
ds. 

'.Cecision No. 71417 

:aE1:0RE TEE PO:BLIC tJTILI'!!ES COMMISSION' OF TEE ST.A:EOF CALIFORNIA· 

In the Matter of the Applic~tion of, ~) 
DUCORTEtEPHONE COMPANY, a ~lifornia 
co:poration, for (1) an order autbor-
1zing~t to increase its telephone' ~ 
~char!ge rates ~.Jld charges; and (1:':) Application NO'. 48221 
.:;c order atlthorizing.addition.a.l (Filed February l~ -1966; 
borrowing secured by a mortgage on . Amended:' J'tIlle 9; 19'~6):. ' 
_i_t_s_as_s_e_t_$_._as_._s_e_curl __ ty_. _t_h_e_:e_fo_r_. ___ -"S~ .. ' 

Bacigalupi. Elkus, Sa1in&er & Rosel:\berg, by 
Wil1i..'lm G. Fleckles, for apl>lic.:mt. 

Cali£orua Partll BtI:ceau Federatioe,. by 
:W~11i.?!:l :.. Knecht, intere~ted 'f>.:rty. 

R. T. ?eny mld R. 'K. Chew, for' tr.c Coxtmission 
st:a££. 

After dua notice, public !learing in,.'th!s :latter. W:1S held 

before ~t:.er Emerson on Jt::lC 9, 1966,atPortc:ville..Thc' 

m:::.tter w:~ :roO:ci.'t'ted s,\;bjeet to the receipt of late-fij.ede.~bits, 

1:"0'10 by ~plicant and one by 'the staff, with, the latte: being;, $ul>jcet 

to written rebut~al s!:!o".lld C:.??lica:.tso des~re.: '·,Applieant hav-f-:lg 
': 'I' , 

rnscd, ':l~ objectio!l. to ~h2. l~tc-fiied staff exhibit> the matter 
sumds submitted .:!%ld,is reaciy for decision. 

Applicant s~eks au~~ority (1) to ~ercac~ ~tsrates =or 

exchange tele?ho:le ser.rice i"C. order ~o it!e:e~e rcV'~n,ues 01$4,.290' 

z.:ln".lally, .::m inereese of ~pro~tely 90 percent> 'and (2}to-·' 

borrow.;::n additio::loill $10,000 ona long-:-~er:nbasisfrom ~:e=ai 

D~ics Co=.t'oration in order to .. =cpJ..:ee an' equivalent: a:nount of· 

nin~erbn note.s held by such corporation •. 

Du~or '!elepho:lc Co=p~y proviGcs telep'b.o:le serv1cc to 

a.bout 125- subscri"'oers in o;r..!l3re County. The exchange serves the 
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't::li::.corporated to'Ol."n of Dueor ~ with' a population of 200 ~.and 'is. 
approximately 15 !:li.les sou~ of Porterville" and 40 miles north of 

3akersfield. Y.II'.. Virgil A. Roome owns all of the outstanding shares" 

of the telephone comp:my .::.nd he~ wi.~h o'! helper7' perfo:ms all of the 

ZunctioXlS of m.anage=ent~ Co::lStruCtl.OZl7' m.a1ntcnance~ repair.and 

operations of the company.. !:Ie persOUCI.lly owns the property ~ space~, 

COtml\.unl.ty dial office .. equipment and materials storage, and a pole 

yard. In 1965~ Y.r. Roo::lC received a sala..ry'of $9'~600,'and~1:l. 

3ddition, .!In ineome of $2,592 from his rentals to th~ company.. 'His 

p=ospective 1966 salary is $lO~800. 

A e~a:ison 0: .:pplicant f s p:oposcd rates, ·..r.tth: those' 
'I , , 

presently in effect, is as follows. For lO-party residence, service~ 

&:?plicant T & proposed rate would equal the highestrate,itz., ' 

californi.c. 

Class, and Grade 
of 'Service ' 

Bu~ix:.esz: 

l-party 
2-p~ 
4-pzr~y, 

lO-parcy 

Residenee: 

l-party 
2-party 
4-pa--ty 

lO-party 

Monthly ,Rate 
!>resent Proposed,. 

$, 5.50, 
4 .. 50" 
3.50 
'4.00' 

3'.50, 
3.00', 
2.50: 
3.00' 

As of December 31,. 1955, applicar..-= ~e:r:ved sou:e 24 

b1lSi:less m:dn sta-:ions, 7 of them being, on lO-party lines, .. ' Of the 

9h, res:tci.enec I:la!..::l sUltions $c::ved~ 52 were on lO~party iines and 
11 " 

32 ·~ere on 4-partylines. -' 'the' ,number of subscriber:;,may be 

-;.! From Exh:i.~it No.3. -
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expected to in~~e very slowly~. if ·at all~ because l..arge . tracts 
.1 ". '. t, " • 

of land cultivated as orchards ~ vineyards~· or wheat and hay £ield~' 

limit the likelihood of growth. With the large number' of "suburban 

line" stations ~ a considerable upgrading o~ service would normally, 

be expected. Applicant has taken no steps in such direct:[on~ 

however ~ and in view of the testimony that theloealdistribution 

plant is in exceedfngly poor condition it seems understandable that 
I· j 

subscribers might feel that they would gain nothing by taking: one,-

or two-party service and hence make 'no requests .for such .upgraded . 21 '. ".". . . ..... .... .' 
service.- . '., 

In connection with the condition of aJ:'p11cant's outsi~e' 

plant~ we take official notice of Decision No. :5.2827 (issued in: 

Case No-. 5661 and case No. 5691 on March 27 ~ 19S~):r concerning . . 

this applicant:r and of applicant's written report,> filed· in 

response thereto~ that its three-year construction program for 

1956~ 1957 and 1958 would reh~bilitatetbe major portion of "tbe 

company's deteriorated outside plant~t and that routine reconstruc

tion would "eliminate other substandard plant". It seems readily 
" ' , 

apparent ~ in the light of testimony in the present proceed1ng,.tMt 

either applicant did not· in fact correct such plant deficiencies 

or has subsequently allowed deterioration of local plant to a 

condition .as poor as that prevailing in 1956. We are inclined to 

believe that the former has oceurred. 

'l:.,1 A Commission engineer testified (tR 144:) 145-; 150 ~ 154) that· 
the distribution plant is: the poorest he has seen; contains . 
long, spans with huge and uneven sags; has, potentially hazar
dous contacts with electric lines; has many ~7ires intertWined> 
crossed ~ poorly insulated or having no insulation; and that' 
trwi1:h the present condition of his local plant I cant t see bow 
he can fail but have many difficulties in any kind of wind or 
any kind of inclement weather";' such situations ''have been. 
accumulated over many: years". 
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In 1963 applicant applied for authority to borrow, $72'~,OOO~ 

stating that "applicant has experienced an increasing demcindf.or the, 

telephone services provided by it and believes that the installation 

of additional dial. and toll ticketing equipment is in the best 

interests of applicant and its customers" (emphasiS' added). App.li

cant further stated that the proceeds from said; loan would be used 

for the procurement of the following:, 
'I 

f~ Addition - Ducor 
XY Toll ttcket1ng 
Building;; , ' ' 
Outside .plant material 
Labor 

$12,.000.00., " 
22 ,000 .00:'. " 

7' ,OOOO(}~" ' ~,. ." 

21: 000:' 00" . ,,.. , 

101 OOO::OO~," 
$-72,. 000'. 0~f1 

By Decision No. 65403· (issued !?!. parte in Application 'No~ 45209 on 

May 14,. 1963) the C'.ommission authorized applicant to enter into a 

loan agreement,. to execute mortgages' and to issue notes in the 

aggregate am01.mt of $72 ~ 000 ~ as requested by applicant. 

With the proceeds of such loan plus an additional $10',000 

which it borrowed by issuing so-called rtinterim. notes", applicant 

installed automatic toll ticketing equipment at Ducor and,. in order 

to make such equipment usable,. added some dial equipm~nt and, ~ebuilt' 

13 m:1.l.es of it'st'ollline between Ducor and Porterville,. cOtnp1et~ 

the job in JanUary 1966., ."It:<1id'not·'expend funds. for: a bu1ld1ng:'

It did purchase a: Special~purpOse:'~d,' costly: motor vehicle with a ' 

portion of such funds. !he ' automatic' toll ,ticketing equipment ~", 
" •• ~ • ' • ",- , I 

installed, cost approximately $33.,000.. The spec:Laltruckcost 
,.' ... , ' . . . 

$17 ~ 890.. 'rhe ~al.3nee was ctevoted to rebuildillg. the, toll 11ne',.and 

in inereasing1ts capacity. 
, . 

Contrary to applicant "s statement·, that the 'loan was needed 

to meet the iilcreasing demands for telephone. service by its patrons, 

~I Mr. Roome constructed the building with pel:'sonalfuuds' and now 
rents it to the utility. 

-4-
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and in apparent disregard of the poor condition of its local plant~ 
,-

the proceeds of the $82,.000 ,in loans- was used to pemit direct-
.' 

distance dialing of toll calls with local- nulnber identifica.tion and 

an easier bill:i.:c.g procedure for, applicant. 'Ihe toll tickets which 

the automatic equipment prepares,. replace a service whichprevioosly , 

had been provided by The Pacific Telephone and'TelegraphComp.any .. 
. . ,', 

Both the staff accounting. witness and the staffeng1rieerlng witness 

considered the automatic toll ticketingproj'ect and the special' 
. 4/ ,_-, 

truck excessive investments for this utility .. - ' The ,staff pointed 

out,. however,.' that from the standpoint of the applicant such toll. 

investment may have some long-term fiIiancial advantage because of 

applicant's cost basis of toll settlement with;, Pacific 'Telephone# 
': 

In light of the long history of plan1!: 'and service , , 

deficiencies,. and past difficulty in' obtaining' capital (of which we 

as above stated take official notice) and 'of the- testimony respecting' 

the present eondi.t:ton of outsi.de plant,. it seems, a~'tllldantly clear 

that the money spent for applicant t s automatic toll ticketing: 

project could far better have been spent for theconstructio'D. of, 

needed plant than. for' the mere convenience of automatic' toll' 

ticketing. 

'While accepting- applicant.' s investment !nthe', spee:Lal 

truck,. with its elevated basket,. as being useful because he 

"couldn't in good conscience ask a man to climl> some of·' those poles" " 
, ' , 

counsel for the california Farm Bureau F.ederat10n mad.ea'motion that 

the investment in automatic toll ticketing equipment' be disallowed 

as an element of rate base on the grounds that such·irivestmentwas 

imprudent and that any servi.ee1m:provement obtained·· therefrom ·was 
" c. 

of no benefit to the c:ustomers. 

~/ Together these two items total over $So." 000 • or about 1/3· of the 
total plant cost and represent over $300 per main station •. 
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Plainly~ funds have not been expended where most needed .. 

Even the truck may be of little future USf~. Mr. Roome now talks of 
a complete rebuilding of local plant, by direct burial~ at a 

presently estimated cost of $120,000. Where funds for such future 

undertaldng. may come from, representing an additional investment of 

about $800 per station, can only be imagined. In this. light, .the 

staff recommends that no future loans be authorized until this 

utility make~ a meaningful study of its future plant requirements 

and adopts an overall financial plan. designed. to- meet the same -

a course of action upon which this . Colllmission will insist·;. 
I 

'I~ . . 

In this proceeding applicant preserited' certain financial 

data, as exhibits a'J:tached to the application, in support of its' 

request for increased rates. Its showing for the year 1964 indi;" 

cates an overall rate of return of 4.9& percent; for the year 1965·, 

a rate of return of 3.65 percent and for theest1matedyear 1966, 

a rate of return of 1 .. 44 percent, the latterfullyineludingthe 

costs· of the automatic toll ticketing. equipment. The. actual 

results of operations, reported by applicant's accounting witness 

as having been. taken directly from applicant' sbooks', for the 

calendar year 1965· are at variance with' the foregoing,and' are as 

follows: 
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Year 1965 Aceua1 .. Present Rates 

Item -
LoCal Service Revenues 
Toll sP~ce Revenues 
Miscel~ousand Uneollcctibles 

~'1air.tcnance· Expenses 
Traffic Expenses 

'COtm:erci:::.l Expel:SeS 
Directory'~d Accounting Expenses 
Ge:eral Expense 
Rental,,· 
?e1l$ion. E..~e 
Depreciai;io'l.:l. 
T~. 

Net 'Revenue 

Rate B3se (depreciated) 

Rate of Return . 
.' 
I' 

* FrO::l Exhibit No. 3 

Amount* 

$' 7;,850;" 
21 ',622'" ~. 

'195 •.... 
29;,668.' 

5~"n.O::· . 
l07":~ 

1919"~: 
. ~479 
.' 6:,40~. 
, 2;592': 

r' "..5<):":', : 
4 :084-: 
2:i492:'~·. 

23-~.84 ~;.: 
. 'If," •• 'I' 

. '5"821;" ".. . . 

. 124~.60i·· '. 

4.6}%' 

With respect to r.l.ture ear!l.ings~ app'licant's showing. for 

t;"e esti::.3.ted yes:r 1966 is distorted and~ lil(e itsor1giual 1965 

showing;, is unreliable. It was predicated ona loss of subscribers~ 

wheT-Cas on ero:;s-ex:lm='ation lv"J%'. Root!le testified that tb.ere -Would 

::.n iact ;,e a :nnall g~ in cubserlbers. '!be staff showing::or the . ."... 

eS~lJ:ated year 1966, i:o.cluding full allowar:ees £o:~.r.· Roome's 

1.ncreased salary~ the aU:o:latic toll t:tcketing e'quipment) "and ,the 
.'" 

special CO::lSt.-uction truck, developed a rate of retu..-n of· 2'.46 

percent on .:t deprcciatcd rate ~ase of $12S.~ 796. If the ::.mprt:cent 

investme:l.ts arc el;;:linatcd therefrom ("out excluding anyrevanee or 
. , 

cxp~se adjustments) ~ the staff-derived C$ti:nete for 1966 ~ould shO".v 

a rate of ::ctur:l of ap?:;"Qxit:lately 3.7 pe:;:ccnt on,· a. rete b.lZc.· of. 

$S5,000. 
, 

With respect: to applicant's rCq-.lcstthat. it .be authorized 

to bor:'ow an 2dditional $10,000 7 the evidence discloses that: 
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$9,689.6.5 of such amot:nt has already been borrowed,' and that, in 

f::.ct, applicant' $ locg-ter.n borro'Wi.ngs now total $81,689.65-. The 

Cotr:mission has authorized applicant t:o' borrow not :a:ore tluln $72,000 .. 

As hereinabove mentioned, -spplic.ant obtained the ~dded funds ,by 
1 

iss~g f~in~erl.mnotesfl. Such notes on casual exam:lZl~tion might 

appear to be- rrd~andn notes of short" euration,.but! when such 

in~erim notes ~d the locn ag:e~ent with Stromberg-Carlson are 

e..",:at:,:;ned ~ogether, it is ebundantly clear that they are iu fact, 

j.ong-term borrowiogs, intene.cd for' ~ term of 20 y~ars..Wc' View 

their use as nothing ~ore than' e xte&:S to: circumVent theprovisio'O;s 

of the Public Utilities Cc(te and to- escape :egu.latiotl.'of appli- ' 
!1 

cant's finances by this ~ssion .. 
1 

'I 

~tcer dclibe:ate or not, applicant hasmsinformed this 

ColCissioIl; first, with r¢spec~ to the 4ehabil~t~t:ton of it.s 

deteriorated and substandard plant; second, with respeetto ,the 

purposes for which its loan f'tmds 'tJ1ere -eo be expended and third, 

... ~t1: respect: ':0 the long. ... term. aspects of its so-called: ·"iuter1m." 

tl.o~es. Altl:ough testimony was offeree in a:l attempt to sho~.r some 

::d:~igating eirc:u:ns-cances, the facts .:=e that' applicant.' s . platl$were . 

~dasome two years prio: to cbtainfn$ this Commission's authority 

to finance them; that upon o'bta:t.niDg the funds, expenditures 

thereof ~ere not made~ accordance with ~he authority grantee ~d 

tAat·<ilpplicant: :!lade no disclosure of its attenci<mt difficulties 

un':il, d\:ring the course of this procceettg., examination. of . 

a,plicact's operations forced ~eh disclos~cinto the open. 
;, 

Y.r. RoOtC.a' slack 0: forthrightness is apparent, as is i-..is 

!l:prudent ~e:ne'tlt. He appare:ttly ~c~s appli~t's' sub":' 

scribers to rescue it by payi:g ~~c~ what their service is worth. 

A rate inerezse is not a remedy for unsound. financiDg, imprudent 

il'XVest:nents, poor management or ·defieient performance. 
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I 

Applicant will collect sufficient revenues under' presen.t 

rates to meet all operating expenses and will receive more. 'than 

$3,000 in net operating revenues. 

Fur1:hermore ~ applicant's cash flow will be sufficient to 

meet interest and principal payments on the currently outstanding 

indebtedness.. In. view of'the ev1cience,the Commission finds that 
. . . , 

increased rates and the authorization of additional debt are not 

justified. 

"!he Commission concludes that the applicat1onherein",' 

should be denied. 

, OR D E R 
---~---

IT IS ORDERED that Application No. 48221 is hereby 

denied .. 

The effective date o£: this, order shall be twenty days 

after the date hereof. 

Dated at ___ Sa.n __ Fran_c1seG __ ' __ , Cali£Omia,.,th~ ',d~ , 
clay of ___ O_C_T_OB_E_R_ 

-dh .. ' 
.' " . ' 

, , ' 

. , ,'. 

-9-

\ 
\ 
\ 
I 
! . 
\ 
I 
I 
I 
\ , 
I f ' 

J 
I 

~ .. " 


