GRICIEAL

BETORE THE PUBLfC UTILITIES COMMISSION OF THE STATIEZ OF CALIFORNIA

b

Decision Wo. ali702

In the Matter of the Applicatiom of
CENTRAL CALYFORNIA TEZLEPHONE COMPANY,

a Califormia coxporation, for authority
to (1) xeplace the White River Exchange
with a new California Mot Springs Lxchange
and a2 new Gleanville Exchange; (2) to
enlarge the area served so as to imclude
the community of Johnsondale in the pro-
posed California Hot Springs Exchange;

(3) to establish mew rates and charges

for the proposed Glemnville and California
Hot Springs Exchange; and (4) to establish
toll centers at California EHot Springs and
Glennviile and discontinue the present toll
centexr at White River.

Application No. 41998
(Lmended)
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Warren A. Palmer and Orrick, Dahlquist, Herrington
& Suteliffe, for applicant.

J. J. Deuel and Ralph Hubbard, for Califormia Farm
Bureau Federation; Rodney Williams, for James
Vizzard; lois R. Booth, Zor Panoramz Heights
Resoxt, Posey Fire Department, Ermest T. Carnmey,
and Robert McDoanell:; Miss Hester C. McDonald,
for Idlewild Commumity; Mis. ilrudee Wiole, for
herself; interested parties.

Rugh N, Orz, for the Commission staff.

OQPINION

Applicant's Request

By the above-entitled application £iled on March 2, 1960,
and as amended om April 5, 1960 and on Jume 21, 1960, Central
California Telephone Company seeks authority to: (1) weplace its
White River exchange located in the counties of Tulare and Kern with
two new exchanges to be designated Califormia Lot Springs and
Glennville, respectively; (2) emlarge its existing service area by
approximately 40 square miles; (3) establisk and/or increase ;:ates

and chaxges ZLor the proposed California Hot Springs and Glemville
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exchanges as set foxth in the application; and (4) establish toll

Tate centers at Califormia Fot Springs and at Glennville exchanges

and discontinue the existing toll rate center at White River.
Public Hearing

After due notice, public hearing was held at Porterville
on July 20, 1960 before Examiner William W. Dunlof. Applicant
presented ten exbivits and testimony through one witness in support
of its request. ‘

Seven public witnesses testified generally in favor of
the applicant's request., The California Farm Bureau Federation
cross~examined witnesses and in its closing statement urged the
granting of the application including the proposed maximum mileage
areas as a reasomable method of meeting the special probleﬁzs of the
areca and in the intexests of service ilumprovements,

The Commission’s staff made an independent investigation
of applicant’s operatioms, .cross-examined witnesses and presented
one exhibit through two staff witmesses.

Applicant's Operations

| Applicant 15 a Califormia corporation furnishing exchange
and toll telephone public utility service through nine exchanges
in the centxal part of the State. Its largest exchanges are at
Coxcoran, Exeter and McFarland., In total it sexves approximately
8,000 telephones and at the end of 1959 it xeported telephone plant
in service approximating $2,170 ;OOO.

Central Western Comphny , @ service organization, provides
centralized purchasing, engineering, accounting and similaxr Serviccs'
to applicant and to three other associated telephone utilities,
These sexrvices are perfomed in accordance with written contracts

with each utility which set fZoxth the types of service to be
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provided and the methods of calculating charges. Charges are based

on actual costs incurred by Central Western, plus a 5 pecréént profit.
White River Exchange

Aﬁplicant purchased the White River exchange in October
1958 pursuant to Decision No. 57472, dated Octobex 15, 1953, im
Application No. 40437, and assumed operations of the exéhange in
February 1960, White River exchamge now serves ;appro;cimately 130
telephones., Principal commumities served by the exchénge are
Glemnville, California Hot Springs and Pire Flat. The latter two
communities arxe adjacent and essentially form a single comunity.
The evidence reveals that existing facilities in the exchange are
inadequate to meet 31l demands for sexvice, that the preserit dial
central office is £illed to capacity and cannot be expanded, and |
that the existing toll facilities to Porterville are z’nadequate.
Applicant forecasts a demand of 257 telephones by January 1961 and
526 telephones by January 1966,
Proposed Changes

To meet growing service demands based on studies of
Vhite River exchange, applicant proposes to serve Glemmville and the
surrounding area by a new exchange with a dial central office at
Glennville and furthex proposes o sexrve California Hot Springs,
Pine Flat and surrounding texritory by a mew exchamge with & dial
central office at California Hot Springs. 4 base rate ar_éa is
proposed within each of the exchanges. Within the Glenmville
exchange three maximum mileage areas also are proposed to be
established. The maximum mileage areas pexmit the offering of
higher grades of service at approximately one half the cuburban
nileage charges that othexwise would apply. Om Ixhibit 5 applicant
shows the proposed location of the boundaries of the exchanges,

base rate areas and maximum mileagze areas.
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Under applicant's plam, calling between the proposed
two new exchanges would be made without toll charges on an extended
service basis. Present toll facilities are proposed to be replaced
by a microwave system comnecting at Bakersfield with facilities of
The Pacific Telepnone and Telegraph Compsany. This arrangement R
according to the evidence, will be moxre economical than rebuilding
existing facilities to Porterville, will provide depemndable service,
and permit the offering of nationwide subsecriber toll dn'.aiing;

In lieu of the existing toll rate center at White River,
applicant proposes to establish two new Toll rate cgnters » one at
Glennville and the other at California Hot Springs. Necessary
construction work to implement applicant’'s plans, according to the
testimony can be completed during March 1961. |
Tinancing

Financing of the proposed $393,000 of new construction is
to be by 35-year 2 percent interest REA loan compitments, as

approved by Decision NWo. 57366, dated September 29, 1953, in
Application No. 40398.

Rates - Present and Proposed

Applicant’s existing White River exchange rates have been
in effect for many years‘ and do not prévide for such modern day
sexvice standards as one- and two-party line business sexvice and
one- and four-party line residence service., A comparison of present
and applicant's proposed rates are set forth in detail in Exhibit 9,
and for the principal classifications of exchange sexvice are as

follows:

1/ The geozraphical locations of the propesed toll rate centers are:
Califormia Fet Springs, Northwest one-quarter of Northeast one-
quarter of Section 5, Township 24 South, Runge 31 East MJD.B.&M.;
Glennville, Southwest ome-quarter of Northwest one-quaxter of
Section 26, Township 25 South, Range 30 Zast, M.D.B.&M.
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Rate Per Month
Classification ' Present Company Proposec

Business - Flat Rate Within Base Rate Area: , «
One=-Party ‘ - $6.75
Two-Party - 5.50
Extension 1.50

Residence -~ Flat Rate Withain Base Rate Area: E
One-Paxty _ ' 4,50
Feur~Paxrty X ‘ 3.10
Extens:’.on X 1.00

Suburban Ten-Party Flat Rate: | -
Business 1. 5.00
Residence ‘ 3.60

Farmexr Line: .

Business 1.35
Residence «&0
M:Lnimm Charge Pexr Line | 4.+00

Suburban Mileage Chazges - Per 1/& Mile: \
One-Par'L? . 050 .
TWO‘Pc-rty _ 035
Four-Party .25

Maximum Suburban Mileage Chaxges - Glenmnville: Area 1 Axea 2 Area 3
One~Party %*

Tvo-Party % 3.50 5.25 3.0
Four-Party % 2330 375 225

* Sexvice Not Offered.

In general, applicant's proposed exchange rates for
California Hot Springs and for Glemmville are the same as those in
effect in other of applicant’s smaller exchanges.

Applicant's proposed toll xates are the sane as those
genexally in effect in other areas of California. A compafis;n of
the present and the proposed toll rates from Califormiaz Eot Springs
and Glemnville to Bakexsfield and to Porterville are as follows:

3-Minute Station Call To
Bakerstield Portexrville
From Present - Proposed Present Proposed

Califoxnia Hot Springs $0.40 $50.45 $0.30 $0.35
Gleanville 40 «35 «30 «35
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Evidence om Earnings

The evidence on earnings submitted By;applicant and by the

Commission staff may be summarized as follows:

Rate of Return
Applicant X Statz

White River Exchange, Present Rates & Service Loss *
Company Pxoposed Rates and Service,
Glennville and Califormia Hot Springs Exchanges:
1961 Estimated o 0.69% 2.607%
1966 Tstimated 4,05 *

Total any - Year 1959 : 4,74

*
1961 Zstimated , 4,12 %
1966 EZstimated 4,63 %

* Not shown
A comparison of the estimates for Glemmville and
California Hot Springs exchanges for 1961 at applicant's proposed
rates and sexrvice arrangements follows:

Applieant Stafd
Exchange Toll. Total Exchange Toll Totnl

Revenuces $ 18,90 » » 2 15,130 & 60,490 % 75,620
Expenses and Taxoo »* * 20 6

Net Revenuo $(13,234) & 15,850 3 2,616 S (4,930) $ 16,010 3 11,080

Rato Pase $176,858 $204,516 $381,37, $223,380 $207,890  $431,270
Rate of Return Loss 747% 0.69%  Loss 7.7% 2.6%

(Red Figuroe)
#* Not Showm

Retirement of Existing Plant

This recoxd reveals that under applicant’s plém of sexvice,
$54,711 of its existing White River plant will be retired at cut-
ovex in 1961 and only $29,412 will be retained in service. Appli-
cant estimates that because of this large, contemplated retirement,
its resexve for depreciation applicable to the White River exchange
at cut-over in 1961 will be deficient by approximately $31,250.
While applicant assexted that it was less costly in the long rum to
retire the existing plant and build pew plant, it presented no proof

on this recoxd in support of suck assertion.
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Applicant proposed to charge the depreciation reserve with
the amount of the retirement, to credit the reserve with the tax
savings, and to imcrease the depreclation expense so that the et
deficiency would be written off over a 20=-year peiiod.

The Commission staff pointed out that the plant and
depreciation xeserve of the Vhite River exchange are based on an
a?praisal as of Decembexr 31, 1955; that such appraisal resulted in a
net plant "write-up" of $17,472, which was credited to proprietary
capital, and in the establistment of a depreciation resexve balance
of $4,292; and that subsequent events reveal that the depreciation
reserve balance established by the appraiéal and the subsequent
accruals were too low. In view of these comsiderations, the staff
suggested that the portion of the retired plant in excess of the
accunmulated reserve, less the tax savings, be chérged to surplus.
This suggestion was objected to by applicant.

An alternate proposal advanced by the staff was to treat
the retired plant in excess of the accumulated xeserve, less the
tax savings, as an extraordinary retirement to be charged to
operating expenses over a period of 20 years. Applicant did not
oppose this altexnative proposal, but urged that ité proposal be
authorized. '

Staff Recommendations

The followinZz recommendationms were made by the staff:

1, Applicant prepare a comprehensive cost study establishing
justification for providing lower mileage chazges to
subscribers within the proposed maximum mileage areas
and not To subseribers or potential subseribers outside
of the maximum mileage areas.

Applicant submit data on exchange revenues, direct
maintenance expenses, plant in sexvice, station develop-
ment and separations factors for the California XHot
Springs and Glemnville exchanges, based on conditions
one year after they are placed in operation,
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Applicant offer classified directoxy advertising
sexvice to subscribers of the Califormiza Hot Springs
and Glennville exchanges.

Applicant took cxception to the first recommendation as
being umecessaxy since the maximum milcage axeas wexe designcd to
meet particular problems in the Glenmwille territory and met with
the general approval of the customexs in the territory. 7The second
recommendation was not objected to by applicant; however, with
respect to the third recommendation applicant stated the present
telephone development was too small to intexest the d&rectory conpany

in soliciting advertising but that in the Lfuture with growth applx—
cant would offer such service,

Findings and Conclusions

hLfter considering the cvidence of record the following
findings and conclusiohs are made:

1. Applicant's plans to replace White River exchange'with
two new exchanges, Califormiz Hot Springs and Glemnville, to
establish base rate areas, maximum mileage areas, toll rate
points and rates for exchange and toll telephone sexvice appear
reasonsble and should be authorized.,

2. The requested ratec will not yield an excessive rate
of returm. |

3. The retixed plant in excess of the accumulated xeserve,
less the tax savings, should be charged to the depreclation
reserve and, under the rewnaining-life deprecilation method,
included as an element of depreciation expense over the life
of the plant devoted to sexvice,

L. The increases in rates and chaxges au:horized herein
are justified and presenmt rates and charges insofar as they
differ from those hexein prescribed, for the Lfuture are umjust

and unreasonable.
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Public hearing having been held on the above-entitled
matter, the matter having been submitted for decision and the
Comnission being informed thereon; therefore,

IT IS ORDERED as follows:

L. Central California Telephone Company, aftexr the cffective
date hereof and on or before March 31, 1961, is auvthorized to replace
its White River exchange with two new exchanges to be designated
California Hot Springs and Glemmville with exchange, base rate, and
naxioun mileage area boundaries substantially as shown on Exhibit 5,
with toll rate centers as discussed in the foregoing opinjon, and
with exchange and toll rates as proposed in Exhibit 9,

2. Central California Telephone Company shall malke and £ile
necessary tariff schedule revisions in accordance with the provisions
of General Order No. 96, and make said revisions effective for sexrvice
coincident with the establishment of said two new exchanges on not
less than ten days' notice to the public and to this Commission.

3. Swh retired plant in excess of the accumulated resexve,
less the tax savings, shall be charged to the deprec:x'.ation Teserve
and included as an element of depreciation expense over the life of
the plant devoted to service.

4. Central California Telephone Company shall file with this
Commission within ninety days of the close of first full year of
operation of the California Hot Springs and Glenmville exchaﬁges s

data showing exchange revenues, dixect maintenance expenses, plant

in service, station development and separation factors applicable
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to said two exchanges based on conditions ome year after being placed

in operatiom.
The authorization herein gramted will lapse if not

exercised within one year from the date hezeof.
The effective date of this oxder shall be twenty days

after the date hexeof.
Dated at San Francisco » California, this

[ '@,-day of SEPTENBER

wocosaardly abrent, 44 not zarticipate

im the dicposivion of this proceeding.




