
Decision' No. ___ ~6_1_G_)27_~_ 

BEFORE '!'HE PUBUC UTILItIES COI'1MISSION OF' 'n-IE' STAmOF ' cALIFORNIA.· 

In the Matt:er of the Application of } 
I<ERN MUTUAL TELEPHONE COMPANY, a ) 
California corporation, for authority ) 
to increase rates for exebange tele
phone service and message toll tele
phone service, and for interim. relief. 

Application No. 42561 

Orrick, Dahlquist, Herrington, and' Sutcliffe, by 
vTarren A. Palmer, for Kel:n Mutual Telephone 
company, applicant. 

H~ G. Baron, for City of Taft, protestant. Rap HUbbard, for Califorrd.a Farm Bureau Federa
tion, interested party • 

.rohn Gibbons, Robert 'tV. Beardslee and VJilliam' c. srlcca, for the commiSsion, staff. 

OPINION ON REQUEST FOR INTERn! INCREASE, 

Applicant's Request 

Kern Mutual Telephone Company filed the above-entitled 

application on Aagast l5, 1960, request1ng. the Commission (l)to' 

issue its interim order authorizing. applicant to fne and·, make 

effective the increased rates and charges set forth in Exhibit, G 

of the application; or (2) to issue its interim order authorizing 
. ' . 

applicant to' file and make effective such increased rates', and 

charges as will, in the Commission's discretion, enable applicant 

to meet its public utility obligations; and (3) to issue its final 

order authorizing applicant to file and'make effective such rates· 

and charges as will afford applicant -the opporttmity to earn ' 

additional annual gross revenues of not less than $147',565..based . 

on the estimated year 1961. 
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Public Hearing 

After doe notice. public hearing was held before Examiner. 

William. W. Dunlop on September 28 .and 29 ~ 1960 ~ at Ta£t.· Appl:teant 

presented four exhibits and testimony .. through one witness .·in support· 

of its request. 

The City Attorney of the City of Taft. appeared as· a pro-. . 

testant> cross-examined applicant's witness. and presented a 

resolution passed by the 1<et:n Couney Board of Supervisors obj ectiXlg . 

to the increases in rates as· requested by applicant· and requesting· 

the Commission to make a full and complete examination of a110f 

the facts and to grant only such increases as are determined just 

and reasonable \m.der the circumsumces. 

'Ib.e representative of the California Fum Bureau Fede~ation 

took no position with respect to applicant's reqUest· fOX" 'intertm . 

rate increases and no member of the pub-lic or subscriber. expressed 

a desire to present any testimony. 

!he Commission staff cross-examined applicant r s . witness, 

presented a financial report dealing. with applicant's interim rate 

request and'presented testimony wough one witness •. 

At the conclusion of the second day of hearf-IlS applicant 
"'" 

moved for an i:n:mediate int~ rate increase of not less than . 

$97>313 to meet its estimated minimum requirements for the year 

1961 pending completion of a thorough investigation by the Commission 
. , . ~ '. ~ 

staff, further public hearings, and final disposition, of the . pro:..' 
, 

ceediog. Applicant's motion was taken tmder submissi.on and the. 

bearing was continued to Janaary 11, 1951, at Taft •. 

'I'b.is opinion and order will relate solely to applicant f s 

motion for imnediate interim rate-increases •. 

,. I. 
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Applicant's Operations 

Applicant is a California corporation" furnishing exchange 

and toll telephone public utility'service tbrougn four exdhanses 

located principally in western Kern ,County. Its principal 'exchange 

is at Taft. In total it serves approximately 8,200' telephones and 

at the end of 1959 it reported telephone, plant in service ' approx:i:

mating $2,290,000. As of Julyl, 1960 applicant had no unfilled 

orders for 'primary service but washo1diDg205 requests for higher 

grades of service. 

Central 'toiestem' Company, 'an affiliated serviee organization, 

provides centralized purchasing, engineering, accotmting and similar 

services to applicant and to £everal'other telephone utilities. 
\, 

These services' are performed' in accordance wi.th written contracts 

with each utility. Said contracts set forth the types of service 
", 

to be provided and' the method' of calculating charges. Appendix, B , 

of Exhibit 1 is a copy of applicant's contract with' Central Western. ' 

Need for Interim Rate Increase 

Applicant represents. that it· is presently in" a <:rit:tea1 

financial condition and that immediate rate,relief is necessary in 

order eo preserve the high grade of service provided' to' applicant's 

subscribers and to remove the present threat to applicant's equity 
. .. , . 

stockholders. Applicant's witness test:£.£ied that 1£ :lmnediate rate 

relief is not obtained, the resolt will be a serious default, tmder . 

applicant's bond indenture, economic disaster for its equity stoc!<:

holders, and impaired serv:lce for its' cU$tomers,~ 

The evidence reveals that appl1ca:D.tT searnings in tbe last' 

two years have deteriorated; that although applicant's basic excbac.ge ' 

rates have not been increased' during the entire 52 years of operation,.' 

.-: .. 
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increases in toll rates and in miscellaneous exchange rates· have been 

made effective; and that applicant has·, attempeed~but without suc

cess ~ to restore earnings by means other thana general increase' in. 

basie exchange rates. 
. . '".'. 

The testimony further reveals that applicant,hasffnanced 

its recent plant additions. by means of internal sources and by a loan 

of $l76~OOO represented by three demand notes payable'to' Colora~ 

River Telephone Company; that applicant is faced with, obta:i.n!xlg: an ., 

additional $125~OOO to complete its construction program for 1960 

and 1961; that the demand notes have createcla default ·1m.der appli

cant' s first mortgage indenture in· that the iudenture' restricts 

applicant from borrowing short-term money except from· a 'bank; that· 

a waiver from the bondholder has been obtained bat the waiver pro

hibits additional short-term borrowing' until the present notes ,are 

xetired by fm».ds received from the sale of equity capital, by 

November 1950; that applicant's present and future eam:t.ngs: at 

present rates are not sufficient to- permit the issuance ofadd1t1onal·' 

bonds lmder the provisions of the present mdenture;that~ ~ ch:Le to 

, depressed eaxn:1Dgs ~ applicant" s Board of Directors. for the firs,t 

t1:me :in applicant's 52-year history suspended dividends. on common. 
, . 

stod( which wocld have been payable October 20:t 1960 j and that under 

these circ:ums.tances the sale of common stock at this' time' would, be 

most difficult if not impossible. ,.. ...., 

Applicant has. been autb/Yriz.el'to issue and sell,';JOOO 

shares ~ $25~par value ~ 6% percent ~ Series :s convertible' preferred 

stock for the purpose of paying oatstanc.iing indebtedness. Appli.cant 

states that if it can sell the additional preferred stoel( of $175;J000 

.. 

Y Decision No. 60671:. dated September 1~1960:t. in Application 
No. 42557. 

>\. , 
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and borrow from a bank approximately $125,000 more to cOmplete the ' 

1960 and 1961 construction program, then approx:lJnately oneyeu from 

now, assuming earnings are sufficiently improved~ applicant, coold 

issue additional bonds In the amount of $300 ~OOO to reti:re, the 

$175~OOO in preferred stock and the short-term. note in the 'axDolmt of 

$125~OOO. It was. the'vieW of applicant's witness that :l:zI:mediate 

interim rate relief was the key to the success of applicant's 

financing plan as discussed above. 

Earnings R.esults Presented by Applicant 

A Stlnmary of the earnings results presented by applicant 

in Exhibit 4 for its total California operations at present rates 

and at the 'rates sought in tb.i.s application is as follows: 

Recorded Estimated Year 1960 EstfmatedYear 1961 
Year Present: eo.Proposed Piesent:CO.Pioposed 
1959 Rates: Rates Rates: Rates Item -

Operating Revenues 
Operating Expenses 

and Taxes 

$ 748,149 $- 761,805 $ 908,525 $- 791,984$ 939;549' 

Net Revenue 
Rate Base (Depreci

ated) 
Rate of Return 

688J 654 704,829 780,892 743,,"486 819,218 
59,495 56,975 127,633, 43,49~ 120,331 

1,649,171 1,669,483 1,669,483 1,.733·,.437' 1,733,437 

3.611. 3.41.1. 7.65% 6.94'7. 

Applicant also: presented in Exhibit, 4 certain· separationS 

of 1ts total California operati.ons which show the following. results: 

Item. -
Intercompany Toll 

Intracompany Toll 

Remainder - Princi-
pally Excha:c.ge 

Total 

Rate of Return 
Estimated Year 1960 Estimated Year 1951 

Present CO. Proposed Present co. Proposed. 
Rates Rates Rates . Rates 

10.441. 8.60'!. 10.57% ,s..6C7. . 
(10.27) 1.53- Ul.26), . .40· 

.35 7.42 (.63)· &.~7' 

3..41 7.65 2.00 6.94 . 

(Red F:[gure) 
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The above resu.lts for the recorded yetrr 1959 do' not reflect 

on a full-year basis au increase :in applicant's intracompany toll 

rates and certain nonrec:u:rring. exchange rates which became' effective 

on June 1, 1959 pursuant to Decision No. 58372,. dated May 5, 1959,. 

in Application No. 40656. Said mcrease was estimatedt:e> augment 

applicant's gross revenues by $48,; 100 on an annual, basis. 

Applicant's estimates of intercompany toll revenues for 
," ' 

1960 and 1961 reflect a cost basis of settlement,. althOQgb. applicant 

currently settles with '!he Pacific Telephone a:c.d'TelegraphCompany 

on a basis other than cost. Applicant's witness estim3ted, that the 

current basis of settlement applied to the year 1960 pr~uces 

approx:i:m.ately $8,.000 more revenaes than the cost settlement basis 

included in its showing. It appears that applicant has no agreement 

with Paci.£ic to adopt the cost settlement basis at this' time. 

I'b.e testimony of applicant's witness further reveals that 

applicant's esti:mates of expenses for 1961 inelu.de in excess., of 

$7,.000 ' for wage increases which have not been committed by' management. 

Staff's Analysis 

'!he Commission staff had not completed its independent 

study and investigation of this utility and accordingly d:td not 

present evidence as to its estfmates of applicant's operations. The 

staff did, however,. cross-examine applicant's. witness and p:resented a 

financial report (Exhibit 5) based upon applicant's filed reports and 

applicant's estimates of revenue$~ expenses,. rate base~, and· financing 

pr~gram. for 1960. 

The staff's analysis shows that for' the years 1950 through 

1959 applicant had earnings available for common stock of $312~206 

and paid cash dividends of $341,.S15~ or $29~609 in. excess of' earnings. 

for that ten-year period; that in the two years 1955"and· 1959:, 
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applicant paid cash <iividends totali.ng$75,800 compared with total 

earnings available for common stock of $14,325; that e.arnings 

realized on common equity for 1955 and 1959" were 1.0 percent and 

1.6 percent, respectively; and that applicantrs estimate of ' net 

operat:£:c.g income for 1960 at present rates is, sufficient to pay total 

fixed charges of $37,970, total preferred dividends, of $1S,180 and 

leave $7,784 available for common stockM 

Findings and Conclusions 

Applicant r s di%ect presentation os tens ibly has been com

pleted both as to its mterim request and its permanent rate 

proposal:;:" and its ~7itness bas been cross-examined as to its interim 

reque&t. It shoald be tmderstoocl, however, that,. :in addi:cion tc> 

applicant t s witness remaming,' subject to cross-examination with , 

respect to its permanent rate proposals, the Commission staff has not 

completed its presentation, and some of the other parties mzy desire 

to present evidence. Therefore, while applicant t s figures are shown 

herein, the Commission is not necessarily accepting these figures 

except to the extent that they are evidence relating t?,' this· interim 

request. 
" 

The evidence now of record is convincing and we so find' 

that .1f>plicant is in u:gent need now of some interim relief pending 

the completion of the entire proceeding, but not to the extent· sought, , 

in order to maintain its service and discharge its obligations as a 

public utility. We find it to be in the' public ic.terest, to maintain 

applicant in a reasonably sound financial, condition so that it '1:lSy 

continue to furnish reasonable service to t:hepa.blic. " 

-7-
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The record reveals that applicant's earnings on its exChange 

:md intracompany toll operations are low.. loTe find an lncrease in .' 

revenues of $65,550 based on the test year 1950 to bejust1f1ed at 

this time. Such an increase in revenues applied to applicant"s .. ' 

operations for the year 1960 will produce a rate of return of 

approxlma~ly 5~ percent based upon applicant's showing. 

A comparison of the increases" in annual"revenUes requested 

by applicant with t:b.ose authorized by the . order herein based on 
, . 

applicant's estimates for the year 1960 is set forth as follows: . 

Item' -
Business Pr~Serv1ce 
Residence Pr:i.maJ::y Service· 
BuSiness Extension' Stations 
Residence Extension Stations 
PBX ·Switchboards . 
PBX.Trun1cs: 
PBXStatioll$ , 
'V7all Set·Telephones 
Mileage'IRates. .' 
.Joint User. Service 
Directo:cy Listi:o.gs 

. Supplemental Equipment . 
Interexchange Receiving Service 
PUblic Telephone 
Service'Stations .. 
Intracompany Toll Service 

Total 

, ' ". . • - " .~. p' , 

'. AtJnual'Increase ..... 
company'., ... 

Requested;, .. Authonzed 

$65;550, 

Applicant proposes no increase in primary rates" for Cuyama 

exchange since rates for that excb.ange initi.allywere established in 

February 1955. Applicant's present business rates in its Buttonwillow, 

11cl<ittr1e!" and Taft excbaages are low in comparison. with: the· resi-' 

dence rates and with bus:f.ness rates generally in effect else<o1here- in . 

C31ifoxnia. At this time increases are being. authorized in primary -

business rates in Battonwillow~ McKittrick and Taft. No' increases,. 

however ~ are being authorized at this. time- in' primary"X'esidence rates ... · 
• Lo· 

-8-



A.,42567 Jj 

For typical classes of primary business and residence 

service there is set forth tn the tabulation followfngtbe present 

rates together ~th the increases· requested by applicant and the 
" 

increases being, authorized by the order herein. 

Amotmt Per Month - Hand Set Station 

Item -
Present Increase Increase Present J.ncrease Increase 
Rate Requested Authorized Rate R£Suested Authorized 

Business 
Serviee 
I-party 
2-Party 
4-Party 

10-Party Subn. 

R.esidence 
Ser.r!ce 
I-party 
2-Party 
4-Party 

10-Party Subu. 

Business 
Service 
I-party 

Buttonwillow Exehange 9uY;ama Exchange' 

$3.25 $3.75 $3.75 $6.7.> -. 5.50· . -
2.50 2.50 2.50 -., 
2.75 2.35 2.3S· 5.00'· 

" 

2.75 2.00 4.50: . 
-: 

2.00 1.25 3.10 
2.25 1.35- - 3.60< . -

McKittrick Excbange Taft 'ExcbanS! 

$3.25· . $3.50·, $3.25 $4.50 $4.00. , ,. $3·.2'>, 
2.75· 2.75 2.3$'. 4.00. 2.50,., 2' .. 10 2-Party 

4-Party 2.25 2.50 2.25 3.50 "2.40, 2.00" , 
lO-I>arty Subn. 4.50 .50 ~3S. 5.00 .3> .. · " .• 3>: . 

'.,'.' 

Residence 
Service 
1-party 2.75' 1.7S 3·~zs. 1.75·: 
2~Party 2.25. 1.50 ~'" 2.75: . 1.20· 
4-Party 2.00 1.10': 2.25:: ,1.15;:' - .. 

lO-Puty Subn. 3.20 .40 3.45 . .1'> ' 

Increases in rates also are being authorized for business 

and residence extension stations,. private branch exchange' service·, 

wall set telephones, messages placed' !-rom· coin boxes.> and, 'for a 

nt:.ta2ber of miscellaneous services. V3hil.e applicant . reques.ted in-. 

creases in intracompany . toll rates, the present 'level of ·sUeb. rates 
,d ," 

is the same as generally obtains elseWhere :in California and' no 

~creases will .be authorized in such rates 'at tlrls time •. · 

ro.'!. i 
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'V]e find that the increases 1n ~ates and charges. authorized 

herein are justified and that present rates and charges insofar as 

they differ :C-rom those herein prescribed', for the, future " are' unjust, 

-and \m%easonable. 

IN'IERIM ORDER ' 

Kem Mutual Telephone Company b.aving made a motion for 

authori.ty to place into effect imnediate ,interim rate increases., the 

motion b.aving been taken under submission, anel based' upon' the evidence 

and the findings and conclusions contained in the foregoing interim 

op:inion, 

IT IS ORDERED as follows: 

1. Applicant is- zutborized to fl1ein quadruplicate' with this 

Coamission, on or after the effective date of this order and in con-
. , .. "". . 

formity with the provisions of General Order No. 96" revised tariff 

schedules with rates and charges modified as set forth :f.nAppendix A 

attached to this order and', on not less than five days' not,ice to- the 

pUblic and to this Commission to make said- revise<! tariffs effective 

for all service furrdshed on and after December 5" '1960." 

l'be effective date of, this 'order shall' be twenty days. 

after the elate hereof.' 

Dated at ___ San_Fran __ dSeo-_____ , Ca11forn:[a~" this _7_~ __ " " 

day of __ .;.;.N.;;,.OV_E_M..;.,SE.;..,?'_, ___ , 1960. 

-10- ' 
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APPENDIX A 

Page 1 of,4 

RAttS 

'!he presently effective rates. ch.argesanc1 conditi.ons, are 

changed to the extent set forth in th:!.s appendix. 

Schedule No. A-I, Flat Rate Exchange Service 

The following monthly business service rates and residence 

extension station rates are author:tzed:. 

Business. 

Individual Line 

Two-Party Line 

Four-Party Line 

Inside Extension 

Outside Extension' 

Residence 

Ins1deExtens1on 

Outside Extension 

Rate Per Month - Each Station 

~uttonwi11ow Cuyama Mclu.ttrick, ~ 

$7.00 . 

5.00 

1.50 

2'.00,,' 

1.00" 

1.50 

':$6~75':" 

5 SO"· . .,.. , . 

1.50. 

2.00 

1.00' 

1.50' 

$6:50 ' '$7.75-
'"." 

S.:.1()' , 6-.10·' 

,,4:50 .5~50, 

l.SO' 1~50 

2".00,' ",2.00 
" 

1.00", 1.00, ' ,,' 

l~50 '1~50: . 

"it: Presently effective rate." 

Schedule No. A-3, Semi-Public Coin Box Sel:Vice 

'I'he rate for each exchange message and the monthly rate for 

each extension station axe authorized as follows for· all' exchanges: . 

Each exchange message 

Each extension station, 
without coin box, , ' 
per month, ' 

. . ' , 

, . Rate" -, 
$' .10' 

1.50' ' 
", . 

, . 
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APPENDIX A 

Page 2 of 4 

RAms (Continued) 

Schedule No. A-4;a Mileage Rates 

'Ihe increases in mileage rates set forth on page 2 of 

Exlu."bit G attached to the appl1cat1.cn1 are authorized. 

Schedule No. A-5) Suburban Service 

The follow:ing monthly business service rates and resi.dence 

extension rates are authorized: 

Rate Per Month - Each' Station 

Business 

Ten-Party Line 

Extension without bell 

Residence 

Extension without· bell 

Buttonwillow . Cuyama 

$5,.10 .' 

1.50 . 

$5.00* 

1.50, 

1.00 

*Presently effective rate. 

McKittrick Taft -
$4.8$.' . $5·.35' 

1.50' 1'.50 

1.00'" 1.00· 

Schedule No. A-7 (a) t Private Branch Exchange Service 

The following monthly rates are authorized:: 

(1) Manual Equ1.pment Rste: 

Non-iDultiple switchboard positioc. 
Multiple 

(3) Trunk Rate: 
Each TrUnk 

(4) Station Rate 
Each station not: in guest room 
Each station in guest room 

,. Rate authorized to be canceled. 

* Presently effective, rate. 

Rate Per Month 

Taft -
$12.00 .' $12~00 .' 

if' :Ii 

10 :15* ' 11.50 

1.50 
1.00 .' 

' .. " 

1.50 
1.00' 
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APEI'1D:C~ A 

Page 3 of /:.. 

RATES (Continued) 

Schedule No. A-7 (Rates :8) I Commercial Private Branch Exchange Service 

!'he following monthly rates are author1zed: 

(1) Trunlt Rate: 

Each tnmk line: 
Within base rate area 
't-Tithin suburban· area: 

Air-line c11staoce from nearest 
point on b3S~ rate area boundal:y: 

Fust one-quarter mile or less 

Each additional one-quarter 
mile or fraction thereof 

(2) Station. 'Rate: 

Each subscriber-owned station 

RLlte Per Month 

McKittrick ~ .. 

. $ 9.75- $11.50 

10.35 12.10 . 
;' 

.60 .60 

.75 .75 

Schedule Ho. A-S, Business Intercommunicating System 

This schedule is authorized to be canceled. 

Schedule No. A-lt, Public Pay Station Service 

The following rate is authorized: 

Each exchange message 

S¢hedule No. A-13, Joint Use; ~e 

~ .. 

$ .10. 

The inexeases in joint user· rates set forth on page 4 of 

ExlU;.:>it G attached 1:0 the application are'· authorized. 
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APPENDIX A 

Page 4 of 4 

RATES (Continued) 

Schedule No. A-14, Directory ListinSS; 

The increases :in directo:ty listing rates set forth on page 

5 of Exhibit G attached to the application are authorized. 

Schedule No. A-1S t Supplemental Egui~t 

The ino=eases and changes :in rates and charges for supple

mental eqaipment set forth on pages 5 and 6 of Exhib1t G attached to 

the application are authorized. 

Schedule No. A-ZIt Int:el:'e-...cehange Receiving Service 

'!'he rate per month for each :lnterexcbaDge receiv1ng. service 

is authorized" to be increased to $5.00. 

Schedule l~o. A-Z8, vTal1 and Rand Set Telephones 

TIrl.s schedule is authorized to beeanceled. 


