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Apprerancest John Be Tamgulst, Esqe, Denver,
Colorado, and

Elmer L. Broct, Esqg., Deaver,
Colorado, for appliceat;

Harry M. Howard, PEsg., and

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

Frenk A. Hoisington, Esqg., for
the City of Grand Junction,
Colorzdo;

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

Leonard M. Campbell, Esg.,

Lelanc L. Modesitt, Rsa.,

Mitchel Jobns, Esg., and

Maleoln Crawford, Esqg.,
for tne City and lounty
of Denver, Colorado;

F. 7. Henry, Esg., and

Louls Johuson, Esq., for the
City of Colorsdo Opriags,
Colorados

Brice T. Xe -ly, Esg., for the
City of Pueblo, Colorado;

Earl W. Haffke, bsq., for the
City of Fort Morgen, Colo-
Tado;

John €. Beniks, Esq., for the
Oity of Grand Junction,
Colorado;

Jorn A. Hughes, Esq., for the
City of Hontross, Colorado;

Reloh Sargent, Jr., Bsg., Den-
ver, Colorada, for the
Commi.ssion.
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the hearings Con .oiol el Shbeen days, end the record consists of approxinate-
cnd one lundred fifteen esthiibits.

The Hepulatery Situstion in Colorado

nt has alleged in ive application thut it is In dire

inancial stredts in Colorado. It aiso allegea that the metler of regu-

sarticulerly telephone rotes in Coloe-

—

ation of public wblilily rates, and

¥

mdo, hes been ir a confusad state for many yesars, and n&s JIown pro-
gregsively vore confused ir rocent years. From a review of the evidence,
i is apparint to the Comrlssion that the confused state of remdation
in Colorsdo 18, to & larze extent, responsible for spplrccat’s finarecial
gondition. This stete of copifuslon originated with & Suproase Dourt
lecision in 1919, wherein the Court held that this Comwiesion had no
;uriadiction to regulate the rates to be charged by applicant in its
ocal service wirhin tie City and County of Denver. This decision lesd
¢ & long series of litigetion involving a number of utilities, includ-
g applicant, culminating in a decision in 1949, wherein the Supreme
urt held thet only the people in Denver, in effect, had the pover to
gulste rates in Denver. A sult for refund of certein of the rates
applicent being ccllected in Demver was commenced by two subsceribers.
his Commission, recognizing that service within the Metropolitan Area
Denver over which it had unquestioned jurisdiction {which service was
the public interest) was being jeopardized, brought an actiov in the

istrict Court in the City wod County of Lemver, asking thet fourt o

f...h

gclare just whet its jurdisdiction was in the premises. This aciion
secuted through the Suprame Court of the State, finally resuited in

t Court reversing the 1919 decision, end holding thar this Tuiuission
the sole agency that has jurlsdiction over intrustate telephone rates
proughout the 3tsate of Colorado, and that so-called "“home-rule citiesh
e no jurisdiction over such rates. This decision has now heen made

al, and therefore, e confused state of regulation in Coloradn sas

i clarified.  Pricr to the rendition of that decision, however,

3o
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their pext, ond fortunace in view of the developmer.s. Pending inal
detemminstion of thue cude ia the Supreme Court, ucwever, ii Lwd been
agreed ithat the instant case should be held in status-quo, end thig Com-
misgion hey not felb that it was in & position to act until the precent
time. 1% hao, hocever, during this interval, boen glving careful con-

sideraticy to eli of the evidence rresented in the case,

&

of the Tonvany aad Jature of its Cperations

Rier

Tre Mowmtain States Telephone end Tolegraph Compeny is &
olorado corporslion, with 1ts principal offices located at 31 Four-
eenth Street, Denver, Colovado. 1t is duly authoriced fo cugaze as a
ublic utility, and is engaged in the business of furnlssing compunica-

on services; nanely, local and toll telephone service in the Stotes of
he Selwon River, and in ¥l Fasc County. Texas. The Courany is & cube

ion (hereinafter referred to as the "Americun Conmpary™), wiich 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 2 contrelliag interest in applicant. It also owns the Westem
ectric Comvany, and it and Western Electric Company own the Bell
boratories, -The American Company fumishes to applicent under contract
rtain servicés, and appliceant alsc purchases practically all of its
lent and equipment from Western Electric. Because of this relationship,
ntractunl errangements under which the applicant purchases materials
d supplies Irom Westemn Electric, and where applicant pays certain feces
th» American Company, are careft 1, c¢xamined by this Comaission.

A. QGenersl Jervices and License Costs:

beo
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agreenmnt, tne American Company conticuousky carrio s o fadaooosl o
of resesrch, investigebicon wnd experloenteati oo dn w2 ool ol oo o

and in the doveiopment of plang, wmebic s

telephor e service and to reduce costs. ALl of toe senelile cor.o

g

such work ar: made available to applicent. The ap (ieene sooeio o Las
benefit cf g1l of the rescarch and development wort of tue hell P2 ord
It also receives the baretrli of the services of Lo frnevio Coosry’ s
eneral [epartoent which include advice and assigfince rvegarcis | Lo won
truction, meintenance, etc., of plant and equipment. wralfic o z-td nis.
both exchange and toll, wdministration of businews offises, reloi o |
with custowers, sales, ndvertising and servicing wirsg, accountio.
principles and metiodsz, pertonnel and training mattors, taves, =
legal and firmeial watters. In regard to petents. appliilcent ir gzive
full use »7 nll the patents h2ld by the Amer<can Cowpapy, snd i: ro-
‘teeted aé,zunﬂ" suits from patent infringarents viich may arise o~ jus
use of these patents. These services vise Lrclude ragotiatione — 11 ¢ig
ussions with governmenial ageccl:ss, © oh ao the fvved esyicn

A

‘edleral O

undcations Commic

e, Ny YN o e St 3 - - . T -
Ty i@ Raneinal Heveny ot Doren

curities ani Exchange Compission, ete The appl @t cont oo

ese servicus are of greet value to it and tnan 0 tFoe SR SR
e#re not avai’slle to Lt, LU would have 1o expend @ ovent Y ovoea by
18 current'y paying for the servicec. Ap licnn LE 32 oo

licy of the huerican Conpany to meinioin a vemsur. Ve 1ol o e

period of w. between the peysemts vecelved anc he Soans dno e
would eppecr tost over o ten-year period, withov, taking o
on the factar of the capital used wy the Americer Company in

A
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the service, too

nent there! wrsld spresr lrvom the evidencs that Loose vl

are necessayy ond Lave oocesl velue, =nd had it nolt besn for men oy of the
technologice Improvements which have resulted fici theo o serv oo o

the years, i -Lopnone rates would need o be much b0 hed by Loy o

presently. ‘these improvemeutls resulter fxor contir o

mentations, cnd research, and consistel of sadl lteus, maon ol ars, o
reducing the size of wires, thereuy incroasiig tho R i
could be plar=d in a cable; the develomernt and 00 wvoe o oF S ’
tubes resuitine in lowar pover consuamr ton and layy o veviopls dnoooino qance

and replacement and in dattery fecliities; devel
which is presently in its infancy, bul prosises fnresei oz ot and
economies; development of the carrier Sg/’St@S, Wi by s grenter vvmeny
of messages nay be carriel aver fewer wices.

This includes only a few of tha vast mprer of I rovid anto

which have beer made available to applicant under thue

The evidence incicnies that these savings have been real ard mats o . i

B. ¥estern Blectyic Prices.

et

o

Moot of the meterdals which anplican: uses in the twot—

P
3

tion and maintenance of its telephone plant are purchased {rom Veiterr

Electric Company, Inc. (hereinafter re.crred to a: "Westermn®™). kosve
)¢ » 4

14
is, in effect, the manufacturing and supply depart .ut Tor &il o0 Lic
operating cempanies of the Bell Uysten. Broadly &) eaking, applsc
purciases from Western consist of telepuone appmras,. s end equipronl 0@

outgide plant material. Both telephon : apparatus nud eguipmens Losios

N L

those materials used at central office. wid at privete premoh ooty oo,

[

including switchboards, dial equipment, toll teowii'l i’ it

L AL - &

assoclated apparatus. It ulso includes such items . fol. o we ipsios

ments, coin collectors and telephone bucths which woe used on o8 s ;
scriber's premises. All of these materials and i Lead-cove er oo ‘
 are gemerully manufactured by Western. Other outsi .« plant materia 5.
such as poles, cross-amms, wire, underground condust and nardware. ar.
geverally purchased by Western from other operators  When applicasy
6,
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processes. Ou large insielliation jobw, Western 1o gou

do the detailed engineering. Apparatus and equipnoat inetuiies o

4
3

materials reprosont about vinety-seven per cent of applicant’s tuned oap
chases from Westerm. Western also performs for uaprolicont at its Jenoer
disttibuting house, certain relavively minor services, whinh b0 @ uw
account for the remaining three per cent. These sorvices 2upsiz ol
recelving, classifying, storing, end repairing materia’c ronove? 000
the telephone plant and disposing of thew ss directad Ly the Telooh a
Company. All of this is done unaer trhe "Standard luppiy Soatows
under which Western agrecs, on owler of applicsnt, anc .o e ontalg
reasonably required by applicant’s busiress, to micufs ture agloyials

to purchase and iospect materials manvlectured by «<thes, wo oo 7 Lot
materials to applicant, Lo pregare equipmedt specificacicas, i Lo pers
form instellations of equinment, Westsrn alsc agr o3 he zarry roosoabde
stocks of materials and perfomm the sevvices previsusly wentlon-o Ja oo
nection with the recovery of used materials. The ccatroch Qooe ol v
quire applicant to purchase its materdials from Westsrmﬁ but o fhe
contrery, specifically states that appiicant does not nave Lo wer.e
purcheases fru» Westem if it does not wash to do so, The contival
specifically prevides that Western's prices end terms to opoliciad shedl
be a3 low A3 to its most favered custotcrs for like materials e d oav
vices under comparable condifions. A coupericson of Westomm nricos wiwd
the prices of other marufacturers siows that Westew piires zond
are an the whole lower. For éxample:‘ Vestem's prices %o ap iicor s iow
telephone set: have, at all times, been substantially below “he " owosd
price at which the sawe or souive ent eeis nave besy pvailshle 1o Uhe

general trade. It appears slso that tiere is a di~ot vwe g to ol 0

‘the operating companies in haviag wiferrity in the natericls by

PR oy
o

supplied to them. Particularly is this trus in cases of aergen .y, 30h
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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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tions Caziissi. ., «nd osaers, with the viey of ¢ Julng o w20 e
tiona whinh v Lo mere cguiteble and gemerally nctipteble o 0 Toe
cerned. During “hi intervel betwsen the originel hearings im. Lig wone
and the vesuoption of those hearings io Decamber, the Natlonal hoooooo-
tion of Paliroed and Utilisies Commissioners and te Felorel Courwl o
tions Commissicn agreed upon whet is zoserally relerred . o3 oo vles-
ton Plan, and at the hearings in Decenber, applicent ;| .nzd In o ids
exhibits hased upon that Charleston Plan, being &dhiilts BE, o0 A, T,
and 62, These erhibits rerlectad the changes in separitics: no o o e
In our revisw of the operating ‘result.s of applicant, we snnll. Tor Lo
" purposes of this case, adjust s11 plant items, opevatiog reven.o, ad
operating expenses to reflect the use of tie procedars =l Lo 7o

as outlined by the Charleston Plan.

Falr Volue of the Property of the Companv in (oloyadg

623

The appliicent presented considersble tectimony of varioo
witnesses us to the felr value at the present time of eppiicant s proporty
devoted to public vervice within the State of Colorado. Applic-nt pre-
sented witnesse: who testified as to the reproduction cost new locs danre-

ciatimm valus of telephone nroperty. In addition, evidence was submiited

by applicant showing the average net lnvestment of applicuni in telepicnse

‘allocated depreciation reserve. Ia aduition to these [igures, - aposlie
cant submitted exhibi'ts ghowing the average Inveshumuabt L belo i gy
erty with no deduction for sllocasble depreciation reserve., tu wol. ag the
: average invesatment in telephone properiy lese one-Lali »% the allecatad
average deprcciation reserve.

‘ Counsel for the spplicant, hovever, malpliincld Lnrouyinct L
hearing that in arriving 2t & value this Commission shoul™ give wigh. '»

both the present velue of the telephone property of applicant wou .th i

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

9.
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depreciciicn weline. To mpport this contention, comngel fow o Hil-ed

-

cited the cass 7 Qhie »nd olorado Sumcitdngt ond Refinir - Scowosr o 73,

Pubiic Utilities Camis i, & Oolo, 137, decided Ly theColorade

Supreme Court in 1920,
Mr. Boggs, who is employed by applicant, testiiied thet taz

present value of tha tclephione property of applicunt in tiie Stete of

Coloradc was the reproductlcn cost new less depreciation value, and a:
testified tihat the average appraised value of the Colorado intrustete
_ property for the year ending May 31, 1951, was $86,629,000.00. Mr.

~ Theodore E. Seclve, 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 =
of December 31, 1951, in the case of Mr. Boggs' testimony, was found to
be $88,076,000, and Mr. Seelye's figures as of that date, $86,551,700.

As of January 31, 1952, the corresponding figures were $83,52/,000.04

and $86,990,000, respectively.

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

L:Lbits showing the average intrastate net investment for the tuwrive uenils

ending Mey 31, 1951 — that is, the total investment less allocioie du-

preciation rezerve. This figure amounted to $50,221,014.00. The actax’

intrastate net invegimant 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-

anber 31, 1951, was $57,650,932.00. The average for the twelve nonths

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

a8 of January 31, 1952, was $58,571,638.00.

The clities represented at the hearing and the Colorado Munici-~

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

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

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

epreciation theory in determining present valuation. M». Butler, a

Consulting Engineer of wide experiemce, testifying for ihe Colorado

Municipal Laague, stated that the legitimate original cost in ret invesb-
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ment (which i n osiesl] 2ost of the property, less the depareclaltion
reserve) is tho cuoropriota rate base, (nd that the eppraised poresoal
value is in his op’nion of ro significance. Mr. Butler testifiod that

increagses in the carning roquirements of utilities during infleticnc =
periods cen Lest be reflected by a hlgher rate of return, ratier thwn

by increasing the rate base above the vecorded originel cost.
This Commission does noi agrec at all with the conten lorn -
counsel for the applicant that the Colovado Supreme Couri in the 010

Refining Case, supra, has in any way lianited this Commission un er tu»

theory or snother as to the Hroper rate base that should be set Ty whis

Coammlssion in & valuation proceeding. 7t is the statutsry veoponaibl oy

of this Cormission to see that public utilities umder the jurisdicticn of

this Commission in this siate charge just and reasonable rates for hnoor
services. Such rates contemplate the production ¢f revenue to a puali:
utility which vill yield‘that utility & {air return upcn reasonsole
value of its property at the time that property is being used for tbe
public. This the Colorado Suprewe Court has clearly recognized in the

Ohio Refining Case, supra, as indicated by the language of the Court on

The Court, in that opinion, goes on to say as follows:

®To ascertain such reasonable velue for the pus-
pose of fixing rates and in addition to its net
earnings, it is the rule of lavw that there ars
four different theories for the determination of
what constitutes a reasonable value under the
facts of any particular case. 'These theories
are generally defined by tems which indicate
the method of ascertaining what would be & fair
retumm on the reascnable volue of the property,
and are thus expressed ~- original cost; cost
of reproduction; outstanding cepitalization,

and present value. Since the suthorities are
not agreed as to the proper tneory for detemining
rates nor as 1o the maunner of spplying the legal
principle established for that purpose, it is im-
possible that thay should agree on what consti-
tutes a reasonable rate in any case or that a
deciasion in any state should control in other
states; salthough the facts of the case may be
gimilar or even identical because the courts
are not agreed as to the prooer theory to be
applied for the solution of the question.? %%
The adoption of any one of these four theories

in a given case is attended witn great diffi.
culty and in some cases impossible far any one

il




dan: : L Lo E
y the oroper ,;s_wrzdtl of wsceriainment of :
tha rausor" Lle \raluc of the 23“”01%,1"’2:{, that ‘
corviosions of thig character nay be pre
to be falrly enlightened when considering t}
pu}l’t;lﬁ’{‘l&l’ cese oo to vhethoer any one or wors

of these theories may be justiry adopted and

for ;wu_r"‘;t reascn, so that in this case & further
diccussion of tils cobject is not importrnt.t

Tha Court then concludes that in any case:
it is & prerejquisite that a reasonable vilue
of the property at the time i% is beinz uced
be esbabliched.®
Far from binding the Commizaicn @ any cae approach in the quesiion of

valuation of the property of a public wiility, it sesms *o thils Commls-

sion that the Colorndo Supreme Court has recognized that there oo
various approaches.

Subzegquent to the Dhio Refining Case in Colorsde, the United

States Supreme Court hended down its decisions in 1941 aed 1943 in Lie

Case of Federal Pover Coizaission vs., Netural Gas Pive Tine Toop ooy, 2005

S. 5§75, 62 3. Ct. 736, and Federal Fower Commission v, Ilope Hatiral

ag Company, 320 U. 8. 591, &4 S. Ct. 28L. These decigious jutoopreted

ie power of the Federal Power Commission under the Netural Gos o,

which prescribes a statutory standard of just and reascnadle rates

imilar to the statute under which the Colorado Publie (tilitles Compuis-
sion obtains its authority. In these decisions, the U, S. Sv..prme Couet
recognized that a commission is not bound to the use of any siazle formia
r coubined formmulae in detemmining just and reasonavle rates. The (’}‘o‘;‘m

said, in Federal Power Commission vs. Hope Natural Gag Company, supié,

287 (64 S. Ct.)s
"Under the statutory standerd of *just and
reasonable! it is the result reached, not
the method employed which is controling.®
Therefore, this Comission recognizes that while its responai-

ty might be to give consideration to the reproduction cost now woius-

fion of the telephone company's property as appraised by witnestes ol the

elephone Compary, it agrees with the Colorade Mumicipal League that it

not bound to set the present valuatior of the Telsphone Company s

h
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proserty sntlvel y oo otuer 7 oberis. This G
may fix the vilooatios ol n pubiie utdlity’s properciy sy Lte or gingl
cost, less deprzcisticn, nnd may set ¢ falr rate of return on what

valuation, co viat it will produce revenues enabling the utilizy to
meintain ite crodll and atiract the capital necessary for the -roper

digcharge of it2 ruoblic duties. This Copmigsion will then have satis.

fied its obligstion to the public and %o the utility which it vsgulates.
In the ingstant matter, the Cormission ieg of the opinion wnd
believes that the fair valuation of the property of applicant ran begi
be determined on the basis of ila net oviginal cost on “tg votal Gplow
rada intrasstate investient, less the allocated depreciction vessrve
As herelnbefore stated, the record ih this matter oo tulos
the figures uhowing the Colorado intrastate investient of apnlizant '
less the alloczted depreciaticn reserve for vacious pericis be'men
May 31, 1351 and Januaty 31, 1952. In addition to the telephon e pinnt
in service (Account 100.1), the figures showing the totul invesiment
include property held for future telephcne use (Account 100,3), telie-
phone plant acquisition adjustment (Account 100.4), telepnone piant
under construction (Account 100.2), materials and supplies (Account
122), and cash working capital. Then from the total investmen' is
deducted the allocated depreciation reserve to arrive at the ne® invest-
ment rate base,

Property Held for Ffutur~ Telephone Use,

The amount claimed by applicunt as part of ity rate baise
designated as "property held for fubure telephone use® comsicts &g
we understand it, of two pieces of proparty purchased by applicon’
which applicent is holding for use in commection with +he inmstallation
of two new central offices in the near future. In view of inflaticonary
- trends and the tramendous increase in real estate valuss in recint YRATS,
we think that applicant has shown proper foresight iu purchasivz 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,



https://appl.lco.nt
https://ut::l.15
https://valua.ti.or

- 4 N N “ .
R AN 5 L s SRS FR At &
2 ' : oy
ﬁmﬁti s‘:' W I . 2 . v p £ PR 4 i (S e
n P AT el w v R S5 IO AR {0, e e S e e
and ghevo Yo Jodigso U o bheresi. chaco Laie osuane Doiidocoos L

Canoust over rad sboo the codgingd cort of Lhe proort s Lo Lo slLELon

Joes aot Lell v that thl. acenund is properly 2dliowoloo Llou L0b

Toloaone Flept under Ceoastrocticon

Yee omornts showvn as "telephons plant under construciion® ine
eluds nlant vl 5 4o belng constructed, but which has not vel toen
ploced in cowvinc.  Vitness Knepp, testifying on behulf of tas olorade
Municipsl Tooguz, took the rositlon that telephone plant under congiiuc-

tion shonld ncot be part of the rule base becanse 1t is wot yet in seuw

Lote
m

vice and becmuge, since interect is chirged during conriruotlion ¢
included in the amount chowing tslephone plant wwder congtruciion, to
allow the gpplicrat to eare on that interest charged curing consvructiong
would amount to & double rotwm,

The applicant aniicipates that plaent under congiruciion will

dn the foresesatlie fubture contlinue to be an item culbinhaniticl in umount

during this period of ewpangion., In wview of tuat foct, this Cosulovlon

-

1

w1l allo telephons ~lent vader construction in the rate base, bub w.ll

‘require thet tho rclated Interest charged to construction be included as

’an additiom to revawe dn couputing the net operating eainings.

k Materials and Suppliep

Therc hizs Dean no disagreement among the parties a3 Lo the

Incluzion of %idic soceount in an ordginal cost rate base, nor has there

been any ddsagreement as to the reascmablencss of these amowiis, and we

believe the regquest of slloveace for materiels and supplies is reason-—

sble znd prejer and showdd be included o & navt of the o=ote Laca,
Casgh Vordy: ©ptigd

Cash working cejital is (ouel

>

o lival s osae omcunt of Casu
jecessary to meet operciin expenses before the revenues become sufficient
to pay these expemoes. Thvse funds are supplied by the oursis ol 8 |
ntility, and comvequenily are en elememt of the rate buse wpon ifiich the

14.
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aliownl Ly webuin e Sredioctol.  fppllcant bills Jow ooanon ooovenues
in advouan; hotover, toll verarnen sre billed du sarerrs, aud Lhere 13
a lag in collestion, so there is no ectuel net pvcs twat lor service
by the customera. Appliceut, as a member cf the Bell Sysuaw, is in an
adventageous position, i that it cau borrow money pursuani Lo the
terms of the licenss comtract from the Americen Campzay on ahért notice,
thus transferring the aesd for retemtion of lerge cash balances from ap-
plicant to its parent. WUhile applicant has large amounts of accrued
and unpaid taxss, it would need still larger cash balances except for
this srcangoment vith the American Company. The Commission comsiders
that canh working cepltel is properly includible in the rate base, and
that the szount co claimed by applicant, which is hased on 1ts actual
working cash, is not excessive.

Total Net Investment

Excluding the telephune plant acquisition adjustuent, which
the Commisslion has disallowed, and after deducting the allocated depre-

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

Aversge for year ended May 31, 1951 $50,216,149
Actual at May 2i, 1951 52,660,941
Actual at September 30, 1951 554306, 4,54
Average for year ended Decomber 31, 1651 53,578,828
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 Results

Applicant has maintained ite accounts ii accordance with a
systen of accounts first prescribed by the Interstate Commerce Commis-
sion in 1913, and since 1935 has followed a uniform system of accounts
prescribed by the Federal Cummmications Commisasion. Appllcent also
makes regular reports to this Commigsion, the ngeral Communiications
Commission, and state commissicna in other states in which eppliceat
operates. The staff of the Comrission has made a careful check of the

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

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 fimm reviewed thie records of applicant tluce Ifs formmation
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.
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Canmigsicrn, wn . . the neausl heretofore referred to under Separatlons
of Interstat. and Tilen tets Property and Operations. Fresently, the
gepuraticn. atudios are mede in accordance with the so-cailed Charles—
ton Plan hereinbefore referred to.

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

state Operationa - Twelve Months Ended May 31, 1951, Net Queraiing

EBarmingsa, Actual Results for the Period." Local service revesues vhich

accrued from the fumishing of local exchenge gservice amounted to

$18,723,794. Toll service révenués which are derived from furnishing
intrastate nescage telephone toll service, including revanuces from
teletypewriter nnd toll private line service, amounted tc S5 U3,889.
Miscéllaneous revenues wilch result from cther services, such as ad-
vertising in itelephone directories, etc., emounted Lo $1,807,958. Un-
collectible Operating Rovenues amounting to $56,856, are deducted from
total operating revenues. Total operating 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 telcphone
service, snd 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, princiully
operators' wages, $0,982,483; coumercial expenses, which include expenses
incurred in business office relations wita cugtomers, public tolephone
commissions, cost of directories mnd advertising, $3,403,673; revenue
accounting expenses, which represent cosits incurred in the Acconmting
Department, $656,856; costs incurred for preparing and mailing custcmerst
bills, preparing revenue cettlements with other companies, end 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 end all other disburse-

ments, and Colorado!'s proper portion of the expeuses of the Executive,

Legel, Treasury, and Engineering Departments, amount to $893,539;

17,
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deprec.etion. which i tne intractate portiom of the provision to

peet the lous of investusnt waen depreciable plant is retired from

service, and is based on voko: designed Lo spread this loss uniformly
over the service life ot tuo property, amounted to $2,469,705. Operat-

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

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

to $253,871. Relief and peasious, vhich are the intrastate portion of

the costs incurved under the benefit plan, including sickness and ac~
cident, disability reymente, death bemefits, etc., amounted to
$1,049,230, Genere) services and licemses which constitute the intra-
state portion ¢f the payment to the American Telephone and Telegraph
Campany for services rendered under the license cantract hereinbefore
referred to, asmounted to $243,115. Tctal operating taxes amcunted to
$2,972,184, and consisted of the following:
(a) Property taxes, license taxes and Federal and 3tate Sociel

Security Taxes, $1,807,977; State Inccme Taxes, $55,170; Federal Incame
Taxes, $1,109,037. This left a net operating incaome for the pericd of
$2,170,857, from which was deducted migcellanecus income charges iu the
amount of $89,295. These cherges consist of the intrastate portion of

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

. above, and also include service club dues and fees, catributions, and

the amort.izati&n of Account 100.4, Telephone Plant Acquisition Adjust—

Interest charged comstruction of $34,056 shown on the exhibit,
is an additicn to net operating income, and is the interest capitalized
on the larger constrmction projects vhile they are carried in Account
100.2, Telephone Plant under Constiruction. The resulting net operating
eamings shown are in the emount of 2,115,618, for the twelve months
ended May 31, 1951. That period, however, did not reflect certain wage
increases granted;u June after collective bargaining and an increase
in the Federal Income Tax from 47% to 52% which was made in November,

1951, retroactive to April 1, 1951.

The results by Exhibit 17 were alsc based on the Separations

18,




the full going wvate of wage increases, taxes;, pension accruals, etc.;
after adjustment to sxclude rate case expense in excess of one-{ifth
of the total; and after giving effect to the Charleston Plan of Separa~
tion, the adjusted net operating earnings are as follows:

For the twelve months ended May 31, 1951 $1,377,006

For the twelve months ended September 30, 1951 §1,319,789

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

For the twelve months ended January 31, 1952  $1,16/,287,

The decline in trend of earnings in face of increasing number
of teleptones, and Increasing revenues,is caused by increasing expenses
and investment, due largely to the fact that depreciation, property
taxes, and investrient relating toc the new telephones are higher than
for the existing telephones. This declining trend is discﬁssed in more
detail in a folloving section of this order.

Rate of Returp

The revenues resulting from the rates charged by a utility
subject to public regulation shpuld be sufficient to cover all expenses
_of operation, including .depreciatim and taxes, and should also provide
. a fair retum to the owners of the property. Decisions of the U. S.
Supreme Court have repeatedly stated that the return should be equal to
that being made in other businesses having corresponding risks, should
ij be sufficlent to assure confidence in the financial soundness of the enter-
prise, and should be adequate to maintain its credit and to attract the
capital necessary for the proper discharge of its public duties. Accord-
ingly, the retumn should permit the payment of interest and reascnable

dividends, and should lesve something to be passed to the surplus account.

(Hope Natural Gas Company v. Federal Power Commission, 320 U. S. 591;
United Railways snd Electric Company v. West, 280 U. 8. 250; Bluefield

¥ater Works and Improvement Compeany v. Weet Virginia Public Service Com-
mission, 262 U, S. 679).

The rate making process involves a balancing of the investor

and consumer interest, wherein the consumer pays no more than is necee-

19.
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sary to provide od servies and the investor recelves no more than

the fair 1;.9.*;3 cf vouwnrn descrived above. Appli.(:!mt companj is, and has
been since 1946, <ugsged In a tremendous expansion progran to meet the
unprecedanted povt-wer dewsnds for telephone cervice. This progrem has
required, and wili continue to require, huge amounts of new capital to

be atiracted from the investors. VWithout this expansion, the present

and prospective customers cannot be provided with the service they desirs.
It is therefore in the interests ol consumers, as well as Investors,

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

Five witnesses testified on the subject of requircd emxtidngs
or fair retum. The appilcant presented testinony by Bugeus £. Merrill,
Vice~President of Stenderd Research Consultants, Inc., & subsidiary of
Stendard and Poor's Corporaticn of New York City; by Williem ¥,
Schmauaser, Vice-Piezident in charge of the investment portfolio by
the Capitol Life Insurance Company of Denver, Colorado; by P. E. Reming-
ton, Comptroller of the Company. The City of Denver, and other cities
vhich are wanbers of the Colorado Municipal League, presented testimony
by Charles W. Knapp, Certified Public Accountant of Hartford, Connecticut,
whe was formerly a manber of the staff of the Federal Power Commissiom,
and by Reuben Arthur Zubrow, Assistunt Profegsor 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, which was considerably more than it had reised throughout its
history prior to 1945. He stated that in reising equity capital the
applicant has offered its stock for subseription at its par value of
$100 ver shere 5 wimes iu the last 6 years, and while the 1946 offer
wag suc.eaoful, the four offers mace in 1948, 1949, 1950, and 1951 failed
~of wide acceptance by minority stockiiolders and the public generally.
Mr. Merrill contended that the annual dividend rate of $6 per shave,

and the average arnual net eamings of about $7 over the past few years,

were not sufficient to cause the coumon stock to sell substantially above
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lost cmdlidaice du the £bility o0 tne company Lo support adil o onal lpe
vestrients. Applicant's parest, (b2 Americun Telephone ond Pol:raph Com-
pany, owning approximately eighty--five per cent of tie comon atock, sub-
scribed to itgs share of thene stock offers, which substaotioily ivcereased
applicart's equity capitul and emebled it to go ferward with iigc construce
tion programn in gpite of the failure of its public oflorings. Mr.
Merrill took the position that the applicant is dependent fon lis equity
capital upon the fmerican Company as parent of the Bell fyshenm, and
reached his conclusion es to applicant's required rate of retumn by a
consideration of the requirements of tine Bell System as a whole. In his
judgment, the £9 per share dividend of the fmericen Comprny should be
protected by a /A0% nargin of retained eamings for the next few years
until the surplus hes been built up substantially. In other words, it
was Mr. Merrill's opinion that the earmings of the Bell System ghould

be $15.00 a share. On the bock equity per share of $138.09, this would
represent & return of about 11%. Mr. Merrill felt the long-term average
Bell System debt ratlo of one-third should be continued as an sbjective,
although the present debt ratioc is about 45%. He stated that the
present historicel cost of debt capital to the Bell System is 3%. The
camposite rate of returmn of 11% on equity, representing two-thirds

of the capitel structure, and 3% on debt to extent of one-third of the
capital structure, produces an over-all rate of return of 6-17/3%. This
is the basis of Mr. Merrill's judgment that the rate of rsturn of the
Bell Systam should be at lecst 8%, and that such a rete of retum applied
to a net investment rate base is applicable and proper for applicant.

Mr. Schmausser pointed out that applicant is faced with the
necessity of reising about $100,000,000 within the next few years for
capital expenditures to meet the growing telephone needs of its terri-~
tory. He stoted that tﬁfse funds must be raised in competition with
other types of businesses which now have the advantages of larger earn-

ings and dividend rates, iow ratio of wage costs to revenueg, low debt

ratio, and edequate surplus. In his opinion, to raisec this copitcl ap-

2.
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its debt ratio., In his Jutigmend, ‘Dhi.; vogquires eomndngo o0 oo Lagy
thern S% on the net investocut rate base of the fubure. lv. Cclnauasser,
in his study, considered Lhe Mountain States Compony, tihc “werican Com-
peny, and the Bell Jysten cs an integrated -mit. However, he based his
gonclusicas uper soverate consideratlon of applicent as a [inancial
antity.

Mr. Schmeusser steted that to assure that new stock offers
will be altiractive to the public, the Company should, wmder presecnt con~
&it«iéns, be paying a dividend of $8 per chare per annum, on. be adding
$4 to 25 to surplus. On eross-evamination, however, he statzd that a $7
dividend properly protected might possibly make the stock atiroctive.

Mz, Romington traced the financlel zistory of “tha fow tal
States Company for the past three decades. He poinied out thot in the
face of adverye earnings, dividends have been repeatedly cut, tnd the
per cent of surplus to telephicae plant remeins at a peint too low for
financial safety. He stated that in his opinion a dividerd of @&, per
share of $100 par velue is necessary to cause the market price of the
stock to rise sufficiently co that the required future stock offzrings
will be sssured of success. In addition, he advocated that earnings
be sufficient to build the surplus to 1244 of plant over a pericd of 53
vears in crder to safeguard the dividend rute and to provide earnings
which would enable the Company to compete for capital. Thess require-
rents for dividends and surplus; together with the apnual fixed charges
ot the funded debt, are equivalent to 8.2% on the company's net inveébm
mant.

Mr., Knapp, testifyinz for the Colorado Mumicipsl Lesgue,
stated that, in his opinion . the fair and reasonable rate of vetuim for
applicant fo not more than 6.15% and not less then 5.65% on u net invest-
nent rate base cogsisting of tslephone plant in service less full smount

of depreciation reserve, plus ellowances for matexlala anl suppiizc end
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cash working enpital, il excluding telephone plant under astrocticn,
property held for fubure telephone use, and belephone plont acgeisition
adjustment. Heo avrived ot his ;d.gher figure of 6.15% as hts estimate of
the over-all curcent cost of capital predicated on an estimated 3.45%
curreat cost of debt capital with a 44.35% debt ratio and an estimated
8.25% current cost of equity capitol with a 55.065% equity retioc. The
figure of 3.45%, representing the estimated turrent cost of debt capital
to the Telephone Company, inciuded an allovance for concessions 10 pur-

chegers of new bond issues and #n allowance for cost of financing. The
cost of equity capital of 8.25% was a judgment figuie arrived ot chiefly
from & study of the eamings-price ratios of specific offerings of Bell
System companies and a number of electric operating utilities which sold
common stock during the Years 1045 to 1951,

Mr. Knapp arrived at his lower rate of retum of 5.65% by de-

termining the rate of retumm required on the antire ceplislizaticn of

the Mountain States Telephone and Telegraph Coampeny in oxler to pemit
the applicant to earn the return required by its parent American Company

on the latter's ianvestment in the applicant, as well as the return re-
quired by the minority stockholders and bond holders of the applicant on
their investments in the common stock and debentures of the applicant.
This study was hased upon the capital structure of the American Company
after giving effect to the conversion of the outstanding 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 90%.

Mr. Kaapp further testified that the application of the 6.15% and

5.65% rates of retum to the applicant's intrastate average net investnent
rate base for the twelve montias period ending May 31, 1951, would yleld
a return available for common stock, after meeting interest requirements
o debt, which would be equivalent to earnings of 8.53% per share on the
basia of an assumed capiital structure consisting of /5% debt and 55% equity

apital, and earings of $7.85 per shars on the basis of actual capitalize.-

tion consisting of 32./1% debt and 67.59% equity capital. He testified
that over a ten-year period, eamings of $8.53 and $7.85 per share,

23,
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pespest vaiy, woudd pueducse the following esomite of retuined surplus
per shers of aprlicemue®s shochk alloceble o Unlorado inteaslate opera-
tions, cdepending upon whether the $6.00 divideud rute 1s continued, or
vhethe:r the smnual dividend rete s increased to &7.00 ser siare:r

$6.00 Anuuel  $7.00 Annual

T b e ¥ e o

Lssumed 43% debt and 55% BEquity Ratios:

Earmuings per share .55 % 8.53
Retained surplus per share at end of
10 years $32.10 $e2.10
Number of years' dividend vejuirements Over 5 yii. over 3 yrs.
Actual %%,41% debt and 67.59% Equity Ratlos:
Eamings per share g 7.85 g 7.55
Retained surplus per sazre ab end of 10
years $23.96 $13.96
Number of years' dividend requirements approx. 4 yrs.  approx. 2 years.

Mr. Xiapp testified that the applicant entered the depression
of tne 1930's 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 3£.00 per share, and that the applicant's last
successful common stock subscription offering was made in 1946 st a time
vhen the annual dividend rate was $6,00 per share, after having been re-
duced from $3.00 to $7.00 in 1937, and from $7.00 to $6.00 in 1943, He
concluded that the ability to accumulate refained eamings cver & period
of ten years sufficient to vover two to five years dividend requirements

on the basis of a 6.15% rate of retum was further evidence of the reason -

ableness of such a rate of retumn.

Mr. Knapp stated that, in bis opinion, the perina for accumulat. -
ing surplus of five and one-helf years; used by Mr. Remington., was too
short, and suggested the use of a tem-yecar period, in visw of the preseant
centinuing bigh level of buslness activity. Mr. Knapp disagreed with the
view toat 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 regtore iuvestor confidence in applicant.

Lr. Zubrow,also testifying for the Coloredo Municipal League,
pointed cut the saving in the foru of reduced capital charges and income
taxes whlch would result from s 50% debt ratio, as compared with a 25%
debt rstio, stressing the point thet with a 50% corporate income tax, the

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

).
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Bell Syole o Sv e D, Zobrow digpriod pesilaony ol Mr, Merwdill
E :

o the eifcet 00 wre Bell Systen is in a dangerous Jinsreial posivion,

\

and alse coneneded that fhe peviod of five and one-half years selected

' ~

ohonas acpropviale for building the Company’s surpluc 1s

by e, D

teo shorvh,  Dro Zuorow also poainted out that technological innovations
must, be recogizod as an lopoertent faotor of dscrewsing costs, of -
getting, at le=., un part, the tendency towvarc incrcawing costs under
presant in..s tioﬁary concitions,

The determination of whet shoula be a fualr rate ol retuin 18
often the nost cemplex and difiicuil problem in proceedings of this
kind., There i3 no ono forsuis or set of formulae thot tone Commission
cony rely on to arvive at tnab rate of returm, nov can i rute of re
tum be fixed by any mathevatical calculation. In Luis proceedinz, thds
Commission hes had the bzuofit of some of the most conpetent and respon--
sible witnesses ever to appear before this Commission, both on behalf
of the applicant and on behalf of the Colorado Mumicipal League, and
the cities in Colorado. In toe opinion of the witnesses testifying for
the Telephona Company, vbe fair rate of retum for applicent should be

in the neighhorhood of 8%, Whercas the witnesses testilving for the

Golorado Municipal Leapgue and the cities believe thet tihe fair rate of

, iu no cage lower than $. 65%.

bs’J”

return should be in the neighhorheod of &
Mr. Merrilli®'s judgment was predicaten largely on the supposit on <nal
the Americws Gonpany coes uol Loday Lave sulfilelers eardin e bo noemiey
protect vne 8¢ 00 dividend. Trose earnings £or the twelve wmbhs svoars
December i, 1950, vere $1o.46, and o the twelve montns anaing with

the first quarter of the tear 1991 were $12.89. fu Mro deerdil) o oviruon
the eamings of the Ameidcan Uocupany should te at lesur 115 00 por onsrs.
The recond discloses that the present eemings of tne fupericon Company

are higher thao ey nave been in any time in toe lasth twenty yesars,

Moreover, A4r. Mer:ill hizself has recogniied that, during the five aond

one-half yooars fron Jagusry 1, 1946 to March 31, 1951, the Mmerican ilom
<25,
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pany rTaised .00 40 A0 0 ol canddional wew it Teen e R
and t is difficdt for ¢.0u Guneisslon o ree the oo srs Lo tee fineociel
position of the American Company exprevcsc in bhe Lostzreny of Mr. Merrdll
Moreover, Mr, Mesrili zrrived ef nic estimatea cost of egnity cajnital by
relating the $15.00 per share caruings to the book equity value of the
common stock of the Americsn Company, $138.09. In other words, he arrived
at his 11% cost of equity caepital using vhat is known as the eamings
equity retio. Mr. ¥napp's approach to the problem was in the use of what
is &nown as the carnings poice ratio, that is, the ratio of eemings to
marset price. If we relate the wctnual eamings of the American Company
for the Year 1950 to the market price of its common stock during that
period, ,we arrive et a retum on equity capital of approximately £%.
While this Commission deoes not intend to adopt any of these particuler
approaches in arriving at what should be tne proper rate of returu on
equity capital, the Commissicu is ol the opinion that Mr. Merrill's
judgment of what should bLe the over-all rate of retum for sprlicant in
this proceeding is besed almost entirely on a consiceratlion of the inter-
est of the invewtors, and he coes not balance that interest ol the inp-
vestors with the interest of the consumers.

Mr. Femdington®s testimony to the effect that the company should
have a rate of return of 8.2% was based largely op his opinion that the
company should restore ite .00 dividend on the $160300 par value comnon
stock of the applicont, and that the ccupeny should nave eainings suffi
cient to huild the surplus to 125% of plant over o period of five ang
one-halt years. Mr. Knapp, on the ciher band, did not agree that the con-
pany hud to restors its $8.00 dividend %o maintain its oredit and io
attract nev capital. He was of the opinion that a 37.00 divicend, or
even a $6.00 dividend, approved by tuis Oamm;ssion, would be sufiilclent
to restore the confidence of the iavesting public in the common atack of
the company.

Exhibit No. 46, introduced by Mr. Remington, shows that, in
the period 1920 to 1950, the surplus expressed as a percent of the totsd
telephone plant of the ccmpany never exceeded 9.50%, and that the suxm;wﬁ

of whe company for the last fifteen years has not exceeded 2.30% of the

26,
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divoider ) durt e waores of the greut depression du TG3L theough 1937,

Rl R

WhLe s fe Coopassion renognivwes that the ecaning s of tae ap-
plices oo:ou e fooficient o pay a recsonasble dividwd end o sel cuslde
£ vee s alil. eact b oauplus each yeur, the Comuissice dues now tgree
with M. Renincton thot, 1f the cuspuny is nob able wo Talld oap oosurplas
of 12.% of its pluat witnin tho pext five and one-hull oo, tie chanany
will rot oe eule to maintein its credlt and attract cupival.

The Testimeony of both Mr, Maapp end Dre. Zvbrow cuvicolioog a

rate of robrew of not lecs tun 5.68% and not wore “lun. 8.0 55 was hased
or. an assumel debt ratic of Lo Telerhone Company of 45% Jebt and 55%
equity. Tads is appiowiievely the preaent capital stoal oo 70 tae Ball
Systenm  hrv. Boadngton contended, as did My, Merrii L. thel the debt ratio
of the Bell Systen ls now unusually high because of the necessity of deht
ringacing during the pagst few yemsrs., They felit that the cepital gtructure
8 the Bell Syrston ovelr the lomg run ahould average aboul one-third debt
and twe-thimde eqiily, and that epplicant as a Bell System subsidiary
company. subject L. the over-riding debt of the American Company, should
heve a deby reiio of ope«fourth or leas., At June 30, 1955, aprlicant's
actual debt retio was about 33%, and as of January 31; 1952, sapplicent’s
actuel debi ratio was about 3063,

This Camirssion, while it recognizes thet it nas no Jurisdic
tion over fue socurilty issues of toe applicant company under oo Statutes
in Colorudo, from which it obtalas ios povwers, believes thut 1 is rove
realistic to base the re wired rate of returp upon the axisting capical
atructure, rather vbon wpon a hypothettcar one, ag assuwise oy Mo Knapp
and Dr. Zubrov.

As wr have junt slhated above. the proper race of roaturn of »

public utility cemot oo calculated by any fixed mathematical formula,

end this is a cuastion whlou demands tlhe highest discretion and thoughtful

27,
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© thia Commission were to wuiicy the ap-

b,

Jutgmernt i S e deny
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 = refum 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 AS 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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preseut CivoLomori, - Lo U0 cam g, & Lecsmber Sn, 1950, T Lonris
investment per ftelepboun wug $108; whereas, during the woo. wnolng

December 3., 1551, the intrastate investment per telaphone ndded wis
$384. Aocopair iy. the amoant required for devreciation, taxes, a0a
rate of returs w.th respect to the new customer is more than is reguiled
for the old cushomer, end since the sane rates‘for gervice apply to
both, the n.v busivess is not as profitable as the old. Rates are made
for the fuiure, aad all parties were in agreement that the Commicsion
should make sone provision for this atiriticn by allowing & greater
amount, of revenues than would be necessary upon strict consideration

of the past {est period; that

re

; the year snding May 21, 1951. The
Compeny introduced a compubsticn indicating that the attrition Jron ino
creasing invectaent wrounts to $365,000 per year, based on the average
nunber of telephones in the test period. The City witneoss {unap stated
that an allowance for ~ttritica for two vears beyond tue test perlod would
be appropriste, bub toslt 1% saould be based upon estiaates of oncrating
results for such perios, rather than on s lady of cnarocs luvelving only
one factor of increaging lovegtument. Thereuwpon, the Compury submitted

its estimate of cneraling results for ithe {ear 195z, whicu is seventeen
months beyond (he test period. Adjvsting Lhe cheange in operations shown
by tnis estimate to veflsct twr full years beyond the iest period snows
A ettrition of enmiings of $748,000 for the two years, which ie $374,000
per year.

In congicering this attrition factor, the Commission, before
coming to = dscision, wished ‘atormation ag to the most vecent operab.
ing results of the Company, ana at the furtler hearing on Aprii 27, 14852,
the showiugs of the value of the plaperty were hrought up to Datember 31,
1951, and Jeanuary 3%, 1952, with showings of the sdjusted net saminge
for the twelve montns ending witn ecch of these dates. The nrogressaive
effect of wtiriticn is showe in the foliowing table of ocversting recults

sdoar By

for che various periods now in evidemce - that ig, «il Deiong cainsted to

.
9.
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the present godng level of vaes, taxes, separetions {vuder the Charles-
ton Plan), pension accrucis, and pelng consistent 1o thelr rroatnent of
RON-recurring expenses,

Per Cent Net
Net Invest- Eeinings vu Het

12 Months Net ment End Investment Fnd
Ended Reverues Eamnings of Period of Period

May 31, 1951 $26,641,155 $1,377,006 $52,604,820 2.6

Sep. 30, 1951 27,274,214 1,319,789 55,369,397 218

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

Jan. 31, 1952 27,972,271 1,164,287 58,571,638 1.99

This table shows that there has been a substentisl growth in the
Compeny's revenues, as more and more telephones were served. It also
shows that there has been a rapid incresase in the Company's net investiment
arising through the plant expsasion program necessary to serve these
additional customers. Net earnings have not increased with this larger
volune, but have declined progressively, and thus the per cent of the pet
eamings to the invesitment has substentially declined.

After careful conslidersbion of this problem, having in mind all
of the evidence presented at thls 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 Company * 8
Colorado intrastate property should be based on the actual net investment

as of the most recent date available to the Commission. The eaversge total

net investment of applicant for the period andiﬁg January 31, 1952, ex~
cluding the plant acquisition adjustment account, amounts to $94,197,378,
wWhereas the actual net investment as of Jamuary 31, 1952, is $58,5068,550.
The Commission believes that py setting the valuation of the Telephone
Company's property at $58,568,550, such a vsluation will provide some
compensation (ov the sttrition 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 Comuission hac had in mind this question of
attrition. In other words, the Commission 1& of the opinjon that a 6.735%
rate of return on a valuation of the Doloredo intrastate property of tie
Telephone Company in the amount of §58,568,550 should yield the Telapuwns
Gompany in the future on the Colorads intrastate portion of its pmperty

3
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adeauats vever o, va et the Colorade intrastate operstion can contribute

ite fair share to the Dinanc o’ sisbillty of the Telephione Company and 1o

o

the broad expansion program contaupleted by the Telephone Company for the
near future in Coloredo.

fevenue Required for Colorado Intrastate Onerations

Applving e rate of retwrn of 6.35% to tha ccotual Lotal net in
vestment as of January 21, 1952, as Lersiinbove dascribed, and deducting
the actual net operating eamings for the twelve montos enning &t that
date, adjusted to reflect for a full twelve-months period changes in
retes for anployess' wages and Federal lncome Taxes, and 2luo adjusted
for non-vecurring expenses and chenge in separation procedures, produces

a net operating eamings deficiency of $2,554,310, 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, tae increcsed
license contoact payments and uncollectible revenues, tne Company will
retain in its net earnings but 45.79¢ out of every dollar of increased
revenue. In other words, tuere must oe a revenue increase of approximately
$2.184 for every dollar of net operating eamings improvenent. Accoraingly,
the gross revenue deficiency is 2.184 times the net operating eamings
deficiency of $<,554,816; or $5,579,412.

Throughout this proceeding, thie Telephone Company has takem the
position that approximately $7,000,00U0 additional gross revenue was vre-

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

of the Telephone 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

31,
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of the property o Whe nounboln Shetes U

and Telegraph Company

devoted to introy

sevvice within the Spate of Colorsdo is $58,%68,550.00,

consicting of the {ollowing:

Telophone Plant m;,deé::c C:’)ax?»ﬁn\:?ti,em P 1 ,60‘ Q"?’}* o0
Materiul wnd Suppliss. ’ Coe e 1255, 546, 00
Cash WOk nl; f"-agj £ . 204, 40900

Totald Iuvestiment o . . . oo . ‘f‘t‘ﬂ 'W},M‘AJCA)V

B looated Depreclation fers
Total Investment less Allica
Depreciation Hescrva. . . -

. . S By ED TR 00

A, That & faly rate of venon on the above-deferminsg falr and
reasonable walue of the property of The Mowmtalin Stafon Telopbore and Tole.
graph Compeany devoted to intrestote service in the Svate »f Uodarodoe, fa &5

Lo That the revenue to wkich seld compwiy 18 enntiled to enablse

it to realize such fuwir rawe of return anounts w0 033,951 ¢372.00, belny av

increase of §5,575,/34 00, or

% over and above the total Colorudo

intrastate opersiing vevenues of gald conpany oy toe

vear ending Jan
uary 31, 1952,
5. Thets tna facts which mey hayve 3 bearing on such fair wins

are get forih io ore wbove snd torvepsing Stoteuent, which by Teferemes o7

made & part of these Fndinzgz and {ecorporsrad berain.

THE COMMYB310N GRDERS:

That the above-gtated Fino npas ool o T, ang nes
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this oth day of May, 1352,
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