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Appoerancest  John B Tumgulst, Esq., Denver,
Colorado, and

Elmer L, Brock,; FEsq., Denver,
Colerado, for appliceat;

Harry M. Howard, Esgq., and

Joseph A. Riggenbach, Esq.,
for tne City of Monte Vista,
Colorado;

Frenk A. Hoigiogton, Esg., for
the City of Grand Juuction,
Colorzdo;

L. R. Kuiper, Esq., for the
City of Delta, Colorado;

Leonard M. Campbell, Esq.,

Lelanc . Modesitt, Esa.,

Mitenel Jobns, Esg., and

Malecoln Crawford, Esqg.,
for tne City and County
of Denver, Colorado;

F. 7. Henry, Esg., and

Louls Johnson, Esqg., for the
City of Colorsds Spriags,
Colorado;

Friec T. K&lly, Esg., for the
City of Pueblo, Cclorado;

farl W. Haffke, Esq., for the
City of Fort Morgan, Colu-
rado;

John C. Benks, Esq., for the
City of Grand Junction,
Colorado;

Jorm A. Hughes, Esq., for the
City of hO"\tl”Oﬁ\,, Colorado;

Relph Sargent, Jr., Bsq., Den-
ver, Colorada, for the
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the hearings con. el ol Shteen dayes, end the record coasists of approximate-

y two thousaid pa

B

4 ond ones bandred fifteen exhibits. g

The Hegulatory Situstion in Culorado

Applicrat has alleged in 1ts appilication thut it is in dire

Y

inariciel strodits in Golorado. It also allegea that the netler of regue-

ation of public wbtilidy retes, and particulerly telephone rates in Coro-
redo, has been i a coanfusad stale for many yesrs, and ngs gIouwn pro-
pregsively vore confused in rocent years. From a review of the evidence,
t is apparent to the Comrission that the confused state of regulation

-

1 Colorado 1s, to & lare extent, responsible for spplicint’s financial
ondition. This state of corlusion origineted with & Suprase Dourt
ecision in 1919, wherein the Cuurt held that this Commiesion had no
jurisdiction to regulate the rates to be charged by applicant in its

cal service within tne City and County of Denver. This decision lead
0 8 long serdies of litization involving a mumber of utdlities, includ~
ing epplicant, culminating in a decision in 1949, wherein the Supreme
urt held thet only the people in Denver, in effect, had the pover to
gulate rates in Denver. A sult for refund of certain of the rates
applicant being ccllected in Denver was commenced by two subscribers.
his Commission, recognizing that service within the Metropolitan Area
Denver over which 1t had unquestioned jurisdiction {which service was
the public interest) was being jeropardized, brought an action in the
strict Court in the City wnd County of Denver, asking that Oourt to
clare just whet its jurisdiction was in the premises. This action
rosecuted through the Supreme Court of the State, finally resulted in
hat Court reversing the 1919 decision, end holding that this Jumm:ssion

k)

5 the sole agency that has jurlsdiction over intrustate telephone rates
roughout, the State ol Cnlorado, and that go-called "home-rule ¢ities”
e no jurisdiction over such rates. This decision has now been made
al, and therefore, the confused state of regulation in Coloradn sas

m clarifiea,  Prior to the rendition of that decision, however,

30
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his action, ~n0 neeving LG omay DE
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e Oopmigsion

geen, Lenvar and other

oted b e Lonreings, whRiol Was commonoalloo g0 Erh . on on

their povt, ond fortunave in view of the developmersis.  Pending {inal
determinstion of thue cude ia the Supreme Court, ncwever, it lwd been

.
agreed ithat the instant case should be held in status-quo, end thig Lo

mission h=u nut felb that it was in & position te act until the present

time. 1% hao, hocever, during this interval, boen glving careful cone

v of the Convany and Dature of its Cpersticns

Rier

Tre Mowtain States Telephone end Tolegraph Company is &

teenth Street, Denver, Colovado. 1t is duly authorized to cugale as o

ublic utility, and is engaged in the business of fumioring

on services; nanely, local and toll telephone service in the Stetes of

he Selmon River, and in 71 Faso Ccunty. Texes. The Covmary is & sub-
pidiary of American Telephone and Telegrepb Company, u Hew Lok corpore-
ion (hereinafter referred to as the MAmericun Compary"), which owna

pproximately eizhty-five per cent of the oubstanding capital stock of

he applicant company. .

Intercorporate Relationghip
1. As noted ahove, £he Am~rican Telephone and Telegraph Com-
y cuns a contrelliag interest in applicant. It also owns the Weatem
lectric Comvany, and it and Westemn Hlectric Company own the Bell
gboratories, -The American Company fumishes to applicent under contract
rtain servicés, and applicent alsc purchases practically all of its
lent and equipment from Western Electric. Because of this relationship,
ntractunl errangements under which the applicant purchases materisls
d supplies Irom Westemn Electric, and where applicant pays certuin feces
th» American Company, are careft 1y cxamined by this Comaission.

A. QGenersl Jervices and License Costs:

beo
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Canount 5 Y + vrerdorn Co LTy 3
of a licence 4l roug seen inoel U
companics wilh eodificetiony made therein Arom tloe to tiio, v
to be pala ceveswined by teaking one per cent o) Ll £ross o

revenues Leys procllectille revenues of the operalt . cowpany. his
method of poonoas L0 Ireqgeentdy criticived becoun: v owa »y Qoo
relationsnip tc the cost or wvolue ol Ue services aoaderedn Uoooor
agreenmt, the Americen Company conbtivnoeously oaryio s o D Sd
of resesrch, investigebtlion and experdoenteli o in t.2 o) ol d 0
and in the dovelopment of plang, wmelicol PLenL el :
telephont service and to reduce costs. A1 of toe emeilite Cud ¢

. such work ar- made available to applicant. The ag,

benefit cf 2ll of the rescarcon and development worh

It also receives the berneiild of the services of hic

eneral Departoent which include advice and assist.
P

truction, maintenance, etc., of plant and equipren

both exchange and toll, wdministratior of businest

with custowers, sales, ndvertising and servicing weo
rinciples and metaods, perconnel and training matt
egal and fimuncial uwatters.

full use 7 o

% suits from patent infring

ected agains rents Wil

use of these patents., Thece serizes rlon

susslons with governmenial svenclis

vt

the

[
mn

‘ederal O

ese servicns are of grect value to it

iy

e not sval Bble to L, ot would have to

cis currant’y paying for the serviceo. ddea,

Jicy of the Auerlcan Conpany 0 nein)cin 2 renso.

period of .

Betwesn the poynents recelved anc

would eppectr tnet over u ter-year po ried, withoo,

on the factor of the capitel used wy the Americer
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the aervice, T roano s weastaably gocgwaivates e owooosh ool pey

pnent thered

world sppesr Irom the evidencs foat Loegs oooovions

are necescary ond nave nooceal welue, and kad it not vesn Tor omn oy of the
technologicel fmprovements which have resulted firco thase serw oo o

the yeare, it .lepnons retes would need o be much b her by Loy 2o

presently. ‘these improvemsuts resulte:r fror contiy

mentations, and research, and consistel of sax lteus, maone otlers, o
reducing the size of wires, thereuy inoroasiig the LAY, i
could be plura=d in a cable; the devaleoment and &0 ovev o o S ’
tubes resuoltins In lowar pover consuamr fom and lory . covioefs Anoov inooawnce

and replacement and in dbattory fecliities; devsel
which is presently in its infancy, but proolses fny essicx oo 0wl
economies; development of the carrier sg/'stei:;53 whe o hyoa genter numeoye
of messages nay be carried aver fewer wices.

This includes only a few of tha vast mpter of o rovioamto

v

which have bueer made available to applicant under tue

The evidence incicnies that these savings have beern recl ard mots o

B. ¥estern Blectyic Prices.

et

o

Most of the materdals whioh aspplican: uses in the vt

P
3

tion and maintenance of its telephone plant are puichasaed {rom Veuteirr

Electric Company, Inc. (hereinafter resrred to a: “Westeimn®).

P
e
e
]
<
-~
ot

is, in elfect, the manufacturing and supply depart .ot Tor @il o Lie

operating companies of the Bell System. Browdly speakiug, anplio

(¥

purchases from Western consist of telephone apparat. s and equiprenl oo

outgide plant material. Both telephon : apparatus i

Iplmans Lot
those materials used at central office; wnd ut privete prench oot o,
including switchboards, dizl equipment, toll temmi ! wup roont
assoclaced apparatus. It ulso includes such items w0 fol. - wie ipebo
ments, coin collectors and telepaone bouths which ave used on oF s

scriber's premises. All of these materials and th: Lead-coveer cuo.

_are gemerally manufsctured by Western, Other outsics plant nsierisa

such as poles, cross-amms, wire, underground conduit, and nardware. ar.

geusrally purchased by Western from other operstors  When applicns

60




instulile o orow centyal r o oe or darg o omdvooLe Dy O Ln n Ty pcon
a8 major addition Lo wi oirhing one, oo generslly cupiorn Loets ol oo
gtall the equijueat, thiv being the finnd slage ol bthe panudent oo ing %
processes. Ou lorge instellation joor, Western io geerelly evoiaren o

do the detalled engineering. ;‘xpparat{,‘.s and equipmioat dnetulles v Ltoaer

materials reprosont sbout nineby-seven per cent of applicant's tuned sap
chases fron Wesiom. Western also performs for wapclicont at it Dencee

L.

disttibuting house, ceriain relavively winor servl ass, whith b0 .2
account for the remaining three per cent. These copvices oupsiz of
receiving, classifying, storing, end repairing materie’s roover oo
the telephonoe plant and disposing of thewm ss directad U Yo Tell vw i
Company. All of this is done unaer the "Standard lupply Soatows O
under which Western agrees, on order of appliesnt, anc ¢ ‘e o0t
reasonably required by applicent’s busiress, to mesufs ture aaloriols
to purchase and iospect materiels manvlectured by (the s, o o0 7 b

J

materials to applicant, Lo precare equipmest specificaticn:, wr b

form installations of equipment, Westom also agr e3 Lo narcy roteoable
stocks of materials snd perform the services previsusly wention o 1o .o
nection with the recovery of used materials. The wccatract Qooe noh o
quire applicant to purchase its materials from Wests,»mﬁ but o the
contrery, specifically states that appiicaent does not have o wer. o
purchases f{ru~ Westem if it doss not wish to do so. The conti ot
specifically provides that Western's prices end terms to cpolicead shell
be a3 low a3 to its most favored custotcras for like mater als a o o
vices under comparable condifions. A couperison of Westom nrico . witl
the prices of other manufacturers show. that Westew pilros senc

are an the whole lower. For example, Vestem's prices S0 apoicor’ o

telephone set: have, at all times, been substantial v below “he cwos:

o

price at which the same or souiva . ent cens nave bem. pvailasble 1o Goe
general trade. It appears adso that there is a divot v Do o ol 2
the operating companies in having uniforrity in the natericls Lol

supplied to tnem. Particulerly is this trus in casi s of a.erzen

Yot
o

as gevere storms, flocd damage, etc., when it is necosssiy to trar Jfe-

7.




Crews Louln ol en FNT T cwmn Aty to othen L0 Toplors rieo
Hoactera Blectrie Company eamiings nave fluciuat b wioosy ‘ v
T
over th: y ar, eoa during the depression it ipourred repeated Jdelloina.
For the tueooyesiverear perlod frow 1925 torough 1950, wu der oo ;
b
Flectric mrrgin of profid per dollar of soles has avwraje 4.4 i, .

averasged 7.7%. Westem is a manufacturing compeany, o0 vl e 0Ty
World War IT the bulk of iis seleg was to the Uiiied Glotou U v e o0
and seme of this business continues, over the pr.t boanuy year s
ing war vosres, sbout 90% of Westera's sales have bea tc Ze’l ustiters
A comparisen of Westerm' s eamings with those ol fifiy otue~ cororrles
which cover a tread cmsgs sectlon of the wmemufactiring intustiy, wows
that these Mifuy companies, for the perilod from 19245 whiroupt 1350 hud g
margin >f profit of 6.4 cents per dollar of sales. as compavec with 4 4
cents for HWestoin of its business with Bell cust-iers lor the 2 aw
period, and the return on ret investment for these other compinics wns
10%, campared with Westermn's eamings of 7.7% on its business witn Bell
customers. While this Commission does not consider thabt tais o 2 un
reasonnble sverege rate of earmings for a manufaciuring company, ws ars
aware thiat i1n recent years Westem's earmings have substantially esoceded
Wiz oone. The gpecial Coec.eratin7 Torwictes ol “ine WAPUC ¥CC {w
continuing atiention to these eamings, and is maing peyiodic veporna
to which tals Commission will give continuiag consideratics.

ceparations of Interstate and Intmste
Property and Cperchiong

Mreh of the Colurado property of applicrat 1s used L the endl -
tion of botl intrastate and interstate service iAnplictat in to =ddibits
as or?ginally presented In this case, separated the intrastate plan. and
operations frox its total Llant and operations by “he uwse of woi @ crow
as the "Sepurations Mannal' prepared by & Sub-Cammittee of the Coo ~eting
Staff Committes of the Nationel Association of Railroad and Ut .l ty Jum

nigsioners sad Tederal Comnunications Commission. This manual hag wever

been officizily acdopted by this Commission, and tnere has been soue

8. i
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i

tions whinsh wmull Lo mere squiteble and generally ncluptsble o oo

o
o

cermned. During “ht intervel between the originel heavings in tis o

and the resuoption of those hoarings in Decamber, the Natlonal fus oo o-
tion of Raliwwed and Utilities Commissioners and tie Felorel Goapunl o
tions Commissicn agreed upon what is zogerally relerred o v 0o o les-
ton Plan, and at the hearings in Peceaber, applicant | ..ncd In onidn
exhibits hased upon that Charleston Plan, being éhailits 5¢, 5. £0, 7
and 62, These exhibits rerlected the changes in sepzy.iior . o1 .

In our review of the operating results of applicent, ve

purposes of this case, adjust =11 plant items, opevat.ag meven. ., aid
~ operating expenses to reflect the use of tue procedaris ol e 7 lla

as outlined by the Charleston Plan.

Fair Volue of the Property of the Campany in (olorado

The applicant presented considerable tcstimony of war g

vitneases us to the felr value at the present time of appiicant s properiy

devoted to public cervice within the State of Colorado. Applicrnt prea:-

sented witnesses vho testified as to the reproduction ccst new le:s depre-

ciation valus of telephone sroperty. In addition, evidence was subm tted

by applicant showing the average net lavestmsnt of appliconi in telepione
property which figures were based on the original cost of %he prorerty Less

sllocated depreciation reserve. Iu aduition to thece figuves, = apsli.

‘cant sutmitted exhibits showing the average Investmunh iu belo i pove

erty with no deduction for allocable depreciation reserve, eu wil. ag the

average investment in telephone property lese one-iall of the allccatad

average deprcciaiion reserve.

‘ Counsel for the applicant, howvever, mainioinci Lhrcugin i Lo ‘

‘hearing that in arriving at a value this Commission shoul: gdve welghs "0 é
‘both the present value of the telephone property of applicant w..th iu

being devoted %o public use and to the reproduction cost new leus

¥,

9.




depreciciicn wine. To gupport this contention, comsel fow o Hlied

-

cited the cacs 7 Qhie »ad (olorado Smoiting: ond Refinir - Sowose o 73,

v v o

lad

Pubiic Utilitios Camis i, & Colo. 137, decided by thelolorsado

Supreme Court in 1920,
Mr. Roggs, who is employed by applicant, testiiied thrt ta2

present value of the tolephione property of applicunt in tie Stete of

Coloradc was the reproductlicn cost new less depreclation value, and n:
testified that the average appraised value of the Colorsdo intrustite
_ property for the year ending May 31, 1951, was $86,629,000.00. Mr.

Theodore E. f'selye, Vice-President of the englneering firm of Duy and

Zimrerman, Inc., testified that the precent value on January 1, 1951,
was $85,164,656.00. As adjusted for the Charleston Plan, the vuiue w:
of December 31, 1951, in the case of Mr. Boggs' testimony, was found ‘o
be $88,076,000, and Mr. Seelye's figures as of that cate, $86,551,700.

As of January 31, 1952, the corresponding figures were $83,52/,000.00

and $86,990,000, respectively.

In contrast to these figures, “he applicant also introduced ex-

L:Lbits ghowing the average intrastate net investment for the tuwrive monils

ending May 31, 1951 — that is, the total investment less allocaiie dew

preciation reserve. This figure amounted to $50,221,014.00. The actuxl

intrastate net invesimant as of May 31, 1951, was $52,664,820.00. The average
intrastate net investment for the twelve months ending December 31, 135

was $53,562,626.00, and the actuel intrastate net investment as of Dec-

ember 31, 1951, was $57,650,932.00. The average for the twelve rionths

ending January 31, 1952, was $54,201,058.00, and the actual net investient

as of January 31, 1952, was $58,571,638.00. |

The cities represented at the hearing and the Colorado Munici-

p&l League vigorously protested the arguments by counsel for aprlicant

that this Commission should give paz“bicﬁla.r weight to the waluaticn of

the telephone company's property based on a reproduction cost new less

epreciation theory in determining present valuation. M»r. Butier, a

sulting Engineer of wide experiemnce, testifying for ihe Colorudo

Municipal Laague, stated that the legitimate original cost in ret invest-



ment {(which 1o 0o o seel) 2nost ¢f the property;, less the depiaclation
reserve) s tho opororiiote rate base, wnd that the sppraised poesent
value is in his op/uion of po significance. Mr. Butler testifli-d that
increages in bthe saming roquirements of utilitles during infletico: »r
_periods cen test be reflecied by a higher rate of return, reiier thun
by increasing the rate base above the recorded criginel cost.

This Commission does not agree at all with the contens lcr -

counsel for the applicant that the Colovado Supreme Courl in the [ io

Refiring Case, supra, has in any way linited this Commisslon un er a3

theory or another as to the oroper rate bose that should be zet 7y whia :
Coomlssion in a valuaticn proceeding. Tt is the statutory vespuneibiliony

of this Commission to see that public ubilities under the jurisdictic: of

this Commission in thls state charge just and reaconable rates for thelr

services. Such rates contemplate the production cf revenve to o pulli:

utility which vill yield‘that utility a fair return upcen reasonsolae

velue of its property at the time that property is being used for the 5

public. This the Colorado Supreme Court has clearly recognized in the

Ohio Refining Case, supra, as indicated by the language of the Court on
Page 146.
The Court, in that opinion, goes on to say as follows:

"To zscertain such reasonable volue for the pus-
pose of fixing rates and in addition to its net
earnings, it is the rule of law that there are
four different theories for the detemmination of
what constitutes a reasonable value under the
facts of any particuiar case. ‘'These theories
are generally defined by tems which indicate
the method of ascertaining what would be & fair
return on the reasonable vonlue of the property,
and are thus expressed -- original cost; cost
of reproduction; outstanding capitalization,
and present value. Since the suthorities are
not agreed asg to the proper theory for detemining
retes nor as to the mauner of spplying the legal
principle established for that purpose, it is im-
possible that they should agree on what consti-~
tutes a reasonable rate in any casec or that a
decision in any state should control in other
states; salthough the facts of the case may be
simjilar or even identical because the courts
are not agreed as to the prover theory to be
applied for the solution of the question.? #*it%
The adoption of any one of these four theories

in a given case is attended witn great diffi- ‘
culty and in some cases impossible for any one Q

il




st e odono.
3 dc?r , condered b wilo-
tin La the ;f er methot of csceriainnmert of
tha r&uSOLuJie valuc of the p”byer% , Lhat
camlasions this character may be pres
to be falriy enlliyhtened when considering the
particular case oo o whether any one or wors
of these theories may be justiy adopted mnd
for suell reescn, so that in this case a further
discugssion of tihle subject is not important.®

e

+ TR

The Courd then concludes that in any case:
it is & prerequisite that a reasonable volue
of the property at ihe time i% is beingz used
be eszbablished.”
Far from binding the Commizusicn to any cae approach in the question of

valuation of the property cf a pubtdic vwiillty, it seems *o this Comnl s

gion that the Colorado Supreme Court has recognized that there oo
various approach.es.

Subzegquent to the Dhic Refining Case in Colorsde, the Uniteld

tates Suprem: Court handed down its decisions in 1941 and 1943 in the

ase of Fedoral Pover Comaission ws. Natural Gas Pivye Tine Tooo oy, 205

Wl ALy -

U. S. 575, 62 S, Ct. 736, and Federal Fower Commission vs. Hope Hatural

ag Compeny, 320 U. 8. 591, &4 S. Ct. 28L. These decisimus int: preted
the power of the Federal Power Commission under the Netural Gos 5o,
which prescribes a statutory standard of just and reasonavle rateg
imilar to the statute under which the Colorado Public Utilities Commuisn-

sion obtaing its authority. In these decisions, the U. S. Suprame Cou

coubined formulae in determining just and reasonavle rates. The Court

said, in Federal Power Commission vs. Hope Natural Gas Company, supié,
287 (64 S. Ct.)s
"Under the statutory standard of 'just and

reasonable! it is the result reached, not

the method employed which is controling.n

Therefore, this Commission recognizes that while its recponsi-

lelephane Company, it agrees with the Golorado Municipal League that it
not bound to set the present valuatior of the Telephone Company 3z

12,

recognized that a commission is not bound to the use of any sinzie foruda

hility might be to give consideration to the reproduction cost row wvalua-

ion of the telephone company's property as appraised by witnestes of the




progerty sutlres y on ovadr 7 obesia, This
may fix the vl otlos woouieie utdlatly's properiy so it or glnal

cast, less depricisticn, ana may sebt & falr rate of return on hat

maintain ite croeall and atiract the capital necessary for the :roper

dlscharge of itn rublic duties. This Commission will then heve satis-

fied its obligation to the public and to the utility which it ragulates.
In the ingstant matter, the Cormission ie of the opinion wnd
believes that the fair valuation of the property of applicant can best
be determined on the basis of ila net oviginal cost on “te total Gploﬂ
rado intrastate investiient, less the allocated depreciction ioosrve
Az hereirbefore stated, the vecord ih thisg matter oo wloe
the figures showing the Colorado intrastate investient of applisaut v
less the allocuted depreciatiocn reserve for vacious pericds be wen
May 31, 1351 and January 31, 1952. In addition to the telepbone pirmt
in service (Account 100.1), the figures showing the totul invesiment
include property held for future telephcne use (Account 100,3), tele-
phane plant acquisition adjustment (Account 100.4), telepnone piant
under construction (Account 100.2), materials and supplies (Account
122}, and cash working capital. Then fiom the total investmen: is
deducted the allocated depreciation rescrve to arrive at the ne% invest-
ment rate base,

Property Held for Future Telephone Use,

The amount claimed by applicant as part of ity rete base
designated as "property held for fuburc telephone use” comsist: sg
we understand it, of two pieces of property purchased by applicint
~which applicesnt is holding for use in commection with the installction
of two new central offices in the near ruture. In view of infl«tionary
 trends and the tramendous incresse in real estate values in et YRATS,
we think that applicant has shown proper foresight iu purchasing that
. property and such property should be included in the rate base.

Telephone Plant Acquisition Adjustrent

The Teleophone Plant acquisition adjustment, included in the
13,




tobnld " Luas by oo wslm ;
amoirsh Ny L0 e L lno o L e praid Doy b ol Lo Ly wvar
and gbevs the vuetesfs ciace Lals o omocuano o o s
et ovor cad sbove Lo Colgivcd cort of the prol oL Lo L0 SLsloa
doep not Lellozvn that thi. cccnonat is preperdy aliocuolo 0 ouooot
original cout rate haso, ’

Talconone Flant under Coastrueticn

shovn as "telephone plant under construciion® in-
cluro nlent vizi iz belng constructed, but which has not yvet boan
placed in woyvinc. Vidnees Knepp, testifying on behalf of the Jolorado
Municipzl Loogue, tcok the rositlon that telephone plant under congbivo-
tion shenld net be part of the rile base because 1t is uot yet in sorw

vice and becauee, since intsrecst is charged during consitroiiion 042

tds
4}

included in the amount showing tslcphone plant wder congtruciicon, Lo
allow the spplicnat to earn on that intorest charged cduriag consunction,
would amount to & double retwm,

The applicant anticipates that plent under congirueiion will
in the foreseesoble {uture continue to be an item cubicbtanticl in wscunt
during this pariod of expansion. In view of that fect, thirs Corulsvion
will allow telephone nlent mnder construction in the rate base, but will
’requi“e hat thu rolated interest charged to construction be ineluded as
an sddition to revenue in coumputing the net operating eamings.

Therc hizs been no disagreement among the parties as 4o the

inclusion cf %z cccount in an original cost rate base, nor has there

‘been any disagreement ae to the reascmablencoc of these votbo, and we
aelieve the request of ellowence for materiels and supplies is reason-
le end preper and should be included as a nat f the -~.te Laca,

Cagh Vordg: ol
Cash working cepital 3s tcual . © Tiral s cie cmoust of Casn
ecessary to mest operciin expenses before the revenues become sufficlent

to pay these expemnes. Those funds are supplied by the o

1ility, and consequently are ex elememt of the rate buse wpon sfiich the

14




aliown! o reburn Le tredioctol. Appileant bills few oot oorovenues
in advonony havoever, S07l veverven are billed iu worveccs, and bhere 43
a8 lag in collectdon, so thaere 18 no ectuel not progent for service

FRAY

by the customera. Appliceut, as & member cf the Bell Sysiag, isx in an

*

adventegecus pusition, v that 1t can borrow money rursusnl Lo the
terma of the license coantract from the Americen Company on ahért notice,
thus transferring the aeed for retention of lerge cash balances from ap-
plicant to its rareni. Wuile applicant has large amounts of accrued
and wnpald taxss, it would need still lerger cash balances except for
thies sreangoement with the American Company. The Commission considers
that canh working capitsel is properly includible in the rate base, and
that the auount co claimed by applicant, which is hased on its actual
working cash, is not excessive.

Total Net Investment

Excluding the telephone plant acquisition adjustuent, which
the Commission has disallowed, and after deducting the allocated depre~

ciation reaserve, the net investment of applicant is as follows:

Average for year ended iay 31, 1951 $50,216,149
Actual at May 31, 1951 52,060,941
Actual at September 30, 1951 55,366,454
Average for year ended Decomber 31, 1651 53,573,838
Actusl at December 31, 1951 ' 57,647,865
Average for year ended January 31, 1952 54,197,378
Actusl at January 31, 1952 58,568,550
Operating Resultg

Appiicant has maintained ite accounts i1 accordance with a
system of accounts first prescribed by the Interstate Commerce Cormig-
sion in 1913; and since 1935 has followed a uniform system of accounts
prescribed by the Federal Commmications Cormission. Applicent also
makes regular reports to this Commission, the ngeral Commuuiieations
Commission, and state commissicns in other states in which spplicsat
operates. The steff of the Commiscion has made a careful check of the

original bocks of entry of applicant, and no question has been isised

15.




. as to the nccuracy of theso stooants, but ail pariies to tuls oot’onm
have accerted them as being cuitect. the accounts lave Do cudiled
annually by Lycrend, Dows Bros. & Montgonery, indepencoat public
sccountents, since 1534,  sad at the time of their originel an’it in
1935, that fim reviewed tle records of applicant cluce its fortation

in 1911, and expressed setigfuction as to the accuracy of the Lele-

phone plent and other accounts of the applicant. Applicant regularly
preperes reports of plant investment, revenues and expenses by states,
since each state avea is an operating unit under the direction of dif-
ferent operating ~fficials. These state reports reduce its revenues
and expenses to & figure for net operating eamings and show the in-
vestment of telephone property applicable to each state, thereby pro-
viding e means of measuring operating results. On the books of appli-
cant, the primary accounts are sub-divided so as to obtain directly
therefron ns nearly as possible the data required for repcits by states.
Revenucs of each state, including the propér portion of interstate
revenues, ave recorded separately for each state. The investment in
telephone plant appliceble to each state is recorded separately. Ex-
perses directly applicable to a particular state, together with the
proper portion of division and general expense, 1s included for each
stute. These operating reports for state areas cover all operations in
the stats, including those pertaining to interstate business. 8ince
the telephone plant of applicant in each state generally 1s used for
both intrastate and interstate operations, and the same employees handle
both types of operstions, it is necessary for the applicant to make a
separation of the plant operating expenses and all other factors by
means of studies of the usage of the two types of service —- that is,
intrastate and interstate. V¥hen the hearings first comuenced in this
case, these separations were made in accordance with the principles

set forth in the Separations Manual covering Standard Proceduras for
Separating Telephone Property, Revenucs and Expenses preparcd by a Sub-
Cammittee of the Cooperating Staff Committee of the National Associa-

tion of Railroad and Utility Commlssioners and Federsl Communicsiions

16.




Cammissicu, who 0 Lo tue neaual heretofore referred to under Sceparations
of Interstat- and Talye tehe Pruperty and Operations. FPresently, the
sepurationy atudics are mede in accordance wiih the so-called Charles-
ton Plan hereinbefore referred to.

Applicant intreduced Extibit No. 17, entitled "Colorado Intra-

state Operations - Twelve Months Ended May 31, 1951, Net Opereling

Earminga, Actual Results for thie Period."” Local service revczues which

accrued from the fumisghing of locasl exchange service smounted to
$18,723,294. Toll service revenues which are derived froum furnishing
intrastate nescage telephune toll service, including vevannes {rom
teletypewriter nnd toll private line service, amounted Gc B0, U33,889.
Miscéllaneous revenuead which result from cther services, such ss ad-
vertiging in telephone directories, etc., amounted to $1,807,958. Un-
collectible Operating Rovenues amounting to $56,856, are deducted from
total operating revemnes. Total cperating revenues amounted to
$26,568,285, Operating expenses totalled §21,425,244. These consisted
of the following: Meintenance expenses which represent the cost of re-
pairing, inspecting, and maintaining plant used in intrastate Lelcphone
service, and the cost of power for transmitting treffic and operdting
signals, $5,472,771; traffic expenses, which represent the costs incurred
in the handling of exchange and interstate toll cells, princifally
operators' wages, $0,982,483; coumercial expenses, which include expenses
incurred in business office relations wita customers, public telephone
cammissions, cost of directories and advertising, $3,403,673; revenue
accounting expenses, which represent cosis incurred in the Ascoumiing
Department, $656,856; costs incurred for preparing and meiling customers!
bills, preparing revenue cettlements with other compenies, eand preparing
the reports from vhich the above revenues can be determined, are all in-~
cluded in these revenue accounting expenses. General expenses, which

are the intrastate portion of other operating expenses, such &s the costs
incurred in preparing and accounting for payrolls and all other disburse-
ments, and Colorado's proper portion of the expenses of the Executive,

Legel, Treasury, and Engineering Departments, amount to $£93,539;

17,




depreci.atirn. wiich 1o fne intrantate portim of the provision to

meet the lousz of investusnt whoi depreciable plant is retired from

service, and is based on votc: designed to spread this loss uniformly
over the service life of tue property, amounted to $2,469,705. Operst-—

ing rents, which represent the intrastate portion of rent expemse for

the use of buildinrs, ypoles, corduits, and other facilities, amounted

to $253,87l.k Relief and peaclons, vhich are the intrastute portion of
the costs incurred wnder the bemefit plan, including sickness and ac-
cldent, disability reyments, death bemefits, etc., amounted to
$1,049,230, Genere) services and licenses which constitute the intra-
state portion of the payment to the American Telephone and Telegraph
Company for services rendered under the license contract hereinbefore
referred to, amounted to 8243,115. Total opersting taxes amcunted to
$2,972,184, and consisted of the following:

(a) Property taxes, license taxes and Federal and State Sociel
Security Taxes, $1,807,977; State Incame Taxes, $55,170; Federal Income
Taxes, $1,109,037. This left a net operating income for the pericd of
$2,170,857, from which was deducted miscellanecus income charges iu the
amount of $89,295. These charges consist of the intrastate portion of
the small part of the payment to the Pension Fund Trustee momtioned
. above, and also include service club dues and fees, catributions, and
the amort.izati&n of Account 100.4, Telephone Plant Acquisition Adjust-
i ment,

Interest charged construction of $34,056 shown on the exhibit,
ie an additicn to net operating income, and is the interest capitalized
on the larger constriction projects vhile they are carried in Account
100.2, Telephone Plant under Construction. The resulting net operating
eamings shown are in the emount of $2,115,618, for the twelve months
ended May 31, 1951. That periocd, however, did not reflect certain wage
increases granted;u J wme after collective bargaining and an increase
in the Federal Income Tax from 47% to 529 which vas made in November,

1951, retroactive to April 1, 1951.

The results by Exhibit 17 were also based on the Separations

18,
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sary to provide od serviee and the investor recelves no more then

the fair fats cf voonrn described above. Appliéant companj is, and has
beer since 1946, cugeaged in a treuendous expuansion progran to meet the
unprecedanted poot~wer dewsntids for telephone cervice. This progrem has
required, aad will continue to require, huge amounts of new capital to

be atiracted from the investors. Without this expansion, the present

and prospective customers cannot be provided with the service they desiras.
It 18 therefore in the interescts ol consumers, as well as imvestora,

that the ulility be granted eamings which will make additicnal invest-
ment attractive.

Five witnesses testilied on the subject of requirzd enrhdngs
or fair retum. The appilcant presented testinony by Bugeue S. Merrill,
Vice~-President of Stonderd Research Consultants, Inc., s subsidiary of
Stendard and Poor's Corporaticn of New York City; by William ¥,
Schmanaser, Vice-Piecident in charge of the investment portfolio by
the Capitol Life Insurance Company of Deuver, Colorado; by P. E. Reming-
ton, Comptroller of the Company. The City of Denver, and other cities
which are wumbers of the Colorado Municipal League, presented testimony
by Charles W. Knapp, Certified Public Accountant of Hartford, Connecticut,
whe was formerly a mamber of the staff of the Federal Power Commission,
and by Reuben Arthur Zubrow, Assistunt Professor of Economics at the
University of Colorado.

Mr. Merrill pointed out that during the five years from 1946
to 1950, the spplicant company has raised 98.6 million dollars of new
capital, whlch was considsrably more than it had rsised throughout its
history prior to 1945. He stated that in raising equity capital the
applicant nhas offered its stock for subseription at its par value of
$100 ver shere 5 vimes in the last 6 years, and while the 1946 offer
wag suc.eacful, the four offers mace in 1948, 1949, 1950, and 1951 failed
of wide acceptance by minority stockiiolders and the public generally.

Mr. Merrill coniended that the annual dividend rate of $6 per share,

and the average ainual net eammings of about $7 over the past few years,
!

- were not sufliciwnt to cause the commaon stodc to sell substantially above
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its debt retio. In his judgment, thi.; voquires ecmings oL mow Lo
ther 5§ on the pet investocut rate base of the future. My, lchnzusser,
in his study, considered the Mounbtaln States Compeony, tic “uerican Com-
pany, and the Bell Systen as en Infegrated -mit. Howsver, he based his
conclusicns upor scparate consideration of applicent as a financial
sntity.

Mr. Schupzusser stated that to assure that new stock offers
will be altiraciive %o the public, the Company should, under preseant con-
diti:'ms, be paying a dividend of 88 per chere per annum, on. be adding
$. to 25 to surplus. On cross-evamination, however, he atatsd that a $7
dividend properly protected might possibly make the stnck attrsctive,

Mz, Remington traced the fingnciel history of +hs How.tain
States Company for the pest three decedes. He pointed out that in the
face of adverse earnings, dividends have been repeatedly cut, cnd the
per cent of surplus to tcleghcne plant remeins at a point ftoo lew for
financial safety. He staled that in his opinion a dividerd ol $&. per
.xhare ;i‘ $100 par velue is necessary to cause the market price of the
stock to rise sufficiently co that the required future stock offerings
will be assured of success. In addition, he advocated that earnings
be sufficient to build the surplus to 123% of plant over a period of 5%
vears in corder to safeguard the dividend rute and to provide earnings
which would snable the Company to compete for capital. Thess require-
rents for dividends snd surplus, together with the apnual fixed chargea
on the funded debt, are equivalent to 8.2% on the conpeany's net invest.--

pant.

Y

Mr. Knapp, testifyinz for the Colorado Municipal Lesgue,
stated that, in his opinion, the fair and reasonable rale of etuim for
~epplicant is nct more than 6.15% and not less than 5.65% on u net invest-

nent rate base cogsisting of tslephone plant in service iess full smount

of depreciation reserve, plus allowances for maberials an. suppiics and




cash working enpital, il excluding telephone plant under wwastruction,
property held for future telephone use, and telephone plint acguisition
adjustment., He arrived al his ;ri.gher figure of 6.15% as his estimate of
the over-all currcent cost of capital predicated on wn estimated 3.45%
cwrrent cost of deb? capital with a 44.35% debt ratio and an estimated
8.25% current cost of equity capitsl with a 55.65% equity ratio. The
figure of 3.45%, representing the estimated current cost of debt capital
to the Telephone Company, included an allowence for concessions to pur-

chasers of new bond issues end en allowance for cost of finascing. The
cost of equity capital of 8.25% was a judgment figuie arrived st chiefly
from & study of the earmings-price ratios of specific offerings of Bell
System companies and a number of electric opersting utilities which sold
common stock during the Years 1648 to 1951,

Mr., Knapp arrived at his lower rate of retummn of 5,05% by de-
termining the rate of retum required on the extire capilelizatiocn of
the Mountain States Telephone and Telegraph Compeny in orler to pemit
the applicant to eamn the return required by its parent American Company
on the latter's iavestment in the applicant, as well as the return re-
quired by the minority stockholders and bond holders of the applicant on
thelr investments in the comson stock and debentures of the applicant.
This study was haged upon the capital structure of the American Company
after giving effect to the conversion of the cutstanding convertible deben-
tures, with interest computed at the actual cost on outstanding issues,
with dividend requirements of $9.00 per share on the common stock and a
dividend pay-out ratio of a0%.

Mr. Knapp further testified that the application of the 6.15% and
5.65% rates of retum to the npplicant's intrastate average net investment
rate base for the twelve months period ending May 31, 1951, would yleld
a return available for common stock, after meeting interest requirements
on Gebt, which would be equivalent to earnings of 8.53% per share on the
basis of an assumed capitel structure consisting of 45% debt and 55% equity
capital, and earnings of $7.85 per share on the basis of actual capitalize-

tion consisting of 32./1% debt and 67.59% equity cepitel. He testified
that over a ten-year period, eamings of $8.53 and $7.85 per ashare,
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veapent sy, would produse the followln: snondte of roetuined sarplus
per shers of aprlicent®s sresk allocsble o Uolorado lnteasbate opera-
tions, depending upon wWhether the $6.00 dividend rate 1s cuubtinued, or

~

whethe: the snnual dividend rete s increased to §7.0

. Al e
WD anaser

26.00 fnnual  $7.00 Annual
Dividend Rute Dividend KHate

f.asumed 45% debt and 559 Fquity Ratios:

Eamings per share $ .55 3 8.53
Retained surplus per share at end of
10 years $32.00 $22.10
Number ¢f years' dividend veyuirements UVEDr 5 yri. over 3 yrs.
Actual 3Z.40% debt and 67.59% Equity Ratioas:
Eamings per share ¢ 7.85 ¢ 7.85
Retained surplus per suare ab end of 10
years $23.96 $13.96
Number of years' dividend requirements approx. 4 yrs. approx. < years.

Mr. Xigpp testified that the applicant entered the depression
of the 1930'as with a retained surplus equivalent to $20.88 per share,
representing about two and one-half years' coverage of the then annual
dividend requirements of 38.00 per share, and that the applicant's last
successful common stock subscription offering was made in 1946 at a tinme
vhen the annual dividend rate was $6.00 per share, after having been re-
duced from $3.00 to $7.00 in 1957, and from $7.00 to $6.0C in 1943. He
concluded that the ability to accumulate retained eamings cover & period
of ten years sufficient to vover two to five years dividend reguirements

on the basig of a 6.15% rate of roturn was further evidence of the reason-

ableness of such a rate of return,

Mr. Knapp stated that, in his opinion, the period for accumulat -
ing surplus of five and ocne-helf years, used by Mr. Remington, was too
short, and suggested the use of a tem-ycar period, in view of the preseat
continuing high level of business activity. Mr. Knapp disegreed with rhe
view tnat an $8.00 dividend is necessary for applicant, and stated that
a $6.00 dividend, if given the approval of this Commission, should be
sufficient to restore investor confidence in applicant.

Lr. Zubrow,also testifying for the Colorado Municipal League,
pointed cut the saving in the fome of reduced capitsl charges and income
taxes which would result from a 50% debt ratio, as compared with & 25%
debt ratio, stressing the point thet with & 50% corporate income taxg‘tba

tax saving would be twice as much as the direct saving. He statsd that

Ly
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to the erfcet . e Bell Systen is in s dangerous Jinarcial positcion,
and aloe conoondoe that the peviod of five and one~half years selected

by Mr. Douinoton s acppopiviale Jor bullding the Company’ s surpluc is

too shovh, Dr. Zuvrow also poainted oul that techoological innovations
must. be recogniced as an ilovorternt factor of decreusing costs, ofl-
setting, at les.u in part, vho tendency tovarc incrocasing costs under

presant in: . ationary conditions.

Yhe determination of what shoula be a fulir rote ol return is
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ad difiicuit problem in proceedings of this
kind. There i3 no ono farmuis or set of formmulae thot toe Commission
con rely on  to arvive at tnab rate of return, nov can i rute of re
tum be fixed by any mathematical calculation. In Lauis proceeding, this
Commigsion hes had the benefit of some of the most competent and respon-
sible witnesses ever to appear before this Commission, both on behalf

of the ap; ant and on behalf of the Colorado Mumicipal League, and
the cities in Colorado. In toe opinion of the witnesses testifying for
tne Telepponea Conpony, whe falr rate of retumn for applicent should be

in the nmeighhorhood of 8%, whersas the witnesses testail

o for the
Golornado Mundicipal League and the cities believe that the fair rate of

return should be in the nsighbaerheou of 6%, 10 no case lower than 5.65%,
Mr. Merrill®s judgment was predicaten largely on the suppositoon oot
the &mericun Gonpany coes nel boday Lave suXfielens earnin o ho creomaiely

protect 1hg 20 00 dividend. Trose earnings for the twelve _wonths evoirs

December i, 1950, wvere $1.44, and t0r the twelve nontns sndag Wit

the first quarter of the tear 19510 were $12.89%. iy My deeriil' o opirnuon
the eamings of the Ameiican Gonpany should te ay tesut 135 00U por onsrs.
The record discloses that the present semings »f tne fmer con Company

are highes ther Whiey have been in any time in toe last twenty years,

Moreaver, d4r. Mer:i1l hicself has recognized that, during the five aond

one-half yeers Cron Jaguswy 1, 1946 to March 31, 1951, the American fiom
25,




pamy Taised ¥ 40 L0 cold lional new o
and it is ciffivdt for ¢ Guidsslon te ree the oo jsrs Lo tie finaociel
position of the American Company exprosssed in the Legtizomy of Mr. Merrdll
Moreover, Mr. Merrlil srrived at nic estimatec cost of eguity ecajnital by
relating the $15.00 per share carings to the book equity value of the
common stock of tie Americsn Company, $138.09. In other words, he arrived
at his 11% cost of equity capital using what is known as the eamings
equity retio. UMr. Hnapp's approach to the problem was in the use of what
is «nown as the ecarnings poice ratio, that is, the ratio of eemings to
mariet price. If we relate the wctual eamings of the American Company

for the Year 1950 to the market price of its common stock during that

perioa; we arrive at a retum on equity capital of approximately

Wnile this Comaission deoes not intend to adopt any of these particuler
approeches in arriving at what shculd be tne proper rate of returu on
equity capital, the Commission is o0 the opinion that Mr. Merrill'e
Jjudgment of what should be the over-all rate of retum for sprlicant in
this proceeding is besed sluost entirely on & consiceration of the inter-
est of the investors, and he does not balance that interest of the in.
vestors with the interest of the consumers.

Mr. Remington's testimony to the effect that the company should
have a rate of retura of 8.2% s based largely on his opinicn that the
company should restore its $€.00 dividend on the $160300 par value common
stock of the epplicont, and thet the compeny should nave eavnings suffi
cient to haild the surplus te 123% of plant over o period of five ang
one-hall years. Mr. Knapp, on the ciher hand, did not agree that the cou-
pany hud to restore its $8.00 dividend o malntain ibs oredit and ‘o
avtract new capital. He was of the npinion that a $7.00 diviaemnd, or
even & $6.00 dividend, approved by tuis Oamm?ssion, would be sufficient
to raestore the confidence of the ianvesting public in the cammon atack of
the company.

Exhibit No. 46, introduced by Mr. Remington, shows thet, iw
the period 1920 to 1950, the surplus expressed as a percent of the toiel
telephone plant of the compeny never exceeded 9.50%, and that the suxw;wﬁ

of the company for the last filteen years has not exceeded 2.30% ot tha

26,
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cps of the greut depression iu 1831 through 1937,

Whole st Coopassicn recognizes that the ecumings ol tae ap-

-~ s . - e

plicess 51 ve £ooficlent to pay a recsonable dividad end to sel solde

& regsun ahiu tarict bo suplas each year, the Commdissios does now tgroe

-

with Moo Raudnoton thet, 1f he cuipony 1o not able to Tadld ap oo osusplas

of 125% of its plant witnis the next five and one-~bnll [ oooo. toe Ctapany

will nel ve alble Lo maintuin 1t oredit end attract ceplvel.
The testimony ol btoth Mr. Haapp and Dre Zubrow Gaviculiig a

rate of vobn of not less Lo 5.65% and not wore “lu. AL RE was hased

or. an agsumel debt retic of Lo Telephone Company of 45% Jebt and 55%

-

quity. This is appiroxiievely the present capital st oo Tl tiae Badl

Syetem Mr. Foealngton contended, as did Mr. Merrill. thal the debt ratio
of the Bell System ls now unusually high because of the rccessity of debt
Tinenciy during the past few years., They felt that the cepital structure
ot the Bell dyeton over the long mun should average aboul one-third debt
and Ywe-thinde eqiily, and that applicint as a Bell Systen subsidiary
company. subject v the over-riding debt of the American Company, should
have a deby reidlo of ope-Tourth or leas., At June 30, 1955, aprlicent's
actual debt ratio wus about 33%, and as of Jenuary 31, 1952, applicent’s
actuel debt vatio was about 30 64,

This Comuission, wbile it recoguizes thet it has no Jurisdic
tion ovaer (ae security issues of the applicont company under boe Statutbes

in Coloredo, from whicn it obtalas its powers, believes thit 1% is rnre

&

realistic to base the reuired rate of returp upgon the sxisting capical

structure, vather ~oon wyon a hiypotheticail one, as

by b Kospp
and Dr. Zubrow.

As wn have junt slated above. the proper race of eatuin of a
public utility camot o calewlated by any fixed mathematical formula,

and this 18 a cvastion whiou demands thie highest discretion and thoughtfud
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Jutgmert b Coeesdiaciens T8 this Commission were too ailcy the ap-
plicent o wnho L cetiom of 3¢ on s actuel net investment in Colo
redo introgee e Looashone property es of May 31, 1951, after meeting
8ll opsrating cxpenses and paying fixed charges on funded  leby and on
advances {rom the Arerican Comyayy, “the camings per share cu common
stock outstending as of that datc ellocatle to the Colorade intrastate
operation would be approximately $11.82 a share, ns shown by Studf Ex-
hibit Ho. 90, and the eamings per share wouwld be approxirately $11.2]
a share it the &Y rate of retun werc to be allowed on the gverage net
investment for the twelve-onti peried wnding May 31, 1851. Moreover,
an 8% return or. the actusl net investuent of the Tel:ihoue Cowpony,
aé of January 31, 195%, would produce earnings of wpproximately 312 86
g share, and thet rute of return on the average net investuaut Lor the
twelve nonths anding Jenuary 3%, 1952 would produce sammings of
spproximately $11.74 per share. The highest eamings that this company
hag enjoyed sines 1920 have not exceeded $10.88 per share. The net
earnings of the Te!aphone Company since 1930 have not exceeded $25.30 a
share.

After careful consideration of “he testimony, the Commission
has come tc the conclusion, and finds, thst a rate of return of 6.35%
is adequate, and that such = reiirn should be sufficient to assure con-
fidence in the financial scuncneas of the wpplicant coupany, and should
be adequate to maintain the credit of applicant company snd e attract
the capital necessary for the proper discanrge of its vublic duties.

Such a return will produce samings after poyinent of all aperating ex-

penses and fixad charges of between $3.89 and $9.78 per share 2f common
stock on the total vet Investoent of the "zlephone Company im its Uolo-
rado intrastate property és of January 31 1952,
Atrrition
As hes neretofore been pointed wut, the application in this

case was filed on June 20, 1951, approximately ten months ago. Drring

the hearings, the uitnesses both for the Welephone Company and for tae

municipalities, pointed oul that in these inflaticnary times, there iwm

2.
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present i oLoma

investment per felephonn wiug

vhereas, Jduring the oos wolng

December 3., 14991, the intrastate investment per teleaphone ndded wio

$384. Aenopdingiy. oo oapoamt required for devreciation, taxes, woa
rate of returs with respect to the new customer is more than is regulred
for the old customer, end since the same rates‘for gervice apply to
both, tre nuw busivess is not as profitable as the old. BRstes are made
for the fuiure, and all parties were in agreement that the Commission
should make sove provision for this atirition by allowing o greater
amount, of revenues than would be necesuary upon strict consideration

of the post test period; that 1&, the year snding May 31, 1951. The
Compeany introcuced a compubtation indicating that the nitviticon vrom ino

creasing invectament amounts to $365,000 per year, based cn the average

nunber of telephones in the test period. The City witneos {uay  stated

that an allowance for ~ttricica for two rears beyond tihe test perlod would
be appropriste, but ithal 1% saould be based upon estloates ol oncrating
results for such periol, rether than on s slady of cnarcos lavelving only
one factor ol ircreasing lnvestment. Thereupon, the Compury suomitted

its estimate of coeralting results for iLhe Tear 105z, which is seventeen
montiis beyond the test period, Adjvsting Lhe change in operations shown
by tnis estimete vo reflsct twoe full years beyond the jest period snows

an attrition of ermidngs of $748,000 for the two years, which is $374,000
per year.

In consicering this attrition factor, the Commissfon, belore
coming to 2 dscision, wished “utformation as to the most vecent operat.
ing results of tine Company, anid at the furtier hearing on Aprii 27, 1452,
the showiugs of the value of tue property were bhrovght up to Dedewr 2 31,
1951, ana Jeauary 31, 1952, with showings of the edjusted net saminge
for the twelve months ending witn ecch of these dates. The nrograsaive

affect of wttriticn is showe in the foliowing table of cuerating results

sdoar By

for che various periodu now in evidemce - that is, ail beliog ciiasted o

# “ ;“
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the present godnyg lavel of wa;es, taxes, sepnretions (under the Charles-

ton Plen), pension accrucls, and being consistent in their trestuent of

RON-TeCUIrTing expenses.

Per Cont Net
Net Invest- Esinings wo Het

12 Months Net ment End Investnent Fnd
Ended Reveruies Eamings of Period of Period

May 31, 1951 $26,641,185 $1,377,006 352,664,820 2,61

Sep. 30, 1951 27,274,214 1,319,789 55,369,897 2.28

Dec. 31, 1951 27,781,593 1,192,624 57,650,932 2.07

Jan. 31, 1952 27,972,270 1,164,287 58,571,638 1.99

This table shows thet there has been a substentisl growth in the
Company's revenues, as more and more telephones were served. It also
shows that there has been a rapid increase in the Company's net investment
arising through the plant expension program necessary to serve these
additional custoners. Net earnings have not increased with this larger
volumne, bul have declined progressively, and thus the per cent of the net
earmings to the investment has substantially declined.

After careful conslideration of this problam, having in mind all
of the evidence presented at this hearing, this Commission is of the
opinion that the valuation of the Telephone Company's property should be
determined having in mind this question of attrition. Therefore, the
Commission is of the opinion that the valuation of the Telephone Companyfs
Colorado intrastate property should be based on the actual net investment
as of the most recent date available to the Commission. The average total
net investment of applicant for the pericd ﬂndiﬁg Jenuary 31, 1952, ex-
cluding the plant scquisition adjustment account, amounts to $94,197,378,
whereas the actual net investment as of Jammary 31, 1952, is $58,568,550.
The Commission believes that py setting the valuation of the Telephona
Company*s property at 358,568,550, such a vsluation will provide some
compensation {or the attrition in the Telerhone Company®s earnings. More-
over, in arriving at a rate of return of 6.35%, as adequate for the appli~
cant in this proceeding, the Comnission has had in mind this question of
attrition. In other words, tie Commission 1a of the opinjon that a 6.35%
rate of retum on a valuation of the Colorsdo intrastate property of the
Telephone Company in the amount of $58,568,550 should yield the Telrpuwns

Campany in the future on the Colorads intrastate portion of its property
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adeausts oo s, o0 et bhe Colorndu intrustele operstlion can contribdule

its Tair chare o the Tinanco o’ svabil i
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v «f the Telepione Company and Lo
the broad expsnsion program contauplated by the Telephone Company for the
near future in Colorado.

fevenue Required for Colorado Intrastate Onerations

Applving e rate of retwrn of 6.35% to tha ccotual Lotal net in
vestment us of January 31, 1952, as Lereiiabove desciibed, and deducting
the actusl nst operating camings for the twelve montos enning &t that
date, adjusted to reflect for a Tull twelve-months pericd chenges in
retes for employees' wages and Federnl lncome Taxes, and 2ls0 adjusted

for non-vrecurring expenses and chenge in separation procedures, produces

a net operuting earmings deficiency of $2,554,816, computed as follows:

Net Investment, Jan, 31, 1952 $58,568.550.00
Required Rate of Return 6.35% :
Required Net Eamings $ 3,719,103.00
Actuadl Net Famirgs, 12 nmonths ended

Jen. 31, 1952 . 1,164,287.00

Farningg Leficilency, 1< wonths ended
Jar. 31, 1952 § 2,554,616.00.

In the face of the present 52% rate of Federsl Income Tax, the
State Net Income Tax, and the Cities Gross Receipts Taxes, toe increcsed
license contract payments and uncollectible revenues, tne Company wilil
retain in its net earnings but 45.79¢ out of every dollar of increased
revenue. In other words, tunere mwist Joe a revenue increase of approximately
$2.184 for every dollar of net operating eamings inmprovement. Accoraingly,
the gross revenue deficiency is 2.184 times the net operating sarmings
deficiency of §2,554,816; or $5,579,412.

Throughout this proceeding, thie Telephone Company has takem the

position that approximately $7,000,00U additional gross revenue was re-

quired, The Comiission, however, is of the opinion that $5,579,412 in
additional gross revenue is sufficient tc assure the customers of the
Telepnone Gompaxzy of improved telephone service, and to assure the investors

of the Teiephone Company of the protection of their savings and of a

reasonable return thereon.
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THE COMMISSION FINDS:

1. That the Commission has jurisdiction over and with rsspect
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