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Decision No. 6746.5 

BEFORE THE PUBLIC trI'ILI'l'IES COMMISSION OF '!BE STA:rE OF CALIFORNIA 

In the Matter of the Application of ) 
CAPAY VAl-lEi TELEPHONE SYS'IEM, L~C .. , ) 
a Califoroia corporati01l~ for ) 
authority ~o increase rates and ) 
c~rges for exchange telephone ) 
service. ) 

) 

Andrew E. S~ith, for ~pplicant. 

Application. No. 45891 
(Filed October 22~ ··1963) 

Neal C. Hasbrook, for California Independent Telephone 
Assoc1ation, ~nterested pa:ty. 

R. T. Perry .::nd John J.. Gibbons, for the COmmiSSiOD 
sta:i::I:., 

OPINION ___ liliiii-..- ......... 

This application was heard before Examiner Coffey at GuiDea 

on Janucry 10, 1964. It was sUbmitted ~~on the :eeeipt of a late

filed exhibit and the filiDg of the traDSC%ipt on February S, 1964. 

Copies of the application and notice of hearing were served iD 

~ccordance with the Commission's p:oecdural rules. 

Applicant presented two eXhibits and testtcony by two 

witnesses in support of its re~~st for authority to increase its 

rates and charges for exchange telephone service in the unincorporated 

Comr:ruDitics of 13ro01(s, Capay, Guill~ and Rumsey atld sunoundiDg 

territory in Yolo COUIlty. Two witnesses from the Commissio%l staff 

presented the results of thei: studies acd investigations of 

applicant's ope:atio%ls. Three public witcesses testified that the 

service was excellent. Two of the public witnesses protested the

requested r~te increase. 

SiDce- applicant w~s acquired by the prese~t owne:» dial a:d 

c:lrrier cquipmctlt has been installed at Capay and Guinda, ma:roal 

station equipment has bee1l replaced by new disl cquipltetlt aDd mos~ of 
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· A. tt.5391 

the o~t$ide plant has been replaced with new poles, cable, and wixe. 

This accounts fox the increase in average gross plant per station from 

$351 in 1961 to $534 in 1962. Ap~licant served 220 stations on 

December 31, 1963. 

The follo~8 table compaxes the proposed rates with appli

c~ntfs present rates. No increases arc proposed for. extension 

stations, public coin-box service, mileage rates, key rates, compact 

telephone sets, directory listiDgs, long cord installations=, color 

telephone installations and compact telephone installations. 

Applicant proposed to increase one-party business service and suburban 

residential service by 40 perczct. 

Comparison of P=esent and Propos~d ~tes 

Class aDd Grade 
of Service 

Business 
l-Party 
2-Party 
4-Party 
Subw:ban 
ExtcDsion Station 

Residence 
I-Party 
2-P'arty 
4-Party 
Suburban 
ExtensioD 

Coin-Box Service 
PubJ..ic 
Semipublic 

Rate per Month 
Daily Guarantee 
Extension Station 

Present 
Monthlv Rate 

$6.25 
5.00 
4.25 
4.25· 
1.75 

4.25 
3.75 
3.25 
3.25 
1.25 

.10/msg 

1.00 
• SO/day 

1.75 
Foreisn Exchange Service - Farmer Line 

Busl.Xless 2.55 
1.55 
4.65,' 

Residence 
V~n~ Charge per Line 

Supplemental Esuipment 
s~11 ExZcnS10n Be!! 
Extet:s:i:Otl Cong 

Service CODnectioD Char~es 
Susiness Pr±Ca:y Station 
~esidence Prfmary Station 
Extension Station 
Instrumentalities in 2lace 

Installation Char~es 
Smail Ei'tensionBel1 
Extension Gong 
l'Wo-way 'I(ey 
Three-way I<ey 
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.50', 

.75 

7.00 
5.00 
2.50 
3:.00 

2.50 
2.50 
2.50 
3.00 

Proposed 
Monthly Rate 

$8.75 
.., C"" ~. v' 

Withdraw 
5.95 ' 
1.75 

5.95 
5'.25' 
4.55, 
4.55 
1.25 

.10/msg 

1.20 
.35/~y 

1.75' 

2.80 
l.70 
5.10 

.60 
1.00 

10.00 
7.00 
4.00 
4.00 

, , 

4.00-
4.00 
4.00 
4.00 
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The following are issues in thi$ proeeediDg: 

1. Reaso::ablencss of the cstimates of operating revenues, 

expenses, including taxes, and rate base. 

2. Re3sonablcness of the rate of return o 

The tabulation which foll~7s is taken from Staff Exhibit 2 

~nd comp~res the estimates made by the staff and by the applicant of 

tile :esults of operation in the test year 1963 ~der present and 

proposed rates: 
SEPARf..:rED sm~~ .... ~ 0": E~L\!GS 

Ye~= 1963 Estimated 

Revenues 
LOcal.-Service 
Toll Service 
I1iscellaneous 

Subtotal 
Less: Uncollectible 

Total Revenue 
Deductions 

Operating Expenses 
Deprcciatio'O 
Operating Taxes 
Income Tax 

Total ExpellsC's-
Pluc Tax 

~;et Revenue 
A7g. Dcpr. Rate Base 
~te of Return 

Re.venues 
LocarService 
Toll Service 
Ydscellaneous 

Subtotal 
Less: Uncollectible 

Total Revenue 
Df.!c1uction s 

ope~~~ing Expenses 
Deprcciatio:l 
Cperatillg Toilxes 
Income Tax 

Totoill Expenses 
Plus Tax 

Net Revenue 
Avg. Depr. Rate Base 
Rate of Retunl 

Present: R9t:~s 

Total 
AppJ.1- ''=''<,,:-'l:'''''O~c-

Cmlt Staff 

Toll 
Appli- c.!PO~ 

cant Staff 

Exchzogc. 
AppLi- CP"IJC 
cant Staff 

$ S,SSO $ 9,230 $ - $ - $ 8,880 $ 9,230 
27,225 25,384 27,225 26,384 -

100 100 - - 100 100 
36,265 35,7I4 '1.7,225 26,384 8,9'SO 9,3~a 

345 337 312 302 33 3S 
--YS,S'6O 35,'377 26;913 26,082 8,9C;7 9,Zqs 

17,395 16,970 10,640 10,387 6~755 6,,533 
6,675 6,675 4,427 4,427 2,,243" 2,248 
3,.235 2,,365 2,,114 1,537 1 .. 121 828 

174 837 2,0:4 2,084 (l;~J.g) (l,l9;i5 
27,479 26,847 19,265 18,435 8,214 3,412 
8,S31 8,530 7,648 7,647 733 883 

1[;.9,800 149,700 99,300 99,300 5O~500 50,400 
5 .. 59% 5.70% 7.70% 7.70% 1.45% 1.757-

ProEosed Rates 

$ 12'075 $ 12,549 $ - $ - $12,075 $12,549 
27:225 26,384 27,225 26,334 -

-100 '100 - - 100 100 
39,4:00 39,03$ '1.1,225 Z5;3SZ:: lZ,r7S 12,61;; 

,357 349 '312 302 45 It-7 
39,02;g 5S,6S4 Z6,9I3 26,082 12)130 12,60"2' 

17,395 16,970 10,640 10,3Z7 6,755 6',533 
6,675 6,675 4,427 4,427 ' 2,243 2,2'J.3 
3,235 2,365 2,114 l,537 1 121 828 

349 I,: 957 2,084 2,084 <!: 1~5) @ 

27,654 27,967 19,265 18,435 3:7389 9,5:>2 
11,339 10,717 7,643 7,647 3,741 3,070 

149;)800 149,700 99,300 99,300 50,500 50,400 
7.60% 7.16% 7.70% 7.70% 7.41% 6.09% 

(Red Fi~re) 
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The s~affrs estimate of local service xevenues exceeded 

that of applic':lXlt by $350 since the staff used more recent data to 

determine estimated annual rcven~e pc~ station ~d gave .weight to the 

largex tl'l-3Il normal inc;!:ease in stations during the first six tOOtlths 

of the tcs~ period. 

The staff's estimate of exchange operating expense was $172 

less than that of applicant since the staff included only one-fifth 

of the legal expense of obtaining a loan, expected to Occur not mo:e 

frequently th~ every five yea~s. 

The staff's cstwte of cxchang~ o!?c:ating taxes is $293 

lower than that of applicant since the staff's es~imate is based on 

more recent actual taxes paid or billed. 

The staff's estimate of exchatlge income ti'lxes 't."!ldcr ?resc:ot 

rates is $663 more than that of applicant. This difference results 

f=o~ the previo~sly noted differences ~tld fro~ the effect of different 

amounts of illvestrl:l.ent tax credit. Due to the extCtlsivc renewal of 

plQDt in 1962, applicant was entitled to an investment credit of 

$2,632, of which $2,064 was carried over to 1963. The additional 

investment tax credit was estioated to be $130 i~ 1963 and to be 

smaller in the years follOwing 1963. Applicant used in the ~est ye~~ 

all of the available i~vestment tax credit while the staff de~~ct~d 

one-fifth, $413, of the tax c:edit carried forward to 1963 and the 

estimated 1963 investment tax credit~ $130. The staff method in 

effect treatod the abno~lly large itlvestment credit es a l~ge 

:onrecu::ing item and spread its impact on gross revenue requi~ccentc 

over a five-year period. 

The difference in the rate base estimates -res'llted from a 

$35 greater esttmate by applic8~t of the working cash allowance and 

from rounding to the nearest $100. 
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Basically both applicant and the staff attemp:ee to est~tc 

actual 1963 local sc=vice ~evenues ~d operating expenses~ before 

adjustment. Applicant by late-filed Exhibit 3~ presented the %eeordcd 

1963 results of operations, sep~:~ted between toll and ~changc. 

The testicony shows tha= the ~pplicant in obtaiciDg PDst 

fi:lancing r..es not fully investigated all sou:oces of borrowing. In the 

future applic~nt Sl1311 diligently explore all sources available for 

financing its plant a~d be prepared to substantiate its decisions. 

vJe find that the estimates as set forth below, of oper.iltins 

revenues, expenses, including taxes and eepreciatio~, rate bases and 

rates of-re~ for the yea: 1963, :e~sonably represent the .results 

of applica~t's operations for the pu:poses of this proceeding. We 

find reasonable the exchange rate base and rate 0= re~~:n. 
ADOPT'ZD Sm~RY OF EARNINGS 

Revenues 
Local Service 
Toll Service 
!1iscellancous 

Subtotal 

Present Rates 
Total ~oll EXChange 

Authorized Rates 
TotaL ~xcha~ge 

$ 9,676 $ - ~ 9,676 $11,991 $11,991 
25,774 25,774 25,774 

100 100 100 lCO 
35,550 25,774 ~,776 37,S55 12,OSI 

less: Uncollected 
Total 2eveDue 

, 331 295 36 340 45 
-3$: 219;'--2"'5"':, 4:;:';'-';9;---§-,-'';;'4Qoi---3A.,''':, ~~i 2P,,:-'~'-'11"'l2~,-O";'Z;':;'C5' 

De~'Uetions 
Operating Expenses 16-664 10,254 6,410 16,664 6,410 
D'epreciation 6:836 4,534 2.,302 6,836 2,302 Operating T.:lXCS 2,365 1,537 828 2,365 328-Income Tax '413 1:486 ~1:~3~ 1:192 ...I~S'~) Total Expso Plus Tax 26,273 17,m 3, 7 27 1 057 9,2l:·6 

Net Revenue S,9[~1 7,668 1,273 lO,46S 2,,300 
Avg. Depr. Rate Base 150,150 99,530 50,570 150,150 50,570 
Rate of Return 5.9% 7.7% 2.51.- 7.0% 5.5% 

(Red Figure) 
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In this adopted summary is included for the year 1963 froe 

Exhibit 3 the actual recorded local service revenues, recorded 

operating expenses modified by the staff adjust~onts, ~a rate base, 

all of which we find reasonable. '!be staff operating taxes arc 

included, whiCh we find reasonable, and the seaff mc~hod of calcula

ting income taxes for this utility after modific~tion, which we fine 

reasonable after ::-efleceiDg the cunen't income ta.-.c rate and sI>readi~g . 

the effect of the entire amo~t of the abnormally large i~vestment 

tax credit secured in 1962, $2,632, over five years. 

!he record in this p::-oceeding shows that applicant nas not 

paid dividends on its outstanding preferred stock since the end of 

the first quarter of the year 1960 and that the cumulative ~paid 

dividends on said preferred stock totaled $4,375, as of September 30, 

1963. A continuation of this practice of not payi:.'lg dividends on 

preferred stock can only result in 3 detcrior~tion of applicant's 

~inancial $~anding. Tnc rates au~horized herein should provide 

applicaot with sufficient earnings and cash funds to meet current 

,referred stock dividend requiremCllts and to liquidate the arrearages 

cve= 3 reasonable peziod of tfoe. ApplicJDt should undertake to 

~orrcct this ~favorable condition and to insure that the Commission 

is fully advised thereon~ the order he:ein Will requize applican~ to 

report,annually the amouDt of any arrea:ages 00 preferred stock 

dividends and the reason, or reasons, for nODpayment thereof. 

The staff witness testified that recent and continuing 

improvement in central office equipment and replacement of outsiee 

plant ~~ve resulted in improved service and tha~ subscribers rc?ortee 

favorably regarding the ~uality and availability of service and the 

prompt:ncss in anSt-7critlZ trouble calls. 

-6-



A" 45891 

Findings 

Upon consideration of the evidence the Commission finds 

that: 
~,. , . ...,., 

l. The foregoing adopted raees of returc, operating revCtlUCS, 

expenses, including taxes and depreciation, and :aee base, are 

reasonable for the purpose of prescribing rates. 

2. Applicant is earniDg less than a reasonable rate of return 

and increased rates should be authorized. 

3. The increases in rates and charges authorized herein are 

justified, the rates and charges authorized herein are reason~ble, 

and pi!'esent raees and charges, iDsofar as they differ from those 

herein prescribed, are for the future ~just and~reasonQble. 

The Commission concludes that: 

1. !his application for increased rates should be graoted in 

part. 

2. Applicant should be authorized to file the sebedules of 

rates for exchange telephone service attaChed to this order. 

The rates and charges herein authorized will increase the 

rate for one-party business service from $6.25 to $7.80, all increase 

of 23 percent and will increase the raec for suburb~ resideneial 

service from $3.25 to- $4.05, an increase 0:: 23 percent. 

IT IS ORDElmD that: 

l. ApplicaIlt is authorized to file with this Commission and in 

cO'Dformity ¥rl.th General Order No. 96-A, tariff schedules with rates 

and charges, as set forth in Appendix A attached hereto, and upon not 

less thaD five days' notice to the Commission and to the publiC, to 

make such rates effective for service rendered on or after August 1, 

1964. 
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2. Applicant shall, on or before February 1 of each year, 

report in writing to this Commission the amount of preferred stock 

dividends in arrears as of the preceding December 31 and the reasoos 

for the nonpaym~t during the preceding year of preferred dividends 

and preferred stock arrearage. The first report shall be due in 1965 

and shall be ~de eaCh year for five years, or until the paymc.ct of 

all arrearage is reported, unless otherwise ordered by this Commi$sio~ 

The effective elate of this order shall be twenty days after 

the date hereof. 

Dated at ____ ::>an __ ~"ra_a.n __ dt!_SCO ___ , C2lifornia, this 

1~ ~ _'-" ___ day of ____ ~.1;.;;;.UN.;.;.;E=___, 1964. 

COlJ::l1:.s10:lo:- ~~!ll!.:: M.~Ee~e-":.t. ~1ng 
~0c¢~~ar~ly ~b:on~. di~ not part1c1~to 
1~ ~o d1s~os1t1on 0: th1~~rocood1ng. 
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J.?J?ENDIX A 
Page 1 of 2 

RATES 

The presently effective rates and charges of ~1e Capay 

Valley Telephone Systems, Inc~, are authorized to be cb~nsed to the 

level and to the ext~t prescribed in this appendix. 

Schedule No. A-l z Flat Rate Exchan~e Service 

Each Primzry Station 

Business· Serviee: 
Individual line 
Two-party line 
'Four-:-party line 

Residence Service: 
Individual line 
Two-party line, 
Four-party line 

Schedule No.. A-3) Suburban Service 

E~ch Pri~ry Station 

Business Service 
Residence Service 

Sehcd~le No.A-5, Foreign Exchange 
Service - Farmer !.ine 

1" Each Prlmary Station 

Business Service 
Residence Service 

20 Each tine 

Schedule No. A-6, Supplemental EgtrlpII:Cne 

Rates 

Extension Bell, small 
Ext:ension Bel!., gong 

Installation Charge 

Extension' Bell, small 
Extension Bell, gong 
'!wo-way key 
Three-way key 

Rata Far Montb 

$70')30 
6.,25 

Withdrawn 

5.30 
4.70 
4.05·' 

50 30 
4.05 

2.35 
1.75 

5.25 

0(065 
1.00 
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APPENDIX A 
Page 2 of 2 

RATES 

Schedule No ~ A-7. Service Connection Charges 

New and Additional Service 

1. Each Primary Station 

nUSi:lCSS Service 
Re$i~ence Service 

240 Each Extension Station 

!~~trucentalities in Place 

Each Service 

Business Service 
Residence Sexvice 

Schedule No .. A-S .. Move and Ch.gn~e Cha:r~es 

Subscriber's Telephone Sets 

Move on Same Premises 
Change in tyI:le or style 
Change between Manual and Dial 

Schedule No,. A-IO. Se:nii.)~:'lic Coin-Box Service 

Individual tine Coin-Box Station 

Nonrecurring Charge 

3.75 
3.75 

Charge p!zr Move 

$3.75 
3.75 

Withdrawn 

Rate Pe:r Min. Cag '" 
Y.onth p£r Day 

$1.25 


