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Apv.:r>::-i:-nce,: Jo:m R. 'l'umq1.t:\.st, Esq., De.nve::i:J 
Colox·ado, and 

E.lme:r.· L. Broe}::, E::,q • ., Denver, 
Colorado, for. applicent; 

Harry M. Howard, Esq., und 
Joseph A. Riggenbach, Esq., 

for the City of Monte Vista, 
Colorado; 

Frank A. Hoisington, Esq., for 
the City of Grand Juo.ct,ion., 
Color-e.do; 

L. R. Kuiper, Esq., for the 
City of Delta, Colo::ado; 

Leonard H.. Campbe:u, Ebq., 
Lelenc: E. Modesitt, , 
Mit,cho1 Johns, Esq., and 
MalcolL1 Crawford, Esq", 

for tfre City and County 
of Denver, Colorado; 

F. '11 Henry, Esq., and• 

Louis Johnson, Esq., for the 
City of Colorvd,., Springs, 
Colorado; 

EricT. Kf•lly, Esq._, foi·the 
City of Pueblo, Colore.do; 

Ea.rl W. Huffke, Esq., for the 
City of Fort Morgan, Colo­
rado; 

John C. Banlrn, Esq._, for the 
City of Grand Junct.J.on, 
Colorado; 

Solm A. Hu.ghes, Esq~, for the 
City of Ho!'ltrose, Colorado; 

J1ulph Sargent, Jr., Esq.ll Den­
ver, Coloradq, for the 
Commj.saion , 

https://Junct.J.on
https://Colore.do
https://Color-e.do
https://l'umq1.t:\.st
https://TELFGJ'{l\.rd


j 

O',r!.ng 

CO!i.ilU E';fl C F:u; en :' 

ti C 

i7 

f 

https://O',r!.ng


:;c:3 . J1(1 (JS,& kmdred fi.fteen exhibits. 

nt ha3 ulleged in its ,1pplicat:Lon thLt it :L::i in dJre 

been i: a stf:J: for many years, and :u:,..:c. 

npparwt to the GO!J;l;",ission thut the con.fused ,;tute of 

extent, respor:.sible for nppL.r... ..:::rt' s fimir,cieJ. 

1919., w!:ierein the C•J:.u-t held that this 

the rates to be charged by ai;pli.cant ir1 i t.s 

City and County of Denver. This dcc.ir,.lon lE>r1.d 

a long series of litigation involv:inc a number of utilitJ.es 1 includ 

g applica.>1t,. cuJ.r,inat:L"'lg in a decision in 1949, wberein the Supreme, 

urt held thet only tb.e people in Drover, in effect., had the power to 

::l.11 Den,:·er" A suit for refund o.f certain of the rates 

collected in Denver -was commenced by t;;o subscriberso 

s Commission, recognizing that. service witni.11 the Metropolitan Area 

Denver over w.bicb lt had unquestioned jur:i.sd.iction ( which Hervic?. was 

was being ,jeopardized, b:ro14~1':it an aet,ion 1..r1 t.be 

the City n.i1d County 0f Denver, asking that Gou.rt r.n 

its jurisdiction was in the :rr-emises. '!'h-;.s ,i,~i.ton 

through the Suprf:'l!n,:c; Court of the Stat6, i':i.r1ally .resuJ t.ed tn 

reverstYJ.g the 1V!.9 decision, end holdinJ thi ,s 

the sole P..r;ency tl::w.t. hn:s J1..trisdictlon ·over intrastntP telephone rat,f.,s 

of Ck·l•: n.1.do, and that so-called 11home-•-rulo ci ttt~a" 

no jurlsctictior.. over sucb. rc1tesc This decision has now b;:·:el.! made 

:1 and therefore, t.he confused state of regulation in CoJ.orado ,tta 

darlf:Led, P:rj c ••• to the rendition of that .tec1sion, however,. 

https://witni.11


, , _ 1ri on 

tc, a~U :if the evidence pn:&e.nt,ed in the CH.Se, 

iou (hereinafter referred to as the nAmericnn Co':",pn:,w"), wl1ich o"ms 

ei,~hty•-five per cent of the outstanding c&.pitr:l stock of 

company. 

Jn.t.ercorporate Relationship 

L As not,ed a.hove, the An1-•dce.n Telephone and Telegr<1ph Com-

a contro:tliug interest in 4pplicant" It also owns the Western 

ect.cic Comoany:, and it and Western Electric Company ow the Bell 

orntories" ·'The .American Company fumi.~es to applicc.nt under contract 

uin sern.ces, and applicant also purchases practically all of J.ts 

ant and equipment from Western Folectrico Because of this relat.ionshipi 

tract:1nl arrangement:;, under l.-b.:i cL the applicant purchases materials 

supplies from western Electric 9 and where applicant pays cert,aJn fees 

Auericnn Company, are caref, .1.J 0xw1.ined b;y thi:3 Commission,, 

A., Genera.1_ Services and Licq}_se Cost~L 

https://applicc.nt


ar made availab,1_e to appliumt. Th0 ~tl, '.ic.; ,, l, 

excllsng(:J and toll, ,_d,:J..-i.istration of bnsi:::.eu , • f.f:r::f;;;i reJ c. 

custo1uer;;;, cn.le6, fadvertisine and 2erv.(cint; ,,.,( T::, nCCOUJlt:L . 

principles and mot:1od:o, p01-,onneJ. !lnd training matters, taxes, ·.,::i., 1 

wat ters. In regard to p£J.tent6, a.p;1: :leant :l; i;J.·H 

F.xc.ll.11nge Comr1iss:i.on, etv Thf 'lpp· • nt r '. • 

ti 
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presently, 

reducing the size of wires, thert~by :i.n..;rJasiit: th::,:;,; , 1;• 

could he plu, -=·d ill u ca1-:le; the deveJ.o ·:,Mr, t. 1Ld :: 

economies; dffve.lopment of the carrier syota:is, ul, i:i:,· :c, 

of messages r;,,ay be carr-le-1 '.1Vt~:c fewer wi t'es .. 

The evidwce im:.ico. :,r-,s t,bat these savings have been renl ar.'.:l m1~t< ·:,. 

tion and ruai.nteuanee of its telephone lllant are 1n;.:•chaGe,l from \'.0·,\e11 

is, in effect, the manufa;~tur:int,; and s 1pply depart_,. nt f(;;r 1::11 

purciiases from Western consist of teleprlone appa:ra.~. s 211c~ rquJ..,:: t 1·,, - ,..)
'-

outside plant ma.ter:i.aL Both telephon , .:cp}_)aratus n, d f•,~11 ·• pr:en, L, c 

those materials used at c•.xit,:"tt1 office.; vJ1d nt rri.,u.te ore.r:ch :'>: . 'u,. 1 n ..· 

mE11ts, coin cc1llectors and teleµ,.:.i.one bcuths ,,hic:J1 ,.:.·d usE·d on t.r ni 

scriber's premises,, All of the;;;e D.ater-ials and trJ•) i.end-..::ov-.:.·er, ,:a,1, 

are generally man,uactured by Western. Other outs:::,,: ;:,Iant ,,w·;."r~u , 

such as polesr cross-arms, wlre.11 underground c(lrniu:i, und nardwa,·,,. ,11·. 

ger:iarc1,lJ.y pur,:ha::.~d by Western from other operator:J 
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' ,, 

processa". 

chases from WecL01--:,1, wet,tem also peJ•fonus for i.t}.•!:,1ic, Dt ,1r. H 

the telephon,] ple.nt and dJsposing of the.m as diroi~,~,,?d '.,:' 

'"'' 'Company. Al1 of tlli::, is done uncit r tl e 11 St,cmd1,1.nl : up,t1.•-J v" 1. l . ....·•::,: 

stocks of :materials <2.nd p8rfonn the se "vices p:revi: •.sl: ,at:.r: t .u,:. .'.C.i 

nection 'Id th t,hu r-ucovery of used matedals. Tb0 :c.1tr,,,:+. Ll,:,n. 

quire applic~r:, to purcha::;o it.s mnteri.tls from 'We::,t,·rn, ln.:t m '. 1s0 

contre.ry, spec.ifically stn.tes that a.pp--;_icent does 1 ~ot 

purchPtses fro;, Weste.cn if it. do es not ,rj_ sh t,o do sn"' The cont::, (; :. 

be as low a.s to its filQSt favored c1 ,c:t.01-0rs for li~e n:.at.srcls n1 ~, ·.:.' 

the operating corupanie::.i in hn.vi.ng unifcn, it::i· in tlu· ;,,'it'.::rir.~. b 

as severe storms, floc,d cis.mage, etc .., "men it, is 0er:,issa;y t c, t..c·u ;, +·e 
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,t:_' ', '\ ' - ,._ ., .. ,... -~ 

World W,H' l I the bu.lie of :Lt,:;; sales 1,mr, to ti10 U:.,.i. led .,t.,.t .. ,; :c 

cents i\,r w,~bLuxn of its hus.i11ess with Bell cust ~:Ler,~ :::o:r t.'rn :H:+ 

period, srni the re·~un1 ou r:et investment for thesl? ot1ar compcnj sc: ,Ls 

10%, compared wi.th Western' s earnings of 7"7% on :tts ·;)uf;iness i;.i tn ikJ .l 

reason,1bli: b.\/~1.·P.ge rate of earnings for a manu.ffac·::urin0 conpat' , ar\~1,,.:, 

aware t.liat 1.n r11c-:1:1t years western' s earning:ci have st,bstanti.al.:: e, ·H~,ied 

continuing attention to these earnings, nnd is rn.a.<:i.IlL L'Cl..,j.Od:i.e 1, epo,•~-B 

to which LrLs Comr:nssion w±ll give continui:1.;; con:➔ :'..dt:n1tS.0n 

tion of bot.L .L:ltrastate and ::i..nterstate service. -?:d.i.b:i ts 

operations fro[ :.i. ts total _Jle.nt and o;_,erations by ,.,ile use r it· ·,,;: ,.. , r nw:1. 

Staff Gcnrurd.t.te,~ of t.he National Association of Railro;:.:.d and Ut .1 :Jorn 

missioners r:,nd :federal Go:nmunicatlons Commission, TM s c:ia.rn.:.al rvuc1 1, ,0 v+·r 

badl officiblly adopted by t,.hj s Corronisa::..on, and tne1~0 has been ::,,,mt 
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tious wh.i r;h 

cemed. t·,.n-:::-,c '.,h:. inti:n.--.ral between the ortgincl heaxi.r1gn :l.n 1.,~ a 

tion of 

ton Plan, Md at the hearings i:: Decenber, a.pp1J.cant, ; 

exhibits tased upon that Charleston Plan, being .\i.::d.1:\L:.ts 

and 62. These e)tdbits rei''lected the changes in aepm ... :·:'..o:.. 

In our review of the operatJ.ng resultD of a.ppliCB'';.t, , ~: 

purposes of this case, adj1.:.;it ~11 plant items, opetat ng ::-en.:n. , 1 a. i:' 

opera.ting expenses to ::reflect the use ,.)f tl'1e procec'l"u, 1 ... 

outlined by tlle Charlestcin Plar.1., 

The applicant presented considerable te;::st..noc.y ::;i var· , E 

us to ti1e fair value at the present tin:e of a.ppl5.cant s 1;:rcy:rty 

devoted to public :.,ervice -within the State of Colorado. Applic,··,:tt 

se:ited ldt..llessei, who testified as to the reproduction cost new .l s d'.:lpJ•e--

•ciation value of telephone :lroperty. In addition, evid er1 CA Va_, r 'J.'c'1L •. t txl 

b,Y applicant showing the average net investr:J!?/llt of applic.~n(: ir; tEleµr.c•r:e 

propsrty which figures wore based on the ori;p.nal cost of +,h~ 

allocated depreciatlon reserve. L.1 acidition to tb~ci:, .figu.1'1.c:i 

sutmitted exhibit:; shov.LnG the average invest!:,~Tt it, 

ert.y 'With no deduction for allocable depreciation reaerve~ 1;.,.• ,,i..'..~ ,, nu~ 

investment in t.eJ.ephnno propertJ less one-l1al.f -:,f tb,1; al 1N:e.t,~d 

•average deprccta.ti.an ·reserve., 

hearing that in arriVing at a. value this Com:r.dssion Qhoi.,.l"'. f;:i>1:i i ·,o 

both the prase..nt value of the telephone property of applic:1n't 

being devoted l;;..:> public use and to the reproduction cost new l(hW 

,.,,, .:h L" 
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deprecintL-i1 _rr,J.1°,~. To si.1p~·,Jrt t'.lin ccrtention) c;.-ri.Iru:i1:J. i 1L' . ,1: ·: ✓ t, 

cited the ca.:,::, • : Ohio. '.'1C~ 0olorado Sr,i..~.tin,~ nn,g_].efinir... (}:)!l"X:c" ~ ~ts,,_ 

Pub:i.ic Util:J:.t~1:.:"';.:2._~.1.!11?:!., (p Colo. 1.37, decidoc1 by ·I :ce Co1orc,.do 

Suprene Court. iii 1920. 

Mr. Boggs, who is a::ployed by applicant, testified tllrt t,13 

present vn.1.ue o~ thci telephone property of applicant in ti1e Str:.te of 

Colorado was the roproduct.icn cost new less depreciation value, and :1:i 

testified that 't;HS aver·uge appraised value of the Colon:clo intrb.StL'~e 

property for t.Le :·ear endil15 Hay 31, 1951, was $86,629,000.00. Hr. 

Theodore E. E'e"lyc, Vice-President of the engineering firm of D.:iy a,,-id 

. Zimmerman, Inc.> testified that the pre'2ent value on Ja.nuar"J 1, 1951, 

was $85,1641 6·X>.. OO. As adjusted for the Charleston Plan, the vn::.ue -":' 

of Decenber 311 1951, in the case of Mr. Boggs' testfa1ony, was fou..'1i1 to 

be $88,076,000, and Mr. Seelye' s figures as of that date, $86,551, :00, 

•As of January 31, 1952, the corresponding figures we1·e $SH, 52.Lu·JUOoC>t) 

and $861 990,000., respectively.. 

In contrast to these figures., +,ho applicant also introdt:.<.:ed ex-­

lµ.bits showine the average intrastate net investment for the t-~,,:,:1_ve :,Jen' ,Ya 

ending Mey- 31, 1951 - that is, the total investment less alloi:;.:,. ,:...e dc--­

preci.ation reserve. This figure amounted to $50.,221,0J.4.00. 'l'he actJ_:i.'_ 

intrastate net invesi:J~ant as of M~ 31, 1951, was $52,664,820.00~ The .J.verage 

intrastate net investment for the twelve months ending Decanber 31, 195:_ 

•as $53,582,626.00, and the actual intra.state net investment as of I'ec ~ 

Elllber .31., 1951, was $57.,650,9.32.00. The average ror the twelve nonths 

aiding January 31, 1952, was $54,201,058.00, end the actual net invt.st:1ent 

u or Janunry 31, 1952, was $58,571,638.00. 

The cities represmted at the hearing and the Colorado Munici­

pal League vigorously protested the arguments by counsel for applicant 

that this Commission should give particular weieht to the valua.t.to::i of 

e telephone company's property based on a reproduction cost ne.,r J.0:10 

epreci.ation theory in detenninin3 p:i."8sent valuation. Mr. Butler, a 

mllting .fugineer of 'Wide experience, testifying for the Color;;~do 

cipal League, stated that the legitimate original cost in l'.'.ct .inve.ii t.-

10 o 
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value is in h1s tip:· :i.:Lon of rio significance, Mr. Buc.ler testif:!., 0. ttut 

increases in tho ct.ming ruqui.rment.s of utilities durinc inflotion, ~,r 

. periods Cfill tost. be ronectod b~'{ a hi&h,·r rate of returu, ra:U.1e1· tL c1 ,. 

by increasine t..'le rate base above the 1·ccord0d original c,,~t . 

This Commission does not agree at all \dth the contc..,· ~' r 

counsel for the applicant that the Colorado Su.pre::ie Court, in th ..~!,19 . 

~ining Cast.,~~ has ln any way lir;Lited this Ccmrn.iss:!..m~ z, er ···" ➔ 

Coomtlssion in a valuation proceeding. :':t is the statut:r:; ::.•0;}p (;1[;1. •:;y 

of this Commission to see that public utilities under the jurisciict.·,_;:; • of 

this Commis9ion in this st.ate charge just and reaconable i~utes .for ~.:- r ~· 

services- Such rates contemplate the production cf reve;n1.,,0 tG 11 pu',,l i-; 

utility which wHl yielci that utility e. fair retum upon reasons;)le 

value of its property at the time that property is being used for ti'<= 

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

Ohio ftefjnjnr, CaseL supra, as indicated by the language of the Court 0 11 

The Court, in that opinion, goes on to say as foD.ows: 

•To ascertain such reasonable vnJ.ue for the pu.r·­
pose of fixing rates and in addition to its net 
earnings, it ia the ri.tle of lav that there a.re 
four different theories for the detennination of 
what constitutes a reasonable value under the 
facts of any particular case. 1 These theories 
are generally defined by tenns which indicat.e 
the method of asc_;erta.ining what would be a fair 
return on the reasonable vulue of the propcrty9 
and are thus expressed -- original cost; cost 
of reproduction; outstanding capital.tzation)) 
and present value. Since the suthorities a.re 
not agreed as t.o the proper theocy for det.eiininints 
rates· nor as to the manner of applying the legal 
principle established for that purpose,. it is im­
possible that they should agree on what consti­
tutes a reasonable rate in any case or that, a 
decision in any state should control in other 
states, ~D.though the facts of tl1e case may be 
similar or even identice.l be<',ause the courts 
are not a.greed as to the pro ;Jer theory to be 
applied for the solution of the question~• iHHl-

The ,,1.doption of any one of these four theories 
in a given case is attended witn great dif.fi­
cul ty and in some co.ses imposs:i':>le for any one 

1l,, 



JucitI 
f() :~-✓ deej be,:.m. 
t,j_. }t\ -Ln t.he __ ,.::\j/Or r;ie~fl9r1. of ~-...,scer·::<1inr.1c.\t't,. 
thr:i rEH-taOJ:1':!.ble ,talue of the i)~'.'OJ?Er1=ty, thai, 
001.1n:l.:10ior; s of t'1is '.':haracte:c rnay be .. 1:l':\<1 

tc> ':1t.1 fa:Ld~.- e.::ui.;;htenE:d when considerinJ th3 
part:.i,::ula:i: cc.se o.::; to whether any one or !liO.:7,:l 

of t,heori,::.::; may be just,:iy adopb;,d cmd 
for w:.h roo::,o:::.i.J so that in this case a furt/ier 
dii:;cuss:Lon of t;ds crabject is not important. l'I 

'l'ha Co11.t·t. then concludes that in any case: 

11it is t, pre:requis:i.te that a reasonable vn.::~ue 
of th0 property at tlie time i1; is being used 
be o~tublished.• 

Far fro.m binding the Co:ro..1lli3idc~1 ta any ,:ne approach in the cp.H&Lioc.: of 

the Colorado Supreme Court hnf; recot;nized tl·Gre 

a.pproactes.. 

the Fe<leral Power Corl!Il; asi.on under the Na.tu.raJ. G.c, s 

ch pres,~ribes a statutory standard of just and raaso.ae:ole rauis 

similar to the stntute under which the C:.ilorado Public Utilitie8 Corn:id.s 0 
-

aion obtains .its authority~ In these decisions, the U~ S. Supreme Co;;17t 

cognized that a commission ie not bou.nu to the use of any si:1;.Le .fonuu.la. 

combined .fon::mlae in determining just and reasona'.:1le :r<i CiX1o The c~,.11:t 

"Under the statutory standard of ijust, and 
reasonable' it is the result reached, not 
the method. employed which is controling. n 

Therefore, this Commission recogni.zes that while its recpclns:l -

ty might be to give consideration to the reprocl.uct.ia1,. cost rJiW 

cor.1pany' s property as appraised ~JY i-dtne.ss,::J c:t' the 

agrees with the Colorudo Municipal Lea.g1:.e that it 

s not bound to set the present valuatior. of the Telephone Company 3 

https://fonuu.la
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':.1_ ; ' ~'. ';. 

may fix th0 v.'. 1 

valua.ti.or,, so t, illt it will produce revenues enablini:; the ut::l.15.. :J to 

maintain :tt:: c::,;:ti :., 2nd attract the capJ.tal necef:sary for the ~.tor,s:r 

discharge of it? r .l.l.:lic cil'.ties. This COlllillission will then have se.til:l. 

fied its obll;,4~,!:io.1 to the public ood to the utility whic11 it i::·agula~es, 

In the instant matter, the CoiJinission is of the opin:i ::m ti;nct 

believes that the fair valuation of the properly of applicant, ,:an be;:;1: 

be detemJned on the basis of H,B net odgi.nal cost on :_ts ~:-otr: L ,,;?lo • 

rado intr~state· investl:.ent., lesfl ti:<:; allocated dep:ceci..-::tion j_ e: 2r,,,,i. 

As herein.before stated, the :cecord in this matter cc: ~).LJf 

less the allocated depreciation reserve for va:ci.ous pe:cic..:'.,:o b0 •icen 

May 31, 1]51 and JanUlll)' 31, 1952. In addition to the te1c;,:1li::,i.: p.,.rn:-1t, 

in service (Account 100.1), th5 figurer, shoring the total inv0,'Lnent 

include property held for future telephcne use (Account 100,3) .i te1.e­

phone plant acquisition adjustr:lent (Account 100.4), telepnone pia:nt 

i.mder construction (Account 100~2), materials and supplies (Account. 

122), and ca.ah working capitaL Then from the total investoent ts 

deducted the allocated depreciation reserve to arrive at the nP-s :l.!1v0~;t­

ment rate base , 

fl:op_erty Held for 1'ut9:±'e Teleohone .lliie>'. 

The w::i.ount claimed by appl.lco.nt as part of it,'", rote h1se 

designated as nproperty held for future telephone usefl consi.:;t,, a& 

we understand it, of tw pieces of prop0rty purchased by app1:Lc:J'l; 

for use in connection w:i,1;h t.he irrnt.a.:: ltd,i )D 

of two new central offices in the near future" In View of in.fJ ,,t,j onar:r 

trends and the tranendous increase in real estate vnlues :Ln t'ec, .nt :y::n:rs~ 

that, applicant has shown proper foresight .1.u purchnsi.t:.t: T,hat 

and such property should be included in the rate base 

.'.!:~one Plant Acquisition Adjustlre!li 

The Telephone Plant acquisition adjustment, includea in t..be 
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. i.1co 

pluced in :.: 21~1:- r::c. Vitness Knapp, teetifyins on behalf of t.he ::)i)lo:r,ld.O 

. Mur.J.cipr,1 took the position that telophonb plant 

tion shonld not be pc.rt of the :·:L'l;.e base becuuse it is uot ye·t in sal"'-

vice and be.::a.uee, since interect :ts ch,J.rJed during co:11: 0:::1....:: 

earn on that interest charge(, duri:1g co::1.:. ;,."L~ction, 

,..:-.11 

require t>.at th,.~ rolated intcreut charged to constr.1.ction be i!h~J.uded as 

il: coillpttting the net operating eainings. 

T'nert.: :1~1.s bee.1 no ctisagreemait among the parties as to the 

original oost rote base., no:r. hna there 

of illo·.,"flnoe for materiela and supplies iJ raason-

shot1ld be incl11ded a~ a :)£ct ,r th.a ::-,.tG ~. 

Pam \lo,~~1~. • rJ:,Y:. 

Cn.sh ~ro:rking ca~:iitrll j.s , ,rw.·,'. ... : • :ii:.~~ . ,; ;,, ,e .:.r.llo~.:.1t. of eu~ 

to meet opertstL:;:_; m:penses before the rever:rtJJ.'S become :;u.fi'ic:Lent 
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terms of the liconse c:mtract from tbe .American Company :.n short not.ice, 

.thus tronsfer1:i:1,?, the new for retm.tiQn of le.rue cash balances from ap­

pl:tcant to i~::: i:,:1.rent. while applicant has large amounts of accrued 

and unpaid ta..'<·"":;;J 5.t would neied still larger cash balances except for 

this u.rt'(1ng01'.:~ct 'With the American Company. The Comm.asion considers 

that cu:-,h ·..Qrldl1c capital is properly includible in the rate base, and 

that tl11c· m:iount f.o claimed by applicant, which is based on its actual 

w~king cash, is uot excessive~ 

Excluding the telephone plant acqvisit:i:::in adj''.lst;ent;,t \.:1ich 

the Co.'lEJ.i:Jsion has disalJ.owed., and after deducting the allocated depre­

ciation reseTVc., the net in 'lastment of applicruit is as follows: 

Average for year ®cled May 31, 1951 $50,2J.6,149 

Actual at May 31, 1951 52,66...':,941 

Actual at September 30, 1951 55,366,454 

Average for your e.nded. Decooiber .31,, 1951 53,578,838 

Actu8i at Decanber 31, 1951 57,6471865 

Average for year ended January 31, 1952 54,197,378 

Actual at January 31, 1952 58,568,550 

_Q:p,eratin,& Re3Ul!:§, 

AppJ.ic-..a.nt has maintained its accounts i~1 accordance w1 th a 

system of accounts .first prescribed by the Interstate Commerce Commie• 

sion in 1913, and since 19'.35 has followed a unifonn systan of accounts 

prescribed by the Federa.J. Communications Con:misaion. Applicvnt. also 

makes regular reports to th.ls Commission, the Federal Cc-~::fo.urScntiona 

Camnission, and state oommJ.ssiona in other states in which s.pplicsnt 

operates~ The ste.f'f of the Can:lli..i..s:.-:ion has made a. careful check ot the 

original books of entry of applicant., and no question has been raised 



annually by Lybr·u.nd, '.'.o;:.;J B:'Os. & 1'bnt,gonery, indepenc:cnt public 

accotmtents, sircce ~'}J:i,. l41J at the tin1<:, of their orig:Lu,'.:l an,.:g iu 

1935., that finn reviewed tLe records of applicnnt :.;l'..ce i t,ri fon;)ation 

in 19ll, D.nd L~~pressed setisfti.ction as to the accurli.C".f of the tele-

phone plant and other accounts of the applicant. Applicant reguJ..o.rly 

prepares :reports of ~)lc.nt investrcmt, revenues and expenses by states, 

1rlnce each state 2:-:.--ea i;;1 an operating unit under the direction of dif­

ferent operat.ini:.; ,:.ff:tcials.. These state reports reduce its revenues 

and expa'1se~1 to ,, figure for net opera.ting earnings and show the in­

vestment Gf telephone property applicable to each state, thereby pro­

viding a means of measu1,ing operating result~;. On the books of appli­

cant, the prlc.ary accounts are sub---d.ivided so as to obtain directly 

therefrom ns nearly as possible the data requ.5.red for report.s b,r stateao 

Revenuoi:; of each state, including the proper portion of interstate 

revenues, are recorded separately for each state. The investoent in 

telephone plant applicable to ea::.;h state is recorded separately. Ex­

pa:1ses directly applicntle to a particular at.ate, together with the 

proper port.ion of division and general expense, is inclua.ed for each 

stute. These operating reports for state areas cover all operations in 

the state, includinc those pertnining to interstate business. Since 

the telephone plant of apj_)lica.nt in each state generally is used for 

both intrastate and interstate operations, and the same Employees handle 

both types of operations, it is necessary for the applicant to make a 

separation of the ?lant operating e.,cpenses and all other factors by 

means of studies of the usage of the two types o.f service - that is, 

intrastate and interstate. When the hearings first coill!lle.nced in this 

case, these separations were raade in accordance with the principles 

set forth in the Separations Manual coverinu Standard ?roceduras for 

Separating Tele:phone Property, Revenues and EJc.,;ien.ses prepared by a Sub­

Canmittee of the Cooperating Stuff Committee of the National Associa­

tion of Railroad and Utility Col:misaioners and Federal Co1xi1m.'.nicr: t~ions 
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COD.miss:! ,;:,1_;, ,,+i ~- c.:,c u.,;.:iual ''seretofore referred to under S.::parations 

of Inte.rstc.t 

sepLratiQ~1.: ·:;k.rL ,:f' ure :!;'.;ado in accordance with the so-can.ea. Charles­

to..."'1 Plan hereir1b~fore referred to~ 

Applicant intj,;'Odu~ed Exhibit No o 17, entitled "Colo;:ado Intra­

state Operations - Twelve Honths Ended May 31, 1951, Net Opa::·;.:Llng 

EamingsJ Actual Results for the Period." Local service revc:'""''"G ·.rhich 

accrued from tho fumishing of local exchange service aniountcd to 

$18,723,29/-,.. Toll se!'V'lCG revenues which are derived from fumisJ::d.ng 

intrastate Les:.:.:i;;e to1ep:1cAH; toll service, including 1·e,,,cr1,1E.J fl')!ll. 

teletypewriter nDd toll p::-i,rate line sei'Vi.ce, amounted t.c ','?\..)7 0)3,889. 

M1scellanc,,ous revenues uhich result from c-ther services, such as &d­

vertiaing in telephone directories, etc., amounted to $1,807,958.. Un~• 

collectible Opern-t.it,g Revenues amounting to $56,856, are dech.1ct.ed from 

total operating revein1.1ss. Total opera.ting revooues amounted to 

$26,568,285. • Operating expenses totalled $21,425,244. These consisted 

of the followinc;: N.dntenance axpenses whic.b. represent the cont of re• 

pairing, inspecting, and maintaining plant used in intrastate ·telephone 

service, and the cost ot power for transmitting traffic and opera.ting 

signals, $5,472,771; traffic expenses, 'Which represent the costs incurred 

in the handling of exchange and interstate toll calls., princ:!)W. 

operators' wages, $6,982,483; commercial expmses, which includt, <;.."ltpenses 

incurred :tn business office relations with customers, public tolephoue 

canmisaions, cost of directories and advertising, $3,403,673; revenue 

aceotmting expooses, vhicb represent costs incurred in the J.cec.111:1ting 

Department, $656,856; costs incurred for preparing and miuli.ng cuatomersi 

bills, preparing revenue settlemmts with. other companies, and p-rE.:pa:r:tng 

the reports f:rac. uhich the above revenues can be determined, are al.l in­

cluded in these re7enue accounting expenses. Gooeral expenses, which 

are the intrastate ;01.,"ivn of other operating expenses, such e.s the coats 

incurred in preparing and accounting for p~rolls and all other disburse­

ments, and Colorado' 3 proper portion of the expenses of the Executive, 

Legal, Treasury, and :Engineering Departmaits, amotmt to $893,539; 
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meet the LK;:c ,1f :Lnv,-,:Jtrc..:51t 1ski.e,: depreciable plant is roti.l."'ed from 

service, and is bnsi:Kl on. rate , de:,igned to spread this loss uniformly 

over the service life :1f ti,\Q property, amounted to $2,469,?fJ6, Operat­

ing rents, rmich represcn t. the 5ntrn.state portion of rant expense for 

the use of buildin:r, s, ;,::~le.:;, cor'duits, and other .facilities, amounted 

to $253,871. Relief rind pe.(1Giorcs, \.!hi.ch are the intrastate portion of 

the costs inc.'1.ll'red under the booefit plan., including sickness and ac­

cident., disability :-tv'1%nts1 death bmefits, etc., amo1.mted to 

$1,049,230. Genere.'..l. ser-dces and licenses which constitute the intra­

state portion of the payment to the American Telephone and Telegraph 

Company for services re.--1dered under the license cont:ract hereinbefore 

referred to, amounted to $243,115. Total opera.ting taxes amounted to 

$2,972,184, and consj_sted of the following: 

(a) Property taxes, license ttuCes m1d federal and .:itnte Social 

Security Taxes, $1,807,977; State Incane TaxeB, $55,170; Fed<:;~:-al Income 

Taxes, $1,109,037~ This left a net operatinJ income for the pericd of 

$2.,1"10,857, from.which-was deducted miscellaneous income ch,.rges :n the 

amount of $89,295. These charges consist of the intrastate portion of 

the small part of the payment to the Pension Fund Trustee mentioned 

above, and also include service club dues and fees, coutributionl:lj and 

the amortization of Account 100Q4, Telephone Plant Acquisition Adjust-

ment9 

Interest charged construction of $34.,056 ab.om on the exhibit, 

is an additicn to net operating incomo, and is the interest capitalized 

on the lareer construction projects while they are carried in Account 

1CXL2, Telephone Plant tmder Construction. The ~sulting net operating 
f 

earnings shown are 1n the amount of :;p;!,115.,616, for the twelve months 

That period, however, did not reflect certain wage 
"' 

increases granted,?it$.n June. after collective bargaining and an increase 

in the Federal Incooe Tax from 47% to 52% llhieh was made in November, 

retroactive to April 1, 19510 

The results by Exhibit 17 were also based an the Separations 



the full going ·.,ute of wage i.nc:.rea~.es, taxess pension accruals, etc.; 

after adjustmoot to •3Xclude rate case expense in excess of one-fifth 

of the total; and after g:i.vine effect to the Charleston Plan of Separa•­

tion, the Eld.justed net opera.ting earnings are as fo].lows: 

For the twelve months ended May 31, 1951 t1,3'n ,006 

For the twelve months ended September 30, 1951 $11 319,789 

For the twelve iuonths ended December 31, 1951 $1,192,624 

For the twelve raonths ended January 31, 1952 $1,:L6/u287., 

The decline in troo.d o:f eamings in face of increasing number 

of telepl:.ones, and increasing revenues, is caused by increasing expenses 

and investment, due largoJ.y to the fact that depreciation, property 

taxes, and inveswent relating to the new telephones are higher than 

for the existing telephones. This declining trend is discussed in more 

de·tail in a following section of this order. 

Ra:te of &ttum 

The revmues resulting from the rates charged by a utility 

subject to public regulation shpuld be sufficient to cover all expenses 

of operation, including depreciation and taxes, and should aJ.so provide 

. a fair retum to the o-wners of the property.. Decisions of the U. So 

Supl'Ellle Court have repeatedly stated that the retum should be equal to 

that beini:; made in other businesses having corresponding rlaks, should 

•be sufficient to assure confidence in the financial. soundness Qf the enter­

prise, and should be adequate to maintain its credit mid to attract the 

•capital necessary for the proper discharge of its public duties.. Accord­

ingly, the return shouJ.d permit the payment 0£ interest and reasonable 

dividends, and should leave something to be passed to the surplus acootmt. 

(Hope Natu~ Gas Cont.p~ Vu Federal Pover 9<?Jmn!ssion, .320 u. So 591; 

Jlpited Rail~..Y.§.Jm.d F.J.ect,rie Compan._y vQ West, 280 u. s. 250; B•uefield 

:Hlj;er Works and Imp_~V@iffii Company v. West Virgipia Pgblic Sernce Com-

262 U~ S. 679). 

The rate making process involvea a balancing of the investor 

consumer interest, 'Wherein the consumer pays no more than ia neces-
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sa:cy to 1no•~J.<l,, , -. }V;1 ·cicr-, ru:.r: the irn1estor receives no more than)r' 

the fair r.~tc; ::::E :cci.:.nrn d\.,scr:i.'uod above. Applicr.1.Ut company is, and has 

beec s5.ncc 191..,6.? '-·•::.gag<;,:l in a -tremendous expnn.sion p:rograt1 to meet the 

unprecedentc-.J. r) ~ ~-w::1 r det:.J;'~ds for telephone service. This progrmn has 

required, c.:.1d -vill cont:buo to l'e½.1.tire, hute amounts of new capituJ.. to 

be attracted from the invea..."orB. Without this expansion, the i:)resent 

and prospective customel'S c.:mnot ce provlded "1.th the :..;ervice the-'Y desire. 

It ia therefore in the iu.tere::,ts of com,'Ul'Jlers, us well a.s investore., 

that the ,,.'.-5.lity be granted earnings 'Whieh will make additional invest­

ment atfa'aeti ve., 

Five ..i.tnesse5 testified on the subject of requ..i.~;::d er:n't.1ings 

or fair retum. The applicnnt presented tt:st:t1.1ony by Eugena S. Merrill, 

Vice.-President of Standard Research Cons1;ltants, Inc., a subsidiary of 

Stand.a.rd and Poor' s Corporation of New York Cityi by Willi8ll1 1''., 

Schmausser, Vice-P:i:e.::;ident in charge of the investment portfolio by 

the Capitol Life Insu:rance Company of Denver, Colorado; by P. E. Ra:niug­

tan., Comptroller of the Company. The City of Denver., and other cities 

which are :iilcmbers of the Colorado Municipal. League, presented testi.lJlony 

by Charles 'W. Kn:1pp, Certified Public Accountant of Hartford, Connecticuty 

'Whc was fonnerly a manber of the staff of t..1-ie Federal Power Commission, 

and by Reuhen Arthur Zubrow, Asaistant Professor of Economics at the 

University of Coloradoo 

Mr.. Merrill pointed out that during the five years :from 1946 

to 1950., the ~pplicant company has raised 98.,6 million dollars of new 

capital., w.bich was conside:cably more thnn it had raised throughout its 

history prior to 1945. l:le stated that in raising equity cap:i.tal the 

applicant 11as offered its stock :for subscrl1,tion at its par value of 

$100 ua)· share 5 r,ime~3 iu the last 6 :rears, and while the 1946 offer 

was su~-~l,...:ful, the .four cffers mad.,: in 1948, 1949, 1950, and 1951 failed 

of wi.db acceptance b-.r m.i.nority stockholders and the public generally .. 

Mr. Merrill c0ntooded that the annual di.vidend rate of $6 per share, 

and the average arn.11..al net earnings of' about $7 over the past rew years, 
I 

wero not suff:i.Ci't".:at to cause the 1~0LI1Uon stock tG sell substantially above 
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lo:rL :,,,(;_l~8LC6 :L.1 th,·: t1Ji:1-it,y t.tle i..:cmr,nny to f:,;J.ppc,:e:i~ au, ·.,:::1ul in-• 

vestr20nts. Applicant';::, ,,are::1t, d:i·1 Amer:1.c:..n Telephone r.:1c1 ~\L :~,ro.ph Com­

pany, o~inG approximat.ely dghty--fivc per cent of tL.•J co::,,, ,n st ·-1e!l:. sub-

scribed to ltG share of ·Uu:mi;; t";tock offers, whic> :.;ubsti.,t::_,,:,.,./ r1~reased 

applicact' s eq1..,ity capituJ. E\Dd mL'.bled it to go forward wi_;::,}: :L:~c 1~onstruc­

tion progrf..m in cpite of the failure of itG public of/.Jring ,s. Mr,, 

Harrill took the po;;iition that the applicant is dependent fo:::· >.:~ equity 

cnpital upon the American. Corapllny a.s parent of the B8ll ::;rr:,,"'i, and 

reached bis conclusion e.r. to a}-plicnnt' s required rate of return by a 

consideration 0f the req,1irenents of the Bell System as a whole. In his 

judgment, the e9 r,c:i.." share dividend of the P.!ller:i.can Comprmy should be 

protected by a L,0'.1' :suirg:in of retained eamines for the next few years 

until the S'.1!1Jlus hr.s been built up substantially. In other words, it 

was Mr. He:rri.11' s opinion that the earnings of the Bell SystEW. should 

be $15 ... 00 a share. On the book equity per share of $138~09, thls would 

represent a retuxn of about ll%. Hr~ Merrill felt the long-term average 

Bell Systan debt ratio of one-tb5-rd should be continued as an 0bjective., 

altbo,..lgh t.he present debt ratio is about 45'1,. Re stated that the 

present historical cost of debt capital to the Bell System :i.s 3%. The 

composite :-ate of return of 11% on equity, ropresentinc two--thlrds 

of the cap:i.tc.l structure, .md J% on dett to extent of one-third of the 

capital structure, produces an over-all rate of return of D-l/J%,, This 

is the basis of Mre Merrill's judgment that the rate of retum of the 

Bell SystEC! should be at levst 8%, and that· such a rate of return applied 

to a net investment rate ::,ase is applicable and proper foi api:llcunt_, 

Mr. Schma.usser pointed out that applicant is faced ,Iith the 

necessity of rai:3ing about $100.,000,000 within the next few years for 

capital expenditures to meet the gro'W'ing telephone needs of its terri­

tory. He stated that these funds must be raised in compet.i.tion with
• 

other types of businesses which no-w have the adva,r,.tages of larger earn-

ings end dividend rates, low r:1tio of wage costs to revenues, low debt 

ratio, and adequate surplus. In his opinion, to raise this er.pi t,:c,l ap-
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pe.ny, and t,he Bell Systan. ne ail ir,tegrat.ed ·.mit. Hm:,::ve:.·, he based ti..ia 

conclusions upor: :.;c,x."rnte consideration of ,rpplicf'.nt as a fina:nciaJ. 

entity. 

Nr·. Sc:1rnp_•,1sser ste.ted thut to assure that new stock offers 

will be a t;tractixc to the pub1ic, the COI!lpany should, tmder p::...,esent con­

dit:tons, be paying u dividend •:::Jf $8 per Elha.re per annmn, anl.. be adding 

$4 to $5 to SU.I1)lus. On crosr,--ezaminntlon, however, he 3tatt"d that a $7 

div:ldeo.d properly protected n...J.eht possibly mak1;;1 the sV:e:k a:tt.r,"'ctive ~ 

States Company for the pest threa dece.des. He pointoo. out th:..:..t :i.n the 

face of udvar~.c ea.mine-::,., dJ:v:l.dends have been repeatsdl,:r cu.t, ;snd the 

per cent of surplus to tcJephc:Jo plant remeins at a point too J.cw for 

financial safety. He stated that. ln his opin.ion a div.!. 

share of $:LOO par value is necessary to cause the market price of the 

stock to rise s-..1fficient1y co th..!lt the reqtdred future stoc~: off,3dr.gs 

will be assured of success, In addition, he advocated that ea.mings 

be sufficient to bnild the surplus to 12½% of plant over a period o:f s¼ 
years in crdci.~ to safeguard the dividend rnte and to provide earnings 

'Which would enable the Compri.ny to compete for capital. These require-­

n:ent s i'or Jividimds t>..nd surt1lus, together 'With the annual fixed charges 

on the funded debt, are equivalent to 8.2% on the compeJJy' s net invest-

Mr.. Knapp, testifyin;J for the Coloredo Mun1.c:i.pal Lee.gt:.1=>, 

th,.9.t, in his opinioI\ the fair and reasonable rate of ::..·etu.1:n for 

mmt rate base coi.sisting of te.lophone plnnt in sel"ticc less full aruotmt 

of depreciation reserve .. plus allowances f'or mate.rials &i..l rn.1r,pl1. ::::: and 
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cash working c~;;ital, '. :·~ m:cJ.uding teleiJhone plant und0r •:.t tt::::truction, 

property h::'1d for f\; :-,,r~'(-, tu1er;hone use, m1J t6l0µhon<;: pl::..ut acq '.isltiou 
I 

adjustment." Ho ru.·:.."'3\l'>c)(J. ut his h5.:Y1-er !:i.[;t..Lre of 6.15% as his estimate of 

the over-all cu.:_c.,__'ent c.eist of capital predicat;ed on an estimated 3.,45% 

cu.rre:.1t cos·c. of deb', capital with a. 44.35% debt ratio and an e::,timated 

8.25% cur:ceut c·x;t, of equ.i't,y capital 'With a 55 .. 65% equity ratio.. The 

figure of 3.45%, representing tho estimated c....:.rrq;it, cost of debt capitaJ. 

to the Telephone Company, incLi.ded an allomm.ce for concessions to pl.U'­

chasers of new bond issues and nn allowance for cost of fina:::,cing., T'ne 

cost of equity capital of 8Q25% was a judgment figu:.~e a.rriv..:xl e:c ct,iefly 

f'rom &. study of the earnings-price ratios of specific offeri...ngs of Bell 

Systooi coopanies and a m.u.ubor of electric operating utilities which sold 

common stock during the Years 1948 to 19510 

Mr., Knapp r.rrived at his lower rnte of returr.1 oi' 5.65% by de­

tenn.ining the rate of return required on the trr:.tire ce.pitaJ.iza·~ion of' 

the Mountain States Telephone and Telegraph GompE:::.;y in 01\!.er to perndt 

the applicant to eam the return required by its parent American Company 

on the latter's L1veJtrnent in the applicant, as well as the return re­

quired by the minor:1.ty stockholders and bond holders of the applicant on 

their investmmts il.1 the comr,:on stock and debentures of the applicant., 

This study \,"8.S hased upon the capital structure of the American Company 

after gj:vinJ effect to the conversion of the outsta.'1ding convertible deben­

tures, with interest computcc. at the actual cost on outstonding issues, 

with dividend requirements of $9000 per share on the common stock snd a 

dividend pay-out ratio of 90%, 

Mr. Knapp fu:cther testified that the applieation of the 6.15% and 

rates of return to the applicDilt1 s intrastate average net investment 

rate base for the twelve months period ending May 31> 1951, would y.te.ld 

available for common stock, after meeting interest requirements 

which would be equivalent to earnings of 8 .. 53% per share on the 

basis of an assumed capital structure consisting of 45% debt and 55% equity 

capital, and earnings of $7 Q85 per share on the basis of actual capitalize.-­

tion consisting of .32.,1.1% debt and 67.59% equity capitaL He testified 

eamings of $8 53 and $7085 per share.,o 
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tions, d<-~pending upon i.Jhctt.u· t h0 $6 .00 <lh-i.rlend r u.te. i .; c(,nti.n.ued, or 

wt,ethe:,:- tht., s.1mual divid end r r. tc,• :ts 'increased to $? , 00 ;>-~r- :.:;.;HH'e : 

$6 .. 00 1\.n.n•.u.d. t7 vOO Annual 
D:lyideud Rute J?ividend Rate 

/,ssumed 45% debt and 55;; Equ.H,y Pati o s: 
I .J 

r."Earnings per share i [ . .,).J i 8 053 
Retained surplus pe:r share at end of 

10 y ears $32.10 $22.10 
Number of.' y ears' di videnci x·eq u.irements OVff!' 5 :fl'I. ,. over 3 yrs.., 

Actual .J2~4i% debt and 6'7. 59% Equity Ratio8: 

Eami.ngs per share $ 7 .85 $ 7.85 
Retained surplus por ;:,:,.are a t end of 10 

years $23..96 $13,,96 
Number of year s 1 dividend r ~quirem.eots approx ,. 4 :1rs" approx., 2 y~ra.. 

Mr. K..;lapp testified t hat t he applicant entered the depression 

of tne 1930' s '\.ii t.b. a :t"eta:ined surplus equivalent to $20.88 per. share, 

rapresaiting about twe and one,-half years' coverage of the then ADnual 

dividend requirelliCn·~s of t -B . 00 per share, and that t he appl icant's last 

successful ,Jammon s tock: subscription of.fering was made in 1946 at a time 

whw t he annual divideod rate was $6,,00 per share, after having been re­

duced tram $8. 00 to $7, 00 in 19.37, and from $7~00 to $6 .. 00 in 1943. He 

concludect that the abili.ty to ,iccureulate retained eami.ngs O'l.r0 r a period 

of ten years sufficient to ~over two to five years dividend requi rema.1 ts 

on t he ha.sis of a 6 . 15% rat e of. rot.urn was iurther evidenc,, of t.be rea~1<>n -

ableness of sur..h a rate of return. 

Hr. Knapp sta ted t,hrit» in his opini on, the perj :)ct fo.r accumu..lat. . 

ing surplus of f i ve and one-half y earsp used by Mr,, Hmtingt.on ~ -was too 

short, and suggested tho use of a teo--ycar period>' i n vJtN of the p:resoo t 

continu.i.IliJ hi8h level of business activ'.t;. Mr. Knapp d.i..sag:roed ..,,-1th tJ:1R 

view t.iiat- an $8"00 div:i.deml i.s necessary for appliC'.ant, and stated t b.at-

a $6"'00 dividend, if given the approval of this Comr.rission , should be 

suffi.ci.ent to restore i v.vestor confidence in applicant., 

Dr., Zubrow, also t.estifyinB for t he Colorado Huni.cipal l,eagues, 

pointed out the s aving in the f onn of re<bced ca.pittl charges and income 

taJCea \lh:l.ch \o'Oul.d r esult from o. 50% debt, ratio ;, a s compared with a 25$ 

debt ratio, stressing the Foint that 1d·th a 50% corporate income tax, ti~ 

tax M-ving would be twioB as much a ~, the dir ect 3a·;r1ng, He statec that 

https://Hmtingt.on


tc tht'. 

too shwL 

'l'lrn deterninati.on of whE.t u.r1otUc be a fU..::.r ru.te ',,•f retum is 

co~1 rely ()D 

turn be fixed by any oathei.:.:aticr,l calcu.lation~ IY' ...ld s p~:(.. cecdir:J, this 

Comrussion hirn :md the b8i1')fit of sor:.e of the most <.:.uD.petont u.nd rer;p,m--

sible witnease& ever to a;,,pear before t~1is Commi::,~1ion, both ,,n belw.l.f 

of the applicant and on bel1alf of the Colorado Municipal Leag,J.o~ and 

the citie.3 in Go1o-r·ado, In t;i,e opinion of the witnesses testifyinc for 

tbe TelephonH Cct".1y.,ny:, 1;h2 fa.:i.:r rate of return for a:pplicc:<.nt should b,~ 

the A.nicri.,':".1.u Conpany urns 110{. today :,o.ve sufLicirm,. c>.arn;n 

me--half Y:n~rs r,.'(Wt ,Tar.n'c;::-:1· ·,_,. 1946 t•) March 31 ,051 the~-..,,....:,:,...,., 1•~n,
• ~'-'- •• • .Le, • " '· . • :9 •I V .t\t.U<•~.,1., re..,_,_ ,,.,. 
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and :;tis diffi,!.tH 

relating the $15, UO por share (.;cl!tl.inG2 to tne book equity val.ue of the 

at his 11;.f; co:3t 0f equity capitul us1ng what is kno'Wll as the earnings 

equity ratio. Mr K'J!app' s approach to the problem was in the use of what 

.is ~-cno.-m as the cn.rnin;_;s rs·J.c€ 1·atio, that .i.s, the ratio of eErni.ngs to 

market price, If we relate the t.ctu:il eam:i.n,:,s of tlle American Company 

for the Year 1950 to the market p l:"i.\!G of its common ,,tock dt1r:i.ng that 

perlo<.i, 1we arrive at a return on cqt1ity capital of app:r-oximate:l.;.r S%" 

While1 this Commission does not intend to udopt any of these partic11lar 

approaches in arriving at what. shouJ.,~ be tue proper rate of rr.:.rLtE':a on 

judgment of what should be t11e over, all rate of ret,1.rn for f:i,:;J.:i. ;:1nt in 

this proceeding is based v.lmost entirely on n consiC:e.;:.•aE->n o:f the :i.nter-

est of the inver.tors, nnd he c,oes not. balance that inhire::.t o.~ tbe in~ 

vestors with th& interest of Uw eons1..mwrs. 

Hr,. P.c.,.:u.r.J.ton I s test~:i.llony t,o the effect that the company should 

have a rate of ret:,tm of 8,2',l '.ms ba1:,od largely on his opinion that the 

Ct)IDpan:, should r,,r,tore it,::: $8.,00 dividend on the $100.00 par value common 

sto<',k ,.)f the app1 i cuit, and t:art the r..,ompany shou.ld r,ave Aamj.nts suffi 

pa:r1~' hu.d to rest.ore its ~LOO di1.r:.dend to roaiJJt.ai.n i.t~, 0redi t m1'i tr, 

even a $6 .. 00 dividend, approv6d by tbts Comrn.i:ssion.~ would be R11ffiri en.t 

to restore the confid,nce of the invest,in~ publi.c in t.hc-.i common f:t,0~k of 

the company 

Exllibit Nou 46.~ il1troduced hy Hr,. Hemingt,on~ shows r.hat, In 

the p~riod 1920 to 1950, the surpl.us expressed as a perePnt 0f' the ·total 

tnl.ephone plant of the company never exceeded 9.50% 9 and that t.he su.:q.;,.'LI? 

ot ::.he eom11any for the last f:.fteen yearti has not ex0eeded 2c J()';t ot th,3 
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lb.'. 

Oil an as suu:e\.: d 0ht 

L :,,w BcJ 1 

rmd two •"'..111:"h: cq 11. l:;y, aud that applicnnt as a Bell System :::;ub::.iidiary 

company, St<DJ ec: L ~ t!.e over-riding debt of the American Company, ahoLt1d 

>1.d,1w.l df.:bt ra.tio wns a.b-::iut .33%. and a,:; of ,Junuary 31, 1952, e.pplicant 11 s 

Tb.is Co.-'::lr:nssiou, while it, reeognizeG tlmt it >rn.'3 r1n .)u.c1sdtc, 

real1stlc to ba;,;e the 1-oitured :rat,fJ of ret.uni llpon t..tw ,i..:d stfo.g i:apH.al 

... "-.----
' .... .•. .. a hypothet ., Cal hrrnpp' ~ 

publ.ic utility ca:1::1·.:it ·,.:o Cell culutoo b;;/ any fixed watha?J.at.ical forn1u:..a:, 

Md this i. s a , 2 w3~➔ tion .,;;'11..:.u demands t.l:e t1igheBt discretion and thoughttu.1 

https://i:apH.al


pli.crnt 

advances fro1;1 t>e Ar:,::rican C)!:i: ,?J\/, :.:.he 0:1mj.ngo per slv.:.1.:.. e cu common 

stock outstanding a::; of that da:':.o alloca.tlo t,o trv; Colorad.:; ;_:1tr,n.2,tnte 

operation i,,;-ould be approxinately :~ll ,82 a share. ns shci-rr:. o;,- Stc\.:.'f :F.:X~ 

hibit No. 90, vnd the oc1rr1int~S pe1" share would be .s.ppt":>xir.atel:f lll .2) 

a share i.f the 

investment for the twel'/c:-,1u,1tb reriod tnding Hay Jl, 1951, Moreover~ 

as of January 31, 1952, would px'Oduce ean1in1;s of -1ppro:dllmt.ely :~12 86 

a share, and th1;:t rote .:;f return on the aver,ige net imre:;tner.1t for the 

twelve months cmcling January 3l, 1952 would produce earnings of 

approx:iln.at.dy ~11. 74 por share. The hiuhest earuin6s that this company 

has enjoyed Jiuc~; 1920 have not exceeded $10088 per share. The net 

earnings of t:w Te.: crihone Compnny since 1930 have not exceeded ~"30 a 

share. 

P.fter careful consideration of -:.ho test:lxonyJ tl1e Coc:mission 

has come to the conclusion, o.nd f:\.nds, tbot a rate of return of 6,35% 

is adequate, and that such a ret,in:n should be sufficient to ar.;:,1.u·e (;on­

fidooce in the nnanciaJ. sc,undues::: of thn r1pplic::tnt ca"'~}>ill17,'r and •~bould 

be adP-quate to maintain the credit of app:.tcant company ll.l\ci tc attrnct 

the ca.pit£il necessary f,)r ·!,;:i.P proper discimrge of it;; pablic duties" 

Such a return iv.LU prcKh.tc,~ ,..iarniilr:s after prrylilcnt of all o; e:catin;; ex-

0stock on the tot.al tJet. jJ)VtH,Wtsnt, of t:rn '. :'!leplnon1;1 Compn.ny Jn its Golo 

As h,.;; ,;e:~etofore bem pointed uut, the app1ication in tbiR 

case was filoo on June 20)1 1951, a.pprox.i.JD.:itely ten r:ionths ago,, 11".ri~ 

the he1-1r:i ::gs, the vi.tnesses bot,h for the 'i'elephone 00U1pnny and for the 

muntcip,tlit:~es, :t,,ointod out. that in these LnfJationary tir.les. there .i.tf 
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ti,'.:: fvG,; 

a t;;real~ ·.,,::· .l .:,,), ,, 

pre::ieut c;, ., ;;:;:.,:.· ,:', 

December J1. .. 1)51;1 th~, iLtT-'1SCEd;c lnv1::stment per telopho•·te f'.'s~ded wi".:., 

$384. Ac~ci·ui -~- . l. tu c:.t:•.0.1.>1t req1...tired for d€:;Jrec:i.at:l.on, t:-.xes, ,cJ'.Hl 

fur the olrJ 1::t.L:~. ·,rvJr, ui<l t1.i.ncn the same rates for service appl;y to 

both, t:1e n,.;; b1...,siness is not ns profitable as the old" Rates u.re ma.de 

for the fu\•.1:.cJ., 1:~d all purtief> were in agr,Bement that the Comm.iss:l.on 

sho,lld mak\1 ~:o;,; r,, r,:.:ovlsio1, fo:.- ttti;:; att,riticn by allowin:;i; n greater 

amount of revenues than wot11d be neces~,a!"'J 1:;;lon strict consi dero.t.i.on 

of the pust test, period; th.Jt ;_r~ the yeur rncint~ Eay 31, 1')51-. The 

Compru1y -5nt,ouuced a computa.ti.on ~.ndicntin6 that the u...,t dt:L;:n 1,'J,.)i 1 in 

creusing invn::.tment tunount 0 to $,365.,0DO per year, l>ased CL r,lt8 ave age~ 

number of tulephones in the tei;;t period, T}1\;i Cit;,, witnc..,s ,rtated 

that an ull,:-;w1,1.0cc for "ctrLi, '.i1 f'or two :1ca.:·s beyond ti1e te2t. },er:l.od would 

be approprinte, but ti1tii, L~. swJulci be b:~s1:.,d u.1,ou sstL,,nt.~os 01 O?vrating 

results fo:;,.• SUC'-l" perio:., ::·et.tier· thi:m on 8. :::Ludy or C'.1VT'c'.. ; Livr;il Vl!1g only 

one factor of incressi.ug inve:~tu,.ent. '.fr,creupon, tue Gomi::,:.;., :.couoml tte<l 

its esti1:ia.te :>f c;,erut.ln1; resu..Lts for the 'foar 19':,::C, w.b.icr. i2 sevein,een 

by tnis esti.matE) u. refL;ct tin full years beyonu the r,e.st period snowa 

1111 at+,n.tLn ,,f e,,.-:1,i.ngs ,)f' $748,000 for tht! two year.s, which is $J74,00(i 

per year. 

In cc,,,rn:::-erinJ this attrition fac-t.or> t'H' Comrui.s2,'on, N.ifGr,,, 

Cuming to a decision, wished ·.,1 t'o:nnat.lon a:., to the most recent ,)perat-

ing rt~sults of the Company, ru.111 at the furt.Jer hel.'tr.tn~ on Apr.-:.i l 2~', Jl.152, 

the s:10..i'.l[;S of the value of t.he p1opsrt,y i,re,re br,11.l;h-r, up t-'.' }:i:C(<:1' s, • n .. 

1951, :i:1<1 ,f6..".lua.cy .:n, 1952., 1-r:.th she.:,iiu1c:s cf tile &d,just.e•:i u~~t ,c;,\1,1i.nf,~ 

for th'-' '.i-1,.::::.ve r:ionths ending ,litn e.,ch of tJiese dater;, Tlie ;::-roct·2<:rn1 ve 

effe~t. of uttriti,;n is Jh;,,•;.ir. .t:1 c.\10 foi-l.o',,'i.ng tabl.e 0f oueruti.ng rer-.ult3 

for cha var:t,.lUS r,eriod:,; W"li in ev.i.dence •·•· that is .. u.i.l tie:,,,::( u,),1::.;t".n t,c, 
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non-recurring expenses,, 

PBl' Cent. Net 
Net Inve,st- E&.mings v, 1J et 

12 Months Net ment End Investment Fnd 
Ended li!1."!.et:.lleL--- Ea::.t;k1~&l_. of Perj..Q•L of Period----·-------
May 31, 1951 
Sep- 30, 1951 
Dec~ 31, 1951 
Jan. 31., 1952 

$26.• 641,1S5 
271 Zl4,214 
27,781,593 
Z7,972,271 

$1,377,006 
1,319,789 
1,192,624 
1,164,287 

$52, 66/u 820 
55,.369,897 
57,650,932 
58,571,638 

2. 61. 
z :;8 
2"07 
L99 

Thi!:i table sho-ws that there has been a substantial growth in tbe 

Company's revenues, a.s 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 ex,i1ansion program necessary to serve these 

additional custoir.ers. Net earnings have not increased with this larger 

volume, but have declined progressively, and thus the per cent of the net 

earnings to the investment h.:..s substantially decli.ned,1 

After careful cons:_dera.tiou of tl1is p1:oblem, having in mind all 

of the evidence presented at t.tl.is hearing, this Commission is of the 

opinion that the valuation of the Telephone Company~ s property should be 

determined having in mind th:i.s question of attrition~ 'l'herefore, the 

Commission is of the opinion that the valuation of the Telephone Company' a 

Colorado intra.state property should be based on the actual net investment 

as of the most recent date available to the Commission6 The average total 

net investment, of applicant for the period unding January 31, 1952, ex­

cluding the plant acquisition ad.justmt:nt account, amounts to $5'4,197~J78j 

..ihereas thB actual net investment, a.s :.1f Januacy .31,. 1952, is $58,568,550, 

The Commission bel:i.eve~ that oy setting the valuation of t.he Telephone 

Company~ s property at $58, 5689 550, su,~h a veluation -w:Ul provide some 

~ompensat,ion fo:r t.h.e attrition in the Telephone Company's earnings-0 More­

over, in arriving- at a rate of return of 6" 35%, as adequat.e !'or thH appli 

cant in this proceeding, the Commission b.af; .t1e.d in m.tnd thia question of 

attrition, In other words, the Corra:1ds.:;ioo ts of the op.in:i on the.t a 6, J5% 

rate of re"tu:m on a valuation of the Colorado i.ntrast,ate p1upe}:-ty of u,e 

'telephone Com;:,any in the w:iount of $58y568,-550 should ytelci the Tel~puc,nA 

Company 1n the future on the Culorado 1ntra stat,e portion of its pm;:erty 



near fut~re in Colorado. 

ik,yerr:..e. Required for_Colorado Intrastate _Qpy;rn:;ionfl 

vestment a:., of J arn.i..arJ .31, L952., as Lm:eLrnbove da:3c1··,.boo., und ,.ieducting 

the actual nt-it oµeratini ua.rrdngs fo:.: t.:w twel·re l'l::mtN:, u: 

date} adjusted to reflect for a full twelve--r1onths 1-JCr:Lod cl"un:rt:s in 

1rates for .:lllplv/e?S 1 \1agec :1nd Federn1 lncome Ta:rns 1 and ".L,o adjusted 

for non••recur1·i.ng expenses and changfl in separat"lon procedures, prociuce/3 

a net operat1.nL; ehm:i.11 5s defJ.ciene,-y of $2, 554,816., comµuted as follows: 

Net Investment., Jan, 31, 1952 
Required Rate of RetUin 6.,.35% 

Requ:i red Net Eamingt, 
Ac,:,1;DJ N:.t Ee.m:tng2, 12 months ended 

Jan. 31., 1952 

$ 3,719,103 00 

__l.i164..,J4~'L.Q9, 

Earnings Deficiene,•J ~ 1~: 1:iont'ls ended 
Jan. 31, 1952 

In the face of tlie p1.·0.1Jtnt 52% rate of Feder1,l Income Tax, the 

State Net Inc:ome Tax, and the Gitlcs Gross Rccei;Jts Taxes, t,1e :i.n,:reu;;,ed 

license cont.,:act payments 1md uncoll ectible revenues, tue Comp1.1n;y w:LlJ 

retain in i t:3 net earnings but 45" 79¢ out of BVery do11:ir of incl'(:*-l.Sed 

revenue,. In othet' words, t.t1e"·e m11st Je a revenue increase of approximately 

$2,184 for every dollar of net ,,perating eamings 1.r.,p:r.:::>VP.J.:.ie.nt,. A.ceoraingL;;r, 

the gross revenue deficiency 1s 2.,18.Li tunes th.e net, operat.inu ,'?.-8.mings 

1'hrougbout this proceeding, the Telephone Company has tuk~ t.htt 

posi tiou t.ha.t approx:lmately $7,000,0G(J adcli tional gross revenue ..ras re•­

qllirec1,. The Co.-:mdssiou, however, is .)f the opinion that $5$ 579~/J.2 tn 

additional gross revenue is ~ufficient to assure the customers of the 

"felephone Ciompa:.1.,.· of' improved telephone service, and to assure t.he i.nv~stor1-1 

of the Telep.bone Company of the prote-::t:!on ,:,f their savings and of a 

reasonable return thereon" 

F .l N D I_ N G S 

'I'HE COMMISSION FINDS~ 

lo That 'the Commission bas jux1.:c,dict1on over and with resPflCt. 
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'" a,d r elegraµh CoIBp&l.f 

consi s tirv~ of following~ 

1\dc,-,i, _, '. 1.snt ili ::::-:u"vicF~ ., ~i?f- ,Oifl, l!~) 
;,,-.),:. ·.-•+•r ,rP.l" f,)"' V°'"" "'""' 'f'ol ep, l·11'1X"•· '..'.1f',,rj 9,v ~10.\ . 1)0°' ,/.. "· ~ <~ /.. .,,. ,, ,._ .... ~ u ( Jr w. -.) -.. ' ~ -> .,;.,J. J, '"" ~ ..,, 

Te1upl1r'.r,c i'1ant t:t,cc,:- C:1>n·,£:r-u,·ti.c:::1 J.,F;0';',97~: ():) 
Mater:, uJ. ,:,,wi SuppJ i~ ..,. J i 25.5 ~ 5/,6 uo 
Cash 1,./ort;;:;_n1; Cap:l tt1..~ .., 1,204, .~;JCJ ... oo 
Tota] lu,r{!S':>InE:nt $soi :n9, 255 oo 

r..-1,1 oct::Lter~ 1:eprecl.at1rn, "t,; 0.:··,0, , 

Tota] Invesurnnt le";f; A.J.l. .,,cc 
Deprecieticn H.e:,cr-·11<~ 

... 

. .·- . "·L-.-- ..- .. . ·-·- . 

lJFd.ed .:ir Dt-n;~1:,:, CcJorw:io) 
1 h _i, s 6t- .}1 liR.y- of Jiia.~y .'. 1 1 9 52 ') 

--~--1~ 
<_j Cun:cn:Lrn:lonertl'. 

, r ·J 


