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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE SIAE OF CALIFORNIA

In the Matter of the Appl:.cation of .

KERN MUTUAL TELEPEONE COMPANY, & ;

California corporestion, for author:[ty n e
to increase rates for exchange tele=- Application No. 42567
phone service and message toll tele- : .
phone service, and for interim relief.

Orrick, Dahlquist Herrington, and - Suteli’ife, by
Varren A. Palmer for Kern Mutual Telepbome
Company, plioant. .

G. Baron, for City of Taft, protestant.
nubbard, for California Farm Bureau Federa-
t:.on, interested party.

John Gibbons, Robert W, Beardslee and William:

Ce. Bricca, for the Commission staff.

OPINION ON REQUEST FOR INTERIM INCREASB‘ N

Applicant®s RegL St

Kexn Mutual Telephone Company £iled the above-entitled
application on August 15, 1960, requesting the Commission (e5) to
issue its interim order authorizing applicant to £ile and. make ‘
effective the increased rates and charges set forth :[n Ethb:Ltr G
of the application; or (2) to issue its :’.nter:im ordet' authoming
applicant to file and make ef feet:.ve such -_ncreased rates and -
charges as will, in the Commission's da’.seretion, enable appl:.cant |
to meet its public utility obligations; and (3) to 'I.ssue :l'.ts final
oxder authorizing applicant to. f:ile and make effective such rates o
and charges as will afford appln.cant the opportt.m:x.ty to earn | |
additional annual gross revenues of not less th'.an 147 565 based

. on the estimated year 1961. B
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Publice Hcaring

After due notice, public hearing was beld before Exam.ner -
William W. Dunlop on Septembexr 28 and 29, 1960, at Taft. Applicsnt |
presented four exhibits and testimony through one witness in support 3
of its request. ' SR f | _

The City Attormey of the C:.ty of 'Iaft appeared as. a pro- '
testant, cross-examined applica:nt's witness, and presented a

esolution passed by the Kern County Board of Supervisors object:.ng
to the increases in xates as requested by applicant and requcsting
the Commission to make a full and complete exam.ination of sll of
the facts and to gramt only such increases as are determined just
and reasongble umder the circumstances. - : |

The representative of the California Farm Bureau Federation
took no position with respect to applicant s request for interim "‘ -
rate increases and no member of the publ:.c or subscriber expressed :
a desire to present amy testimony. _ | '

The Commission staff cross-examined applicant -3 witness,
presented a financ:.al report dealing with applicant‘s interim xate -
request and presented testimony through orne witness._ - o

At the conclusion of the second day of hearing applicant
woved for an immediate iatexim rate i:ncrease of not less than
$97,313 to meet its estimated m:.nimm requirements for the yeaxr
1961 pending completion of a thorough investigat:.on by the Commission
staff, further public hearings, and f:'.nal diSposit:.on o:E the pro-
ceeding. Applicant s motion was taken under submission and the |
hearin3 was continued to Jamuary 11, 1.961 at 'J.‘aft

This opinion and ordexr will relate solely to appl:.cant s f

motion for mmediate interm rste :.ncreases.

N




b 42567 B

Applicant' S Operations

| Applicant is a California corporation fum:.shmg exchange o
and toll telephone public utility service tb.rough four exchangcs -
located princinally in western Kern County. Its pr:'ncipal exchange'
is at Taft. In total it sexves approximately 8 200 telephones and

~ at the end of 1959 it reported telephome. plant in sexvice approx:.-
mating $2,290, 000. As of July l, 1960 appl:.cant had no L'mfilled

oxrders for pr:unary service but was holding 205 requests for higher
grades of scxvice. , , :
Central Western Company, an affiliated service organizat:.on,

prov-ides centralized purchasing, engineering, accounting and s:.m.lar 3
sexvices to applicant and to veveral other telephone utilities. : |
These services are performed in accordance with written contracts
with each utility. Sald contracts set forth the ty-pes of service
to be provided and the method of calculating cb.a:ges.' Appenduc B
of Exhibit 1 is a copy of applicmzt's contract with Central Western.“-' i

Need for Interim Rate Increase

Applicant represents that it 'is presently in a critical -
financial condition and that inmed:.ate rate relief is necessary :x.n '
oxrdexr to preserve the h:.gh grade of service provided to appln.cant s
subscribers and to remove the present threat to applicant's equicy '.
stockholders. Applicant s witness testified that if immediate rate |
relief :Ls not obtained, the resnlt will be a ser:.ous default under
appl:.cant s bond indenture, economic disaster for its equity stoc’c- |
holders, and impaired service for its customers. v o

The evidence reveals that applicant’s earnings in the last
two years have deteriorated; that although applicant’s basic exchange

xrates have not been Increased during the entire 52 years ‘_of oPeratn.on, _
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increases in toll rates and in miscellaneous exchange rates have 'beenl -

made effective; and that applicant has attempted ‘but’ w:’.thout suc-
cess, to restore earnings by means other than a general '.anrease in
basic exchange Tates. | | | 7, R |
The testimony further reveals that applicant: has financed
its recent plant additions by means of Internal som:ces and by a loan '
$176,000 represented by three demand notes payable t:o Colorado
River Telephone Company, that applicant is faced w:l'.th obtain:fng an
additional $125,000 to complete its construction program for 1960
and 1961; that the ‘demand notes have created a default. mder appli- '
cant's first mortgage indenture in that the indenture restricts ,
applicant from boxrowing short-term money except from a 'banlc that |
a waiver from the bondholder has been obtained but the wa:’.ver pro- -
hibits additional short-term borrowing until the pxesent notes are
retired by fimds received from the sale of equ:l’.ty capital by
November 1960 that applicant's present and future ea:nings at
p::esent rates are not sufficient to pexrmit the issuance of additional ;.
bonds under the provisions of the present 'lndenture, that due to
- depressed earn:'.ngs appl:.cant’s Board of D:b:ectors for the f:f.rst
time In applicant's 52-year history quspended dlvidends on comnon
" stock which would have been payable October 20, 1960; and that under |
these circumstances the sale of common stock at this time: would be
most difficult if not imposs:’.‘ble. . o S |
Applicant has been authorize L to issue and sell 7. OOO ‘_‘
shares, $25~par value, 6% percent, Series B convertible'preferred
stock for the purpose of paying. outétanding :LndeBtedness .‘ Applicant B
states that if it can sell the additiomal preferrea} ctoclcof_ $175',000" |

1/ gecizgg%l\lo. 60671, dated September 1 1900 in Applicatian
o. .
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and borrow from a bank appféximai:ely' $125,000° more to cémpiete the .‘ |
1560 and 1961 construction program, then appro:dmately one jrlem‘:‘ from
now, assuming earnings are sufficiently improved, applicant could
issue additional bonds in the amount of $300,000 to retire tb.e
$175,000 in preferred stock and the short-term note in the amount of
$125,000, It was the view of applicant's witness tb.at :tmediat:e
Interim rate relief was the key to the success of 3pplicant" |
financing plan as discussed above.

Earnings Results Presented by Applicant

A sumary of the earnings results presented by applicant
in Exhibit 4 for its total California operations at present rates
and at the rates sought in this application is as follows:

Recorded Estimated Year 1960 Estimated Year 1961
Year Present: Co.Proposed Present:Co.Proposec
Iten 1959 Rates : Rates Rates : Rates

Operating Revenues § 748,140 761,805 § 908,525 % 791,984$ 939,549
Operating Expenses 688,654 __ 704,829 780,892 _ 743,486 _ 819,218
B2 val axes. : .

Net Revenue

Rate Base (Deprcels.:i- 1,649,171 1,669,483 1,669,483 1, ‘733-’437 1,733,437
ate ‘
Rate of Return 3.61% 3.41% 7.65%  2.80%  6.94%

Applicant also presented in Exhibit 4 certain. separations

of its total Califoxrnia operatioms which sbow the follow:f.ng,results:‘

Rate of Return

Estimated Year 1960 Estimated Year 19561
Present  Co. Proposed Present (o. Proposed
Item Rates Rates Rates - Rates

Intexcompany Toll 10,667 8.60% . 10.57% 86(:7.,___
Intracompany Toll (10.27) 1.53 (11 25) 40

Remainder ~ Princi- o | o
pally Exchange 35 ' 7.42 (.63)\.;” 6.37

Total | 3.4 . 7.65 2,80 - 6.9% .

(Red Figuie)
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The above results for the recoxded yea:r: 1959 dot not- refiect
on a full-year basis an increase in applicant’s intracompany toll
rates and certain nonrecurring exchange rates ‘wh:fr.ch. beceme ' effect:‘.ve
on Juse 1, 1959 pursuant to Decision No. 58372, dated May 5, 1959,
in Application No. 40656. Said increase was estimated‘ to augment
applicant's gross revenues by $48,100 on an annual bas:[.s. |

Applicant's estimates of intercompany toll. revenues fo::
1960 and 1951 reflect a cost basis of settlement, although appl:.cant
currently settles with The Pacific I’elepbone and 'releg::aph Company
on a basis other than cost. Applicant's witness estimated that the
current basis of settlewent applied t:o the year. 198 0 produces |
approximately $8,000 more revenues than the cost settlement basis
included in its showing. It appears that applicant has no agreement
with Paciffc to adopt the cost settlement basis at this time.

The testimony of applicant's witmess further reveals that
applicant's estimates of expenses for 1961 include in excess. of

$7,000 for wage increases which have not been committed by management A
Staff's Analysis

The Commission staff had not completed :I.ts independent
study and :Investigation of this utility and aceord:tngly did not =
present evidence as to its estimates of applicant‘s Operations. The
staff did, however, cross—examine applicant's witness and presented a
financial repoxrt (Exhibit 5) based upon appln.cant s f:f.].ed reports and
applicant's estimates of revenues, expenses, rate base, and- :E:[nancing
program for 1960. S ,

The staff's analysis shows that for the years 1950 th::ough
1959 appl:.cmt had earnings availaole for common stock of 3312 206
and paid cash dividends of $341,815, or $29, 609 In excess of em
for that ten-year perfod; that in the two years 1958 and 1959
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applicant paid cash dividends totaling $76,800 compared with total
earnings available for common stock of $14&4, 325 that eamings
realized on common equity for 1958 and 1959 were 1.0 percent and

1.6 percent, respectively; and that anpl:.cant's estimate of net
opexating income for 1950 at present rates is 'sufficient to pay to'tail‘
£fixed charges of $37,970, total preferred d:.vidends of olo,180 and
leave $7,784 available for common stock.

1":1'.n<:1:&2ngs and Conclusions

bLpplicant's direct presentat:.on ostensibly has been com=

pleted both as to its interim request and its permanent\ rate
proposals, and its .witness has been cross—examined as | to its interim
req.ue.,t. It should be wmdexrstood, however, that in add:l’.t:i.on to-
apph.cant‘s witness remaining suo;ect to cross-examinat:.on w:.th
respect to its permanent rate proposals, the Comiss:.on staff has not _'
completed its presentation, and some of the other part:.es may des:;.rc 4
to present evidence, Thexefore, while appl:.cant‘s fn.gt::res are shown |
herein, the Commission is not necessar:.ly acceptmg the.,e f:.gu::es
except to the extent that they are. evn.dence relat:.ng to this mtenm .
request. | R

The evidence now of record is conv:.nc:.ng and we so f:Lnd
that applicant is in urgent need now of some mterim relief pending
the completion of the entire proceeding, but not to :he extent sought, .
in order to maintain its sexvice and discharge its obii.‘gations as a
public util:'.qr. We f£ind it to be in the'public :I.ﬁterest ‘: toma::’.ntam
applicant in a reasonably sound £:.nanc:.a1 condition so tb.at it may

continue to furnish reasomable service to ..he pabl:.c.




The record reveals that applicant's earn:.ngs on its exchange
arnd intracompany toll operations are low, We find an increase in f
revenuves of $55,550 based on the test year 1950 to be justified at
this time. Such an increase in Tevenues applied to applicant s
operations for the year 1960 will produce a rate of return of
approximately 5% percent based upon applicant's show:.ng

A comparison of the inereases in- annual revenues requested
by applicant with those authorized by the order herem based on _
applicant’s estimates for the year 1960 is set forth as follows-v -

Annual Increase

Item . . ‘R ﬂ_e_sted Authorized;“‘_

Business Primary Service 841,940 $35,050;f',; L
Residence Primary Service = 65,170-« g

Business Extension Statiomns _ 8950 6 990_.;‘:_‘. e

Residence E&tension Stations : 1 430.': ST | 430{;’5-5".5.',-..5-- ,
PBX. Trunlcs O A 3 660 s, 250

"1 PBX’Statioms - 208100 0 2)s100

Wall Set- Telephones R ,80 - l 800
Mileage .Rates . .~ ' o e 2’ 2750 .-2 750 R
Joint User. Serv1ce | S 2500 250
. Directoxy Listings = = ‘, © 5000 - 15000 .
Supplemental Equipment _ 2,120 2 a0
Interexchange Receiving Service o 770 770,-‘1-' I ,
Public Telephone _ - 1,100 ,,1 00 .
Servicece Stations : ‘ 8,300 0 'l, 300 -
Tntracompany . Toll Sexvice \ 8,000 AR S
| Total . $146,720 " . $6S 550,
Applicant proposes no increase in primary rates for Cuyama ‘-
exchange since rates for that excbzmge :.nitially were established i.n -
February 1955. Appl:r.cant's present 'busrness rates in its Buttonw:.llow,
McRittrick, and Taft exchanges are low in comparison w:.th ‘the resie
dence rates and with business rates generally in effect elsewhere :.n -
California., At this time Increases axe being authorized in primary

business xates in Buttonwillow, MeXittrick and ’raft. No- increases, |

however, are being authorized at this time in primary residence rates.r‘,_;i




For typical classes of primary'bﬁsiness. and residepce
sexvice there is set forth in the tabulat:ion follow:lng the present
rates together with the increases requested by appl:’.cant and the
Increases being authorized by the order here:f:n. |

Amount Pexr Month - Hand Set Station
Present Increase Increase pxresent lncrease lncrease
Item Rate Requested Authorized Rate Requested Authorized

Buttonwillow Exchange  Cuyama Exchange

Business
Service ‘
1-Paxty $3.25  $3.75 $3.75 $6.75 :
2-Party - - - 50 o
4=Party 2.50 2.50 2,50 - :

10=-Paxty Subn. 2.75 2.35 . 2.35 5«.00-

Residence - y , ol
Sexvice ‘ ST e
2-Paxty - - ' ' -
4-Party 2,00 1,25 . ,. 3.10

lo-PaIty' Subn. 2.25 1035 e 3060_-; '

McKittrick Exchange ‘I'sft"E‘xeh’ap'ggt,ﬁ :

Business .
Service‘ : A . o
4=Paxty - 2.25

Residence - Coen
1.20. B v L2
.10 S 2425 15
3.65 15»' g

Increases i.n rates also are being authorized for 'bus:i'ness -

and residence extension stations pr::.vat:e branch excb.ange serv:.ce, ,. S

wall set telephones, messages placed from coin 'boxes, and for a
number of miscellaneous: serv:f.ces.  While applicant requested in-.
creases in mtracompany toll rates, t:he present I.evel of sueh ratesv'
is the same as generally obtains e].sewhere in Caliform.a and no-

increases wﬂl be authorized :.n such rates ac th:ts time
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Ve find that the increases in rates' and charges.f author:t.zed ,
herein are justified and that present rat:es and cha:rges insofar as
they differ from those herein prescr:t‘bed :Cor the furt:ure are unJust

-and tmxeason.able.

INTERTM ORDER

Kexrn Mutual Telephoﬁe Company having made a mot::bon for'.
guthority to place into effect imed:f.ate interim rate '.anreases, the
motion baving been taken under subm:fss:[on and based upon: the ev:ldence «
and the findings and conclusions contained in the foregoin3 :Lm:erim -
opinion, | ‘

IT IS ORDERED as follows: |

1. Applicant is zuthorized to file in quadruplicate w:ttb. this
Comnission, on or after the effect:ive date of this order and :Ln con-
formity with the provisions of General Order No. 96 rev:r.sed tariff
schedules with rates and charges mod:L‘Eied as set forth in Appendi.x A
attached to this oxder and, on mot less than f:t.ve days notice to the
public and to this Commission to make sa:Ld revisea tariffs: effective
for all service furnished on and after December 5 1960. “

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

Dated at Sanm::dsco , Califo ’ : 7‘% SURIE
day of ____ NOVEM3ER » 1960, o T

~FPresident

| Commisciomar. ﬁqm.v...cﬁ..mmm bo:.ng
“vm'"wr iy abcans. d44 rot participate
iz mf- d.x.,,ao.,u,.on o. tm.. p:occoding,
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| APPENDIX A
Page 1 of 4

RATES | |
The presently effecti.ve rates, charges and conditions are

changed to the extent set forth in this appendix. :

Schedule No, A—l , Flat Rate Exchange ‘Sexvice

‘The following monthly business service rafes aﬁd‘ résidéncé
extension station rates are authorized:
Rate Per Month - Each Station
Buttouwillow Cuyama McKittrick - ’raft

Business R S S
Individual Line $7.00° s675h $6.SO $7.7s .f; S
Two-Party Line - \5.50"" s 10“--._'}-_‘;;?6 200
Fouwr-Party Line 5.0 o~ 4,50 . 5.500
Inside Extension 150 1.5 .50 1.50

Residence | | L T
. Inside Extension 1.00° - 1.000 - 1.00° 1
| Outvside‘E:‘ctens':f.on' 1,50 1,50 1.0 1.

¥ Preéently effective rate, D

Schedule No. A—3 Semi—Publ:Lc Coin Pox Service

The xate for each exchange messas,e and the monthly rate for
each extension station are atrchortf.zed as follows for all exchanges'~ \
| P Rate"". |
Each exchange message  $ .10
Each extepsion station |

without coin 'box, e
permonth o o - 1.50
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APPENDIX A
Page 2 of 4

RATES (Continuecd)

Schedule No. A~4, Mileage Rates

The increases in mileage rates set forth on page 2 of
Exhibit G attacked to the application are gutborized.

Schedule No. A=S, Suburban Sexrvice

The following mom:hly business service rates and residence B

extension rates are authorized:

Rate Pexr Month - Each'Stéi:ion

Buttonwillow "Cuyama = McKittrick Taft

Business L
 Ten-Perty Line ~$5.0 0 85, oo* . 4. 85 $5.35
Extension without bell 1.50 1. so 3 .so’i 1,50

Regidence

Extension without bell 1.00 1,00  1.00 " "1.‘00'-'_"; |

*Presently effective rate.,

Schedule No. A=7 (8), Private Branch Exchan&e Service
| The follow:Lng monthly rates are authorized- .
- "Rateperuonch B
| C_uy_gmi - Taft .

MsnualEquipmentRate.' B TR
Non-multiple switchboard pos:(.tiorn ©$12.00 $12.00
Multiple N
Each Trink - S 10a5% . 11,50
Station Rate | S |

Each station not in guest room
Each station in guest room :

# Rate authorized to be canceled
* Presently effective rate. |
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APPENDIX A
Page 3 of &
RATES (Continued)

Schedule No, A=7 (Rates B), Commercial Private Branch Exchange Service
The following monthly rat:es are authori.zed. o
Rate Per Month

Mcl(:lttri.ck‘ _-: ‘Taft‘;.: ‘

(1) Trunk Rate:
;..acht:nmlclzfnw | : o
Within base rate area - $.9.75  $11.50
Within suburban:area: - : o
Air-line distance from nearest
point on base rate area boundary:
Fixrst ome-quarter mile ox less 10.35

Each additional one-quartey e
mile or fraction the:eof . 00

(2) Station Rate: , | ‘
Each subsc:iber-owned‘ station B L3

Schedule No, 4~3, Business Intercommumicating System

This schedule is authorized to be canceled.

Schedule No., A~1l, Public Pay Station Sexvice
The following rate is authorized:

Each exchange message

ule No, A= i ‘
The increases in joint user rates set’ forth on page 4 o.s'.'
Exhibit G attached to the application are aut:horized
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APPENDTX A
Page 4 of &4
RATES (Continued) -

Schedule No., A-l4, Directory Listings

The Increases in directory listing rates set forth on page
5 of Exhibit ¢ attached to the application are authorized.

Schedule No. A=15, Supplemental Equipment

The increases and changes in rates and \.harges for supple- |
mental equipment set forth on pages 5 and 6 of Exhi’bit G attached to
the appl:.cation are author:.zed

Schedule No. A—21 Interexchange Receiving Serv:!:ce

The rate per month for each :{nterexchange receivi.ng sexvice
is authorized to be increased to $5.00

Schedule No. A-28, Wall and Eand Set Telephones

This schedule is authorized to be ‘canceled.




