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| BEFORE THE PUBLIC UTIL'.'.‘I.‘IES comsszom oF mz smm oF CALJI‘ORNIA RN A

In the Matter of the Application of )

KERN MUIUAL TELEPEONE COMPANY, a 3 X
Cal:.fom:.a corporation, for: author— . _ :
ity to increase rates for exchange ) Application No. 42567
telephone sexvice and message toll ' i
tgiepléone sexvice, and for interim

relie ,

Orxick, Dahlqu:.st He:ring*on a.ud Sutcl..ffc, by
Warren A. Palmer, fox Kem Mutual ’re.lephone
Company, applicant.

Fenxry G. Baron, for City of 'raft: Charles Carlstroem,
Lor the County of Kerm; Mrs. 1.”%. Frazier, Zor
St. Lawrence Oil Co. and herself; Robext G. Freeny,
for himself; John H. Sachs, for VaIIey Acres resi-
dentsy; H. B. Jefiries, ancf Frances Selvidge, Lor -
Buttan:w:.llow Chamber of Commerce, and Cecil Traev,

for himself, protestants.
Ralvih Hubbaxd, for Califormia Farm Bureau Federation; -
Neal C. i‘.asbrook for California Independent Tele-
Pphone A.,soc:.ata.on, and G. C. Parker, for Buttom-
willow Chamber of Commerce, Interested parties.

Jotm Gibbons, Robert W. Beardslee 1and W:.lllam C.
Bricca, Toxr the Comm:.ss.c.on staff.

\,]_

\

. . b
N._"m:c of Proceed:\.ng T L \

By the a.bove—entn.tled apul cat;on,}x f:.led on August 15 1960

Xern Mutual Telephone Company requests au:horization to increase ies ¢

rates and cb.arges SO as to provide addit:.onal annual gross rcve*ue.-- |
of pot less than $147 565 b...sed on tne est.unated year 1961. At: the »

conclusion of two days of publ:.c. aear:.ng at: ’ra:Et on September 28 and "

2° 1960, before Examinex Wf.ll::.am W. Dunlop, applicant moved ;o* an -

immediate interim rate increase of not less than $97 313 to mect :.ts‘ R

estimated minimum requirements for the year 1961 oendmg comolef':.on .

of a tno“ough mvestn.ga‘.:.on by the Comm:x.ss...on staﬂ., furtncr publ...c L

hearings and fme.l d:.spos:.t:.on of thc proceed:.ng. .
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Thereafter, on November 7, 1960 the Commrssmon ;ssued its -

Decision No. 61027 on appllcant s.request for immedlate interim

relief. Said decision authorized lncreases aggregatxng $65 550
przncmparly in busiress classmfxcatmons, ‘based on: the 1evel of oper-
ations for the year 1950, effeetrve for'service furnzshed on and
aftex December 5, 1960.

Furtbher public hearings were held in Taft on February 2 _
and 3, 1961, at which time the Comnission staff presented the resu1231"
of its independent study and investigation into the operat*ons and
earnings of applicant and cross-examined.w1tnesses. Nine of_
appiicant's subscribers representlng the commun;txes of‘anley Acres,
Dexby Acres, Fellows and Buttomwillow testifled coneernxng unsatxs-
Lactory sexrvice conditlons. Several subscribers expressed oppos;tlonv
to a rate increase umtil servzce improvements have bcen accomplished.d‘

Applicant also presented addltional testrmony and exh;brts p
in support of its request and as to its plans ror SerVICG 1mprove-:d-
meats. At the conclusion of the hearxng,on February 3, 1961 thc
matter was takennunder subm;ssion subgect to the.recelpt of one late—
filed exhibit. |

Such exn;bit has been rece;ved.

Avplicant's Operations

Applicant is a Californla corporation furnishing.excnange

andé toll telephomne public utxlrty service through four dial exchanges '

located . prxncxpally in western &ern County. Its prlncloal excnange
is at Taft. As of December 31, 1960, applicant reported approxl-
macely $2 364,000 of telephone plant in servxce. Appllcant ‘also’ d
reported gross Tevenues of approximately $784 600 for tne year 1°60
total of approxzmately 3 200 telephones are connected to appl cant

systeuu
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Sexrvice Problems

One of the principal complaints reSpectmg appl oént'é“ |
sexrvice to Valley Acres relates to the n.nherent dn.ff:.cu.x.ties m
using 10~part:y subuxban lines. Valley Acres is 1ocated withm t:he
Taft exchange some fouxr and' one-quarter m:.lo.s' northe_ast A_Lrom‘ t}:he.‘
base rate axea. Several subseribers indicated a desire for an
upgrade to at least 4-party service. All ex:{sting- faoiliﬁies- ‘to’
the area are currently in use and appln.cant es"imates tnat caolo
reinforcement would cost: approximately $40,000. Appln.cant proooses
to male a complete commercial and economic survey of Valley Aores
to determine the feasibility of providmg graded scrvice to the
area either om the basis of a 3pecial rate axea or su‘bwban ma.leage.:
With xespect to service problems in the Derby Acres area )
appiicant stated :.t would rehab:.lv.tate and re‘bu:.ld outs:.de plant
that area and has aoded this project ‘to- its 1961 _oonstruot:.on_ ‘
budget. o | | |
In response to service problems at Fellov&s‘.,‘ appllcant |
stated it had initisted a stepped-up maintengnce progran of the |
all-relay dial office in Fellows, and that If this does not remedy‘j o
the situation applicant will replace the office w:.th step\Qby—'étop B
equipment. | | ‘ _ S o
Anpl" cant's action and plans resoect:uag service problems
at Buttomwillow are set fortn in Exhibit 15. Certain of the d:f.;.- - |
ficulties appear to have been caused by temporary w:.r:.ng and dust
during mstallat:.on of additional equa.pment oot:h at the Bakersf:‘.elo‘ .
and at the Bm:tonwxllow central officvss., With rcspect to t"an°-
mission difficulties, apol:.cano states that some of the requ:.red
facilities to remedy the transm:r.asa.on problems alre.ady have been |
installed and that the rema:.m.ng rcquxccd fac:.ln.t:'.e° are. sc‘teduled

to be in sexvice dy the end of Aprn.l 1961. A steppeddup :_:out:.ne
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malntenance program recently has been xnstztuted in Buttonwmllow..

Applicant's subscribers 1n thlS erea‘who testmfred at the hearing ‘
acknowledged that serv;ce rn Buttonwillow had 1mproved substantlally’
in recent weeks. Applrcant s 1961 construction program.xncludes an
amowat of $4,700 for rural distrxbutron cablc in Buttonw;llow |
excnnnge ‘scheduled for completron durxng tne therd quarter of 1961

which is desrgned to 1mprove the rural scrvmce in tnat exchange._ .
Affiliated Compan;es |

Kexrn Mutual Telephone Company receivee certain servzces

fxom Central Western Company and rents equzpment from.Medusa Equrp-’

ment Corporation. This record shows that a degree of" affrlration

exists. between the three above-named corporations through common.
oificers, by the fact that certaln 1nd1v1duals are on the board of -
directors of each of the three corporations, and bccause of the

fact that certain: officers or nenbers of the'boards of drrectors‘

own capital stock in each of‘the companles.

There is notn;ngAtherently-wrong_in such an afrrlratlon
and it is possible that certain econom_es can result. But whezre
one of its component members lS a publlc utilzty-engoyzng_a.monopoly“
position, havzngnan Opportunlty to collect fxom consumers rates
teat will yield, over and above operatzng expenses, a falr rcturn -
on its investment, and Is largely protected from competztlon in
charging such rates, then the publlc 1nterest makcs it necessary
to prevent such investments and expenses £rom being unreasonaoly
inflated. In oxder to determime the proprxety of the expenseo '
aad rate base of Kern Mutual, the transact;ons,betwecn it and

Central Western and Mcdusa were carefully scrutrnxzed by'the*7

Commission staff.

We find applrcant s recorded payments toarts

affiliates at this trme, and for the purposes of thrs proceedrng,

to be xeasomable. However, applzcant is placed on notlce that xts |

lym
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relationships with affiliated companies will contlnue in the ‘uture
to be closely scrutxnxzed by this Commissxon.
Results of Operations

A sumary of the evidence-respecting'applicaat's‘overfall

rate of retwrn related to an average- deprecxated rate base as

presented by-witnesscs for applicant and for the Commission staff
follows:

PRI

- Rate of Return

Pre-lnterim‘Rates‘ ‘ - o Co any rRequested
: Appli-  CPUC. Interim Rates. Appli- CPUC_
Year cant ° Staff ~CPUC_Staff ‘eant . stafl .

Recorded 1959  3.61% ... =% o B S S o
Estimated 1960 3.41 = 4.95 6.7 7.65.. 8.8 '  §
- Estimated 1961 2.80  4.32 6.1 6.94 . 8.26.

oo

~ Comparisons of the respective showings‘on‘appliéant‘s ovef—‘,

2ll revenues, expenses, net reveaues, rate base and rate of return

for the estimated year 1961 follaw'

Over-all Results of 0perat10nsl,Est1mated Year 1961

Pre-Intexlm.Rates Company Requested Rates
Item Applicant = CPUC Staff Z%pIicant‘ QPUC Stafx
Oberatiggpkevenues ' o
Tocal Sexvice $ 289,710 $ 293, 000 $ 429, 275 $ 432 400"
Toll Sexvice 460 540 481, 500 474 640 : é90 »5Q00.
T Ee 4B 8 4B
Unecollectibles : - .
Total Oper.Revenues y | 'EéEfSUO 5 ‘ >700
Cperating Expenses R N - N ' :
Ma“ntenance - 187, 3%4 175, »400 187 394, - 175, QOOg;“‘-
Traffic , 93 830 - 9% 9603‘ o8, 5830 9% 960{nv
Commercial 85 053 - 80,550 -85, 053v.‘ : 80 58 wa_
Gen.0f{ice Salary L PR
grews T imem gm g g
Otkher . ‘ . - > ,
Subtotal 59,752 354,530 ’569"79‘2, - o
Taxes other than Income 63,286 66,270 63,286 66,270
Deprocistios 109 Z%%’ | 1]61'; 2 Y Znég o 1?)’;' a9
epreciation _ - )
Total Expenses 743,535 752,590 EI9,218 : EZ3fG€Uﬂ

Net Reveaue 48,498 73,710 120, 331f 147,020
te Base ‘ 1,733,437 1,707,500 1,733,437 = 1,707,500 .

Rate of Return 72807 4.32% 6847 U s.3en

(Red Figure)
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Witnesses for applicant and for the: Cemmission .“‘staff‘npt“
oniy presented the results for the over-all compapy but also o
presented the separated resu...ts for toll operations and for exc‘-xange
operztions. For the est:.mated yeaxr 1961, the separated results may

be summarized as follows-

Rate of Retwrn = Sepaﬁrated Opexrations’
(Lstimated Year 1961}

Inter- ' Intra-  Remainder

Over-all _chan%ed . company (Prn’.nc:.pally
Company Toll. Toll - ge)
Pre-Intexrim Rates | g S o
Applicant (Exh.4) 2.80%  10.57%  (11.26)% (.63)_?&- -
Staff. (Exb. 6) 4.3 10.1 (6.1) - L&
Staff (Exbh. 7) 6.1 '10.1 (6.1 = 4.5
Company Requested Rates e o R o S
Applicant (Exh. 4) 6.94 - 8,60 .40 - 6.37
taff (Exh. 8) 8.3 10.1 2.3 7.6

(Red F:.gure) |

The Commission staff also presented separated Ope,.at:.ng . | -
results assuming a cost toll settlement arrangement was in effect. |

The staff's estimate of total operat:.ng revenues for'l%l
exceeds the estimate of appln.cant by $24, 316 at present rates and by _
$25,151 at the requested rates. This difference results pr:.mai.':.ly 7:: ,.
the estimate of toll revenues. The staff used the present ba.sn.s of
toll settlement between appl:x.cant and 'Ihe Pacif:t.c 'relephone and
Telegraph Company augmented by $8,500 to give eff ect to free toll.
calls given to employees of apoln.cant and to Centra.. Western Company |
aithough not provided for in applicant' s tariff schedules, - Appl...cant
states that its toll revenue estimate' is based on a ptoposed cost
settlexent for toll traffic inte::chahged with The Paclf:.c 'J:eu.ephone -
and Telegraph Cowpany. Bowever, appl:.cant s w:x.tnﬂss ac.cnov.lcdﬁee
that applicant had not yet negotiated a toll c_<_>st settlement agree- '
ment witk Pacif:'tc; that its present protate type toll settlement

-
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agreement 1s still effective; that neither Pacific ner applicant hsd‘*
given notice of intention to cancel the present settlement agreement-f
but that it was applicant’s intention o negotiate a toll cost
settlement agrecment within perhaps ninety days. A toll cost settle-?
ment would reduce applieest's‘l961‘gross‘revenues by*approximately!
$30,000 based upon the staff's cost estimates at a 7 7 per eent rate
of return on intercompany toll business. |
The staf¢'s estimates of Operatxng expenses for'196l nge
effect to more recent experience than the estxmates of applicant.
It is significant that applicant's estimate of . expenses, exclusxve ofvl‘
'taxes and depreciation for 1960 “total $537 360 eompared wmtn *pplz-
cet's actual 1960 expenses for such items of. $514 498. |
The staff's rate base for the estimated yesr 1961 is
$25,237, or 1.5 per cent, less than appllcant S. Ih;s.d;fﬁerenee'is
primarily accounted for by'the staff's lowexr allowahcevfor'baterials'
and supplies and working cash cepztal. Applicest's allowence for
- materials and supplies includes materials for both censtrectien'and'
waintenance purposes, wbereas the staff allowed materials to operete;
and maintain the system. The d;fference in workxng cash allownncc
results Lrom the fact tee staff offset the gross workeng,cash
requirement by one half the income tax accruals and the eompany did
not.

staff ?eeommendations

Five-specific\recommendatioes were advanced by the
- Coxmission staff as follows:
1. Applxcent continue its checx of sexvice in the Buttonw;llGW‘-
area and be requzred to furnzsh perlodme reports on the speed OL '
Operetol amswex at the toll boaxd 1n Tafe, and the available traas-.

zission levels in decibles loss between applxcant s exchanges and
between Tafe end saeexsf'"éld |
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2. The Commission establish, as required ‘such perznanent ra.te '_ .

increases that will not result in unusually large d:.fferent:.als over L

pre~Intexrim rates for any class of- sexvice. |

3. Applicant file an appropriate tariff governmimg its policy
regaxding coneession toll charges to its employees. |

4. Applicant use group accounting 'in-_‘computing the deprecia~
tion accrual in lieu of wnit accounting. | -

S.‘ Applicant, in negot:.at:.ng any new cost toll settlement | 7
agreement with '.rhe Pacific Telephone and Telegraph Company, seek to
:.nclude applicant’s intracompany as well as intercompany toll opera-
tions in such cost toll settlement agreement. |

Applicant expressed its willingness to comply w:.th the
staff's first recommendation. With respect to the th:.rd recomenda- '
tion, applicant stated it had discontinued, as of February 25, 1961
its prior practice of allow:.ng free toll ealls to its employees
Applicant was not in accoxd with the staff 's fourth recommendation |
claiming that its present depreciation practice’ produces more
accurate and reasoneple results. With respeet to the_vsteff 's fifth :
recommendation applicant stated it had endeavored to megotiate such |
a cost toll settlement but that no other cost set:tlene'nt" in -
California of an independent telephone company 1ne1uded the n.ntra- -
company toll operations and applicant had so far been unsuceessful in
negotiating such a cost settlement arrengement. :

Findings and Conclusions

After considering all of the ev:.dence of record, the ,
Commission finds and concludes thnt further mcreases axe warranted - N
and for the purposes of this Opinion and order the staff's revenue
estimates based upon the presently effective toll settlement agree-
ment, as well as the staff's expense and rate base’ estimates for 1961
are appropr:.ate and rea.sonable to use to test applicant's need for '

rate increases. This proceeding w:.ll be reopened to consider the x

-3~
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effect on operat:’.ng results should applxcant in fact negot:.ate a
new toll settlement agreement with Pacific 'Ielephone wirhm a .
rea.sonable per:x.od ' .

The Commi.ssion further finds and concludes that an order S
siaould be issued euthor:.zing :I.ncrea.ses in rates in the amoxmt of ,‘ o
approximately $24 000 over and above the :.nt:eri:n rate 1evels. Such' :
increase will produce anoual gross revenues approxmat:.ng $906 020
wbich, when related to reasonable oPerat:.ng expenses and ratc base
shown in the follow*‘..ng tabulat:.on, wn.ll yield a fa:.r and reasonable
rate of return to appl:.cant and will produce reasonable earn...ngs
on the common stock equity cap:.tal.

Estimated Year. 1961

Operar1ng Revenues -2 906'020* _ ‘ _
Operating Expenses before c T
Depreciation and Taxes 554,530 - A N
Depreciation - 107 ASOQ ' ‘
Taxes other than on Income ' 66,270
Income Taxes 63, 370

Total Expenses and Taxes 79!?625;' N
Net Revenue . 114 400& o I
Avg. Rate Base’ CDepreciated) 1 707,500 - o
Rate of Return L 6.7% X

We f:'.nd the above—tebulated revenues, expenses, rate base -
and rate of return to be fair and reasonable in t:he light of the. " e
eatixe recoxd in this proceeding. The rates hereinafter author:_zed | o
are designed to produce such an indicated resule. IR -
In our first mterim opinion and order here:.n increases in |
‘rates wexe guthorized pr:.marxly n.n bus:.ness class:nfications. No T
:.ncreases, howevec, wexre autborized at: that time in prmary res:’.- -
dence rates. Appl:\.cant's primary resn.dence rates :.n certa:.n
e:.cbanges bave been unchanged for many ye..:cs and are x.ow n.n R ‘A
comparison with the res:.dence rates generally in ef:ect elsewhere :!.n’_ o
California. Increases are 'being author:tzed only :x.n prmaxy resi- 3; |

dence rates in Buttomllow, W::Kittrick and Taft exchanges.

-9;'
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Fo.. typical classes of primary res:.dence serv" ce’ t:here is

set forth in the tabulation follcw:.ng the pre°ent rates togetner

witia the rates requested by applrcant and the rat:es be:[ng author:.zed .

by the ordex herem.‘

Pexr Month Per Month .

' - Author~ - ‘ Author-'i
Residence Present Requested izmed 1f*x:ese::n: Requested ized -
Sexrvice Rate Rate Rate Rate Rate R.ate

Buttonwillow Exchange Mclc:.ttr:.ck I.‘.xchang_J

l-Part:y $2.75  $4. 75 $3 55 $2.75 %4 50 $3.55 |
2-Party - | 20257 73,75 2.85
Q-Part:y.‘ 2.00  3.25  2.35 | 2,00~ 3.10° 2.35

10=-Paxrty

Suburben  2.25  3.60 2.60 mm_f&wW3sz

Taft Exchange '
l-Party 3.25 2.00 4.05
2-Party 2.75 3.95 - 3.35.
4~Party- 2.25 3. '40' - 2.60

- 10-Paxty

“Suburban  3.45  3.60 3. 45
| = Service not offered o

No increases were requested in baszc res:.dence rates in
Cuyaxa exchange and none are author:.zed by the oxdexr neren.n for that ’
exchange as these rates generally axre. a.t_ a higher "1‘*7"?1.., tharx. for the. 'f( .
sbove exchanges. | - ” ._ IR )

The oxrdex hexein will require applicam: to prepare end
file a complete commercial and economic survey of Valley Acre.s and |

Dustin Acres to determinme the "easib:.lity of providmg graded serv- :

ice to such areas. Applicant also w:.ll be required to f:.le 'bimontb.ly_\ . S

Teports of progr:ess in ccmpleting its :.mprovement programs cor Derby :
Acres, Felléws and Buttonw:.llow and i.n c.arryi.ng out tne sta.ff's fn.rst:"f;-
recommendation as prevrously set forth herein. . ' | | |

“Applicant’ s d:.scontmuance of :i.ts oracticc in prov:.dmg

concession torl chaxrges to employees adequately talces care of the
staff's th:.rd recomendation. . ' | B
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With respect to the staff's fourth recomend.atroa > héf';
Uniform System of Accounts prescrn.bed by this Comnissron for -
Class A and Class B telephone ut:.l:.ties provides f.or the use of ,
group accounting in comput:x.ng the deprecn.ation accrua.l Departure
from such procedure may not be made except upon appln.eation to a:xd
authorization by this Comm:.ss:.on. * _ )
With respect to the staff 's fifth reconmendat:.on, it is -
clear that if Pacific Telephone owned the toll lines between | |
applicant's exchanges, then both Pacif:tc s and appl:.cant s costs :.n o
handlmg toll traffic between appl:.cant s exchanges would be
reflected in the toll costs tmderly:x.ng the gener.al Caliform.a :.ntra- _
state toll rate schedule. It should be po:.nted out that if. appl:.canty‘ "
is successful in negotn.atmg a cost toll settlement agreement whieh‘
:.ncludes both mtercompany and mtracompany traffn.c, the Commissron :
would not be adverse to such an arrangement. ‘
We f£ind, thexefoxe, tha.t\ the increases in rates and |
charges authorized herein are just:.f:.ed that the rates and cherges‘ .
authorized herein are rea_sornable, and that the present rates and

charges, in so far as they differ from those herein prescrn.bcd are
for the future wjust and tmreasonable. , | o

~ Based omn the evidence of record and oo’ the find:ings and
conclusions set forth in the precedmg opinxon, -
IT Is ORDERED as follows. R |

1. Kern Matusl 'relephone Company is author::.zed to f:.le in -
qtadruplz.cate with th:[s Comm:.ssion, on or after the erfective date

of te.s order and in confo'-mity w:.tb. the provis:.ons ok General

Order No. 96, revised tar:f.ff schedules with rates and charges S
modified as set forth in Appendix A attached to this order and on -

not less than f:.ve days not:tee to the public a.nd to th:'.s Commissn.on o

-11-
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to make said revised tariffs effective for all service furnished
on and after May 1, 1961.‘ . -

2. Within one hundred twenty days aft:er the effective date
of this order applicant shall £i1e with this COmm:.ssion the results
of a complete comerc:.al and econom:.c survey of Valley Acres and
Dustin Acres togetner with applicant's recomendation thereon as to -
the feaszb:.lity of providing graded service to such areas oo the
basis of a Special rate area or otherwise.

3. Appl:.cant shall conduct at ‘.Least monthly checks of the
quality of sexvice being furnished in the Buttouwillow area, of the
speed of operatcrr answer at tae toll board in Taft, and of !:he
transmission levels ‘between its exchanges and between ‘raft and
Bakersfield for a pern.od of at least six mom:hs from the effect:we .
date of this order. Bimontnly xeports of the results of such checks ‘
shall be filed with this Oomission starting seventy-five days after
the effective date of this order. g

4, Applicant shall complete its 1961 mprovment program for
Dexby Am:es, ‘Fellows and Buttomllow by no later than September 30
1961 and shall file bimomthly reports of progress in’ completing such
program wntil such program has been completed starting thirty days |
after the effective date of this oxder,

The effective date of this order shal‘l be Wenty days a.fter
the date hereof. ' ‘

Dated at Ban Francsco , Califomia,'-jthis,ﬁ L

day of /j-;é?jj,/ ‘
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APPENDIX &
RATES . | |
‘I’he presently effect:.ve rates, cb.arges and cond:.t:.ons are:

changed to the extent set forth n.n th.LS appendn.x.

Schedule No. A-l
FTat Xate Exc Ege Serv:.ce

Toe fo;!.'.!.owmg monthly residence: sexvice rates are: guthor~

ized:

Flat Rate Per Mont:h Each Stat:.on
. Residence Buttonwillow Cuyama . MoREttrick | Taft

Individual Line $3.55 - $4. so* $3.55  $4.05
2-Party Line - 85 - 3.35

2. | |
4=Paxty L:Lne 2. 35 .3, 10* 2. 35‘_- ',2'.60_‘_-;‘_

% Presently effective rate. 1
- Service not offered.

Schedule No. A-S,
Suburban Semee

'rne follom.ng monthly residence sexrvice rates are author- o (
izec!: ' _
Residence Bui%%%mﬁ——%mﬁt ‘
10-Party Line $2.60 $3.60%  $3. 204 $3u45% |

% Presentl y effectn.ve rate.-

[
'




