined in s~id motion. 

~pplie~ntts Position 
, , 

Applicant's position i~ that net earnings of $8,700,000 

~re required during 1953, as~uming th~t new securities to be' issued' 

would be outstanding throughout the YC$r, the amount be1ng,equiv~lent 

to c. return of a~pro:d.m~:tely seven per cent or! its, rntc base'. Its 

'Wi tncss indic~ted th."t to induco fina.ncing, ::tppl:icnnt' s coverage ot, 

fixed ch~rges should be 4.25 times' ~nd its coverage of fixed chnrgoz 

nne. prefe~rcd stock requirements 2.25 times, with e~rnings on equity 
, (1), 

c~pital of ~bout 12 per cont. 

In Exhi'bi t 19 a= c..mended by tocti:!lony, ~p,licf,!nt cztim..'ito~ 

i tc net revenues' '6v~ilcble tor return, for 1953, under p~escnt, r~tos; 

at o.ppro:r.i:nately $7,95'0,000, r;.n :'\mount it st~,tcs ",ould not provide a 
, . 

f~ir ~.nd reo.sonablc return on its rate baso nor en:~ble' it to comp1eto 

its 1953 financing 'ane. construct the new plant noeded to meet the 
, I ," " 

deIll:lllds of customers in i~s service arcc\. It reports its 1953 
, . 

::.verag'e yet'J.r :rate ·b.'lse in the .;unount 0'£' $126,J,.39,900. 

(l) Tab10 6 of appl1ccnt t s Exhibit 5 shows averagc c.~.rn'ings 1.."'1 1951 
on equity c.1pitn1 of 17 electriC cOi;1pMics of l2.05, pc%" ccn~, 
with ~ rcngc of from. 7.21 per c'ent to 17.69' per c'ont. Six off: 
the l7 experienced o~rnings of less than 10 p~r cent. 
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~pplic~nt avers that there is a down trend in its eornings 

due to the addition of high cost capital in this postw~r period of 

inflation and th~t it h~s never been able to realize the 6.1 per c0nt 

rotc of return which the Commission allowed in Decision No. 4,889, 

;"pp1icAtio!'l No. 31712, da.ted June 29, 19,1. In ~,ddi tion applicant 

Cl.s::orts· wage incre~.ses Md t:w.x ra'tc increases occurred after the 

Co~~is=ion m~de it= decision in 1951, with the recult th~t for 1952 

the earnings wcr~ only 5866 per cent. However, borring cost 

increases, it is app1ic~ntts hope to e~rn a return of 6.29 per cent 

in 1953 under present rntes. 

Nature of Evidence 

The applic~t presented 21 cxhibits ~nd testimony by nine 

witnesses. Subjectz covor~d consisted of such items ~s revenues, 

expenses, dcproci~tion, taxcs, r~te buse, r~tc of return, economic 

and fin~ncial requirements nnd reVision in intercompany settlements. 

In the xo~ndmcnt to the first ~ended applicntion, applicant st~t~d 

that it hnd completed n study scpar~ting its invcctmcnt, revenues 

and expcnscz as between toll service :=tnd nll othor scrvic~ in 

accord~nce with tho October 1947 Scp~rations ~nual and 1952 ~ddcndum 

thereto issued by NARUC-FCC Special Coopcr~tivo CommittcG on 

Telephone Regulatory Problems. Applicnnt claimed thnt this study 

showed that it is entitled to ~nd should receive additionnl revenue 

from I!lultimcss~ge unit service within the Los l..ngclcs extended arc~ .. 

Originally, ~pp11c~nt sought to incre~:c exchange rates; 

however, ~ftcr realizing n revised settlement improvement in revenuo 

of approximately $3,300,000 for the lcv~l of bUSiness in 19,3, appli

cant wi thdrcw :t ts request to incrc~se cxch~gc rates .'.'.nd ::ubsti tutcd .. 

instead ~ request to incl'cnse thc multimc:sagc unj.t rate from 

3"Z cents to ~. cents with ~ potential .;tli ... ·).ual revonue increc,sc of 

npproxim~tcly $1,800,000 b~::cd en estimated traffic volumes for 1953. 
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The withdr~wal of' tho request to increase cxch..'1.ngo :r~tos 

climin~tcd complaints from many suozcribcrz ~nd reduced consider~o17 

tC$timony iroQ tho r,.,ublic, interested po.:rtioc :?nCl tho stD.f'! ot tho 

Commission. Tho C~lifornia F~rm Burcnu Fcdcr~tion placed testimony 

into the record by four of its membors showing the nc~d tor extendod 

service in Ventur~ County but it did not offer ~ strenuous objection 

to ~pplic~ntTs lctcst revised rnte request. The rcprcscntnt1vo from 

tho City of Long Beech opposod c.pplic~.nt f s roquost for ~"l increase 

in multi:lessAgc unit r~.te on the basis of c showing in Exhibit No. 23 

th~t for tho yccr endod June 30, 19S2 the Long Beach cxch~ngc 

provided ~ r~te of return in excess of tho nvor~gc return for tho 

syste:l ~s n whole- of 5.5c per cent :::ho\otn therein, nlthough thore "vt:~,S 

question as to the correctness of the computat:ton of return 'by 

oxchanges. In,'o.dd.ition fin.:tncial analysec were prosented by the 

City of Los l.ngclcs ::-.nd tho Comm:Ls.sion sta.ff. 

?:!:l~:'lci."'.l An::-:lyscs --
The rcprc~ont~tivc tor the City of Los ~ngclos introduced 

Exhibit No. 24 showing th~t tho message unit rntc incro~se proposed 

~y the applic~nt would provi~c earnings of $2.60 per sh~re of 

co~on stock ~nd b~sed on a common ~tock dividend of' $1,60 per year 

would provide n bnl~ce ~vnilablc for 'surplus of $2,032,000. This 

exhibit olso showed th~t tho present rntos, ~ftor reflecting the 

revised settleClcn'ts, -..,ould provide enrnings of $2.19 1'C1" common 

shnre ~nd ~ftor n $1.60 diVidond would provide n bal~co for surplus 

o~ $1,209,000. ~s to rete ot return the city used the s~.ry of 

~pp1ic~r.t in its exhibits thot showed 6.33 per cent. 

The Commiscion stt'.f'f introduced Exhi'::>it No~ 26 shOWing 

th~t tho ot"rnings during the yonI' 1952 POI' :::hZlrc: ot common stock 

wero $2.25, the highest of record since 19~3, with the exception of 

the Y~~r 19~6. The eY~ibit nlso showed thct tho estimated not 
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operating rcvcnuGS under present r~tcs ~nd new tr~ffic agreement 

($7,950,000 in 1953) ,.,ould provido e,'\rnings in excess of"$2.l.r0 per / 

common shere b~ocd on th0 ~v0r~ge number o~ sh~re~ expected to be 

outst:'l,nd1ng in 19,3 c.r..d n return on eCj,uity e~:pit=-.l of ~lmos:'t 12 per 
'\ ' 

cant. ~ssuming th~t ~pplic~t will issua ;00,000 cdditionnl srares 

of common stock in the ncnr future, $6,000,000 of preferred stock in 

Ju.."lC~ 1953 :md $8,000,000 of bonds in September 195'3, the present, 

r~tes would provide common sh~re oarnings of ~lmost $2.10 por share 

and oquity return in excess of 10 per cent b~sed on ye~rJc:.d 

c!lpitalization. Such net earnings, is in cxco~s of 6q z8 PCI', cent: 

Discussion 

At tho finol day of he~ring the cpplicon~ revised downward 

its estimated 1953 rCl.to bcsc by .lpproxi~tely $1,000;,000 due to a 

forecast of lesser growth of new stotions oascd on 'December 1952 

figures th~ w~s !orcc~st on Mnrch 1952 figures~ The' new f1n~ncing 

progrru:l was beo.sed on the H:~,rch !orecast .:w.c was" not revised to the 

lower DeceQbcr forcc~st. It is evident th~t ~pplic~~tts financing, 

prozrn~ 'Nill be delayed somewh~t ~nd on ~'~vcru~o y¢cr basis tho 

conmon stock co.rnings undoubtedly will be in' ·excess.,of the showing 

in the Co~ssion st~r~ e~~ibit. 

Exhibit No. 24 ~Y' the City o! Los !.ngelcs' ind1ce'.tes fiXed 

ch~rgcs coverugc o~ ~~3 tioez under the present level of r~tcs in 

1953 ~n~ coverages o~ fixed chargco and, preferred stock ~cquiromcnts 

of 2.26 times, with a return on equity c~pitnl of 10.39 per c~nt. 

Upon rul~lysis ot the staf! exhibit, it, is, evident that the, ost1mctcd . 
co.rnings in 195'3 will provide over-all covcrr.gc of' i'~od cb.c.rgcf: 

~nd preferred stock requirements 2.1 times considering the new 
" 

financing program ~s ~ssumed therein. Realizing tho.t there will be 
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some delay in this new finan.cing program, it is probable thc.t the 

2.25' time::; coverage of fixed charges and preferred stock require

ments sought by a~pl1c~tts f1n~nc1~1 witness will, in subst~~¢e, 

bq achieved • .. 
Multimcsz~g~. Unit R:;!te Invcztig::ttion 

Concurrently, with the iszu~cc of this decision, the 

Co~iszion has instituted an investigation into the multimcssage· 

~~it costs and tariffs in the Los !~gelcs extended ~rea. If We were 

at this time to gr~~t tho request of the applicant to increase the 

message unit rato to 4t cents there would be a dispority in the 

ch~rges between the traffic flowing into and th~t flowing out of 

~pplicantTs service ~rc~. In the pn~t this 3t cent multimc~s~go. 

u.."li t rate hets, been maintained at the s.~e level on .four different 

telephone utilities ?ffcring extended service in the Los Angeles 

extended arez. 

Concluzion 

Upon n full consideration of this matter, we arc ot the 

opinion thnt it would be premature to pass, ~t this time, upon the 

reasonableness. of o.pplica.ntt s request to incrense its message unit 

r~te without investig3.ting the over-~11 extended area situ.ction. 

And further, in ~rriving at our conclu~ion, we have con

zidered applicnntfs fin~nci~l position. Accepting ~pp1icantt~ 1953 

average ye~r rate b~z@. of $126,~39,900 for the purpO$C of this 

proceeding, but without prejudice to our right to review the matter 

ShO'lld it become an issue in any future proceeding, ',Ne n.re of th~ 

opinion and so find that ~pplicant's expected net'revenues or 

approxinmtely $7,950,000, under present rates, will provide: it "With 

~ reason~.ble return on its ro.te b<lsc. Tezting the exp"cted net 

revenues ag~nst applic~ntTs finnnci~l rcquirc~cnts, it ~ppcars th~t 

they should be: ~lc to service not only the presently out~~~ding 
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A-33493 (;Z~~d) SL 

bonds and shares or preferred stock . but also those proposed to be 

issued later in the year, and to provide ~ re3son~blo return on 
. " 

equity c:.lpit:ll. 

We hereby find thnt 'Under the present rates, t-tpplican"t will 

et=-.rn a rePo.sonablc- return ~d therefore it .is.conc1udcd th~t the . 
. 

motion to deny this applic~tion for a: r.:l.te incr~~.so: should be gr::tntod. 

G0ncr.,1 Tcl~phon0 Cornp.lnY of Californiet having app.lied to . 
this COmmission for ~n order authorizing an increase in r~tos, public 

hearing h~ving beon held, n motion to deny the ~pplic~tion having 

been made by a p~rty to this proceeding at the close or applicantts 

case in tho nbove-entitlcd procoeding, s~id motion having beon 

~rgucd orally and submitted for deciSion, and the Commission h~ving 

considered said motion and having concluded, as rocited in the fore

going' opinion, th~t an order should be 1ssued denying tho incro3sc, 

~d good cnuso appe~ring, 

tho same 

incrc:3.sc 

dey of 

IT IS OP~ERED that said motion to deny an increase be ~nd 
J 

is hereby gr~ted; therefore, 

in retcs i: dfniC~ 
Dated at· ~WO ,~ v' "II-<~/.· W , 

·0" :.) /'/, .. , 1953. 
J 

the applic~tion herein for' an 

C~li!orni~, this 
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APPE'i-."O IX A 

LIST OF APPEARANCFS 

Appe:?ronCC$ for c,J;:plict'nt: OtMclvony :;)nd Mye!'s, Harry t .. Dun~" 
?obort Jones, M~rshal1 K. T~ylor' ~d Edwin Blake:l~~. 

Interested parties: Pacific Telephone and Telegraph Comp~ny 
by Arth,.ll.' T. Ceorg<C); Cit yo! Los Angeles by Rogor Arncbergh, 
T. r-~. Chubb and R. W .. Russ,@.11; Eloventh Navo.l District 'by 
C.-L. Al1iman ani£. .. w .. CY12h~rt; City ot Long BCllCh 'by 
Henry E. J ord.?J1* Californi.? FD.rtl Bureau Federation bY' l.. .r .. 
D,eue.l; City of ~o.nt.? Monic:!. by M~rk C,,_AJ.len,.,.Jr •• ; California 
State Hotel A:::sociat1on, Santo. Bar'M,ra Hotel Associ~tion and 
Long Beach Hotel l~soc1ntion by K. Charles Be~. 

For Comrnission t s statf: J .. T" Phel'Os, Boris t,')kusta, 
Ch:::rlcs 1,1 .. Mo~s, John F. DO.rlovan o.nd. 11"rcymt3.n Colem:!ln. 

lIST OF WITNFSSBS 

Evidence was presented on beh~lf of the applic~~t by ~win M. 
Bl31~eslee' (analysis o:r operations), Ernest \01. vl.~tson (operat
ing revenues comm0rc~al expenses, z~~ry of earnings), 
~ert E. Karlsson (~~inten~nce expenses, dep~eci~tion), vU1 T. 
Ellis (general office and other oper~ting expenses) Rnlph K. 
Chase, (t:...xcs, rate b.,.ze) ~ De.'ln M. Bo.rncs (rate 'ba:::~ 5., Owcn 0-. 
Jarboe (traffic cxpense~), Richard L. Ohlson (rcm~1n1nz life 
dcprocintion expense), Jonathan B. Lovelace (economic and 
financial data). 

Evidence was presented on behalf of the City ct Los Angeles 
by T. M. Chubb (cst1m~ted equity earnings and fin~cial data). 

Evidence WC3 presented on behalf of the Cclifornia F~rm Bureau 
Fcder:~t1on by Ernest R. ~richols, F. R. Jewett, t. S. Lothridge, , 
J. B .. Lenox. 

Evidence wns presented on behaU' of the Co.1l1mission f s z,tatf 
by Theodore Stein (cnpi t~,l structure, ccrnings requirements). 


