Decision 83 08 050 AUG 17 198%

BEZFORE TEE PUBLIC UTILITIES COMMISSION OF TEE STATE

In the Matter of the Applicazion of %

EAPPY VALLEY TELEPHONE COMPAXY for

authorizavtion vo eszadlizh a new ; Application 83-0%-41
telephone exchange to be designazed (Piled March 14, 1983;

§I§E§SVI§LE EXCEANGE, Trinisy Counvy, i amenéeé July 15, 1983%)
alifornia.

Oﬂ March 14, 1983, Happy Valley Telephone Coapany (Eappy
Valley) Ziled <his applicavion for authorizty vo0 estadblish a new
telephone exchange, %0 be designated the Minersville exchange, in a
previously unfiled terrizory in Trinisy County, anéd <o eszablish
variffs ané razesz for services in that exchange. An amendment 0 The
applicazion was £iled July 15, 1983.
Summary
vhis opinion <the Commission £inde <vhav vhere iz neeé for
The proposed local telephone cervice ané thavt Zappy Valley's plan £
providing service and its proposed raves ané charges are approprizte
ané reasonable. The Comnmission determines <haz Eappy Valley's
present customers shouléd not be burdened with cosIs associated wivth
The proposed exvtension of service. We also finé <that <vhe sale w0
Happy Valley by another vtelephone company oF existing cabdle
facilivies is an essenzial element of Zappy Valley's service plan and
should be authorized even though the other Telephone company has nov
applied for such authorization. The order which Lfollows authorizes
Happy Valley 0 esTablish the proposeld service and approves the
required sale of public urilisy propersy.
Background
Happy Valley was forzmeéd in Mey 1909 by a purchase fron
Sungset Telephone Company anéd had 48 sudbseribers in service. Today
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the company serves ahout 3,000 custozmers in the northera Sacragento
Valley and the Coast Range southwest of Redding in Shas%ta and Tehama
Counties.

Happy Valley's present serving area is about 35 air miles
south of the proposed Minersville exchange, adbout 1% hours' driving
time. The company provides 4elephone service in ivs 0linda and
Platina exchanges through a modern digital central office switeh in
Olinda and step-by-step switches in Igo 2néd Platina. Cusiomers in
the O0linda and Igo areas have exvended area service +o Redding,
Anderson, and Cottonwood.

Zappy Valley is a wholly owned subsidiary of National
Telephone and Telegraph Coapany, locateld in Stockton, California.
National also owns Eornitos Telephone Company, serving 500 customers
in the towns of Hornitos, Mount Bullion, and Cathey's Valley in
Mariposa County.

Happy Valley's business office and repair ceanter are
located at 0linda in +he 0linda exchange. The Qlinda o0ffice also

serves as the bdbusiness office 2nd repair cenver for Hornis

Telephone Company and would handle 2all dusinescs office and repair
center functions for the proposed Minersville exchange. Operator
services for Happy Valley's present operations are provided under
contract by The Pacific Telephone and Telegraph Company (Pacifice) ous
of Redding. EHappy Valley has 15 eaployees.

Like most other small independent <elephone companies in
California and other states, Happy Valley finances most of {4s
capital investments through <the Rural Zlectrification Administration
(REA), an agency of <he federal government which provides funds %o
extend %telephone service 4o rural America. As of Decemder 31, 1982
Happy Valley had 835,999,774 of plant in service, a depreciation
reserve of $1,275,475, net plant of $4,765,811 and $4,647,570 in REA
loans outstanding. TFor the 12 months ending Decembder %1, 1982 Zappy
Valley had 3280,982 in local exchange revenues, $614,485 in
intrastate toll revenues, and toval intrastate revenwes of $1,212,757.
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Zappy Valley is one of 20 independent <telephone companies
in California eligibhle %0 zeek general rate increases <hrough <the
informal General Order 96-A advice letter process. Eappy Valley's
last general rate increase was in 1971.

The 2roposed Service

Zsvablishment of <the proposed exchange iz intended 40 meet
the present and future demands for exchange telephone service in a
sparsely populated area of approximately 138 seuare niles hordering

air Engle Lake and including portions of Irinity National Torest
y National Recreation Area. Happy Valley estinates
1le exchange will have 75 poten+tial sudbscriders at
e St year of operations and 175 potential sudbscribers
at the end of five years.

Service would be provided through an unatiended central
o0f<ice housed in 2 trailer in the town of Covington Mills. Hapry
Valley hasz arranged <o purchase 15 miles of existing aerial cable
facilities between Covington Mills and Ridgeville (Bushy Trail
Campground) £rom Continental Telephone Company of California
(Continental). Continental also has agreed %0 provide +toll trunking
to Weaverville, using an existing microwave station at Ridgeville as
2 point of connection. CLontinental also stands ready 40 provide +voll
ticketing and operator services for Zappy Valley from Continental's
Weaverville 0f£fice.

Eappy Valley estimates the firsi-year plant invectment
required 4o establish service for the Minersville exchange at
$199,100, inclulding $100,000 for purchase of Continental's aerial
cable, $34,100 for a 200-line Stromberg-Carlson central office
ingtallation, $29,000 Zor 4.5 miles of duried and aerial cable, and
321,000 0 purchase space for the central office. The company
asserts and the balance cheet attached o itz application
substantiates that it has adeguate egquity funds availadle o place
the exchange in operation.

In its revised Zxhibit C, <the company has i{ncorrectly

. calculated the income %ax and omitited <he deferreld <ax reserve for
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resu of operations. Our Communications Division
s4aff, working with applicant's accountants, has prepared the
corrected verzion attached as Appendix A %o this decision.

Appendix A projects the first-year intrastate results ol operations
as generating %o%tal operating revenue of $60,501 (41,781 in <oll,
$18,720 in local revenue) and ne% operating income of $9,99,
producing a 5.95% rate of retura on a first-year total intrastate
rate bhase of £167,832.

These revenue projec are based on Zappy Valley's
proposed rates and ¢harges or+th in reviged Ixhidit 3 Yo <he
application. The proposed » individual anéd party=-line
service in the Minersville e area are subdstantially higher
than existing ravtes in Zappy Valley's Platinz and 0linda exchanges.
The proposed monthly rate for each residential access line in the
Minersville area iz $22.00, compared %o £5.50 and $6.50 <or <he
residential line primary station in the existing exchanges. In
addition, the Minersville rate does not include a telephone sev,
which is covered by the current rates. Sinmilarly, the Minersville
rate for a business access line would be $25.00, compared %o rates o
$8.75 anéd 310.50 in the present exchanges. Also, the proposed
predises visit charge for the new exchange iz $48.25, as compared %0
$350.00 for <the preszent service area. These relatively high ravtes and
¢harges for vhe Minersville exchange are intended <0 ensure against
burdening present customers with any portion of the costs oL existing
service to the new exchange. Happy Valley agrees with Communications
Division svaff that any shortfall in meeting the revenue requirements
0% the new service area should not bYe met by increasing rates 10
current customers, a%t least "un+til such time as <the projected number
oL subscribers has been reached."”

Happy Valley alleges that the proposed exchange and service
will not compete with any pudblic utility, corporation, Or person.

The only <elephone service presently available in vhe Minersville
area is froxm public and sexi-pudlic +oll stations maintained dy
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’ Continental, which provide only <oll service via Continental's
Weaverville office. Zappy Valley plans To acquire thoce svtavtions
from Continental and vo integrate <then into the local exchange
network. IToll service would continue to be provided via
Continenvtal's Weaverville office.

Copies of this application have been provided %o other
velephone usilities and 4o county austhorities for Zappy Valley's
existing and propoced service areas. In addition, notice of the
application has been pudblished 4{n a local newspaper 0f general

irculation in the vicinity of Zappy Valley's present service area.
No protests have Yeen received. A letver has been received froz
Assemdlyman Stan Stathazm, who reprecents the area o be éerved,
urging early approval of Eappy Valley's application and noving that
potential subscribers have been geeking telephone service for the
past two years.

Zappy Valley that it possesses all necessary
franchise rights and private rights of way for the proposed telephone
exchange cervice, and vhat service can Ye provided 4o subscrivers
within 4three months after receipt of a Conmission order granting the
recuested authority, subject 410 possidle delay for Continenval %o
provide +the necessary +oll connections. Tor service 1o be availadle
soon construction would have o be completed before the winter snows
begin.

Discuscion of Issues
The central issues

exchange telephone gervice
exchange rates and other charges should be authorized. A sudsidiary
issue iz whether to authorize the +{ransfer of existing telephone
Zacilities £rom Continental +o Eappy Valley.
Public Convenience and Neceszity

In the absence of any competing proposal 4o offer <elephone
service +0 potential subscriders in the Minersville area, the izscue
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of public convenience and necessity presents the siraightforward
guesvion of whether the pudblic interest will Ye served by an
extension of exchange telephone service <o this sparzely populated
area. In this regard it is appropriate to consider the interests of
three distinct seguents of +the pudblic: potential subseriders in <he
Minersville area, present subscriders <o Zappy Valley's service, and
the general body of telephone ratepayers in California.

Two recent instances in which <he Commission authorized
establishment of *elephone service in previously unserved rural areas
involveld potential subscrider populations approximating that which
Zappy Valley expec*" t0 serve in the Minersville exchange. 2hus, in
1977 we authorized Pacific to expand i+s Ju_ﬁan exchange 40 include
29 square miles in the Anza-Borrego area of northern San Diego County
to serve an estimated 80 subseriders in the first year. (Pacific
Tel. & Tel. Co. D.87508 (1977) 82 CPUC 47, 52.) TLater 4that year we
authorized Ducor Telephone Company +0 establish a Rancho Tehama
exchange in Tehama County +0 serve an estimated 81 Lirsteyear
subscriders. (Ducor Tel. Co. D.87960 (1977) 82 C2TC 708, 711.) 1In
both caces the Commission dased its decisions To auvthorize
institution of velephone service on the needs of public health,
safety, and convenience for <he local population. (82 CPUC at 59,
714.) In the present case the number of potential subseriders is
comparable €0 the prior Iinstances, with the added Lfeature that the
proposed Minersville exchange would serve a predominantly
recreational area in which water sports are a major activivy, which
can only enhance the need for local telephone service in the interest
oL pudlic safesy.

On the other hand, extension of service to sparsely settled
areas generally requires a sudsidy froz o+ther ratepayers,
particularly through existing toll settlement procedures, because
telephone usage will be predominantly %oll. This fact was noted in
Decision (D.) 87508, cited above. (82 CPUC a% 59.) It is uncertain
at this time *to what degree such subsidy will be availadle under the
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future system of exchange access charges which will replace the 40ll
settlements process under the antitrust reorganization ¢of American
Telephone and Telegraph Company. Ia any event new developments in
telecomnunications, such as cellular radio, may ultinately offer less
costly alternative means of serving rural cusitomers in such areas as
the Minersville exchange.

These uncertainties should not prevent us from pursuing our
long-cstanding policy of "encouraging *the upgrading of service in
repote areas." (Ducor Tel. Co., supra, 82 CPUC at 717.) They
do, however, suggest that it is appropriate <0 provide povential

Minerzville subseribers a reasonadbly accurate signal of the cost of
extending service t¢ thez. 7This concern will bhe addresseld in
relation to Happy Valley's %tariff proposals for the Minersville
exchange. In any event, we will £ind +that there is need for local
telephone service in <the Minersville area.
Exchange Rates and Charges

As noted adove, Happy Valley proposes sonthly rates for
local service in the Minersville exchange substantially higher than

for ivts existing Platina and 0linda exchanges. These proposed raves,
noreover, would apply only to customers within a narrowly defined
base rate area comprising one square mile in the vicinity of <he
Covington Mills central office. Most potential subdbscriders are
located within the base rate area. Those subscriders beyond itc
boundaries would be required 40 pay local mileage rates in addition
t0 the relatively high monthly rates stated above.

The purpose of such high local rates for +the Minersville
exchange is to enadble Happy Valley <o earn a positive rate of return,
estimated at 5.95%, on its investment in this service in she first
year, without requiring any support from customers of its present
service. Once the five-year goal 0% 175 subscribers is reached the
proposed rates should be fully adequate to provide 2 reasonable rate
of return. 0f course, Zappy Valley's calculavtion of i4s reveanue
requirement for the proposed Minersville service presunes a
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substantial contrivution fron %oll settlements.
-

AS noted previously,
oll revenue is projected %o comprise nearly $42,000 of the $60,000

in intrastate operating revenue for the firgt year's operations of

“he Minersville exchange. S+%ill, Eappy Valley agrees tha?t any
shortfall in meeting the revenue requirements of the new service area
shouléd not de met by increasing rate

%0 current customers, a% least
uantil <he projected 1 n u

Dscrivers are bheing served.

In view of the geographic isolation of %he Minersville area
in relation %o Eappy Valley's present service area, it i uncertain
at this time whether the new service will provide significant
economies 0f scale rendering Zappy Valley's service nmore efficient
overall. ©Therefore, it is appropriate %that the new service should
bear its own weigh+.

Appendix A appears to have accurately calculated <he first-
year costs of operations and expected revenues for the Minersville
exchange. 7The 5.95% projected rate of resurn LS not excessive, dut
is fully adequate for the first year's operation of a new exchange
with the expectation of 2 growing sudbsceriber base. We %therefore will
find the proposed rates and charges just anéd reasonable. If it
eventually appears that expansion of Zanpy Valley's operations %o
include the lMinersville service has enhanced its overall operating.
efliciency +0 the benefit of other service areas, the Commission may
find 44 appropriate %o approve rates for the Minersville exchange

more closely approximating those for the Platina and 0linde exchanges.
Transfer of Existing Pacilities

An essential element of Eappy Valley's plan %o provide
exchange “elephone service 10 the Minersville erea ig 4%

{%s intention
to purchase 15 miles of existing cable facilities between Covington

Mills and Ridgeville (Bushy Trail Campground) Zrom Continental a% an
estimated price of $100,000. It appears that Eappy Valley's service
roposal could no%t be implemented economically if such purchase of
existing facilities were not permi%ted.

L
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Public Usilities Code § 851 prohidits any <elephone company
from selling or otherwise disposing of any property necessary or
useful in the performance of its duties 40 the public without first
having secured Zrom this Cozmission an order authorizing it %o do
S$0. Any such sale or disposition made other than in accordance with
vhe Connizzion's order is void. Rules 35 and 36 of <the Commiscsion's
Rules of Practice and Procedure specify the data %0 Ye contained in
applications for authority to sell pudlic utility property pursuant
to § 851.

It appears that the cable facilities Happy Valley intends
+0 purchase Lroz Continental constivuite pudlic utility propersty
within the scope of § 851. S<trict conformity with our rules would
reguire that Coatinenvtal have applield <o us for aunthorization +to sell
these cabdble facilities <o Zappy Valley before we would authorize +hat
transaction. However, our Rule 87 provides for libveral coastruction
oL our rules "vo secure just, speedy, and inexpensive determination
02 the izsues presented,” and permits deviations £roz the rules in
special cases and for good cause. 2Public Usilities Code § 851 doesz
n0t expressly require that an application be Zileld as a precondition
t0 a Conmission grant of authorization under is.

OQur consideration of this prodlenm is influenced by the
minimal importance of the propesty in question, both as 40 i4s value
and i%s use, Lrom the point of view of Continental's ratepayers
outside the Minersville area. We also note %that this propesty will
continue %0 be devoted ©o pudblic utility service in 4he saze location
where 17 is presently employed aaéd as part 07 a gervice plan
expressly authorized pursuant to Happy Valley's application. We
further recognize that potential Minersville subseriders would suffer
continued lack of service, prodadbly a+t least until 1984, if approval
of Eappy Valley's application were conditioned on 2iling and
processing of an application by Continenval. 3ased upon these
considerations, we will find +that good cause exists for authorizing
Continental to sell the property in question +0 Eappy Valley even
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absent formal application for such authorization. We will, however,
condition thiz authorization upon Continental's commitment to provide
pertinent records %o Happy Valley and <o adjust its booxs of account
to reflect the sale of the property in question in accordance wi%th
the provisions of the Uniform Systenm of Accounts Lor Class A and
Class B Telephone Conmpanies.

Findings of Fact

1. Public convenience and necessity re
local telephone gerviee in the proposed Miner
encompassing 138 square niles of previously unfi

rinity County.

2. Eappy Valley's plan for providing local +telephone service
in the proposed Minersville exchange is appropriate and reasonabdle.

3. An essential element of Eappy Valley's plan for providing
local telephone service in the proposed Minersville exchange is <the
sale by Convinental 0 Eappy Valley of 15 miles 0f existing cable
facilities at an estimated price of $100,000.

4. The p»roposel sale 0f existing cable facilities dy
Continental to Happy Valley is in the public inverest.

5. Good cause exists for authorizing Continental %o sell
existing cadle facilities in <he Minersville area +o Eappy Valley
even absent formal application for such authorization, sudbject o
Continenval comnitting %0 adjust *s Dooks of account appropriately.

6. It is appropriate <that Happy Valley's current subseriders
not be required %o support the extension of service 1o <he
Minersville area.

7. Due %o the high costs of establishing and providing cservice
t0 the Minersville area, the differences detween the rates and
charges proposed for the proposed Minersville exchange and those in
force in Happy Valley's present service area 4o not coastivute
unreasonadble diserimination.

8. A rate of return on investment of 5.95% for <he first year
of Happy Valley's operations in +the proposed Minersville exchange

. would be Just and reasonable.
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9. The rates and charges »roposed for zervice in the proposed
Minersville exchange are juszt and reasonabdle.

10. I% can de seen with certainiy that <he
that the establichment of local exchange telephone service
proposed Minersville exchange may have a significant efect on <h
environaent.

11. No protest of +his has been received; a pudblic
hearing iz not necessary.

12. Prompt issuance of the requested authority is necessary if
construction of exchange facilitie > 0 be completed prior 4o the
onset of winter snows.

Conclusions of Law

1. Based on the above findings, Eappy Valley's applicasion
should Ye granted 40 *the extent set forth in %he following order.
Continental should be authorized %o sell existing czdle
e Minersville area %o Happy Valley.
The following order should be effective immediately.

ORDER

IT IS ORDERED <hat:

1. Eappy Valley Telephone Company (Zappy Valley) is authorized
to estadblish an exchange designated as Minersville exchange, %o
include the approximately 138 square miles of territory set forth as
page 15 of revised Exhidit 3 of it amended application, and %o
provide telephone service within +that exchange.

2. Happy Valley is authorized 40 estadlish a Minersville Base
Rave Area as set forth at page 16 02 revised Bxhibit B of i4s amended
application, as the basis for determining the limit within which

local mileage charges will or will not be imposed.

5. Eappy Valley is authorized to file with 4his Commission
after the effective date of this order, and in confornity with
General Order 96~A, the schedule of rates and charges and other
proposed tariff pages attached to the amendment 4o its application
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revised Exhidbit B and, upon not less than five days' notice 40 <the
Commission and to the pudlic, o make such rates and charges
effective coincident with the establishment of service in the
Minersville exchange.

4. Happy Valley shall file quarterly General Order 133
"Standards of Telephone Service" reports on 1%z new Minersville
exchange after service is established.

5. Happy Valley chall submit <o <he Commission stafs
separated results of operations study on the Minersville exchan 1ge £0
the second full calendar year after service is esvadblished, such
study to be based on actual investment, expenses, and revenues.

6. Continental Telephone Company of California (Continental)
is authorized vo sell to Eappy Valley those 15 miles of existing
cable facilities described in Happy Valley's application, sudject to
the condition that Continental comply with QOrdering Paragraphs 7 and
8, infra.

7. Continental shall, upon completion of <he sale authorized
in the preceding paragraph, transfer %o Happy Valley its pertinent
records, memoranda, and docnmpn s pertalining to the facilities sold.
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»

. 8. Continental and EZappy Valley shall account for +the sale of
existing cabdble facilities in accordance with the provisions of the
Uniforz Systenm of Accoudts Tor Class A and Class 3 Telephone
Companies and, within 60 days after completion of <he sale, each
shall file with the Conmmission staff a copy of each journal entry
used to record the sale or purchace oz i%c books. The Director of
the Communications Division of +the staff will bYe responsidle Lor
including these materials in the formal file in this proceeding.

This order is effective <oday.
Dated AUG 17 1983 , at San Prancisco, California.

VICTOR CALYO
rm-rsn'r'r“;. C. GP.EW
DORALD VInl
WILLIAY T. BAGLEZ?
Comza “""*oncrs

mruswner Leonard M, Crimes, Jr,,
ey necessardy absent, did mor o
participate,

7‘/' ol
whS APENCTED BY
e e AL ek

Cf‘ WILSSICHERE TON!
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APPENDIX ‘A

EAPPY VALLEY TELEPHONE COMPANY
MINERSVILLE EXCHANGE

Separated Results of Operations

Estimated
1983 Interstate

OPERATING REVENUES:

Local Service : $ 18,720 $ 18,720
Toll 52,291 41,781

Total Operating Revenues 71,011 60,501

OPERATING EXPENSES:

Maintenance 15,591 13,262
Traffic . L05 352

Commercial 3,596 3,128
General Office 13,203 11,332
Other Operating Expense 7,437 : 6,319
Depreciation Expense 13,383 11,425

Total Operating Expenses 53,615 45,818

OPERATING TAXES:

. Payroll

1.317
Property 2,079
State Income 950 793
Federal Income 1,186 990

Total Taxes 5,532 843 4,689

Total Operating Expenses & Taxes 59,147 8,640 50,507

Net Operating Income St 88 St B0 Sapmndn 394,
Interest Expease miad00, S SHE S %514

RATE BASE:

100.1 Telephone Plant in Service $ 199,100 S 28,491 $ 170,609
122 Materials and Supplies 1,000 155 845
171 Depreciation Reserve (Credit) ( 6,692y ( 962) ( 5,730)
176 Deferred Taxes (Credit) ( 1,186) ( 196) ( 990)

Working Cash 4,174 1,076 3,098

Total Rate Base Soad6a396  §_28.564 $_167.832

Rate of Return 5.047. 5. 25% 2:95%
(END OF APPENDIX A)




