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Decision No. 670

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
JOSEPH S, RAY, an individual, for a2
certificate of public convenience and
necessity to comstruct, maintain and
opexrate a telephone exchange in and
about the vicinity of Refugio, Santa
Barbara Comty, California.

In the Matter of the Joint Application
of JOSZPE S. RAY, an individual, and
SEA-ISLAND TELEPHONE COMPANY, a Cali-
fornia corporation, for (1) authority
of Joseph S. Ray to assign and transfer
to Sea-Island ‘I‘eleihone Company a
cextificate of public convenience and
necessity to furnish public utilicy
telephone sexrvice in and about the
vicinity of Refuglo and adjacent
islands, Santa Barbara Coumty,
California, and (2) authority of Sea-
Island Telephone Company to issue and
sell its capital stock.

Application No. 41378
(Amended)

Application No. 41761

In the Mattex of the suspension and
investigation on the Commission's owm
motion of exchange area expamsion in
the Santa Barbara Exchange of General
Telephone Company of California, filed
by Advice Letter No. 1055.

Case No. 6391
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David Ginsburg and W:Llliéa‘mSGm{eé}:_ and O;rick, N
ahlquist, Hexrxington utcliffe arren A.

Palmer, for Joseph S, Ray and Sea-Islanc
Telephone Company, agglicants; and interested
garties in Case No. 6391.

Albert M. Hart and A. Ralph Snydex, Jr., for
General lelephone Company o% EI?.':"omLa, protestant
in Application Ne. 41378, interested party in
zgg %ication No. 41761, and respondent in Case No.

Neal C. Hasbrook, for California Independent Tele-
bone Association; and Harold Gold and Clyde T,
arroll, for United States Department of Navy,
interested parties.

J. Calvin Simpson and Melvin E. Mezelk, for the

ommission stafif.

OPINION

Nature of the Proceedinzs

The above=-entitled rﬁatters inovolve two mutually-excllusi\%e
proposals for the establishment of exchange telephone service in an
-1-
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unincorporated mainland arca in and about the vicinity of Refugio
near Santa Barbara. One proposal is that of Joseph S, Ray, ao
individual, and Sea-Island Telephone Company (Sea-Island); the other
is that of Generxal Telephome Company of California (General). The
proposal of Ray and Sea-Island also involves the establishment of
exéhange telephone sexvice oﬁ foﬁr $£ the nearby Santa Barbara
islands.

The basic issue in these proccedings is whether Sca-
Island's proposal to sexve the disputed mainland area and offshore
islands with exchange and toll service is more compatible with and
in the public intercst than General's proposal to serve the mainland
area with suburban extended service and to continue the present
arrangements of sexrving the offshore islands with mobile radio and
toll sexvice. | |

' Sea-Island's Proposal

Ray filed Application No. 41378 on August 5, 1959, and an
amendment thereto on Jaﬁuary 7, 1960, The application, as amended,
seeks a certificate of public convenience and necessity to construct,
overate and maintain five dial telephéne exchanges as fblldws: one
on the mainland to be designated as Cabrillo exchange and to include
the localities of Refugio, Capitan, Tifiguas Ranch, E1 Capitan Ranch,
Refugio Beach State Park and E1 Capitan Zeach State Park, all in
Santa Barbara Coumty; and an exchange on each of the offshore islands
of Anacapa, Santa Cruz, Santa Rosa and San Miguel.

On December 1l&, 19259, Ray and Sea~Island Telephone Company,
a California corporation, jointly filed Application No. 41761,
réquesting authority for Ray to assizn and transfer tke certificate
sought under Application No, 41372 to Sea=-Island and authority for
Sea;xsland to issue and sell capital stock. Application Wo. 41378
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and Application No. 41761 are, thexcfore, comsidexed to be an
integrated proposal to establish service to be provided by Sea-
Island. |
Undex Seca-Island’s proposal, as contained in the appli-
cations, subseribers in its Cabrillo, or mainland, exchange would
have extended calling to telephomes in the Woodlsnd 7 (Golets)
office of Gemeral's Samta Baxbara exchange. During the hearings
Sea~Island offered an alternmative proposal for the mainland, pro-
viding for local sexvice only iIn the Cabrillo exchamgze without the
feature of extended sexvice into Gemerxal's Woodland 7 office.
Exchange service would be provided by Sea~Island on each
of the offshore islands. Island-to-island sexrvice and island-to-

mainland sexvice would be provided on a toll basis,
General's PrOposai

Undex Advice Letter No, 1055, dated November 9, 1959,
General f£iled revised tariff sheets providing for expansion of its
Santa Barbara exchange to add the same mainland area which Sea-
Island proposes to include in its Cabrille exchange. On December 1,
1959, the Commission suspended these revised tariff sheets and

instituted Case No. 6391, an investigation to determine whether

General should be authorized to expand its Santa Barbara exchange

to include the contested area..

Under Advice Letter No. 1071, dated February 19, 1960,
General undertook to f£ile maps designating the four offshore islands
as sepafate telephone exchanges. This advice letter was rejected
on February 23, 1960, because the f£iling 4id not include the types
and classes of sexrvice proposed to be rendered or thevrafes.or
conditions undex which the service would be provided. Insofar as

exchange telephome service by Genexral is concermed, therefore, these




proceedings are limited to a comsideration of the proposal made undexr
Adwvice Letter No. 1055, which relates only to the mainland area.
Genexal's proposal provides for the mainland area to
become a part of its Santa Barbara exchmmge, with extended service
throughout the Santa Barbara extended area. Gemeral would cont:x'nue
to offer communications service to the offshore islands umder its
present radiotelephone taxiffs. '
Public Hearings

Public hearing in Application No. 41378 was held in Santa
Barbara on September 22, 1959. Subsequently, Application No. 41378
was consolidated for hearing witk Application Wo. 41761 and Cése No.
6391, and combined public hearings were held on January 26, 27 and Zo,
1960 in Los Angeles and on March 14, 15 and 16, 1960, in Santa

Barbara. On the last-mentioned date, these matters were submitted,

subject to the receipt of comcurrent briefs which were 'filce_d with
the Commission om June 10, 1960. |

Proposed nxchange Axeas and
Present Sexrving Arrangements

The contested mainland axea is roughly rectangulax amd is
33 square miles in area. Its southern side fromts upon the Pacific
Ccean for approximately nine miles, and the area extends inland about
four miles. It is bounded on land by three exchanges of General's
Santa Baxrbara district: Gaviota exchange to the west; Santa Ynez
exchange to the north; and Santa Barbara exchange to the east., The
southern half, for a distancé of fxrom two to two and one-half miles
inland from the ocean shore, is used for agricultural purposes,
pxincipally cattle grazing. Beyond this distance, the terrain rises
abruptly and the remainder of the area lies within Los Padres

National Forest. There are a total of 74 habitable buildings in the
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area, 17 of which are wmoccupied. The only commercial establishment

in the area is a service station. Gemeral now provides toll station

telephone sexrvice in the area, which is "umfiled’”, i.e., not in-
cluded in the exchangze area maps of the filed tariffs of any tele-
phone utility. Zxdsting telephone sexrvice is furnished through three
magneto toll circuits. During January 19.60, General was serving 17
subscribers and two public pay statioms in the contested mainlénd
area.

Anacapa Island is 700 acres, oxr slightly over one-séuare
mile in area, and lies approximately 12 miles southwest of Point
Hueneme. 7The island is composed primarily of volcanic rock. There
is no source of water om the island, and all supplies, including
watex, must be shipped in, A total of 538 acres, whichk is umoccupied
and wmattended, has been designated as a national monument. A
Coast Guaxd station, staffed by eight men, occupies the remainder of
the island, The station facilitles Include a lighthouse and radio
beacon, The Coast Guard has its own radio commumications to the
mainland as well as a system for intercommmicating within the
station. |

Santa Cruz Island, the next island to the west of Anacapa,

. enccmpasses about 62,000 acres, or 96 square miles, Thexre are two
sheep ranches on the island, ome of approximately 55,000 acres and
one of 6,500 acres. Depending on the season, a total of from 11 to
17 men axe employed on the two ramches. Zach ranch has its owm
intercommmicating system, as well as radio commmications to the
mainland. Thexe is mo radio or wire communcations between the two
ranches, In addition to the two ranches, the United States Navy ma:f.n;
tains an fnstallation on Santa Cruz. The maval imstallation is
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staffed by 17 persomnel. The Wavy maintains a radio sysZem for
communications with the mainland.

Santa Rosa, the next island to the west, is about 30 square
milles in area. The island is owned by a Los Angeles cattle syndicate,
In addition to the cattleéraising operations on the island, there is
2 United States Air Foree Installation staffed by 200 airmen.
General provides two radiotelephome circuits from the Aix Foxce
installation to its Samta Barbaxa toll board. Ome cixcuit serves the
Alx Force statlion private branch exchange and the other sexrves seven
pay stations located within the airmen's barracks. In addition, The
Pacific Telephone and Telegraph Company (Pacific), in cooperation with
Genexal, provides 2 number of lecased line circuits to the Air Force.

San Miguel Island, the Zurthest west of the four islands,
has been removed from further consideration herein., Pursuant to 2
stipulation emtered into by the parties to these proceedings, Sea-
Island withdrew its request for a cextificate to establish a telephone
exchange on San Miguel Island. This stipulation f£ollowed a statement
by counsel for the United States Navy to the effect that the Navy was
giviﬁg consideration to objecting formally to Sea-Island's proposal
for San Miguel Island.

Testimony of Public Witnesses

Approximately 20 public witnesses, 12 of them being sub=-
seribers to Gemeral's sexvice, testified that they pteferred the
service and rates proposed by Se#-Is'iand. A1l of the public witnesses
expressed dissatisfaction with the toll-stationm sexvice being pro-
vided by General., Their complaints concerned dissatisfaction with
party-line sexrvice, wzaiting for the operator, non’-dial instruments,
sexvice outages and ﬁon-selective singing., The service difficultie’s

complained of appeared to e typical of those genmerally experienced
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in rural areas where multiparty line magneto toll station service Is
provided. The expression of the public witmesses in favor of Sea-
Island service clearly indicates that they desixe urban sexrvice at
- urban rates. The £act that under Genmeral's proposal the local
calling area would include Santa Barbara and Carpenteris, whereas
these points would be subject to toll charges uﬁder Sea~Island’'s
proposal, did not appear to offset the fact that undex Generai's
proposal wrban sexvice would entail the application of standard
suburban mileage charges based on the distance the individualnsub-
scriber was removed from the Santa Barbara base rate area.

One public witness, repfesenting the owner of a cattle
ranch on Santa Cruz Island, testified as to the desirability of

Sea~Island's proposal forx préviding exchange telephone service to
the offshore islands.

Discussion of Sea-Island's Proposal

Sea-Island's proposal would permit wvirtually all potential
telephone subscribers to receive urban grades éf service, 1l.e.,
individual- and two=-party line service, without mileage charges or
line extension charges. Sea-Island achieves this form of rate

treatment, which is highly acceptable to the subscriber, through the

device of designing its proposed base rate arcas to include all

prospective subscribexs for Its service without regard to the normal
engineering and economic comnsiderations of base ruate area desizm,
suchr as subscriber density and distaence f£rom the central officé. On
the mainland, the resulting base rate area is extended and asymmetri—v
cal, and, on the offshore islands, the base rate areas axe circqlar

with one base rate area to each and every subscriber.
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The proposed xates for principal grades of Sea-Island

sexvice axe shown in the tabulation below:

Rate Per Month

Class and Grade Lxtende¢  Local
Exchangze of Service Sexvice” Service

Cabrillo (Mainland) Business
Individual Line $9.
Suburban Line 24

-

Residence
Individual Line 7.
Two=Party Line 5.
Suburban Line &
Offshore Islands Business
Individual Line

Residence
Individuzl Line ‘ - 7.00

“ To Woodland 7 office of Gemeral's Samta Barbara exchange.

The rates shown above for extended service form the basis
upon which Sca-Island solicited applications for sexvice f£xrom residents
of itsjﬁfdposed Cabrille, or mainland, exchange. On the last daf-of'
heafiﬁg;gééa-lsland introduced an alternative proposal providfngﬁfor
local service only in the Cabrillo exdhange‘without the feature of
extended sexvice imto the Woodland 7 office of Gemeral. The record
does not show that prospective subscribers to-Sea;Island sexvice were
apprised of this latter proposal. |

N The proposed level of exchange rates is not of great
significance in making an estimate of the zesults of Sea-Island’s
opexations, Under Seca-Island's extended service.proposal, less than
20 percent of its revenues would come f£rom exchange operations, since
over 20 percent of its zevenues would, according to its own sepaxations
study, have to come from Interchanged toll. Undexr Sea=-Island's
alterative local sexvice proposal, only 10 pezcent of its reveaues
would come from exchange operations and 90 pexcent would have To come

Lxzom intexchangzed toll. The Zollowing tabulation, taken from Exhibit
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No. 12, shows Sea-Island's estimate of the level of its separated
carnings at the end of the first year of operation on an extended

service basis:

Intexrchanged
Toll Al1l Other Total

Revenues $ 39,981 $ 7,231 - $ 47,212
Expenses 23,742 6,323 35,065
Net Revenue 11,239 903 LZ‘,11>7
Rate Base 145,947 29,951 175,908
Rate of Return 7.70% 3.03% 6.91%

Sea-Island's estimate of mearly $40,000 in toll revenues

results from the application of an assumed 7.7% rate of return to a
toll rate base of about 3837 of Sca-Island's total plant investment.
Accoxding to Sea~Island's own figures, based on an estimated develop-
ment of 100 stations and an estimated ammual originating toll usage
of $140 per station, its total toll billing to customers would be
only $14,000 per year. Sea-Island assumes that the telephone utility
with which it woulé. interchange toll traffic would be reciuired' by this
Commission to "make it whole', i.e., t0 pay to Sea-Isiand the
difference between the actual toll billing to its customers and its
£ull toll operating costs plus a rate of return of 7.74. By Sea-
Island's estimate, this difference would amount to $26,000 per year.
This Commission, in Decision No. 56652, dated May 6, 1953,
in Application No. 39309, found a 7.7% Tate of return to 'be reasonable
for traffic interchanged between independent companies and Pacifie.
Sald decision, however, made no determination as to the rate of
return for traffic wholly ovexr the lines of independent companies.
Without commenting om the applicability of the 7.74 return
to any toll traffic Sea-Island might interchange with Pacific, the
evidence in this case shows that ovexr 60 percent of Sea-Island’s toll
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traffic would be intexchanged with General. The evidence also shows
that Gemeral is not earning a 7.7% return on the operation of i;s
Santa Barbara Coumty toll routes. If the Commission were to reénire
General to compensate Scé-Island on the basis of full cost plu; 2
7.7 percent rate of return, it is possible that General, in turm,
would requirc-cdmpensation. This compensation might ultimately have
to come cithexr from General's own ratepayers or fxom toll usexs
throughout the State of Califormia.

While this Commission subscribes to the proposition that
independent telephone utilities should be adeéuately compensated Lfor
theixr intexchanged toll operations, and that the full cost plus
rcasonable rate of return formula gemerally affords anm equitable
means of providing adequate compensation, an examination into the
unusual nature of Sea~Island's proposed operatioms gives conclusive
indication that the application of such a settlement formula to Sea-
Island would not be in the public interest.

Included in Sea;Island's total plant Investment of $176,000
is an investment of some $88,000, exclusive of statiom e&uipment, in
a microwave system to be used to sexve the offshore islands. Sea-
Island has allocated this investment emtirely to toll. Initfially
this microwave system-woﬁld be used to serve foux prospective sub-
scribers. This would amount to an investment of $22,000‘pe£‘station.
Giving credence to Sea;Island's optimistic estimate of 32 island
stations, which includes futuxe military statioms, the imvestment per
icland station would still exceed $2,600. Looking at Sea;Island's
over-all proposed operatioms, it is seen‘from‘thibit No. 12 that
$176,000 in plant investment would be zequired to serve 3 total of
100 stations. This amownts to an investment greater than $1,700 pex
station, exceeding by several times the statewide average investment

pexr station for all telephone utilities.

-10-
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Txhibit No. 45 lists the 56 telephone companies in this
comtry havinz less than 500 statioms which xreported to the United
States Independent Telephone Association in the year 195 and all
Class C and D telephonme utilities in California. This exhibit shows
the highest investwent per station of any of these companies to be
$360, with over 907% of them having sn Investment pex station of less
than $500, as contrasted with Sea-Island's proéosed investment of
over $1,700.

Of the telephone companies listed in Zxhibit No. 45, the
highest annual toll revenue per station in 1958 was $167, and over
90% of all the listed companies had toll revenues per station of
less than $89 per year. Using Sea'-Island's station estimate of 100
stations, the 540,000 of toll settlement revenues which Sea-Island
would require in order to e¢axm a 7.7% rate of return eciuates to
axound $400 per statiom.:

Discussion of General's Proposal

Under Gemeral's proposal the mainland area would become
"Suburban Zome No. 2" of the Santa Baxbara exchange with dial
extended sexvice throughout the Santa Barbara extended area, in-
cluding the Carpenteria exchange. Suburban line sexvice would be
offered at the séme level as applies to Carpenteria. Urban grades
of sexvice would be offered at the Santa Barbara monthly rates with
applicable mileage charges. The zrates applicable to the principal
classes and grades of sexvice under Generél's proposal are as follows:

Rate Per Month :
ixchange Mileage C{harge
Class and Grade of Service Charze Per 1/4 Mile

Business Sexrvice o ’
Individual Line .90 $0.75
Two-~Party Line , U
Subuxrban Line «50 -

Residence Sexvice - 3 : ,
Individual Line " 0.75 .
Two=Party Line : .50
Four-Party Line 3 35
Suburban Line . : 3 -
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with xespect to the offshore islands, General would
continue to offer fixed and moblle radlotelephone sexvice f£fxrom its
Long Beach system to the non-military poéulation on the islands.
It would continue to provide radio commumications to the military
installations on the islands in cooperation with Pacific.
Comparison of Proposed Rate Treatment

Both proposals provide for dial exchange service for the
contested mainland arca, the basic difference being that under Sea-
Island's proposal the base rate area would be so elongated and 50
“configurated that practically no subscribers to uxbanm grades of
sexvice would pay suburban mileage charges, wiereas under General's
proposal subscribers to uxban grades would pay mileage chaxges from
the Santa Barbara base rate area boundary. These mileage charges
would vary according to the subscribex's locatiom andigréde of

sexrvice and would range £xom about $9.00 to $45.00 pexr month, Under
General's proposal, however, suburban-line dial service would be
avallable without mileage charges.

Genexal's proposal provides a greater extended calling
range than docs Sea;Island's. Under Generxal's proposal, subsceribers
would have calling access, at no additional charges, to all statioms
in Samta Barvara and Carpenteria. Undexr Sea Island's local sexvice
proPosél all ecalls to sﬁations outside the Cabrillo exchange would
be toll; under Sea Island's extended service proposal, subsexibers
could call the Woodland 7 office of the Santa Barbara exchange
without additiomal charges. The cvidence indicates, however, that
residents of the proposed Cabrillo exchange do not have a high |
calling rate to the Voodland 7 office but that, instead, their
commumity of intexest is directed toward the more central‘a:eas of

Santa Barbara exchanze.
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Exhibit No. 25 is a study of the subscriber momnthly billing
cffect of Sea-Island's proposal as against Gemeral's proposal. The
exhibit shows that, basced on calls made duxring the month studied,
under Sea-Island's proposal, the present subscribers to toll station
service would have paid 2 total of $242.80 In exchange amd toll
charges for individual-line sexrvice with free calling locally and o
the Woodland 7 office. Under General's proposal these same sub-
sexibers would have paid a total of $177.15 in such cﬁarges for
suburban~line sexvice with free calling throughout the Santa Barbara
and Carpenteria exchanges. Foxr individual-line service, however,
General's total charges would have been appreciably gzreater than
Sea-Island's, because of the effect of mileage charges.

Comparison of Ability to Serve

_ Sea~Island does not now, and has not previously, operated
a telephone system. It estimates that it will take from'niné months
to one year for its proposed system to becoxe operative. Sea~Island
will be managed by an outside sexvice company with day~to-day
commexrcial sexvices being conducted by the operator of a local
gasoline station. Its financial plans are not crystallized. It
hopes to finmmee its plant investment with a 907 Rural Electrification
Administration (REA) loan at 27 interest., It has, howevef, o
commitment from the REA for such a loan. If the REA loan is denied,
Sea-Island would attempt to finance with 1007 common equity. Neither
Sea-Island, nox its promoter, offered a balance sheet or othex
£inancial statement in evidence. Sea-Island itself is a coxrporation
without present assets.

The f£inaneclal success of Sea-Island, and hemce its avility

to provide adequate and dependable telephome servigce to the pudblie,

appeaxrs to depend completely upon its being guaranteed a 7.7% xate of

i
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retuxn on its toll operations by comtracting to have either Genexal

or Pacific pay it $26,CC0 each yecer more than the revenues generated

by Sea-Island'ssubscribeEi; Seé-Island does not have such a éontract,-r’/
nox does it have a contract for amother utility to perform, as it
contemplates, the timing and ticketing of subscribers' toll calls

and the handling of special service calls such as information and

repalr service,

Sea-~Island's plan for providiang service to the area appears
to ignore engineering and ecomomic realitics. Doiled down to its
essence, Sea-Island proposes to offer high cost exchange service at
non-compensatory rates and intends to make up the resulting deficit
through the provisions of a guaranteed rate of xeturn settlement
contract with anmothexr telephome utility. The evidence does not show
that Sea~Island could, in fact, be made whole thxough the operation
of such a settlement contract. The separations study upon which
Sca~-Island based its ecarmings estimate contains oovious major
infirmities, and it was not fully and properly supported by Sea~
Island's witness on separations. Rather éhan being an objective
and accurate separations study, it appears to be a device introduced
into the proceedings for the purpose of making Sea-Island’'s proposal
. appear ecomomically practicable. Further doudbt is cast upoﬁ Sea~
Island's earnings estimate by its station development forecast, which
is clearly,shown by the evidence to be too optimistic. Comsidering
the low leQel of revenues which could reasonably be expected t§ be
generated from its subscribers, iz the light of the large plant‘
investment required, Sea-Island's proposal is seen to be unrealistic.

Cn the other hand, General's service and finaneial
capabilities are a matter of record with this Commission. General

now serves the area surrounding the comtested mainland area, and it
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presently owns toll station facilities in the area,lwhich can be
utilized at low cost to provide dial extended sexrvice to the Samta
Barbara exchange. General states that the modifications necessary
to provide such service can be provided within 2 maximum of two
wccks. o |
General's differential and cost effects of providing Santa

Barbara extended sexrvice in the contested areca are shown in Exhibit
No. 32, which indicates that Gemeral's proposed scrving plan will
produce revenues sufficient to meet the estimated full costs of
providing such service.

| With respect to the offshore islands, the evidence shows
that the cost of providing exchange sexvice would be prohibitive in
view of the gross disparity between the plant investment which would
be required and the revenues which could be realized from the small
prospective station development., The record indicates that‘thc

present serving arrangements for the islands are meeting all present

requirements of the military, and that radio commmication is now

available to the very limited civilianm activities on the islands.

Findings and Conclusions

The Commission f£inds and concludes that Sea-Island's
proposal is purely speculative and would be advexse to the public
Interest and that, therefore, the applications of Joseph S. Ray and
Sea-Island Telephone Company should be denied.

The Commission further £inds amd concludes that the public
intexest requires Gemeral Telephone Company to expand its Santa
Barbara exchange to include the contested mainland arez as provided
in its Advice Letter No. 1055 and attached revised Cal. ?.U.C. Sheets

Nos. 8153-T through 8175-T, imclusive.
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Public hearings having been held, evidence having been
received, and the matters submitted forx decision,
IT IS ORDERED:

1. That Application No. 41378, as amended, and Application
No. 41761 be and they hereby are denied. -

2. That Case No. 6321 be and it hereby is discontinued and
the ordexs therxein dated December 1, 1959 and March 29, 1560 be
and they hexeby axe vacated; the suspension is lifted and the rates
filed by the Genmeral Telepbone Company of California under Advice
Lettexr No. 1055, Revised Cal. P.U.C. Sheets Nos. 8168-T through
8175-T, inclusive, are accepted and shall become effective on the
effective date of this oxder.

The effective date of this oxder shall be twenty days
after the date hereof.

Dated at San. Francisco , California, this 02&7:/49 i‘
day of SEPTENMRER , 1960, 7
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