IN THE

Supreme Court of Appeals of Virginia
AT RICHMOND

Record No. 4872

VIRGINIA:
In the Clerk's Office of the Supreme Court of Appeals at the
Supreme Court of Appeals Buildiing in the City of Richmond
on Wednesday the 9th day of April, 1958.
CITY OF LYNCHBURG, ET AL.,

Appellants,

against

CHESAPEAKE AND POTOMAC TELEPHONE
COMPANY OF VIRGINIA,
Appellee.

From the. State Corporation Commission

Upon the petition of the City of Lynchburg, City of Hopewell; City of Hampton, City of Norfolk, City of South Norfolk, County of Arlington and County of Fairfax an appeal
of right is awarded them by one of the Justices of the Supreme Court of Appeals on April 9, 1958, from an order entered by the State Corporation Commission on the 23rd day
of December, 1957, in a certain pi:oceeding then therein depending styled: Application of Chesapeake and Potomac
Te1ephone Company of Virginia for an increase in rates ; no
bond being required.
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BEFORE THE
STATE CORPORATION COMMISSION
AT RICHMOND
APPLICATION

OF
THE CHESAPEAKE AND POTOMAC TELEPHONE
COMPANY OF VIRGINIA
CASE NO.
APPLICATION.
The Chesapeake and Potomac Telephone Company of Virginia ( the Company) respectfully shows :
1. The Company is a Virginia corporation engaged in furnishing telephone communieation services in the Commonwealth of Virginia. The intrastate service furnished by the
Company is subject to the regulatory authority of this Commission and the Company's schedule of rates and charges, and
regulations, for such service, are set forth in tariffs on file
with this Commission.
2. The Company's last application for rate relief was filed
in April, 1954, and its present schedule of rates and charges
for intrastate telephone service in Virginia were prescribed
by the Commission on June 30, 1954. Those rates were based
on a test period ending· on December 31, 1953. Since that
time, the Company has experienced continuing increases in
the cost of doing business. The Company's present rates are,
therefore, related to a level of costs which is materially lower
than the level presently existing. The result is that
page 2 } the rate of earnings has now declined to the point
where effective remedial action is necessary if im-
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pairment of the Company's ability to provide telephone service to its Virginia customers is to be avoided.
3. The rise in the cost of doing business has not slackened
since the present rates were established. The Company is
required to keep wages on a competitive basis with other industries in the localities in which it operates and wages constitute about 55 % of total operating expenses before taxes.
Since the last rate case, wage incr-eases, as the result of c.ollective bargaining, have amounted to $4.6 million. In addition, many other items of operating expenses have increased.
4. The unprec edented post war construction program has
continued to expand to such an ·extent that plant investment
has increased by 43 % in less than 3% years. During the
past 3% years, the Company has spent for construction purposes an average of over $2,800,000 per month. This amount
is two-thirds more than the average expended during the prQceding eight years. For the year 1957, construction expenditures will be 50% higher than the average for the past four
years. The 1958 construction program is expected to be of
of the same order of magnitude. As a result, the average investment per telephone has continued the sharp rise which has
been experienced in every year for the past decade. Furthermore, although demands for the construction of plant to serve
new customers remain high, the principal factor in
page 3 ~ determining the size of the construction program is
now the increased cost of replacement of units of
plant as they become obsolete or deteriorate. This contributes
greatly to the continuing attrition in the Company's rate of
earnings.
·
5. The Company and this Commission have both received
many requests from customers for a wider range of local calling without a toll charge. Customers r,esiding in communities
located in adjacent exchange areas have expressed a strong
demand for the elimination of the toll charge on calls between
such exchanges and the substitution of flat monthly charge
with unlimited calling. The Company proposes to expand the
area of flat rate calling in many localities. This expansion
will involve immediate construction expenditures of approximately $6 million.
6. The Company is in competition with many other enterprises for the dollars that must be invested in its plant to provide adequately for the requirements of its customers in .Virginia. Since the present rates for telephone service were
established, interest rates and other money costs have increased sharply. Th~. tight money market means that the
1
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rate of earnings allowed must be increased if the Company's
capital investment program is to continue.
7. The Company has sought by every means consistent with
sound management to maintain its rate of earnings at an
adequate level despite the adverse factor of inpage 4 ~ creased expenses and attrition. The quality of .service has improved and will, the Company believes,
continue to improve in the future. The number of employees
in relationship to the number of telephones in service has
continued to decline. But even this improved efficiency has
not maintained a satisfactory level of earnings. That can be
accomplished only by rate levels giving effect to existing economic conditions.
8. In summary, the Company's rates presently in effect do
not reflect today's economic conditions. As a result of increased operating expenses, the continuing high level of new
construction, and the attritional effect on the rate of earnings as a result of adding higher cost plant to the existing
rate base, the Company submits that its present rates are no
longer reasonable and just. Additional revenues ave re ..
quired to enable the Company to continue to furnish adequate
service to- the people of Virginia.
9. The Company proposes, in order to give the most complete information of its application to the Commission and to
the public, to follow the practice established in 1954 and files
herewith the complete testimony of all witnesses that it proposes to present in support of its application. Copies will be
furnished to any interested person upon request at any of the
Company's business offices throughout the State. The Company, therefore, requests that the testimony and expage 5 ~ hibits accompanying this application be received and
filed and that at the first hearing the witnesses be
considered availab1ei for cross examination bv the Commission
or any other person in interest.
··
10. The rates and charges for telephone service now proposed by the Company are set forth in Exhibit A• attached
hereto. They are designed to produce annual adidtional net
earnings after taxes of 2,979,000. These additional earnings
are the minimum necessary to permit the Company to operate
on a sound financial basis, to maintain its credit and to attract
the capital required to continue to furnish adequate and
efficient telephone service to the public in Virginia.
THE COMPANY, THERE1FORE, asks that the Commis•Note: Exhibit A is with the exhibits received with evidence.
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sion, after hearing, allow the schedules of rates and charges
filed herewith (and also filed with the Commission pursuant
to Sections 56-237 and 56-238 of the Code of Virginia of 1950)
to become effective in accordance with the terms thereof.

THE CHESAPEAKE AND POTOMAC
TELEPHONE COMPANY OF VIRGINIA
By S. J. RHODES MITCHELL
Vice President.

s/ JOSEPH E.. BLACKBURN
s/ T. JUSTIN MOORE
s/ JOHN W. RIELY
Counsel for Applicant.
page 6

~

State of Virginia,
City of Richmond, to-wit:

I NAOMI T. PAH,KS, a Notary Public in and for the State
of Virginia at large, do certify that this day personally appeared before me, J. Rhodes Mitchell, who signed the foregoing application on behal~ of The Chesapeake and Potomac
Telephone Company of Virginia in his capacity as its Vice
President, and who made oath that, to the best of his knowledge, information and belief, all statements contained in the
application are true.
My commission expires : August 8, 1959.
Witness my hand this.16th day of July, 1957.

s/ NAOMIT.PARKS
Notary Public.

page 7 ~

COMMONWEALTH OF VIRGINIA
State Corporation Commission
Richmond
AT RICHMOND, JULY 17, 1957.

APPLICATION OF .
CHESAPEAKE AND POTOMAC TELEPHONE COM-

P ANY OF VIRGINIA

CASE NO. 13591.
For an increase in rates.
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THIS DAY came Chesapeake and Potomac Telephone Company of Virginia, by counsel, and presented its application for
approval of certain schedules of rates, charges, rules and
regulations, duly executed and verified, and there were presented therewith new schedules of rates, charges, rules and
regulations; and it appearing that the new schedules provide
for certain increases and cl1anges in the rates, charges, rules
and regulations presently filed and currently effective for
us e by the applicant in this State; that the interest of the
public will be affected thereby; that it is proposed that the
said new schedules become effective initially for use in this
State for toll and for new services on August 17, 1957 and for
other services on the respective succes·sive billing dates therefor commencing with that of August 17, 1957 except as otherwise stated in the new schedules.
1

AND IT FURTHER APPEARING that the applicant has
presented and offered in affidavit form duly sworn testimony
and exhibits in ·support of its application;
UPON CONSIDERATION WHEREOF, the Commission is
of the opinion that the proposed effective date of the new
schedul es filed by the applicant should be postponed pending
investigation and hearing upon the application,
1

IT IS ORDERED:
(1) That the application and the new schedules of rates,
charges, rules and regulations be filed, but that the operation
of ·such new schedules be suspended, and the effective date
thereof postponed for the period of 60 days from August 17,
1957, unless otherwise in the meantime ordered by the Commission;
(2) That a proceeding be instituted, assigned Case No.
13591, docketed and set for hearing at 10 :00 A. M. on
page 8 ~ October 15, 16 and 17, 1957 in the Courtroom of the
State Corporation Commission, Blanton Building,
Richmond, Virginia, at which time and place the applicant
will present the witnesses whose testimony is filed with the
application herein and any party in interest may cross
examine such witnesses, and that an investigation concerning
the reasonableness and justness of the proposed rates,
charges, rules and regulations as set forth in said new schedules be entered upon;
(3) That the proposed testimony and •exhibits of J. Rhodes
Mitchell, William F. Johnson, W. Bernard Thulin and Wil-
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liam C. Bowles, as tendered ·by the applicant, be filed and
made a part of the record in this case subject to verification
the~eof at the time of hearing, and provided said witnesses
shall be made available for cross examination at the time
of hearing, and subject further to such proper objections as
may be made by any party in interest;
(4) That the proposed testimony and exhibits offered by
the witness, W. E. Vellines, Jr., and filed with the application
relating to the reproduction cost new less depreciation of the
applicant's property and equipment, be accepted as an offer
of proof by the applicant, but rejected for consideration by
the Commission in this proceeding;
(5) That notice of the time, place and general object of
such hearing and investigation bei published by the applicant
at least once a week for four successive weeks, each publication to be at least one week apart, in a newspaper or newspapers of general circulation published in each of the cities
of Richmond, Norfolk, Newport News, Roanoke, Lynchburg,
Petersburg, Alexandria, Danville, Staunton, Winchester and
Fredericksburg, respectively, and to be substantially in the
following words and figures, to-wit:
page 9~

"NOTICE TO THE PUBLIC.

''Notice is hereby given to the public that Chesapeake and
Potomac Telephone Company of Virginia, on July 17, 1957;
filed with the State Corporation Commission new schedules,
making changes in its existing rates, charges, rules and
regulations. The proposed changes arie estimated by the Company to result in an increase in intrastate gross revenues
of approximately 6,541,000 a year and in annual net earnings
after taxes of approximately $2,979,000. The Stater Corporation Commission has suspended the proposed effective date
for the period of 60 days from August 17, 1957, unless otherwise in the meantime ordered by the Commission. An investigation of the proposed changes has been entered upon
by the Commission and a hearing on such new schedules has
been s,et for 10 :00 A. l\f. on October 15, 16 and 17, 1957 in the
Courtroom of tl1e Commission, Blanton Building, Richmond,
'Virginia, at which time and place memhers of the public
generally may appear and present such relevant data as may
be desired and be heard, and shall be prepared to cross
examine witnesses for the Company. The new schedules showing the proposed changes in existing rates, charges, rules and
regulations are on file with and may be seen at the office of
the State Corporation Commission, and information as to such
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chamges may also be obtained from any busin,ess office of the
Company. The testimony and exhibits of Company witnesses
offered in support of the proposed changes, which were
filed with the Commission and made a part of the record in
this case, may be seen at the office of the State Corporation
Commission, and copies may be obtained from any business
office of the Company.
STATE CORPORATION COMMISSION.''
and that due proof of such publication be furnished at the
time of hearing;
(6) That the applicant serve by certified mail with return
receipt a copy of this order on the Commonwealth's Attorney
and Chairman of the Board of Supervisors of each county
in this State in which it provides local exchange service and
the Mayor or other chief officer and City Attorney of every
city in this State in which it provides local exchange service
and file evidence of such service at the hearing; and
(7) That an attested copy hereof be sent to the applicant
and to its counsel and to the Chief Accountant and Chief
Engineer of the Commission.
A True Copy.
Teste:
N. W. ATKINSON
Clerk of the State Corporation
Commission.
page 10
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APPLICATION OF
THE CHESAPEAKE AND POTOMAC TELEPHONE
COMPANY OF VIRGINIA
CASE 13591.
For an increase in rates.
Present:
Commissioners Ralph T. Catterall (Chairman), H. Lester

City of Lynchburg v. C. & P. Telephone Company

9

Hooker, Jesse W. Dillon, ( Commissioner Hooker presiding).
Appearances: T. Justin Moore, Joseph E. Blackburn, John
W. Riely, Counsel for Applicant.
.·
Henry E. Ketner, F. Byron Parker, Counsel for the Cities of
Staunton, Lynchburg, Hopewell, Hampton, Norfolk and South
Norfolk, Virginia and the Counties of Arlington and Fairfax,
intervenors in opposition.
·
page 11 ~ Charles E. Hammond, Counsel for Arlington
County Board.
E. A. Beek and H. Ratcliff·e Turner, County Manager and
Assistant Commonwealth Attorney for Henrico County. Token
appearance in opposition.
Leonard H. Davis, City Attorney for the City of Norfolk
Ennion S. Williams, For Listed subscribers of Manakin
Exchange.
Sidney Ironmonger, For James River Estates, Manakin
Farm, Hougonot Hills, etc.
. Harris Mitchell, Virginia Building Material Association.
,John A. Shires, For Virginia Hotels Association.
Richard G. McComb, For Warwick Ruritan Club and Denbigh-Stanley Civic League.
Dan J. Friedman, Representing himself.
Richard B. Kellam, Counsel Princess Anne County and
Virginia Beach, Va.
John G. S'owder, For New Kent County Board of Supervisors In opposition.
tT. S. Gunn, State Representative Brotherhood Locomotive
Firemen & Enginemen.
page 12 ~ J. S. Brittingham, State Representative Brotherhood Railroad Trainmen, in opposition.
Norman S. Elliott, Counsel for the Commission.
Date Heard
October 15, 1957.
page 13 ~

Commissioner Hooker: Before we start on the
main application here, I assume that there are
9.uite a number of people here who probably want to file petitions, letters, or statements and not remain during the hearinc;, so at this time we will give an opportunity to anyone
who desires, ·not to be a witness but to file a letter or a petition
or a statement, so you will not have to remain during the
hearing, unless you desire to do so.
First, we wi~l giye those who su~port the application, who
favor the application, an opportunity to be heard. If there
are any here who would lime to be heard in favor of the
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application, if you will, stand up and give your name to the
Reporter. Just one at a time.
Mr. Ironmonger: We all represent the same area.
Chairman Hooker: Are you going to be the spokesman T
Mr. Ironmonger: One of them, yes, sir.
Commissioner Hooker: What is your name?
Mr. Ironmonger: My name is Sidney Ironmonger.
I live in the James River Estates. I speak for
page 14 ~ the residents of Manakin Farms, Hugenot Hills,
James River Estates and other areas in the fast developing section of Goochland County. This area is served
by the C. & P. Telephone Company, Exchange Garden 3. In
some respects we occupy a unique position in that we are not
opposing the increased rates and we ask Richmond telephone
service at the Richmond rates, whatever that rate might be.
Commissioner Hooker: As you gentlemen stand up, if you
want to have anything to say, do so, or just give your names
to the Reporter as corroborating tl1e statement made by Mr.
Ironmonger.
Mr. Ironmonger: We have petitions filed also, Your
Honor.
Commissioner Hooker : All right.
Mr. Friedman: I am Dan B. Friedman. I would like to
add a word, if I may.
I represent a group who, in addition to my own personal
property, own approximately 450 acres in Manakin just east
of the Township of Manakin. We are desirous of developing
that into a residential area.. We believe that one of the key
things that will enable us to go ahead with tl1e plan would be
to have extended area telephone service available
page 15 ~ to the residents of that area. Thank you.
. Commissioner Hooker: Thank you, sir.
Dr. Ennion S. Williams: I live in Goochland County. I
would like to present a petition signed by 129 subscribers of
the Manakin Exchange that reads as ·follows:
''The undersigned subscribers of the Manakin Garden 3 Exchange area are in favor of the Chesapeake & Potomac Telephone Company providing this area with toll free service to
and from Richmond at Richmond rates."
There are 129 signatures and I count a man and wife as one
signature.
I have two short letters that I would like to read, if I may,
one signed by Mr. Matt Anderson of Oilville :
"I am in favor of the wider range calling plan proposed
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by the Telephone Company which will eliminate the toll charge
for calls between Manakin and Richmond.''
I have several other letters that I would like to file and
will read one I wrote, if I may:
page 16 } '' This letter is written in support of the Telephone Company's proposal to provide toll free
service between Richmond and Manakin Exchange area in
Goochland County.
'' Because of the growth of the Richmond area and improved transportation, the eastern end of Goochland County
has been developing into a residential area suburban to the
City of Richmond. Family t~e'S, church affiliations, business
activities and, in some cases, school patronage, cross the
political boundary between Henrico and Goochland Counties.
The toll charge now existing presents an artificial barrier in
communication.
''I sincerely beHeve that removal .of this barrier will be of
convenience to the citizens in both the city and in Goochland
County and will facilitate future development in both areas."
We would like to file thes·e petitions.
(The ·petitions referred to were received and filed.)
page 17 }

Mr. Moore : You are Dr. Williams T
Dr. Williams: That is right.
Mr. McCullom: My name is Richard George McCullom,
from Warwick, Virginia. I represent the Warwick Club
and the Denbigh Civic League. We highly endorse the program the Telephone Company proposes and we hope the
telephone service will be extended as planned.
Reverend John R. Batkins: My name is Reverend John R.
Batkins, of the Clover Hill District of Chesterfield County.
We are in support of the increased rates "With the proviso
that our district would like to have Richmond service. Wee are
willing to accept a compatible increase with the Richmond
service. We shop in Richmond and have a business there and
would like very much to have an ~xtension of the Richmond
service to our area.
Commissioner Hooker: Is there anyone else that wants to
speak?
Mr. Richard B. Kellam: Mr. Chairman, I represent the
Chairman of the Chamber of Commerce of Virginia Beach,
and Princess Anne County Ruritan Club.
We have a number of exhibits which we wish to file with
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the Commission. One of them is a petition which
page 18 ~ requests that the rate applied for be granted on
condition that the Norfolk and Virginia Beach Exchanges be merged into one rate. This petition has been
signed by 3,100 customers of the Telephone Company at
Virginia Beach Exchange out of a total of 5,800 users.
In addition to that, we have 1,031 requests signed by users
of the Norfolk-Portsmouth Exchange, saying that they are
agreeable to the increase in rate of the Norfolk phones provided it is consolidated with the Virginia Beach Exchange.
In addition to that, we have a resolution of the Chamber
of Commerce of Virginia Beach which I would like to read:
"WHE,REAS, the Chamber of Commerce of the City of
Virginia Beach, in cooperation with the Princess Anne
Ruritan Club, is interested in a consolidation of the Virginia
Beach Telephone Exchange serving the C1ty of Virginia Beach
and· surrounding areas in Princess Anne County with the
No:rfolk Telephone Exchange, which serves the City of Norfolk and surroundi•ng areas, a part of which is in Princess
Anne County, believing such consolidation to be for the best
interest of all persons concerned.
page 19 ~ '' Such project was not undertaken by those organizations without mature consideration of the
facts and circumstances. It has long been apparent that the
calling requirements of the Virginia Beach subscribers were
not being met with the toll charge on calls to Norfolk. The
Princess Anne County-Virginia Beach area is growing at the
rate of ten thousand new families per year. The buying
habits of these people must be directed to this area. Economists say that the two most .important factors which control
the buying habits of the public are transportation and communication. The phones in the County area are inadequate,
some having as many as eight parties on a line. In many
instances, persons living near Virginia Beach cannot call
to Virginia Beach without ·going through the Norfolk Exchange and entailing a toll charge. There are approximately
forty thousand customers that live· closer to Virginia Beach
than Norfolk. Many of the business firms in the Virginia
Beach-Princess Anne County area are doing business with
Norfolk firms daily and are unable to communicate
page 20 ~ with the Norfolk firms without entailing a toll
·
charge.
"Virginia Beach and Princess Anne County are in an area
that is· extremely important militarily to the economy of all
of Tidewater, and effective communication would better serve
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military expediency and enhance the economy of Tidewater;
and
· ·
'' WHEREAS, the Chamber of Commerce of the City of Virginia Beach and other community-wide civic and public organizations strongly advocate the elimination of toll charges
between the Virginia Beach and Norfolk Exchanges. Individual citizens have contributed to a campaign fund to fight
for the elimination of the toll. A vast majority of subscribers
of the Virginia Beach Exchange.have indicated a willingness
to pay the Norfolk rate level, if 'Virginia Beach were consolidated with the Norfolk Exchange. The almost continuous development of the area between the two communities requires
the cosolidation. A large number of the residents in the
Virginia Beach-Princess Anne County area have
page 21 ~ their businesses in the City of Norfolk and numerous persons in the City of Norfolk have businesses
at Virginia Beach. The social life of the two areas has much
in common. The toll is, therefore, an increasing barrier
to normal social and business activities and tend to impede
natural progress. Virginia Beach is often referred to as
a part of the Metropolitan Norfolk area; and
'' WHEREAS, a survey has been made by the Chesapeake
& Potomac Telephone Company of the feasibility of conso-

lidating said exchanges and the costs of rendering the services
desired ; now the refore,
''BE IT RESOLVED by the Board of Directors of the
Chamber of Commerce of the City of Virginia Beach, the
governing body of said Chamber:
"(1) That the Chamber of Commerce of the City of Virginia Beach strongly endorses the wide range calling plan
proposed by the Telephone Company as being in line- with
the healthy growth of the area and to the mutual
page 22 ~ benefit of all of Tidewater, and that the proposed
consolidation of the Telephone Exchange of the
City of Norfolk and adjacent areas be approved.
(2) That a rate increase be granted, conditioned upon such
consolidation and elimination of toll charges betw,e,en the
Virginia Beach E,xchange and Norfolk· Exchange, so long as
the rate for the City of Virginia Beach and the area now
served by the Vir~inia Beach Exchange is not higher than
the new rate for the Norfolk area.
(3) That a copy of these Resolutions be delivered to the
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State Corporation Commission of Virginia, at Richmond, Virginia, and a copy spread upon the minutes of this meeting.''
'' I,
, Secretary of the Virginia Beach
Chamber of Commerce, do certify that the above is an exact
copy of the Resolutions passed by unanimous vote of the
Board of Directors of said organization, at a meeting held
, 1957.
on the
day of
''Secretary, Virginia Beach Chamber
of Commerce.''
page 23 }

We would like to fil.e that, sir.

(The resolution above was received and filed.)
page 24 }

We would like to file a similar resolution from
the Ruritan Club of Princess Anne County. We
would like to file a similar resolution signed by 101 residents
of the Lynn Haven Colony of the Lynn Haven Inlet area; a
resolution of the Lions Club of the City of Virginia Beach,
of the Broad Bay Civic League, London Bridge; of the Newcomers Club of Virginia Beach; Junior Women's Club of
Princess Anne County; Lions Club of Oceana and Princess
Anne County; Kiwanis Club at Virginia Beach; Virginia
Beach Rotary Club ; the Virginia Beach Junior Chamber of
Commerce; the American Legion; the Princess Anne County
Farm Bureau; the Builders and Contractors Exchange of
North Virginia; and the London Bridge Baptist Church.
We will also offer as exhibits the petitions or memorandum
signed by 1, 061 residents or users of the Norfolk Exchange
and the 3100 users of the exchange at Virginia Beach.
I would like to file also the report of the Survey and Research Bureau of the City of Norfolk which conducted a
portion of the survey for the Chamber of Commerce and
which relates that they contacted 1621 users of the telephone
at the, Virginia Beach Exchange. That was taking
page 25 } 10 per cent of the high-income group, 20 per cent of
the upper-middle i'llcome group, 50 per cent of the
middle-income group, 20 per cent of the low-income group.
Out of the 1630 persons personally interviewed, 1473 elected
to sign the petition asking for the consolidation and saying
they wer.e agreeable to the increase in rate so long as it was
i'll accordance with the new rate which might be fixed for the
Norfolk Exchange.
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151 out of the 1630 elected not to sign the petition, of which
22 were employ;ees of the Telephone Company and of the
City itself. 135 refused to sign the petition and gave as
their reason that they were only temporary residents in the
area or that they objected to signing petitions as a matter
of policy.
That is certified by the Research Bureau itself which conducted the petition.
Now, sir, we feel that the response from the people on the
Norfolk Exchange will be a more representative group than
the City itself could present in opposition to it.
Mr. Ketner : If the Commission please, I do not like to
interrupt but as I understood Judge Hooker's request at the
beginning of the hearing, he is asking for statepage 26 ~ ments to be made and I assume that all of this information being given here so far and particularly
this gentleman here is not to be considered evidence in this
case.
Commissioner Hooker It is not evidence, but this is a rate
case, as you know.
Mr. Ketner: But it is not evidence.
Chairman Catterall: It is evidence that they want what
they ask for.
Mr. Ketner: If it is going to be considered probative
evidence in the case, we will have to ask these people who
made all of these statements to appear here for cross examination.
Commissioner Hooker: It is not considered from that
standpoint, but it shows the sentiment of these people just
like the petitions on the other side and the letters of which
we have quite a number. Proceed.
Mr. Kellam : We hav:e in addition to that some additional
letters, two of which are Representatives in the Legislature
from the City of Norfolk, endorsing the plan for the consolidation of the two telephone exchanges. We would like to
file these with the Commission's exhibits.
Mr. Ketner: As I understand it, these statepage 27 ~ ments are being made but are not legal evidence
in this case. I have no objection otherwise.
Commissioner Hooker: It is not evidence to that extent,
but it shows whether they are for or against it.
Mr. Ketner: That is right.
Commissioner Hooker : Of course we are going to give
others the opportunity to give their views.
Mr. Kellam: One other statement. The City Manager
of the City of Virginia Beach is here just to show to the
Commission the fact that the City of Virginia Beach is much
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interested in it and approves the plan. The executive secretary of the Board of Supervisors of Princess Anne County
is also here and the president of the Chamber of Commerce
of Virginia Beach is .al~o here merely for the. purpose ~f
showing to this Comm1ss1on that they are much mterested m
the consolidation of the two and of the granting of the increase in order to obtain consolidation.
( The documents were filed.)
Commissioner Hooker : Thank you, sir.
Does anyone else want to be heard in favor of the plan T
Dr. Edwin M. Crawford: Yes, sir. Your Honor,
page 28 ~ I would like to say that I am very much in favor
of the increase in rates insofar as it will give us
in the Manakin area a wide-area dialing privileges.
Commissioner Hooker: Anyone else who wishes to be
heard before we ask for any opposition?
Mr. Irvin Horn : My name is Irvin Horn and I am a member of the Board of Supervisors of Chesterfield County.
Sir, I think some gentleman spoke briefly in behalf of me
a few minutes ago from Clover Hill District. I represent
Clover Hill District on the Chesterfield County Board of
Supervisors. Clover Hill District has a phone exchange
by the name of Bethia. It has approximately 200 members.
Chesterfield ha.s not registe-red any official objection to the
rate increases, mainly due to the fact tl1at two areas, Chesterfield and Midlothian, are proposed to obtain what is known
as extended-area se-rvice which allows them to use Richmond
facilities to go in and out on. We in the western section of the
county served by the Bethia Exchange would very much like
to be included in this proposed increase of service, the reason
being of course there are many businessmen who have moved
out there, moved out in this area where the closest
page 29 ~ to Richmond is 13 miles and ,extends to approximately 28 miles. Also the realm of the life of those
people are most all commuters; their interest, their activities
their life interest is towards Richmond. They a.re suffering
an inconvenience with the toll charge and they will yield to
the rate. increase if they could obtain the service. I know
that the people of Midlothian and Chesterfield have wanted
this service for many, many years.
We, I believe, would be the only section in Chesterfield not
having the benefit of the extended-area service and we would
like to be considered in this proposed improvement of service
Some phone officials have indicated that they would give it
serious consid:e·ration if you gentlemen thought well of it.
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We would like for you to take it under serious consideration
that it would make Chesterfield as a unit with the privilege
of Richmond service. If you all would see fit to recommend
it to the phone company, we would sincerely appreciate
it.
Commissioner Hooker : Is there anyone else?
Mr. Melvin Wallinger: My name is Melvin Wallinger and
I liv~ in Ashland and have my office in Richmond. I would
personally like to see the Ashland Exchange put
page 30 } on the Richmond Exchange so that calls could
be made freely without the toll charge.
There is some sentiment both ways in the Ashland area
and I speak only for myself in that respect.
There is one thing, however, that I think should be brought
to the Commission's attention. That is, under the proposal
as we understand it, although people in the Ashland area and
Mechanicsville area, the Fairfield area, Varina, and these
other areas all around would be required to pay the same
rates as people now in the Richmond area and would have the
privilege of calling from Ashland to Richmond and the reverse, or from Fairfield to Richmond and reverse, as the case
may be. A toll charge would still obtain if a person from
Ashland wanted to call a person in the MechanicsviHe area or
the Fairfield area or Varina, or Manakin, or any of the other
exchanges that would be taken in. It is our thought that if
we are to pay the same rates that people in Richmond are
paying we ought to have the full freedom to make calls to
anyone in the area. In other words, a person in Ashland
should be permitted to call a person in Meclrnnicsville without
a toll cliarge. Rig-ht now a person living· on the No. 1 Highway just south of tl1e Chickahominy can call a person in
Mechanicsville without a toll charge and can eall a
page 31 } person in Bon ·Air, but under the new setup if a
person just north of the Chickahominy wants to
·call a person at Ellison, which is a few miles clown the road,
there would he a toll charge.
I respectfully suggest to the Commission that you give
careful c>onsideration to that suggestion.
Commis!'ioner Hooker: We appreciate your <>alling it to
our attention.
Anyone else?
Mr. J. B. Nichols: Your Honor, I am J. B. Nichols from
Purcellville. I may not be in order, I don't know. Some
time ago a petition was presented to me for my signature
opposing the increase in rates. At the time I signed it and
I beg your pardon for doing it, I didn tt lmow the toll situ~tion.
But I find out now, and I know that I am com1tantly calling
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Leesburg, that under the new plan I would not have to pay
any extra charge. I believe, though I haven't gone into it
very thoroughly, that I would be benefited by the new arrangement.
Since I signed the petition, I think it is nothing but right
to say that I signed it in ignorance, you might say. I ought
not to have done it, as old as I am.
Commissioner Hooker: Is there anyone else bepage 32 ~ fore we ask for the opposition .to be ·heard Y
Mr. Richard Maxwell: Mr. Chairman, my name
is Richard Maxwell and I represent Richard Reynolds and
the Reynolds Metals Company and I would like to add my endorsement to Dr. Crawford's statement, particularly as it
pertains to the extended-area service in the -Goochland area.
As the Court knows, in this area we expect to bring in a large
number of families in the very near future. We feel tha.t
many of these people will be· affected by these proposed
rates.
Commissioner Hooker: Is there anyone ·else? If not, if
there is anyone in the courtroom who wants to file any letters
or petitions or make any statement in opposition to the application they will now be heard.
Mr. George Maury Hubbard: George Maury Hubbard, Vir·ginia Farm Bureau Federation.
Commissioner Hooker: M. A. Hubbard. All right, sir.
Is that all you want to say, Mr. Hubbard Y
Mr. Hubbard: No, I bad a statement here.
Commissioner Hooker: Is it against the appage 33 ~ plication?
·
Mr. Hubbard: Yes, sir.
Commissioner Hooker: You may go ahead and give your
statement. Yon do not want to testify?
·
Mr. Hubbard: No, I just had a statement.
Commissioner Hooker: That is what I understood. Proceed with it. If you have a copy, file it with the reporter
and you may read it.
Mr. Hubbard: I prefer that it just be filed.
(The document was filed.)
This statement appears at page 332.
Mr. Harris Mitchell: Your Honor, I am Harris Mitchell
of the Vii:ginia Bu~ld!ng Materials .Asso~iation, and if I may
I would hke to submit a letter which will record our views
but I don't have it ready. May I do it later? I believe yo~
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have two days reserved for submitting it. I would have it in
your hands this afternoon.
Commissioner Hooker: That will be all right. We will be
here this afternoon and in the morning, too.
Mr. Mitchell: Let's have it in the morning.
Commissioner Hooker: Ten o'clock tomorrow morning.
Anyone else Y
·
Mr. Norman Elliott: If the Commission please,
page 34 }- since this proceeding was instituted the Commission itself has received many letters, telegrams,
resolutions, and petitions. These numbered, according to the
latest count, 76. I have them here. I have not made any attempt to analyze them as to whether they are for or against
or what they are, but there is a list attached to these letters
and I would like to hav~ their names noted in the record and
the letters passed to the file in the same manner that the
other petitions have been received this morning.
Commissione·r Hooker: All right. Mr. Reporter will you
see that they are recorded in that manner.

Letters and Telegrams on C. & P. Rate .A.pplication.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
page
14.
15.
26.
17.
18.
19.
20.
21.
22.
23.
24.

R. P. David-Penning-ton Gap, Va.
Miss Ellen Ford-Arlington, Va.
J. E. Franklin-Petersburg, Va.
C. ,W. Miller-Hampton, Va.
Otto F. Trout, Jr.-Hampton, Va.
Mrs. Nellie Enerson & Club-Richmond, Va.
Beverly Forest Civic Association-Springfield, Va.
Mrs. Daniel Smith-Roanoke, Va.
Charles H. Little-Bridgetown, Va.
Jack E. Kelly-Roanoke, Va.
11. Archie L. Linkenhoker-Roanoke, Va.
35 ~ 12. E. R. Harris-Pound, Va.
13. Mrs. Cora L. McPherson-Alexandria, Va.
Mrs. Robert W. Johnson-Staunton, Va.
·
Richard R. Whalen-Colonial Heights, Va.
George C. Calder-Clifton, Va.
Albert Gordon-Falls Church, Va.
M. B. Hickson-Lynchburg, Va.
Mrs. Alpha K. Wright-Richmond, ,Va.
City of Falls Church-Falls Church, Va.
Hopewell City School Board-Hopewell, Va.
M. H. Alexander-Roanoke, Va.
Massie 's Mill Ruritan Club-Roseland, Va.
Albert D. Lamont-F.airfax, Va.
1
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' · 25. City of Hopewell-Hopewell, Va.
26.
.
27.
28.
29.
30.

Board of Supervisors of Hanover County-··Hanover,
Va.
Post C. TPA of America-Petersburg, ·Va.
William Horne-Richmond, Va.
Greater Oakton Citizens Association-Oakton, Va.
Board of Supervisors, New Kent County-New Kent
Court House, Va.
31. Board of Supervisors, S.potsylvania County-Spotsylvania, Va.
· 32. R. B. Lancaster-Richmond, Va.
page 36 ~ 33. William Siegrist-Alexandria, Va.
34. Campbell County Board of SupervisorsRustburg, Va.
35. Town of Waverly-Waverly, Va.
·
36. Chamber of Commerce of Virginia Beach-Virginia
Beach, Va.
37. H. Clark Rosen-Middlebrook, Va.
38. Upper Pohick Community League-Springfield, Va.
39. Rockfish Valley Ruritan Club-Roseland, Va.
40. Board of Supervisors of Madison County-Madison,
Va.
41. Midlothian Ruritan Club-Midlothian, Va.
42. W estbriar Hills Civic Association-Vienna, Va.
43. Board of ,Supervisors of Powhatan County, Powhatan,
Va.
44. Cape Charles Chamber of Commerce-Cape Charles,
Va.
45. Board of Supervisors of Nelson County-Lotj.ngston,
Va.
46. Town of Ashland-Ashland, Va.
47. Board of Supervisors of Charlotte County & R. H.
Pjettus-Charlotte Court House, Va.
48. :m. A. Christian_:_Pendleton, Va.
page 37 ~ 49~ J. V. Nichols et al.-Purcellville, Va.
50. Dan J. Friedman-Richmond, Va.
51. William H. Cravens-Round Hill, Va.
52. Orange County Retail Merchants Association-Orange,
Va.
53. Robert S. Preston, J r.-Richmond, Va.
54. Glendale Ruritan Club-Richmond, Va.
55. Marion Bogley West-Alexandria, Va.
56. City of Portsmouth-Portsmouth, Va.
57. Mrs. Helen Hirst March-Purcellville, Va.
58. Board of Supervisors of Wise County-Wise, Va. .
59. Womans Club of Princess Anne County-Princess
Anne, Va.

i
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60.
61.
62.
63.
64.
65.
66.
page

70.
71.
72.
73.
74.
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T. DiServio-Richmond, Va.
i
Dr. Asa Shields-Richmond, Va.
I
Varina Ruritan. Club-Varina, Va.
Town of Wise and. Kiwanis Club of Wise-Wise, Va.
Centreville Citizens Association-Centre"ttlle, Va.
Stewart Bryan-Richmond, Va.
Warwick Ruritan Club-Warwick, Va.
. 67. Ray C. Power-Richmond, V~
38}
68. R. L. Wade--Roanoke, Va.
69. R. S. Reynolds, Jr.-Richmond, Va.
Board of Supervisors of Dinwiddie County-Dinwiddie,
Va.
'
J. C. Paddison-Ashland, Va.
Frances Ligon Gordon-Sabot, Va.
,
Cape Henry Woman's Club-Virginia nJach, Va.
Board of Supervisors, Montgomery County-Christiansburg, Va.
John A. Shires, Chairman, Public Utilities Committee,
Va. Hotel Asso. .
City of Petersburg-Willis W. Bohannan, City Attor·1·

1

:

75.

1

1

76.
ney.

Commissioner Hooker : Mr. Blackburn, we 'fill now hear
from you.
Mr. Blackburn: May it please the Commission, we have
here the evidence of the publication of the notices and the
mailing as required by the Order for Filing.
· Commissioner Hooker : They will be received as Exhibit
A.
f

I

(Exhibit A filed and marked.)
.

Commissioner Hooker: Mr. Moore, you may
proceed.
,
page 39 } Mr. Moore : May it please the qomiission, it
would seem to be helpful for an openi;ng statement
to be made, and I will try to make this as brief, as I can.
On July 17, 1957 (approximately four months ago) The
Cltesapeake and Potomac Telephone Company! of Virginia
filed with the Commission the application in this case to seek
an increase in its rates for intrastate service. The Commission entered an order on that day fixing today a~the date for
the hearing. It may be convenient for the Co mission for
me at this time to summarize the facts stated in the application and to be stated by the witnesses to be presented for the
Company today.
1
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The Company's last application for rate relief was filed
three and one-half years ago. The test period in that case
ended on December 31, 1953. Since that time the cost of
providing telephone service has continued to increase. For
·example, the Company is required to keep its wages on . a
competitive basis with those in other industries located m
Virginia and wages constitute about 55 per cent of the Company's total operating expenses before taxes. Since the last
rate case annual wage increases as a result of
page 40 ~ collective bargaining have aggregated more than
$4,500,000. Many other items of operating expenses have likewise increased.
Furthermore, the construction program of the Company has
accelerated rather than declined. During the past three and
a half years, the Company has spent on the average of $2,800,000 a month for construction purposes and 1957 will find
the construction program 50 per cent larger than the average
for the past four years. The principal factor in the construction program now is not the construction of plant for
n:ew customers but the increased cost of replacing existing
plant as it becomes obsolete or deteriorates and as existing·
customers continue to move and to demand more and better
grades of service. The result is that the Company's rate of
earnings is still subject to a continued attrition.
An additional factor which has not been so markedly felt in
prior cases is the demand of customers for a wider range of
local calling without a toll charge. Later on I shall return
to this matter in greater detail, but I point out now that it
is a factor in this proceeding that is somewhat new but of
great importance. Finally, the securities markets require a
much higher return for dollars invested now than
page 41 ~ at any pr.evious time since World War II. If the
Company· is to continue to meet the construction
demands placed upon it, the rate of earnings must be increased to attract dollars for investment.
These are the principal factors which have resulted in
the decline in the level of earnings to a point where additional
revenues must be sought. Accordingly, the application in this
case proposes new rates designed to produce annual additional net earnings after taxes of $2,979,000. These additional
earnings are necessary to permit the Company to continue its
operations on a sound :financial basis and to attract the capital
re.qu~r~d to provide the service demanded by the people of
V1rgm1a.
.
May it please the Commission, this is a summary of the
facts stated in the application in this case. At the time that
the application was filed, the testimony of the witnesses to

I
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be presented by the Company was filed with t~e Commission.
That testimony has been given wide distribution throughout
Virginia. Many of the people present today hive seen it and
reviewed it. Yet, I think that it would be of advantage to the
Commission if I summarize briefly the scope of this testimony
so that everyone here may know ~vhat the witpage 42 r nesses say even though they do not hear it from
the witnesses themselves.
I
The Company will present five witnesses. The first of
these is Mr. Mitchell, the Vice President of the Company, who
is responsible for all operations in Virginia. Mr. Mitchell
will first discuss the major reasons why rate relief is required.
These are four in number:
The first is the continued upward trend of wages and other
operating costs. Mr. Mitchell will point out tliat the annual
increase in wages required since the last rate case exceeds the
annual rate increase granted in that case.
Second, Mr. Mitchell will turn to the depressing effect of
the construction program on the rate of earnings. He will
point out that construction expenditures during the past
thr:ee and a half years have exceeded any earlier level. He
will detail some of the major construction projects. He will
point out that the Company which provided dial service· to
only 74 per cent of its telephones at the end of 1945 will be
96 per cent dial by the end of this year. The gross construction program for 1957 will approach $50,000 000 as compared to about $15,000,000 in 1950, and the Oom~any believes
that there will he no substantial decline from this
page 43 ~ level in the next few years. As a result, the plant
investment per telephone has increased from the
end of the test period in the last rate case of $283 to $319 at
the present time. The present rates were set, obviously, on the
$283 level and, of course, the rate of return of necessity has
declined sharply when present net income resulting from rates
established on the lower basis is related to the $~19 level.
Mr. Mitchell will point to the third reason as the demand
for wider-range calling. In many localities the Company has
received a demand for the elimination of toll charges on
calls made to adjacent exchanges. For example, lmany people
in Virginia Beach have insisted that they be able to call
people in Norfolk without a toll charge. The s~me situation
exists in many other areas in Virginia. People\ in l\fanakin
want to call Richmond without a toll charge because many
of the people who live in the Manakin area wdrk and have
their business and social relationship with RiJhmond. To
meet this demand the Company proposes to eliminate toll
calls in some of these areas and to increase the areas of
I

I
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local calling in these exchanges. Virginia Beach and Norfolk:
is an example. Manakin and Richmond is another.
page 44} The Peninsula area is a third, and others can be
cited over the State.
To do this is expensive but I should like to point out that
it is by no means the principal basis for the Companys' needs
for additional revenues. Increases in costs, increased construction and the tight money market are the principal bases,
but wider-range calling plays a substantial part. Construction expenditures of $6,000,000 will be immediately required.·
If a Virginia Beach customer is permitted to call any place in
Norfolk without a toll charge, of course he must pay Norfolk
basic rates. We do not propose that he shall be required to
pay those rates until he is able to call any place in Norfolk
without a toll charge. That may take some months to accomplish in some exchange areas although in others it can
be accomplished immediately or in a very short time. Elimination of these toll routes will mean that the Company will
lose the revenues that it has received from 41 per cent of its
intrastate toll calls on which the basic rate is 25 cents or
less. The loss of these revenues will be substantially offset
by the increase in revenues from exchanges where
page 45 } this wider-range service is provided. We believe
that this service is socially and economically desirable and will meet a very substantial demand that has been
presented to the Company, particularly in the last few years.
Mr. Mitchell will testify that the fourth reason why higher
rntP~ 11re rPQuired is the tight money situation existing in the
capital market. This is something of which we are all aware.
Interest rates have risen sharply during the past few years.
A Telephone Company must be operated from a long range
point of view and the Company must receive adeouate earnings in order to attract· capital to finance necessary plant
expansion.
Mr. Mitchell will be followed by Mr. Thulin the Comp-·
troller of the Company. Mr. Thulin will present balance sheets
and profit· and loss statements for the Company. He will
show the annual effect of attrition in earnings resultin·a- from
the construction prog-ram. With the six months ended September 30, 1957, stated on annual basis as an appropriate test
period, he will show that the present going lev:el of earnings
giving effect to this attrition produces a rate of return of only
5.08 per cent. He will further show that the going rate of
earnings under the rates proposed ·by the· Compage 46 } pany in this case on the same basis would be 6.56
per cent.
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The next witness will be Mr. Johnson who has testified
before the Commission on numerous occasions in the past. Mr.
Johnson will testify as to the effect of the recent increase in
the cost of money on the current cost of capital and the
necessity for giving recognition to these conditions in determining an appropriate rate of return for the Company. He
will point out the tremendous demand that the telephone industry is making on the capital markets. Interest rates have
increased sharply over the past several years so that the current cost of debt money is approximately 4.5 per cent. Mr.
Johnson will then discuss the earnings required by the American Company to attract equity capital. He will make several
tests as to the adequacy of system earnings. He will conclude
that an equity rate of return of at least 9 per cent is required.
Combining this not with the current cost of debt money but
with the historical cost of debt money, he will reach the
conclusion that on an appropriate capital ratio an overall rate
of earnings of at least 7 per cent is required under present
conditions.
Mr. Johnson will be followed by Mr. Bowles, the General
Commercial Manager of the Company. Mr. Bowles
page 47 } will discuss the rate changes proposed by the Com-·
pany. Some of his testimony is of a technical
nature and will be of a character familiar to the Commission
in telephone rate proceedings.
The Telephone Company will also offer Mr. Bellines to
testify as to the reproduction cost new less observed depre·
ciation ,of the Company's properties.
These witnesses will give the Commission a comprehensive
view of the Company's operations, we believe. They will
show from almost every standpoint the developments in the
past few years. They will make clear what the Company
proposes in the years to come and its needs to meet the public
demand that is placed upon it.
We now propose to ask the Commission to incorporate
the prepared testimony and exhibits into the transcript and
to present our witnesses this mornin~ for cross examination.
They will, we believ,e, demonstrate that the increase in rates
sought by the Company in this case is necessary if it is to
continue to provide telephone service of the scope and quality
now demanded by the people in Virginia.
Commissioner Hooker: All right, Mr. Ketner.
Mr. Ketner:· If the Commission please, Mr.
page 48 } Moore said this testimony had been distributed
some four months ago and, of course, that was a·
slip of the tongue. It was distributed in July, right in the
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midst of the vacation period, and, insofar as I am concerned,
did not come to my attention as counsel for the Intervenors
until about three weeks ago.
There are a number of things we hope to show in opposition to this increase. One of the important items which I
believe is being considered here, perhaps for the first time,
is the item of attrition. I don't believe that has ever been
reduced to dollars and cents in any previous rate case that
I know of. They here propose to reduce it to dollars and
cents, and that is a very important part of this case.
Another thing, we think that in their presentation they have
used a six-months period ending September 30, 1957, which is
partially estimated, and we think that a better test period
would be a twelve-months period, some recent twelve-months
period that the records will afford up to the latest operating
date.
Of course, we hear a lot about extending these calls out into
the rural areas. That is an important question to be gone
into, as to whether or not the existing subscribers
page 49 ~ should pay for this type of extension of service.
Of course, these people here that you have heard this morning, most of them, are in favor of the application because it
will reduce their rates, but somebody is going to have to pay
for that increase and it will be, I take it, the existing subscribers who may be in the several areas.
Also, it will be our purpose to present testimony to show
that the Company is now earning substantially a fair return
on the money which they have invested in the property and
its earnings as of this time are substantially no lower than
they have been heretofore.
They also speak of ''tight'' money. Of course, in the past
money has been what we know as ''tight'' but we now read in
various periodicals that this period is going to be changed to
easier money. Well, that is a matter also, since this is a legislative proposition, for the future, for the Commission to consider in this proceeding.
I would like also to point out that the reserve per share of
stock of the Company is actually greater now than it was at
the time of the last rate increase.
page 50 ~ I believe that is aII I have to say as an opening
statement. Now, on the question of cross examination, I hav.e a number of questions to ask the various witnesses for clarification. Some of those questions might be
on the borderline of cross examination, but it is not my purpose to get into cross examining witnesses today at this
hearing. We will also ask for certain additional· informa-
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tion and, obviously, on that additional information we could
not cross ·examine at this time.
I think that if the Commission will permit this procedure
in this case, I don't think it will delay the case one day: If
they will permit us to ask the witnesses questions for clarification at this hearing and also request certain information to
be furnis·hed for the record and reserve the right for cross
examination and, of course, the presentation of our case at an
adjourned hearing, it would actually be conducive to making
a better record, a more concise record, and would expedite
the hearing.
Commissioner Hooker: Mr. Hammond, do you have any
statement you want to make at this time?
Mr. Hammond: No, I have not.
Commissioner Hooker: Mr. Turner?
page 51 ~ Mr. Moore: May it please the Commission, if
there are no other statements, I would like to make
a statement in connection with Mr. Ketner's remarks.
Commissioner Hooker: I will call on you.
Mr. Moore: Yes, sir.
Commissioner Hooker: Mr. Davis Y
Mr. Davis: No, sir, I have no statement at this time,
Your Honor.
Commissioner Hooker: Mr. Elliott, do you have any statement at this time?
Mr. Elliott: I have none at this time, if the Commission
please. If we get to the point where the Commission desires
to hear the result of the investigation by the Staff of the Commission, I desire to make a statement and I will put that evidence on.
Commissioner Hooker: Now, Mr. Moore.
Mr. Moore: I have just this to say about Mr. Ketner 's
remarks that I believe should be made clear at the outset. Of
course, it is not our problem that he had this volume of testimony brought to his attention the firi;;t time three weeks
ago. By the way, I ask to correct the record where I represented these gentlemen having had it for four
page 52 ~ months; it is only three; but three is actually a long
time itself.
·
The whole purpose of proceeding the way in which we have
here, it has gotten to be quite the modern way, I believe, in
these larger cases before the Federal Power Commission
the SEC, and most of the bodies in Washington, to prevent
the very kind of thing Mr. Ketner is suggesting should be
followed here. In other words, the applicant's case is prepared in advance. Everybody who is interested is given
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notice; they are given a chance to read it. Thousands of
copies, if need be, would be available, and the whole purpose
is to get ready when the case comes on for hearing and for
cross examination to be carried through in a thorough way.
Now, if our friend on the other side, who represents all of
these important groups, was retained just three weeks ago, it
certainly indicates a not very impressive interest that these
groups were taking in this matter, because it certainly was
widely advertised, notice was given to everybody that might be
interested in it, and we just strenuously object to this sort of
double-barnelled cross examination.
Now, I am afraid I have been guilty myself at times of
wishing to sort of do some clarifying questionpage 53 ~ ing-we all are-but what happens, as Your Honors
know, is that you just have two rounds of cross
examination. Now, we do not think that is appropriate here.
Certainly, his clients have had three months' notice of this
hearing; he has had three weeks. Well, three weeks is a
rather long time, but I think the important time to consider
is the time that the clients have had in this matter and we
think that the Commission should insist that he go forward
with whatever cross examination he wishes to engage in with
our witnesses.
I need hardly remind the Commission of· the way in which
your order read. It specifically provided, in the · order of
July 17, three months ago day after tomorrow, that the matter be set for hearing October 15, 16, :and 17, 1957,: "In. the
courtroom of the State Corporation Commission,· Blanton
Building, Richmond, Virginia, at which time and place the·
applicant will present the witnesses whose testimony is filed
with the application herein and any party in interest may
cross examine such witnesses, and that an investigation concerning the ~easonableness and justness of the proposed rates,
charges rules and regulations as set forth in said new sche.
dules be entered upon."
page 54 } Then the order provided that the testimony of
these witnesses was received and the witnesses
were required to be made available for cross examination at
that time.
Now, I think it is really just asking too much of the Commission and of the parties here in interest just to allow Mr.
Ketner to do what he calls ''clarifying.'' If he wants to
clarify, we are here to help him clarify, but we· want him to
cross examine and have only one round at cross examination.
Chairman Catterall: Are you opposing his putting his
·
evidence on at a later date?
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Mr. Moore: No, sir.
. Chairman Catterall: Are you opposing his suggestion that
if the Commission should order you to produce additional information, he would have to cross examine on thatT
Mr. Moore: That is in a different category, but I think his
main cross examination, that is, his cross examination of our
evidence, Your Honor, as was provided for in this order ought
to be carried out at this session.
Mr. Ketner: Judge Hooker, may I make a
page 55 ~ reply T I must say this type of procedure is rather
new in Virginia. If it were understood that all
parties in interest were suppposed to submit their testimony
here simultaneously and we had been given an ample amount
of time-this applicant filed this voluminous testimony right
on the eve of the hottest season we have ever had, July 17,
and nobody, I daresay, did much work until after Labor
Day this year. Certainly, it did not come to my attention
until some three weeks ago-Commissioner Hooker : That does not. apply to the State
Corporation Commission.
Mr. Ketner : That is quite true. This is the hardest wor~ing tribunal I know of. But if it had been understood by all
of the parties interested and they had been given more
than three months' time, say four or five months' time to
produce the testimony here simultaneously, and they had
-notified each other in advance of the witnesses that were
going to be cross examined, that would be different, but
T think that Mr. Moore is unduly exercised about my request
here. It is not my purpose to delay this hearing in any way at
all. It must be understood that I am representing governmental agencies here and we want to be helpful to
page 56 ~ this Commission in developing the best possible
record in order that the Commission may reach
the best possible conclusion. They are asking for a 6% million dollar increase here and that is not a small thing. The
question of attrition is for the first time most emphasized,
and I think we a.re entitled to ask for the information where
we want to ask for it here, and to ask a few clarification questions, and at the adjourned hearing it will facilitate our
cross examination, I think unquestionably it will shorten it,
and we will present our case at that time.
(Intermission.)
Mr. Ketner: May I interruptT The test period just ended
ten days ago. I think that is a matter of importance and
we think it should be twelve months instead of six m~nths.
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Commissioner Hooker : The Commission realizes, Mr.
Moore, that technically the opposition does not have any
legal reason for not cross examining the witnesses today.
They have had, at least Mr. Ketner's clients have had,
reasonable opportunity to be advised, but they did
page 57 ~ not take advantage of that opportunity and employ counsel, so the Commission feels like, in its
discretion, we should permit Mr. Ketner to ask any clarification questions he may have of these witnesses today, and this
case will be continued until December 5, at which time he
will complete his cross examination and that will be final,
and, at the same time, put on any evidence that the opposition may have ready to put on at that time, ~nd then if the
Telephone Company de sir.es a few days' continuance, if we
can find a place on our docket, we will continue it further
to give the applicant an opportunity to cross examine the
opposition's witnesses.
Mr. Moore: May it please the Commission, in view of that
ruling, it seems to us that at least Mr. Ketner should be
put on terms to this extent: What we are very concerned
about, and we know the Commission is, that this case may be
:finished during the month of December. Now, if this indulgence is to be shown, in the Commission's discretion, certainly we should be given a reasonable opportunity in advance of that D,ecember 5 hearing to have copies of his expert
witnesses' testimony and exhibits made available; I should
say at least two weeks, so that we can move right on into
cross examination without any delay. Otherwise,
page 58 } we would run into another round, with the overcrowded docket you gentlemen will have, and I
think it is perfectly reasonable to require that on December 5
he go forward with his cross examination without any break at
all; that he should then put on his direct evidence; that he furnish us two weeks in advance of that notice of his proposed
witnesses and exhibits so we can go right on into cross
examination. If it is handled in that way, I think nobody,
probably will get hurt here, but if it is not handled that way
we are going to run into a real problem on your docket and w~
will be running beyond January 1st to finish it.
Commissioner Hooker: ]\fr. Ketner, do you agree to that
Mr. Ketner: I agree to that, but I would like to make this
suggestion to .Mr. M?ore. ~ think it is a reasonable request.
The expert witness 1s not m the hearing room today and I
certainly hope to be in a position to distribute those ~xhibits
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to Mr. Moore and to the Commission and others at least ten
·
days prior to the hearing.
Mr. Moore: The exhibits and your canned testipage 59 ~ timony?
Mr. Ketner: Well, any canned testimony we are
going to submit, Mr. Moore, we will do that.
Mr. Moore : Ten days in advance of the hearing f
Mr. Ketner: Yes, sir, and two weeks if we can. So far
as I know, our testimony will not be canned, but if it is,
I will eertainly send copies to Mr. Moore.
Commissioner Hooker: We will say, then, not later than
November 23, which is on a Saturday.
Mr. Ketner: I suppose that will be satisfactory, yes,
sir.
. Mr. Moore : That means all of your proposed direct evidence from your ,experts. I don't want any refined distinction between what is in a can and what is out of a can.
Mr. Ketner: I will do the best I can. That might push
us a little bit, but we will do the best we can.
Mr. Moore: Do we also understand that this special privilege is to be extended only to Mr. Ketner's group?
Commissioner Hooker: Nobody else has asked for it.
Mr. Elliott: I might relieve the Commission's mind by
stating to the Commission that I have .no cross
page 60 ~ examination.
Mr. Moore: Well, that's wonderful.
The first witness is Mr. Rhodes Mitchell.

J. RHODES MITCHELL,
a witness introduced on behalf of the applicant, being first
duly sworn, testified as follows :
DIRECT EXAMINATION.
By Mr. Moore:
Q. Will you please state your name and position with the
Chesapeafoe & Potomac Telephone Company of Virginia?
A. My name is J. Rhodes Mitchell; I am Vice-President of
the Company.
Q. A.re you the same J. Rhodes Mitchell whose testimony
was filed with the Commis~ion under the order of July 17,
19577

A. lam.
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Q. The twenty-five pages of proposed evidence ·with exhibits 1 to 8. Was this testimony and. exhibits prepared by
you or under your direct supervision Y
A.. It was.
· Q. Do you believe the facts therein stated to be correct!
page 61 ~ A. I do.
·
Q. Would you like now to incorporate this proposed testimony and exhibits today as .your direct evidence
in this proceeding Y ·
A.. I would.
Mr. Moore: May we have it understood that the testimony
of Mr. Mitchell will be copied out just as if he had said every
word on the stand today that he has said in his written
testimony?
Commissioner Hooker: In other words, if the same questions were asked, the same answers would be given.
Mr. Moore : Including Exhibits 1 to 8, inclusive.
Commissioner Hooker : That is right. Those exhibih~
· should be marked. ·
(The following is the prepared testimony of Mr. Mitchell:)
Q. Will you please state your name and position with The
Chesapeake and Potomac Telephone Company of
page 62 ~ Virginia?
A.. My name is J. Rhodes Mitchell. I am VicePresident of the Company.
Q. Will you outline briefly your experience in the telephone business Y
A. I entered the telephone business in 1936 as an installer for the Wes tern Electric Company, installing various
types of telephone equipment. In 1941, I entered the Traffic
Department of The Chesapeake and Potomac Telephone Company and have had various assignments in different departments of the business since that time. In June, 1951, I was
elected Vice-President and General Manager of this Company. In October, 1952, my responsibilities w·ere enlarged,
my title changed to Vice-President and I was elected a Director of the Company. ·
Q. What are your present duties?
A. In my capacity as Vice-President, I am r,esponsible
for all operations of the Company in the State of Virginia.

City of Lynchburg v. C. & P. Telephone Company

33

J. Rhodes Mitckell.
Q. What ·is the nature of the testimony you propose to
present in this casef
A. My testimony will outline the reasons which make
necessary increased rates for telephone service. It will describe the scope of the Virginia Company's operapage 63 ~ tions, the quality of service being rendered, and
.
some of the problems associated with meeting the·
service requirements of our customers. It will show what we
have already done and are doing to meet the demand for
telephone service.
An examination of our business will show that the number
of people waiting for new t•elephone service has been reduced
to a level about as low as practicable. Also, the waiting time
has been greatly reduced for· those who cannot be served at
once. It will show that ever increasing amounts of money
have been -and must continue to be invested in the telephone
system in Virginia to provide more and higher grades of
service. Finally, it will show that our service is presently
underpriced because with the current schedule of rates amd
charges, and in spite of all economies which we have been able
to effect, we are unable to realize a rate of earnings sufficient
to insure that we can operate on a sound financial basis.
I shall make a number of references to our performance
since World War II but I shall place particular emphasis
on the period since December 31, 1953 which was
page 64 ~ the end of the test period in our previous rate
. case. This is significant because since 1953 the
number of telephones we serve has increased by 188,000 or
27 per cent, and our investment has increased by more than
$84 million or over 43 per cent as a result of new plant
construction costing nearly $116 million. Relatively few
firms have invested in Virginia a total amount as large as
the increase in our investment during the 3% years just
passed. I shall outline the effect on our operations of a few
of the things which we have been caUed upon to do. The
most important among these result from continuing and increasing demands for (1) upgrading of party line customers
to individual lines and (2) wider range calling privileges so
as to eliminate specific charg:es for messages to nearby exchanges.
Q. Mr. Mitchell, will you explain why it was necessary
for the Company to file an application with the Commission
for higoher rates for its services Y
A. The filing of our application dated July 17, 1957 for increased rates and charges was a matter of necessity due to the
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present low rate of earni~gs on 01:1r inye~tm:ent. and th~ certainty of further substantial deterioration of this rate m the
near future. If we are to continue adequately to
page 65 ~ meet our public obligations, corrective action must·
be taken.
There are four major causes and considerations which have·
brought about the present situation and which impelled us to
request rate relief at this time. They are:
1. The continuing upward trend of wages and other
operating costs.
2. The depressing effect which the construction program
exerts on our rate of return because of the constantly rising
investment per telephone. This huge construction program
is necessary because of the ever increasing demands for more
and higher grades of service throughout our territory, coupled·
,vith the high cost of all construction. work we do.
3. The widespread and insistent demand 'from customers
for more extensive local calling privileges. The meeting
of this demand for elimination of specific charges on calls
to nearby points will produce substantial reductions in revenue and require major capital outlays.
·
4. The tight situation existing in the capital
page 66 ~ markets which requires a higher rate of earnings
in order to attract capital to finance necessary
plant expansion.
·
·
Some of these items will be covered in considera:ble detail
in my testimony while others will be treated more extensively
in the testimony of other witnesses.
Q. Will you outline the present scope of the Company's
operations and briefly explain the part it plays in the economy
of Virginia?
A. Two-thirds of all the people in Virginia live within
the territory in which we operate. At the end of May,
875,000 telephones wer.e served from our 181 central offices.
Our telephone plant investment was almost $279 million,
nearly four times as much as the investment at the end of
1945.
The Company furnishes a comprehensiv-e local and long
distance telephone service to the public. It also furnishes
teletypewriter service, mobile te1ephone service and private
line facilities so essential to business. Long distance telephone service is provided in conjunction with the Lono- Line
Departm~nt of the American Telephone and Telegraph Com-
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pany and with 40 direct connecting and 17 indirect
connecting independent telephone companies which
operate about 220 central offices and serve 190,000
telephones in Virginia.
The Company is one of the largest private employers in
the state providing jobs for over 10,000 employees. Last
year the Company paid wages to these employees which
amounted to over $42 million and purchased from Virginia
suppliers goods and services which cost $15 million. Virginia
owners of more than 770,000 shares of A. T. & T. stock were
paid dividends of about $6 million. Ta:x:es paid to the state
and local governments including excise taxes amounted to
about $7 million. Thus, through its operations, the Company
contributed about $70 million to the economic life of Virginia.
These payments make a large and diversified contribution to
the economic welfare of the localities and the state. In addition to the taxes paid to state and local governments, this
Company paid over $12 million in Federal J.ncome Taxes.
Federal excise taxes amounted to over $7 million more.
Q. In your answer to the last question, you stated that
telephone plant investment is nearly four times as much as
th~ investment at the end of 1945. Will you summarize
capital expenditures since that time?
p~e 68 ~ A. Since the end of World War JI, we have
made major central office and outside plant additions in every one of our exchanges and have established
many new operating centers. Many large additions to toll
switchboards and toll circuits have been made throughout
the state. We have built or purchased 102 new buildings
and built additions to 23 existing buildings. We have constructed 2,970,00 miles of wir·e in cable and placed 289,000
poles. These facilities have been provided throughout our
territory; in cities, in suburbs, and in rural areas. Gross
construction of plant s~nce the end of 1945 has totaled about
$280 million. $22 million of this was for land and buildings;
$62 million was for new central office ·equipment; $90 million
for station equipment; $98 million for cable, wire and poles·
and $8 million for other items, principally trucks, tools, ·and
other work equipment.
During the eight years between December 31, 1945 and
December 31, 1953, just prior to our last rate case, we spent
an average of $1. 7 mil1ion per month for gross plant construction. During the past 31h years we hav.e spent an average
of more than $2.8 million per month. A little later I will
page 67

~
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discuss a few of the more important projects for which these
expenditures were made.
.
page 69 } Q. Will you explain how the continuing upward
trend of wages has affected the Company's operationsY
A. In the telephone business the major item of operating
expense is wages because ours is a business of people. For
our company about 55 per cent of total operating expenses,
before taxes, is represented by this item. I might add that in
this respect we are quite different from most other types of
utilities in that generally wages represent a lower percentage
of their operating expenses since they require relatively fewer
people.
·
Since the beginning of World War II and during the postwar inflationary years we have several times collectively bargained higher wages with the union representing our employees. In our judgment these have been no more than necessary to keep our wages on a competitive basis with other
industries in the localities in which we operate so that we
can obtain and retain the number and caliber of employees
necessary to render satisfactory telephone service.
In the period since the last rate case wage increases have
amounted to $4.6 million. The intrastate expense portion of
these increases exceeds the $2.5 million in rate
page 70} increases granted in the last case. Had it no.t
been for efficient and economical operation of the
business and for improved equipment resulting from research, it would have been necessary for use to seek further
rate relief much sooner.
Q. What has been done to improve the quality of telephone
service during this period of rapid plant expansion T
A. Our objective is to provide telephone service of constantly improving quality and the service is g,enerally better
now than ever before. At the end of 1945, 74 per cent of our
telephones were dial and at the end of 1953, prior to the last
rate case, 90 per cent were dial. Due to the recent conversion of Chincoteague, · Fairfax, Fredericksburg, Onancock,
Toano, and Williamsburg and heavy growth in areas already
on a dial basis, this percentage is now 94. By the end of thfs
year, with the conversion of Danville, Gordonsville and Remington, 96 per cent of our telephones will be dial.
The speed of handling long distance calls has greatly improved due to the installation o~ toll _dial switching equipment
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in many sections of the state, the provision of
page 71 } many additional toll circuits and the introduction
of direct distance dialing under which the customer now completes 7 per cent of his own toll calls without
assistance from an operator. Operators dial about 78 per
cent of the long distance calls they handle as compared with
60 per cent only 3~ years ago. The average time to complete
a toll call was reduced from 156 seconds at the end of 1945 to
80 seconds at present. Also, there are fewer delays due to
long distance lines being busy than ever before. In 1953, 2.5
percent of long distance calls could not be completed immediately because all circuits were busy. Presently, only 1.1 per
cent of the calls encounter such difficulties. The quality of
transmission has been further improved.
Q. You referred to the large pla,nt expansion program
during the recent years. Will you discuss the growth in number of telephones which has made necessary some of the
expenditures to which you have referred?
A. The growth in the number of telephones in our territory continues unabated. The solid line on Exhibit No. 1,
which is entitled "Total Number of Telephones," shows the
total number of telephones served by our Virginia Company
at the end of each year beginning with 1947 and the number
as of May 31, 1957. The average annual growth
page 72 ~ for each of three periods is shown by a chimney.
During the 3~ years since the end of the test
period of the last rate case, growth has been at a rate of
55,000 telephones per year. This is about 31 per cent higher
than the 42,000 average during the preceding three years
(1951-1953) and it- exceeds by a.n even greater margin the
average of 38,000 for 1948-1950. There is certainly no indi~
cation her of a tapering off or of having reached a plateau in
the demand for more service which continues at a rate much
higher than Virginia's high rate of population growth.
Commissioner Hooker: This will be received as Exhibit
No. 1.
(Received and .filed as Exhibit No. 1.)
Q. You have prepared an exhibit entitled ''Telephone Devielopment.'' Will you explain this exhibit?
. ·A. Exhibit No. 2 shows the extent and trend of telephone
development as measured by two important yardsticks. They

~=
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1. Per cent Households with Telephone Service.
There has been a constant upward trend from
page 73} the end ?f 1945 when 43 per cen~ of the homes in
our territory had telephone service to the end of
May 1957 when 72 per cent of them had telephones. During
the last 31h years the trend has continued practically unchanged as compared with that of the preceding three y;ears.

2. Telephones per Orte Hundred Population.
As in the case of Per cent Household with Telephone Serv- .
ice, there has been a constant upward trend from the end of
1945, where there were 19 telephones per 100 population, to
the end of May 1957, when there were 33. During the 31h
years since the last rate case, the number of telephones per
one hundred population increased a little more than during
the preceding period of equal length.
· Both charts on Exhibit No. 2 show that ev,er since the end
of World War II, the number of telephones has been growing much more rapidly than the population and that there is
as yet no indication that we are reaching an area of diminishing demand or a saturation point. The growth is due
to our having been able to meet, at least to a conpage 74 } siderable degree, the public's continuing demand
·
for more service. Customers avail themselves
of the opportunity to secure more tel•ephones as rapidly
as additional facilities are provided.
Commissioner Hooker: This will be received as mxhibit
No. 2.
(Received and filed a.s Exhibit No. 2.)
A. (Continuing) It seems quite clear that the public recognizes telephone service as an outstanding bargain. That it is
a bargain is indicated Hy Exhibit 3, entitled "Increase in
Company's Billing For Telephone Service Compared With
General Price Increases," which compares the increase in the
Telephone Company's billing for telephone service with
general price increases from 1939 to date. On this chart the
chimneys indicate the lev,el of prices in general as reflected
~y the National Consumers' Price Index. The heavy solid
lme shows comparable data for our service. During the first
five months of this year, prices in general were 100 per cent
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above the 1939 level while the cost of telephone service was
-up only 41 per cent.
Conunissioner Hooker: This will be received as Exhibit
No. 3.
page 75

~

(Received and filed as Exhibit No. 3.)

Q. What progress has been made in reducing the backlog
of demand for new service Y
A. The number of unfilled orders for new service was a
serious problem with us during World War II and has been
a serious problem until recently. The solid chimneys on Exhibit No. 4, entitled "Unfilled Orders for New Service,"
show the number of such orders at the end of each year
from 1946 to 1956. The cross-hatched chimney shows the
estimated number at the end of the year. At times, as can
be seen, we have ha.d on hand from 20 to about 35 thousand
orders. During the past 3% years, however, we have been
able to hold the number within the range from 3 to 5 thousand and to reduce greatly the period of delay. So far this
year we have completed 71 per cent of the orders for new
service or moves to new locations as soon as requested by the
customers as compared with 63 per cent in 1956. Furthermore, we are now completing 85 per cent of these orders
within 30 days. In March 1954, there were 7100 orders
which had been in our hands over three months, of which 1800
were over a year old. In March of this year, we
page 76 ~ had on hand only 1000 orders over thr,ee months
old, and of these only 33 had been in our hands
as long as one year. In view of these facts, we think the level
of unfilled orders for new service, which is now well under 1
per cent of the number of main telephones, has been brought
to a practical minimum.
Commissioner Hooker: This will he received as Exhibit
No. 4.
(Received and filed as Exhibit No. 4.)

Q. Wbat is the situation in regard to the demand of existing customers for higher grades of service?
A. A problem somewhat similar to that which we had in
connection with unfilled orders for new service now confronts us in connection with requests from residence customers to be transferred to individual lines or party lines
serving fewer customers. Constantly, since the end of the
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war we have had on hand large numbers of such requests,
at times exceeding 30,000. The magnitude and increasing importance of this problem, resulting from the receipt of
over 75,000 requests since the last rate case, are indicated
by the data on Exhibit No. 5, entitled ''Dema~d for Higher
Grades of Service.''
page 77 }

Commissioner Hooker : This will be received _as
Exhibit No. 5.

(Received and filed as Exhibit No. 5.)
A. (Continuing) This exhibit covers the period since December 31, 1953 (the end of the test period in Case No. 12073).
At that time, the number of orders on hand, as shown by the
solid line, was over 27,000. During 1954 this backlog was
reduced to less than 15,000 where it was held for something
over a year. Since then, it has increased continuously and
at the end of May 1957, there were nearly 23,000 such orders.
This is only a partial expression of the wishes of our
customers. "That the potential demand is, we do not know,
.but we are certain it is very high. Our experience has been
that as we take care of the needs of those waiting other thousands will want their service improved in this and other ways.
The solid chimneys show the number of orders r.eceived in
each of the years 1954, 1955, and 1956 and the annual rate
for 1957 based on the first five months. The tremendous
surge is of g-reat significance. In 1954 we received nearly
15,000 requests, in 1955 nearly 21,000, in 1956
page 78 } nearly 28,000 and the current rate in 1957 is over
30,000. The cross-hatched chimneys indicate for
each of the years the number of services actually upgraded.
In 1954 thh; amounted to nearly 15,000, in 1955 to over 14,000,
and ·in 1956 to nearlv 12,000 and the 1957 rate is a.bout 18,000.
The upgrade orders which we have completed since the
la.Rt rate case have been so numerous (nearly 49,000) that
they, together with the· predominance of requests fronf new
customers for individual lines, have entirely chang--ed the distribution of our customers as among the ·various grades of
service.
Q. Is this shown on Exhibit No. 6 entitled "Distribution of
Residence :Main Telephones by Grades of Service'' T
A. Yes.

City of Lynchburg v. C. & P. Telephone Company

41

J. Rhodes Mitchell.
· Commissioner Hooker : This will be received as Exhibit
No. 6.
(Received a.nd filed as Exhibit No·. 6.)
. A. (Continuing) This exhibit encompases the period since
the end of 1947 and excludes rural line service. It shows
again how extensively we have met customers' repage 79 ~ quests for upgrading since the last rate case.
The level portions of the three lines indicate that
the proportion of reside.nee customers who subscribed to
individual, 2-party and 4-party service remained relatively
constant from 1947 through 1953. However, during the
3% years since the test period used in the last rate case, and
without any stimulation, very important cbang·es have occurred. The proportion of service on a 4-party basis, which
had ranged around 11 or 12 ,per cent, dropped to 8.0 per cent
of the total, and the proportion on 2-party basis, which had
ranged from 67 to 70 per cent, dropped to 52.4 per cent. At
the Same time, individual line residence service which had
represented only 18 to 21 per cent of the total rose to 39.6
per cent. Consequently, at the end of May we had fewer
4-party and 2-party residence customers than at the end
of 1953; but the number of individual line residence customers had increased by more than 101,000 or 134 per cent.
The ever increasing demand for upgrading (which demand is predominantly for individual line service) and the
resulting trend to a much higher proportion of individual
line service indicates the public's appraisal is that the greatest values are in our individual line offerings.
page 80 ~ Q. You gave as a second reason for the necessity
of the Company filing an application for increased
rates the huge construct.ion progTam made necessary by the
growth and other demands which you have just discussed.
Will you exnlain this construction program T
A. In each pr,evious rate case we have demonstrated that
construction expenditures during the period just passed exceeded by Rubstantial mar~ns anything previously experienced. Three years ago this Commission heard the evidence which we presented with respect to the inevitable
effect on our construction program and our plant investment
of the high level, as related to previous years, of the cost of
nearly everything we buy. It also heard evidence relating to
ev.er increasing number and complexity of the units of plant
required for each service due to the greater number of ens-
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tomers and their ever wider geographical dispersion. .Now,
because of the demands made upon us and which we have
satisfied, we must again state that during the past 3% years,
our expenditures for plant construction have once more exceeded any earlier level. To do adequately the things that
our responsibilities required, it was necessary for us to
increase year after year, by very sustantial
page 81 ~ amounts, the sums spent for plant construction.
Since the end of 1953 during which time our
expenditures for construction of plant averaged, as I have
said, more than $2.8 million per month many major projects
have been completed in all sections of the state in whieh we
operate. Many others are underway and planned.
In the four-year period, 1954-1957, we have purchased 34
parcels of land a.nd there have been completed or are underway projects involving 37 new buildings, 13 building additions, 12 conversions from manual to dial service, 6 replacements of smaller dial central office installations with larger
ones, and hundreds of additions to existing dial central office
equipment. Major additions to the outside exchange plant include over 130 projects ranging from $50 thousand to more
than $800 thousand per project. There were innumerable
similar projects costing less then $50,000 each. Extensive
additions to our long distance facilities were also made in
this period including a far-flung private line network for
national defense. In addition, hundreds of outside public
telephone booths have been installed-the better to serve
those who are away from their homes and offices.
Q. Will you describe some of the typical major
page 82 ~ projects included in your recent construction program in several areas?
A. Yes. In the Norfolk area, for instance, two new central
office buildings are under construction to care for the growth
in this fast developing area. The new offices will be placed
in service the latter part of this year together with the
associated outside plant additions. These two projects alone
entail expenditur~s of over ~~.5 million. Other projects in
the Norfolk area mvolve additions to the equipment at all of
the four existing central office locations, 15 major extensions
of outside plant, the provision of toll equipment and the construction of a new service center. Total construction expenditures in this area over the four-year period will amount to
well over $10 million.
At Virginia Beach a new building is being constructed to
house new equipment to convert this exchange to dial opera.;
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tion early next year. This project will provide our Virginia
Beach customers with the most modern dial service. . The
conversion of this office together with associated plant extensions made in the past two years require expenditures of over
$2.2 million.
page 83 ~ In the Newport News-Warwick-Hampton areas
projects have been completed or are underway involving a building addition, extensive outside plant relief,
and major central office equipment additions costing over $1.5
million.
Earlier this year Orancock was converted to dial. This
project involved the construction of a building which to:..
gether with the new dial equipment and outside plant · construction cost over $1~3 million.
Williamsburg and Toano were converted to dial in February of this year and major plant relief was provided.
The cost of the two projects totaled more than $1.6 million.
In the Richmond exchange a new central office building
has just been constructed in the northwest section. Two new
service centers a:r.e under construction and last year we
completed on Nansemond Street an accounting center. Major
equipment additions have been made in all of our present
central office locations in Richmond and extensive outside
plant relief has been provided which involve 22 projects.
Additions have been made also to the long distance switching
equipment. The total cost of all of these jobs exceeds $10
million.
page 84 ~ Our Danville exchange will be converted to dial
.
operation in August. This undertaking required
the constn1etion of a new building, extensive outside plant
relief and the provision of the most modern dial equipment
all of which cost more than $3.3 million.
In Lynchburg a building addition and relief jobs in both
central office equipment and outside plant involve the ,expenditure of more than $1.2 million.
A new dial central office was placed in service in Roanoke
in the latter part of 1954 and work on another has already
been started. These two projects are needed to take care
of this fast g-rowin~ community. Also an addition bas been
made to the Luck Avenue building and major relief projects
have been completed or are under way in all sections of the
exchange. The expenditure required by all of these projects
exceeded $4. 7 million.
In the northern Virginia area during the four-year period1954 through 1957-51 projects costing over $50,000 each
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were completed or are underway. To take care oft~~ heavy
growth these projects not only include large additions to
central office equipment and outside plant extensions but also
the construction of two new buildings.· The cost of all of these
major projects exceeds $10 million.
page 85} A program of expanding facilities into rural
.
areas has been vigorously pursued and the quality
of service on our multi-party lines serving such areas has
been greatly improved. By concentrated efforts. and t~e
expenditure of large sums of money .we have provided ad~tional plant to reach numerous previously unserved and madequately served areas. The fact that since World War
II the number of telephones in our rural areas has increased
from less tha.n 34,000 to more than 97,000 measures the progress made only in part because during this period much of
the territory previously considered rural has been incorporated within base rate areas. Here rural service has been
superseded by individual, 2-party and 4-party service.
At the end of World War II only 23 per cent of the establishments in rural areas within our territory· had telephone
service. Presently, over 50 per cent have service. Furthermore, less than 1 per cent of our rural customers are now on
lines with 7 or more other parties as compared with 30 per
cent in 1945. In fact, the average number of other parties
on rural lines is only 5. Today more than 99 per cent of
,
our rural customers have common battery service
page 86 } with semi-selective ringing which eliminates onehalf the rings on the line.
The projects and the locations which I hav;e mentioned
are only some of the many which are included in our constructio~ activities. There are many other jobs involving
sizeable sums as well as numerous smaller jobs in ,all parts of
the state. Also, there are the expenditures for day-to-day
requirements including the installation of customers' telephone station equipment, the purchase of furniture, office
equipment and motor vehicles as well as the rearrangements of
outside plant to meet th~ public's needs and the replacement of
plant due to deterioration and obsolescence. Out construe.;.
tion dollars have been well spread over all of the sections in
the state where we operate.
Q. What has this meant in terms of trend in the magnitude
of the Company's expenditures?
A. The solid chimneys on Exhibit No. 7, entitied "Gross
Construction,'' show, for each year from 1950 to 1956 our
gross construction expenditures. During the four years
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prior to the last rate case· (1950 to 1953, inclusive) they aver,
aged nearly $22 million. At the time of that ease;
page 87 ~ we stated that expenditures of at least that order
·
would be required during the years just ahead.
However, the ave,rage for the subsequent three· years (1954 to
1956, inclusive) was $32 million-an unprecedented figure
47 per cent above the previous four-year average and one
which would have been considered unbelievably high just a
few years ago.
Commissioner Hooker:
No. 7.

This will be received as Exhibit

(Received and filed as Exhibit No. 7.)
A. (Continuing) As indicated by the cross-hatched chimney.
we now expect that our comparable expenditures this Jiear
will total $48 million, another 50 per cent increase. This estimate is quite :firm since substantially all of the major projects
have been authorized and many have been completed or
are in progress. The program for 1958, while naturally not so
firm as that for 1957, is expected to be of the same order of
magnitude. It is our judgment that construction expenditures
at this· level will have to continue if the communications needs
of Virginia's citizens are to be met. Accordingly, we are
laying our plans in the expectation that the Company's earnings will be such as to support this level of conpage 88 ~ struction.
Q. What effect has the continuing high level of
construction costs had upon the investment per telephone Y
A. The solid chimneys on Exhibit No. 8, entitled '' Impact
of Rising Cost Levels on Plant Investment per Telephone,''
show, as of the end of each year from 1945 through 1956, and
on May 31, 1957 our plant investment per telephone. Between 1945 and the end of the test period of our last rate
case (12-31-53) this figure had ris·en from $210 to $283 or
35%. During the following three years and five months when
we made expenditures of $116 mililon and realized a net station gain of 188,000, our investment per telephone rose 13
per cent to $319.
Commissioner Hooker: This will be received as Exhibit
No. 8.
(Received and filed as Exhibit No. 8.)
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·A. (Continuing) The cross-hatched chimney on the ·right
of the exhibit shows that during the last three years and five
months our increase in plant investment was equivalent to
$450 for every telephone gained. This does not mean, however, that we spent construction dollars at this rate
page 89 ~ in order to provide for growth and take care
of new customers. Important as are the demands
upon us for construction of plant to service new customers,
that is no longer the principal factor in the determination
of the size of our construction program. Because of the vast
number of units of different types in our plant which must be
replaced as they deteriorate or become obsolete and the
requirements of existing customers, many of whom move,
often to the more remote suburban areas, the ·so-called ·'·'cost
of standing still'' has for some time exceeded total expenditures in any year prior to the end of World War II. This
is the cost, in terms of additional investment requirements,
of continuing to service our pres-erit customers.
·
The increasing complexity of central office · equipment and
inter-office trunks as the business grows are other examples
where the number of units of plant and therefore, the plant
investment per telephone niust be increased without a proportionate increase in the number of telephones. Sueh ·situations contribute to the attritional effect which underlies much
of the difficulty we experience in our efforts to realize a stable
and staisfactory level of earnings.
As long as cost levels prevail which are above
page 90 ~ the average under which our present plant was
constructed, every unit of plant we build for any
reason increases the average cost of all units. The continuing
penalty which results from this situation must be accepted as
a part of the cost of doing business, just as are wages and
other items long recognized, and appropriate provisions must
be made to deal with this increasingly important factor of our
operations. Otherwise, the attritional effect of the ev,er
increasing investment per telephone will continue to erode
our rate of earnings.
Q. You mentioned, as the third of the reasons impelling the
Company to request rate relief, a demand for wider ranO'e
0
calling- privileges. ·wm you please discuss this item?
A. There has developed an increasingly insistent demand
by customers throughout the state who want and need a
wider scope of calling to nearby exchanges under their basic
monthly telephone rates. Because of the many localities in
which a demand for this extended area service has been ex-
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pressed, and where our studies confirm both the need and the
economic justification with proper rates, it would not be feasible to make the necessary provisions on a piecepage 91 ~ meal basis over a protracted period of time. A
separate program has, therefore, been set up to
deal with this undertaking on an expedited basis.
The necessary work will involve immediate construction
expenditur,es of approximately $6 million. Obviously, this
amount of investment and the associated continuing expenses
are of such magnitude that the project cannot be undertaken
until specific provisions are made to cover the long distance
revenue losses and carrying charges on the additional investment. Our engineering work is progressing on the basis
that most of the wide range services will be made effective
upon receipt of an appropriate order in this case with the
final phases of this special construction completing within
about one year.
Q. ·will you indicate the scope of your plans and some of
the localities which will be affected?
A. The scope of local calling will be increased to well
over half of our subscribers. Typical of the messages which
will be handled without a toll charge are in the Richmond
area, those between Richmond and the exchanges of Ashland,
Chester, Manakin, Midlothian and Varina ; in the
page 92 ~ Norfolk area, those between Norfolk and Virginia
Beach; on the Peninsula, those between a number
of contiguous 1exchanges from Toano to Newport News; in
Northern Virginia, those between Winchester and exchanges
contiguous thereto, also those between Warrenton and the exchanges of Marshall and The Plains ; in Southwestern Virginia, those between Dublin and the exchanges of Pulaski and
Radford as well as those between Norton and Wise. Mr.
Bowles, our rate witness, will discuss our plans in further
detail as a part of his testimony.
Q. You stated that the fourth reason which makes necessary the establishment of higher rates for telephone service
is the tight situation existing in the capital markets. Will
you comment on this?
A. That matter will be covered fully by a later witness,
Mr. W. F. Johnson, who will discuss the various aspects
of the current cost of capital.
Q. What efforts have been made to effect economies in
operations to offset the increasing levels of investment and
expenses?
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A.. Throughout the Virginia Company work is· constantly
being directed toward greater efficiency of our
page 93 ~ operations.
·
One overall indication of progress: in effecting
economies is the comparison of the ·rate of growth in employees as related to growth in telephones. At the end of
World War II there were 167 employees per 10,000 telephones. By the end of the test period of our last rate case
(12-31-53) this had been reduced to 132. Presently, the
figure stands at 120. In spite of the reduction in number
of employees as ·related to the number of telephones we now
provide jobs for 10,500 people as compared with 5,800 in 1945.
However, were we operating at the same level as in 1945 with
respect to the number of employees per 10,000 telephones, we
would require approximately 4,100 more people. This saving
in personnel may be considered indicative of the effectiveness,
since World W a;r II, of our continuing program diriected to•
ward improved efficiency.
Q. From a long range point of view, what is the relationship between the rate of earnings and the cost of service
to the public?
A. The telephone business, a public utility and, the refore,
regulated, must function, however, in most respects .in a
manner just like any other business. It is largely
page 94 ~ subject to the same pressures and the same economic factors. It must compete in the open markets
for the customer's dollar and for the investor's dollar. Its
needs, its achievements and the degree of its financial success are weighed in the same scale with those of its competitors by the investing public.
Where utilities have been able to realize an adequate rate
of earnings this has encouraged the same sort of dynamic
operation · which has characterized unr,egulated industry.
There seems to be a close coordination between the adequacy
of earnings and the quality of the product produced. Those
companies which have better earnings can and do produce
a superior product at a price decidedly to the customer's
advantage.
The reason for this is that good earnings permit the long
range approach. The customer thereby benefits by new and
more valuable service and also from efficiencies made possible by better methods of providing them. If the customer
is to get the best service at the lowest rate over the long pull
it is necessary that the Company have sufficient earnings to
justify bold planning for the future.
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Our business system is· a dynamic one, characterized by constant change resulting in expansion
and innovations. Decisions to make changes are
the responsibility of the owners and managers of the business. Every business decision involves risks which may
return a profit or a loss. They are many and varied. Each
decision involves a calculated gamble as to the effects of the
change within a company on its own operations, on its position in the industry as a whole, and on future movements of
the entire economy.
Fundamentally, changes are initiated and risks are taken
in the hope of achieving profits, with full knowledge that
they may instead produce losses. This hope for good profits,
together with the fear of losses, thus stands as the driving
motivation in our economy. This hope and fear control the
degree to which a company expands, and thus the available
quantity of goods and services.
In the utility industry, government regulation of prices
and profits has been substituted for competition. This has
been done on the basis, first, that competition in the ultility
field is economically wasteful ; ·and second, that the services
they provide are indispensable. The facts·. are that utility
services are hardly more necessary than many
page 96 ~ others and that they face many of the same competitive pressures and checks as unregulated industry.
There are risks in the utility business-regulation cannot
guarantee a fixed profit or any profit. Regulation can and
should permit profit margins that encourage and recognize
the risk-taking involved in accelerated expansion and innovation. Good profits permit the long-range approach.
The customer thereby benefits from new and more valuable
services at the lowest cost over the long pull through bold
planning for the future made possible by higher earnings.
We have the problem of managing our construction program and current operations in line with our profits and we
continually face the choice between alternatives. The program selected has an important bearing on the quality and
cost of service. There are choices between doing things
which have an undesirable short-range effect on profits, with
favorable long-range implications to either service or cost;
on the other hand, there are alternatives which produce desirable short-range effects on profits but long-term disad:.
page 95

~
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vantages to the customer in service or costs or

page 97

r both.

Q. Can you give a practical illustration to ex-

plain thisY
A. Yes. Here's a telephone engine,er who is figuring out
what size telephone cable s'hould be installed to serve a
growing neighborhood. He knows it must serve 200 homes
right away. He's reasonably sure also that in another couple
of years perhaps 200 more homes will want service. Putting
in a cable today that is big enough to serve all 400 homes will
cost more at the start. However, putting in a smaller cable
today that will serve only 200, and another of equal size two
years from now, will cost a lot more in the end.
What will the engineer do 1
.
If the company is pinched for money, he '11 have to put in
the smaller cable today, even though this will be more ex~
pensive in the long run.
Hut if the company is in good financial shapeIf it can readily get the capital required for the big cableAnd if the general level of earnings justifies absO'rbing the
temporarily higher cost of the larger cable until the time
when its full capacity is utilizedThen the engineer will decide to go ahead with
page 98 ~ that. Over the years this will save money and
produce more economical service. It's a good longpull investment that benefits telephone users.
Q. Why is it so important that the telephone business plan
its programs on a long range basis f
A. The telephone business has long been devoted to the
principle of planning for the long pull. Perhaps no other
concept has contributed more to its soundness, its growth and
its ability to meet the cl1anging and expanding demands which
have been made upon it. Only by planning for the long pull
can programs of such a magnitude and extended over such
a period as those required in the telephone business be conceived, developed and executed on the most economic.a.I basis.
To permit this, howeve·r, the management of the business and
the investing public must feel assurance that earnings can be
sustained at an adequate and proper level.
The telephone company wants to be able to continue to care
for demands for more and better service, to improve its service, to introduce new services and to apply new methods and
procedures. It wants to advance as rapidly in tl1e communica-
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tions -art as other businesses advance in their respective fields. This we must do if we are to serve
adequately the ever expanding ·and more exacting
needs of the public.
To do all these things, including the abandonment of the
old and obsolescent for the new and more efficient, we must
be financially strong. With its rapid rate of growth and its
expanding industrial life, Virginia needs a telephone system
continuously designed for the long pull and, the refore, continuously providing telephone service at the lowest possible
cost It is our determination to see that Virginia gets what
it needs in the communications field.
Q. What additional net income would be realized if the
proposals included in the application are approved?
A. The proposals included in our application are designed
to produce for the Company $2,979,000 in additional net income. Primarily because of Federal Income Taxes this will
require $6,541,000 in rate relief. The rate relief equates to
about 2 cents per day per telephone on the average. It seems
a small price indeed to ask in these times of constantly increasing costs in order to insure the financial soundness of our
Telephone Company and thus to continue its ability to meet
the ever expanding communication needs of the
page 100 ~ citizens of the state promptly and properly.
page 99

~

Mr. Moore: The witness is now available for cross examination.
CROSS EXAMINATION.
By Mr. Ketner:
Q. Mr. Mitchell, in the application and in the testimony,
the word ''attrition'' is emphasized. Please explain in some
detail what you mean by "attrition,'' and what is meant by
that word as used in the testimony in this case?
A. Well, as we have used it here, it means the constantly
declining rate of return which we experience because of the
additional higher cost of plant to our Company.
Q. You mean it is related to the decline in revenue?
A. Let us say it this way: In the past the Commission has
fixed our rate of earnings on a rate base and as we add high
cost plant which is higher than the average cost contained on
our books, with fixed rates, the only. thing that can happen
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is for our rate of ·return to go down, and we call
page 101 } that attrition.
Q. And you used that word as one of the phases
heref
.
.
.
.
.
A. I did. We say that 1s cost of domg business, Just like
cost of wages is cost of doing business.
Q. What amount of cost do you attribute to attrition?
A. I think that is shown on one of Mr. Thulin 's exhibits.
Q. We will ask Mr. Thulin that question.
Now, on page 2 of your testimony you indicate the increase
in the number of telephones since 1953.
Could you state for the record the number of telephones in
service as of September 30, 1957 Y
A. The number in service as of September 30?
Q. Yes, sir.
A. I can get that. I do not have that particular information. I can give it to you as of August 30. I have that
figure with me. I haven't got the September figure.
Q. If you have it as of August 30, I think that will be
satisfactory. We merely wanted that information brought up
to date.
page 102 } Mr. Hammond satis he would like to have that
for September 30.
Commissioner Hooker: Suppose you just furnish it.
A. Do you want that precisely, or would you like for me to
give you an approximate answer?
By Mr. Ketner:
Q. I think you should give it just as you have given it as of
1953.

A. Well, the reason I asked that, as of the end of August
30, 1957, the number of telephones in service was 885,873.
The total gain in September was roughly 3,000 telephones.

Q. Now, on page 6 of your testimony you state that the
wages paid by the Company have increased approximately
4.6 million dollars since the last rate case (I refer to Case
No. 12883, decided by the Commission in 1954). Will you
stat-e how much of the $4.6 million went to construction and
how much to opera ting expenses¥
A. Well, again, I don't know that I can answer that ques.
tion for you.
Q. If there are any of these questions that I ask to which
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you cannot give the answer, if you could furnish
that within ten days, that would suit me.
A. I think Mr. Thulin can furnish it.
Q. Pass that up and I will ask Mr. Thulin and withdraw
that question.
Please turn to page 13 of your testimony, where you state,
''Extensive additions to our long distance Facilities were
also made in this period, including a far flung private line
network for national defense. In addition, hundreds of outside telephone booths have been installed.''
Do you mean that you want the rate increased to take care
of the matters covered by the language which I have just
referred to from your testimony 7
A. No, sir, I don't mean that at all, Mr. Ketner. Expansion of our plant does not come from dollars we get from our
customers; expansion of our plant comes from dollars that we
get from investors; but it is necessary that we be able to
pay all of our operating ,expenses and pay our investors a fair
return for the use of those dollars.
Q. Please refer to page 15 of your testimony where you
say, '' In the Northern Virginia area during the period 1954
through 1957 51 projects costing over $50,000 ,each
page 104 ~ were completed or are underway. To take care
of the heavy growth these projects not only include large additions to central office ,equipment and outside
plant extensions, but also the construction of two new buildings. The cost of all these major projects exceeds $10,000. ''
Now, where a:re these facilities you speak of geographically
located Y
A. You are talking about now just in relation to that paragraph you have read me7
Q. Yes, sir.
A. Do you want to have this written into the record Y
Q. Yes, I would like to have it in the record. I don't
care whether it is written in the record, if you care to furnish
it to me.
A. At Lewinsville is a new central office and equipment.
Alexandria-do you want me to outline all the projects f I
don't think it is necessary. You are asking me about 51
projects.
Q. I don't think it is actually necessary to enumerate the
individual projects. I think it might be helpful and expedite
things if you would just submit us a statement
page 105 ~ showing the information requested in some de-

page 103

~

tail.
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Mr. Riely: Mr. Ketner, do I understand you simply want
a list of the localities in which these 51 projects are located;
and nothing further T
Mr. Ketner: Yes, and the amounts of each.
Mr. Riely: Project by project Y
Mr. Ketner: Yes, sir.
·
Mr. Moore: Perhaps it would be simpler for an exhibit
to be filed and reserve a number for it, and we will be glad
to do it that way.
The Witness : I have it all here. If they want me to
read it in, but it seems to me relatively unimportant. I will
be glad to furnish it.
Mr. Ketner : I think if you could, furnish that as an exhibit within ten days.
Commissioner Hooker: Will it throw the other exhibits out
of line?
Mr. Riely: Yes, sir. Exhibit 26. We have
page 106} run through 25.
Commissioner Hooker: It will be Exhibit 26
reserved.
(Exhibit No. 26 r,eserved.)
Q. It is true that these facilities are used in
long-distance telephone service as well as intrastate service Y
A. A good pO'rtion of any plant that we build may be used
for many services, exchange service and toll service both intrastate and interstate.
Q. To what extent would you say that they are used interstate versus intrastate Y
A. I can't answer that except to· tell you that Mr. Thulin,
if you would like to ask him what the separation between
inter- and intrastate plant is on the total plant on our books,
he makes our exhibits under the separations manual and he
will be glad to explain it.
Q. Mr. Mitchell, what has been the Company's experience
with respect to earnings and rate of return on intrastate
property for the calendar years 1954, 1955 and 1956?

page 107 }

Mr. Moore: You mean computed in accordance with the
principles compiled by the Commission in the 1954 rate case T
Is that correct?
Mr. Ketner: I would say that is correct, Mr. Moore. In
other words, as I understand it, this Commission follows
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accounting rules and program that have been
page 108 } agreed on by the NARUC and we are not making
any effort to get away from that standard.
Mr. Moor,e: I think he will have that information if it is
understood that it is set up in accordance with the principles
determined by the Commission in the last rate case.
Mr. Ketner: Of course I do not purport to be bound by
whatever principle you may use in st.ating this, but I would
l&e to ask for that information and I understand that you
are following the NARUC standards of accounting.
Commissioner Hooker: Uniform system.
The Witness: Uniform system of accounts.
A. I think the answer-I don't know that this is the one
you want-but at the time of the last rate case this Commission prescribed rates which were supposed to produce 6 per
cent on our intrastate business using the formula prescribed
by the Commission. Now that has declined to where at the
present time Mr. Thulin 's exhibit shows a going rate ·allowing for attrition of 5.08 per cent. So our intrastate earnings have declined during the period '54, '55, '56 and '57.
By Mr. Ketner:
Q. You say the Commission prescribed the
page 109 } rates in 12,883 to provide 6 per cent. Where do
you get that information? It is not stated in the
Commission's order, is iU
·
A. I can go back to the order. I am sorry that I do not
have the order, but that has been historically the level which
this Commission has prescribed.
Q. Can you furnish the information for the years indicated
by my question?
A. You want it on the presently prescribed rate base of
this Commission?
Q. That is right.
A. We will be glad to get it for them. I haven't got
it.
Chairman Catterall : I think there was an argument last
time as to how much it did yield.
Mr. Moo-re: We will be glad to reserve an exhibit number
for that if you like. I think that is the most convenient way
of setting it up.
Commissioner Hooker: Exhibit 27.
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By Mr. Ketner:
Q. Would you also furnish, Mr. Mitchell, for the record intrastate property account figures as of December
page 110 } 31 for the years 1953, 1954, 1955 and 1956.
·
A. Well, the figures for 1953-you want the
calendar year T
Q. Yes, sir, as of December 31. If you could include that
information on Exhibit 27 I think it would be satisfactory
to me.
A. Well, those could be records taken from the books.
Commissioner Hooker: Can you put that on Exhibit 27 Y
Mr. Moore: We can put that on that statement exhibit.
Mr. Riely: That is feasible, Mr. Mitchell 7
The Witness: As far as I know now, unless the Comptroller wants to tell me differently, I assume we can do it
without a great deal of work.
By Mr. Ketner:
Q. I assume this information we are asking for can be
submitted within ten days?
]\fr. Ketne·r: Will that be. satisfactory, Mr. Moore, do you
think 7 Some definite date f
Mr. Riely: Mr. Thulin is here.
Mr. Moore: All right, sir.

page 111

~

By Mr. Ketner:
Q. Just one further question, Mr. Mitchell. It
appears that in Case 12,883, which was decided by the Commission in 1954, the Company was granted an .increase which
was supposed to hav-e resulted in approximately two and
one-half million dollars per year. Can you state what the
Company's actual accomplishments have been in this Case
12,8837
A. I don't understand your question, Mr. Ketner.
Q. I say, in Case 12,883, the Commission granted an increase which, as stated I believe in the Commission's order,
was intended to permit the Company to increase its rates
appr~xi~ate.ly two and one-half million dollars per year. My
question 1s, Just what have been your actual accomplishments
as a result of the increase granted in that case!
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A. In other words, did we actually get two and one-half
million dollars Y Is that your question Y
Q. Whatever your accomplishments were.
A. We have never made such a computation so far as I
know and it is a very difficult type of thing becaus,e of the
growth and other things that take place in connection with
·that.

page 112

~

Chairman Catterall: The $2,500,000 were related to the past and not the future.
Mr. Moore: That is right, sir.
Mr. Ketner: But the rate level that you prescribed was
for the future.
Chairman Catterall: But in fixing the rate we :figured the
rate that would have produced $2,500,000 more during the
rate base. You had to relate it to the rate base period.
A. (Continuing) Mr. Ketner, at the time those rates were
established our plant investment was $283 a telephone, but
by the time the rates were effective, which was beginning in
July, the billing period, our investment per telephone had
already increased so that the rates were absorbed.
By Mr. Ketner:
Q. I do not mean to go into that point with you at all, Mr.
Mitchell, but I think it would be helpful for the record to
know actually what your accomplishments were as a result
of the Commission's order in 12,883.
Commissioner Hooker: I think what you are trying to
get at is whether or not the Company actually earned 6 per
cent return.
page 113 ~ Mr. Ketner: No, sir, Judge Hooker, whether
or not the Company actually increased their rates
of revenue by $2,500,000 or $2,000,000 or $3,000,000.
A. That is the computation that I say we have not made
because it was on a past period and you have got growth of
the future.
By Mr. Ketner :
Q. I don't think the growth in the future would have anything to do with the results that were accomplished under
the Commission's order. That is the only purpose of my
question.
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A. I am afraid that I would have to disagree with that,
sir.
Mr. Ketner: Certainly the Commission had in mind that
they were granting the Company $2,500,000 increase a year.
Chairman Catterall: No, sir, that is not what the Commission had in mind. It had in mind that we let them earn 6
per cent, which would produce $250,000 during the rate base
test period, but said nothing about the future. They might
double the size of their plant in the next year.
By Mr. Ketner:
Q. Whatever increase was authorized in that
page 114 ~ case, I would like to know just what actually was
accomplished. How much increase did you get
in dollars and cents Y
Chairman Catterall: The question of whether we were
right or wrong depends upon whether they got more or less
than 6 per cent the following year after the decision.
Mr. Ketner: I did not have in mind the rate of return
at all for the purpose of my question.
Chairman Catterall. : But this other question is totally
irrelevant since it does not prove any relevant fact. It is
misleading to have it in t:he record.
Mr. Moore : It is not practical to compute it.
Mr. Ketner: If that is the Commission's ruling I would
not pursue it any further. That is all I have of Mr. Mitchell.
Commissioner Hooker: You did not have. any question, Mr.
Elliott?
Mr. Elliott: I have no questions.
Commissioner Hooker: The Commission will recess ten
minutes.
(A ten-minute recess was taken and the hearing resumed.)
page 115 ~

Mr. Moore: May it please the Commission, we
have just obtained the information that Mr.
Ketner desired as to the number of telephones the Company
has as of September 30, 1957. Mr. Mitchell furnished me
this information. It is 888,227, slightly more than the 3,000
that he estimated. We have gone ahead with Mr. Thulin. I
would like to come back to this matter of this carrvover from
Mr. Ketner to December 5. I am sure Mr. Ketner would carry
out whatever understanding we have if we are certain that
we undersand each other the same way, but some of my associates think that maybe I did not get that matter as clear
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as it should have been. It is my unde·rstanding that at least
ten days, if possible two weeks, before December 5, Mr
Ketner will furnish us a copy of all of his direct evidence
by his :experts written out, that is, really in the can and
not just extemporaneous, all of his testimony that he proposes, and the exhibits. That is your understanding?
Commissioner Hooker: I believe it was November 23.
l\fr. Ketner: November 23.
Commissioner Hooker: Which will be twelve
page 116 ~ days.
Mr. Ketner: Mr. Moore's request is a reasonable request. The expert which we propose to present to
present most of our testimony said he didn't like canned testimony and didn't like to read, but in view of Mr. l\foore's
requ·est I will just ask him to reduce what he has to say to
writing. In other words, it would be in the form of question
and answer.
Mr. Moore: That is right, sir.
Chairman Catterall: Why don't you let him write out a
little essay and not bother to make up the questions?
Mr. Ketner: Anyway, we will have it presented in such a
way that Mr. Moore can understand it.
Mr. Moore: See, the real subject at this point is that we
have got our testimony written out word for word so these
gentlemen can cross examine to their hea:rt 's content, if they
had something to really cross examine about . Now, we want
to be sure that we are in that same position and we think
we are entitled to be in that same position by
page 117 ~ November 23rd.
Commissioner Hooker : I think he can relv on
·
Mr. Ketner to do his best.
Mr. Moore: I am sure we can if we understand each other,
but honest gentlemen sometimes misunderstand each other.
Commissioner Hooker : The record will be transcribed so
that both can read it.
Will the next witness come around.
W. BERNARD THULIN
called as a witness by the Company, being first duly sworn,
testified as follows :
DIRECT EXAMINATION.
By l\fr. Moore:
Q. Will you state your name and position with the Company!
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A. My name is W. Bernard Thulin and I am Comptroller
of the Company.
Q. Mr. Thulip., are you the W. Hern~rd ~hulin w~ose proposed· testimony with regard to accountmg mformation showing the present investment, and the change in the investment,
and in the rate of earnings, since the test period in the last
rate case before this Commission, relating to the Chesapeake
& Potomac Telephone Company of Virginia was filed with
the Company's application in this proceeding on
page 118 } July 17, 1957T
A. I am.
· Q. Was that testimony and the Exhibits 9, 10 and 11 accompanying your testimony, prepared by you or under your
immediate supervision T
A. It was.
Q. Do you believe the statements there to be correct?
A. Ido.
Q. And you vouch for them Y
A. Yes, sir.
Q. Would you like now to have this testimony and exhibits
incorporated in the record as your testimony in . this proceeding?
A. Yes, sir.
Commissioner Hooker : The testimony will be so incorporated here.

(The documents we·re filed as Company Exhibits 9, 10 and

11.)

By Mr. Moore:
Q. Will you briefly state your experience in the telephone
business?
A. I have been employed with the Chesapeake and Potomac
Telephone Companies since 1927. During the
page 119 ~ period I have had experience in the Traffic, Engineering, Personnel and Accounting Departments.
Since 1950 I have been in charge of the Accounting Department of this Company.
Q. What is the nature of the testimony you propose to present at this time?
A. I shall present accounting information showing the
present investment, and the change in the investment and in
the rate of earnings, since the test period in the last rate
case before this Commission. Also I shall show the effect on
the rate of earnings of the increasing investment per tele-
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phone, and the amount of rate ·relief the Company is seeking.
Q. As regards the accounting information you will present,
on what basis are the Company's books of accounts kepU
A. The Company's accounts are kept in accordance with
the regulations prescribed by this Commission and by the
Federal Communications Commission. The investment in.telephone plant is shown a.t ,original cost; that is, the amount
paid for it at the time it was first dedicated to public use, no
matter how long it has been in se·rvice.
Q. Were the exhibits you propose to present prepared
under your direction and do you believe them to
page 120} be cQrrectY
A. Yes. The statements were prepared under
my direction and I believe them to be co-rrect.
Q. Have you prepared a statement entitled '' Balance
Sheets-Total Company'' 1
A. Yes.
Q. What is the purpose of this exhibit Y
A. This exhibit, indentified as No. 9, is intended to show
the growth in the size of the Company's total operations
since the end of World War II and also since the end of the
test period presented to this Commission in the last rate
case, December 31, 1953.
Q. What is the meaning of the term '' Total Company''
in the heading of this exhibit Y
A. The Company's total operations include the handling
of calls going from one state to another as well as the handling of calls originating and terminating in this State.
The distinction is between inter- and intrastate operations.
Since this Commission concerns itself with the regulation only
of intra-state business, it is necessary to divide our total
operations into the two separate parts. This exhibit includes
both types of operations.
page 121 } Q. How is the separation between inter- and
intrastate operations made Y
A. Investment, revenues and expenses are separated using
the procedures outlined in the Separations Manual dated
October, 1947, with Amendments dated 1951 and 1956. This
manual has been devefoped over the years by representatives
of the various State Commissions and Federal Communications Commission.
Q. Now will you go ahead with the explanation of Exhibit
No. 9T
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A. As I have previously stated, this exhibit reflects '' Total
Company'' operations. In Column A is shown the balance
sheet as of December 31, 1945. Columns B and C show respectively the balance sheets as of December 31, 1953 and
May 31, 1957 ( the latest actual. data avai!able). The va:~ous
items of telephone plant are hsted on Imes 1 to 14 with a
total on line 15. The total telephone plant at the end of
1945 was $73 million, $194 million at end of 1953, and $278
million on May 31, 1957.
Q. What is the significance of line 17 on this exhibit?
A. Line 17 shows the amount of Total Telepage 123 r phone Plant Less Depreciation Reserve, frequently referred to as Net Plant Investment. This
investment has gone from $54 million in 1945 to $152 million
in 1953 and $221 mililon in May 1957. For the same periods
the telephones shown on line 32 have increased from 349,000
to 687,000 to 875,000. The relation of this net investment
to the telephones is shown on line 33. At the end of 1945
the net investment per telephone was $157. At the end of
1953 this figure was $222, and on May 31, 1957, was $253.
I shall comment on this increasing investment per telephone
and the resulting effect on our earnings in more detail a
little later. Now, however, I would like to introduce an exhibit showing the present level of the Company's earnings.
Q. Is this the first page of this Exhibit No. 10 entitled '' Income Statements-Total Company and Intrastate''?
A. Yes. Page 1 of this exhibit covers both total company
and intrastate operations, with the sepa:ration made in accordance with the provisions of the Separations Manual, as
previously explained. The various classes of revenues and expenses are shown on lines 1 to 15. Taxes are shown on lines
·
17 to 19, and Net Earnings, on line 22. Column A
page 123 r reflects results from the Company's books for the
six-month period from April 1 to September 30,
1957, partly estimated. Line 13, General Services and
Licenses, represents the one per cent payment to the American Company for License Contract Services. This payment
is $458,000 for the six months, April to September, 1957.
F?r the year 1956 the paym~nt was $839,551. This compares
with expenses of $912,897 mcurred by the American Company in rendering license contract services to this Company.
Bell Telephone laboratories expense for research and fundamental development constitutes the largest item included in
the license contract expenses. In 1956, therefore, the one
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per cent payment by the Virginia Company is less than the
direct expenses of the American Company by $73,346.
Q. What is shown in Column B t
A. Column B shows the six months results, April to .September, 1957, on an annual basis. It is Column A multiplied
by two. This represents the total company current annual
level of revenues, expenses and net earnings. It will be noted
on line 17, Column B, that Federal Income Taxes (Total
Company) amount to $12,084,000 on an annual basis. These
taxes are stated in accordance with the Virginia Company's
books and are based on its capital structure. If
page 124 ~ these taxes were based upon the capital structure of the Bell System in accordance with the
procedures set forth in the so-called '' Little Rock'' formula
of the National Association of Railroad and Utilities Commissioners' Committee, with appropriate adjustment to the
test period in this case, the taxes would be reduced by $555,000. But based upon the same principle underlying this
Bell System approach to the tax adjustment, this reduction in
taxes would be offset by carrying charges on $14,059,000 ot=
funds held available by the American Company for the benefit
of the Virginia Company. Relating the indicated tax reduction of $555,000 to the funds held available of $14,059,000
results in a percentage of 3.9 per cent. Based on these figures,
tlie American Company's earnings on these funds are certainly not in excess of the cost of money. Accordingly, I
have made no adjustment on the going level of income taxes
on this exhibit.
Q. What is the explanation of the figure shown on line
22 of Column B?
A. The net earnings of $12,956,000 which appear on line
22 in Column B reflect the current annual level of net earnings for total company operations. It is Column A multiplied
by two, to express the six months figures on an
page 125 ~ annual basis.
Q. Is Column C intended to show the intrastate portion of Column Bi
A. Yes. As I stated, the separations procedures used here
are those required hy the Separations Manual. The intrastate figures shown here are on the basis of latest revisions
of the Separations Manual to which I have already referred.
Q. Will you explain lines 22 and 23, please?
A. Line 22 shows the intrastate net earnings of the Company on a:n annual basis, using the methods prescribed by
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this Commission including the most recent change in th~
separations procedures. Before discussing the amount on
line 23, I would like to comment in some detail on the effect
on our net earnings of the increasing investment per telephone which I mentioned in explaining the balance sheets on
Exhibit No. 9.
Q. Does Page 2of this exhibit show this effectY
A. Y.e-s, Exhibit No. 10, page 2, entitled '' Attrition in Rate
of Earnings Due to Increased Investment Per Telephone''
covers this. Line 1 shows the net intrastate original cost
investment per telephone as of December 31, 1953, the date
of the rate base in our last case. Line 2 shows the comparable figure for this case, as of September 30,
page 126} 1957. Line 3 shows an increase of $29.24 during
the intervening period.
Q. What is the significance of this increase in investment
per telephone Y
A. The investment per telephone has been going up continuously since the end of World War II, and re-presents a
penalty that has been with us, and is continually with us, as
long as the upward trend in investment per telephone continues.
Q. Why do you call it a ''penalty?''
A. The penalty comes about because the revenues per
telephone are limited to the prescribed rates, and remain rigid,
while the investment per telephone continues to rise. Rates
designed to produce a given rate of return on telephones repsenting an investment of $196 obviously will produce earnings of less than that rate on telephones representing an investment of $225. We call this penalty ''attrition.''
Q. Can you give us a definition of attrition?
A. Attrition~ as we use it, is the currently depressing effect on our per cent return as the result of installing new
plant at a higher cost than the plant already in
page 127 } service.
Q. Is that a steady rate of decline Y
A. It is steady in the sense that it is inevitable. However,
there are always swings in earnings and expenses in any
month, or period of months, that tend to obscure the steady
working of this factor of attrition.
Q. Why do you say attrition is inevitable?
A. Other things remaining approximately equal, the Company's rate of earnings inevitably declines as the investment
per telephone continues to rise. The investment per telephone is the base upon which the rate of earnings is computed.
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As this base rises the percentage rate of ·return obviously
·
goes ·down.
·. Q. What causes the investment per telephone to riset
A. The average investment per telephone continues to
rise because the new plant being installed costs more, per
telephone ( or per customer), than the existing plant on our
books. When new telephones are added, or old ones ·replaced, at investment costs higher than those already in service, the average investment for all telephones continues to
rise.
Q. Why does the investment for each telephone added, or
replaced, run higher than the average investpage 128 ~ ment per existing telephone Y
A. There are several basic reasons. The most
obvious one is that the price of the materials and costs of
installation of the new telephones are higher than the average
of those already on our books. Much of the plant associated
with existing telephones was bought and installed years ago
at prices far lower than current prices. New telephones and
equipment are ·required not only for expansion, but also to
replace obsolete and worn out plant for existing customers.
Even if we had no increase in customers the investment per
telephone would rise steadily as old equipment is replaced
with new. Just standing still, so to speak, the investment
per telephone would increase. Another reason for the increasing investment per telephone, perhaps less obvious,
is that it takes greater quantities of plant per customer to
serve the growing number of customers; that is, more poles,
longer length cable and more associated equipment, largely
because the new customers, on the average, are in housing
developments fa;rther and farther away from our switching
centers. There are exceptions, of course, but typically this
is true, and has been true in the entire postwar
page 129 ~ period with the nationwide trend towards suburban development.
Q. How long is this increasing investment per telephone
going to continue T
A. It is going to continue as long as the investment required for the telephones being added, or replaced, is higher
than the ·embedded average cost of the plant on our books.
The factor which makes attrition inevitable is the necessity
for sizable expenditures for new and replaced plant which
Mr. Mitchell has mentioned.
Q. What will happen if prices level off from now on y
A. Attrition will continue. Even if prices were to remain
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at today's levels, the depressing effect on e~rnings o~ ~e
higher investment for new plant would contmue. This 1s
so because the cost ,of the new plant added, or old plant replaced, would still be higher than the embedded cost. It would
take literally years for the embedded cost to reach the present
level. This would not occur until all of the plant had been installed or replaced at current prices. Even though our postwar expansion has been so great that much of our total property is on the books at postwar prices, current prices are so
fa:r above average postwar prices that continued
page 130 ~ attrition is inevitable.
Q. Returning to page 2 of Exhibit 10, will you
explain the attritional effects of this increasing investment
per telephone you have been discussing?
A. Line 5 of page 2 shows the adjusted increase in investment per telephone in the period since the last rate case-a
period of three months less than four years, or three and
three-quarters years. The total change is $32.61, including
the adjustment in line 4.
Q. What is the nature of the adjustment you have included on line 4 Y
A. The intrastate investment shown in our prior case, at
the end of 1953, was stated on the basis of the separation procedures then in effect. In 1956 a change was made in the
Separations Manual, known as the Modified Phoenix Plan,
which had the effect of transferring certain investment from
intrastate to interstate. Therefore, to put the investment
figures for the two different dates on the same basis it is
necessary to make this adjustment.
Q. What is shown on line 6?
A. Line 6 translates the total increase for the entire period
of three and three-quarters years into an average annual increase of $8. 70. In other words, since the last
page 131 ~ rate case, the investment per telephone has increased at the rate of $8.70 per year while the
rates that customers pay have remained unchanged. This
$8. 70 increase ·refers not to just the new telephones added;
this relates to the entire number of telephones in service.
Line 8 equates the annual deficiency to the present number
of telephones and indicates that the rates prescribed at any
given date will fail to support an investment of nearly $8000,000 one year later. At the return allowed by the Co~mission in the last case, the annual rate of attrition in earnings is shown to be nearly $500,000, on line 10. In other
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words, this is the rate of attrition in net earn.ings that the
Company is currently experiencing.
Q. Does this exhibit portray the total effect of attrition
as you previously defined it f
A. No. This exhibit portrays only that portion of attrition which comes about solely as the effect of increased investment per telephone. I defined attrition as the depressing
effect on our per cent return as the result of increased investment.
Q. Isn't that saying the same thing?
A. No. Higher investment per telephone carries with it
certain directly related expense penalties that have not been
included in this exhibit. Depreciation expense
page 132 ~ and property taxes are bound to increase whenever the investment increases. I have not included the depressing effect on our per cent return as
the result of these directly related increased expenses per
telephone. This exhibit, therefore, is conservative. Thus,
the total effect of attrition is larger than what I have shown
here. This exhibit includes only the depressing effect of the
higher investment, assuming no change in the level of expenses.
Q. Do you have another exhibit showing attrition?
A. Yes. Page 3 of Exhibit No. 10 shows the effects of
attrition during the postwar period.
Q. Will you please explain page 3?
A. The continuous heavy curve at the top of the chart
shows the :net intrastate original cost investment per telephone as of the end of each of the postwar years. The horizontal lines at the top of the dark shaded area indicate the
investment levels existing at the time of each rate case.
Rate relief granted was designed to provide earnings based
on this investment level. That is to say, at the effective, date
of the Commission's Order, as shown by the white arrows,
customers' rates were i111tended to be in appropage 133 ~ priate relationship to the investment level shown.
The lightly shaded area is the diffe·rence between
the actual investment per telephone experienced by the Company and the investment levels on which rates were based
at the time of the Commission's Orders. For example, in
the last case, the investment per telephone on which customers' rates were established was $196. The effective date of
the Commission's Order was July 1, 1954, as shown by the
white arrow. Even by that date the investment had in-
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creased beyond the $196 at the end of the test period, the
previous December, to $201 by July, 1954. During the
period in which the rates were based on this $196 lev-el, the
investment per telephone experienced by the Company increased steadily from $201 to $225 by September 30, 1957,
the end of the test period in the current case.
Another way of saying this is that the lightly shaded area
represents the penalty the Company has experienced during
the postwar period because customers' rates remained fixed
at each step while investment per telephone steadily increased. The lightly shaded area, therefore, represents an
amount of investment for which, in my opinion, the Company
has never been adequately compensated in the
page 134 } earnings allowed.
Q. How could the Company have been compensated for this amount of investment T
· A. This amount of investment could have been compensated
for by recognizing attrition as a going level adjustment in
the income statement. It is for this reason that I have shown
the amount of $466,000 on line 23, Column C, of page 1
of Exhibit 10. This is the annual going level of attrition
that the Company is currently experiencing.
Q. Why, in your opinion, should such an adjustment be
made to arrive at the going level of earnings Y
A. Such an adjustment is proper because attrition is an unavoidable cost which this Company faces day by day. It
crun be quite accurately measured and stated, as indicated on
pages 2 and 3 of this exhibit. The fact that there is in our
total plant large quantities of lowcost equipment which in~
evitably must be replaced day by day makes this factor of
attrition an unavoidable current cost. The factors which
cause it are built into our plant. It is only prudent to recognize the realistic nature of this attrition.
Q. The amount you have shown on line 23 of
page 135} page 1 represents one year's attrition. Why do
you make the adjustment for only one yearT
A. I think this is the minimum. This is about the most
conservative amount that should be reflected here. It seems
to me that this Commission would want the rates to produce
the objective rate of return for at least one year. Line 24,
then, is merely the subtraction of line 23 from line 22 to
reflect the going level of earnings after allowance for this
annual rate of attrition.
Q. What is shown on lines 25 to 30 T
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A. Line 30 shows the intrastate net original cost investment
of the Company, partly estimated, as of September 30, 1957
to be $201,033,000. This is comprised of the intrastate telephone plant on line 25, plus materials and supplies shown on
line 26, plus cash working capital on line 27, less the depreciation reserve on line 29. In other words, the rate base
is the intrastate portion of the dollars which the Company
or its predecessors spent over the years for its property,
less the provision which has been made for depreciation.
The rate base in this case has been computed in the same
manner as in previous cases before this Commission.
Q. What rate of return does the going level of intrastate
net earnings produce on this net original cost
page 136 ~ investment 7
A. As shown on line 31, the going level rate o:f
return being earned by this Company on its intrastate operations is 5.08 per cent.
Q. What effect will the Company's proposed rate relief
have on the earnings of the Company Y
A. Exhibit No. 11 shows that effect. One line 1 is shown
the gross amount of rate relief now being sought. · The
net earnings effect of the rate relief, on line 2, is $2,979,000.
These additional net earnings related to the intrastate net
original cost investment (line 3) will increase the per cent
rate of return by 1.48, as shown on line 4.
·
Q. What rate of return · would the. Company earn after
the rate relief being requested?
A. The rate of return effect o.f the proposed rate relief
when added to the 5.08 per cent going rate of earnings, shown
on line 5, will produce 6.56 per cent as shown on line 6.
Mr. Moore: I believe that makes the witness available to
you.
page 137 ~

CROSS EXAMINATION.

By Mr. Ketner:
Q. Mr. Thulin, through some questions I asked Mr. Mitchell, he said that maybe you could answer them better than
he. On page 6 of Mr. Mitchell's testimony he stated that
the wages paid by the Company have increased approxi.:
mately $4.6 million since approximately the last rate case
1~,8~3. Will you state fo:r: the record how much of this
lllllhon went to construction and how much ope·rating expenses?

$4.6
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A. Well, out of the total of $4.6 million in the wage increases granted in November, '54, Noyember, '55, and November, '56, the amount that was to be charged to construction under the estimates at the time the wage increases were
granted aggregated $858,000 out of the $4.6 million.
Q. That is $858,000 of· that $4.6 million went to construe-·
tion T Is that right?
A. Yes, sir.
Q. And the rest of it to operating expenses!
A. That is right.
Q. In presenting your testimony as I understood you, you
used the test period from April, 1957, to .Septempage 138 ~ ber, 1957. Will you please state why you used
this particular period for the test period!
A. Yes, I will be glad to. Any test period should be a
period that is long enough to be representative and recent
enough to be realistic. In prior cases before this Commission we have used a six-month test period and obviously from
the standpoint of realism the period ending at the most recent
possible date has the value of being most realistic. For those•
reasons I selected a period ending September 30 as an appropriate and proper test period in this case.
Q. Could you furnish for the record data for a twelvemonth test period ending with the latest actual operating
results, whether it be September 30, '57 or some other date Y
A. Data of that nature is of course available and whatever is desired we can furnish, yes.
Q. Could that be furnished as the next exhibit!
Commissioner Hooker : It would be 28.
Mr. Moore: We are not sure, Your Honor, that we are
required to do that. I do not want to be unreasonable about
this thing, but our friend on the other side here
page 139 ~ does not have the privilege of just going fishing
around. We are resting our case on this sixmonth test period as a fairly representative period. If he
wants that sort of information he can probably get it and put
it in himself if he wants. I don't think we are called upon
to go and work up that information.
The Witness: It would be a fair amount of trouble to get
it because one of the considerations that always enters into
the selection of a test period is the type of period you are
dealing with and when you go back into the months of '56,
the data isn't as uniform over the twelve-months period as
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in the six months ending September 30. I don't think it would
be an appropriate test period going back to twelve months,
nor is the·re any precedent for it.
Mr. Ketner: I might say that the test period that he
used only for six. months, and a part of that is estimated,
and we are here asking for $6.5 million increase in their
rates. I think a twelve-month test period would obviously
be more representative and would be better for the record
than a mere six-months test.
page 140 ~ Commissioner Hooker: The Commission is of
the opinion that this record is made up on that
basis· as stated in here and our Accountant has checked it on
that basis and we believe it would confuse the record in
passing on this to have a different base because this base
here of September 30 is the one that the Commission's
Accountant has relied on and has checked. You can find out
from Mr. Brown's testimony, I assume. So we do not believe
it would be helpf.ul for the Commission to have this information furnished.
Mr. Ketner: You say you don't think it would be Y
Commissioner Hooker: No. ·
Mr. Ketner: It was our thought that it would be more
representative. The period that .they have used, Judge
Hooker, is a six-months period and a part-0f that is estimated.
It. is important, as I see it. It is an important point of the
record and we ought to have an actual test period of at least
a year and twelve months would be more representative.
That is my position.
Commissioner Hooker : Mr. Elliott, did we
page 141 ~ have a year before or six months f
Mr. Elliott: We had six months annualized.
Mr. Moore: That is correct.
. The Witness: May I say something here?
Mr. Moore: Just a minute. I do not know whether I
want you to say anything. The Commission lias ruled with
you and you had better leave it like that.
. Mr. Ketner: As I understand, the Commission will not
require. that information to be furnished?
Commissioner Hooker: That is right.
By Mr. Ketner:_
Q. How many of the. six months in the test period that you
have used here are actually months, actual results rather
than estimations?
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A. At the time this test period was compiled we had two
months actual and four months estimated.
Q. Do you consider that truly representative as a test
period!
A. Yes, I do, because the actual results are practically the
same as the estimated results.
Q. Do you have any reason to believe that a twelve-month
period would be materially different than the sixpage 142 } months period Y
A. No. The reason I say that is the point I
was going to make a moment ago, that in selecting this test
period I have checked it in terms of the percent of the
total operating expenses for this particular six months and
they .are a very typical year and it checked out otherwise
in that same sort of a test, and I am convinced that the sixmonth period we used is representative of a twelve-month
period or twelve-month yea:r. So that when we annualize it
by multiplying it by two, we do get a representative result
for a year's period.
Q. Please ref er to page 3 of your testimony. ·wm you
clarify for the record the basis upon which a determination
was ·made that expenses of $912,897 were incurred by the
American Company in rendering License Contract Services
to this C. & P. Telephone Company of Virgisia t
A. Yes, that is a matter of record prepared by the American Company annually showing what expenses are incurred
or allocated to the Virginia Company under the terms of the
license contract.
Q. But what are those expenses¥
A.
ell, I can give you the breakdown by types
page 143 } of expenses. The chief expense included in that
$912,000 is the a.llocation to the cost of operating
the Bell Telephone laboratories of some $332,000. The other
amounts in there are made up of expenses of operating the
operation and the engineering department, which is about"
$145,000, the operation of eight or ten other groups in the
general departments of the A. T. & T. Company, and that
added to the cost of Bell Laboratories totaled $913,000.

"r

By Chairman Catterall:
Q. Is that supposed to be the actual expenses incurred for
the lQcal Company or is that a proration on a proportionate
basisY
.
A~· It is a p-roration of the expenses allocated to the C. & P.
Telephone Company of Virginia, sir.
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Q. What is the basis for the allocation f
A. Well, the basis I think there· varies with the different
types of expenses. Some of them are based on plant investment, others are based on other foundations of revenues, employees, expenses, or other bases related to the total type
of expense being allocated.
Q. It used to be one per cent of the gross. Is it not done
that way any more Y·
page 144 ~ A. The payment by this Company. to the American Company is one per cent of the gross revenues, but I think Mr. Ketner was referring to the allocation
of the costs incurred by the American Company allocated
to this Company.
Mr. Ketner: My question was the basis just as yours was.
By Chairman Catte-rall:
Q. How does the cost that is allocated compare with one
per cent? Is it more or less T
A. It is more.
Q. Is it more than one per cent Y
A. Yes, sir. That is, the costs incurred and allocated to
Virginia totaled more dollars than are paid by this Company
to the American Company in the one per cent.
By Mr. Ketner:
Q. My question wa.s the basis of how you determined this
expense and that is what Judge Catterall asked you, not
necessarily the allocations themselves but what is the basis
for those allocations?
A. Well, there are a number of different bases in connection with each type of expense being allocated.
page 145 ~ As I say, some of them are based on plant, some
on revenues some employees' expenses, and
various appropriate bases in order to allocate the grand total
to the C. & P. of Virginia, its share.
Q. You are reading from a document, Mr. Thulin; does
that document indicate the bases or just merely show the
:figuresY
A. Yes, it does.
Q. Could you tell us what that document is and furnish us
a copy for our use?
A. Yes. This is a report for the year 1956 from the Comptroller's Department of the A. T. & T. Company entitled.
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'' Revenues from and Allocations of Expenses Incurred and
Capital Employed in Rendering License Contract Service to
the Chesapeake and Potomac Telephone Company of Virginia.,,
.
: Q. Could you make that document available to the IntervenorsY
Mr. Moore: We will be glad to do that.
~'y Mr. Ketner:

Q. For clarification would you indicate for the record
whether the C. & P. Telephone Company of Virpage 146 ~ ginia remits any funds to the Collector of Internal Revenue in payment for the C. & P. Telephone Company's Federal Income Tax?
A. Well, the payment that this Company makes is handled
by the A. T. & T. as an agent and delivered by them to the
Collector of Internal Revenue in the New York Dishict, I
believe. The actual mechanics of it are handled that way.
Q. In other words, the C. & P. Company does not pay the
tax direct, but the American Company pays it in your behalf?
· A. It doesn't pay it in our behalf, we make the check out,
but they act as an agent in delivering the check.
Q. And then the actual amount as indicated in your
records?
A. That's right.
Q. At page 4 of your testimony in your discussion of
Federal Income Taxes you state, and I quote : '' This reduction in taxes would be offset by carrying charges on
$14,059,000 of funds held available by the American Company for the benefit of the Virginia Company." Is that $14,059,000 investment in telephone plant and equipment used
and useful in the intrastate telephone service in the State of
Virginia?
page 147 ~ A. No, sir, those funds are held in the central
pool of funds by the Ame·rican Company. They
are not invested in plant in Virginia.
· Q. They are held by the American Company on account
of the Virginia Company?
A. That is the Virginia Company's share of those funds,
yes, sir.
By Chairman Catterall :
Q. Can you draw a check on those funds at any time you
want to?
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A. No, because they are not deposited to our account.
If we had need of them we would procure them on short-term
advances from the American Company, but they are the
funds the American Company has to carry as idle funds, you
might say, ready for our use if, as and when we require
them.
Q. How do you figure that amount T Is that two per cent
of this idle fund 7
A. Again it is based on a-I think it is a combination of
investment and the size of the construction program.

By Mr. Ketner:
Q. I take it that you use the same allocation
page 148 } for the Virginia Company that you use for other
members of the Bell System T
A. That is correct.
Q. Your Exhibit 9 appears to be the balance sheet of the
C. & P. Telephone Company as of May 31, 1957. Could you
furnish a balance sheet of the Company as of September 30,
1957 similar to your Exhibit 9 as of May 31, 1957 Y In
other words, can you bring that balance sheet up to September
30, 19577
A. Yes, we can provide that information.
Mr. Ketner: Would that be Exhibit 297
Mr. Riely: 28.
Commissioner Hooker : 28.
(Exhibit No. 28 was reserved.)
By Mr. Ketner:
Q. Your Exhibit 10 is an income statement for the sixmonth period ending September 30, 1957, partially estimated.
Could you indicate for the record the dollar amount of
Column B for that exhibit which would apply to Items 23 to
31, inclusive, in order that the Commission may have the
picture of the Company-wide effect of the income arnd expense
data indicated in this exhibit?
Mr. Moore: May it please the Commission, I
page 149} do not know whether you have before you the
exhibit.
Chairman Catterall: No, the question inco·rporates something by reference that we do not have before us.
Mr. Moore: You do need to have the exhibit to get the
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point of our objection. He is referring there to Column B,
which is with reference to the total Company and he has
asked the witness to fill in figures from line 23 on down to line
31 for total Company. That is utterly irrelevant as to total
Company. The ultimate importance of the figures of the
three columns is Column C. It is required here as to what
those figures would be in the total Company column and
that is why they are omitted.
Mr. Ketner: If Column B there is not important, it seems
to me the entire column might be eliminated in order to have
the exhibit informative and complete, which shows the information after the item Annual Attrition in Earnings figure
in Column B, the same as it is shown in the intrastate Column

C.

Mr. Moore : No, you need Column B in view of the necessity of developing the separations.
page 150} Mr. Ketner: I am asking for Column B to be
completed.
Mr. Moore: It is pertinent as far down as the statement
goes.
Mr. Elliott: I think this whole matter would be cleared up,
and will be cleared up, in an exhibit to be offered by the staff,
Statement A of his report, which gives a complete rundown
of total Company, intrastate, and so forth.
M·r. Ketner: In other words, the information I have requested will be included in one of Mr. Brown's exhibits 7
Mr. Elliott: You have seen this report?
Mr. Ketner: No, I have not.
Commissione·r Hooker: Mr. Brown will go on the stand
and make it available.
Mr. Ketner: If that information is reflected in Mr. Brown's
exhibit, that will be all right.
Mr. Elliott: It will be a total operation.
Mr. Ketner: Since Mr. Elliott has stated that information
will be included in Mr. Brown's exhibit, I will not pursue that
furthe·r with Mr. Thulin.
·
Chairman Catterall: Does Mr. Brown's exhibit
page 151 } have anv figure for attrition Y
Mr. Elliott: No, sir.
Mr. Ketner: That is the principal thing that I had in
mind.
Chairman Catterall: This $466,000 for attrition is an argumentative fie:ure.
Mr. Ketner: Precisely, and we want it shown as to total
Company.
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Chairman Catterall: But they have not thought of any argu•
ments for total Company.
Mr. Ketner: If they can show it for the Virginia Company, Judge Catterall, all I would like to know is that there
idea is as to total Company. In other words, it seems to me
the exhibit would be complete if the information we seek is
furnished by the Company. I think the Commission should
have that in the exhibit for its own information.
Chairman Catterall: The $466,000 isn't information, it is
simply a summary of their argument as to what allowance
should be made for attrition.
Mr. Ketner: But that is information in the exhibit and I
want wantever their theory would be under the total Company
stated in the other column.
page 152 ~ Chairman Catterall: That is purely hypothetica
Mr. Ketner: It is hypothetical in C.
Chairman Catterall: Yes, that $466,000 is hypothetical.
Mr. Ketner: I think it goes to the. weight of the testimony
as shown in the. exhibit there.
The Witness: Perhaps it would help if I explained the
way the $466,000 on Exhibit 10, page 1, comes about.
Mr., Ketner: I am not interested in that at this time. I
am merely asking that the exhibit be made complete by :filling
in Column B as I have indicated in my question.
The Witness: That information is not available. I do
not have that information.
Chairman Catterall : Nobody has that information.
·By Mr. Ketner:
Q. Then how did you ge-t that information?
Mr. Moore: That is what he wanted to tell you.
Mr. Ketner: I will ask my own questions. ·r do not want
to get into cross examination at this time.
page 153

~

A. The $466,000 on line 23 of Exhibit 10, pa~e
1, is transferred from line 10 of Exhibit No. 10.

page 2.
Bv Mr. Ketner:
·Q. Where do you get that information f
A. Exhibit 10, page 2, is designed to show the derivation of
that fi~re. That is the purpose of the exhibit.
Q. In other words, as I understand. vou decline to furnish
·
the information that I have requested T
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Mr. Riely: That is not true at all.
e simply do not have it.
Mr. Moore:
Mr. Ketner: I say because you do not have it.
wouldn't let me finish my question.
Mr. Moore: There was a rather long lag there.

,v

You

By Mr. Ketner:
Q. Mr. Thulin, in preparing your testimony for this case I
assume that you have in your possession the working papers
from which your testimony is based; the Intervenors would
like to have the privilege of examining these working papers
and would you be good enough to make them available to
us?
A. Well, the working papers, of course, for
page 154 ~ some of these go back to the voluminous documents on file in our office. They a:re not just a
simple set of a binder of papers. These go back to basic
records of the Company.
Q. Could our expert witnesses have the privilege of coming
to your office and examining these working papers? They
seem to think that they may be necessary in the preparation
of their testimony.
Mr. Moore: Insofar as they are working papers available
and in our presence, I meam in the presence of Company witnesses, we are very glad to do that.
That is what he is asking for.
Commissioner Hooker:
Mr. Moore: We do not think it is appropriate for them
to be withdrawn or taken away O'r examined except in the
presence of a representative. But with that understanding,
that is no objection.
~

By Mr. Ketner :
Q. Mr. Thulin, can y,ou furnish for the record
tl1e expense data included in the test period which you
used?
A. I am not sure I understand the question. The expense
data included in the test pe·riod?
Q. That is, the operating expenses.
A. They are shown on page 1 of Exhibit 10.
Q. I arri speaking about the actual operating expense data.
A. Well, as I indicated a few moments ago, I believe the
actual data that is now available for the test period is so
close to these results shown in the test period that we
propose to rest the case on the original exhibits filed with our
testimony in July.

page 155
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· Q. Well, could we see just the actual figure Y
A. Yes, we 'have the actual figure.
Q. Can you furnish that for us?
A. Yes, indeed. Exhibit No. 10, page 1; I will give a copy
to you now.

Mr. MoO"re: Do you mean you want it as an exhibit?
:M:r. Ketner: I don't care how you furnish
page 156 ~ it; I think an exhibit probably would be preferable.
A. (Continuing) I will be glad to give you the actual data,
but I would like to say, as far as I am concerned, these original exhibits are the ones we rest the case on, because the
actual results are almost exactly the same as this.
Commissioner Hoolrnr: Suppose you just give it to him
and not give it an ex11ibit number, because it might be confusing in the record.
The Witness : Yes; we can give the actual figures comparable to Exhibit 10, page 1.
By Mr. Ketner:
Q. In ten days 7
A. Yes, sir.
:M:r. Ketner: That is all I have from Mr. Thulin.
Commissioner Hooker: Stand aside.
By Mr. Elliott:
.
Q. I do have one question in view of the discussion of Exhibit 10, page 1, Mr. Thulin.
You show on line 31 per cent net earnings
page 157 ~ going level to net original cost, 5.8 per cent.
A. 5.08.
Q. 5.08 per cent. That includes the figure of $466,000 on
line 22, net earnings before attrition; is that not right?
A. The 5.08, sir, is based on the net earnings.
Q. I mean line 23.
A. Yes. It is based on the net earnings shown on line 24,
which includes the line 23 figure.
Q. And any attrition would have taken place in the company's plant prior to September 30, 1957; is tha.t not right?
A. No, I think not. I think this attitrion is a going cost, it
is continuing all the time, and my theory here was merely to
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refer to the exhibits which show the rate at which attrition is
occurring.
.
..
Q. You misunderstood my question, Mr. Thulin. Any
~~t.rition in these figures up to September 30, 1957, has already
taken place; is that not right Y
A. That is correct; yes, sir.
Q. So :that the actual rate of return at September 30, 1957,
is the $201,033,000 into the $10,670,000, or 5.31 ; is that not
right?
page 158 } A. Before any allowance for attrition, yes, sir.
Q. Now, that same thing applies in your Exhibit No. 11. The 6.56 per cent'there shown includes a similar
·
allowance for attrition Y
A. That is correct.
Mr. Elliott: That is all I have, sir.
By Chairman Catterall:
Q. The inclusion of this $466,000 is a prophetic item, as if
you had included prophecy as to future wage increases, is it
not?
A. Well, I think I would rather say that it is a continuation
of the existing trend, sir, rather thanQ. Have wages been going up and down, or is it an existing
trend?
A. This, of course, has nothing to do with wages.
Q. I understand.
A. This is a projection of a continuation of the trend that
has been going on for a number of years and, in that sense, is
a going cost that is being incurred from month to month now
and for the future.
Q. Well, that is the only item of its kind given in any of
these financial exhibits you have filed; is that
page 159 } correct?
·
A.
Yes,
sir.
('.'
.
Commissioner Hooker : Stand aside.
Mr. Moore: Call Mr. ,Johnson.

WILLIAM F. JOHNSON,
introduced as a witness on behalf of the applicant, being first
duly sworn, t~stified as follows :
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DIRECT EXAMINATION.
By Mr. Moore:
.
,
Q. Will you kindly state your name and position with the
Chesapeake & Potomac Telephone Company of Virginia f
A. My name is William F. Johnson; I am Assi1;3tant Vice~
President of the Telephone Company.
Q. Mr. Johnson, are you the Mr. Johnson whose proposed
testimony in this proceeding was filed with the Company's·
application, referred to in the Commission's order of July
17, 1957'

A. That is true.
Q.. That proposed testimony appears to consist
page 160 ~ of twenty-three pages and Exhibits 12 through
.
18, inclusive. ·was that proposed testimony and
those exhibits prepared by you or under your immediate
supervision?
A. They were.
Q. Do you believe them to be correct?
. A. I do.
Q. And you so vouch for them t
A. Yes, sir.
·
Q. w·ould you now like to have that testimony incorporated
into the record as your direct evidence in this proceeding!
A. I would.
Mr. :Moore : ,ve would like to have the exhibits received
as Exhibits 12 through 18 as indicated.
Commissioner Hooker: Ex'hibits 12 to 18, inclusive, are
received in evidence.
(The following is the prepared testimony of Mr. Johnson:)
·
page 161

Q. Will you state your name and position with
the Company!
A. My name is William F. Johnson and I am
Assistant Vice-President of the Company.
Q. ,vhat has been your experience in the telephone business!
A. I l1ave worked continuously for the Chesapeake and
Potomac Telephone Companies since 1930. During this time,
except from 1942 to 1945 when I was in the Traffic Department, I have been eng-aged in accounting and financial matters.
From 1945 to 1950 I was located here in Richmond in the
Accounting Department.
~
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Q. What are your present duties as Assistant Vice-President?
A. Since 1950, when I assumed my present duties I have
worked primarily on studies dealing with accounting and
financial matters. Included in this activity are studies of
capital costs.
Q. Have you previously testified before this Commission Y
A. Yes. I have appeared in other cases of the Company
before this Commission.
Q. What is the nature of the testimony you propose to
present at this time¥
A. I propose to discuss various aspects of the
page 162 ~ current cost of capital with particular emphasis
on:
1. The tight money market and the increases that have
taken place in the cost of money.
2. The impact of these market conditions on the problems of
attracting capital, and
3. The necessity for giving recognition to those conditions in determining an appropriate rate of return for this
Company.

Q. What is the purpose of an appropriate rate of return T
A. It can be very simply stated, in my opinion. An appropriate rate of return serves two basic purposes, one of
which naturally follows the others. First, it will provide
earnings at a level such that investors will continue to put
their money in the business, that is, the earnings will be adequate to attract new capital for additional plant when required. Second, this ability to attract capital provides the
only means by which expanding and improved telephone service can be given to those who want and need the se·rvice.
In the last analysis it is this end result we are striving for,
namely, that the desired kind and quality of servpag·e 163 ~ ice are available to the customers when they want
it.
Q. ·what tests can be applied to determine the adequacy of
the rate of earning-s?
A. To accomplish the objective of successfullv attracting
capital" there are two tests, broad in _scope, whicl1 should be
apnlied to the rate of earnings.
The rate of earnings must be comparable with that of
other· businesses. such as other utilities, after givinp: consideration to differences of risk. It must be recognized that
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the investor has alternative opportunities for investment.
In other words, the competitive nature of the rate of earnings
is important to the successful attraction of capital. Investor
attitude toward the securities has real significance in determining the acceptance.
Also the rate of earnings must be adequate to protect the
financial integrity of the business. The investor is justified
in requiring that his invested capital be protected and that
additional capital be attracted on terms not adversely affecting his present investment.
Q. Cannot capital be attracted without this latter test of
financial integrity being met?
page 164 } A. Yes, it can and it has been done by enterprises in a poor credit position. It is accomplished when the terms of sale of the new securities are detrimental to the integrity of the previously committed investment. For example, with low earnings even below the competitive level, new stock can be issued at a price well below
the value of the present stock. It is for this reason that I
stated a rate of earnings to be adequate must satisfy the test
of financial integrity.
Q. In your determination of the costs of capital did you
use the costs to the Bell System 1
A. Yes, I did. Since all the funds invested in this Company
have been provided from the sale of securities issued by the
American Telephone and Telegraph Company, the Parent
Company of the Bell System. I have considered the Virginia Company as if it we·re a miniature Bell System. I
have developed the cost of debt and equity for the System
as a whole and used the debt ratio appropriate to that total.
Q. Before getting into the development of the rate of return will you discuss briefly the capital requirements of the
telephone business?
A. Mr. Mitchell has discussed the large amount
page 165 } of capital which is having to be spent here in Virginia. to keep pace with the increasing and
changing demands f o·r telephone service. I will not expand
on that further, other than to add that the C. & P. of Virginia, at its present rate of growth, puts greater demands on
the svstem finaneing than the average of other companies.
If all system companies were requiring proportionately the
same amount of new capital as does Virginia, the new money
in the System would have to be about 20 per cent g-reater.
In other words, the growth in Virginia is greater than the
average of other Bell Companies. As the years pass the needs
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for new capital become more demanding and, in my opinion,
present one .of the most serious problems faced by the industry for the period ahead. ·
In 1955, the Bell System sold securities for more than $1.2
billion. In 1956 the new capital exceeded $1.3 billion. It is
estimated that the $1.5 billion level will be reached in 1957.
Financing in the future at this rate of about $125 million
per month means that the Bell System is facing an undertaltlng never before attempted by any business. It is obvious,
I believe, that the successful issue of these securities is of
·
utmost impo·rtance to the communications needs
page 166 ~ of the country.
The problem is made all the more difficult because this financing has to be accomplished at a time when the
total demands for capital have resulted in the highest level
of capital costs in the postwar period.
Q. Will you comment further on these total demands for
capital with which the System has to compete f
A. After the war and through 1955 the annual average of
total corporate :financing was about $6 billion. It is now ·running at the $11 billion level. One of the amazing things about
this situation is that Bell System financing is about 13 per
cent, or $1 out of every $8, o.f this total for all corporate issues.
These heavy demands are the result of the growth and
expansion programs of industry. The capital outlays in
1956 were $35 billion or 22 per cent higher than in 1955. It
was an all time record. The year 1957 may reach $37 billion.
Furthermore, industry generally had to go into the money
lliarket on a larger scale because the internal resources from
retained earnings and depreciation did not keep pace with the
rate of expansion.· Many companies which appeared in the
market, nor!Ilally financed growth to a large degree from
· ·· mternal sources. As typical examples, General
page 167 ~ ~rotors has l1een in the market for over $300 million. That was its first appearance in over 35
years. General Electric and F·ord both have sought large
amounts of outside financing in the last two years. Since
last winter IBM, Socony Mobil, Phillips Petroleum, .Sinclair
Oil and Aluminum Co. of America have offered securities
for nearly $900 million. In addition, it is common knowledge
that Federal, State and local ~ov·ernments are reauiring; in~
creasing amounts of capital. Government needs will probablv
.,
be fro~ $3.5 to $4.0 ~illi~n higher in 1957 than 1956."
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Q. What is the end result of these demands on the money
market?
A. ·when we factor together these enormous demands for
new money and the fact that the supply of capital has not
kept pace with the demand we find there is very keen competition for the investor's dollar. The market is tight. Furthermore, the Federal Reserve policy has been one which is
designed to combat the inflationary forces in the economy.
The end result is the highest interest rates that have been
experienced in many years.
Q. Have you prepared an exhibit to show the changes in
interest rates since 1950f
A. Yes. I have.
page 168 ~ Q. Will you explain Exhibit No. 12?
A. This exhibit which compares 1950 with the
present shows that interest rates generally ar up substantially. The prime rate on short term bank loans is up 1.75 to
2.00 percentage points. Banks are allowing 3.00 per cent
on savings accounts as compared with 2.00 per cent to 2.50 per
cent in 1950.
· In some instances, which also include Virginia, the allowed
rates on savings are even higher than 3.00 per cent. The
Federal Reserve rediscount rate has risen from 1.50 per cent
to 3.00 per cent. Also, the FHA loans rate is up .75 per cent.
The yield on high grade bonds is now 3.69 per cent up
over 1.00 per cent, while the yield on outstanding Bell System
bonds now stands at 3.8 per cent It was only 2.75 per cent
in 1950. The current cost of new debt issues, which I will
discuss la.ter, is substantially higher than these indexes. It
is in this kind of an investment market that the Bell System
is g-oing to have to attract funds.
Q. From the standpoint of attracting capital what is the
significance of these conditions on the Bell
page 169 ~ System?
A. Simply stated, the Bell System is competing
for enormous amounts of new capital in a market where the
supply and demand for funds is creating a very tig·ht situation
with resulting hig-h money costs. The competition is very
keen. In coping with this situation, I believe there are certain
obvious things that must be recognized.
j

1. The Bell Svstem is havin~ to attract a larger portion
of the total available funds. Of the total corporate security
issues the Bell ·System takes about $1 in every $8 issued.
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In the case of equity or stock capital it is about $1 in every
$3.
2. Large amounts of Bell securities, issued as the result
of the postwar expansion, are already in the hands of in-.
vestors. This means the industry has to attract a wide
range of investors in various types of securities.
.
3. Because of the competition for money it can be reason-·
ably assumed that other high grade alternative investment
opportunities are available to the investors.
4. The earnings of the System must be such
page 170 ~ that the investor will have a favorable attitude
towards Bell securities. In other words, those
who put their funds in the telephone business will expect that
opportunities for return and protection will be comparable to
those opportunities in alternative fields of investment. This
is particularly true today when not only high grade industrials but the electric utilities have made such a favorable
impression on investors in recent years.
In my experience, I find that within the System there is
almost an apprehensive consciousne~.s of these conditions
and the realization that earnings levels must show continued
improvement if the much needed expansion and growth are
to be successfully carried on.

Q. Mr. Johnson, how have you determined the cost of debt
capital?
A. As the first step, I have attempted to measure the current cost of new debt capital. I did that for two reasons.
First, in order to evaluate that cost in compR"rison with the
cost of the same type of capital already reflected in the
capital structure of the System. Second, to use
page 171 ~ this current cost in order to arrive at a reasonable
comopsite capital charge for debt when effect is
given to the impact this new financing is having on the already
embedded costs.
Q. Have you prepared a statement showing your determination of the present cost of debt capital f
A. Yes, I have.
Q. Will you explain Exhibit No. 13 Y
Commissioner Hooker: This will be received as Exhibit
No. 13.
(Received and filed as Exhibit 13.)
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A. This statement, entitled '' Public Utility and Bell ·System Bond Issues Publicly Offered,'' shows the present cost of
debt for utilities and Bell System separately. They are
issues in 1957 through June of $5,000,000 or more ·rated AAA
and AA by Moodys. In the top section are the utility issues
other than Bell System. In the last column it shows that the
average cost has been 4.53 per cent.
In the lower section are the Bell System issues. The
average cost of these issues was 4.47 per cent.
page 172 ~ The most recent was an AAA issue of Southern
Bell at a cost of 4.91 per cent.
Q. Wliat is the cost of debt capital already in the capital
structure of the Bell System Y
A. As of December 31, 1956 the Bell System had an embedded cost of debt of 3.1 per cent, and by the end of June it
was about 3-% per cent.
Q. What have you conclusion as to the present cost of
&hlT

.

A. It is my opinion that the companies can well expect
to pay for debt capital at a level substantially higher than
. they have experienced in years past. It will probably fluctuate
around the present cost of 4.5 per cent.
· ·
Q. What rate do you feel should be used along with the
cost of equity in arriving at a reasonable composit rate of
earnings?
A. As I stated, the embedded cost of debt in the Bell
System is 3.25 per cent. It only requires about $1.2 billion
of such financing at present rates to result in an embedded
cost of 3.5 per cent. That, I believe, is a conpage 173 ~ servative figure to use in the overall rate of earnings during a period when new capital is having
to be attracted to tl1e business.
Q. Why is it yon· opinion t:hat it is proper to use a rate as
low as 3.5 per cent for the cost of debt in determining an
overall rate of earnings when the company is having to pay
nearly 4.5 per cent on debt that is being issued in the current
market?
A. The companies, in the case of debt capital, are entering
into a contractual obligation to pay certain fixed charges
on the bonds. It is, as the terms imply, a fixed capital charge.
The amount of that charge can be readily determined. Even
though the embedded cost of debt is below the contractual
rate on new debt it would be imprudent to fo;nore entirely
this relationship. The proper rate, in my opinion, falls between the embedded cost on a spot date and the current cost
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of new debt. That can be reasonably determined when
it is known that the current rate of growth will have an
impact on the embedded cost· in the immediate future. For
these reasons I believe that under current market conditions, ·a ·rate as much as a full percentage point below the
current cost is very conservative.
page 174 } Q. Will you now discuss the cost of equity
capital?
A. In the case of equity capital, the situation is quite
different. Here we have an obligation to pay dividends, protect the dividend and the earning power back of that equity.
The obligation is economic in character as opposed to contractual in the case of debt. Here the essential ,element is
one of w·hat is required to attract equity capital in the
current competitive market. It is here that we become
more seriously concerned with the attitudes of investors, the
:mpply of and demand for capital and the earnings of the
company in relation to those of other companies offering comparable alternative types ,of investment. It is this latter point
of comparability ·of earnings that has a marked influence on
the investor attitude and the ability to attract equity under
tight competitive conditions.
Q. You have shown that the cost of debt capital has definitely increased. Has the cost of equity capital also gone
up?
A. As a matter of opinion, I believe there is a definite interrelationship between the costs of the various
page 175 } types of capital. Basically, the cost of money is
a result of the supply of and demand for capital.
For that reason, I feel it a valid conclusion that the cost of
equity is influenced by current conditions in the money
ma.rket.
l:Towever, in this connection, I would like to point out that a .
mathematical measurement of the changes which have taken
place in equity costs is ve·ry difficult and the results of such
measurements can be misleading.
For example, when we look at stock market fluctuations in
general we find that there have been marked increases in stock
priees. Those prices have been bid up by investors. This
process has g-one on while earnings and dividends of companies were increasing. The market prifles, however, went
up faster than these earning-s and dividends. The end result
was that the current market vield on the stocks went down.
BaF=ed on sunerficial reasoning one could erroneously conclude that the cost of equity was down. When we reeognize
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why the investor bid up the prices of the stocks we better
understand why such a conclusion is misleading.
It is evident that the investors in the stock market have become optimistic as the result of the growth that
page 176 ~ has taken place in earnings and dividends, particularly in the industrial and electric utility
fields. When they buy the stock they are not purchasing the
current · yield from the security. They are buying future
earnings and dividends. They anticipate future growth and
greater earnings power to come from increased retained
earnings. They are willing to pay more and take a lower
current yield in order to realize an improved position in the
future. Results of those companies have given investors
sufficient grounds for that optimism.
As a simple example, investors can buy tax exempt securities which will yield a substantially higher return than the
net yield after taxes on taxable common stocks. I believe
their selection of the lower yielding common -equity is largely
influenced by the anticipated earnings and dividends I mentioned.
I conclude that it is not this distorted level of market
ratios which gives the true evidence of equity costs. That is
an illusion. The important thing here is what is required to
encourau.-e the investor to buy the securities now being offered. That is determined by an analysis of the earnings and
dividends of comparable investments as objective
page 177 ~ data to determine how the stockholder has fa red
in his alternative investment opportunities, and
how his attitude towards them is influencing his willingness
to buy them now. The quality of what is offered to him
to buv in the last analysis will determine his choice.
Q. Have you made an analysis comparing how the investor
has fared in A. T. & T. common stock with comparable ·equity
investment t
A. Yes. I have made such a comparison with Moody's
24 utilities.
Q. Does the investor consider A. T. & T. and the· electric
utilities as comparable types of investment opportunity?
A. I believe he does. Both are nonspeculative in character
and both are public utilities subject to regulation. Apart
from the fact that there is some difference in risk, which has
be~n offset bv differences in the capital structure and debt
ratio, I believe that the informed inve~tor does consider the
equity of the electric utilities and A. T. & T. as comparable
types of investment opportunity. There are little or no
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grounds for an assumption that the rate on equity
should be materially different as between the Bell
System and high grade electrics. In other words,
the investor has every right to expect that he would get
as favorable results from A. T. & T. stock as he would get
from the equity of the electrics.
Q. Is the next statement you have prepared entitled'' A. T.
& T. Co. Stock Compared with Moody's 24 Utilities"!
A. Yes, it is.
page 178

~

Commissioner Hooker: This will be received as Exhibit
No. 14.
(Received and filed as Exhibit No. 14.)
Q. Will you explain this Exhibit No. 14 T
A. T'his statement shows a comparison of the 24 utilities
in Moody's index and A. T. & T. Co. common stock. The
comparisons are of the Average Market Price, Earnings, and
Dividends Per Share.
It shows in the top section that from 1953 to 1956 the, market
price of A. T. & T. stock increased 14 per cent while the
electrics increased 31 per cent. In the case of earnings the
A. T. & T. realized earnings of just over $13 per share in
1955 and 1956 which was an increase of about
page 179 ~ 12 per cent. The electrics on the other hand
went up over 20 per cent. As shown in the bottom
section, the electrics were able to increase dividends by 15
per cent while the .A. T. & T. dividend was kept constant at
$9.
This shows that the· investor in .A. T. & T. has not fared as
well as if he had invested in the electrid utilities. These relationships, in my opinion, do have an influence on the investor's attitude towa:rds these two types of investment.
Also, I believe, this supports a point I made earlier that
investors have, from the results of the companies, had grounds
for some optimism that in the utility field they could rightfully expect improvement in their investment position as
time went on. In this particular comparison it is apparent
that there is more ground for optimism in the case of the
electrics. Under those conditions, the telephone industry
must recognize that its position in the market must shoi,
continued evidence of improvement if a program of capital
attraction is to be successfully carried out.
Q. Is there any other item which would influence the in-
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vestor's attitude toward A. T. & T. stock?
A. There is anothe·r item which this exhibit
does not fully bring out. I refer to the issue of
rights to existing stockholders to purchase additional shares.
Those rights have had value in the eyes of the stockholder
and a little later in my testimony I want to develop the point
further.
Q. Before you do that will you discuss further what is
behind the results shown on this Exhibit No. 147
A. The factors behind these results are shown on the
next Exhibit, No. 15.
The position is often taken that the investor is entitled to a
fair return on the money that has ·been paid into the company
and which is back of his ·equity investment. I believe the
investor's feelings stem from such a belief. To be fair, it
should stack up with the comparability of earnings test, i. e.,
that he would have as good an investment and as well protected as in another undertaking of comparable risk. I
believe we have to appraise this exhibit in the light of those
ground rules.
page 180

~

Commissioner Hooker:
No. 15.
page 181

~

This ·will be received as Exhibit

(Received and filed as Exhibit No. 15.)

A. (Continuing) The electric industry has earned from
10.2 per cent to 11 per cent on its book equity over this
period. It was able to increase dividend payments and at
the same time provide greater protection of the dividend
level by carrying highe.r retained earnings to surplus. That
gave some assurance ,of higher earning power in the future.
It also contributed to higher market prices for the investor.
The A. T. & T. Co., on the other hand, had lower earnings
at the 8.2 per cent to 8.8 per cent level on hook equity and
did not increase the dividend rate. The increase in surplus
has been extremely modest so that the improved dividend
protection was very small. The alternative left to A. T. & T.
in its efforts to pre,serve the investment position of the stock,
in the absence of increased dividend payments, was to i~sue
rights to the stockholder which had value in lieu of dividendA.
Q. ·wm you now discuss the point you raised that the
A. T. & T. Co. issued rights which had value and which re-
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suited in some benefit to the A. T. & T. Co's. investment position Y
·
.A. When the stockholder received rights in
connection with his A. T. & T. Co. stock he could sell them
for cash or use them to buy additional stock. In either event
they improved the yield on his investment because they did in
effect act as a reduction in his original investment which when
related to the $9 dividend, gave him an improved rate of return. The stockholder has in my opinion, recognized this.
The dividend payment did not increase but the stockholder
looked favorably on these rights as if they were an increased
payment to _him. Therefore, today, in the light of past experience, we must recognize that the stockholder's anticipations are founded on something other than $9.
Q. Have you prepared a statement which shows the increase in investor's yield on A. T. & T. stock from the issue
.of rights?
A. Yes, I have.
page 182

~

Commissioner Hooker: This will be received as Exhibit
No_. 16.
(Received and filed as Exhibit No. 16.)

Q. Will you explain this Exhibit No. 161
page 183 ~ A. This statement assumes that a stockholder
·· ·
paid $152.41 for a share of A. T. & T. stock in
1950, which was the average market price during that year.
The value of the rights he received through 1956 were
sufficient to reduce the cost of his original investment to
$135.40.
At the dividend rate of $9 his effective dividend yield was
progressively increased from 5.91 per cent to 6.65 per cent.
Therefore, as a practical matter, the investor has every reason
to belie,ve that his return will be based on something in excess·
of the $9 dividend~ This benefit to the stockholders, in my
opinion. hi the result of somewhat improved earnings of the
Bell System since 1950. I say '' somewhat improved'' because, as I stated, thev have not kept pace with comparable
investment opportunities.
Q~ Up to this point in your discussion of equitv capital
are there any conclusions you have reached?
·
'
A. Yes. So far, I believe the following conclusions can be
reached:
·
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1. The Bell System has the problem of attracting .en9rmous
amounts of new capital in a tight market which
page 184 ~ over the years has already absorbed .large
amounts of Bell securities.. This is borne out by
the fact that from 1946 through 1956 new Bell System equity
was about 33 per cent of all new equity issues in the entire
country, or $1 out of every $3.
2. The need for favorable investor attitude towards A. T.
& T. se.curities is of utmost importance if the financing is to be
successfully carried out.
.
.
3. Bell System earnings have improved in recent years
to $13 per share and it has been possible to issue tights with
value to stockholders· and the combined effect has been favorable to the stockholders. However, the improvement in
either earnings or dividends or market price did not provide
the protection and growth potential of the investment which
the investor knows he can obtain in other fields. As a reisult,
the future attraction of capital by Bell is contingent upon
continued improvement in the stockholder's position and his
resulting appraisal of A. T. & T. stock.
page 185 ~ Q. With this background as to the investment
position of A. T. & T. Co. stock, based on historical information as objective data, have you given any consideration to the actual attraction of capital by the Bell
System?
A. Yes. Since 1949 the Bell System earned $12.24 per
share. In that period it is possible to determine the actual
equity capital that has been attracted under that earnings
level. I have made a simple calculation on my next exhibit
entitled '' Actual Equity Capital Acquired Through Issuance
·of A. T. & T. Co. Stock," which shows that actual experience.
Commissioner Hooker:

This will be received as Exhiobit

No. 17.

(Received and filed as Exhibit No. 17.)
Q. ·what is the purpose of this Exhibit No. 17 Y
A. Here, based on the facts as they have existed in the last
few years, I have tested the actual earnings level per share
against the equitv capital which was attracted into the
business. The exhibit shows that the company issued 37,752,000 s·hares and 8;Cquired $5,035,000,000 of new equity.
That was m the·amount of $133.37 per share paid
page 186 ~ by the stockholders. As I stated, the earning-s back
of the shares were on the average $12.24. The
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earnings rate on that book equity was 9.2 per cent. That is
about 1 percentage point below the rate I stated the electric
utilities are earning.
This, in my opinion, shows the actual earnings conditions
back of the new equity being attracted into the business.
Q. What is the significance of these actual conditions, in
your opinion?
A. I believe it is one test that can be applied as to the earnings requirements of the System. It reflects investor expectations actually put into practice. In that connection, it supports the conclusions I reached earlier that the investor
will part with his dollars when he has reason to expect that the
yield to him will compare favorably with alternative opportunities.
Q. Have you prepared a statement showing another. test
of the adequacy of System earnings?
A. Yes, I have. I believe that one. of the primary concerns
of the investor in A. T. & T. is the assurance of the protection
and continuation of the dividend payments. That is the minimum standard on which investor confidence has
page 187 } been founded. It ignores or gives no weight
to growth expectations, higher future earning
power or the possibility of dividend increases. Based on data
I have already shown on prior exhibits, I believe the investors,
particularly in the electric utility field, have had experience
which fully justifies those expectations. Earnings and dividends have both increased, and the potential future earning
power o.f their investment has grown.
In this next exhibit I will show the extent to which investors in A. T. & T. have had to limit their optimism with
respect to any such expectations under the current level of
earnings.
Q. "'Will you explain this Exhibit 18 which is headed '' Earnings, Dividends and Retained Earnings Per Share of A. T.
& T. Stock?"
Commissioner Hooker : This will be received as Exhibit No.
18.
(Received and filed as Exhibit No. 18.)
A. The comparison is often made between the dividend
rate and the earnings per share to determine the amount
left over to protect that dividend. For example.
page 188 } I have heard it said that when the System ea:rned
$13 and paid out $9 in dividends it left $4 for
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retained earnings which would not only provide ·adequate
protection for the dividend but also provide growth and
higher future earning power of the stock.
This exhibit, I believe, refutes such an argument. The
top section of the statement covers the five yea:rs 1945 through
1949 w·hen the earnings of A.. T. & T. were at a very low
level of $9.28 per share for the period. This is shown in th~
first column on the upper of two lines marked "Average Per
Y e,ar. '' Still referring to that line, the yearly average •excess
of earnings over dividends was 28 cents per share, in the
third column. During the same period the retained ,earnings
per share actually decreased from $19.15 at the end of 1944
to $14.23 at the end of 1949. These ·results, in my opinion,
could not possibly create optimism on the part of the stockholder when he was looking for a protected dividend and the
possibility of an improved earnings position.
The lower section deals with the years 1952 througl1 1956,
after the System .earnings had improved somewhat to an
average of $12.27. Even in this period when the
page 189 ~ cumulative earnings were in excess of dividends
by $16.34, in the third column, the retained ,earnings increased only $4.54 or 91 cents per year, as shown in
the next to the last column on the la.st two lines.
Q. What conclusion do you draw from this exhibit?
A. Not only from this exhibit but from other data I have
already pr.esent;ed, it is very apparent to me that the investment position of A. T. & T. equity cannot be preserved under
present market conditions even at the present level of $13 per
share. I sav that for these reasons wl1ich I believe the exhibits show ;
l. Earnings at $13 are below that of alternative investments with comparable risk.
. 2. Earnings at $13 make it necessary to attract capital on
terms detrimental to the existing investment.
3. Earning-s at $13 do not adequately protect the :existing
divided because of tl1e low margin of retained earnings per
share.

Q. ·what do you believe the rate of earnings should be on
equity?
A. T believe the objective r.ate of earnings on A. T. & T.
equity should be in the range· of 9 per cent to 10
pag-e 190 ~ per cent. Mv Exhibit No. 15 shows that Bell
earning~ at $13 per share a.re 8.76 per cent com-
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pared to the electrics at nearly 11 per cent. There are no
economic or investment r.easons, in my opinion, which would
justify that spread in the investor's mind. The actual
attraction of equity by the Bell System in the last seven
years, as shown on Exhibit No. 17, confirms that position•
. Q. What is the appropriate basis on which to determine the
debt ratio in arriving at the weighting to be applied to the
debt and equity costs T
.
A. In my opinion, it is not a. mathematical determination.
A proper capital structure based on. management judgment
and historical experience is the true test of what are reasonable proportions of debt and equity. A decision today, in my
opinion, should be based on the success or failure of management judgment over the years.
There ar.e a number of conditions which should influence
that judgment. The condition of the capital markets would
have a bearing on whether bonds or stock should be issued
at a pa:rticular time. Also, a margin of borrowing capacity
must be preserved which was very definitely an advantage
to the System in the early postwar years. Managepage 1.91 ~ ment policy must adhere to long-range objectives
which ptoect investor confidence and still provide
sufficient flexibility to meet the changing conditions.
The consensus of management opinion is that the amount of
debt should be kept at a minimum and geared to the risks of a
business. It is generally. accepted that indnstrials with the
greatest risk would have the least debt. The risk in the
telephone business falls in between the electric utilities and
the industrial companies. The debt ratio of the industrials
av,e,rages around 1.5 per cent while the electrics are generally
50 per cent. In the Bell System the stated objective has been
one-third debt and two-thirds equity. I believe the inveistors
in making appraisals of A. T. & T. securities have relied on
this stated .policy of the System.
Q. What de:bt ratio have you used to arrh e at the overall
rate of earningsf
A. The actual average debt ratio over the last thirtv-five
years has been 35 per cent. The debt ratio at the end or' 1956
was 32 per cent and I believe it will be in the rang-e of 35
per cent fO'r the years immediately ahead. In my opinion, an
appropriate debt ratio to use a.t tl1is time is 35 per
pag,e 1.92 ~ cent.
Q. What conclusions have you reached then as
to the overall rate of earnings necessary to support the existing- investment. and snccessfn11y attract the adrlitional eapital
to be rah;ed by the System!
1
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A. Looking to· .t~e: period immediately ahead, I believe the
embedded cost of the debt to.be supported will be 3.5 per cent.
The equity should earn a minimum of 9 per cent. With 35
per cent of the capital in debt and 65 per cent in equity, the
overall rate of earnings is just over 7 per cent. I believe
that is the minimum rate of earnings required under present
conditions.
Mr. Moore: The witnes.s is with you, Mr. Ketner.
CROSS EXAMINATION.
By Mr. Ketner:
Q. Mr. Johnson, ~ refer to page 5 of your testimony. There
you say: '' After the war through 1955 the annual average
of total corporate financing was about $6 billion. It is now
·
running at the $11 billion level.''
Will you please explain what is the source of
page ·193 ~ the $11 billion figure which you used Y
A. I have used a number of sources of data in
here and my recol1ection is that that data is from the Securities and Exchange Commission.
Q. Could you furnish us with that information Y
A. I can verify that that is where it is from.
Q. Well, what do you mean by that-the Securities and
Exchange Commission f
A. I have taken a number of my sources here as government agencies, and for th-at particular item, my recollection
is it was the Securities and Exchange Commission. r took
some from the Survey of Current Business, some from
Federal Reserve Bulletins, and my recollection of this one is
that it was the SecuriHes and Exchange Commission. It is
published information generally that I gave here.
Q. Well, ·actually, would it come from stocks, bonds, or
private loans T
A. Oh, you mean the financing, $11 billion T
Q. Yes. I asked about the source of it.
A. It is generally funds that are attracted, as far as corporate enterprise is concerned, for capital expansion. It
may be bonds, it may be stocks.
page 194 ~ Q. · Private loans T
A. Could be, yes.
Q. Could you break it down any mo·re specifically for
us?
A. I don't Imow whether I can or not. I would try: I
would have to look into the source-
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Q. If you could, I would :appreciate it if you would furnish
that for the· record. That is Exhibit N"o. 29; I believe~ : ·
Mr. Moor.e: There is no occasion for an exhib1t. ·.When
we come backCommissioner Hooker: I think it would be well to postpone that until December 5 to see if he can find it.
Mr. Ketner: If we had it within ten days, it would be
helpful to our witness in preparing his testimony.
The Witness: That is the $11 billion that you are talking
about?
Mr. Ketner: Yes, sir. Thank you.
Mr. Moore: We will furnish the information, but off the
· record, as I understand it.
page 195 ~ ~Ir. Riely: To the extent that it is available.
Mr. Moore: Yes.
Mr. Ketner: I believe I have made my request specific and
clear on the record. That is all I have of Mr. Johnson.
Commissioner Hooker: Do you want to ask him anything?
Mr. Elliott: No questions.
Commissioner Hooker: Stand aside.
WILLIAM C. BOWLES,
introduced as a witness on behalf of the applicant, being
first duly sworn, testified as f oUows:
DIRECT EXAMINATION.
By Mr. Moore:
Q. Will you kindly state your name and present position
with the Chesapeake & Potomac 'l'elephone Company of
Virginia?
A. My name is William C. Bowles; I am the General
Commercial Manager of the Chesapeake and Potomac Telephone Company of Virginia.
page 196 ~ Q. Mr. Bowles, are you the Mr. Bowles whose
proposed testimony was filed with the Company's
application with this Commission on July 17, 1957?
A. Iam.
Q. That a pp ears to consist of 17 pages and Exhibits 19
through 23, inclusive. Was that proposed testimony and those
exhibits prepared by you or under· your immediate supervision?.
A. Yes, it was.
Q. Do· you believe it to be correct Y
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, A. Yes, I do.
Q. Do you vouch for it Y
. ·A. Yes, sir.
_. Q. Would you like now to have that testimony and exhibits
incorporated into the record as your direct testimony in this
proceeding 7
· A. I would.
· Commissioner Hooker: It will be incorporated in the record.
(The prepared testimony of Mr. Bowles is as follows:)
Q. Will you please state your name and present
page 197} position with the Telephone Company!
A. My name is William C. Bowles and I am
General Commercial Manager of the Chesapeake and Potomac Telephone Company of Virginia.
Q. Will you describe briefly your experience in the telephone business T ·
A. I ,entered the telephone business immediately after
graduating from Virginia Polytechnic Institute in June of
1924. I have been in the telep·hone business continuously
since that time. On September 1, 1952, I was appointed
General Traffic Manager of this Company and on September
1, 1955, I was appointed to my present position of General
Commercial Manager.
· Q. What are your respoosibilities in your present position,
Mr. Bowles?
. A. I am responsible for all commercial operations of the
Company. These operations include the various services performed through our business offices such as the handling of
applications for telephone service and the collection of bills,
and the preparation of estimates of growth, t'he compilation
and distribution of telephone directori,es, merchandising
operations, studies pertaining to the rates charged
page 198 } for the Company's various service offe.rings and
the preparation of the Company's tariffs.
Q. Were the rate schedules filed with the Commission in
this Case prepa:red under your supervision 7
A. They were.
Q. At w·hat point, Mr. Bowles, does your work begin in
connection with revised rate schedules?
A. The pr,eiparation of rate schedules begins when the
approximate amount of additional gross revenue· required
has beoo determined. Once this is ·known, the task then is
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to set up new schedules of prices which distribute the increases in an equitable manner among our various service
offerings and among our subscribers. As a part of this
pro~dure, we attempt to recognize changes which have occurred in the calling habits and requirements of our customers
am.d to prepare new schedules which will give due weight
to these changes by providing for service offerings and calling privileges which will fit the public's daily calling needs
under current conditions.
Q. Will you please explain the general principles underlying the Compam.y's Tate structureY
A. These principles are today the same that
page 199} they have always been. In the first place, I
would point out that rate making is not subject
to any precise mathematical formula. Rate making must be
governed by judgment based on broad experience, the expres,sed and indicated calling needs of the public and intensive
study. In the final analysis, our rates must be related to the
relative values of our various service offerings.
In seeking to accompHsh these objectives, we are guided
by four broad principles which have been accepted universally. Briefly these ar:e:
1. The rates should produce the required amount of reyenue
on a reasonably stable basis.
2. The rates should be such as to encourage wide telephone
development and usage, promote a satisfactory quality of
service by a desirable balance among the various classessuch as individual vs. party line service, and provide a
fair distribution of charges.
3. The rate schedules should be as simple as practicable
so as to be easily administered and be easily understood by
the public.
page 200} 4. The rate structure should provide the kinds
of service offerings that will permit the most
effective utilization of the Company's facilities and be conducive to efficient and economical operation of the business.
This, of course, is directly in the public interest.
I believe that these objectives have on the whole heen met·
in the past in Virginia and that our proposals in this Case
are in line with them.
Q. To what extent i·s the cost of rendering service considered in the P'repa.ration o.f rate schedules?
A. The cost of rendering a specific exchange service, such ·
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.as one, two o~ four-party, crunnot be precisely determined.
Since the same equipment and facilities are used generally
in rendering aJl of the various types of service, it would be
difficult, if not impossible, to isolate the cost of serving any
one subscriber. The amount or character of facilities placed
at a particular subscriber's disposal, therefore, cannot con.trol the rate he pays, nor would it be in the public interest
to base rates on these facilities if we could.
Q. To what extent would basing rates on cost be contrary
to the public interest T
page 201 ~ A. Basing individual rates on costs would more
often than not react greatly to the customer's
disadvantage. I can illustrate this point by the example
of a small business, say a drug store, located near a central
office and a residence telephone located two miles away.
Obviously, it will cost more to extend a line to the more
distant residence subscriber. In this example, the basing of
rates on costs might lower the price of service to the drug
store, while an increase would be incurred by the residence
customer. As a result, the residence customer might find it
necessary to change to .a lower grade of service or even give
.up his service altogether. If you multiply this example
by the thousands of instances in which this could occur, you
would soon find that the business establishments were receiving fewer calls and doing less business by telephooe,
with a direct effect on their profits, and that the growth and
usage of residence tele.phone service had su:ff.ered consider.able retardation. This, I believe, would be contrary to the
·interests of both business and residence customers.
· Q. Cain you give us other e·xamples of the relative '' value
of service'' 1
page 202 ~ A. Certainly. Relative value is recognized in
charging more for business than for residence
service since business users find service more esential and
derive direc.t monetary benefit from its greater use. The
individual line customer has greater access to his telephone
line f.or both outgoing and incoming calls than does the party
line customer a.nd this greater value is reflected by the fact
that the rate for an individual line is higher than that for a
party line. Usually, customers in the larger communities
have more telephones in their local calling areas than do
those in the smaller exchanges and consequently, rates are
·higher in these larger communities.
. · Q. Would you explain a little more fully how value increases with the size of the local. calling a:rea Y
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· A. A single telephone, of course, is of no value to anyone.
It becomes of value only when there exists a second telephone
which can be called. If a third telephone is added, we find
that the new service· as well as each of the first two can then
communicate with two other telephones and that each has
increased in value. This illustration can be carried on and
on until you have an exchange the size of Richpage 203 } mond, with about 150,000 telephones in its local
calling area. Obviously, the value of service in
an exchange of that size is much greater than in a smaller
community with perhaps 2,500 telephones in the local calling
area.
Q. Is this characteristic peculiar to the telephone business f
A. Yes, it is. The interdependence existing among telephone users is wholly lacking in the case of other utility
customers and in the case of products. The, fact thiat you
have electric service, for example, does not make my service
any more valuable to me·, nor does the· fact that you buy a
loaf of bread increias,e the value of my loaf of bread.
This interdependence of telephone service is the reason
for our statewide basis of rate making.
Q. Just what is meaint by the "statewide basis ,o.f rate
making''?
A. In establishing rates on a statewide basis, we apply
throughout the state a balanced and coordinated pattern,
providing rates that are uniform f o·r substantially comparable
amounts of service. This statewide method and the "value
of service'' concept have been accepted all over
page 204 } the country alild experience has proven that they
are in the public interest.
Q. What is the "value of service'' concepU
A. It is the essence of the statewide principle in its application to our prima:ry exchange service offerings. Basically,
this '' value of service'' is measured by the number of telephones the ,subscriber can call at his monthly flat rate. These
telephones may be located entirely within the customer's own
·exchange or they · may include those in his own exchange
plus the telephones in an adjacent exchange. In either case,
the number of telephones he can call is a measure of the
value of service to him.
·
Q. Would you iJlOW briefly summarize the essential f eatures of "statewide rate making''?
A. Statewide rate making provides that the total cost of
furnishing all exchange and intrastate toll and other telephone service and the resulting revenue requirements, are
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considered for the Company's operations throughout the
state as a simgle unit. This recognizes the fact that telephone service within the state is an integrated undertaking,
.all parts of which are interdependent.
Of course, any workable telephone rate 'schepage 205 ~ dule requires groupings of exchanges on the basis
of a suitable moosure of the value· of service such
as the number of telephones which can be reached on a flat
rate calling basis. These groupings when once set up are
not static but may require changing from time to time to best
meet current conditions. This principle involves a certain
amount of a~eragimg out of charges.
In meeting this objective, we classify, for rate making
purposes, our exchanges into rate groups depending upon the
number of telephones which can be called at the monthly flat
r.ate. Each group bas minimum and maximum limits expressed in terms of the 111umber of telephoneis which can be
called. Different levels of rates are applied in these groups,
the lowest rates applying in the smaller communities where
the value of service is relatively lower, with ,successively
higher rate levels applying in the groups representing succ.essively larger numbers of telephones.
Q. You mentioned earlier the need for recognizimg substantial changes in the calling habits and requirements of
many subscribers.
you discuss this problem in more
detail f
A. There has been a widesapread demand from
page 206 ~ all around the state for wider range local calling
privileges. Suburbanization is continuing on an
expansive scale throughout our territory. As families and
businesses move into suburban areas, these subscribers naturallv retain their interest in old friends and business assocfat.es and develop additional interest in their new communities as well as in nearby communities. The provision
of telephone service to an everwidening circle of farm families also tends to create a demBJnd :f.or calling beyond the
customer's own exchang,e·.
Many communications and petitions have been directed to
the Companv and to this Commission in behalf of extending
the range ,of flat rate calling. Typical examples are,: Virginia
Beach subscribers want the toll clia..qe to Norfolk eliminated,
· and flat rate service substituted; the subscribers in the exchang-es encircling Richmond-Manakin, Midlothian, Ashland,
and Chester-are asking for urban telephone service to the
Richmond metropolitan center, a need exi:sts for toll-free
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calling among subscribers served from the Newport News,
"'\Varwick, Lee Hall, Yorktown and Seaford central offices because of great growth on the Virginia Peninsula with the
steady consolidation of commtmity interests;
page 207 } socially, business-wise, and politically.
·wider range local calling privileges in such
situations would provide more satisfactory service inconvenience, with no limitation on either the frequency or duration of telephone calls, and in simplified billing arrangements.
We consider an essential part of our program of expansion
and innovation that we supply what the public wants in this
forward looking service. Accordingly, we conducted a study
of a.II toll routes between adjacent exchanges as well as me,ssage unit calling patterns of Virginia zones in the Washington
Metropolitan Exchange Area. In evaluating evidence as to
the desirability of wide·r local calling, we weighed such factors
as expressed demand from users, the amount of actual calling
unde·r present rate schedules, cases where similarly situated
excbang.es require comparable treatment, increasing community of interest due to recent and expected growth trends,
and the intimate knowledge of local management as to
changing calling req·ui'rements under current conditions.
This comprehensive study is the basis for our proposal
:
to eliminate toll charges on 58 routes over which
page 208 ~ local calling will be introduced between the ex. ·
ehanges involved. Nearly 260,000 subscribers in
59 exchau~es will be given -expanded local calling. Over 5,000,000 toll me-ssa.ges annually, or better than 41 per cent
of our intrastate total on which the basic rate is 25 cents or
less, a re eliminated.
Q. Do you have an Exhibit showing the exchang,es which
would be given this expanded local calling?
A. Yes, I ha.ve here Exhibit No. ] 9, listing the excha.nges
whieh would directly henefit from this proposal.
Commissioner Hooker:
No. 19.

This will be received as Exhibit

{Received and filed as Exhibit No. 19.)
A. ( Continuing·) A similar need for expanded calling
prhrileges in the
ashington Metropolitan Exchange Area
.has become evident. To meet this need, subscribers in the
,Virginia zones of this a:rea will be extended the privilege of
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calling any
rate or for
.
page 209 ~

other zone in .the entire area under their monthly
a charge of 1.message unit. In addition, certain
zones are being given flat rate calling privileges
to adjacent small exchanges. Wider scope calling
thus comes to 106,000 of these subscribers.
For the subscribers involved, new monthJy rates are established at the levels reflected in Exhibit A filed with the Company's application.
You will note Exhibit 19 contains 12 exchanges in which the
present optional local area service is being withdrawn. These
are indicated by the double asterisk. This places the extended area service with its wider range local calling privileg,es, on a uniform basis throughout the state. An optioo:ial
arrangement is more expensive to operate and adds to the
Company's overall revenue requirements. Experience indicates too, that once available, non-optional extended area
service meets with general acceptance because subscribers
find their enlarged usage greatly enhances the value o,f their
service. In most eases, service with the restricted local calling area is subscribed to by a minority of our customers.
Incidentally, pr.esent incremental charges paid as a premium
for optional wider calling will· be eliminated-resulting in
substantial savings to subscribers in these exchanges.
Conservative estimates indicate that, in the
page 210 ~ exchanges involved, subscribers' usage of their ex~
· .
· panded calling privileges will be on the average,
·more than six times the volume of messages on the present
.toll basis; and subscribers in the Virginia zones of the Washington Metropolitan Exchange Area will substantially increase their callin,g- volume,s. To handle this heavier tr:affic,
we must build additional plant and increase our investment
on which c.arryinp: charges will be incurred. We lose the
present substantial toll and message unit revenues, but as a
·pa:rt.ial offset: we realize higher local service revenues and
certain opera.tional savings. The net result is to create ari
annual revenue requirement of $1,759,000. This amount was
taken into account in determining the rate increases proposed
in this proc.eeding.
Q. Have you prepared Exhibit No. 20 showing the present
and proposed s<'hedule8 of rates for primary services, excludin2' the Washington Metropolitan Ex.change Areaf
A. Yes. Yon will notice that the exchanges are grouped
a.crording to size of flat rate· calling areas in accordance with
the piinciples previously discussed, with higher
page 211 } rat.es applying in the exchanges with the larger
calling areas. These schedules apply uniformly
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throughout the state. ·:.For example, the propos,ed. -monthly
rate for a two-party residence service in Petersburg is $4.75.
You will-note that P,e,tersburg is in the rate group covering
local calling areas of from 20,000 to 40,000 telephones. This
same rate would apply for any two-party residence service in
every other exchange in the same rate group.
·
Page 1 of the Exhibit reflects by rate groups the present
and proposed basic rates for individual, pa;rty line and rural
services. Succeeding pages shown the names of the exchanges
in each rate group classification. Each community is arranged
alphabetically in its respective group and so, by rreference
to this exhibit, proposed monthly flat rates in any exchange
can be readily determined.
Commissioner Hooker: · This will be received as Exhibit
No. 20.
(Received and filed as Exhibit No. 20.)
~

Q. Has there been any change in the table of
rate groups?
A. Yes. At present these schedules contain eight rate
groups; the two lowest of which include, respectively, the
exchanges with local calling areas of 1250 and le,ss teleiphones
and the exchanges with calling areas of more than 1250 but
fewer than 2500 telephones. Under our proposed schedules
these two groups would be combined into a new group
limited to 2500 or fewer telephones and the same rate would
be applied for a given class of service in any exchange falling
within this new grouping. In our judgment, a telephone
has a minimum value which we believe to be greater than that
called for by our present 1250 and under group. We believe
that this minimum value is equivalent at least to that called
for by the next highest group. Combining tl1ese two groups
in this maruner means the monthly rates for all residence
serviees and business rural service in the 1250 and under
group would be 25 cents higher and that other business services would be 50 cents higher under present schedules-than
they were prior to this regrouping.
The only other change bas been to raise the upper limit
of the highest group to 300,000 te.Je.phones.
.
page 213 ~ Q. Will you now discuss the changes reflected in
this exhibit showing the present and proposed
schedules of rates for primary services?
. . A. Under our proposal all ·residence rural and four-party
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services would receive an increase of 25 cents P'e·r month.
Increases Olll residence two-party service range from 25 cents
to 75 cents and increases on residence individual lineservice
range from 75 cents to $1.00. Business rural se·rvices would
.be increased 50 cents per month. Business individual amd
two-party customers would receive increases ranging from
$1.50 to $2.00. Rates for services related to these primary
offerings. would, of course, receive appropriate upward adjustments. These related offerings are private branch exchange trunks, service stations, and semi-public telephone
guarantees.
Q. Are any changes proposed for message rate service T
A. Increases ·on these services are 50 cents for residence
and range from 75 cents to $1.25 for business.
Q. Are there any other points which should be mentioned
before we close our discussion on primary rates Y
A. Yes. The proposed rate schedule for pripage 214 ~ ma:ry services would produce an estimated $4,
520,000 per year in additional revenue. Also,
there are two other items which do not produce additional
revenue but which I should like to mention.
First, there are 24 exchanges in which four-party residence
service development is 1I1egligible. 1'Te propose to withdraw
this offering in the base rate areas of these exchanges.
Secondly, only two ex.clianges, Richmond and Lynchburg,
offer four-party business service. There are fewer than
75 subscribers to this service and we propose to withdraw
the offering. In both of thes·e instamces we would permit existing customers to retain their present service, but at higher
rates, until they change to a higher class of service or disconnect.
Q. Arc there any ,exchanges which have outgrown their rate
groups and are subject to reclassification!
A. Yes. Twenty-five exehamges and zones have outgrown
the rate groups in which they fell as a result of our last rate
proceedings, three and a half years ago. In accordance with
our usual procedure, with which the Commission is familiar,
these exchanges and zones have been reclassified to place them
in _the groups appropriate fo their sizes. This assures ad. ·
herence to the principle of charging identical
page· 215 ~ rates in exchanges with about the same scope of
local calling. This reclassification produces some
$255,000 of the required additional revenue.
Q. Has this reclassification procedure been followed at
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any time other than on the oocasion of a rate proceeding such
-as thlsY

. A. In the past it has 111Qt. As a result, the placing of exchanges in their proper rate groups has been delayed in many
instances well past the date when such .action would have been
appropriate, from the standpoint of applying similar rate
levels in exchanges with similar sized local callmg areas.
Q. Do you propose any change to correct this condition Y
A. Yes. We are asking th.at this Commission authorize the
.Company, after due notice to the Commission and the public,
to reclassify an exchange to its appropriate rate group when,
·due to growth, its calling area has exceeded by as much as 5
.per eent the maximum number of telephones for its then
existing rate group. Conversely, an exchange would be reclassified to an appropriately lower rate group when the telephones in its local calling area fell as much as 5 per cent below
·
the minimum for its then existing rate group.
page 216 } Q. What changes are proposed in the service
offerings amd rates applying in the Virginia zones
of the Washington Metropolitan Exchange area Y
A. We propos·e to introduce a schedule which will apply
uniformly throughout the Virginia portion of the Washington
Metropolitan Exchange area and which will greatly simplify
the service offerings and basis of charging for calls to points
within the entire exchange area. Exhibit No. 21 reflects our
.proposal.
Commissioner Hooker: Tl1at will be received as Exhibit
.21.
(Received and filed as Exhibit 21.) .
Under this new schedule, flat rate customers will be able
Jo call, without message charges, all telephones wit in the iexchange area without regard to location. Similarly, customers
with message rate service will be able to call any other customer in the ·entire exchange area at a charge of one message
unit. Substantial message unit allowances apply before any
additional charges are incurred by message rate subscribers.
Present offerings provide for two kinds of ·se,rvice. One
.is a local aiiea servk.e with a restricted flat rate calling area
and the other an extended area service with a considerably
wider flat rate calling· area than that for local area subscribers.
Both of these kinds of services are subject to
page 217 } varying message unit charges for calls to different
locations within the exchange area. We think
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that the new schedules will more nearly meet the current
requirements of customers in this area and, therefore, will
be generally acceptable. However, if any of the local area
customers wish. to do so, they may eontinue their present s·erv;.
ice but at higher basic rates with multi-message unit charges
applicable as at present.
Subscribers to the new service offerings, who a:re located
outside of the base rate areas, will be charged uniform
higher basic rates than those which apply in the base rate
area. Existing customers who do not regrade to one of the
new offerings will continue to pay mileage chaTges where
applicable.
I have discussed these changes in outline. The specific
details are shown in full in the filing.
Q. What effoot will these changes have on the primary
s ervice charges in this area f ·
A. It will increase these charg,es by $1,744,000 per year.
Q. Turning now to long distance, what are your proposals
on these rates Y
A. We believe that our long distance service within Virginia should contribute an appropriate amount
page 218 ~ of the additional revenue which the Company
needs and we propose some changes in our schedules of rates. Briefly, these changes are as follows:
1

1. For distances between O and 8 mHes, the present iinitial
period rate is for five minutes and the overtime rate is for
three minutes. In this 0-8 mile step, we propose initial and
overtime periods of four and two minutes, respectively.
· 2. At various distances betwe·en 24 and 80 miles, inclusive,
we propose am increase of 5 cents in the initial period stationto-station day rate·, with appropriate increases in overtime
and other related rates.
3. Beyond 110 miles, rates are being reduced in varying
amounts.
4. At present, day person-to-person rates are approximately 160 per cent of the corresponding stati'on-to-stati001
rates and night and Sunday person-to-person rates are about
140 per cent of the related station-to-station day rates. 'We
propose to establish person-to-person rates for day, night amd
Sunday calls, at levels whieh are approximately twice those
of the corres-ponding statio.n-to-station day rates, with a
minimum person-to-person rate of 40 eents. The
page 219 ~ minimum person-to-person rate today is 30 cents.
This person-to-person service involves more oper-
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ating time and circuit holding time than does station-to-station service. Also, it is a much more valuable service in that
the calling party ~s assured of reaching the desired called
party, with resulting savings in time and expense, to the
customer. In e.ffect, the Telephone Compam.y is pedorming
a kind of secretarial service for him. For these reasons, we
believe that the higher person-to-person rates which we propose should apply.
5. At present, a station-to-station collect call is subject
to an additional charge when the distance is 18 miles or less.
We propose to make an additional charge of 15 oonts per
message on any collect station-to-station call, regardless of
distance.
·
6. The present additional charge of 20 cents applying in
connecition with messages between points on the Eastern
Shore of Virginia and points 001 the mainland of Virginia
would be discontinued under our proposal.
Q. How much additional revenue will these changes in
long distance rates produce Y
·
A. They will produce an estimated $1,133,000 in additional
revenue.
page 220 } Q. What changes are proposed for private
branch exchange, hotel and extension stations Y
A. All such telephones, both business and residence, are
being increased 25 cents per month. This change would produce an estimated $776,000 irn additional ·revenue.
Q. Are any changes propos•ed in connection with private
branch exchange equipment?
A. No changes increasing customers' billing are· proposed.
We are, however, introducing rates for· certain items of
equipment which have been furnished in the past on a "-special
equipment'' basis.
Q. What changes al'le proposed in the charges for service
connections and for changes in service?
A. I have here Exhibit No. 22 which I believe will illustrate
these changes.
Commissioner Hooker: That will be received as Exhibit
22.)
(Received and filed as Exhibit No. 22.)
First we are establishing .a single, mon-recurring charge for
am.y and all work performed for a residence customer on the
same order. Next, you will note that we are withdrawing our
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present Schedule 3 charges. The exchanges in which this
schedule now applies would be included hereafter in Schedule
2. Also, ·we . are withdrawing the· relatively low
.
page 221 } charge now applying for the reconnection of
facilities which have been disconnected but left
on premises.
The increases proposed range from 25 cents to $1. 75 for
residence se,rvice. These residence increases would be offset
in many cases materially by the introduction of the single,
non-recurriing charge per visit which I mentioned. For business service, the increases range from $1.25 to $3.00. Greater
incl'leases, of course, would result in cases involving the
establishment of service by the reconnection of previously
disconnected facilities. All changes proposed in these charges
will produce an estimated $397,000 per year fu1 additional
rievenue.
Q. Do you propose any changes in connection with teletypewriter se,rvicet
A. Yes. We propose to introduce rates for ''foreign exchange'' teletypewriter ,exchange service at .a monthly charge
of $25 per station plus appropriate mileage charges.
We also propose to discontinue the additional charge of
20 cents applying for messages between the Eastern Shore
of Virginia and the mainland.
In conneetion with teletypewriter private line service, we
propose increases ramging from $2 to $10 in the
page 222 ~ rates for transmitting and receiving equipment.
We propose to formalize the present rates for certain items of miscellaneous teletypewriter equipment her·etof ore furnished on a '' special equipment'' basis.
The '' crossing charge'' now applying on a '' special arrangement'' basis to that portion of private line service running between the Eastern Shore of Virginia and the mainland
wmild be disC0111tinued.
These teletypewriter proposals produce an estimated annual revenue increase of $24,000.
Q. Do you propose any changes in connection with the
service offerings broadly classified as '' miscellaneous equipment and service''!
A. Yes. We propose to introduce rates for several items
of key telephone equipment which are now being furnished on
a "special equipment" basis at charges identical with those
em braced in our application.
For both key te1ephoille systems and key equipments, we
now apply different charges ~or the termination of a private

112

Supreme Court of Appeals·of Virginia
William G. Bowles.

line and a private intercommunicating line. Since these lines
ai":ethe same with respect to scope of service, we think that all
charges im. connection with them should be the same. We are,
therefore, proposing certain adjustments in rates
· ·
page 223 } to accomplish this purpose. Also, we are introducing minimum installation charges for supplemental equipment.
Q. What is your proposal with respect to private line tele.;.
phone service Y
A.We propose several changes, none of which, however,
affects private line mileage rates.
Our proposals include an increase of 50 coots in the private
l_ine station rate, from $1.50 to $2, the application of the
proposed '' additional service'' service connection charge for
the termination of a private line in either a telephone or key
equipment, the introduction of a charge for terminating control c.hannels furnished in connection with customer-owned
radio telephone equipment and the provision in our tariffs
for conference-type station connections.
We propose also to discontinue the '' crossing charge'' now
applying as a '' special arrangement'' in connection with
private telephone lines between the Eastern Shore of Virginia and the mainland.
Q. What is your proposal in connection with toll terminals?
A. We are proposing to increase the rate for a toll terminal
from $4 to $8.
page 224 ~ Q. What is the effect of all these changes 7
A. All of the changes proposed under the
general heading of miscellaneous equipment and services will
decrease the Company's revenues by about $1,000 per year.
Q. Do you propose any rate area adjustments T
A. Y.es, we are proposing adjustments which will benefit
cust.omers in 53 exchange:S and zones. The adjustments include (1) the ·expansion of present rate areas (2) the application of uniform rates in all rate areas in a given exchange
and (3) the establishment of several new rate areas. All of
these adjustments are being made in recognition of the· increasing continuity and density of develol)ment in the various
sections of Virginia. More than 39,000 customers will be
benefited by the elimination or reduction of mileage charges
or by the reduction of rates to base rate levels. Altogether,
this will mean a savimg to them of more than $548,000 per
year. The exchanges and zones affected by these adjustments are shown on this Exhibit No. 23.
.
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Commissioner Hooker: That will be received as Exhibit
23.
I

· ( Received and filed as Exhibit 23.)

Q. What is the total effect of all of the changes you have
discussed?
A. These proposals would result in additional
page 225 } gross revenue amounting to $6,541,000 per ye:ar.
It is significrunt that this equals only 6.8 per cent
of the Company's total current billing and 8.6 per cent of our
intrastate billing.
·
Q. Does this complete your summary of the Company's
rate proposals Y
A. I believe that it does. There are some items which I
have not described specifically. All of our proposals, however, are set forth in detail in our ·summary of new rates
which was filed with this Commission as E·xhibit A.
Q. In your judgment, Mr. B.owles, are the rate proposals
equitable?
A. I believe that they are. The problems involved
under today's conditions, especially those pertaining to the
rapidly changing communications requirements of our customers, with respect to both type and scope of service, have
been given a great amount ,of study and coosideration. Our
objective, as always, is to provide the public of Virginia with
a type of telephone service which meets their daily calling
requirements at rates which will be conducive to the development of service, the1,eby increasing its value to all concerned,
and whieh will provide the revenues the Compooy requires
to enable it to furnish adequate and reliable telephone service.
page 226}

Mr. Moore:
you.

Mr. Ketner, the witness is with

CROSS EXAMINATION.
By Mr. Ketner:
Q. Mr. Bowles, please J.11efer to your testimony on page 7,
where you make mention of a study of all toll routes between
adjacent exchanges as well as message unit calling patterns
of Virginia zones in the Washington metropolitan ,exchange
area.
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For clarification, will you tell us when that study was conducted, and under what conditions?
A. That has been conducted in the pa.st few months, earlier
this year, and it was conducted by sampling exchanges to determillle what their calling patterns were.
Q. A number of references have been made to this study in
this record, and I was wondering if you could make the study
available to Intervenors so that they might view it prior to the
adjourned hearing of the case T
Mr. Moore: We will be very glad to handle it just like
any other records, as I indicated a few moments
page 227 ~ ago.
Commissioner Hooker : Just likie you did the
others.
Mr. Moore : If you wish to have a repreS'entative examine
them with Mr. Bowles, or with 'his representative present all
the time, we will be glad to do that.
Mr. Ketner: That is satisfactory.
By Mr. Moore :
Q·. That is agreeable to you, Mr. Bowles?
A. Yes, sir.
By Mr. Ketner :
· Q. Mr. Bowles, at the bottom of page 7 of your testimony,
·it reads: '' In .addition, certain zones are being given flat
rate calling privileges to adjacent small exchanges. Wider
scope calling thus comes to 160,000 of these subscribers.''
Will you please state for the record the location of these
160,000 subscribers?
A. I don't have that figure. I will be very glad to provide
it.
Q. If you will furnish that information, that will be ,satisfactory. Will yon submit that as an exhibiU
Mr. Moore: Do you want that furnished off
page 228 ~ the record?
Mr. Blackburn: If Your Honor ploo.se, this
will be included in the information that he ha.s agreed to
furnish, I am quite sure.
Mr. Ketner: Well, as long as he makes it available, that
is ·satisfactory to us.
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By Mr. Ketner:
Q. Now, on page 8 of your testimony, what do you mean
when you state, "Incidentally, present incremental charges
paid as a premium for optiional wider calling will be eliminated''?
A. Well, there are twelve exchanges around the state that
pay a premium for wider local calling and it is proposed to
remove that pl'lemium. charge.
Q. Do you mean premium charge, or toll charge?
A. Premium charge-more than the basic rate as shown
on the schedule.
Q. Something over Mld above the basic rate Y
A. That is correct.
Q. Also on page 8 of your testimony, you ref er to the
thought that the company would '' realize higher local service
revenues and ce·rtain operational savings.''
However, we do not find in you·r testimony or
page 229 } exhibits any indication as to what the operational
savings might be. Will you pr.esent for the record
a statement of the effect of the company's operating savings
represented, as ref erred to in your testimony 1
A. Yes, we can do that.
Q. Thank you. Will that be done by an exhibit within ten
days?
A. I think we can do it in ten days. It will be on an exhibit
or informal Y
Q. I think an exhibit would be better.
Conunissioner Hooker: That will be Exhibit 29 reserved.
(Exhibit 29 reserved.)
By Mr. Ketner:
Q. In your Exhibits 19 and 20 you i'Ildicated a number of
stations in the various exchanges in areas. Would you indicate the number of stations in the extended calling area of
the proposed rate group for the N orthe'rn Virginia area f
In other words, in those exhibits you refer to various exchM1ges and areas throughout the state but Y'OU do not say
anything about Northern Virginia, and I was wonde'ring why
that was true.
page 230 } A. We can give you that, yes. I think I could
give that to you right now, but I will give it to
you. It is pretty complicated.
Q. Suppose you furnish that, then, as Exhibit 30.

116

Supreme Court of Appeals of Virginia

William, 0. Bowles.
By Mr. Moore:
Q. You say you have it there nowt
A. I think I can give it. I would like to cheek the figures.
·
They are in rough form.
Mr. Ke1m~r: Just furnish it as Exhibit No. 36.
Commissioner Hooker: Exhibit 30 reserved.
(Exhibit No. 30 r-eserved.)
By Mr. Ketner:
Q. On page 12 of your testimony you state: '' If any
of the local -area customers wish to do so, they may continue
their present service but at higher basic rates with multi.message unit charges applicable at at present.'' Will your
information show what rates would be charged these local
·area customers, and will you indicate from your filing or
application where those ·rates proposed for those
page 231 ~- customers referred to here can be found on your
exhibit.s Y
A. I think the filing shows it ·a the present time. If I am
correct, they apply toQ. Will you point it out, Mr. Bowles, if you can?
A. Let me see the point that you are there on the testimony.
Q. Suppos e I read it over. On page 12 ,of you'r testimony
you state: '' If any of the local area customers wish to do
so, they may continue their present service but at higher
basic rates with multi-message unit charges applicable as at
present.''
My question is, will your information show what rates
will be charged these local a:rea -customers and indicate from
your filing or application where the rates proposed for those
customers are referred to or mentioned in amy of your exhibits Y
Mr. Moare: Isn't that in Exhibit 21 f
The Witness: Yes, I think 21 does show it.
1

By Mr. Ketner:
Q. Then, is it your answer that Exhibit 21 does show the
information which we have requested T
page 232 ~ A. Yes, sir.
Q. On pages 11 and 12 of your testimony you
state that the primary service charges for the Washingt.on
Metropolitan A'rea in Virginia will be incl.'leased by $1,744,000.
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Can you tell us what the net charge in subscriber billing
would be for the W ashlngton M etropolita area T
A. No, sir, mot here.
Q. Can you furnish that, please Y
Mr. Moore: In other words, just separate that out.
The Witness: He wamts a breakdown, I assume.
Mr. Ketner: That is right; net billing. Will that be furnished as Exhibit 31 Y
Mr. Moore: He may have it there.
The Witness: No, I don't have it on the basisCommissioner Hooker: Exhibit 31 reserved.
(Exhibit No. 31 reserved.)
By Mr. Ketner :
Q. Beginning at the bottom of page 12 and
page 233 ~ extending ove·r to page 13, dealing with long
distance service, would you state for the record
the number of te1eiphone calls made· during a recent twelvemonth period and for the test period that you used, by appropriate groupings of charges, say, from 25 cents on up,
and the ·revenue derived therefrom f
A. Would you ask that again T
(The question was repeated by counsel.)
Commissioner Hooker : In other words, you just want
the ones in excess of 25 cents Y
Mr. Ketner: 25 cents and up; that is correct. I merely
suggest that breakdown, Judge Hooker.

By Mr. Moore :
Q. I,s that available.?
A. I think we ca.n get it.
M. Ketner: If you can estimate it he•re, that will be satis-

~~

.

.

Chairman Catterall: Somebody said that 41 per centThe Witness: He said 25 cents and up.
Mr. Riely: He said 41 per cent of the calls
page 234 ~ of 25 cents or less are being eliminated. The 59
per cent is 25 cents and up. We might have to
make some investigation to .. see· whether that material is
available that Mr. Ketner has asked for, and we will supply it
/
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if it is ·reasonably available. I don't know how we can go any
further than that.
Commissioner Hooker: We will leave it like that and you
all can get together on it.
By Mr. Ketner:
Q. You suggest in your testimony that you propose to
reduce rates long distance beyond 110 miles. Would you
please state for the record the rates, or the representative
sample of rates that will apply on calls beyond 110 miles?
A. I am again not sure that I understand exactly what you
want.
Q. Well, you stated in your testimony, Mr. Bowles, that
you proposed to reduce long distance rates for calls beyond
the 110 miles.
A. Yies.
Q. :My question is, Will you please state for the record tbe
rate,s, or representative samples of rates, that
page 235 ~ will apply on calls beyond 110 miles Y
A. Well, we can give you the schedule of calls
beyond 110 miles.
Mr. Riely: That is Section 2, page 1, Company Exhibit
A filed with the application.
Mr. Ketner: Yes, I see that information shown on Section
2, page 1. I will withdraw the question.
Commissioner Roomer: The question is withdrawin. Are
the're any others T
By Mr. Ketner :
Q. What amount of' decrease in revenue has been computed
as a result of such reductions? Does that table show that
information T
A. The revienue, no. It is a net revenue figure shown.
Q. Could you give us the information as to how much in
dollar.s and cents these long distance calls would be reduced?
A. I think we· could.
Q. Will you furnish that, then, as Exhibit 32?
Mr. Riely: In order that I may understand
page 236 ~ this, Mr. Ketner, it is the reVienue reduction from
intrastate toll eharges resulting from the reduction in rates beyond 110 miles 7.
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Mr. Ketner: That is right.
Mr. Moore: We will be glad to give you that.
Mr. Ketner: Thank you.
By Mr. Ketner:
Q. Just two or three more questions.
On page 14 you deal with the question of additional revenue
to be produced from private branch exchange, hotel and extension stations. Would you furnish that record of private
branch exchange, hotel and extension stations as of Septembe'r 30, 1957?
page 237 } A. As of September 30, 1957?
Q. Yes, sir.
A. Yes, we can do that. I do not have it for September
30, 1957, with me.
Mr. Ketner: That would be Exhibit 33.
Commissioner Hooker: Exhibit 33 reserved.
(Exhibit 33 reserved.)
By Mr. Ketner :
Q. Mr. Bowles, in preparing your testimony for this case,
I assume you have in your possession working papers. Would
you make those available to tntervenors, as 1\fr. Thulin has
indicated he would do?
·
Mr. Moore: Yes, we would be very glad to handle it the
same way.
Mr. Ketner: That is all I have of Mr. Bowles.
Mr. Elliott: No questions.
Commissioner Hooker: Stand aside.
Chairman Catterall: Let me ask Mr. Bowles one question.
By Chairman Catterall:
Q. Did you hear Mr. Wallinger's statement?
A. From the Hotel AssoeiationQ. No; he is from Ashland. He said that under this new
area you could call from Ashland to Richmond
page 238} okay but you could not call from Ashland to
Mechanicsville. W.as he ·right about that?
A. Yes, sir.
Q. And is that true all over the State with this new proposal?
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A. That would be true, because what we have done, Judge,
is, we have taken a study of the calling volumes between
localities and an indication of what the community interest
was and what iinterest ·µad been displayed and then passed on
those factors and many others; we looked at every one of our
adjacent routes, some 180 of them, to try to determine which
ones actually should have the wider callingQ. You are not going to call that a new exchange, are
youf
A. No, sir.
Q. Under the present exchange areas, everybody in one exchange can talk to everybody else in the same exchange.
A. Yes, sir.
Q. And you are going to ,abandon that in the future!
A. No, sir. They can still call in the area, but
page 239 ~ under this proposal people ill1 Ashland could call
anyone in Richmond or Ashland, toll-free calling.
The only thing about the exchange itself, it would still be the
exchange, except there would be 1110 toll cha!rge between the
exchange.·
Q. You are now extendmg a larger exchange area Y
A. A larger local calling area, sir, if I can call it that, without changing the exchange itself.
Q. In other words, the people who live in the city of Richmond ·can_ call without toll people in Ashland and Mechanicsville?
A. And Mechamicsvil1e.
Q. But people in Ashland can't call people in Mechanicsville?
A. That is correct, because there did not seem to be, from
our studies, adequate volume of calls o·r demand from them
to mame it an economical ope.ration.
Q. Therefore, the people who live in the city limits of
Richmond can call a great many more telephones than those
who live in Ashland?
A. They can -call more ; I wouldn't say a great many more.
Q. Your theory of charging the Ashland people ·
page 240 ~ the same rate as the Rfohmond people is that they
can talk to the same number of telephones y
· A. Yes, sir.
Q. But they can't talk to the same number of tele·phones.
A. They can talk to the ones in Richmond. You will find
in the la'rge metropolitan centers that most of the time the
oommunitv interest lies from the suburban into the center,
and that is wha.t our proposal is here, and our study would
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indicate there is a sufficient demand or volume of calling to
justify it.
By Commissioner Hooker:
Q. What additional cost would there be Y
A. Your circuit arrangements between the two, would be
one thing.
Q. Well, you have the circuits from Richmond to Ashland
and from Ashland to Mechaniesville.
A. Yes, sir.
Q. If the interest were as small as you indicate, it would
not require much more circuits, would it Y
A. It would require some, yes.
By Chairman Catterall:
Q. On the faee of it, it doesn't look non-dispage 241 } criminatory to have some people in ·a given range
to have more rights than others Y
A. It is relatively small.
Q. When we meet .again, will you be prepared with information on that?
A. I will. You see, you have got a little different situation
in Richmond. You look at the Virginia Beach-Norfolk situati001 amd it is pretty much the same effect.
Q. We would like to know about all. of these localities, because I had assumed from the new plan that it was just going
to be a great, big, happy family thing in each metropolitan
area; but some members of the family are going to have
calling privileges that other members of the family don't
have.
A. They will not be able to call as far as some of the others,
that is true.
Q. Will you be prepared to give detailed information on
that when we meet in December?
A. Yes, sir.
Q. And also on the Chesterfi.eld situation?
A. Yes, sir.

Mr. Ketner: There is a similar situation in
page 242} the northern Virginia area, too.
.
Chairman Catterall: Do more people want to
get in than they propose to take Y
Mr. Ketner: I am seeking imformation, Judge Catterall.
I really oon·'t say. I am seeking iit1formation. In other
words, from some places you ean call Washington at the
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regular rate, but if you want to ca.U like from Arlington to
Fairfax, there is a toll charge.
Chairman Catterall: Vv ell, I think we should iron that
out.
Mr. Ketner: Yes, I think so, too.
By Chairman Catterall:
Q. On the face of it, it doesn't look non-discriminatory
to let some people in the same exchange have more calling
rights than others 7
A. Well, it is.
page 243 ~

Mr. Moore: Call Mr. Vellfaies.

WESLEY E. VELLINES, JR.
called as a witness by the Company, being first duly sworn,
testified as follows:
DIRECT EXAMINATION.
By Mr. Moore:
Q. Will you kindly state your full name and occupation Y
A. Wesley E. Vellines, Jr., and Chief Engineer of The
Chesapeake and Potomac Telephone Company of Virginia.
Q. Mr. Vellines, a:re you the Mr. V ellines whose proposed
testimony with regard to reproduction costs of telephone plant
and property of the Chesapeake and Potomac Telephone Company was filed with the Company's application in this proceeding on July 17, 1957'
A. I am.
Q. Was that testimony and the exhibits accompanying
your testimony prepared by you or under your immediate
supervision T
A. It was.
Q. Do you believe the statements there to be co·rrectT
A. I do.
page 244 ~ Q. And you vouch for that?
A. Yes, sir.
Q. Would you like now to have this testimony and exhibits incorporated in the record as your testimony in this
pro:ceeding?
A. Yes, sir, I would.
Mr. Moore: We offer, Your Honor, his testimony and Exhibits Nos. 24 and 25.
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Mr. Elliott: Objection.
Chairman Hooker: The objection to exclude it from the
record is sustained.
(The following is the testimony of the witness excluded:)
By Mr. Moore:
Q. Will you please state your experience and qualifications?
A. I am a graduate of West Virginia University with the
degree of Bachelor of Science in Electrical Engineering. I
was employed by The Chesapeake and Potomac Telephone
Company of West Virginia in 1929 and have been in the
employ of the Chesapeake and Potomac group of companies
for the ensuing 28 years. During this period of time my
assignments have included various engineering·,
page 245 ~ administrative and operating positions which have
carried with them responsibilities for the design,
construction and maintenance of telephone plalllt, and the
preparation and review of studies, programs, plans, specifications and cost estimates for telephone plant.
Q. Will you state in further detail your experience with
regard to the design and construction of telephone plant?
A. During my first three years in the telephone business I
was engaged in the study of requirements and preparation
of plans for open wire and cable f acilit.ies, including the
transmission requirements, design of loading systems and
telephone repeater requirements. During the major part of
the next six yea.rs I was engaged in the preparation, and later
the review, of forecasts of telephone growth for the Company's entire area in West Virginia and also for various
individual cities and smaHer geographical areas as required
for engineering purposes. Subsequently, for a period of
about three years, I was responsible for the detailed review
of plans, spe.cifications and estimates for outside plant construction. In this capacity it was necessary that I be familiar
with engineering and construction methods, depage 246 ~ termine that suitable and sound estimates of
requirements had been secured, that maximum
practicable utilization of existing plant was being made before additional construction wa.s undertaken, and that plant
proposed to be added was desig111ed in conformity with the
requirements and laid out in accordance with sound en!dneering principles. It was also neeessary that I be familiar
with the ·elements entering into the cost of outside plant
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construction and be familiar with current cost experience.
During the next 11 years, in various assignments. as Transmission and Outside Plant Engineer, District Plant Manager,
and Equipment md Buildings Engineer, I had both staff
and line experience in the engineering, construction and
maintenance of all types of telephone plant. This included
the direct supervision of engineering cost studies, preparation of plans and specifications, preparation of contracts
or purchase orders, construction or installation, and analysis
of costs of completed work These assignments were in the
State of West Virginia except for the last year in which I
was responsible for equipment and buildings construction in
the Washington Metropolitam. a~ea. Also during this period,
in 1948, my experience included a special assignpage 247 ~ ment of about six months' duration. In this I
assisted Mr. A. L. Lanigan, who has previously
testified before this Commission, in the development of
methods and I directly supervised the work of engineers in the
preparation of a detailed study of the reproduction cost new
of all of the West Virginia Company's telephone plant and
property. In the course of this assignment I became fully
conversant with methods and practical problems of estimating
the reproductioo cost of telephone property. Due to the
relationship of the two companies and also the similarity
of their problems, most of the methods I used in West Virginia have also been used in the studies of the Virginia Company property.
In 1952 I was appointed to my present position, in whieh I
am responsible for the planning, coordinating, and 1budgeting
of all additions to and retirements of the Compa,ny's plant.
This includes the long-range planning necessary to assure
that telephone central offices will be established and that outside telephone plant or radio systems will be extended along
proper routes and in adequate capacities to meet future
requirements for service. Also included is the direction and
supervision of the preparation of plans, specifications and
cost estimates for all types of central office equippage 248 ~ rnent and buildings construction, securing suitable
appropriations for such work, reviewing the· performance on completed construction projects, and making
romparisons with a.ctual and estimated costs and the analysis
of reasons for deviations.
Q. You mentioned that a part of your experience had to
do with the maintenance of telephone pla:nt. Since your
testimony will deal in part with the physical condition of,
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and obsolescence existing in, the· Company's plant, will you
amplify that phase of your experience 7
A. For about four years in my capacity as District Plant
Manager I was responsible for the supervision of the proper
maintenance of all elements of the telephone property in that
district, including land, buildings, central office equipment,
station equipment, outside plant, motor vehicles, tools, furniture and office equipment. I was also responsible for the
supervision of the installation and removal of subscriber
station equipment including tele,phones and auxiliary equipment, small private branch exchanges and other equipment
on subscribers' premises. This work necessitated a knowledge of the operations required, the training and manpower
requirements, and the determination of needed materials,
supplies, motor· vehicles and tools necessary to
page 249 ~ maintain the entire telephone plant in good working condition.
My present duties also include the supervision of studies
and analyses of mortality data, plans and probabilities for
the ultimate retirement of plant and other information relative to the· depreciation of all types of telephone plant.
As the result of these 28 years of experience, I am familiar
with the cost of telephone plant, both past and current, and
with the factors affecting the servicea,bility, condition and
probable future life of such plant.
Q. What is the nature of your testimony in this case f
A. In order to provide the Commission with one of the evidences of the fair value of this Company's plant and property used and us·eful in the public service, I have had prepared unde·r my direction a study to determine the estimated
cost of reproducing that plant and property with due allowances for existing depreciation, as of ,September 30, 1957.
My testimony has to do with that study.
Q. Does the study treat separately as to the estimate of
reproduction cost new and the determination of existing depreciation Y
pa.ge 250 ~ A. Yes, it does.
Q. Will you please take up the cost of reproducing the property new and explain to the Commission the basic
premises underlying this phase of your study? First, on
which eonstruction theory is it based f
A. It is based upon what has been called the '' as built"
construction concept. I have adopted this theory because I
consider it the most realistic one available, since it assumes
that the plant would be reproduced under the same construe-
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tion conditions that the Company has had to meet in building
its plant over the years.
Q. ·wm you describe the "as built'' construction theory Y
A. This theory recognfaes that the bulk of the Company's
plant has been built in large projects under conditions approaching ideal maximum efficiency, where the work was substantially unhindered by the necessity of rendering servioe to
the public during the course of construction. This segment
might be referred to as "wholesale'' construction. A smaller
component of the plant has been built in small jobs, the size,
location and timing of which are controlled by the Company's
obligation to meet the service requirements of a
page 251 ~ single customer or a group of customers, or its
general publie responsibilities. This second component of the work might be called "piecemeal" construction, and, naturally, on such work the efficiency of the larger
projects could not be realized.
The "as built" approach to valuation is predicated on
current costs which are a weighted composite of the higher
efficiency of '' whol·esale'' construction and the somewhat
lower effieiency of ''piecemeal'' construction, the weighting of
the two components being based on the Company's actual experience in building its plant through the years.
Q. Does the study determine the cost of reproducing the
Company's actual plant or a substitute planU
A. This study arrives at a reproduction cost of the Company's existing plant and does not make any assumption
that a substitute plant would be designed and built. This
course was followed because I consider the existing plant a
modern and efficient one well adapted to the service which it
renders. Ha.d I based the study upon a redesign of the plant,
including substitution of items of later design for some of
those presently in service, and also the substitution of items
of plant of a different type or capacity, or at a different location, such study would in my opinion have been
page 252 ~ so conjeetural as to be of little help to the Commission in determining the fair value of the Company's property. I sa.y this because the study would then
have shown not the reproduction cost of the actual property
but of a hypothetical and nonexistent one, thus opening up a
wide field of controversy as to whether the redesigned plant
was in fact a proper substitute for the plant actually used in
the public s-ervice. What I have done is to follow the more
realistie course of determining for the Company's actual
property its reproduction cost new and deducting therefrom
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an amount which measures fairly the extent of physical deterioration and obsolescence existing in that property. As
will be pointed out later in my testimony, my treatment of
obsolescence will go a long way towards meeting any objection which might be raised because of my appraisal being
based on the Company's actual property.
Q. Will you explain how you treated with the cost of
financing construction work in the study?
A. The cost of financing construction during the time before the new plant is ready for service is widely recognized
as a proper capital cost. It is so recognfaed by the Unifo·rm
System of Accounts prescribed for telephone companies both
by this Commission and the Federal Communicapage 253 ~ tions Commission, and is referred to therein as
'' interest during construction.'' Since my study
shows the reproduction cost new of the plant to be greater
than its book or historical cost, there would be logic in incorporating an amount for this item greater than is shown
on the Company's books. However, in order to make the
study conservative beyond question on this point, I have included interest during construction at only the dollar amount
shown in the Company's books.
Q. I believe you stated earlier that your estimate of reproduction e.ost new covers the Company's plant and property as of September 30, 1957. Please outline in a general
way how you went ahout making this estimate Y
A. To begin with I have made use of an earlier estimate
of the cost of reproducing the Company's plant as of December 31, 1948. This estimate was made using methods
with which I am familiar and which in most respects were
identical with the methods I assisted in developing in my
earlier work on reproduction cost in West Virginia. I have
reviewed this previous estimate in detail and have satisfied
myself that the work wa.s correct and the estimated cost was
sound. To that estimate of reproduction cost new I added the
actual amounts expended fo·r additions to plant during the
period between J a.nuary 1, 1949 and May 31, 1957,
page 254 } and, based on present plans and present going
rates, the estimated amounts to be ex.pended during the period between J un.e 1, 1957 and September 30, 1957.
I also deducted the reproduction cost new of plant actually
retired and estimated to be retired in the same periods, stated
at December 31, 1948, price levels. I have also made checks
to test whether the price level is at least as high at the
present time as on December 31, 1948, and found, as would
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be expected, that it is. Accordingly, the present study
of reproduction cost new is based upon prices prevailing a
of December 31, 1948, for all plant except that added since
that date, for which additions have been included at actual
cost.
Q. Why did you use the plant and prices as of December
31, 1948, as the sta:rting point of the present studyY
A. I did so for two reasons, to obtain a conservative result,
and also to salvage as much as possible of the inspections,
work papers and computations made during the exhaustive
appraisal which had been made as of that date. I have
reviewed the methods and the results of this previous appraisal and determined them to be sound and correct. However, in applying the earlier work papers and
page 255 } computations to the current study, I have made
two adjustments.
Q. Please describe the nature of these adjustments 7
A. The first one relates to the appraisal of land. In the
prior study land was included in an amount substantially
higher than its book or historical cost, based upon an expert
appraisal of its fair ma:rket value supplemented by an estimate of the then current costs of acquisition. In the current
study it is included only at its book cost. This course was
followed primarily to avoid the delay and expense of a
reappraisal of the numerous tracts making up the Company's
investment in land.
· The other adjustment had to do with the cost of financing
construction work during the period prior to the plant being
made ready for service. As has already been explained, the
original study re.fleeted the re.production cost of this element
in an amount greater than book cost, while the present study
included it only at the cost shown on the Company's ·books.
It is clear that both of these adjustments add factors of
conservatism to the current study since both are
page 256 } understatements of present-day cost.
Q. You stated a moment ago that you used
prices as of December 31, 1948. What was the source of these
prices!
A. Except for buildings, prices for material, apparatus and
equipment were those quoted by Western Electric Company.
Prevailing wages of Company employees were used to price
out the labor component of the study. With res·pect to building material and labor, these items were priced at prevailing
competitive rates in each locality, as is shown more fullv in
.the exhibit.
·
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Q." Does the Telephone Company obtain most of its telephone material, apparatus and equipment from Western
Electric Company?
· A. Yes, it does.. It does so because studies show that it
can obtain material, appa:ratus and equipment of comparable·
quality at more favorable prices from them than from any
other supplier. Furthermore, studies show Western 's level
of profits to Hell Compames such as ,ours to be reasonable
in relation to those of other manufacturers. For example,
in the postwar years 1946 to 1956, the average net profit per
dollar of sales was 3.8 cents on Western Electric
page 257 ~ Company Bell business, and 5.8 cents for General
Electric Company and Westinghouse Electric
Corporation combined, the two other la:rgest manufacturers
of electrical goods. In these same years, 1946 to 1956,
average return on ·net inv,estment for "\Ves tern Electric Company's Bell business was 9.2 per cent and for General
Electric and Westinghouse combined was 12.8 per cent.
Q. You stated a moment ago that you had made checks to
assure yourself that the price level is at least as high at
the present time as it was on December 31, 1948. Will you
describe these checks 7
A. I believe it is common knowledge that the general trend
of prices over this period of time has been in the direction
of higher levels. While there have been downward fluctuations for short periods, the trend has been upwa:rd and prices
in general are substantially higher at present than they were
at the end of 1948.
Q. Can you cite specific measurements of this upward trend
in price levels between 1948 and the present T
A. Yes. Taking up price indexes ·of a more geneiral character first, the wholesale commodity price index published by
the United States Department of Commerce in its "Survey
of Current Business'' indicates that the price level in April,
1957, was 12.7 per cent above where it stood in
page 258 ~ December, 1948. Also, the index of consumers'
prices published by the Bureau of Labor Statistics of the United States Depa~ent of Labor shows that
these prices advanced 15.8 per cent in the same period.
Turning now to indexes of prices related more specifically
to construction, the upward price trend is even more pJ."10nounced. I might cite the trend of building and heavy construction costs as evidenced by building cost indexes published by well known contractor and appraisal firms. Nine
of these indexes are published by the Department of Com-
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merce in its ''Survey of Current Business" and each of them
show the price level at the end of the first quarter of 1957 to
be higher than at the end of 1948. Based upon these indexes,
the Department of Conunerce published ( also in '' Survey
of Current Business'') its own composite index of construction. This index shows an advance in prices of 26.2 per cent
during the period in question.
Q. Can you cite any price trends related specifically to telephone plant construction?
A. Yes, an annual index of the cost of telephone and telegraph lines is published by the Bureau of Valuation of the
Interstate Commerce Commission. The latest inpage 259 ~ dex available is for the year 1955. This index
shows that the price of this plant advanced 28.2
per cent between 1948 and 1955.
Q. And as I understand your testimony, your present
•estimate -0f reproduction cost disregards this upward trend of
prices since 1948 except insofar as the higher prices have
entered into the actual cost of plant built since then. Is that
correct?
A. That is correct. Of the present total plant, about 43 per
cent was in s ervice on December 31, 1948. This large segment
of the plant has been priced at December, 1948, levels despite
the subsequent general and substantial rise in prices which I
have just demonstrated.
Furthermore, the remaining 57 per cent of the present plant
which has been added since 1948 has been included in the
study not at today's price levrel but at the generally lower
level prevailing on the date of construction. Manifestly, this
price treatment produces a lower estimate of rep·roduction
cost than would a repricing as of the present date.
Q. So much, for the present, for the principles and general
methods followed in determining the reproduction :cost new
of the property.
page 260 }- I would like now to discuss broadly how you
determined the amount of q.epreciation existing in
the property. First, will you tell us what e1'ements make up
existing depreciation as you have determined it in your
study?
·
A. It is made up of tw,o parts; physical depreciation and
functional depreciation, the latter sometimes being referred
to loosely as obsolescence.
Q. And you ·evaluated each of these parts separately, is
that correct Y
A. Yes.
1
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Q. Pleas·e explain what you mean by existing physical depreciation Y
A. It is the physical deterioration which exists in the plant.
It is the extent to which wear and tear, usage, effects of
weather, accidents and other similar causes have reduced the
value of the plant by decreasing its pres·ent and future serviceability.
Q. And what do you mean by the other elements of •existing
depreciation, which you said was functional depreciatfon, or
loosely, obsolescence?
A. I use this term to denote all existing depreciation other
than that due to physical deterioration. The chief elements
are obsolescence, inadequacy, and public requirepage 261 ~ ments. For example, obsolescence exists in the
plant when it becomes fairly and reasonably evident that, evien though it is still in good physical eondition,
it will be retired because service will be sufficiently improved
or operating expenses sufficiently reduced to justify its accelerated retirement. Similarly, physically sound plant may
be retired when it becomes inadequate to care for additional
customers and it is impossible to enlarge it by additions or
more economical to replace it than to make further additions.
An exa.mple of functional depreciation resulting from public
requirements would ooour when a municipality orders the
Company to remove a perfectly good pole line and aerial caible
from a street and re,place them with underground construction.
Q. Returning now for a moment to the subject of existing
physical depreciation, will you outline very generally how
you made that determination Y
A. What I am about to describe are the steps taken to determine the physical depreciation existing in the property
as of De·cember 31, 1948. Later I will explain how that
determination was used to estimate the depreciation existing
in the property as of September 30, 1957.
page 262 ~ The first step was to separate the property as
between that where physical depreciation was controlling and that where functional depreciation was controlling. I will explain a little later how this separation was
made. In order to determine the physical depreciation existing in the first-mentfoned category of plant, th'reie major
steps w·ere taken. First, except for buildings, where all of
the larger ones were inspected in complete defail, a scientifically selected sample of all the important classes of plant was
made from the Company's records; second, a careful in1
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spection of the physical condition of this samplce of plant was
made by an experienced and specially trained group of inspectors; and third, the observations of the inspectors were
evaluated and converted into an overall per cent of condition
new by a consideration of either the amount of remaining life
in relation to total life or the cost of correcting impairments
needed to bring the plant to thie equivalent of new condition,
depending upon the type of plant involved.
Q. Later in your testimony I will want you to explain how
you used the 1948 study to determine the depreciation existing in the property as of September, 1957. Will
.
page 263} you now explain in a general way how you determined the extent of existing functional depreciation, which you stated results from prospective retirement
of plant due to obsolescence, inadequacy and public requirements?
A. First, let me say that the study of existing functional
depreciation is based upon the premise that future retiremients due to obsolescence, inadequacy and publfo requirements must be reasonably and f arrly evident in order to affect
the value of the property. For example, a pole line is not
worth less today because public authorities may order its
removal .at some time in the future, any more than it is worth
les,s today because a sleetstorm may destroy it next winter.
However, if the city has 'Passed an ordinance requiring the
removal of the pole line immediately or by some future date,
then its retirement can reasonably be foreseen and its loss in
value because of its ·shortened useful life must be refleeted in
any fair appraisal.
With what I have just said as background, the study of
functional depreciation existing in the property as of Decembe·r 31, 1948, fell into two main parts. The first step
was to segregate from the total plant that w'hich it is reasonably evident will be retired because of obsolespage 264 } cence, inadequacy or public requirements. This
was done based upon a detaile·d study of the plant
of the Company and upon a knowledge of telephone plant
design and economies, familiarity with the plant of the Company, and the Company's engineering plans therefor. The
second ·step was to estimate the probable retirement date
of this plant subject to functional depreciation and to assign
a fair value to it by relating its probable remaining life to its
total life, with due regard to its net salvage value.
Q. A little earlier you stated that the methods you have
just been describing were those followed in the ,study of the
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depreciation existing in the property on December 31, 1948.
You also stated that you would explain how you used· those
data to determine the depreciation ·existing in the property
as of Se,ptember 30, 1957. Will you please explain that
nowY
A. From the earlier study, I determined from each of the
several classes of property the amount of depreciation, both
physical and functional, existing in the property. T·his
amount of depreciation was expressed in dollars of reproduction cost and related to the total reproduction oost new in
order to determine for each class of plant a perpag,e 265 } centage of existing depreciation. These percentages for each class of plant showed the proportion
of value which had been dissipated because of depreciation
existing on December 31, 1948.
My next step was to determine by means of appropriate
studies and checks what modifications in these percentages
of existing depreciation were needed to fairly measure the
amount of dep'reciation existing in the property on September 30, 1957.
·
Q. Please describe tbe nature of these studies and checks.
A. These consisted in the main of two phases. The first
was to determine what change ha.d taken place in the relation:.
s'hip of age to the expected service life of the plant. This I
looked upon as an important factor because service life is
made up of both physical and functional age components.
The second ,study had to do with the physical condition of
the property in 1956 as compared to 1948 as gauged by the
trend of f r.equency of troubles o-r plant impairments requiring maintenance work. This, it seemed to me, would afford
an excellent measure of the condition of the property now as
compared to 1948.
Q. How did the relationship of age to expected service
life at this point in 1957 compare with the end of
page 266 } 1948 f
·
A. The ratio of age to expected service life
went down between 1948 and 1957. This means to me that
while the· average age of the plant is somewhat greater today
than it was in 1948, the present-day expectancy ·for average
service lire has also increased and at a proportionately faster
rate, so that the per cent depreciation existing in the plant
today is on the average somewhat less than 'it was in 1948.
Q. Now, what can you tell us about the condition of the
property at present as compared to 1948, as judged ·by the
frequency of plant impairments?
·
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A. In the year, 1948, there were received from subscribers
79 reports of trouble per 100 telephonies. For the full year,
1956, this figure was 60 reports, a reduction of 24 per cent.
These reports are in the main the result of impairments in the
condition of the plant which interrupt or impair the customers' service Also, in 1948, as the result of reports from
both subscribe.rs and employees, there were detected and corrected ·.89 impairments per plant unit. A plant unit represents an equated annual trouble expectancy for each of the
various types of plant. In 1956 there were .73
page 267 r such detected impairments per plant unit, a reduction of 18 per cent. I consider these the two
key measurements in gauging the change in condition of the
prope:rty between the two years.
Q. What conclusions do you draw from these facts as to the
change in age and condition of the property in the eight-year
period since the 1948 study of existing depreciation was
made?
A. Since the ratio of average age to expected life is now
below the 1948 level and also because the condition of the
property was substantially better in 1956 than in 1948, as
measured by subscriber ·reports of trouble and detected plant
impairments, and further, since there has been no change in
conditions to radically affect re.suits from the end of 1956
to the present date, I have concluded that the amount of
depreciation existing in the property as of September 30,
1957, cannot be more and is P'robably less, proportionately,
than existed on December 31, 1948. I have, therefore, determined the per cent existing depreciation for each class of
plant to be the same in this study as was determined in the
earlier one. The method by which this was done will be made
clear in my testimony.
Q. Now that you have outlined the general
page 268 r principles and methods followed in determining
both the reproduction oost new and depreciation
existing in the property, I will ask you whether you have prepared a proposed exhibit setting forth the results of your
study?
A. I have.
Q. I hand· you a binder consisting of 118 pages, entitled
'' Reproduction Cost of Telephone Plant and Property-September 30, 1957,'' and ask you whether it is the proposed
exhibit to which you refer?
A. It is.
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Q. Was it prepared under your direction and ,supervision t
A. It was.
(Company Exhibit No. 24 filed.)
By Mr. Moore :
Q. Will you describe the general form of the. exhibit 1
A. If you will turn to the index page you will see that the
exhibit is a;rranged in six sections, each marked with a tab.
Section A is a one-page ,overall summary of reproduction
cost, with due allowance for existing depreciation, of the
plant and property as of September 30, 1957. Seetion B
contains a summary of reproduction cost new as
page 269 ~ of December 31, 1948, .as well as a number of the
detailed computations supporting that determination. Section C is a one-page statement showing the
computations made to reflect in the current study the additions and retirements of plant subsequent to December 31,
1948. Section D contains a summary of the determination
of the depreciation :existing in the plaint as of De·cember 31,
1948, together with a number of the work papers supporting
that determination. Section Eis a one-page statement which
shows the method used and the result obtained in bringing
forwa:rd the deprecia.tion study from December 31, 1948 to
September 30, 1957. Section F is a memorandum which
explains in considerable detail the methods and computations in the exhibit and was included to shorten the testimony
and conserve the Commission's time. I might add that
there is, in addition to the parts of the study included in the
exhibit, a substantial mass of supporting papers consisting
of data, inspection sheets, analyses and computations. Sufficient of these work papers have, I believe, been included in
the exhibit to make clear the methods employed. However,
any of these supporting papers not included will, of course, be
made available for inspection upon request of interested
pa.rties.
page 270 ~ Q. vVill you now turn to Section A, page 1, and
comment generally on what is shown there?
A. In Column A is shown by classes of plant the reproduction cost new of telephone plant as of September 30, 1957.
In Column B is shown for each class of plant the amount
of existing depreciation. Colwnn C shows the reproduction
cost after deducting the amount of existing depreciation.
The total of this cohunn for telephone plant is shown at line
22 in the amount $251,482,845. The amount included for
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'Material and Supplies,, $1,582,000 at line 23, is the estimated
book balance for that aoooW1.t as of September 30, 1957. The
amount shown for Cash Working Capital, $3,039,000, at line
24, follows the formula previously used by· the Commission,
that is, 20 days' expense less depreciation and taxes. The
total for both telephone plant and property is shown at
line 25 in the amount $256,103,845.
Attention is called to the fact that the amounts in Columns
A, Band C relate to the Company's total plant and property.
The amount in Column D, totaling $215,631,461 at line 25,
shows the intrastate portion of the amounts in Column C.
This separation is based upon the relationship
page 271 ~ of intrastate use to total .us-e and is made in accordance with the methods contained in the Sepa
rations Ma:nual, as amended, which was described by Mr.
W. B. Thulin in his testimony. I should add that, except for
the amounts in Column D of page 1, all the remaining figures
in the exhibit relate to total Company plant and property.
The source of the various amounts appearing on this
page is explained in the memorandum in Section F, pag·e 98.
Q. Turning now to Section B, wm you comment on what
is shown at page 2 Y
A. As will be recalled from my earlier testimony, the beginning point of the cuITent study is a determination of the reproduction cost of the property which had been made as of
Deeember 31, 1948. All of the data in Section B, pages 2 to
55, inclusive, deal with the determination of reproduction
cost new as of that date, and a summary of the amounts so
determined is wha.t is shown on page 2, Column B. The
various appraisal methods employed, which are !enumerated
in Column A, are explained in the memorandum in Section F,
pages 98 and 99.
The computations shown on pages 3 to 55 in Section B
to determine the amount of reproduction cost new of the
various classes of plant are also explained in de.:.
page 272 ~ tail in See.tion F at pages 99 to 108, inclusive.
Q. Before leaving page 2 I want to ask you a
question about the appraisal methods shown in Column A.
Will you state briefly the f a.ctors which influenced the selection of the various methods f
A. The principal objective was, of course, to adopt the
method calculated to give the most trustworthv result and
at the same time to avoid the substantial expenditures which
would be involved in a more detailed item-by-item appraisal.
In c.hoosing among the four methods for application to a
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giv.-en class . of property, consideration was given, among
.o.ther things, to the type of information that could be derived
from. the Compa:ny 's . records, information and data which
could be drawn upon by resort to authoritative . outside
sources, and information resulting from our day-to-day experience. The end result was that the method was selected
which would best enable one to determine fairly the reproduction cost of the particula:r class of plant concerned.
Q. Will you now turn to Section C and tell us what you
have done on page 56.
A. This page shows the computations employed to reflect
in the current estimate of reproduction cost new
page 273 ~ the plant added and retired between December 31,
1948 and the end of the base period, September
30, 1957. T·he methods employed in these computations have
been touched upon g·enerally in my earlier testimony and are
explained in detail in Section F at pages 108 and 109.
One or two points of interest might be mentioned here.
First, plant added since December 31, 1948, including the
four-months estimated amount to the end of the base period
on September 30, 1957, has been shown in the appraisal only
at its actual cost, notwithstanding tb:e rising price trend to
whicl1 attention was ealled in my earlier testimony. Second,
retirements of plant in the period subsequent to 1948 have
been deducted, not at their original cost, but at their reproduction cost a.s of December 31, 1948, since the bulk of these
retirements represent plant which was included in the earlier
appraisal.
Q. And as I understand it, the amounts appearing at page
56, Column F are your determination of the rep•roduction
cost new of telephone plant as of September 30, 1957. Is
that correct!
A. That is correct. These same amounts also appear on
page 1 in Column A.
page 274 } Q. Turning now to the next section of the
exhibit, Section D, will you please explain thaU
A. The first page in Section D, page 57, is a summary of
the. depreciation existing in the property as of Decembe'r 31,
1948, after making allowance for all depreciation, both physical ood functional. The methods followed can be understood
by referring to the totals at line 24 of this page. The total
reproduction cost new as of December 31, 1948, appears in
Column A in the amount of $156,130,866. This amount is
subdivided into two pa.rts-one, plant determined to be
obsolescent, and the other, the plant subject only to physical
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de.terioration. These subdivisions are shown in Columns B
and C in the amounts $8,751,721 and $147,379,145, respectively.
In Columns D and E are shown the per cent remaining
value determined for the obsolescent plant and the nonobsolescent plant, and are 20.3 and 82, respectively.
Q. In other words, the $8,751,000-of obsolescent plant shown
in Column B was assigned a remaining value, afte·r deduction
of depreciation, of 20.3 per cent, as shown in Column D.
Is that correct?
A. Yes, and this remaining value amounts to $1,778,000 as
shown at line 24, ColUllllil F.
page 275 ~ Q. And the $147,379,000 of non-obsolescent
plant, shown in Column C, was assigned a remaining value, after deduction of depreciation, of 82 per cent,
as shoWIIl in Column E. Is that correct?
A. Yes, and the amount of this determination is $120,921,000, as shown in Column G. The sum of the two amounts
of remaining value in Columns F and G is show:n in Column H
in the amount $122,700,000. The ratio between this remaining value of $122,700,000 and the total reproduction cost new
of $156,130,000, shown at line 24, Column A, is 78.6 per cent,
as shown at line 24, Column J. The difference between this
percentage and 100 per cent is what appears at line 24,
Column K, indicating that the total depreciation existing
in the property as of Decem her 31, 1948, was 21.4 per cent
of its reproduction cost ne~v.
For simplicity I have explained the data on this page by
reference only to the totals. Actually, the computations were
made sepa:rately for each class of property. Further details
are given in Section F, pages 109 to 111, inclusive.
Pages 58 to 96, inclusive, are work papers supporting the
determination of the depreciation existing as of
page 276 ~ December 31, 1948, which is summarized on page
57. These are explained in detail in the memoram.dum in Section F, pages 111 to 118, inclusive.
Q. Turning now to 8e:ction E, which I see consists of only
one page, page 97, will you please explain that?
A. This page shows the computations necessary to bring
forward the deduction for existing depreciation from the date
of the prior study, December 31, 1948, to the date ·of this
study, September 30, 1957. By the p1~ocess of reasoning described earlier in my testimony I have detemined that. a
reasonable and conservative measure of the depreciation
existing on September 30, 1957, is that which existed as of
December 31, 1948, raised in proportion to the intervening
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growth in the plant. Accordingly, each of the percentages
in Column B of pag,e 97 are taken from the 1948 study, as
shown in Column K of page 57. The amount $63,986,035
shown at line 27, Column C of page 97, represents my determination of the depreciation existing in the property as of
September 30, 1957, and this amount also appears OIIl page
1, Column B, line 22.
Details as to the deiivation of the figures on page 97
are shown in the memorandum in Section F, page
page 277 ~ 118.
Q. And you stated that in Section F are explained in detail the methods and computations in the entire
exhibit. Is that correct¥
A. Yes. You will note tha.t for ,ease of reference these
explanations in Section F are arranged according to the
section and pages to which they refer.
.
Q. Do you wish to make any other general comments regarding the study of reproduction cost of the Company's
plant and property¥
A. Yes, I would like to say that I consider the study a
conservative estimate of the. cost of reproducing the, pro,perty. I might point out several important steps in the study
procedure which lead me to the conclusion that the study is a
conseivative one. The first of these is the inclusion of the
cost of financing construction work ,only at book cost rather
than current cost. The second is the inclusion of right of way
and land at original cost rather than at current cost. Obviously this represents an understatement of the pre-sent
cost of this plant. A third indication of ('.onserva.tism is the
inclusion of all of the· plant built since 1948 only at actual
cost, whereas an the evidence is that presentpage 278 ~ da.y cost would he higher. Another similar point
is that nothing is included for going concern value
or for omissions a:nd contingenci e,s, as has often been done
in such studies in the past. A final indication of conservatism is the inclusion of a deduction for rlepreciation proportiona.tely as great as in the 1948 study, when there is
strong evidence, as poi!nted out earlier, that the condition
of the property is better now than then.
Q. Now, Mr. Vellines, have you prepared a proposed exhibit
which relates the amount of rate relie.f which the Company
is seeking in this case to your estimate of the reproduction
cost of the plant and property T
A. Yes, I have.
1
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Q. I hand you a one-page statement en.titled ''Present and
Proposed Net Earnings Related to Reproduction Cost Depreciated-Six months Ended September 30, 1957 (Intrastate-Annual· Basis).'' Is that the statement to ·which you
'just. re,fe.rred Y
.A. It is.
(Company Exhibit No. 25 filed.)

By Mr.

Moore : .
Q. Will you please explain the exhibit Y
A. In the upper box is shown at line 1 the going level of
the Company's net earnings. The amount $10,page 279 ~ 204,00 is taken from Company Exhibit No. 10,
page 1, line 24, Column C, which exhibit was introduced through Mr. Thulin. At line 2 is shown the net
earnings effect of the $6,541,000 gross rate r.elief which the
Company is seeking. The amount $2,979,000 was taken from
Company Exhibit 11, line 2, a1so introduced through Mr.
Thulin. Line 3 shows the total net earnings sought ·by the
Company, in the amount of $13,183,000.
In the center box is shown the estimated repr-0duction cost
of plant and property. The amounts at lines 4 to 7 were
taken from Company Exhibit No. 24, page 1, Column D, lines
22 to 25, respectively.
In the lower box are shown the ratios of the present and
proposed earnings at lines 1 and 3 to the evidence of value
shown at line 7. It will be noted that the going level of
earnings is 4.73 per cent of reproduction cost, as shown at
line 8. Also,. the le,vel of earnings including the sought-for
rate relief, related to the ,same base, is 6.11 per cent, as shown
at line 9.
Commissioner Hooker:
2 o'clock.

The Commission will recess until

(Whereupon at 12 :50 p. m. a recess was taken for lunch
until 2 :00 p. m.)
page 280 ~

AFTERNOON SESSION.

Met pursuant to noon recess at 2 :00 p. m.
Commissioner Hooker:
proceed.

All right.

Mr. Elliott, you may
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Mr. Moore: May it pleaise the Commission, the evidence

that we have presented concludes for the time being our
direct evidence.
· Commissioner Hooker: We understood that. That is why
I called on Mr. Elliott.
Mr. Elliott: If the Commission please, I should like to
make a short statement outlining the case as developed by the
Staff in its investigatiion of its application.
As the Commission knows, this is an application of the
Chesapeake & Potomac Telephone Company for approval
of new schedules of rates which will produce estimated
additional annual gross re-venue of $7,227,716 or $3,346,000
additional annual net revenue.
An audit has been made by the Accounting Staff of the
Commission whioh shows that the intrastate rate of return·
of the Company based on estimated operating
page 281 ~ results for six months ended September 30, 1957,
annualized and estimated net investment cost
of telephone plant at at September 30, 1957, is 5.37% before
the proposed rate increase, and 6.86% after the proposed
increase.
There is no substantial difference between the inviestigation
made by the staff and the proposals of the Company except
upon the return to be allowed on the equity capital of the
parent company, the American Telephone & Telegraph Company. The points upon which both the Comp,runy and the
Staff agree in their approach to a determination of the additional revenue needed by the applicant are :
1. Hoth treat the applicant, the Chesapeake and ·Potomac
Telephone Company, as if it we·re a miniature Bell System.
2. Both accept the Bell System objective as to the components of capital of the Bell System, namely, approximately 1/3 debt and 2/3 's equity, and
3. Both accept 3.5% as the adjusted cost of debt capital.

In calculating the return on equity capital the .Staff has
used a return of 8%. This return is slightly higher than the
r.eturn of 7.91 % actually experienced by the Bell System in
1956 on period end figure as will be shown by exhibits introduced in evidence, the American Company for the year
1956 had net income applicable to its common
page 282 ~ stock of $756,000,000. This produced earnings of
$13.16 per share on the average number of shares
outstanding during that year and $12.02 per share on the
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number of shares outstanding at Decembe·r 31, 1956.
The approach of the Staff has been to develop the rate
of return required on the Virginia Company's intrastate rate
base to produce earnings which will support the earnings per
sha:re of the American Company actually experienced in 1956
after adjusting the components of· capital of the American
Company and the cost of debt capital of the American Companh as proposed by the Virginia Company in this case.
In developing this return these adjustments result in increasing the return actually experienced by the American
Company on its entire capital in 1956 from 6.38% to 6.43%.
In 1956 the Bell System earned $13.16 on the ave·rage number of shares outstanding during the year. Even when you
relate the earnings to the number of shares outstanding at
the end of the year, the earnings were $12.02 per share.
As I have stated the earnings of $12.02 per sha'rie on the
shares of the Bell System outstanding at December 31, 1956,
when related to the book value of American Compage 283 } pany 's common stock outstanding a.t December
31, 1956, provided a return of just under 8%.
These earnings enabled the American Company, on an annual
basis, to pay its established dividend of $9.00 per share and
retain $3.02 as a cushion. Stated anothe·r way, earnings of
$12.02 per s·hare permitted the American Company to pay
approximately 6% on its equity on a 75% dividend pay out.
In developing the indicated return required on the capital
of the Bell System devoted to the telephone business, the
approach of the Staff has been:
1. To adjust the components of the Bell System Capital
to give effect to the appropriate debt ratio claimed by the
Company, namely, 35% debt and 65% equity.
2. To project the embedded cost of debt capital of 3.5%,
as estimated by the Company.
3. To apply to the equity capital a return of 8% which is
slightly in excess of the 7.91 % experienced by the American
.Company in 1956 on its equity outstanding at December 31
1956.

'

The re.suit is an indicated return on total Bell -Svstem
capital of 6.43% which compares with a rate of 6.38% actually
experienced for the· year 1956.
As the Commission lmows the Bell System owns and
operates Western Electric Company which is the
page 284 } manufacturing unit of the System. In order to
determine the Bell System capital used in the
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telephone business and the indicated earnings requirement
on that capital it is necessary to eliminate from total Bell
System capital and total Bell System earnings the Bell System capital invested in Western Electric and the earnings
realized by the Bell System from that capital.
Over the years the Bell System has realized substantially
greater returns from the capital it has invested i-n Western
Electric than it has from the capital invested in the telephone business. In eliminating from Bell System eapital
and Bell System capital and Bell System earnings the capital
it has invested in Western Electric and the earnings it
realizes therefrom the actual Bell System capital invested
in Vl estern Electric and the aver3.o<110 earnings thereon for the
40-yea:r period 1916-1956 have been used. These average
earnings are substantially below the .actual earnings ,of the
Bell System from its capital invested in w·es tern Electric
over at least the past 10 years.
The effect of removing the capital of the Bell System invested in Western Electric and the average· earnings of the
System thereon from total Bell System capital
page 285 ~ and total Bell System earnings and after eredit
is allowed for income from temporary Bell System investments is that the indicated return requirement
on Bell System capital used in the telephone business including the allocated portion of the s·ervicing investment of the
General Department is 6.16%.
As will be shown the total Bell System capital invested in
the Virginia Company for the purpose of rendering interstate and intrastate telephone service, including nearly $15,000,000 allocated servicing investment from the Bell System,
amounts to $241,200,000. T·he intrastate portion of this
capital is $204,000,000. A return of 6.16% (the indica.ted Bell
System requirement on capital devoted to the telephone
business) on this capital is equivalent to a return of 6.25%
on the net O'riginal cost intrastate rate base of the Virginia
Company. That Company's federal income tax liability is
ineluded in the consolidated tax return of the Bell System.
Therefore, this percentage of 6.25% must be adjusted to give
effect to the credit for the Virginia Company's share of
federal income tax savings resulting from the interest expense of the American Company. For the year
page 286 ~ 1956 this am0Ui11ted to $653,000. The effect of the
intrastate portion of this credit is to reduce the
indicated return requirement on the. Virginia Company's
intrastate rate ·base from 6.25% to 5.99%. When this percentage is applied to the Virginia Company's intrastate rate

144

Supreme Court of Appeals of Virginia

base, the result is that the Virginia Company needs ad.di-·
tional gross revenue of $3,296,000 to produce to the American.·
Company the equivalent of 6.25% on the intrastate rate
base of the Virginia Company and 6.16% on the capital
invested by the Bell System in the Virginia Compmy's intrastate telephone operations.
page 287 ~ Before I proceed with the witness, there axe
certain underlying exhibits which I should like at
this time to introduce. I would ask that the Annual Report
of the American Company for the year 1953 be ·received as
Exhibit 34.
Commissioner Hooker : Exhibit 34 is received.
(Received and filed as Exhibit 34.)
Mr. Elliott: Likewise, I would like to ask that the Annual
Report of the American Company for the year 1954 be received as Exhibit No. 35.
· Commissioner Hooker: Exhibit 35 received.
(Received and filed as Exhibit 35.)
Mr. Elliott : The Annual Report for the year 1955 is Exhibit No. 36.
Commissioner Hooker: Exhibit 36 received.
(Received and filed as Exhibit 36.)
Mr. Elliott: The Annual Report for the year 1956 as
Exhibit No. 37.
Com.missioner Hooker: Exhibit 37 received.
page 288

~

(Received and filed as Exhibit 37.)

Mr. Elliott: I would ask that the allocation of American
Telephone and Telegraph Compam.y Federal Income Taxes
for the year 1956 as prepared by the Committee of the ·
National Association of Railroad and Utility Commissioners
be received as Exhlbit No. 38.
Commissioner Hooker: Exhi,bit 38 received.
(Received and filed as Exhibit 38.)
Mr. Elliott: If the Commission please, I do not have·
copies of this exhibit. I have requested the Company to obtain copies for me and they have very kindly said they would,
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but they are not hero at this time and these are file copies.
So we will supply counsel with copies just as soon as they.
are made available.
·Commissioner Hooker : All right.
Mr. Elliott: The next eochibit which I should like, to tender
at this time· is the report on operating results of Western
Electric Company for the year 1956, pre·pared by the members
of the joint subcommittee of the National Association, and
the same thing holds true with respect to this exhibit as the
previous exhibit.
page 289 ~ Commissioner Hooker: Exhibit 39 is received.
(Received and filed. as Exhibit 39.)
Mr. Elliott: Mr. Brown, will you he sworn amd take the
stand, please f
JAMES H. BROWN,
called· as a witness in behalf of the Commission, and being·
duly sworn, testified as follows :
DIRECT EXAMINATION.
By Mr. Elliott:
Q. Will you state your name f
A. My name is James H. Brown.
Q. What is your position with the Commission f
A. I am Chief Accountamt of the Commission.
Q. Has the Accounting Division made an examination
of the books and records of the Chiesa peake & Potomac Telephone Company of Virginia f
A. Yes, sir, the Accounting Division has made a rather
detailed examination of the ,books and records of the C. & P.
.
Tel·ephone Company.
page 290 ~ Q. Has a report . been prepared which sets
. forth the factual findings of the Staff and has
this report been prepared under your supervision Y
. A. Yes, a report has been prepared entitled '' Accounting
Examination of The Chesapeake & Potomac Telephone Company of Virginia.'' The report is dated October 9, 1957.
Q. Is that the report which I now show you f
A. Yes, it is.
Mr. Elliott: We ask that this report be received in evidence as Exhibit No. 40.
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Commissioner Hooker:

Exhibit 40 received.

(Received and filed as Exhibit No. 40.)
By Mr. Elliott:
Q. Referring to this exhibit, Mr. Brown, will you outline
briefly what the report consists off
A. Yes. The first page of the report is a transmittal letter
transmitting the report itself to the Commission.
The Staff's report is attached to the trainsmittal letter.
That report consists of several pages setting forth the
genera.I scope of examination.
page 291 ~ Then following this a:re several statements,
some ieleven statements, together with supporting
schedules I might say that most of the statements cover the
test period in this case, that is, for the six months ended
September 30, 1957 on ain annual basis. However, actual
figures on which to base the audit were not available for this
period, except for the months of April, May, and June, and
some of the statements in this report are simply factual statements cove'ring those particular months.
The Rate of Return Statement in this reportQ. That is Statement A?
A. That is Statement A in the report.-covers the six
months period ending September 30 on an annual basis and
represents threie months actual and three months estimated
figures multiplied by two.
Q. In other words, to annualize it Y
A In other wo·rds, to ainnualize it. In this respect, the
Staff report diffe·rs, I think, from the Company's exhibits in
that the Company's exhibits were based on two months actual
and four months estimated expressed on an annual basis.
I might point out here, in fairness to the Compage 292 ~ pany, that the reason for that is that at the time
of the Staff study one additional actual month
was available to the Staff which was not available to the
Company.
Q. As I understand it, Mr. Brown and by way of summary,
there is no substantial difference between the Staff and the
Company with respect to your report and their exhibits,
that is, the results; is that correct T
A. No substantial diffevence that is, which could be attributed to the use of one additional month. That is correct.
Q. Did your Staff make a study of the amount of addi-
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tional gross revenue which would be produced by the rate
changes filed with the company in its application Y
A. The Staff did not make an independent study of this
matter, but made a test check and verifications of the Company's e-stimated study. I might point out here that considerable time was devoted to this work and that conferences
WJere held with the Company from time to time as the Staff's
work progressed. Some differences in the revenue estimate
as developed by the Staff and the Company's study were
noted and thes:e diffe,rences were rechecked by the
page 293 r Company. These differences were not material,
particularly in an estimate of this magnitude, and
were due primarily to the Staff's use of actual stations on
June 30, 1957 for the bulk of the estimate whereas the Company study was largely on a projected estimate basis through
June 30.
In order to point this up a little clearer, I might say that
the money difference between the Company and the Staff
was something in the neighborhood of $50,000 So, for all
practical purposes, the estimates were the same. My understanding of the matter is that the Company, after reviewing
the Staff's figures, takes no exceptions to the Staff's figures
and in this report on Statement A and Statement C are
reflected the estimated revenues from the proposed rates as
now verified by the Staff. However, there is a ·sizeable difference ·betwieen the additional revenue estimate to be produced by the rate changes as shown in Company exhibits
and in the Staff's report, the Company exhibits showing
approximately $6% million and the Staff exhibits showing
approximately $7,200,000.
Q. Will you explain this difference?
A. Yies. On page 8 of Mr. Bowles' testimony, he points out
that in order to handle the heavier traffic which
page 294 ~ would occur as a result of extending the local
calling area, the Company must ''build additional
plant and increase our investment on which carrying charges
will be incurred. We lose the present substantial toll and
message unit revenues, but as a partial offset we realize
higher local service revenues and certain operational savings.
The net result is to create run annual revenue requirement
of $1,759,000. That amount was taken into account in determining the rate increases proposed in this propage 295 ~ ceeding. ''
The Staff has shown in this report the total
revenues which would eome from the proposed rate chang,es,
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the additional plalllt which would be requi'red in order to
provide additional circuits necessary to effect the expansion
of local calling service, and the additional savings, all on a
broad basis, that is, without netting any of the·se items.
The effect on the rate of return, however, is substantially the·
same under either treatment.
. Q. Do you haVie a statement showing the estimated additional gross revenue which the proposed rates would produce
on an annual basis T
A. Yes. This shows on Statement C of the Staff's report.
Q. Will you refer to Statement C and comment on it Y
A. Statement C is merely a summary of the rather complicated study that is necessary in order to determine the
effect of these rates changes. Howeve·r, I think it points up
pretty clearly the two points here that have already been suggested .by the Company, that is, th.at it loses certain revenues
·
in the form of toll which would be eliminated in
page 296 ~ these areas which are now proposed to be placed
on a toll-fl'lee calling basis, so that, as the statement clearly shows, the Company would lose $2,354,000 of
tolls ; on the other hand, the proposed rate changes so far
as the other services are concerned would produce additional
gross revenues of $9,582,000, approximately. The net result
of those two things would be an increase in gross revenues
of $7,227,716.
Q. Now, do you have any comments on other statements
in this report Y
A. I don't believe I do have. Therie are a number of
statements in the report which I think indicate the extent to
which the Staff has made its examination, but I don't believe
I have any particular comments on them, except perhaps
Statement A, which is the rate of return statement.
· Q. Will you turn to Statement A, which is the rate of
return statement, as you have said, and comment on that
statement!
· A. Statement A is comparable to Company's Exhibit No.
10 submitted iby Mr. Thulin, the principal difference in the
·
figures being that the Staff's figures represent
page 297 ~ three months of actual figures and three months
estimated figures, whereas the Company bas
used only .two months actual and four months estimate<l.
The first column reflects the total revenue and expenses
and investments for the test period, that is, i:;ix months ended
September 30, 1957, annualized, and these figures represent
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the figures which are actually reflected on the books . of the
company insofar a.s the actual months are concerned. .
.
Q. It represents total Company operations; is that not
righU
·
A. The first column represents total Company operations,
both state and interstate.
Q. Will yiou proceed, please T
A. Column 2 represents the portion of the total company
which is applicable to intrastate op.erations, and those
amounts with respect to expenses and plant, anyway, are
determined by the use of what is known as a Separations
Manual, which is in national use.
Q. Then, as I understand it, Column 2 is before any Staff
adjustments ; is that right Y
A. That is correct, sir.
Q. And that shows a rate of return of what on
page 298 } the intrastate portion?
A. On the intrastate portion, Oolumn 2 shows
the rate of return of 5.34 per cent.
Q. Now, in Column 3, as I understand it, you tame care
of certain adjustments which arose during the audit; is that
correct?
A. That is correct, sir. These are not adjustments ma.de
by the Staff to correct an error of the Company these represent adjustments which were available to the Staff during
its study, which were not kiilown or available to the Company at the time it prepared its exhibit. However, the
Company is in agreement with this adjustment so that Column
4 then reflects the intrastate results after the minor adjustment shown in Column 3.
Q. ·What is the ·rate of return there shown?
A. That shows a rate of return of 5.37 per cent.
Q. What is· the purpose of Column 5?
A. Column 5 is to show the effect on the operations and
on the rate of return of the company after giving effect
to the proposed rate increase ; that is, assuming the propo·sed rate increase was granted, the actual result shown in
Column 4 would be chamged by the amounts shown
page '299 } ·in Column 5, except that in this particular case,
.:. ·
in order to pvesent a full picture, I have included
here an allowance of $5,151,000 to provide for additional
plant which would be needed· by the Company and to provide
these necessary additional circuits, and which the Company
had included in its net study. So that ·by making these
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changes you will note in Column 6 that the total revenues
would become $86,607,000.
Q. How much of an increase is that Y
A. That would represent an increase of $7,227,000.
Q. What is the net increase which these rates would produce, as determined by your Staff Y
A. The net increase as shown in Column 5 after the impact-I might say terrific impact-of Federal Income Taxes
is $3,346,000, and that would produce a net income of $14,141,000.
Now, as I pointed out, the rate base as shown on the
books applicable to intrastate is $201,000,000 and to that
figure I have made an additional allowance of $5,000,000,
so that the adjusted rate base would then be $206,183,000,
and relating the net earnings to that figure would
page 300 } indicate a rate of return of 6.86 per cent.
Q. Do you have any further comments with
respect to this exhibit Y
A. No, sir, I don't believe so.
Q. Mr. Brown, as the Chle.f Accountant of the ,Commissioo, have you studied the exhibits and testimony of Mr.
Johnson which relate to the cost of capital of the Bell System!
A. Yes, I have.
Q. And have you made an .approach similar to his in arriving at overall earnings requirements f
A. Yes, in the sense that I have considered the Virginia
Company as if it were a miniature Bell System. Also, in
developing the return requirements shown on the exhibits
which I have prepared for this case, I have used Mr. J ohmson's components of capital which, he testifies is the stated
objective of the Bell System, that is, one-third debt and twothirds equity. As.to the cost of _debt capital, I have accepted
Mr. Johnson's adJusted oost of 3% per cent. With respect
to the cost of equity capital, I have used an 8 per cent return, which is slightly higher than the return actually experienced in 1956 of 7.91 per cent, which is based on the
period-end figures.
page 301 } Q. When you ·say "actually experienced," you
mean experienced by the Bell System; is that
correct?
A. That is correct; by the Bell System.
By Chairman Catterall :
Q. You mean 8 per cent of the book value of the stock?
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A.
Q.
A.
Q.
A.

That is correct, .sir.
What is the book value nowY
In total?
No, I mean per sharie.
At December 31, 1956, it was $151.94.

By Mr. Elliott:
Q. Will you proceed with the discussion o.f what you did,
Mr. Brown?
A. My exhibits will reflect tbe rate of return required on
the Virginia Company's intrastate rate base which is necessary in order that the Virginia Company earnings will be
adequate to support the earnings per share of A. T. & T.
Company as actually experienced in 1956 after adjusting the
components of capital a.nd the cost of net capital as projected
by Mr. Johnson. In developing the indicated
page 302 ~ return necessary to maintain the 1956 per share
earnings, these adjustments result in increasing
the overall return actually experienced by the Bell System in
1956, of 6.38 per cent, to a return requirement of 6.43 per
cent.
Q. Now, have you prepared an exhibit comparing the earnings on the Bell System capital for the years 1953 and
1956?
A. Yes, sir, I have.
Q. Is that the exhibit that I now hand you entitled "Ame,rican Telephone & Telegraph Company amd its principal telephone subsidiaries (Bell System) comparative earnings on
capital for the years 1953 and 1956"?
A. Yes.
Mr. Elliott: We ask tha.t this Exhibit be received as Exhibit 41.
Commissioner Hooker: Exhibit 41 is received.
(Received and filed as Exhibit 41.)
By Mr. Elliott :
Q. Will you pl oose explain this Exhibit to the Oommission 7
page 303 ~ A. Yes. In this exhibit I have compared the
earnings on the Bell System capital for the
year 1953 8Jld 1956 as shoWill by the Annual Reports to the
Stockholders for those respective years.
Q. Those are taken fvom Exhibits 34 and 37 which were
1

152

Supreme Court of Appeals of Virginia

James· H.·Brown.
introduced prior to your testimony, the Annual Reports of
the Company for those respective years Y.
··
A. That is correct, sir.
Q. Will you proceed, please!
.
.
A. The significance· ·of selecting· those two years is, of
course, that they precede the last rate case of 1954 and the
present rate case of the local company.
· On t~e first six lines of this exhibit is shown in summary
the capitalization of the Bell System for these two years
setting forth the amount of._ equity capital and debt capital
at the close of the year and the amount of equity capital applicable to A. T. & T. Company's stock and to stocks of
certain subsidiaries held by the Company.
Q. What does Line 7 show?
.
A. Excuse me just a minute. I might comment on Line
6 first. It -shows that the total ·Bell" System capital at the
end of 1953 was $10,617,000,000, approximately.
page 304 } The total Bell capital at the end of the year 1956,
as shown here, is $14,461,000,000.
On Line 7 is shown the income available for fixed charges
or the amount earned on the above capital. You will note
that· the earnings available for fixed charges in 1953 were
$607,000,000, approximately, and in 1956, $922,000,000, approximately.
·· ··
The rate of earnings as shown on Line 8 for the year 1953
was 5. 72 per c.ent and in 1956, 6.38 per cent.
Q. Will you proceed with further ,explanation of the exhibit 7
A. On Line 9 is shown the· net income applicable to A. T. &
T. Company stock. This is the balance of income shown on
Line 7, that is, this is the balance which is available for dividends on the outstanding common stock of the A. T. & T. Company.
.
Q. What were those amounts 7
A. In 1953, the amount available for dividends was $478,500,000, approximately; and ·in 1956, $755,933,000 approximately.
Q. Now, will you drop down to Line 11 and tell us what
.
that indicates? ·
·
page 305 } A. Line 11 · expresses on a per share basis
on an average number of shares of A. T. & T. common ·stock outstanding during these two years-·
Q. Tha.t is the years 1953 and 1956; is that correct T
A. Th~t is oorrect.. ·. And ~· shown on L~ne 11, the earnings
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based on the average number· of shares outstanding wa~
$11.71 in 1953 and $13.16 in 1956.
.
. · Q. Will you proceed with your further explanation of the
exhibiU
.
·
A. Line 12 of this data is expressed on a per share basis
except that it is shown on the number of shares actually
outstanding at the end of the year. Obviously the· number of
shares are somewhat greater so the earnings per share would
be somewhat smaller. On that basis, the earnings for 1953
·
were $11.32 and for 1956, $12.02.
Q. As a matter of fact, Mr. Brown, there was almost 51h
million shares more outstanding at Decembeir 31, than there
was during the average of 1956; is that not right? It is
57,422,000 as-against 62,893,000. Is that correct?
· · A~ That is correct, yes, sir.
page 306 ~ Q. All right, sir. Will you proceed, please- Y
A. On lines 14 and 15, the Bell System capital
applicable to A. T & T. Company stock as shown on Line 2
is ,expressed on a per share basis on the average number of
shares outstanding during the years and· on the number of
shares outstanding at the end of each year. This is the
question that Judge Catterall asked me a moment ago, and
I might point out here that the book equity per share, based
on the average of 1953, was $143.15 and in 1956 it was
$150.23. Based on the .book equity at the end of the year
or at the close of the year, it was $147.35 per share in 1953
and $151.94 at the •end of 1956.
Q. What is shown on Lines 17 and 18 of this exhibit?
A. Lines 17 and 18, the relationship of the earnings per
share on an average and on a year-end basis to the book
equity, which I have just commented on, per share, on an
aVierage am.d on a year-end basis, is expre.ssed in pere,entage
as the rate of earnings on the Bell System equity capital and
applieable to A. T. & T. Company stock. In other words,
the rate of earnings ·expressed as percentage
page 307 } based on the avierage book equity in 1954 was
8.18 per cent .and 8.76 per cent in 1956.
If the earmn.gs are related to the book equity at the end
of the year, the return expressed in percentage for 1957
was 7.67 per cent and in 1956 was 7.91 per cent.
Line 19 simply shows the average market price per share
of A. T. & T. Company stock during the year 1953 and during
the year 1956. In other words, during 1953 the average
market price was $156.05 · and iai 1956 the av:erage market
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price was $178.34. I think the market price in the last few
days was probably $168 and something.
Q. Do you have any further comments which you wish to
make as to this exhibit before we proceed?
A. The earnings of the Bell System of $12.02, as shown
in the second column on Line 12, for the year 1956, which
was the most recent date available, when related to the
A. T. & T. Company's common ·stock book value at the
end of the year, provided a return slightly under 8 per
cent; actually it is shown here on Line 18 as 7.91 per cent.
These earnings enabled the Company to pay a
page 308 ~ dividend of $9 a share, which is approximately 6
per cent on the related invested capital and riepsents a pay-out of 75 per cent of such earnings, with retained earnings providing a cushion of one-third of the
dividend on an annual basis.
Q. Does that conclude your discussion of this exhibit,
Mr. Brown?
A. Yes, I think it does.
Q. Have you prepared an exhibit entitled '' Indicated Rate
of Return Requirement on Tele.phone Capita.I of the Bell
System,'' which I now show you f
A. Yes, I have.
Mr. Elliott: We ask that this be received as Exhibit No.
42.
Commissioner Hooker: Exhibit 42 received.
(Received and filed as Exhibit 42.)
By Mr. Elliott:
Q. As I understand it, Mr. Brown, this exhibit is prepared
to show the irndicated return required on the capital of the
Bell System which is devoted to the telephone business as
distinguished from any other business it might be in; is that
correct?
A. That is correct, yes, sir.
page 309 ~ Q. Will you explain Exhibit 42?
A. Yes. In Exhibit 42 I have first adjusted
the Bell System capital and its earnings requirements to
:rieflect estimated current ratios and costs.
Q. Let me stop you riJ?"ht there, Mr. Brown.· What do you
mean by ''to reflect estimated current ratios and costs"?
A. Mr. Johnson, in presenting his testimony and exhibits
to the Commission, suggested that the Comp.any' objective
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was to have as its capital structul'le· two-thirds equity and onethird debt. He also indioated that while the embedded
interest cost was approximately 3.1 per cent, that in view
of the pending financing talring place this month, and in
view of the prevailing higher interest rates, that it was his
view that an overall for an average interest cost of 3.5 per
cent would not be out of line to use as a measure in this
case.
Q. As I understand it, you have accepted those and this
exhibit is prepared on that basis 7
A. This exhibit is prepared on that basis.
By Chairman Catterall:
Q. You mean the actual present historical cost
page 310 ~ is 3.1 Y
.A. The actual historical cost, Judge Catterall,
at December 31, 1956, and I can't remember precisely, but
it was 2.97, or 2.98 per cent. However, because of additional
debentures which had gone out between that date and June,
the effect had been to change that embedded cost to about
3.1. That is the late,st information that I have.
Q. Then, this extra .4 of one per cent is an estimate of
future interest costs?
A. No, Judge, I think it might ,be best explained in this
way, that the embedded cost at June was 3.1 per cent. We
lmew that the present is,sue is going to go out something like
4.5 per cent and we do not know what future issues may be,
but it would be reasonable to assume, I think is the gist of
Mr. Johnson's testimony, that in the foreseeable or reasonable future the embedded costs might be considered to be
3.5 per cent.
Q. How big is t.his presently proposed issue? You have
outstanding now $4.5 billion. ls this year's financing going
to be more than 10 per cent of that?
A. I think it is probably ru:nning sometlling like-I had
better not try to answer, Judge. I don't know what the
issue is.
page 311 ~ Q. You are agreeing with them on this judgment figure then of an extra .4 of one per eent?
A. 'For the purpose of preparing this exhibit, ,Judg-e
Catterall, I have me:riely accepted tbe Company's estimate,
yes, sir. That is correct.
Q. Do I understand tbat you accept it in order to a.void
argument, or because you have made some independent investigation Y
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A. No, not to avoid argument, J-u.dge; upon the carieful
reading of Mr. Johnson's testimony and my own knowledge
of present interest costs I crune to the conclusion that his
arrivi~ at 3.5- per cent was not. unreasonable and the refore
I decided not to challenge that ·figure.
B"y Mr. Elliott:

·

·

· .

Q. To refresh your recollection, Mr. Brown, I refe-re you
to Mr. Johnson's testimony, prepared testimony, at page 9,

that was incorporated in the record, and he states in answer
to a question: '' As of December 31, 1956, the Bell System had
an embedded cost of debt of 3.1. By the end of June it was
about 3% per cent."
· A. Yes, sir.
Q. Will you proceed with your explanation of
page 312 ~ the exhibit, Mr. Brown 7
A. I think we have covered the ground pretty
well that for the purpose of this exhibit I have used Mr.
Johnson's proportions or components of capital and also his
estimate of interest costs.
The earnings requirement of equity capital I have used
is 8 per cent, which rate is slightly higher than the rate of
7.9 per cent earned in 1956 on the year-end amount of book
equity of the A. T. & T. Company stock.
. Now, if you will note the calculation under the first paragraph of this exhibit, the capital stock equity is shown here·
as- 65 per cent~ having a cost of 8 per cent, so that that would
produce 5.20 per cent; and debt capital of 35 per cent at a
cost of 3.5 per cent would equal 1.23 and those two figures
added together would be 6.43 per cent. That is an overall
return of 6.43 per cent on capital in these proportions and
debt at 3.5 per cent would provide 8 per cent on equity capital.
. Q. Will you tell us what was the rate of earnings in 1956
on the average book equity of the American Company?
A. It was 8.76 as shown in the preceding.
page 313 ~ Q. That is Exhibit 41, line 17; is that correct?
A That is correct, and in the second column.
· Q. Now, will you go ahead with your explanation of this
·
exhibit 42?
A. The rate of :r,eturn requirement on the total Bell System eapital stated in this manner then is shown to be 6.43
per cent.
.
Q. That is the figure you mentioned a few minutes ag~?
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·A. That is correct. I think it is impo·rtant again to say
that this represents an adjusted figure .for the year 1956.

Commissioner Hooker : The Commission will recess for
five minutes.
( A five-minute· recess was taken and the hearing resumed.)
pag,e 314 } By Mr. Elliott:
Q. Mr. Brown, I believe when the recess was
taken we were discussing Exhibit 42. Will you pick up
where you left off there.
A. Yes; I had just completed explaining the 6.43 per cent
overall return.
From this figure I have deducted the earnings derived
from the Western Electric Company, expressed in the
pereentage of the average earnings rate of this Company.
A part of the Bell System capital is invested in the Western
Electric· Company, which has been earning more than the
a vierage for the Bell System. December 31, 1936, the capital
invested in We.stern, Electric Company amounted to 4.57 per
cent (a little more than 4.5 per cent) of the total Bell System
capital. For the purpose of this exhibit I have used the
average earnings on Wes tern Electric investment for the
period 1916 through 1956, which was 9.9 per cent.
Q. Right there, Mr. Brown, would you refer to Exhibit
No. 39, whieh I hand you, and state what the 1956 earnings
on Bell System eapital invested in Western Electric Company actually were 7 If you will turn to pag,e 27, I think you
wll find that.
page 315 ~ A. Yes; on page 27 of this exhibit, the actual
return for the year 1956 is shown as 12 per cent.
Q. And what was it for each of the last five years Y
A. For 1952 it was 11.6 per cent; 1953, 11.4 per cent;
1954, 11.5 per cent; 1955, 11.8 per cent; and 1956, 12 per cent.
Q. Can you tell us what it averaged for the last ten years 7
A. The average return for the last ten years., that is, l.947
through 1956, was 11.9 per cent.
Q. And that is in excess of the 9.9 per cent that you have
used in this exhibit; is that correct T
A. That is correct. For this exhibit I have used the 40year average return.
Q. Now, will you continue with the discussion of your
treatment of these earnings and capital invested in Western
Electric.
·
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A. Earnings, then, of 9.9 per cent on 4.5 per cent of the
total of Bell capital which is invested in ·western Electric
would amonnt to .45 per cent; that is, these earnings, expnessed as a percentage·, represents .45 per cent of total Bell
capital, and after allowance for Federal Income
page 316 ~ Taxes paid by A. T. & T. Company on Wes.tern
dividends would amount to .43 per cent, and deducting this from the total return requirement of 6.43. leaves
6 per cent to be obtained from the capital invested in the
telephone business, which would be 6.29 per cent on such
capital, aggregating 95.43 per cent.
Q. In other words, the 6.29 is bringing the 6 per cent to a
unit; is that correct?
A. That is correct, yes.
Q. Will you proceed, please.
A. From this adjusted return requirement of 6.29 per cent
I have deducted the net return realized by the General
Department of the A. T. & T. Company. This department has
costs incurred in rendering the license contract operations
which are not fully covered by the license contract revenues.
I think that point was brought out a moment ago.
Q. In Mr. Thulin's testimony?
A. Yes. I might point out here that that, I think, is corre·ct. In Mr. Thulin's testimony he points out that the actual
expenses attributable to Virginia were some $73,000 more
than Virginia paid under this one per cent for the
page 317 ~ licens e contract services. For the Bell System
as a whole, that figure expands into a rather
large sum of money, and doing a little estimating on that,
which I had to do, it approaches something like $4,000,000
or $5,000,000 of recovering their full cost.
Q. Is that Loss in. the General Department oViercome in amy
1

way?

A. Yes. There has been mention made today also about
the fact that the American Company has a large amount of
monev, referred to as a central pool, whic.h is ava.ilab1e to the
associa.ted compa.nies and that money, obviously, is not kept
in the form of idle cash; it is invested in temporary Government securities, but it is available to the associated companies
on a. when-if-needed basis, and the Company, of course, obtains revenue from those investments in the form of interest,
and that revenue for the year 1956 amounted to a.pproxima.telv $24,000,000. So that, while· the American Company
fa.iled to recov;er its license contra.ct services by some four
or five million, it ha<l income in the fo-rm of interest on these
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investments of some twenty-four million, so that it did have
as a net earnings figure some eighteen or nmeteen millions
of dollars. Now, those earnings, however, represented a very
small return to the American Company when you
page 318 } consider that it has in the form of temporary cash
investments something like a billion dollars, an
inve,stment in the building at 195 Broadway of some $30
million, an investment in furniture and equipment in that
building, an investment of some $20 million in the Bell Laboratories, and when you then relate the net earnings, that is,
the difference between the interest income and the net loss
it sustained in rendering the License Contract Services, it
only had a return of 1.8 per cent on that investment.
Now, expressing that again as a percenmge of Bell capital,
I arrived at a percentage figure of .13 per cent, and while that
is rather small, I have deducted that here because, a little
later on, I w.a:nt to show on the Virginia Company the necessity of enjoying a full return on this item, rather than this
niggardly return. So that after deducting the .13 per cent
here remains a return requirement on telephone capital, including allocated service investment., of 6.16 per cent.
Q. Then, as I understand the purpose of Exhibit No. 42, it
is to develop the indicated ra.te of re.turn requirement on
telephone capital and not other capital; is that correct?
A. That is c.orrect; yes, sir.
page 319 ~ Q. That is, the capital used by the American
Company in performing the telephone business.
A. That is right.
Q. Now, have you also prepared an exhibit entitled "Indicated Rate of Return Requirement and Net T'elephone Plant
Plus Material and Supplies and Cash Working Capital''?
A. Yes, sir. I have.
Q. Is tha.t the exhibit. which I now show you?
A. Yes.
1\fr. Elliott : We ask that that be received as Exhibit No.
43.
Commissioner Hooker: Exhibit No. 43 is received.

(Exhibit No. 43 filed and marked.)
page 320 } By Mr. Elliott:
Q. Will you explain Exhibit 43 to the Commission.
A. In this ExMbit 43 I have applied the indicated return
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requirement on telephone capital of the Bell System of 6.16
per cent as shown in Exhibit 42 to the Virginia Company's
capital inv.ested in its telephone business. As the Virginia
Company is wholly owned by A. T. & T. Company its telephone capital is merely a component of the System's telephone capital and the return requirement on its telephone
capital is the same rate as required for the System's capital
The purpose of this exhibit is to determine the rate of return
required on the Virginia company's intrastate rate base to
produce the dollar earnings necessary to result in a return
of 6.16 per cent on the· intrastate portion of the telephone
capital of the Virginia Company. But before such determination can be made, it is necessary to make certain adjustments to the book capital because in using the Bell System
approach a portion of Bell capital, w'hich is invested in cash
held .available for the subsidiary telephone companies, as
well as a portion of the Bell capital which is invested in· the
office building and the furniture at 195 Broadway and in
Bell Laboratories, should I think be allocated to
page 321 ~ the Virginia Company.
Q. They are the items that you were discuss-·
ing in connection with the previous exhibit when you we·re
discussing the .13 which you deduct: is that correctT
A. That is correct.
Q. As I understand it, the effect of this exhibit is to put
back into the Virginia capital its proportion of those investments ; is that correct Y
A. That is correct, and also to provide a full return on
them.
Q. What is the total capital of the Virginia Company?
A. The total capital, at September 30, 1957, consisting of.
common stock, surplus, and advances from the American Company, amounts to $227,701,000. To this book capital I have
added $14,807,460, which you understand is not actually on
the books of the local Company, representing Virginia's portion of Bell System capital invested in cash held available and
in the other assets which I have mentioned.
·
From· the resultin.e: total of $242,508,460, I have deducted
$1,277,639, representing the capital of the local
page 322 ~ Company which is not invested in its teLerphone
plant, but which is invested in securities of an independent telephone company on which the Virginia Company
derives a return in the form of dividends. And of course too
dividends are not included in the income figures that have
been used in this proceeding.
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After this deduction, the adjusted capital is $241,230,821.
'Q. That is the adjusted total capital of the loeal Company;
is that correct, sir Y
A. That is correct, and that represents the adjusted capital
of the local Company invested in its total telephone business
in this State, that is, both in interstate. and intrastate.
Q. What percentage of this total is applicable to intrastate operations Y
·
A. Of course there is really no way to separate capital
except on some appropriate basis, and I think the appropriate
basis here would be· to use the relationship of the telephone
plant which of course is what the capital represents. So
that the percentage of intrastate rate base to the total Company is 8.46 per cent. Applying this percentage to the total
adjusted capital would produce $204,081,275. That
page 323 ~ would represent the intrastate portion of the total
Company capital.
The indicated return requirement on this capital is 6.16
per cent, the same as required on Bell System capital shown
by my previous exhibit. I might point out again here that
in applying the 6.16 per cent, which is the indicated return
requirement, I am appyi:ilg that to not only the capital shown
on the local Company's books, but also to an additional
amount which, while it is not on its books, is properly assignable to the Virginia Company.
The intrastate rate base, as shown by Company and by
Staff exhlbits, and as shown on this exhibit, is $201,032,000.
To diete·rmine the rate of return requirement on the rate
base to produce a 6.16 per cent return on the intrastate
capital, it is necessary to compute the relationship of the two
bases. By this computation, the return requirement on the·
rate base becomes 6.25 per cent as shown on the statement.
In other words, a 6.16 per cent return on capital would
represent a certain number of dollars and those certain number of dollars necessary to sup,port the capital would not
change when you relate it to the ra.te- base or when you ·relate
it to any other base.
In order to make the story complete here, I harl
page 324 } related those dollars both to the capital and to
the rate bas·e; and when you relate the dollar
earnings to the rate base we find that at this point of tho
statement the ·return requirement is 6.25 per cent on the rate
base, which would be the same thing as 6.16 per cent on the
capital.
·
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Q. Would you proceed further with your explanation ot
the .26 shown on this exhibit.
A. Yes, this percentage of 6.25 per cent I think should
be adjusted to give effect to a credit for the Virginia CompaJJ.y 's shar:e of Federal Income Tax .savings resulting from
the interest expense of A. T. & T. Company. For 1956 Virginia's share of this tax savings was $653,000.
Q. Right there, Mr. Brown, is that figure taken from the
Exhibit 38 which I have previously introduced in evidencet
A. Yes, it was.
Q. All right, sir. Will you proceed.
A. This tax credit may be even greater in the future due to
increases in interest expense, as suggested by l\fr. Johnson,
and its corresponding effect on taxes. But for the purpose of
this statement, I have used only the actual savings for 1956.
·
I first scaled down the 1956 savings to the amount
pa.ge 325 ~ allocable to intrastate and related this to the intrastate rate base.
Q. In other words, you didn't 11se the total $653,000, but
you took the intrastate proportion of that; is that correct Y
A. Yes, that is correct; which of course was a lesser
amount.
Q. Yes, sir. ·wm you go ahead.
A. Expressed as a percentage, sucb savings, that is the
tax saving-s, are· equal to .26 per cent of the rate base. Deducting this from the 6.25 per cent leaves 5.99 per cent as the
return requirement on the intrastate rate base after giving
effect to this tax credit, in other words, a return of 5.99 per
cent on the intrastate rate base when combined with the
tax savings ·allocable to Virginia but actually realized· by
the A. T. & T. is equivalent t.o a return of 6.25 per coot on the
intrastate rate base and to 6.16 per cent on the capital of the
·
Virginia Company invested in intrastate operations.
Q. Mr. Brown, have you prepared an · exhibit entitled
''Revenue Requirement on Intrastate Portion of Tota.I Company Net Investment Cost of Telephone Plant and Allowance·s
for Working Capital to Provide· Its· Proportion·
page 326 ~ of Indicated Refarn Requirement on Telephone
· Caµital of the Bell System,'' ,vhich I show you?
A. Yes, I have.
·
Mr. Elliott: May that exhibit be received in evidence as
Exhibit No. 44? ·
·
· ·
·
Commissioner Hooker: Exhibit No. 44 received in evidenoo.
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(Exhibit No. 44 filed and marked.)
By Mr. Elliott:
Q. What is the purpose of this exhibit, Mr. Brown!
A. The purpose of this exhibit is to determine the additional dollars that would be required to produce the return of
5.99 per cent. Of course, in order to determine the amount
of additional net earnings needed by the Telephone Company,
it is necessary to determine not only the total earnings which
would be produced by whatever percentage the Commission,
allows, but also to determine the deficiency in actual earnings, because it is the diffe-rence between these two figures
which is the basis for any application for increased rates.
So that in this exhibit I have .shown the earnings required to
produce this return of 5.99 per cent on the intrastate rate
base and also the additional earnings necessary to
page 327 } produce that return.
Q. Will you explain the exhibit.
A. To the intrastate ba.se as submitted by Mr. Thulin in his
exhibit, I have added $5,151,000 representing the Company's
estimate of additional plant required to provide for the extension of local calling. The adjusted rate base shown on
this exhibit, including that additional. allowance, is $206,183,000.
·
Q. What are the total net earnings required on this rate
base, using the percentage return requirement which you
arrived at in your previous exhibit,
A. The total net earnings requirement as shown on this
exhibit is $12,350,362.
Q. \Vhat w·ere the actual ·earnings according to the exhibit?
A. The actual earnings according to the Staff's report
were $10,795,113. Subtracting that from the total earnings
required results in a deficiency in net earnings of $1,555,249.
Q. I lmow on· this exhibit that you have adjusted this deficiency by $54,058; will you explain that?
· A. Yes. The Company, under its overall plan of extended
area service, would improve its net earnings
page 328 } slightly by reason of certain savings in operating
expenses and these are represented primarily bv
the elimination of the necessity of picketing; all of these toll
tickets which will now be ;eliminated so that a subR-tantial
savings would result in·both the traffic and in the billing and
fl.ccounting ·departments of the Company. On the other
hand, there are certain increased expenses, primarily main-
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tenance and depreciation, which relate themselves to the additional plant required. And when you compare those items
together we find that the Company would enjoy a slight improvement in its net earnings or a savings, if you will, of
$54,000. In other words, the necessity for additional earnings
would be reduced by the amount of savings which the Company is able to effect itself. So I have deducted that from the
above figure to arrive at the additional net earnings requirement of $1,501,191.
Q. How much additional gross revenue is required to make
up this deficiency of net earnings of $1,501,191 Y
·
A. Because of the effect of taxes, the Company, in order to
realize $1,501,000 of net earnings would have to have $3,296,423 of additional gross revenue.
Q. What would be the rate of return after these additional
gross revenues of $3,296,423 are reflected Y
page 329 } A. The rate of return would be 5.99 per cent,
of course, because that is where we start in our
calculations.
page 330} Q. Have you prepared an exhibit headed ''Comparative Statement Showing Rates of Return and
Additional Gross Revenue Required as Requested by the
Company and as Indicated by the State Corporation Commission's Staff Study''?
A. Yes.
Mr. Elliott: May this be received as Exhibit No. 45 T
Commissioner Hooker: Exhibit No. 45 is received.
(Rooeived and filed as Exhibit No. 45.)
By Mr. Elliott:
Q. Will you explain this exhibit and state what its purpose
isY
The purpose of this exhibit is to summarize certain company exhibits and certain Staff exhibits on one statement for
the Commission's convenience in its oonsideration of this
case.
Tbe upper portion of the first column shows the Companv 's
rate base as adjusted in the amount of· $206,183,000.
.,
Now,· skipping on down to Line g· in the first
page 331 } column, if you will, the additional gross revenue
which would be produced by the proposed rate
changes according to the Staff's study, and in which I understand the Company concurs, amounts to $7,227,716. I might
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add here again that this figure is something more than the
6% million shown in the Company's exhibits, principally because, as M.r. Bowles stated in his testimony, the Company
reflected the net effect of the additional plant required for
extension of local calling and the savings and expenses in
arriving at the amount of additional revenue, whereas· we
show on this exhibit the additional plant and the expense adjustment and the revenue, all on a broad basis. The result is
about the same, however, as far as the rate of return is concerned.
Now, the effect of the requested additional gross revenues
of $7,227,000 is that the actual net earnings of $10,795,113
( that is shown on Line 5) would be increased to $14,141,193,
as shown there on Line 4, and these net earnings related to the
net base represent a rate of return of 6.68 per cent.
Q. Now, will you explain Column 2 of the exhibit T
A. Column 2 shows the amount of attrition and
page 332 ~ earnings which the Company claims in its exhibit
as submitted by Mr. Thulin. The dollars amount
to 466,000 net according to his exhibit, which has the effect
of reducing the rate of return of .23 per cent.
Q. Now, look at Column 3 and explain that.
A. ·Column 3 shows that the $7,227,000 increase which the
Company is requesting would result in a rate of return of
6..63 per cent, after adjusting for the loss claimed for attrition, shown in Column 2.
Q. Now, explain the balance of this exhibit.
A. Column 4, 5, and 6 summarize the Staff's study. Column
4 is the same as shown previously in Exhibit 44. Briefly,
this shows that ·$3,296,423 of additional gross revenue would
give the Company a return of 5.99 per cent.
Q. Will you go ahead, please?
A. In Column 5 I have shown the adjustment in percentage
or the additional rate of return which would be required
if the Commission allows the Companyts claim for attrition.
This amounts to .23 per cent.
Column 6, then, shows that after making- this allowance,
the return requirement base of my exhibits would be adjusted upward to 6.22 per cent. To produce this
page 333 ~ rate of return, the Company would need $4,337,751
of additional gross revenues, as shown on the
la.st line of Column 6.
Q. Does that complete your discussion of the exhibits
which vou have prepared T
A. Yes, sir, I think it does.
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Mr. Elliott: At this point, if the Commission please, there
are two members of the public here who have spoken to me,
saying that they misunderstood the Commission this morning
with respect to statements by the members of the public, and
maybe the Commission could afford them that opportunity at
this time. One is the representative of the Hotel Association
and the other of the Varina Ruritan Club.
Conunissioner Hooker : We will give them that opportunity.
The Commission understands you do not care to cross
examine Mr. Brown until December 5.
Mr. Moore: That is correct. Wie had not seen any of
these exhibits or this testimony, so that we will reserve that
right.
page 334 } Mr. Ketner: The same here. We would like
to ask one question.
CROSS EXAl\ITNATION.
By Mr. Ketner:
Q. Mr. Brown, in your exhibit here you refer to the rate
base of $201,032,000. Do I understand that $201,032,000
rate ·base is made up of the original cost of the Company,
used and useful in Virginia, depreciated, plus materials and
supplies and working capital Y
A. That is substam.tially correct, Mr. Ketner. That rate
base represents the gross amount of the original cost invested
in the intrastate operations less depreciation, plus a relatively
small amount of money in telephone property held for future
use, plus materials and supplies and plus an allowance for
cash working capital equivalent to twenty days of operating
expenses.
Q. In ·other words, that is the amount of money, as I understand it, that the Parent Company has invested in this property in Virginia, and that is the basis of that ra.te base? In
other words, it is not investment in securities, bonds, common
stocks, and things of that sort?
page 335 } A. No, sir. It is invested in the telephone plant.
Mr. Ketner: Thank you.
Commissioner Hooker: Stand aside, Mr. Brown.
JOHN A. SHIRES
Commissioner Hooker: l\fr. Shires, do you care to make a
statement?
Mr. Shires: Yes, sir.
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Commissioner Hooker : As I Ufllderstand, you do not want
to be sworn?
Mr. Shires: No, sir. I apologize for not having understood the situation this morning, but I feel it only fair that I
do· make. some explanation of the figures I wish to present.
Commissioner Hooker: What is your full name Y
Mr. Shires: John A. Shires, General Mamager of the
Patrick Henry Hotel, in Roanoke, Virginia, a member of the
Virginia Hotel Association, and Chairman of its Public Utilities Committee.
Commissioner Hooker: Proceed.
Mr. Shires: Our position is a little unique
page 336 ~ in that, although I am speaking for the Hotel Association, only a small portion of our membership is covered by the C. & P. Company. It also happens that
a number of the hotels that we would have liked to have included in our list were not in operation last year and, as
a result, we have no figures on which to base our operations.
We only contest one item in this request, and that is for
our hotel room instrument telephones. They are now based
on a price of $1 per month and the Company has made a
request of $1.25 per month. We are in accord with the idea
that their costs have gone up, both for labor and materials,
the same as ours. We do not believe that their reas001s for
25 per cent increase are in order at this time. vY e do believe
that they are entitled to some increase. We are not in position to set that increase. We are perfectly willing to leave
that in the hands of the Commission, but we do not believe
that there should be a 25 per cent increase. I have several
copies of this brief. Those happen to be sig·ned. We present
figures for eight hotels which are attached, showing our
operations for the years '54, '55, and '56, and in those years
we operated at a substantial loss.
page 337 ~ It happens tha.t in addition to the increase for
which they have asked, the Telephone Company
has inaugurated a new program which is hurting our commissions to some extent, and that is the telepl10ne credit
card, where, if you are a holder of one of those cards, you
can make a call from any point in the United States and have
it charged to your home telephone. ·The cards are increasing
·
rapidly.
Commissioner Hooker: You do not get any commission off
of them?
Mr. Shires: We don't get any commission off of them.
However, the Company does permit us 5 cents per call, which
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is not near the amount of commission that we norm.ally received.
Gentlement, I leave this in your hands. That is our only
contention. There are a number of other things, but, be-ca.use
they do not apply to all hotels, we are not going to mention
them.
Thank you very much.
Commissioner Hooker: Mr. Streever.
VERNON E. STREEVER,
Mr. Streever: I am Vernon E. Streever, Secretary of the
Varina Ruritan Club. I have a little resolution I
page 338 ~ would like to ·read before you :
''State Corporation Commission
''P. 0. Box 1197,
'' Richmond, Virginia,
'' Gentlemen :
"In regular meeting September 10, 1957, the Varina Ruritan Club unanimously approved the following resolution.
''Be. ~t resolved that the Varina Ruritan Club go on record
approving the rate adjustment proposal that was presented by
the Chesapeake & Potomac Telephone Company before the
State Corporation Commission July 17, 1957.
(Signed) VERNON E. STREEVER, Secretary,
Varina Ruritan Club."
Commissioner Hooker: File that with the Bailiff, please,
sir.
Mr. Streever: All right, sir. Thank you, Gentlemen.
Commissione·r Hooker: Is there anyone else now before we
adjourn?
Miss Emma Morriss: Does that mean you will
page 339 ~ have no opportunity in December?
Commmissioner Hooker: No, this is the only
time we are giving the public the opportunity-today and
tomorrow.
Miss Morriss : Will the hearing be continued until tomorrow?
Commissioner Hooker: · Until tomorrow morning a.t ten
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o'clock. Do you want to say something T If you do, we will
give you the opportunity right now.
Miss Morriss: I am not prepared for it today.
Commissioner Hooker: All right, we will give you the
opportunity tomorrow morning at ten o'clock.
The Commission will adjourn until tomorrow morning at
ten o'clock.
(Thereupon, at 4 :00 p. m., an adjournment was ta.ken until
the following morning, October 16, 1957, at 10 :00 a. m.)
page 340}

M. A. HUBBARD,
APPENDIX A.

STATEMENT OF M.A. HUBBARD, EXECUTIVE
SECRETARY, VIRGINIA FARM BUREAU
FEDERATION.
My name is l\{. A. Hubbard, and I am executive secretary
of the Virginia Farm Bureau Federation, an organization
made up of 18,000 of Virginia's leading farm families. In
addition, I am also authorized to speak for the Agricultural
Conference Board of Virginia which includes among its membership the majority of the organized farm groups in Vir~
ginia.
Our Farm Bureau members generally who have the good
fortune to reside in areas serviced by the applicant company
in the proceedings now before the Commission, are keely
appreciative of the Company's efforts to extend and provide
acceptable service to our rural people at reasonable rates.
In doing this and in abolishing rural zone mileage charges,
the Company's contribution toward building a stronger and
more efficient economy and in making Virginia as a whole a
mo·re pleasa.nt place in which to live, has been a sig.nificant
one.
We realize full well that in making our appearpage 341 } ance here in opposition to an increase in the price
charged for rendering telephone service, we are
in reality protesting the progressive decrease in the value of
money. Here we are once again treating the symptoms while
the disease which causes the difficulty continues on, untreated,
ignored and unabated.
As a nation, we presume not only to write but to underwrite
prescriptions for the cu·re of all the evils in the World, and,
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at the same time, blithely ignore the fact that inflation, one
of the most potent weapons in the aresenal of our enemies, is
gnawing and continues to gnaw at the structural fabric of our
economic and political institutions.
For example, if we give the dollar an index value of 100
cents for the period 1935 through 1939, the last fiv-e year prewar period, in August of this year that dollar was actually
worth 49-4/10 cents.
T'his means, of course, that more than one-half of the value
of all savings accounts, life insurance policies, pensions, annuities, and all fixed incomes has disappeared down the rate
hole of inflation during the last 18 years. The owners of such
assets have lost more than one-half of the value of
page 342 ~ such holdings just as effectively as through robbery or wholesale pilferage of their safety deposit boxes.
It is to be expected that those who are in a position to do so
will make every effort to increase their earnings at a ·rate
at least fast enough to enable them to stand still, with a constant purchasing power, on the whirling treadmill of inflation.
The application for a rate increase now before the Court
is just such a case. The Commission's engineers and accountants can and no doubt will dete'rmine a proper rate to be
charged in order for the Company to continue its operations
with a· satisfactory margin of return on current operations.
Not anyone can determine, however, the amounts that should
be set aside to cov-er future equipment replacement costs:
unless there is some assurance that the value of monev will
be reasonably well stablized. yet this is a vital consideration
if our economic system is to have available in the future
the tools and machines reauired to produce the goods and
services which arc increasingly in demand both in volume
and in quality.
If past performance is a proper guide, a decision 1by the
Commission in line with the Company's request will very
quickly be followed by demands for wage inpage 343 ~ creases on the part of its employees. However,
unless such increases are fully justified by increased labor productivity, any wage increases which may
be granted will be mo·re apparent than real-the ,vorker may
take home more pay in the form of dollar income, but he won't
take home a better living for this family.
And what will a continuation of this process do to his pen-
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sion plan, his social security, his life insurance policies or his
cash savings? When he re.aches retirement age, when he is no .
longer able to help himself, he will find that the old age
security for which he worked, saved and denied himself in
order to provide, has disappeared like a des·ert mirageswallowed up by the rat hole of an inflated and debauched
currency.
It would seem that only a fool would wilfully and ·willingly
participate in a process which in the end can mean only disaster for all of us. Yet a good many of us somehow must have
had a part in the operation, else how may we account for the
fact that the dollar of 1939 is now 49.4 cents-only a shadow
of its former selfY .Another 18 years of travel in this direction at the same pace and the Russians will have won the
struggle without firing a shot-through a process
page 344 ~ which Nicholai Lenin described as the best and
easiest way to destroy a democracy-through the
debauchment of its currency.
It is characteristic of inflation that those who are in positions of advantage always enjoy the initial stages. Not any
of us are immune to the appeal of higher wages, larger incomes and easy money. It is not until prices move up faster
than our incomes that we get a true picture of the real evil.
Farmers have the true picture. According to Tom Stuart,
Federal State Agricultural Statistician, farm prices for the
United States through September of this year (1957) were
down five per cent from the levels of 1950. This might not
have been too serious had it not been for a 16 per cent in-·
crease in prices paid by farmers during the same period.
Even with a five per cent decrease in farm prices our increased volume of production pushed our gross income from
32.1 billion in 1950 to an estimated 35.2 in 1957-an increase
of 3.1 billion. However, net income is what the farmer lives
on. In 1950 it was 13.7 billion. Bv 1957 this had shrunk
to 11.7, a decrease of 2 billion. In i957 it is estimated that
we ,\rill be providing food and fl.her for 20,000,000
page 345 ~ more people than in 1950, but we will receive 2
billion less net income for doing the job.
While others ride the merry-go-round of inflation and feed
its fires with insistent demands for more pay for less work,
our farmers .are ground betweent he upper and nether millstones and wind up with less pay for more work.
Let's look at the matter in another way.
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The Food Dollar.

Farmers Share
Labor's Share
Transportation
Federal Income Tax
Profits
Other charges
Total

1947
51.2c
24.7
2.2
2.7
4.4
14.8
100.0

Now
38.6c
33.2
2.8
3.0
3.0
19.4
100.0

It may be seen from this table that fa:rmers, through abundant production, have ,been providing a strong brake on inflation as it might otherwise have affected the consumer's
food dollar. But we cannot hold the line alone.
It is particularly unfortunate for Virginia farmpage 346 ~ ers that a ·request for rate increases comes at this
time. Piled on top of a generally unfavorable
economic situation, this year we have suffered from a disastrous drought., From the office of our Federal-State Statistician, we have the following estimates:
Virginia farm income from
Tobacco will be down $25 million
Corn will be down $18 million
Hay will be down $8 million
Apples will be down $2 million
Peaches and peanuts will be down $1 million
Pastu·re will be down $11 million

We

are keenly appreciative of the efforts of the C & P
Telephone Company to ,extend and provide good telephone
service to an ever-increasing number of our farm and rural
people, many of whom have been without such service for
many years. However, it will avail us little to have th,e
facilities extended if the cost of the service is priced beyond
our reach.
We are not unfamiliar with the problem of how the iner,easing cost of labor, materials and equipment eats into net
income. That is the source of our difficulty too. In addition
to this we have had the drought.
page 347 ~ We, therefore, earnestly request that our unenviable economic situation, for which we are in
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no way responsible, be taken into consideration in deciding
when and upon. whom to place the major portion of any rate
increase which may be deemed necessary to enable the applicant company to remain in a sound financial position. In
this, we are not asking for special advaJ11tage. We are simply
asking that our existing disadvantages not be further aggravated.
page 348}

October 16, 1957.
COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
APPLICATION OF
THE CHESAPEAKE AND POTOMAC TELEPHONE
COMPANY OF VIRGINIA
For increase in rates.
CASE NO. 13591.
Present: Commissioners Ralph T. Catterall (Chairman),
H. Lester Hooker, Jesse W. Dillon, (Commissioner Hooker
presiding).
· ·
The Commission resumes its session.
Appearalllces: As previously noted and in addition:
Samuel T. Wagstaff, Representing Central Chesterfield
Ruritan Club.
Charles M. Keen, Jr., Chester, Virginia, Representing himself and certain residents.
page 349}

October 16, 1957.
PROCEEDINGS.

Commissioner Hooke·r: The Commission is in receipt of
some telegrams and a letter enclosing a petition in this matter,
which we pass to the file, the same as the other letters.
(The following documents were passed to the file:)
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Letter October 14, 1957, Rose Hill Farms Civic Association,
enclosing petion.
Petition of residents of Rose Hill Farms, Fairfax County,
Virginia.
Telegram October 15, 1957, Herman L. Huff, Executive
Secretary, Norton Area Chamber of Commerce.
Telegram October 15, 1957, Hugh P. Cline, President,
Norton Kiwanis Club.
Telegram October 15, 1957, Vernoy B. Tate, Attorney at
law, Wise, Virginia.
page 350

~

Commissioner Hooker: Is Mr. Harris Mitchell
here!
The Bailiff: His letter was turned in yesterday afternoon.
Commissioner Hooker: All right. That will be filed with
the other letters.
M'r. Wagstaff, do you have a statement to make?
Mr. Samuel T. Wagstaff: Yes, sir.
Commissioner Hooker: I understand you do not want
to be a witness; you just want to malre a statement?
Mr. Wagstaff: I just have a letter I want to produce.
Do you want me to read iU
Commissioner Hooker: Either way you want; read it,
or we are going to file it anyway.
Mr. Wagstaff: It is from the Central Chesterfield Ruritan
Club.
'' Whereas, we the members of the Central Chesterfield
Ruritan Club being residents of Chesterfield County and
being served by the Che,sapeake & Potomac Telephone Company for the purposes of telephone service and,
"Whereas the said Chesapeake & Potomac
page 351 ~ Telephone Company will come before your office
for an inerease in rates and the Central Chesterfield Ruritan Club feels that increased rates are unjustifiable
and that there must he poor management of the said company
at this time, and,
'' Whereas, the telephone is a necessity for use in obtaining
police, fire and health protection and an increase in rates
would deprive some of our rural people of telephone service,
'' Therefore, be it resolved that the petition f.or an increase in ra te·s be denied.
'' At a meeting of the Central Chesterfield Ruritan Club held
on the 14th day of October, 1957, and after discussion the
above resolution was presented and on the motion made, duly
seconded and passed by the club, the resolution was adopted.
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(Signed) J. T. MOORE, SECRETARY
Central Chesterfield Ruritan Club.''
page 352 }

Commissioner Hooker: That will be filed with
the other resolutions.
Mr. Wagstaff: Thank you; sir.
Commissioner Hooker: Mr. Charles M. Keen, Jr.

MR. CHARLES M. KEEN, JR.
Mr. Keen: ·what I would like to say, I live in Chester.

I edit a little paper out there covering the Colonial Heights
and Chesterfield area.
For a long time this service of the phone company in our
area has been a problem with me and with many people out
there. We are surrounded by what I think is the industrial
rural potential of the whole East. I believe that by giving
the Telephone Company the right to give us the extended
service to our area these people will be able to share in the
benefits that we will all realize.
We have in a 500-mile radius of this area between 50 and 60
per cent of the country's population. We have the coal,
we have the manpower, we have the water, and we have
the electric power.
It is the belief of myself and many people in the area out
there that by having this one thing, by saving a cost of $5,000 a year, more or less, in just small, short-dispage 353 } tance telephone calls to Richmond, Petersburg,
Hopewell, and Colonial Heights, saving the 15cent toll charge, the whole area will prosper.
In Chesterfield there are some sections where they can't
even call the county officials on the water rate, or any small
thing, and with our people paying 15 cents in some places,
they can't even call the police without a toll charge. This will
be eliminated. Sure, they will have an increas·ed rate, but it
is the belief of many of us out there that the difference in
the service we will receive will offset that by far. In most
cases it will be a terrific saving. My own personal phone
bill of the newspaper runs about $30 a month. This will be
cut in half. There you can see it is also personal motivation
on my part.
Also, some areas probably think they will be forced to
compete with other areas. Good competition stimulates, does
not destroy. It is, furthermore, the belief of a lot of the
citizens out there that, although they will have to compete
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with the city competitors, they will have an influx of housing.
The 15-cent phone call seems small, but to have your wife
calling and checking on the price of a dress, or any of the
small details which go to make life more comfortpage 354 ~ able, amounts to a considerable sum. If we get
the extended service, we will be money in hand.
We thank you for your careful attention.
Commissioner Hooker: Is there anyone else who wants to
be heard for or against this application?
(No response.)
There appears to be no one else.
(Intermission.)
MRS. WADE DORSETT,
Commissioner Hooker: Mrs. Wade Dorsett, if you have
any statement you wish to make, the Commission will hear
you at this time.
Mrs. Wade Dorsett : Yes; shall I make it here Y
Commissioner Hooker: You might get up a little closer so
the Reporter can hear you.
Mrs. Dorsett: I am Mrs. Wade Dorsett of Fairfax County.
Our telephone system is in the metropolitan area of Washington, but I am from the Daleview Pleasant Exchange. That is
one of the second-rate or fringe exchange areas. We are
also iil the same area with Dunkirk and Creseent to be considered in this.
We have peculiar advantages of having enpage 355 ~ joyed all the disadvantages and all of the irregularities of the April 1954 application increase
which was granted on June 30; and I am sure that if there are
telephone representatives here there is nobody more surprised to see me in favor of this one than the Telephone Company because when we investigated how the increase applied
to us we found we had the most mileage, the most message
units, and because of the vagaries of rate making and the
jargon of the Telephone Company, we could talk to our
neighbors across the Potomac River, practically continuous
and contiguous boundary, and could talk as long and as often
as we pleased, but our next-door neighbor, because the message units piled up if we wanted to give a recipe or somethi~g
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that simple, we could not. We found everything was to our
disadvantage.
·
Again we found that the crowning indignity was that they
had taken away our historical right to call Washington for a
flat 5 cents. They had put it into what amounted to, due to
the complexities of the PBX systems that are in general
use in Washington in most of the buildings, a long distance
call area for us. Well, you can understand that we became
greatly concerned and when our bills came in we
page 356 ~ became appalled. We found that for the privilege of having a private phone it was costing us,
if we were very, very careful, a minimum of $25 a month.
If we had to use our phone it was averaging nearer $50
a month. Well, the average householder cannot affo'rd that
for a utility. Also, upon investigation we found that that
was not true in other areas.
The result of that was that we organized what we called
our Neighborhood Telephone Committee. I was selected as
Chairman, probably because I was a housewife, may;be because I was madder than anybody else. I don't know why,
but anyway, I was selected and in that capacity I have
talked both to officials of the Telephone Company and to
my neighbors and, in a sense I have become Mrs. Telephone
from the subscribers' point of view.
I want to impress on you that I am acting as an individual
this morning. Our telephone committee is still in existence,
but we found that we were pleased with the type of rate
structure they were setting up at this time. But I do want
you to know that we had a round dozen of some of the leading citizens of our community-we had an Assistant United
· · · States Attorney General, we had the Assistant
page 357 ~ General Counsel of the Federal Trade Commission, and I can go on. We had an Economic Consultant. So we were not simply going- at it from a point of
irate citizens. We looked into it carefullv. We learned rate
set-up. we learned the difference behveen the expediency
·of an engineerin~ set-up with the Telephone Company and the
overlapping rate structure.
I have· not. gone into this tome as thoroughlv as I could
because I was in favor of it and when vou are in favor of
something vou look for what vou like. But as it affects us,
it is exactly what we asked for when we anpeared before
them earlier, tryin~ to get them to do something- for us.
For a flat rate then of $6 we found we got nothing but a
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private phone which was an increase in service over what we
had, but by paying through the nose. Finally, after many
conferences they gave us the choice of keeping that private
phone for $6 or paying an additional flat $3 rate. Now·
that does not give us truly extended rate calling, but it does
give us a bigger area of ca.Iling and so it was acceptable to a
point. But as you see, it still did not allow -us to estimate
our bills or to know just exactly what was going to happen.
And our mileage eharges were still great. This
puge 358 ~ eliminates mileage charges for us. It gives us
the He-rndon calling, and we are near the Loudoun
County line. The Herndon calling is very important in our
area. Then, of course, it gives you the free calling in the
whole metropolitan area. Then, with the telephone call, we
can call Washington but Washington can't call us. But we
do understand that so far as the set-up is concerned. We
are greatly pleased with it. We will be getting what we
are paying f o·r now or in some cases, even for less and a
much greater and freer use of our telephone.
In addition, there will be flat rates that we can decide
what we want. If you have a telephone budget you will be
able to do it. We can't do it now. We have no way of
doing it under the new set-up. I would like to say that we
have found the Falls Church office most cooperative and our
service is excellent. But we still have sources of irritation.
I still get calls-Why is this Y Why is this on my bill T And
I have to run around and find out. It is a fact that if you
do not know what it is going to cost that message units can
mount very fast. It is impossible to keep up with them
and any number of our neighbors bought stop watches because
they call their children every day. They say,
page 359 ~ ''We can only talk a certain length of time. I
want to hear from you. I want to know what
tl1e grandchild·ren are doing.'' But, because it is costing us,
we cannot have our lengthy eonversations. I am not being
facetious when I say that. They put stop watches by their
telephones because of their message unit rate and they attempt to keep within it. Invariably they underestimate it
·because, as you realize, any fractional part goes into another
unit. ·You know the rates more than I do.
As I say, the overall pictu·re, except for the Washington
metropolitan area tha.t I am not attempting to express myself on-but I have talked this over with practicallv every
member of the Committee, which, as I sa.v, is still in existence. I have talked it over with any number of inrlividuals.
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As soon as the differences that would apply to them· were

explained to them, universally they have been in favor of it.
Now I have not made a survey, but I have talked to key
people who will talk to other people. As I say, I can say
unqualifiedly that it is what we wanted when we first started
talking to the telephone people and we feel that it is within
a ·rate that is reasonable for our usage of the telephone.
Thank you very much.
~

Commissioner Hooker: Thank you.
Mr. Purcell, for some reason, has been delayed
with his delegation, so the Commission will take a brief ·recess.

-page 360

(After a short recess, the hearing was resumed.)

MR. HAROLD H. PURCELL,
Commissioner Hooker: All right, Mr. Purcell.
Mr. Ha;rold H. Purcell: May it please the Commission,
first, I would like to apologize to you for being late this
morning. It was my understanding we were going to have
a number of other witnesses and that I would .fit in some_where along in the proceeding.
I appear before the Commission this morning to say to
you that the people of Louisa are opposed to the ·rate increase.
·I am not going into the technicalities; I am simply here to express public opinion of the· people of my particular county.
We used to say that we had freedom of speech; we used to
say that "Talk is cheap"; but talk is getting more expensive
· all the time and freedom of speech is not so free any more,
particularly when you talk over the telephone.
page 361 ~ Now, my people are fa:rm.ers, they are rural
people, telephones are a necessity to them, and
with our droup:ht years and our hard times on the farm
.we have had difficulty in the past paying our telephone bills
and this is going to make it more difficult in the future, and
I say to you that the sentiment of my area is opposed to any
rate increase.
Now, I notice that the·re is an allegation that there are
a number of combinations of exchanges. We have three
exchanges in Louisa County: the Buckner Exchange, the
.Louisa Exchange, and the Mineral Exchange. We have
to pay a toll between Louisa and Buckner and we have to pay
a toll between those two exchangcR. There iR no toll between

180

Supreme Court of Appeals of Virginia

E . .A. Okristian.
the Mineral and Louisa Exchanges. It is also my understand·ing that that would be considered a long distance call, .which
would be an additional 15-cent increase. We pay 15 cents
now; to make that call it would be a 100 per cent increase
so far as intercommunication calls within our own county
are concerned.
Now, that is all I am going to say to the Commission. Mr.
Christian is here, who h.as received some petitions throughout
the county and would like to present those to the
_page 362 ~ Commission. Our Board of Supervisors has
·
already adopted a resolution which has been sent
to the Commission.
Commissioner Hooker: It is already in the record.
All right, Mr. Christian, we will accept your petition.
MR. E. A. CHRISTIAN
Mr. E. A. Christian: May. it please the Commission, I
am not accustomed to speaking as Mr. Purcell is, but I want'
to add a word to what he has said.
. · Tam just a plain old country farmer. I hav:e a telephone
and it is sometimes difficult for me to find money to pay the
bill. We had a drought year in our oounty. We had put a
lot of money in labor and we had worked hard and we went to
a lot of expense, and our crops burned up. We did not have
any rain from the first week in June until the latter part of
August and we will only make of our corn crop and our grain
crop about 20 per cent of the normal year's yield, and it is
going to be mighty hard just to make it through the winter.
I have here a petition which is signed by 201 people of
Louisa County. They represent 194 telephones.
page 363 ~ The reason there are more names than there are
phones is because some of the wives signed with
their husbands and ·it is th-e same phone. This gives the
phone number and the address. We want to submit this for
your consideration. We ask you not to grant this increase.
These petitions are signed by prominent people of the county.
We have the signature of the Clerk of the Court, we have
the Sheriff of the county, we have members of the Board
of S~mervisors, the Chairman of the Board and the members,
the Mayor of the Town of Mineral, and a lot of physicians,
lawyers, and people in all walks of life. There are
few
colo~ed people who ha.ve signed, ah;o.

a
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We respectfully submit this petition to you and hope you
will grant our request.
Commissioner Hooker: It will be received and treated as
other petitions will be treated.
Mr. Purcell: Thank you, and I appreciate the Commission's
hearing ·us very much.
Commissioner Hooker: The Commission adjourns this case
until December 5, 1957, at ten o'clock a. m.
(Thereupon, at 10:50 a. m., the hearing of this matter was
a~journed until December 5, 1957, at 10:00 a. m.)
page 364 ~ COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

Of

APPLICATION

CHESAPEAKE AND POTOMAC TELEPHONE COMP
.·..ANY
. .. . OF VIRGINIA
.
-

'

For an increase in rates.
CASE NO. 13591.

To the Honorable Commissioners of the State Corporation
Commission of Virginia:
The objectors, by counsel, respectfully move the Commission that the additional direct testimony of W. Bernard
Thulin, dated December 2, 1957, together with Exhibits 10-A
and 11-A filed with the Commission on Dece~ber 2, 1957, be
stricken from the record in this case on the following grounds :
1. That the applicant has already taken its direct testimony in this case and that the filing of additional direct testimony at this time is out of order.
2. That the f aets contained in such additional testimony
are not within the test period adopted by the applicant of
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April through September of 1957, and such facts are, therefore, not material to the hearing in this case.
HENRY E. KETNER
F. BYRON PARKER
Counsel for the Cities of Staunton,
Lynchburg, Hopewell, Hampton, Norfolk and South Norfolk, Virginia, and
the Counties of Arlington and Fairfax, intervenors in opposition.
page 365 ~

ALTERNATIVE MOTION.

Should the foregoing motion be overruled and the additional testimony of W. Bernard Thulin accepted, then the obj·e·ctors, as an alternative motion, respectfully move :
1. That the applicant be required to change the test period
in this case to include the entire month of November and
submit evidence in detail of the company's operation from
April 1, 1957, through Nov-ember 30, 1957.
2. That this hearing be continued to a later date so that
the intervenors may have an opportunity to examine the evi.dence of the new test period so established, cross examine the
witnesses, and present sueh additional evidence as they may
deem proper.
HENRY E. KETNER
F .. BYRON PARKER
Counsel for the Cities of Staunton,
Lynchburg; Hopewell, Hampton, Norfolk and South Norfolk, Virginia, and
the Counties of Arlington and Fairfax, intervenors in opposition.
HENRY E. KETNER
State Planters Bank Building
Richmond, Virginia
F. BYRON PARKER
State· Planters Banlr Building
Richmond, Virginia.
I, Henry E. Ketner, attorney for the intervenors in opposition in the above styled case, hereby certify that on the 3d
· day of December, 1957, a true copy of the foregoing motion
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and alternative motion was mailed to T. Justin Moore and
John W. Riely, counsel for applicant, Electric Building,
Richmond, Virginia; to Joseph E. Blackburn, counsel for
applicant, 703 E. Grace Street, Richmond, Virginia, and to
Norman S. Elliott, Counsel for the Commission, State Office
Building, Richmond, Virginia.
HENRY E. KETNER.

•

•

•

•

•

•

•

•

•

•

page 366 ~

APPLICATION OF

THE CHESAPEAKE AND POTOMAC TELEPHONE
COMPANY OF VIRGINIA
For increase in rates.

Present : Commissioner Ralph T. Catterall (Chairman),
H. Lester Hooker, Jesse W. Dillon, ( Commiss.ioner Hooker
presiding).
Appearances: Counsel as noted for hearing on October 15,
1957.
Date Taken December 5, 1957.
page 367

~

Commissioner Hooker: Is there any additional information that should be put into the
record by the applicant before we go to cross-examination?
Mr. Moore: Your Honor, we do have two brief pieces
of testimony that should go into the record before cross
examination is taken up.
The first is a brief statement by Mr. Bowles in connection
with a question that Mr. Wallinger raised about the Ashland
matter, which you will recall several members of the Commission asked that we come back with information on, and
then there is a brief statement that Mr. Thulin wishes to
make in regard to wage settlement made effective Septembe1·
24.
.
We would like to call Mr. Bowles, if we might.
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. WIIJ,TAM C. BOWLES,
.
a witness having been previously duly sworn, testified further
as follows:

.

DIRECT EXAMINATION.
By Mr. Moore:
Q. You are the William C. Bowles whose testimony was
presented before this commission Oetober 15, 1957, concerning
the telephone company's proposed rate increases?
page 368} A. I am.
Q. Has consideration been given by the company to the discussion which followed Mr. Wallinger 's reference to the facf that Ashland would not be given local calling
to Mechanicsville under the company's proposal?
A. Yes. We have again examined the situation around
Richmond as well as the situations around Norfolk and Roanoke and in the Peninsular area around Newport News.
In none of these cases has our restudy of the basic factors
indicated any justification for local calling beyond that provided in the company's proposal.
One or more of these areas well may at some future date
be a candidate for what amounts to metropolitan exchange
area type of rate treatment. Our reexamination of the whole
wider range calling plan, however, makes it abundantly clear
-that ·none of these areas has reached that stage in its development that would warrant' such treatment at the pre-sent
time.
Incidentally, the commission's rate staff has reviewed in
detail both our original studies covering extension
page 369 } of local calling and our findings in connection with
questions ·raised in the October hearing.
Q. Will you now discuss the Richmond situation somewhat
more specifically Y
A. The Richmond situation is typical of the situations in
other areas. My previous _testimony discu.ssed the things
·we evaluated in selecting the routes over which to propose
·
toll free calling.
In general we sought evidence that a sufficient need existed
to assure that the extended calling would serve a useful pnr_pose.
· tests 1s
· re fl ected on th"1s exh"b"
·· One of the
1 1t I h ave here, entitled '' Average Messages per Month per Service-Richmond
and .Surrounding Exchang~s. ''
Mr. Moore: We ask that this exhibit be received as Company Exhibit No. 46.
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page 370 ~

Commissioner Hooker:
ceived in ·evidence.

Exhibit No. 46 is re-

(Exhibit No. 46 was received_ in evidence).
By Mr. Moore:
Q. Will you proceed to comment on that exhibit T
A. This exhibit reflects calling rates on the present toll
basis from the surrounding communities into Richmond and
among themselves. You will note that the average Ashland
customer, for example, makes more than seven calls per
month to Richmond, while he makes only one call every four
months to Mechanicsville.
In other words, for each call he makes to Mechanicsville,
he makes twenty-nine to Richmond.
Q. That app~ars in the first oolumn under the heading of
''Ashland.''
A. Yes, sir.
Q. So between Ashland and Richmond, you see 7.18 Y
A. The points at the head of each column are the various
surrounding exchanges to Richmond, and by reading down
that column, you find the average· messages per month, for
example, from Ashland to Richmond, looking opposite Richmond in the left-hand column, is 7.18.
page 371 ~ Looking at Mechanicsville in the same column,
from Ashland to Mechanicsville, you will see that
that shows as .26.
Q. That would mean really only about three calls per
year from Ashland to Mechanicsville?
A. Just about three calls per year for the average customer.
Q. All right, sir. Go ahead, if you will.
A. You will note, too, that calling from the other exchanges
to all points except Richmond is negligible. This factor
alone shows it cannot be demonstrated that a need ·exists for
extended area service beyond what is proposed. To offer such
around Richmond would introduce undue complications elsewhere in our rate structure.
Q. Have you any further ·comment as to providing local
calling around Richmond and similar areas beyond that proposed ·by the company Y
A I might add that even if the time were right and it
promised to meet a real need, it would not be practicable
over the near ·future. It would require re-desi!?'lling our
central office and outside plant layout and would require
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rescheduling of dates for the manufacture and installation
of plant and equipment. Those things would substantially
delay the introduction of the local calling which we do propose.
page 372 ~ Any significant expansion of our original proposal would also require additional investment
and an increase in expenses which would add further to the
company's revenue requirements.
Q. You ·are familiar, of course, with Mr. Irvin Horner's
reference to calling from Bethia to Richmond, aren't you?
A. Yes, and we have no objection to providing this calling,
in the event the commission determines that it is desirable.
It should be understood, of course, that this would raise all
Bethia rates to the Richmond level for similar service classifications and that it would add about $10,000 a year to the
revenue requirement of $1,759,000 mentioned in my original
testimony.
Q. Am I correct in understanding by way of summary, that
in substance what yon wish to have the commission understand is that further study has been made of this question and
you and your associates in the management are satisfied tha.t
the arrangement as proposed is the proper arrangement?
A. Yes. sir, we are.
Mr. Moore : That is all.
Commissioner Hooker: There anv cross examination?
Stand aside.
·
(The witness was temporarily excused.)
page 373 ~

Mr. Moore: May I ask Mr. Thulin to come forward, please?
Mr. Ketner : If the commission please, in connection with
Mr. Thulin 's proposed additional testimony, we filed with
the commission on December 3rd a motion and sent copies to
counsel for the applicant.
Would the commission like to hear·Commissioner Hooker: No. The commission has considered these motions this morning and both of them will be
denied.
Mr. Ketner: I take it no except.ion is necessary to your
ruling?
Commissioner Hooker: No, it is not necessary. You can
always appeal any decision the commission makes, as, of
course, you know.
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Mr. Ketner: I would like to say that I thought the test
period ended September 30th and we were dealing with
the test period. Our testimony is built around that period.
This is additional testimony that goes beyond the period.
There are a number of other factors that I daresay could be
taken into consideration. To that extent, we think it is just
opening up the record, and is inconsistent with
page 374 ~ the ruling made by Judge Catterall at the original
hearing in this case in which he stated at page
104. But in fixing the rate, we figured the rate that w,ould
have produced two and a half million dollars more during
the rate base. You had to relate it to the rate base period.
I think that the rate period, the test period, is ending September 30, 1957.
Commissioner Hooker: It is tantamount to operating expense. Of course, we will hear any evidence. We are not
passing on what value it may have when we reach a conclusion
in this case.
Mr. Ketner: I will make this further remark and I will
be through. It could be that some offsetting factors that
might come into the picture would offset this rate increase if
we had a different test period to reflect all of these things.
But to put in this as addition to the test period ending
September 30th there is no way to test the proposition.
Commissioner Hooker: Proceed.
Mr. Moore: I learned long ago not to argue a matter after
the court or commission had ruled with me. Therefore, I
will waive a very nice reply I had prepared.

V/. BERNARD THULIN
called as a witness by the company, being first. duly sworn,
testified as follows:
page 375 ~

DIRECT EXAMINATION.

B'y Mr. Moore :
Q. Mr. Thulin, has a new agreement covering wages and
working conditions been concluded with the union representing telephone employees?
A. Yes, sir. On November 27, 1957 after six week~ of
collective bargaining such an agreement was concluded with
the Communications Workers of America, the union which
represents the employees of the company. This agreement
caHs for wage increases effective November 24th.
Q. What wage increases does the agreement provide T
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· ·.A.. The agreement provides for increases ranging from
$2.00 to $5.00 per week depending upon the employee's type
of work, -geographical location and rate of pay. This agreement covers all bargained-for employees of the company
except those located in the Virginia area adjacent to Washington, D. 0. The latter employees were covered by a
separate union agreement, effective November 3, 1957 providing for similar increases.
Q. What is the aggregate total dollars affecting the company's expenses that will result from these agreements!
A. The aggregate total dollars of annual payroll resulting
from these agreements, with associated penson and social s·e,
curity costs, and certain salary adjustment for
page 376 } the immediate supervisors to maintain appropriate relationships, amount to just over $2.1
million.
Of this total, approximately $.5 million will be cliarged to
construction of telephone plant, leaving something over $1.6
million as the final effect on total company expenses. Of
the total company expense effect, the intrastate portion affecting the expenses under consideration in this case will be
$1.2 million.
Q. Have you reflected this amount in revised company exhibits?
A. Yes, I have prepared Exhibit No. 10-A, Page 1, a revision of Exhibit No. 10, Page 1, and included the net effect
on Line 21-A, entitled, "Less Effect of Latest Wage Agreements."
Mr. Moore : May it please the commission, we would like
the ·exhibit to be received and marked as Company Exhibit
10-A.
Commissioner Hooker: Exhibit 10-A is received.
(Received and filed as Exhibit No. 10-A.)
By Mr. Moore:
Q. Will you comment on what this exhibit shows?
A. As the result of including this item, the intrastate net
earnings before attrition, on Line 22 of Column C,
page 377 } become $10,092,000 and the net earnings-going
··
level, on Line 24 become $9,626,000. This carries
through to Line 31, Per Cent Net Earnings-Going- Level to
Net Original Cost Investment, which becomes 4.79 per cent
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as· compared with 5.08 per cent on original Exhibit No. 10,
Page 1.
Q. Does this affect any other exhibit?
A. Yes. I have prepared Exhibit No. 11-A, which is a
revision of Exhibit No. 11. I have shown, on Lines lA
and lB, the revisions required in rate relief to offset the
wage increases, and on Lines 2 and 4 the revisions in net earnings and in rate of return as the result of the revised total
·rate reliet
Mr. Moore: May it please the -commission, we would like
this exhibit to be· received and marked Company Exhibit
11-A.
Commissioner Hooker: 11-A. is received.
(Received and filed as Exhibit No. 11-A.)
By Mr. Moore:
Q. Mr. Thulin, in Mr. Brown's Exhibit No. 45, he shows
the total rate relief requested, before the recent wage increases, as $7.2 million. You show this on Exhibit No. 11-A,
Line 1, .as $6.5 million. How do you reconcile these two
amounts?
A. My figure of $6.5 million was the net effect
page 378 ~ of rate relief less the continuing costs associated
with the wider local calling area privileges proposed in case. This accounts for the difference between my
$6.5 million and Mr. Brown's $7.2 million.
· Q. If the effect of the wage increases is added to Mr.
Brown's figure of $7.2 million, the total additional revenues
on this basis would be $8.5 million. Is this comparable with
your $7.8 million T
A. Yes. The difference still represents the introduction
of the wider local calling area program.
Q. Your Exhibit No. 11-A shows on Line 6 a rate of earnings of 6.56 per cent after rate relief which is the same as the
return shown on Line 6 of original Exhibit No. 11, is that
correct?
A. Yes, the company believes that a return of at least 6.56
per cent is required to cope with the ·financial problems immediately ahead.
l\fr. Moore : That is all.
Commissioner Hooker: Is there cross examination at this
·time?
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Mr. Ketner: Judge Hooker, I have a few questions to ask
witnesses Mitchell, Thulin and Johnson. Mitchell, of course
was the first witness. I could ask Mr. Mitchell
page 379 ~ questions and then ask Mr. Thulin.
Commissioner Hooker: Whichever you pref er.
Chairman Catterall: Let me ask one question about this
testimony.
On your 11-A, that figure is $1.27 million. That is your
estimate of t'he cost of the wage increase on the intrastate
operations .of the company T
The ,vitness: That is the rate relief tbat would be required to compensate for the wage increase granted. It
is a little more in dollars than the wage increases being
paid out in order to take care of the gross receipts tax and
license taxes.
Chairman Catterall: I am trying to identify that $1.27
million. As I understand it, that is the additional intrastate
expense resulting fr.om the wage increase.
The Witness: That might be one way of saying it. Actually,
it is the revenues required to offset the expense. You see, you
need a little more revenue dollars to offset the expense dollars
because the first thing that comes out of the revenue dollars is
the gross receipts tax and what you have left covered the wage
·increases that were granted.
Chairman Catterall: Of course, this $1.27 mil·page 380 ~ lion will be deductible from your income tax.
The Witness: Yes.
Chairman Cat.terall: So you do not bave to have twice the
number of dollars in order to get this added money.
· The Witness: No. The wa.ge increase expense is $1.2
million and this is $1..27 million.
Commissioner Dillon: $70,000 extra expense?
Chairman Catterall: So that the gross amount of additional revenue you are asking for is $1.27 million?
The Witness: That is correet.
Chairman Catterall: I wanted to be sure it was gross
and not net.
The ·witness: Yes, sir.
Mr. Moore: That is applicable entirely to the intrastate
pol·tion of the business?
·
The Witness: That is correct.

By Mr. Moore ;
·Q. There is one further question. In arriving at this $1.27
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million, is it not true that you computed that amount aplicable to the test period t In other words, that is the amount
of the additional expense on the company's intrapage 381 ~ state operations that would have been incurred
during the test period if these new wages had
been in effect during the test period f
A. That is correct.
Commissioner Hooker: You want this witness to stand
aside for the present and take other witnesses?
Mr. Ketner: I believe perhaps that would be better, Judge
Hooker, yes.
Mr. Elliott : I would like to ask a question or two, if I may,
please.
CROSS EXAMINATION.

By Mr. Elliott:
.
Q. Mr. Thulin, do you propose to file new schedules of
rates and charges?
A. If the commission sees fit to include this amount in
their determination, we will be glad to revise the rate structure to take care of it, yes, sir.
Q. But as I understand it, there is no rate schedule on
file now. If the commission put into effect the rates which
you have filed here, there would be no place for this $1.27
million to come from, is that correct?
A. That is right.
Commissioner Hooker: I think the commission understands
all that, Mr. Elliott.
page 382 ~ Mr. Elliott: Yes, sir.
Commissioner Hooker : Stand aside for the
present Mr. Thulin.
(The witness was temporarily e·xcused.)
Mr. Moore: Mr. Mitchell, will you come forward, please T

J. RHODES MITCHELL
called as a witness by the company, being first duly sworn,
testified as follows :
Mr. Moore: vVe have no additional direct evidence to
present through Mr. Mitchell.
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.. Commissioner Hooker: Mr. Ketner, you may proceed.
CROSS EXAMINATION.
B"y Mr. Ketner:
Q. Mr. Mitchell, at page 57 of your testimony, you refer to
four different points which you have used as a basis for seeking an increase in your rates and charges. In point 2, you
emphasize the necessity for adding services for new customers, and state that such costs should be considered as a
basis for the increases which you seek.
Are you not, in fact, asking your existing subscribers to
.
pay the company for the cost of your expansion 7
page 383 ~ A. l\fr. Ketner, no, I am not. As I told you in
October, we think of our business as having, if
y.ou will, two kinds of dollars. We have the kind of dollars
that keep us growing, and we get those from investers. We
have the kind of dollars that keep us operating, and those we
get- from our customers.
What we get from our customers must be enoug;h to pay
all of the operating expenses of the business, including a fair
return on the money that people put into our business, and
those dollars that we are able to attract we use to expand our
business.
Q. What do you mean by those dollars you are able to attract¥
A. Well, it is raised in the capital market, either as a debt
or as equity.
Q. In your point no. 4, you mention tight money. Is it not
true that since you presented that testimony the Government
has loosened up on the money loans and the Federal Reserve
Board has reduced its discount rate from 3% per cent to 3
per centY
A. I think that is correct, if I read the pa per.
Chairman Catterall: Didn't AT&T get a quarter of a billion dollars at the absolute maximum cost of 4.9 T
page 384 } The Witness: That was the latest issue that I
am aware of, although Mr. Johnson may know of
another one. We did pay the highest rate for money in that
issue that we paid since many, many years ago.
By Mr. Ketner:
Q. When was that that you speak of7
A. Will you accept, subject to check, that it was in October!
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Q. Of this yearY ..A. Of this year.
.Q. That was prior .that this 1h per cent discount rate from
Federal Reserve. A. I am not sure.

Chairman Catterall: It was prior. I have been reading the
newspapers since you were here.
:. The Witness: Thank you, Judge Catterrall.
By Mr. Ketner:
Q. Would you accept my statement that it was prior to
that¥
A. I will accept your statement.
Q. Mr. Mitchell, at page 87 of your testimony you discuss the management of your business, and you specific,ally stated that, '' Each decision involves a calculated
gamble.''
page 385 ~ Do you think it is proper to get a rate increase
so that you may gamble with the public's moneyf
I mean from reading your testimony, that would be the deduction one would reach.
A. Well, Mr. Ketner, then I guess I wrote my testimony
in such a way that it was not clearly understood. In the first
place, I was philosophizing a little bit about all businesses
as well as the telephone business.
I think you ·will agree that under our system of free enterprise any decision a business makes, you are taking a calculated gamble as to whether you reap a profit or take a loss.
Q. Well, of course, the C&P Telephone Company is a public
utility.
A. Yes, sir.
Q. You do not mean to say that you can take risks the same
as an ordinary free enterprise company could take, do you T
A. I would say this, that I think a public utility ought to
be allowed a sufficiently high rate of earnings that we could
plan boldly for the future and be able to absorb maybe, the
depressing effects on a short term, knowing that in the long
tenn it will cost the customer less money. To that
page 386 ~ extent, I would say yes.
Q. But otherwise, you think you would be subject to perhaps more restrictions than ordinary corporations
·
would be subject to?
A. As I understand the business of regulation, and I may be
wrong, the regulation is simply a substitute for competition in
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our business, feeling that competition in the utility field is
wasteful.
Q. Don't you think, though, that if you come in and ask
this commission for an increase. in rates and charges, that instead of relying on generalities, you should reduce these matters that you speak of to dollars and cents so that the commission will have something to put its hands on Y
A.. Mr. Ketner, I believe that the witnesses in this case have
provided adequately for detailing and delineating the reasons
why we are asking for an increase in rates. There is nothing
general in that testimony.
Q. I take it, then, that you are not necessarily relying on
some of the things you stated in your testimony, the general
remarks you made Y
A. Yes. I am relying on my testimony. Otherpage 387 } wise, I would not have put it in.
Q. Your Exhibit No. 26 shows the projects in
northern Virginia completed or underway in 1954 to 1957.
A. I have no exhibit beyond number 8, as I recall.
Q. I believe that was an exhibit that we had called for.
Mr. Moore : We sent over to the commission all the exhibits that had a number reserved for them, and they may not
have been officially filed, but we will follow that up during the
lunch hour, if that is agreeable, and see that that is checked.
Mr. Ketner: We called for certain information at the last
hearing, if the commission please, and Exhibit 26 was the first
exhibit we called for. Those exhibits have been distributed to
us and at some time we would like to make them a part of the
record. I assumed they were part of the record already.
Commissioner Hooker: If Exhibit 26 is received, of
course, it will be part of th~ record upon its filing. Do you
have it there f
l\fr. Moore : Yes.
Commissioner Hooker: Exhibit 26 will be now received.
page 388 } Mr. Riely: I thought it was in the folder, your
·
Honor. If you w.ould give me an opportunity, I
will look through it during the recess and see what I can find.
Commissioner Hooker : All right.
Mr. Ketner: We assume it is part of the record, your
Honor?
Commissioner Hooker : Go ahead. Assume it is part of the
record. -
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By Mr. Ketner:
Q. Gross construction amounting to $7,341,000 as indicated
by that Exhibit 26, has that been completed or not Y
A. vVell, t~e projects that have the double star beside them
are completed projects. If you made that calculation, I will
accept it subject to check. I have not made it.
Q. This leaves projects totalling $5,267,000, which have not
been completed. Would you be good esough to"· tell us whether
or not the cGmpleted projects have been paid for Y
A. I am not sure I understand your question, Mr. Ketner.
Q. You say that $7,341,000page 389

~

Commissioner Hooker: You mean whether or
not they are actually in service, do you not T

By Mr. Ketner:
Q. I mean, are they in service and have they been paid for
by the company?
A. I think you have to separate that. First, they are not in
service. Our billing, however, for work in progress is coming
along all the time from the people who are doing the work for
us and I presume that a great portion of that has been paid.
The $5,267,000, of course, has not been expended as yet,
because the jobs have not been completed.
A. No, I say that I presume we have spent that money to a
great extent because we are billed all the time as the work is
in progress.
·
Q. I was wondering if any portion of that money, that is,
the $7,341,000 or the $5,267,000 would be included in what you
call construction cost, the so-called $8 million figure.
A. Are you talking about the $8 million plus, indicated in
the testimony that is called construction work in progress?
Q. Precisely.
A. You are asking me is any portion of the $7
page 390 ~ million worth of projects shown on this lies in
thaU ::M:y answer would be no.
Q. This would be in addition to the $8 million plus?
. A. This would be plant in service.
Q. You mean plant in service or to be in service!
A. Well, that is what I just said. You asked me if it was a
part of the $8 million of construction work under progress and
I said no.
Q. If these projects have not been completedA. You are asking me about the $7 million that has been
completed.
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Q.
A.
Q.
A.
Q.
A.

Yes, and then the $5 million that has not been completed.
Are we talking about the $5 million or the $7 million T
Both.
The $7 million, I say, is not in the $8 million figure.
And neithe·r is the $5 million as I understand it.
The $5 million would be included in the $8 million. That
is construction work in progress.
page 391 } Q. Your construction costs to be paid for in the·
future, isn't it true that that is less than it has
been the past on a yearly basis Y
A. Mr. Ketner, I would have to answer no if I understand
your questions. I testified what the expenditures have been
and I also testified that in the immediate future ahead, I see
nothing in the way of a decrease in those construction expenditures.
Q. In other words, as I understand it, then, your construction costs in the future will not be on the decline?
A. Our amount of construction in the next few years,
as far .as I can see it, will be as high as we have been expending plant within the recent period, talcing the last 3% years,
if you will, as a measurement.
Q. That is, throughout the State and not necessarily the
northern Virginia area T
A. I am talking about throughout the State.
Q. You have made reference to the introduction to the
planned long distance dial system, Mr. Mitchell.
A. Where did I make reference to that, so I will know what
you are referring to.
Q. When I say ''you'', I mean merely the company. I
understand you made s·ome mention of that in
page 392 ~ your testimony.
A. Well, then, would you ask me the question
again and see if I can understand what you mean Y
Q. Will not the introduction of the planned long distance
dial system eliminate costs in the operation of the telephone
systemY
A. Well, we have had long distance dialing over a period of
years and we are continuing to perfect it, of course.
·
Now, operators dial a greater percentage of calls than they
used to. Is that what you are referring to?
Q. I am referring to your long distance dial systems. As I
understand it, you have introduced such a system, and it
will reduce your operating costs. I was wondering how
much reduction· -that would bring about in the operating
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costs.
A. Mr. Ketner, let me say this: In the first
place, we have operator's dial network, if yo~ will.
In the old days of handling long distance calls the operator
-had to do it on a completely ring down basis. Now they do it
by dialing.
In addition to that, we have gone forward with a program
of customer dialing.
Are you referring to both, or one t
Q. I am referring to our long distance dialing in that
question.
A. Is it customer dialing, operator dialing, or both f
Q. I believe both.
A~ Then it is a moot question in my mind as to whether
there is any net savings. Certainly there will be a savings in
our traffic department, but there are offsetting expenses, because the equipment in order to provide this is far more costly,
requires greater maintenance, and one is an offset to the
other.
What we are trying really to do is this: is to improve our
service.
. Q. Mr. Mitchell, on page 59 of your testimony,
page 394 ~ you state that the company paid federal excise
taxes amounting to over seven million dollars.
Am I correct in understanding your statement on this matter when I assume that your application in the instant case
is not for rates which would cover any amount of federal
excise taxes T
A. That is correct.
Q. Mr. Mitchell, will you please. · A. Mr. Ketner, let me be sure I understood the last question
and answer I gave. Could I have the question read and the answer I gave read?
page 393

~

(The pending answer and question, as above recorded, was
read by the reporter)
The Witness: That is correct.· I stand by the answer.
By Mr. Ketner:
Q. In other words, those excise taxes to which you refer are
frequently imposed on rates and charges that you charge the
public?
A. That is .correct; we act as a tax collector.
Q. Mr. Mitchell, will you please explain the item stated in
your direct testimony, also at page 59, where you state:
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page 395

~

'' Taxes paid to state and local government including excise· taxes amounted to seven million

dollars.''

vVill you state the amount of excise taxes you referred to
in this instance?
A. I am not sure, Mr. Ketner, that at the moment with me,
I have information which would separate out the excise portion of that. You see, what I am trying to point out there,
though, is that the total taxes that we pay benefit the State of
Virginia in its economic life.
Q. Certainly the excise taxes would not benefit the State
of Virginia, would they?
A. I can't see why they impose them if they get no benefit
from them.
Q. Do you think the federal excise taxesA. This is excise taxes to state and local governments, not
federal.
Q. That is one reason why I asked you what proportion of
that was excise taxes.
A. I say that the local taxes paid. to the state and local
governments by our company, including the excise
page 396 ~ taxes on our customers, amount to seven million
dollars. That is what the state got.
You asked me how much of the seven is what is paid by the
customer. I say I haven't got the information separated. I can
get it, but I don't have it.
Q. Certainly you are not contending that the excise taxes
would be any basis for seeking an increase here?
A. No, sir; I am simply pointing out here that we make
a large and diversified contribution to the economic life of the
state, and that is one of them.
Q. I think that may be debateable. Taxes that would be
superimposed upon the rates to the public would be beneficial
to the state. I think that is a question for the Commission to
consider.
·
Now, Mr. Mitchell, the six million dollars in dividends that
you referred to as having been paid Virginia owners of 770
thousand shares of AT&T, as I understand it, in no way includes or is intended to be a payment as to the amount of
'dividends paid by the Virginia Company, is it Y
·
A. No, sir; the dividends paid by the American Telephone
and Telegraph Company to their stockholders who. happen to
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live in Virginia is what this is.
Q. Referring to page 66 of your testimony,
Mr. Mitchell, and your Exhibit No. 3, you state
that the public recognizes telephone service as an '' outstanding bargain''.
·
Mr. Mitchell, if you were to use 1947 as a base rather than
the year 1939, for your figures of changes in prices and company billing, how muc.h of a bargain would you be able to
indicate by your exhibits?
A. You are referring to my exhibit 31
Q. Yes, sir.
A. The base· period here is 1939 in terms of a 1947-1949
average which has been adjusted by the Bureau of Labor
Statistics. This is the measurement that they use today.
Q. If you are going back ten years and use the year 1947,
it would indicate much less of a bargain, would it not?
Doesn't the exhibit show that plainly?
A. No, it doesn't show that plainly to me. All I have done
is to show you what the BLS says the consumer's price index
has done, and I am showing a comparison of what our telephone rates have been.
Q. Why do you use the lowest rates shown in
page 398 ~ the period?
A. I am using the whole period to show you. I
am using the method that the Bureau of Labor Statistics uses.
It is a common way of measuring what has happened to the
rise in prices to consumers today. Do you accept that?
Q. Since 1939?
A. Converted to 1947-49 average as the base period.
Q. Wl1y didn't you use the 1947-49?
A. Because I chose to use the government statistics. All I
have done is compared the rise in telephone prices with this
chart. It is widely accepted by most people.
Q. If you had used the 1947-49 figures, it would have made
not as favorable showing for your company, would iU
A. I don't know. In any case, we haven't gone anywhere
nearly as far as the other prices. I can answer that for you.
Q. Now, ]\fr. Mitchell, please refer to your testimony at
page 79, where you referred to forty-eight million dollars to
be spent, or which you contemplated spending,
page 399 ~ in 1957. Has any of the forty-eight million dollars
been expended for the purpose of improving and.
providing· the wider range telephone facilities described in
this case f

page 397

~
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A. No, sir; they have not.

Mr. Ketner: I have nothing further.
Commissioner Hooker : Stand aside.
Mr. Moore: I have one question. RE-DIRECT EXAMINATION.
By Mr. Moore :
Q. Mr. Mitchell, in connection with the charges on the
company's books for telephone plant under construction, is
it true, or not, thqt any item that appears in that account,
100.• 2, represents an actual payment by the company?
A. Yes.
Mr. Moore: That is all.
Commissioner Hooker: Stand aside.
(Witness excused)
Commissioner Hooker: Who do you want next T
· Mr. Ketner: Mr. Thulin.
page 400}

W. BXRNARD THULIN, ·
was recalled as a witness and, having been previously duly sworn,. testified further as follows:
CROSS EXAMINATION.
By Mr. Ketner:
Q. Mr. Thulin, in connection with your Exhibit llA, you
referred to the amount of relief shown on your original exhibit no. 11 as $6,541,000, and you compare that figure with
the comparable figure, as I understand it, presented by Mr.
Brown in his Exhibit 40, of $7,227,000.
You explained there was some difference. How do you explain the difference between the 6.5 million dollars and the
$7,227,000 T
A. Well, t.his six and a half million dollars that I have
shown on line 1 of Exhibit llA, is the net effect of the gross
revenues Mr. Brown shows as $7,200,000, less the expenses
and associated costs of the equipment involved in carrying out
this wider range local calling service that we have talked
about in this case.
Q. That difference of approximately three-quarters of a
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million dollars between your figure and Mr.
Brown's figure, is that included in your rate baseY
A. It is not included in the rate base in the test
period ; no, sir.
Q. Just in what way is that handled for accounting purpose?
A. Well, it is handled as recoupment dollars, the dollars
that would be required to cover all aspects of introducing the
wider range calling.
The difference of six hundred thousand dollars covers the
carrying charges on the investment, the return, and the offsetting savings in traffic and other operating expenses.
In other ,vords, the whole project would net out to some
pluses and some minuses on the expense side, the net effect
of which would be a cost to the company of $605 thousand.
Therefore, I have chosen in my exhibit llA to show that an
offset to the gross revenues received from the proposed rate
relief. Mr. Brown chose to adopt another method of showing
the gross revenues as 7.2 million dollars, and then showed
these same expenses I am talking about on the expense side of
the account.
page 402 ~ It is just a difference in accounting presentation.
Q. Do I understand you propose to deduct from your gross
revenues this item of six hundred thousand dollars?
A. That would he the effect. That would 1be the net effect of
putting in this wider range calling we a.re talking about.
Q. Vi!ouldn't that be in effect asking your existing subscribers to pay that item of expense for your expansion program that you speak of Y
A. No, sir; it would be asking the subscribers making use of
that service to pay the costs, the depreciation costs, and operating expenses of the equipment in the same way the present
customers pay for all the other equipment that serves them.
Q. When that equipment has been.depreciated, and what
have you, then what would happen?
A. The same thing that happens to all the other equipment
we have. The present customers only pay the appropriate depreciation and other expenses associated with the equipment
that serves them.
Q. On page 117 of your testimony, in explaining
page 403 ~ your exhibit No. 10, entitled" Attrition in rate of
Earnings due to Increased Investment per Telephone'', an increase of $29.24 is shown on line 3 of exhibit 10,
.page 2, where is this figure deriv.ed from?
page 401

~
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A. Well, that is derived from the accounts ·which show the
investment in intrastate plant per telephone. It shows, incidentally, on page 3, the next exhibit I presented, page 3 of
exhibit 10, in the top line of that chart. The top line of that
chart, a.t the end of 1953, the heavy black line, shows at a point
of $196, which is the same figure I have used on page 2 in
line 1.
At the end of September in 1957, ·the top line on the chart
on page 3 shows $225, which is the same figure I have used in
line 2.
The difference between these two figuers is the twenty-nine
dollars, I believe you mentioned in line 3 of page 2.
Q. In other words, you compared the telephone investment
as of September 30, 1957, with the telephone investment as of
December 3, 1953 t
A. That is correct.
Q. Isn't it true that the cost of telephone inpage 404 ~ vestment has been tapering off in recent years,
to a much lesser amount than has been the case
between 1953 to 1957?
A. No, sir.
Q. I think we can show to the contrary, Mr. Thulin.
In your exhibit 10, the amount of $466 thousand net is allowed for attrition. Can you tell us what the gross would
have to be to produce that $466 thousand net?
A. That would be something more than double that. The
conversion factor we would use would be 45.5 per cent, I believe, so it would be approximately one million dollars.
Q. In other words, that is what you are asking for, approximatey, a one million dollar increase, because of what
you claim to be attrition; is that not true Y
A. Now, I have to stop and think whether that was before
or after income taxes.
Yes, I believe that would beQ. My understanding is the gross figure would be approximately $1,023,000.
page 405 ~ A. I think that is correct; yes, sir.
Q. Isn't attrition based on your estimate of the
future and is not substantiated by past costs 1
·
A. May I have that question read back, please, sir.
( The pending question, as above recorded, was read by the
reporter).
The Witness:

Well, my estimate of attrition is for the
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future, but I think it is substantiated by past trends, with
every evidence that those trends will continue.
By Mr. Ketner:
Q. So that is based on an estimate, your estimate of what
the trend will be?
A. That is right.
Q. Now, referring again to your exhibit 10, Mr. Thulin,
on line 30 you show net original cost investment, which I
understand is your rate base figure, of $201 million, plus.
.That is as of September 30, 1957; isn't that true 1
A. Yes, sir.
Q. If you had arrived at that figure by using the average
investment for the previous year, or if you had
page 406 } used the figure of April 1, 1957, your rate base
would be substantially lower than $201 million
dollars, woud it not?
A. Any prior period would show a lower investment because we are growing constantly month after month; yes,
sir.
Q. Well, since the six-month period which the company
has selected, ending .September 30, is the test pe·riod, don't
you think it would be more reasonable and more appropriate
to use, we will say, the average investment figure for that
period, rather than the highest figure you could find?
A. No, I think it is more appropriate to use the figure at
the end of September, the end of the period, as we have here,
and I think there are sound reasons for doing that.
It is a procedure that has been approved and used by this
commission in prior cases, and upheld by decisions of the
Virginia Supreme Court of Appeals.
I think there are valid reasons for using the end of the
period investment figures.
·
Q. Isn't it true that in a number of other jurisdictions they
use the average rather than the highest figure at
page 407 } the end of the period?
A. That could be true, sir; I don't Imow.
Q. In your testimony, you referred to a figure of $14,059,000.
Mr. Riely: Where is that, Mr. Ketner?
Mr. Moore: Page 116.
Mr. Rielly: Page 116, I believe, of the transcript.
By Mr. Ketner:
Q. Would you say that that figure is invested in telephone
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plant and equipment used and useful in rendering telephone
· service in the State of Virginia Y
.
.
.
A. No, sir.
Q. I take it you are not using that as a rate base in your
claim here for an increase in rates, then Y
A. That is not in the rate base; no, sir.
Q. In what way do you use that in your claim here T
A. ·Well, I quoted the figure merely to show if you made
the so-called Little Rock adjustment in income taxes, you
should also then include the other side of the
page 408 ~. equation which represents the fourteen million
dollars in funds that are held available for the use
of this company by the American Company.
. Q. Those funds are held by the American Company, and
I take it they draw-that pays the American Company interest, does it?
A. A small amount of interest; yes, sir.
Q. And the Virginia company gets none of that?
A. No, sir.
Q. In wha.t way, then, would you use that as a base here
to increase rates in Virginia?
A. It is not included in the base. The only context in
.which I mentioned it was to thereby show that there was no
need for making any change in the income taxes shown on
this company's books, because if you were to make a change,
you should also make the corresponding-you would also take
into account the other side of the equation representing these
funds, and that the two offset one another .
..· Therefore, no adjustment is necessary in the income ta:xes
paid by this company. That is what my purpose in mentioning it was.
·page 409 ~

Mr. Catterall: Will you comment on the way
Mr. Brown l1andled that, after be set off the pluses
and minuses on both sides Y He came up with a figure of .13
per cent.
The Witness: Well, I don't believe I can comment on his
exact figure of .13, but Mr. Brown, as I understand it, took
both sides of the equation in his approach. He made the
adjustment, the Little Roxk tax adjustment, and at the same
time recognized the validity of including the other side of
the equation by reco.g'llizing these fourteen million dollars
of funds held available.
·
Mr. Brown, thus recognized both sides of the e9u~tion,
so to speak.
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Mr. Catterall: He included in his figures the interest
earned on the fourteen million dollars 7
The Witness: That is right, and I would also concede
that that is an offset to the fourteen million dollars.
But even when you add that to the tax effect that I have
quoted here of $555 million, evenMr. Moore : $555 thousand.
The Witness: $555 thousand. Thank you.
page 410 ~ Even when you add the earnings on these funds,
sir, the rate is some only six per cent on those
funds, even taking both factors into account.
So that is why I say that the earnings on these funds are
not in excess of the cost of money.
I made that statement in my original testimony.
I thiiµr it makes no difference, Mr. Catterall, in theory or in
principle, at least, whether you handle it as Mr. Brown did,
or whether you show as I tried to do, that it would offset one
another.
Mr. Catterall: Mr. Brown hasn't made any mathematical
mistake that you can put your finger on Y
The Witness : Not that I know of.
By Mr. Ketner:
Q. Mr. Thulin, in your testimony you referred to the fact
that as of December 1956, the debt ratio for the Bell System
was 32.3 per cent; isn't that true 7
Mr. Moore : What page are you referring to Y
Mr. Ketner: Just a minute, Mr. Moore. We will see if
we can find the page.
Mr. Moore: I think you have gotten over to
page 411 ~ Mr. Johnson now.
The Witness : I don't think I testified on the
debit ratio of the Bell System, sir.
Mr. Moore : If you didn't, I will withhold that line of
questioning for Mr. Johnson.
That is all I have of this witness, sir.
RE-DIRECT EXAMINATION.
By Mr. Moore:
Q. Will you take that chart for one moment.
That chart on your exhibit 10, page 3? It is not convenient
for members of the Commission to locate their copies, so ju.st
hold it up to the commission and comment on how that
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illustrates what has been happening on this subject of attrition.
A. Yes. I think this is a rather graphic presentation of
the fact that when the Commission in its adjudication uses
an end of period investment as represented in the last case
by the investment at the end of 1953, that by the time those
rates became effective, the investment is already higher
than the investment on which the decision was made, and
that as the months go along, the investment keeps rising, even
though the investment on which the rates were established has
long since been supers·eded.
page 412 ~ That is the atteempt we tried to show in the
presentation of this chart.
Q. And that has been the result in spite of the fact that
the commission throughout all of this period has been setting
rates with an end of the period base?
A. That is correct.
Q. Yes.
Mr. Moore: That is all.
Commissioner Hooker: Are there any further questions,
Mr. Ketner?
Mr. Ketner : No questions.
Commissioner Hooker: Stand aside, please.
(Witness excused).
Mr. Moore : Mr. Johnson, will be the next witness.
page 413 ~

WILLIAM F. JOHNSON,
resumed the witness stand and, having been previously duly sworn, was further examined and testified further
as follows:
CROSS EXAMINATION.
By Mr. Ketner:
Q. Mr. Johnson, in your testimony you stated· that the
growth in Virginia is greater than the average of other
Bell Companies ; is that correct T
A. That is right. On the average. I wasn't picking out
individual companies.
Q. That has been true up to this time. Of course, as to
what is going to happen in the future, I take it, you have
no way of knowing, do you?
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A. No, I have no way of knowing. All I know is that the
growth· and expansion in Virginia has been very marked.
As Mr. Mitchell points out, I see no reason why it is
going to be less. I couldn't say as to whether any other Bell
Company was going to be greater. I think that is the point
you are making.
Q. Of course, you can't say that the growth· in Virginia
will continue on the level that it has been in recent
page 414 ~ years.
A. I wouldn't want to forecast that, no.
Q. That being true, then, to the extent that you are asking
for an allowance for attrition, aren't you asking for an
estimate that you do not lmow whether that will come to
pass. That you do not know whether it will come to pass,
or notY
A. I think you are misinterpreting. I wasn't talking about
attrition at all.
The point I was trying to make in the testimony was that
the Virginia company in the demands on the capital markets
in relationship to the rest of the Bell System was when it
went to the AT&T and asked for advances was asking for
more, in effect, that its share. It was taking out of the demands that the American Company was making on the system, more than other average companies. It was not an
attrition point I was trying to make at all.
Q. At page 183 of your testimony, you stated that the objective of the· Bell System is one-third debt and two-thirds
equity.
Mr. Johnson, couldn't this ratio be changed to one-half debt
and one-half equity without impairing the standpage 415 ~ ing of the stock of the company?
A. I wouldn't necessarily agree to that, no.
Q. Isn't it true that most utility companies have a debt
ratio that is more nearly like fifty-fifty rather than one-thrd,
two-thirds, as you insist should be the Bell System.
A. There is no question that electric utilities carry a debt
ratio of fifty per cent. That is true. That is the statement
of fact.
Q. And you consider the electric utilities is sound and comparable with, perhaps, other utilities, even including the
Telephone company?
A. I think as I pointed out in my testimony my feeling
in the matter is, from the standpoint of relative risks, the
industrial companies do have more risk than the utility field.
When you get to the utility field, I think I would ·say that
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the relative risk between the electric and the telephone
company is that there is more risk in the telephone industry
than in the electric. That is my position.
Q. :Since World War II, as a matter of fact, hasn't the debt
ratio of the Virginia company been more nearly
page 416 ~ like forty-five per cent rather than one-third 1
A. The Virginia Telephone Company T
Q. The V&P Telephone Company of Virginia.
A. Well, I can't put too much significance on the debt ratio
as such, in the determination of cost of capital for the Virginia Company alone.
As I started out, and I think as Mr. Brown did, we considered the Virginia Company as a miniature Bell System,
so I can't put too much significance in the fact that the company converts its notes to stock and may have a debt ratio
of two per cent at one point and build up at another point.
Q. Why do you emphasize, then, that the objective of the
Bell System is one-third debt and two-thirds equity?
I take it that you consider that of importance, do you
noU
A. Yes, because I am considering the Virginia Company as
a miniature Bell System.
Q. Yes.
·
Now, if your debt ratio was fifty per cent, and fifty per cent
equity, wouldn't that be more beneficial to the general public
and perhaps would ·eliminate the necessity of a
page 417 ~ rate increase at this time?,
A. Are you talking about the Virginia Company, or the Bell System?
Q. I am talking about the Virginia Company?
Chairman Catterall: The Virginia Company debt ratio
is completely immaterial because the same person owns all ·
the debt and all· the equity. Sometimes the debt ratio gets
down to zero.
Mr. Ketner: I mean the Bell System rather than the Virginia Company, Judge Catterall.
By Mr. Ketner:
Q. In other words, if your equity was fifty per cent and
your debt ratio was fifty per cent, would that not probably
eliminate the necessity of you asking for an increase in
rates from the public at this time Y
A. Well, I think what you are asking me is to deny the
merits of a one-third debt ratio. The Bell System could
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go to a ninety per cent debt ratio and take the advantage
of interest.
· But I don't think, I don't know as I can admit that that
is to the interest of the telephone industry.
Q. Don't you think that a one-third debt ratio
page 418 ~ is a very, very conservative debt ..ratio T
A. I think it is a reasonable: debt ratio and I
think it is based on experience.
Q. Do you know of any other large utility company that
has a debt ratio as low as one-third f
A. In your question, you are characterizing the Bell System
alone with all other utility industry, and I cannot do that.
Q. Do you know of any other utility company that has a
debt ratio that is as low as one-third T
· A. Offhand, I do not know, but I think there are. I just
don't know.
Q. Well, then, it does cost more money to get equity
capital than it does to get debt capital; isn't that true?
A. ·wen, the cost of equity capital is higher than the cost
of debt capital, yes.
· Q. Sure. Therefore, if you had a higher ratio of debt
capital than you have, it would be beneficial to the general
public, would it not f
A. I can't agree with that. I don't think I am in a position
to say that because you issue more debt and put
page 419 ~ an element of risk into the tepehone business
that isn't there, that I can necessarily ·conclude
that there is a benefit.
I will admit the point-I mean, there is ta.s savings. I am
not trying to get around that point at all. I am saying that
in the overall, I can't conclude with the results that yon
want.
Q. I understand that.
But if your debt ratio was forty-five per cent and equity
was fifty-five per cent, that would probably make it unnecess~ry for you to seek an increase in your rates at this time;
isn't that true?
.
A. That is the same as my answer before. You can go
to a ninety per cent debt ratio and not have to ask for a rate
increase, yes, that is true. That is figures. That is pure
arithmetic.
Mr. Ketner: I believe that is all.
C,ommissioncr Hooker~ Have you any questions, Mr.
ElliottY
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Mr. Elliott: No further questions.
Mr. Ri:ely: If the Commission please, I have obtained
copies of exhibits 26 through 33, for which numbers were
reserved. If Mr. Ketner would like to see them,
page 420 ~ they are here.
Mr. Ketner: I would like to have those exhibits introduced into the record; yes, sir.
Commissioner Hooker: Did you want to as, Mr. Johnson
something about those 1
Mr. Ketner: No.
Commissioner Hooker: You may stand aside.
(Witness excused).
Commissioner Hooker: Let the record show that exhibit

26Mr. Riely: Those are exhibits 26 through 33, sir Y
Commissioner Hooker : Exhibits 26 through 33, inclusive,
are now received.
(Exhibits Nos. 26 through 33, inclusive, were received in
evidence).
Ketner: That is all of the cross examination I have.
Moore: You have no cross examination of Mr. BowlesT
Ketner: No, sir.
Moore: I believe the next witness was Mr. Brown.
We have no cross ·examination of Mr. Brown.
page 421 ~ Mr. Ketner: I have no cross examination of
Mr. Brown.
Commissioner Hooker: All right, proceed with your testimony, then, Mr. Ketner.
Mr. Ketner: I think perhaps it might be well at the outset to identify the exhibits.
Mr. Moore: We have a suggestion in regard to the testimony of Mr. Howell, and Mr. Hammond. It occurs to us
that in as much as that has been furnished in advance, as we
did, it would facilitate this hearing very much if the direct
evidence were filed and made a part of the reference, and
then we have a brief cross examination.
It would expedite this matter quite a lot, if we did that.
Mr. Ketner: That is my understanding. I did have one or
two questions of l\f.r. Howell, particularly, to ask, but it would
not be extensive. Even so, we will have to mark the exhibits,
as I understand.
Mr.
Mr.
Mr.
· Mr.
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Commissioner Hooker: That is right.
Suppose we have him sworn and perhaps placed on the
witness stand. They are his exhibits, are they
page 422 } noU
Mr. Ketner: Yes.
Commissioner Hooker: Let him be sworn.
PAUL L. HOWELL,
was called as a witness and, being first duly sworn, was
examined and testified as follows :
DIRECT EXAMINATION.
By Mr. Ketner:
Q. Mr. Howell, please state your full name and residence T
A. My name is Paul L. Howell. My home address os 535
East Fourteenth Street, New York City 9. My business address, 74 Trinity Place, New York.
Q. Mr. Howell, are you the same Mr. Howell who testified
in case 12073, the telephone rate case of 1954, before this
Commission on behalf of certain intervenors?
A. That is correct.
Q. Mr. Howell, have you prepared and had distributed
to the parties, including the Commmission, copies of written
testimony and also of certain tables from table 1.1 through
table 8.4, including the table of contents and the coversheet?
A. Index of statistical tables.
page 423 } Q. Yes, have you prepared that testimony that
I have just described, dated November 19577
A. I have prepared it. I have not distributed it. I understand that you have.
Q. Is the information shown in the testimony which I
have referred to true and correct, to the best of your knowledge and belief?
A. I certainly prepared it carefully and I think it is true
and correct.
Mr. Ketner:

Off the record.

(Discussion off the record).
Mr. Ketner: I offer the testimony I have described Judge
Hooker, including the table of contents I mentioned, and, I
take it, his testimony as well, as Exhibit 47.
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Commissioner Hooker: All right. It may be received, if
the~e is no objection.
·
Mr. Ketner: It is my understanding that his testimony as
·
written here will be written into the record.
Commissioner Hooker : It will be transcribed as if he read
it in answer to questions, precisely as set forth in Exhibit
47.
·
~

Q. Mr. Howell, will you please state your name
and address?
A. My name is Paul L. Howell, and my business address is
74 Trinity Place, New York 6, N. Y.
Q. Are you the Paul L. Howell who testified before. the
Virgi~ia State Corporation Commission on 1954 in Docket
12073, involving fair and reasonable rate of return ·for the
Chesapeake and Potomac Telephone Company of Virginia 7
A. Yes, I am.
Q. Will you bring the commission up to date on your professional activities since that date Y
· A. Mr. Ketner, in section 8 of my statistical exhibit is an
outline resume of my professional background, in some detail.
Just to highlight my activities since my appearance before
this com.mission in 1954, let me recapitulate.
.
First, I am now visiting associate professor of finance at
Columbia University, Graduate School of Business Administration, instead of New York University.
Secondly, with respect to rate of return I was
page 425 ~ retained in · the spring of this year by the New
· York State Public Service Commission as consultant in tbe petition of the New York Telephone Company
for an increase in rates, Case No. 16548-R. I did not testify
in that case.
For the past year and a quarter I have been retained ·by the
U. S. Civil Aeronautics Board as a consultant on fair and
reasonable rate of return for the trunkline air carriers in the
general passenger fare investigation, Docket 8008. I expect'
to go on the "'itness stand in a few days.
In addition to these rate of return cases I have been retained as a consulting economist by the Securitie~ Exchange
Commission; New Y.ork Stock Exchange; American Natural
Gas Service Company; S. D. Loring Company, Inc., and the
Twentieth Century Fund.
.
· .
·.
The Twentieth Century Fund is a nonprofit, educational repage 424
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se~rch foundation. I am director of. research dealing with
investment management of pension funds.
, Q. · Will you explain to the commission your understanding
.
of the concept of a fair and reasonable rate of.
page 426 ~ return 7
A. A fair and reasonable rate of return is one
which will:
. A~ Maintain the financial integrity of the utility;
. B. Compensate investors for the risk and use of their
capital;
C. Pay reasonable dividends and provide a margin of safety
for retained iearnings and surplus; and
D. Attract capital on advantageous terms.

Q. ~How·do you ·approach the problem of measuring a fair·
and reasonable rate of return Y
A. I approach the problem of measuring a fair and reasonable rate of return by determining what is a capital attracting
rate of earnings.
Q. What do you mean by capital attracting rate Y
A. The capital attracting rate is a rate which, as determined by the cold, bloodless verdict of the market place, will
enable the company to attract capital on advantageous terms.
By advantageous terms it is meant earnings which will
enable the company to service its senior securities
page 427 ~ and sell -additional common stock to net the com.·
pany approximately book value. If this earnings
standard is met, it will also take care of the other standards
mentioned under a fair and reasonable rate of return, such
as,
:
A. Maintenance of financial integrity;
B. Compensate investors for risk and use of their capital;
and
C. Provide a margin of safety for surplus.

Q. Will you explain how you approach the problem of
measuring a capital attracting rate of return?
A. My approach to the overall capital attracting rate of
return is to measure as accurately as possible: · ·
A. The probable cost of debt capital in the near future;;
B. The probable :cost' of equity capital as measured by
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the experience in the market place in the present and recent
past; and
C. To determine then the appropriate combination of these
two types of capital; i. e., a reasonable debt equity struc-

ture.

Q. To what kind of a rate base do you apply
the overall rate of return T
.A. I apply it to either a property base, original
cost less depreciation plus working capital or to an invested
capital base.
Q. Will you tell the commission how you easured the cost
of debt capital of the applicant in this case?
A. I approached the Chesapeake and Potomac Telephone
Company of Virginia as a miniature Bell System. At present
it has no bonds outstanding in the hands of the public and has
only a few notes in the hands of the parent, American Telephone and Telegraph.
With respect to the money market for bonds let us review
the immediate past. Reference to table 1.2 shows the cost
of debt for the Bell System to have been as follows :
page 428

~

1954, 3.11 per cent.
1955, 3.05 per cent.
1956, 3.13 per cent.

It may be recalled at this point that in my testimonv in
1954 I used a 3.20 per cent estimated cost of debt capital.
This provided a substantial cushion for the Bell
page 429 ~ System during the past three years and was a
liberal allowance in the light of hindsight.
Computed in a somewhat diff.erent form, table 1.1 shows
the cost of senior capital for the Bell System to be 3.11 per
cent as of January 1, 1957.
- Q. Will you please summarize Bell System debt financing
since the beginning of this yearY
A. Tje commission's attention is invited to table 1.6 which
sets forth, by issues, Bell System financing for 1957 and
earlier years. Two things should be noted from the 1957
figures.
First, the experienced costs have gone up substantially
averaging approximately 4.65 per cent for the first te~
months; and
Secondly, Bell System debt financing during the first ten
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months has exceeded a billion dollars. Both the amount
and rate is substantially in excess of earlier years.
Q. What is the overall cost of senior capita.I for the Bell
System today?
A. As close as I can calculate it is approximately 3.39 per
cent as of November 1. This does not take into consideration·
the Michigan Bell Telephone forty million dollar
page 430 ~ bond issue sold November 18, at a cost of 4.69
per cent.
Q. What do you consider to be a reasonable estimate of
the cost of debt capital for the Bell System in the reasonably
foreseeable future Y
A. I have taken the existing cost and the existing amount
of senior capital and augmented it by a ten per cent increase at an estimated rate of 4.75 per cent. This results
in an overall cost of senior capital for the Bell System of 3.51
per cent.
Table:
1. Debt existing 1-1-57
2. Recent-1957-debt
3. Ten per cent future
increase
4. Weighted average

$000,000
$4,635.9
1,030.0

rate
3.11 per cent
''
4.65

570.0
$6,235.9

4.75
"
3.51 per cent

It may be noted in passing that C&P witness Johnson testified that 3.50 per cent is an appropriate cost of debt capital
for the foreseeable future.
Q. Do you have any comments on the general bond market
which might be appropriate to make at this time?
page 431 ~ A. Interest rates as indicated by tales 1.2, 1.3,
and 1.5, have been going up until AT&T 's recent
$250 million five per cent issue.
Subs,equent to its sale the Federal Reserve Board has
lowered the rediscount rate from three and one-half per cent
to three per cent.
AT&T's 5's of '83 are now selling at more than a point
above their offering prfoe. As noted above Michigan B'ell 's
4. 75 per cent of '92 sold two weeks later-November 18--cost
twenty-five basis points less.
It is my opinion that the high point in the utility bond
market has been reached and pass,ed.
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Q. Will you explain to the com.mission how you measure the·
capital attracting rate of earnings for equity for the Bell·
SystemT
A. It is conventional, in public utility rate of return regulation, to measure the equity capital earning rate by considering:
1. The market capitalization of utility earnings, (i. e., the
earnings-price ratio);
2. Appropriate allowance for cost of acquisition
page 432 } of equity, sometimes referred to as "necessary"
underpricing;
·
3. The dividend A market price ratio, i. e., yield.
4. Appropriate margin of safety in the form of retained
earnings, i. e., payout ratio ;
5. Net proceeds of stock sales ; and
6. Book value of common stock.

There are several approaches to the measurement of the
cost of attracting equity capital, such as:
1.
2.
3.
4.

Maintenance o.f established dividend, 7.89 per cent;
Dividend-Yield approach, 8.15 per cent;
Earnings-market price approach, 7.57 per cent;
E·arnings-Book value approach, 7.38 per cent.

The computations for these approaches are set forth in
detail in table 6.3 (a) .
Q. Will you explain the maintenance of established dividend approach 7
A. As is well lmown, AT&T has been paying a nine dollar
dividend since 1922. The question then is what
page 433 } earning rate is necessary to maintain this nine
dollar dividend rate.
Here the major question revolves around the appropriate
safety margin, or retained earnings cushion which should be
permitted.
Reference to table 3.1 shows that the payout ratio during
the postwar period has been about eighty per cent. This provides a twenty-five per cent margin of safety.
In my calculation, however, I have allowed a thirty-three
per cent margin of safety, or a cushion of retained earnings.
This would .make total ~arnings aggregate twelve dollars per
share.
It might be well urged that earnings of twelve dollars per
1
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share are excessive in the light of several factors. The average
earnings during the postwar period have been $11.19 per
share-table 2.3, column d.
During the postwar period with earnings averaging only
$11.19 per share the· Bell System has been overwhelmingly
successful in attracting equity capital. During this period
it has raised nearly six billion dollars of new equity money.
The stock is kept in the highest investment repage 434 ~ gard as a result of the continued nine dollar
dividend record.
Q. How do. you measure this regard T
A. This high regard is manifested by the enthusiastic response of the market place in subscribing and exercising ·a
high percentage of the subscription rights to the seven
convertible debenture issues and the single stock issue offered
during the eleven postwar years.
Another indication of enthusiastic market reception of
AT&T· common stock is shown in table 2.2 which gives an
analysis of the increase of share holdings by various groups.
These average earnings of $11.19 have enabled the company
to do the following since 1946:
A. Increased earned surplus account by $1.1 billion as of
June 30, 1957. (See table 3.4 and financial statements in
AT&T Prospectus ,of October 30, 1957).
B. The book value per share has been increased from $134
to approximately $152 as of November 1, 1957. ( See ais·o
table 3.4 and financial statements in AT&T Prospectus of
October 30, 1957)
page 435

~

Reference to table 3.7 shows that, in addition
to the nine dollar dividend paid out, these average
earnings of $11.19 increased the book value from $134.15 as of
January 1, 1946, to $149.25, January 1, 1957, or $15.10 net.
This increase took place despite $1. 72 of direct charges to
surplus and dilution amounting to $7.31.
It should be noted that nearly five dollars of this dilution resulted from the issuance of ap·proximately six million shares
of common stock at par value of one hundred dollars, or approximately eighty dollars less than the market price.
It is obvious no attempt was made to obtain the highest possible market price and that this price ··cannot constitute a·
measure of '' necessary underpricing.''
Q. What is the earnings rate necessary to earn twelve
dollars?
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.A. Reference to table 6.3 (a), part 1, shows that equity
earning rate of 7.89 per cent will thus provide a thirty-three
per cent safety cushion. If a twenty-five per cent safety
cushion was deemed appropriate, the earnings rate required
will be correspondingly lower.
page 436 ~ Q. Will you comment on the dividend yield
approach?
.A. The market has evaluated the nine dollar dividend at
5.56 per cent during the postwar period. As of November 20,
1957 AT&T comm.on stock was selling at $165 per share.
'!'his gives a yield of 5.45 per cent.
In using the dividend yield approach the additional factor
of cost as acquisition must be considered. Re.ferenee to
tsble 2.10 shows that the cost of acquisition for electric
utilities is approximately five per cent. Cost of acquisition
of equity capital through convergible debentures is typically
less than through direct sale offerings. The difficulty with
measuring cost of capital in the case of nonunderwritten stock
subscriptions is that the subscription price set gives little
indixation of ' 'necessary underpricing. ''
Witness, for example, recent sale of .AT&T stock at one
hundred dollars per share when it was selling for $180.
I have made an underpricing allowance of approximately
nine per cent. This is a very handsome allowpage 437 ~ ance in view of the fact that the dividend yield
rate when augmented by this amount applies to
all shares both new as well as old. ( cf. table 2.6). Consequently, any small amount of dilution that may take place
is quickly made up.
Q. What do you condlude.
A. My conclusions as to the cost of capital attracting rate
of return using the dividend yield approach is approximately
8.15 per cent. Here again a very substantial safety cushion
of thirty-three per cent was used.
Q. Will you ;explain the earnings-market price approach in
the measurement of cost of equity capital?
.A. Reference to table 2.4, column 4, shows the average
eann.ings-market price ratio for the postwar period would be
6.89 per cent. When this rate is augmented by the cost of acquisition adjustment of nine per cent, the equity capital attracting rate becomes 7.57 per cent-See table 6.3 (a), part
III.)
Q. Will you tell us now about the arnings-book value approach?
Q As I have just pointed out Bell System has been highly
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successful in raising capital on postwar earnings
page 438} which have averaged $11.19 per share.
To maintain earnings per share at $11.19 current book value would have to earn 7.36 per cent. See Table
6.3(a), Part IV(e).
As I noted earlier, $11.19 earnings have more than covered
direct charges to surplus, dilution occurring from the sale
of new shares and, in addition, substantially increased book
value.
Q. You mentioned something about an earnings-net proceeds approach. Will you tell us why you haven't discussed
it in table 6.3(a)?
A. This approach is a highly significant measure of the
cost of attracting equity capital when the corporation tries
to obtain highest net proceeds possible. Since AT&T obviously did not try to do this in the sale of its stock at par
last year, I do not have adequate statistical data to come to a
sound conclusion.
Q. What is your conclusion as to an objective cost of
attracting equity capital?
A. Based upon market receiption of AT&T stock, it is my
conclusion that equity capital can be raised for something
less than ,eight per cent. I have used, however, a
page 439} rounded off figure of eight per cent. This figure
contains several built-in safety cushions, e. g.,
payout ratio and cost acquisition.
Q. Earlier you mentioned the problem of combining debt
and equity in appropriate proportions. Will you state for the
commission what you deem to be an appropriate debt ratio
for the Bell System and also the reasons which impel you
to this conclusion?
A. It has long been my financial judgment that a fifty per
cent senior capital rato would not be imprudent for the Bell
System. This conclusion is based upon the following reasons:
First, the long record of stable earnings. AT&T and its
predecessor company have made profits on operations every
year, without exception, since 1885. A record virtually unequalled in the history of American finance.
Secondly, as indicated by table 2.4, fixed charges have been
covered during the postwar period approximately 7.6 times.
This is far in excess of requirement of legality for New
York State insurance Companies which requires for un
secured debentures a coverage of only 1.5 times.
page 440 ~ Thirdly, taking into consideration a cash flow
approach, reference to table 5.3 shows that de-
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preciation and amortization expenses alone to average more
than three ti:r~es fixed charges during the postwar period. .
An analysis of wage burden, table 5.2, shows both the
C&l? and the Bell System to have substantially improved their
position since 1946. Similarly, the operating ratios of the
Bell System, table 5.1, and the C&P Telephone, table 5.6, have
improved since 1946.
That a debt ratio of fifty per cent is not out of line is
supported by refere nee to table 4.2 General Telephone
and table 4.4, Class A and B Electric Utilities. Both General
Telephone and the electric utilities have senior capital in excess of fifty per cent.
Public Utility rate regulation requires that management
operate in an efficient and economical manner. When this
is applied to finance, it means that the telephone company
should get its money as cheaply as possible, yet maintain its
:financial integrity.
It is submitted that at a fifty per cent debt ratio, financial
integrity of the Bell System will not be impaired.
page 441 ~ The interest coverage is adequate; the cash flow
is adequate, and the Bell System has an unrivaled
record of stable earnings.
It is further submitted that because of the disparity in
cost rates of debt and equity, it is most appropriate to use
a substantial amount of debt. Using 8.0 as the cost of equity,
and adjusting it by the tax rate of fifty-two per cent, we find
that the true, effective cost of equity capital is 16.67 per cent. ,
Comparing this with the cost of debt, 3.51 per cent, we see
that equity money is four and one-half times as expensive as
debt money.
It is essential in dete·rmining appropriate capital structure
proportions to evaluate carefully the true costs of debt
and equity.
·
The rate payer is entitled to honest, economical and efficient
financing. This includes maintenance of financial integrity.
But a proper balancing of the ratepayers' interest does not
include excessive conservatism which benefits only the stockholders and th·e Internal Revenue Service.
Q. What debt ratio did you use when testifying in the
C&P telephone case in 1954 Y
page 442 ~ A. I used a forty-five per cent debt ratio for
two reasons:
·
First, it was approximately the average debt ratio for the
Bell System for the _postwar period; .and
·
· ··
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Secondly, I thought it was financially and statistically. unassailable as not being excessive.
Q. What is the Bell System debt ratio now·,
·. A. The postwar debt ratios for. the Bell System are set
forth in table 4.1. It shows that the debt ratio· Dedemve1· 81,
1956 to he 32.4 per cent, or its lowest in postwar period.
·
This, however, is a spot figure and is not representative
~f the true picture. Reference to table 1.8 shows that during
1957 the· Bell System has hold the largest amount of unconvertible bonds in its history for a similar· period. Consequently, the ration of senior capit,;tl of the Bell System has
been increased to about 87.7 per cent as of· November 1,
1957-see table 4:2,-and more bonds are on the way.
·
The average debt of the Bell System, since the
page 443 ~ beginning of 1946, has been approximately forty.:.
two and one-half per cent. This makes no allowance for common stock subscription installments. These are
returnable upon the subscribers' option and upon which
AT&T pays interest.· Table 4.2 sets forth the capital strue:.
ture of the BeH System as of November 1, 1957.
Q. What debt ratio do you propose to use in computing a
fair and reasonable rate of return T
·
· A. In computing a fair and reasonable rate of return I
would recommend to the commission that a forty-five per
cent debt ratio would be most appropriate for economical and
efficient financing.
As is well known in many states commissions have fixed
rates upon the basis of long run, conservative capital structure rather than what the debt structure happened to be at the
moment. Slavish adherence to mometary or spot capital
structure has its limitations.
The courts have sustained commission use of a reasonable
capital structure other than the immediate spot structure in a
number of cases.
Idaho-Mountain States Tel. and Tel. Com., 8
.
page 444 ~. PUR. 3d 265 (Idaho Sup. Ct. 1955) ;
Louisia:nar8outhern Bell Tel. and Tel. Go. v.
La., PSC 18 Pur. 3d 329 (La. Sup. Ct. 195'7J;
.
Mar11land-Chesa.peake & Potomac Tel. Go. v. PBG, 97 PUR.
NS 50 (Md. Ct. App. 1952)
Massach.usetts-N eiv Engla;nd Tel. & Tel. Go. v. DPU,
88 PUR. NS 73, (Mass. Sup. Jud. Cot, 1951);
New Ha.mp.CJliire-New En.qland Tel. and Tel. Go. v. State,
97 PUS NS 111 ( N. H. Sup. Ct. 1953) ;
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Vermont-New England Tel. & Tel. Co., 90 PUR NS 414
(Vt. Sup. Cot. 1951).
If the use of the forty-five per cent debt ratio is condemned
as being too much at variance with the company's extremely
conservative policy of one-third debt, but seldom reached in
actual pactice, I recommend the use of the, postwar average
debt, i. e., 42.5 per cent.
'' Debt ratio substantially affects the manner and cost of
obtaining new capital. It seems to us that to say the department could not even consider debt ratio would be to blind its
syes to one of the elements in the problem from
page 445 ~ the standpoint of the company it might be better
to have no debt capital at all. An honest board
of directors might think so, and, at least, from the standpoint
of loyalty to the company's interest it would be difficult to
say that they had abused their discretion. Yet the evidence
shows that such a decision under present conditions might
well double or 'e.ven triple the cost of new capital and increase
correspondingly the burden laid upon the public for obtaining
it. Surely the department would give consideration to this
matter.''
Q. ·wm you summarize your conclusions as to the overall
capital attracting rate of return for the Bell System Y
A. My conclusion as to the overall capital attracting rate of
return for the Bell System is in the neighborhood of six per
cent. A reasonable range might be ten or :fifteen basis points
on either side, i. e., 5.90 to 61.0 per cent.
Q. Do you deem six per cent a capital attracting rate for
the Chesapeake and Potomac of Virginia?
A. I do.
page 446 ~ Q. What kind of rate base is your six per cent
rate of return applicable?
A. As I discussed earlier, I consider a base of net property used and useful----original cost less depreciation plus
appropriate working capital-to be the equivalent of a
prudent investment base of total invested capital.
As such, I re.commend the capital attracting rate of return with either rate base.
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Security
Debt
Equity

Capital
Structure

Cost rate

54.0%
3.51%
55.9
8.00
100.0%
Overall cost of capital

product

1.58
4.40

5.98%

Note: If, instead of the forty-five per cent debt ratio
recommended, the average postwar debt ratio, i. ·e., 42.5 per
cent, is used, the overall capital attracting rate would be
about ten basis points higher or 6.10 per cent.
page 447 ~
Security
Debt
Equity

Capital
Structure

Cost rate
3.51%
42.5%
8.00
57.5
100.0%
Overall cost of capital

Product
1.49

4.60
6.09%

Q. What is meant by '' attiition'' Y
A. Company witnesses have defined attrition, as I understand it, as the erosion of earnings resulting from increasing
investment per telephone. Reference to table 7.1 col. (e) and
table 7.2 cols. (d), (e), and (f), shows that this attrition
factor is somewhat eratic a.nd greatly reduced in amount in
1955 and 1956.
Table 7.3 shows that for the Bell System investment per
telephone has tapered off substantially during the past two
years.
Q. Have you made any specific allowance for attrition?
A. Yes, I have.
Q. Will you explain what it is T
A. It is conventional, in testing the productivity of proposed tariffs in public utility rate proceedings, to use an
average rate bas·e Mr. Thulin has proposed
page 448 ~ in Company Exhibit 10 to use a year-end rate
base.
Reference to tables 7.4 and 7.5 shows that for both the
C&P Tel. (Va.) and the Bell System that the use of a year-en,1
rate base understates the true earnings capital by more than
.30 per cent.
·
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This is a built-in hidden cushion more than ample to compensate for any attrition. This is particularly so in view of
the recent slowing up of increased investment per phone.
It should be .noted that when a .30 per cent is applied to
Mr. Thulin's rate ·base of $201 million, it generates approxi-:
mately six hundred thousand dollars. This is substantially
in excess of what- Mr. Thulin claims for ·atfrition in Exhibit
10, page 2, namely $465,788.
·Q. · What is· your conclusion Y
.
· .· .
A. ·rt is respectfully submitted that the use of a year-end
rate base already more than compensates for any alleged
attrition. Consequently, applicant is not entitled to any
specific increase in rates marked as "attrition." .
It should also be recalled that the very substantial safety
margin which I have built into the cost of equity
page 449 } capital in the form of a low payout ratio is for
the specific purpose of acting as a cushion to take
care of unforeseen contingencies.
Q. Do you have any comment on the rate base T
A. Mr. Thulin, in Exhibit 10, uses an intrastate rate base
of approximately $201 million. It is my understanding
that this sum includes telephone plant under construction
aggregating in excess of eight million dollars.
This property is not ' 'used and useful' ' in rendering telephone service to current subscribers. Conventional practice
does not put plant in construction in the property base upon
which current customers pay tariffs to produce a return
thereon. Future customers who use this property should pay
for it. It is not used and useful in rendering service to
current rate payers.
Provisions for compensation of company capital invested
therein is usually referred to as '' interest charged to construction.'' This should be capitalized and left out of computations of what is a fair rate of return on existing property
rendering s:ervice. This makes the effective rate base ap. proximately $193 million.
page 450 } Q. Do you have any general comment on the
·
company's estimates of revenues and expenses!
A. The ·first observation I have to make, Mr. Ketner, is
that as the company's projections are apparently based upon
two months actual operating data from which the company
springboards to annual :figures-see testimony of Witness
Brown; transcript page 283). This is altogether too short
a time for a reliable test period. There may be a substantial
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seasonal factor and two months can hardly be representative
of twelve.
·
It should be noted in passing that in the last rate case in
1954 the C&P Tel. Va. petitioned for rate increases estimated
to produce four million dollars additional income.
Witness Johnson testified the company needed to have a
six per cent return. At the conclusion of the case, tariffs
were revised downward to provice an increase in revenues
estimated to be about $2,500,000.
It is wowthy o.f note that in 1955 the petitioner earned,
despite so-called attrition and the cut in its proposed tariffs,
6.93 per cent on its average invested capital. See
page 451 r table 6.1.
From these figures I would conclude that the
expenses were less or the revenues were more productive ;
or that the total property was not as great as estimated in
the spring of 1954. I have niade no personal analysis as
to ·the reasonableness of estimated costs, or the productivity
of proposed tariffs, or the property devoted to intrastate
service.
Q. What is the company's current situation T
A. By the company's own figures, taken from its monthly
report No. 1, dated August 1.957, sheet 1, line 39, it has
earned 6.19 per cent on average invested capital.
I understand that this rate is based upon company's
actual operating taxes. If adjustment were made for an
appropriate amount of debt and the corresponding federal
income tax reduction resulting therefrom, the experienced
rate of· return on the company's average invested capital
would be more than fifty basis -points higher.
·
If adjustment were further made for plant under construction, the rate would be still higher.
Q. Would you make any spec~fic adjustme~t in any other
expense items Y
page 452 ~ A. The Virginia Company has no funded debt
outstanding. Exhibit 39, prepared by NARUC,
entitled "Allocation of American Telephone and° Telegraph
Company Fede.ral Income Taxes, 1956, '' shows on schedule
1, col. g. that the Virginia Company was entitled to a credit
of $653 thousand.
Using an intrastate plant percentage of 84.6 per cent, there
would be an intrastate credit of approximately $553 thousand.
This credit is based upon the aetual Bell Sy~tem debt. See
columb b, schedule 1.
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If a forty-five per cent debt ratio had been in existence,
the credit would have bee.n even larger.
It should be remembered by the terms of the license agreement section 5 (b), that the subsidiary companies pay a
royalty of one per cent· of gross revenues which covers
rendering of financial services, et cetera.
On account of this payment, therefore, it is submitted that
the petitioner is entitled to full credit for its pro rata share
of the system debt.
Bell System agreement covering services, licenses, and
privileges, April 11, 1930:
' 'Section 5. The Licensor will fu rn.ish the
page 453 ~ licensee.
'' (b) Advice and assistance in any financing
required to be done by the licensee in the extension, development or improvement of its telephone system within its said
territory and in the general matter of its finances; aid in
securing funds on fair terms, as and when needed for new
construction and other expenditures, but not, at any time, to
a greater extent than the then condition of the finances and
credit of the licensor may permit; active assistance in the
marketing of the licensees securities; and such other necessary financial support and assistance in the premises as will
tend to serve the best interests of both companies.'' ·
Q. Will you explain how you compute a reasonable return
to the Chesapeake and Potomac Telephone of Virginia t
A. I compute the reasonable return to the C&P, Virginia,
as follows:
1. In intrastate rate base
( Co. E:xh. # 10, line 30)
2. Less: Estimated work in
Construction

$201,000,000
$ 8,000,000

page 454 ~
3. Property used and useful
4. Fair and reasonable rate of
return
.
5. Reasonable return on useful
property
6. Net operating income ( Co. Exh.
10, line 20) (Unadjusted for

$193,000,000
$"

6.0%

$ 11,580,000
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interest charged to construction,
or alleged attrition)
7. Add pro rata intrastate share
of system FIT credit
8. Adjusted net operating income
9. Deficit in estimated returns
(Line 5 minus line 8)
10. Federal tax .rate
11. Required· increase in rates

$ 10,276,000
$
553.000
$ 10,829,000

.

52%

$ 1,565,000

($751,000/48)

Q. ,Vhat is your final conclusion?
A. It is my conclusion, subject to any reV1s1ons of the
productivity of the proposed tariffs which the commission
may deem appropriate, that a tariff increase which will raise
approximately $1,600,000 additional is "just and
page 455 ~ reasonable,'' at this time.
Commissioner Hooker: Do you have further questioning
before cross examination T
Mr. Ketner: Yes, sir.
By Mr. Ketner:
Q. Mr. Howell, your qualifications are stated in the record,
I believe, that you just referred to?
A. My qualifications are briefly summarized on page 1
and 2 of the testimony, and an outline thereof is set forth in
more detail in section 8 of the so-called statistical exhibit.
Q. Mr. Howell, do you have anything you would like
to add a.t this time in the way of a summary and bringing
up certain items up to date Y
A. Well, partly as a result of Judge Catterall 's question,
and since the company bas put in its own testimony on October 15, AT&A has sol an issue of Bell Telephone bonds,
250 million, at the end of October, carrying a five per cent
coupon and giving an effective oost to the company of absolutely under five per cent as a cost of these bonds.
This, to the best of my information, is the
page 456 ~ highest cost of money paid by the Bell System in
the last twenty-five yea.rs.
About two weeks later, the Michigan Bell Telephone Company sold some forty million dollars of bonds to give a cost,
a gross cost, to tlle company of 4.69 per cent. These bonds
were rated as triple A by Moody's.
As of the day before yesterday, just as a matter of checking
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on interest rates, a company in this jurisdiction, namely, the
Virginia Electric Power, frequently refe1:'red to as VEPCO,
sole dome twenty million dollars of bonds, first mortgage
and refunding, due in 1987, with a coupon rate of four and
a half per cent, to give a cost to the company of slightly
.
more, or 4.52 per cent.
I think I said these -bonds were double A rated.
I have noted comment in the newspaper that the parent
company, the AT&T plans in early next year to issue another
book of convertible bonds. ·
The paper said something about 720 million dollars would
be the amount.
The interest rate was not mentioned.
To say what the interest rate would be on convertibles,
which. isn't within the jurisdiction of managepage 457 ~ ment, since they are not put up for competitive
bidding, I think would be a bit of conjecture.
I have noted in my testimony that as best I can compute, as
of about the first of November, the debt ratio of the Bell
System is slighly under thirty-eight per cent.
Should this issue come out as scheduled, of course, that
would raise the debt ratio above forty per cent, probably.
It might have some changes in the overall cost of debt money
also.
·
Just in case somebody has got a eopy that didn't get corrected, on page 42 of my testimony, it appears in the middle
of the pave that Bell System has raised nearly six million
dollars of equity capital. My secretary apparently was
shocked at the :figures and didn't put in the next three zeros,
which is nearly six billions of equity capital during the postwar period.
Referring again to the convertible bonds, which are proposed, it has been the custom of the company to have a period
in which they have to wait hefore conversion takes place, and
after that, conversion may or may not take place
page 458 ~ rapidly.
The debt ratio may recede, depending on what
other financing is done by the subsidiary c.ompanies which
is not convertible.
One place I mentioned on November 20 that the price of
the stock was $165. That is incor~ect. I was reading out of
a November 20 paper and the quotation deals wit11 November
19.
After the announcement' o.f the proposed convertible issue,
the stocks sold off a couple of points. The latest quotation
I have, I believe for yesterday, is that the stock is selling
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at about $170 which is about midpoint between this high and
low for 1957, which is approximately 160 to 179.
Mr. Ketner: I just have a little more.
By Mr. Ketner:
Q. Mr. Howell, the applicant has presented an exhibit
showing that their rate of return for the most recent year
was slightly more than five per cent. In that connection,
what does your testimony showY
I refer you to, particularly, table 6.1 for the years 19551956.
A. Thes·e are 011 a somewhat different .basis, Mr. Ketner.
The company is figuring their return upon a
page 459 ~ property base with several adjustments for a
test period.
What we have here on page 61 are figures which were
furnished to me through counsel of the earnings on the
average total invested capital, which is not exactly identical.
These earnings beginning with 1954, are 5.04; 1954 was the
year in which at the midpoint we had new rates installed as a
result of the preceding rate case.
In 1955, upon their average, total invested capital, as reported to me, they earned 6.93 per cent, and in 1956 they
made slightly less, 6. 79 per cent.
Q. Your invested capital rate base, we will call it, in what
way does that differ from the original cost of property used
and usable in intrastate service in Virginia depreciated, plus
working capital, materials and supplies.
I am not talking about any adjustments now. I am just
talking about the rate base.
A. Basically, in an original cost jurisdiction, there should
be a substantial approximation or equality between the property used and us·eful in the business and the total invested
capital.
page 460 ~ In this case, there are some differences between the rate base used in this proceeding from
the total invested capital because this company operates both
intrastate and interstate. The property separation is in the
neighborhood of five per cent between inter and intrastate.
There may be, depending on which figures you are looking
at, adjustments for work in progress, which may mean that
the property rate base may not coincide with the invested
capital base.
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Q. Do you consider the invested capital base that you just
used fair and reasonable to the company 7
A. Yes, sir.

Mr. Ketner: I believe that is all I have on direct.
Commissioner Hooker: The commission will recess for ten
minutes.
( A short recess was taken).

page 461

~

After recess.

Commissioner Hooker : Proceed.
Mr. Moore: We have a few questions on cross examination.
CROSS EXAMINATION.
By Mr. Moore:
Q. Mr. Howell, I believe you testified before this commission, as indicated in Section 1 of your prepared testimony
in the 1954 rates case of the Chesapeake and Potomac Telephone Company of Virginia, Docket 12073, did you not Y
A. Yes, sir.
Q. That was about in what time in 1954?
A. Late May or early June.
Q. I believe you said in that case, which was 3 1/2 years
ago, that your general approach to the question of determining the earnings requirements of the company was to be
just as objective, or mathematical, as you might say, as possible and to reduce judgment factor to a minimum.
I believe that is the substance of what you said you undertook to do in that case, was it not?
A. I think that is a fair paraphrase.
Q. Yes. At page 525 of the transcript, I think
page 462 ~ you said substantially that. I assume you approached this proceeding in the same way T
A. I certainly tried to.
Q. In the 1954 case, the record shows that you determined
the actual interest cost on Bell System debt already incurred,
and combined that with the prospective interest cost of future
debt, and in that way you arrived at a cost of debt to the
C&P of Virginia at that time of 3.2 per cent; isn't that correet T
A. That was the end result, yes, sir.
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Q. Yes, sir, 3.2, and then did you not determine that an
equity cost rate of 8.6 per cent was appropriate for use in
that case which would enable the Bell System to attract the
necessary equity capital without substantially diluting the
book value of the existing shares f Isn't that correct 7
A. I think that is correct, sir.
Q. That appears in your transcript at page 590.
A. I recall the figure as 8.6.
Q. I believe you stated that by applying that 8.6 per cent
rate to the actual book value of the AT&T stock, earnings
per share of $12.42 would result, did you noU
page 463 ~ A. Refreshing my recollection, I think that is
correct.
Q. It is on page 621 of the transcript. If you do not want
to take the time, we will leave it there, subject to check, but
I will put my little hand up and say you did it.
·
A. Not having been cross examined three years ago, I did
not read my testimony with great care to be cross examined
four years later on it.
Q. I remember that you complained to me afterwards that
I did not take the pleasure of cross examining you, so I
thought I would indulge in it briefly today.
A. Counsel is in error. I did not complain.
Mr. Ketner: I think if counsel is going to cross examine
on testimony given in 1954, it would be better to ha.ve the
testimony before him.
Mr. Moore: Maybe the word "complaint" is wrong. You
inquired. You seemed to be worried over the fact that I
had not taken you for some cross examination.
The Witness : My recollection. is, counsel never said why he
did not.
Mr. Moore: No, sir.
page 464 ~ By Mr. Moore:
Q. Now, if you will look at page 621, I think
you will find that in that proceeding you wound up with the
statement that earnin~s per share of $12.42 would result.
Those figures of 3.2 that you used 3 1/2 years ago for the
cost of debt, you now in this proceeding have moved up to 3.5,
have you not T
·
A. Yes, sir.
Q. And you have cut back, in spite of the tight money
situation which has existed since that time your equity cost
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rate of 8.6 per cent to 8 per cent in this proceeding, have you
notf
· A. I do not know about the words '' in spite of.''
Q. Well, just the f aet. You have done it, have you not Y
A. Shall we say the figures come out that way! I would
not say cut back.
Q. All right, sir. And you have used in your earnings per
share in this proceeding the figure of $11.18 as your key
figure instead of $12.42 in that proceeding, have
page 465 ~ you not Y
A. No, I don't think that is a correct statement
of what I used. There is a figure. I thought it was $11.19.
. Q. Well, $11.19.
A. That is, as a historical fact, according to my calculations, the average earnings per share on Bell System stock
in the past eleven years.
Q. The key figure though, that you used in your 1954 case
for earnings per share was $12.42, was it not?
A. W.ell, you don't want to compare the $12.42 with the
$11.18, or $11.19. Those are not comparable.
Q. Why aren't they comparable Y
A. One is a figure at which I arrived by arithmetic as
earnings rate for the Bell System and consequently, for this
sytem, as a conclusion. I don't recall right now the figures
from which I started, but the figure here of $11.18 or $11.19,
is a figure which I don't end up with here in this case. So they
are not comparable.
Q. You don't consider you used that as a critica figure in
your testimony in this case f
A It is a very important figure. But this figure is not
comparable with the same status in the rate proceeding in
this case as the end figure in 1954.
Q. In that case, you wound up with a figure of
page 466 ~ 2.6 per cent that you regarded and so testified
.
was a.n appropriate rate of return for the company a.t that time as compared with 6 per cent that you now
argue fort
A. I came out with 6.17 wl1ich I rounded off to 6.20, three
years ago.
·
Q. You don't see any difference between the 6.2 and 6.20,
do you?
A. It was 6.17. I rounded it off to 6.20.
Q. Professor Howell, you stated you have recentlv been
emploved bv the New York Public ·Service Commission as
consultant in connection with the rate case of that company
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which was recently decided, Case No. 16548-R. I believe
you testified that you were so employed.
A. Just so as not to confuse you, about I testified I was so
employed, I did not testify.
Q. I mean you testified here in this proceeding that you
were.
A. Yes, that is a fact.
Q. Turning over to the last section, Section 8, of your
exhibit, you there give your background and experience. I
notice on page 8.3 you list the activitie in which
page 467 ~ you have been engaged since your appearance
here in 1954, in this rate case. There are some
several items there where you appeared as a consultant. Have
you testified ~ince 1954 in any of those matters Y
A. I think that is correct, I have not testified or taken the
witness stand since then.
Q. You note there, in the next to the last item, 1957, consulting economist for the New York State Public Service
Commission, Re: Petitioner, New York Telephone Company
for Increase in Rates, Case No. 16548-R, decided October 10,
1957.
Did you advise tbe Commission with respect to the appropriate ra.te of return in that case?
A. :N"o, sir.
.
Q. Yon were not asked your opinion on that?
A. Do you want to revise your question?
Q. No, I think my question is just what I meant to say.,
A. Well, the commission sits, as you know-perhaps you
are not f a.milia.r with the New York procedure-as ordinarily
one hearing commissioner, no examiner, in a telephone case.
Sometimes, other commissioners come in.
page 468 ~ The liaison between consultants is that he does
not go around to the chairman of the commission
and talk and advise in camera. Since I didn't testify, I
could not say that I was consulted. I have nothing in the
record. Whatever was done was done through the record.
Q. Did you prepare any testimony in that case which was
not used 7
A. I w·orked with Mr. David A. Kosch. I assisted him.
Q. You did not answer my question.
A. Sorry. I prepared testimony which was never used.
I prepared statistical material which was never introduced
into the record.
Q. I notice on page 1 of your section 1, your exhibit No.
47, you made this statement at the bottom of the page:
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"Certainly, with respect to rate of return, I was retained
in the spring of this year by the New York Public Service
Commission as consultant, and so forth. So you were employed specifically with respect to rate of return?
A. That is right.
Q. That case was decided, I believe on October
page 469 ~ 10, 1957.
A. I thought it was October 9th.
Q. To whom did you give this advice with respect to rate
of retui-n, if it was not to the commission 1
A. I stated previously that I worked with ]\fr. David A.
Kosh. I assisted him.
·
Commissioner Hooker: Who is he?
The Witness: Mr. David A. Kosh was the man who did
testify in the New York proceeding on rate of return on behalf of the staff.
Chairman Catterall: He was a member of the staff?
The Witness: Mr. David A. Kosh is a private practicing
economist. He was formerly with the Treasury Department
and then they broke off and formed what is known as General
Services Administration which does all the buying for the
Federal Government or a good portion of it, and as they buy
utility services, M.r. Kosh had considerable to say in what
the paid for it, and he participated in rate of return cases
dealing with that, as Government intervenors in rate cases.
Subsequently, in approximately 1952, Mr. Kosh
page 470 ~ went into private practice and has been retained
a number of places. He testified in New York, I
guess in 1948, as part of the Government. He came back
and was retained in 1957, this year, as an independent out·
side consultant.
By Mr. Moore:
Q. Have you seen a copy of the opinion of the commission
in tha.t case Y
A. Yes, sir.
Q Professor Howell, I would like to read you a sentence
from the opinion in that ca.se, which reads as follows :
'' ,vith these factors and others that might be mentioned,
we find that the company is entitle to a rate of return in the
foreseeable future in the vicinity of 6.5 per cent on a rate
base consisting· of property account plus working capital as
testified by Mr. Goldthuaife."
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Was that conclusion in accordance with any recommendation of yours Y
Mr. Ketner: I object to that question, if he wants to
refer to that opinion, that is Mr. Moore's privilege, but I
don't think it is fair to ask it of this witness on cross
examination.
page 471 ~ Commissioner Hooker : I think, in view of the
record of this witness, that he was employed by
the New York Commission on an advisory basis with them,
it is certainly proper on cross examination.
Mr Ketner: But he is not bound by what the New York
Commission did.
Mr. Moore : No, but there are circumstances here that I
think this commission is interested in, which I wanted to
develop on cr.oss examination.

By Mr. Moore :
Q. I don't think you have answered that question, sir.
A. I am awaiting a.n opportunity. May I have the question again?
Co~missioner Hooker: Read the question back.
(The pendi.ng question was read by the reporter as above
recorded.)
The Witness:
testify.

I made no recommendation.

I did not

By Mr. Moore:
Q. Well, you must have made a recommendation to the
c.ommission if you were employed by and paid by the commission.
page 472 ~ A. Lots of people are employed who don't make
recommendations. They make out a series of
statistica tables. As I said, I did not testify in the case.
Q. Did you make a recommendation to the staff on that
subject as to what would be an appropriate rate of return
fa the New York Telephone Company in that case?
A. No, sir.
Commissioner Hooker: Did you give your views to Mr.
Kosh, who apparently employed you?
The Witness : I worked up a number of statistical tables
and submitted them to Mr. Kosh. I did not come to a
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final result. as to a conclusion. I may have influenced Mr.
Kosh, and I may not have. Mr. Kosh is quite an independent
chap in his own thinking.
Commissioner Hooker: You did give him your views,
though, as to what you thought was a proper rate of return?
The Witness : We talked about elements. We did not
put the whole thing together. To view the New York case,
Judge Hooker, superimposed on this, you need really to consider the framework in which Commissioner Ede
_page 473 ~ prepared his memorandum, which is a framework
of three years of appellate work before the Supreme Court and Court of Appeals in New York, in which
they held that the law of 1910 regarding the telephone case,
which was, '' A fair return upon value,'' as contrasted with
the electric company law, which is a separate law, which
says,'' A fair return upon the sums invested therein.''
The Court of Appeals, by divided opinion, held that the
commission was wrong in not accepting the testimony which
was offered by the Telephone Company with respect to reproduction costs. So when the commission considered the
thing, reading the Commissioner Edy's opinion as a. whole
and .not a sentence out ofCommissioner Hooker: I think the commission is familiar
e have all read it, I think. I know I
with that opinion.
have. ,,re are familiar with the opinion.

,v

By Mr. Moore :
Q. I think we can wind this point up with just this one
further question. I gather from what you have just said a few
moments ago, that you evidently function only as a statistic.ian in that case rather than as an economist, is that correct?
·
page 474 ~ A. I tltlnk Mr. Kosh and I discussed it more
than just as a statistical clerk.
Q. So you did function as an economist T
A. I think that is a fair statement. sir.
Q. y OU did testify in the New y ork telephone case, which
was heard just shortly before you testified in the Virginia case
in 1954, did you not?
A. That is correct.
Q. And did you not in that case in 1954 in the Ne.w York
Telephone Company, undertake to demonstrate that 8.2 per
cent was an appropriate rate of return for that company?
A. My testimony in the New York telephone case two

City of Lynchburg v. C. & P. Telephone Company

237

Paul L. Howell.
months prior to my appearance here, was almost identical.
Q. Almost with what you presented here Y
A. Almost identical.
Q. That is right. That is the point I wanted to make. You
presented evidence and exhibits that undertook to demonstrate that 6.2 per cent was appropriate for the New York
Telephone Company two months before you came here in 1954,
and you presented evidence and exhibits that undertook to
demonstrate that 6.2 was the appropriate rate of
page 475 ~ return for the C ~ P of Virginia, in 19547
A. That is correct.
Q. Now, in spite of your paJ.'.ticipation in the New York
telephone case, which has just been decided, where you now
say you functioned as an economist, and notwithstanding the
fact that that commission has allowed 6.5, you come here and
advocate 6 per cent, did you not Y
A. Mr. Moore, I am confused with your words of "in spite
of;'' there was another phrase in there. I don't do anything
in spite of.
Q. All right, I will strike that out.
A. May I have the question again, sir, in your own
la~guagef
Mr. Moore : Will you read the question and strike out the
"in spite of" Y
The Witness: There is another phrase.
Mr. Moore: Read the question.
(A~ended question as read by the reporter is as follows:
"Q. Now, notwithstanding your participation in the New
York telephone case, which has just been decided, where you
now say you functioned as an economist and, notwithstanding the fact that that commission has allowed 6.5, you come
here a.nd advocate 6 per cent, do you not Y' ')
page 476

~

The Witness: That is an inappropriate contrast. The framework within which the New York
Commission rendered its decision was backed by the statutory law and by the· opinions, legal opinions, turned out by
the Court of Appeals.
As far as I can interpret the opinion of the commissioner
Eddy, it is that he gave no weight directed to the thing that
was in controversy, which is the rate base, and jumped over
to the rate of return, and thus switched from his previous
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position of a 6 per cent, which was lower than what I recommended four years ago, to something higher.
By Mr. Moore:
I do not want to belabor the point, but you are familiar
with the fact that the conunission did not include any amount
in the -rate base for value in excess of original cost depreciated did they, plus materials and supplies and so forth!
A. That was Mr. Goldthwaite's tstimony, and which was
apparently accepted by the commission.
Q. All right, sir. Now, I think we will leave that point there.
I am coming back to your testimony in the 1954 case. You
used two bases in that proceeding for the deterpage 477 ~ mination of what you regard as an appropriate
·
cost of equity capital. As I read your testimony,
they appear to be first, the relationship of dividends with net
pr:oceeds and, secondly, the relationship of earnings to net
proceeds on the sale of the stock.
Those were the two approaches that you used, were they
not?
A. I would not say they were the only ones, but certainly,
I used them.
Q. I will show you y.our Exhibit, Table 20 of your Exhibit
29 in that case. I would like to call your attention to it. It was
your summary exhibit in which you worked up to the figure
of 6.8 as th cost of equity capital. Do you recog11ize your old
friend there T
A. With the exception of your caption at the t without
having proof-read it, I think it is a fair and accurate reproduction.
Q. You showed right there those two methods that I ref erred to as the bases that you used, did you not?
A. Yes, sir.
Q. Now, in the testimony that you presented to the commission today, you have used four bases for the
page 478 ~ cost of equity capital, but if I understand your
testimony properly, none of them is exactly the
same as the two bases that you used in the last case.
A. I think your understanding is correct.
Q. You do state, however, in your testimony presented here
today, that the earnings net proceeds approach is a highly
significant measure.
A. That is correct.
Q. But that you would not use it here because the American
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Company did not try to obtain the highest net proceeds possible in the sale of its stock last year, is that correct?
A. Yes, sir.
Q. It appears from the record and exhibits that there was
only one issue that was offered at par. That was in the last
quarter of 1956 wherein, t 5,700,000 shares were sold that
Mr. Johnson testified about. It was only that issue where
your objection would apply on this approach, isn't that true T
A. That is the only issue that has been made since 1930.
Q. Now, let us suppose we just eliminate that one issue
where the stock was sold at par. Will you accept,
page 479 } subject to check, the fact that the net proceeds received by the American Company on the sale of
its stock for the period 1950 to 1955, inclusive, coming up to
this last sale in 1956 that you referred amounted to $139 per
sl1areT
A. I have not got the statistics. Mr. Johnson has the statistics.
Q. Mr. Johnson has offered the figures, and he is here to be
cross-examined further.
A. It is easy to accept it if you have each issue because
those are convertible issues which run over a period of years.
Some of them are not converted, a small portion may not
be.
Q. You have there a six-year period leading right up to
that issue that I have just referred to in 1956. If you will
look at your Table 2.1, I think you will follow this matter.
I was not sure we got the answer. I asked you would you
accept, subject to check for that six-year period and coming
up to this one sale that was at par, that the net proceeds received by the American Company amounted to $139 per
share? I think you can see the main facts pretty readily
there.
page 480 } A. That can't be off very far, anyway. I can't
cl1eck.
Q. It is approximately right. What were the American
Company's net earnings per share for the year 1956?
I think it shows up in one of your Exhibits as $13.16.
A. Thirteen dollars something.
Q. At Table 2.3.
A. Ye.s, sir, $13.16.
Q. Now, if you will relate the net proceeds figure that we
just developed a moment ago of $139 per share covering the
six-year period I refe.rred to, to these 1956 earnings figures,
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you would then in each case get a result in earnings net pro..:
ceeds ratio in excess of 8.9 per cent, approximately 8.9,
would you not Y
A. That. would be a spot figure for that year, a spot figure
only.
Q. That is the answer anyway, isn't iU
A. Well, I don't know about that. That is a mathematical
result ofQ. Look at your Table 20 in 1954 and see if you didn't approach it exactly that way. Didn't you take the
page 481 } year 1953 Y
A. I have one line in there, one line.
Q. That one line is an important line in connection with.
my question. You don't want to forget that line, do you?
A. I wouldn't forget it, sir.
Q. Now, as a matter of fact, if you look at that Table 20
for 1953, you have a cost of equity there of 8.46A. Excuse me. Where are we Y
Q. I am looking back now at your Table 20.
Mr. Ketner: I think if we are going to ask questions about
his 1954 testimony, I would like to have a copy before me
and the witness ought to have one.
Mr. Blackburn: I gave you a copy.
Mr. Riely: The witness has a copy.
Mr. Ketner: It says Table 20, yes.
The Witness: What line are we on Y
Mr. Moore : Item 1, 8.46. Then, Item 2, 1953The Witness: I am not with you, sir. I am sorry. You
said II, 1, and that is dividends, not earnings. II? I Y I was
on I.
page 482

~

By Mr. Moore:
Q. You see, the first line, it was 1953 earnings,
$11.71, divided by $138.28, or 8.46 per cent, and then on Line
2, 1953 earnings, $11.71, divided by $136.41 or 8.56 per cent.
Those figures are might close to that final conclusion you
have there of 8.6, are they not Y.
A. Yes, sir.
Mr. Moore: I think we had better get this in as an exhibit,
your Honor, We would like this sheet, Table 20, from the
witness' Exhibit 29, in the 1954 case, to be received as Exhibit
.
No. 48.
Commissioner Hooker: It will be received as Exhibit 48.
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(Received and filed as Exhibit No. 48.)
By Mr. Moore:
Q. It is true, is it not, Professor Howell, that if you followed in this case the same method of approaching this cost
of equity as indicated on this last Exhibit 48 that you followed
in the 1954 ease, the equity cost that you would reach would be
as larg·e as or greater than the equity cost that you thought
appropriate in that case?
page 483 ~ A. That is a.n ''iffy'' question.
Q. You are an expert and an expert deals with
"iffy'' questions.
Mr. Ketner: It seems to me these are points to be developed on oral argument or on brief rather than taking the
commission's time.
Mr. Moore: These are right along this man's testimony.
Commissioner Hooker: I believe it is proper cross-examination, of this witness.
The Witness: I cannot at this time testify exactly what
would he the result if I approached it as identicals, since I
did not approach it as identicals. I started out not to be tied
with preconceptions of a straightjacket as to what I did in
the past case.
It seems to me an approach quite appropriate to measure
the cost of equity as of the middle of 1957.

By Mr. Moore:
·Q. I will ahdn you just a penciled memorandum that might
help you in answer that question that we worked up. It will
save vou doing some figuring. I would like you to answer the
question.
page 484

~

(A document was handed to the witness.)
A. I have a memorandum here which has certain arithmetic on it.
Q. If that does not help you, that is all right. Give it back
to me.. I thought it might help y,ou a little bit. I would appreciate your answering; the question either with the aid of the
memoraJ1dum or without it.
The question is, if you followed in this case the same method
that you followed in the 1954 case before this commission, the
equity cost that you would come up with would be as large
or greater than the equity cost that you thought appropriate in
that case.
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A. No, sir.
Q. Do you deny that1
A. Yes, sir.
Q. What would it be, if you followed the same approach T
A. I would ha.ve to take some time off to think I have several things here to consider, not just one line.
Q. ·what was thatf
A. I have to consider several things, not just
page 485 } one line. You are just taking one line out of it.
Q. In other words, you are resting your answer
now on the fact that you used just the one line in your Table
20 of Exhibit 291
A. I considered a number of things in 1954. I considered a
number of things this time.
Q. "\V.hat have you done between these two cases, as I understand it, to change your method of approach a.nd thereby
produce a lower estimated cost of equity capital T If that is so,
why did you do it¥
A. I would not say I start-let's say how I did start out
without regard to why I changed because I did not change
because of anything. I, as I pointed out, had not taken the
witness stand for three years and taking a fresh look at the
Bell Telephone System, the tlling that struck me between the
eyes is reviewing the 11 postwar years. The Bell System has,
on earnings of $11.19 a share, accomplished the following
things.
(A.) It has raised nearly $6 billions of equity capital. This
$11.19 a share has been adequate, also, to compensate for all
direct charges to surplus. It has been adequate to
page 486 } compensate for all dilution which l1as resulted
from the issuance of any shares, direct or indirect, below the hook value.
This also includes the dilution which occurred as a result
of selling a. large hlock of stock at par when the price of the
stock was $180 or thereabouts. These earnings have enabled
the rompa.ny to increase its book value from $134 to something
in the excess of $150 at the present time.
To me, that is the most impelling evidence of the willingness of the public to put up money for Bell System equity, and
the ability of the company to attract capital.
Q. You have included in your present approach the four
very lean years, 1946 to 1949, have you noU And which you
did not give consideration to in your 1954 testimony?
A. I would not say I did not give consideration but perhaps not as much weight.
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Q. You have included those very lean years, have you notY
vVell, you have stated in your testimony here, in fact just a
moment ago you indicated, that you thought that for the
present purposes of the proceeding, $12 per share
page 487 ~ on earnings of common stock of American would
be on the high side, anyway, but you used it in
your computations.
Will you look at your table 2.3 a.nd look at Column BY

A. DY

Q. I am sorry, D, '' Reported Earnings Per Share'' As I
indicated a moment ago, in order to arrive at this $11.19 you
went back up to 1946 where you had those four lean years,
did you notY
A. I also included the two last years, which are ve:ry good
years.
Q. Let us suppose that you took the period 1950 to 1956,
and gave us the result that would be produced, what earnings
per share, on the average. Subject to check, will you accept
the figure of $12.24?
A. That is a little higher tha.n I thought; $12.24, did you
say?
Q. Yes.
A. I will accept, subjeet to check.
Q. And you will notice that from 1955 on, the last two years,
it is about $13 per share, isn't iU
page 488 ~ A. That is correct.
Q. I think I referred a few moments ago to the
fast that in the 1954 case, you assumed 8.6 per cent rate on
equity capital which would result in $12.42 per share which
you use there. That is correct, isn't it 1
A. That is correct.
Q. Will you just briefly tell the commission why you think
it is appropriate for this purpose to go back for the whole
eleven-year period, producing the $11.19 per share, rather
than to just, for example, use $12.24 per share, which is produced by those years 1950 through 1956, or $12.42 per share
that you used in your 1954 cas·e Y
W'hy is it so appropriate now, under present conditions to
assume, when the company is on an earning_ level of above
$13 per share, any such figure as $11.19?
A. Well, part of the reason comes from my indoctrination
by the Bell System in previous cases. They come up with
records that go ha.ck to 1922. It has been my contention for
several years that reference to a longer record was somewhat
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irrelevant, and that the cost of equity should be
determined on a postwar basis. Nevertheless, we
should not take so short a period of time ·as to
be essentially a spot record. It is my opinion that if you take
the last two years, which are the only years you had above
$13 in the last 25 years, t~at that is essentially a spot calculation. It may be that the earnings are excessive.
Q. Do you feel you made an error in your 1954 case, then,
in using to such a considerable degree as you did the 1953
earnings?
A. I don't know about the words '' considerable degree.''
I made the calculation. It was my opinion in 1954 when I testified before this forum that $12 was approximate. But the figures when you worked them out came to $12.46 and I did not
see fit to jimmy figures to come out to $12.
page 489

~

Chairman Catterall : These figures on the exhibit we are
looking atThe Witness: 2.3, sir.
Chairman Catterall: ~are all based on an average. capital
rate base, are they not Y
The ·witness : I think they are based, Judge Catterall, on
average number of shares outstanding.
page 490 ~ Chairman Catterall: And on a purely capital
rate base, of course, because we don't knowThe Witness: They are based on book value, sir.
Commissioner Catterall: The year-end, if you apply the
year-end earnings to the number of shares, to the end of 1956,
that would give you $12 per share, would it not?
The Witness: If I may beg the Chairman's pardon, you
said year-end.
Chairman Catterall: Outst~ding stock.
The Witness: Outstanding stock, y.es, if you used the yearend out establishing stock, the earnings per share would be
smaller. Just what they would be, I do not know.
Chairman ,Catterall: Well, subject to check say they would
be $12.
Mr. Moore: We hav.e some further testimony we are going
to %resent in rebuttal along that line that I think will be very
interesting to you.
Chairman Catterall: We might call Mr. Howell back after
we have that. I am trying to relate that situation to this situation.
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Mr. Moore: What I meant was instead of
page 491 } trying to make a quick estimate here on the spot,
we have some information on that point for you
that will be presented through Mr. Johnson.
By Mr~ Moore;
Q. Well, the fact remains, though, that you urge before the
commission now that in the light of those figures that I have
just called your attention to and in view of the earnings in
recent years of around $13 per share, that a figure of 8 per
cent for cost of equity should be used rather than your 8.6
which you used in 19547 That is the way you come out,
isn't it?
A. I recommend, or testify, that 8 per cent in the light of all
circumstance~, as I see them in 1957, that the Bell System can
attract capital on advantageous terms with earnings of approximately 6 per cent.
Q. Do you really believe that the Bell System can attract
equity capital on a more favorable basis today than it could
in 19541
A. Right, sir, the stock is higher.
Q. You think that is the complete answer Y
A. It is certainly an important answer.
Q. All right, sir, I do not want to further bepage 492 } labor this point we have been talking about. You
have testified that the debt ratio of the Bell System at the end of 1956 was 32.4 per cent and that in November
of this year it was 37.7, have you noU I believe that is what
you testified.
A. Yes, sir.
Q. Were those figures furnished you by some of the company or Bell System or C & P people, or were those figures
that you estimated yourself?
·
A. No, I did not estimate them. But the Bell System has no
responsibility for them. What I did was to take the prospectus
of October 29, 1957, which contains financial statements for
the end of the six-month period, June 30, 1957, and make
what I thought were appropriate adjustments.
I took off the common stock installments ; I added on some
bonds and, in general, I tried to derive from the balance sheet
as published in the prospectus what looked like to be the
current capital structure.
I also took out $30 million on bonds of the convertibles,
which were in the year-end ·statement, which I assumed were
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gone by the present time since they have been
page 493 } called.
I made the best adjustments I could from the
data I had at hand.
Q. Would you look at your Table 4.1 and your Table 4.2
for a moment 1 You see there on Table 4.1 at the bottom line,
32.4 per cent apeparing opopsite 1956. Then, you turn over to
the next page, Table 4.2, and you show there as of November
1, 1957, the Bell System debt of 35.9 per cent, preferred stock
1/10 of 1 per cent, and minority interest in subsidiaries, 1.7.
Am I correct in understanding that in working up to this
figure of 37.7 per cent that you have used, you have included
preferred stock and minority interest in subsidiaries Y
A. Yes, sir.
Q. Do you consider that debt?
A. Senior capital.
Q. Your tit1e is, ''Debt.''
A. Well, I think the subdivisions are self-explanatory. This
is all prior to anything that the Bell Company System common stock, the AT&T common stock, has.
Q. Do you think minority interest in subsidiaries is in the
same category as bonds?
page 494} A. From the point of view of financial analysis,
it is senior capital which would require prior
claim before the Bell System holding company common stock.
You can't get anything top-side until you take care of them.
Q. I wanted to be certain as to how you arrived at any such
figure as 37.7. Our understanding is that as of November 1st,
the true debt ratio is 34.7.
A. 34.7¥

Q. That is right, sir. Are you not willing to accept that,
subject to check, eliminating the interest in subsidiaries?
A. Does that include the $250 million issue that was made
October 29th?
Q. Yes. It is my understanding it does. Will you accept
that, subject to check! That is, eliminating the interest in
subsidiaries Y .
A. I would appreciate, not on the record, a tabulation and
accounting.
Q. We will be glad to show it to you. As a matter of fact,
Mr. Johnson will testify about this if you will be good enough
to stay here a little while you will see it explained.
page 495 } As I understand it, you don't feel you are
prepared to accept it subject to check without
some demonstration?
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A. Well, I am sure that the American Bell Telephone System arithmetic has always been very accurate.
Q. Our figures show it to be. 34.7.
A. In other words, approximately 35 per cent. We might
take into consideration-well, cancel that.
Q. You will notice on your previous page, Table 4, that for
the last four y,ears-that is Table 4.1-including now the year
of 1957 for ten months, that the ratio has been in the neighborhood of 1/3, hasn't it Y
A. Wl1at year span did you give me?
Q. I was starting with the year 1954 and going through the
year 1957.
A. You mean the last three years?
Q. The last four years, except for this year it is just ten
months..
A. Well, that is in the general range.
Q. It is approximately a third, isn't it?
A. No. There is only one figure that is below a third. All
the others are above.
Q. Well, slightly, yes.
page 496 ~ You testified that you r·ecognize that it was the
company's policy to achieve a 1/3 debt ratio,
didn't you?
A. That is their stated policy, as given by witnesses and in
the press.
Q. It was actually achieved there in the year 1950?
A. It was wchieVie-d at a particular point at the ye·ar end.
Q. Aw I understand your testimony, you contend that a 45
per cent debt ratio should be assumed by the commission in
this proceeding in the light of the average debt ratio for the
postwar period and other statistical tests that you presented.
You contend that 45 per cent is still the final figure to you.
A. Yes, sir.
Q. In the_ 1954 case, you testified on page 603 of the transcript that in your opinion the Bell System policy was unreasonable because it wa.s -established at a time when interest
rates were high and tax rates were low, whereas, lower interest rates create a changed condition.
That has made that policy out of date. What
page 497 ~ has been the change in the cost of debt money
since the end of 1953? Suppose you look at you·r
Table 1.3. Start there at the beginning of 1954. What was itf
A. New Jersey Bell sold an issue for slightly less than 3
per cent.
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Q. And as you eome on down that last column of yours
how much has it moved up tot
A. The last issue was American Telephone and Telegraph,
this year. If we had a Michigan Bell System which was done
a few days after this table was prepared, that is 4.69.
Q. It shows on you_r table here as far as the table is con·
cerned as 4.19, doesn't it?
A. Yes. I added one line as indicated in my opening remark. There was one more issue.
,
Q. But the average cost in that period is 4.65.
A No, that is not correct.
Q. That is what your table shows.
A. No, sir.
Q. Doesn't iU
A. For 1957, sir.
Q. That is what I mean.
page 498 ~ A. I thought you took the entire sweep.
Q. I confus·ed you. I am sorry. I confused
myself. So you get a spread thereA. I might add that that last one, of course, is heavily
weighted by the last $250 million issue.
· Q. By the way, while we are on this point, you injected
this morning the fact after your prepared testimony was
. presented, that you felt this $720 million issue that is now
being talked about should be considered for this purpose T
A. It might well be considered.
Q. You treated that as all debt, didn't you?
A. Wiell, I said that at the time that this was issued, this
would probably push the debt ratio above 40 per cent.
Q. Are you not familiar with the fact, Professor Howell,
that the whole purpose of issuing the securities in that form is
to get it quickly converted into equity, and that is the very
objective of it, and that is what is actually accomplished and
has beeri accomplished time after time by the. company in
recent years?
A. I think I stated, Mr. Moore, that this issue would be
·
converted into common stock, depending upon
pag·e 499 ~ (a) the conversion premium, if any, and the length
of time before it became eligible. I also stated that
pr,evious issues have been converted, I guess above 90 per
cent. That is a fact.
, Q. Are you familiar with the fact that in many of these
previous issues there has been a conversion the very day the
securities are out, out of anywhere from 40 to 50 per cent of
conversion T
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A. I didn't think the conversion was that high as 50 per
cent, but I know it has been enormous. However, I don't think
that is true of the early issues.
The last issue, either for market reasons or because of the
terms of it, the last issue was phenominal in the way it was
converted, and the fact of how it was set up.
May I go off the record .a moment Y
Q. No, we don't want to go off the record.
A. All right, I took the privilege of being a guest of the
Treasury Department of the Bell System and went through
the old John Wanamaker Building, which burned down, in
which they operated three floors and watched their operation
for the conversion of bonds and also was a guest
page 500 ~ of their 80 Darracks Street, you might say home
office, because the other was a rental job and
noticed the volume of work and how they handled it to take
care of these conYersions.
I might add, as a matter of just interest, that some of
the time I think it was, $70 million of these bonds were never
issued by the treasurer. He just kept a memorandum or note
in his book.
After an expiration of a period, and I don't know whether
it was 90 days or not, he just issued stock. So there was in
this particular issue the last issue, a mor·e than usual conversion.
Q. Anyway, in order for you to even talk about a 40 per
cent ratio in the next 12 months; in the light of these :figures
applicable to the last four years, you had to assume that all
of that $720 million was debt, didn't you f
A. May I have the question f

(The pending question was read by the Reporter as above
recorded.)
The ·witness: I said at the time it was my estimate that
when this issue was issued, the debt ratio would be in excess of
40 per cent. I do not know the terms. It may not be
page 501 ~ made non-convertible for six months. In my recollection, some of the earlier convertible issues were
not convertible for six months and some of the conversion
went rather slowly. But the fact that the last conversion went
very rapidly seems to me overwh~lming evidence of the ability
of the Bell System to attract capital.

B'y Mr. Moore :
Q. These are debt, in a legal sense, but for a realistic
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sense, for the purpose of calculating equity, don't. you recognize it is not appropriate to treat all of an issue like that as
debt at any time?
A. I certainly would think you would be right in castigating
me if I put it in the equity column.
Q. Well, sir, I certainly don't want to castigate you. I have
just two or three more questions along this line: What you
are proposing, as I understand it, her,e on this subject of debt
ratio is that the conunission here, proceed to substitute in the
determination of a fair rate of return, your judgment as its
judgment, that a 45 per cent debt ratio in place of the announced policy of the system that a 1/3 ratio is
page 502 ~ appropriate in this case, isn't it 7
A. In my opinion, the 45 per cent debt ratio
is appropriate and I also considered in my 1954 testimony
that that was the average over the then postwar period.
That average is now somewhat lower for the 11 years.
From the point of view of a financial analyst, I think that 45
per cent debt ratio is a reasonable one. Like any figure, you
can't say precisely. If you got up and said 42 per cent, I woul
would say you were within a range.
I would not argue with you, Mr. Moore, her,e or elsew4ere,
if you said 48, I would say, "Well, a range between five·points
on either side ,of my 45 per cent would be financially sound.''
That gives you a range from 40 to 50. You have to land some
place where you make out a precise mathematical calculation.
Forty-five per cent to me is financially unsalable in terms
of Wall Street houses. It happens to be fairly close to what
has been the average debt ratio up until 1954 and it is not
much higher than what the entire 11 years is.
Q. You take that position although the compage 503 ~ pany has actually achieved, approximately, its
objective7
A. Yes, sir.
·
Q. ,So you think that your informed judgment on a critical
question like that should be accepted by the commission
rather than the judgment of the management of the Bell System and its financial advisors, which has been consistently
with a view of establishing and maintaining a 1/3 debt ratio
over the years Y
A. And I have been consistent at 45 per cent since 1951
wh·en I first testified.
Q. If you were to use your suggested cost rate of debt in
this case, 3.51, and your cost of equity that you advocate of
8 per cent and a 1/3 debt ratio as the company insists upon,
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will you tell us what would be the overall cost of capital, just
changing that one figure 1
I have it for you, subject to check. It is 6.5 per cent.
.A. Subject to checkQ. Use everything you have used except to accept the company's position as to the 1/3 debt ratio being the proper
basis, which is in line with what they had the
page 504 } last four y,ears. You come up with 6% per cent,
don't youT
A. You come up with 61h per cent.
Q. Well, you do, when you answer my question.
A. If I did, subject to check, using your figures, which I
have not computed. Your penciled note, if I remember, was
something less than 6.5.
Q. That was on a different basis.
A. Was that something else?
Q. I am now addressing myself to the figures you presented
to the commission in your exhibit in this case. 3.51 is what
you came up with as the appropriate fig-ure for the cost of the
debt portion, and instead of 8.6 that you used 3% years ago,
you advocate 8 per cent here.
, I am simply saying that if you assume the 8 per cent, but
also assume the 1/3 debt ratio, isn't it true you would still
come up with a total cost of capital for use in this case of
6.5 per cenU Is that righU
A. I have not checked.
Q. Well, you can do that very quickly, can't you T
A. I can.
page 505 } Suppose you just take a moment. That is an
important item here.
Com.missioner Hooker: Suppose we recess now until two
o'clock. He can do that in the meantime. Have you any
further to take up now?
Mr. Moore: I cannot finish in ten minutes.
Commissioner Hooker: The commission will recess until
two o'clock.
(Whereupon, a.t 12 :52 p.m., the hearing in the above-entitled
matter was recessed, to reconvene at 2 :00 p.m., of the same
day.)
page 506}

AFTER RECESS.
2:00 p.m.
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Commissioner Hooker: Proceed, gentlemen.
PAUL L. HOWELL,
resumed the witness stand and, having been previously duly
sworn, testified as follows :
Mr. Moore: I have a few more questions of Mr. Howell.

CROSS EXAMINATION-RESUMED.
By Mr. Moore:
Q. Professor Howell, did you get an opportunity during
the lunch hour to do that little calculation I asked you to do
if you assumed your cost of debt here, 3.51, and you assume
cost of equity of 8 per cent with a 1/3 debt ratio, what would
be the overall 0ost of capital?
A. Peculiarly enough it came almost exactly on the nose of
6.50, if you use that debt ratio. If you use my debt ratio, the
answer would be corr-espondingly otherwise.
Q. Professor Howell, you have recommended in your testimony to the commission in this proceeding, I bepage 507 ~ lieve, that no consideration should be given to
attrition as such, did you not?
.A. That isn't quite accurate. What I say is if you use the
year end rate base, that gives a considerable amount more
than if you use an average rate base and the differential between the two is sufficient to take care of attrition.
Q. You don't question the fact that attrition is operating,
do you?
A. No, I do not question the fact that attrition operates.
I question, perhaps, methods of computing it or how much it
might be in the future.
Q. Will you look at Company Exhibit 10, which is the
chart which was re£erred to by Mr. Thuline this mo·rning!
You will notice from thatA. Just a minute, sir.
Q. Excuse me. It is page 3 of Exhibit 10, Mr. Thuline 's
exhibit.
A. Is this the one?
Mr. Riely: That is it.
By Mr. Moore:
Q. If I read that chart corl'iectly, it indicates, I believe that
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this is the 8th rate proceeding that has been bepage 508 } fore the commission in the last ten years of the
C & P Company. It shows that the actual improvement per telephone in the beginning of that period was about
$140. It has gradually moved up until it is at the top there
now of $225.
You are familiar with the fact that the commission has
throughout that period adopted a year-end rate basis Y
A. I am not familiar with throughout that period.
Q. You are not familiar with that? Well, let's assume that.
If that is assumed, doesn't that chart illustrate rather striltingly that attrition is operatingY
A. It does not prove it.
Q. The fact that the investment per telephone has moved up
from $140 per telephone to $225 per telephone does not mean
that attrition is operating in such a way that with the same
rates applicable to the telephones that are installed at varying
periods the most recent investment per phone has moved up
to the $225 figure Y
· That does not mean to you that that is attrition operatingT
A. Well, there may be other factors. As you
page 509 } put more property in, perhaps you put less labor
in.
Q. Doesn't it mean that if there have been these proceedings made necessary, that there has been a wearing down of
the rate of earnings?
A. That may be due to a number of factors, including the
one you just mentioned, which you just brought in in your
supplementary petition today, wages.
Q. Isn't it true that on page 40-R of the New York Commission's recent decision in October of 1957, that commission
found that an allowance of 3/10 of 1 per cent was indicated
in order to take care of the attrition factor? Aren't you familiar with that decision on that point?
A. I don't remember as I listened to the testimony material being put in on that. I trust you are. quoting the decision
correctly.
I have, in my own exhibit in the section on attrition, computed the rates between an average rate base and a year end
rate base, and I come out to a differential between the average
and the year end of a little more than .3. I think perhaps, .3
or .34 forpage 510 } Q. Well, that is just about what the New York
Commission found, isn't it T I will read it.
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'' There is no precise method of measuring the decline in
rate of return due to an increased rate base nor to detemrine
the trends of expenses. Perhaps the best appro::rimation that
can be made from the record is the fact that using the socalled going bases about 3/10 of 1 per cent would be indicated.
"If we are to assume that the same rate of decline would
exist for 12 months in the future, then the required revenues
under the so-called going basis, would be understated by about
$9 million. ''
That was in addition to the 6% per cent return allowed
on the property generally.
A. Was it?
Q. Yes, sir. I will read you from page 29.
Mr. Ketner: I take it that decision is with the commission and will speak for itself.
Commissioner Hooker : Yes, we are familiar with it.
Chairman: Catterall : And it does allow .3 per cent for
attrition.
page 511} Mr. Ketner: I don't know what rate base they
used. There are a number of factors we would
look into.
Chairman Catterall: The Court of Appeals told them to
use reproduction costs and they used original costs.
By Mr. Moore :
Q. As consultant for the commission, did you advise them
through Mr. Kosh that you thought an attrition factor should
be allowed?
A. No, sir.
Q. You did notf
Commissioner Hooker: While you are on attrition, as I
understand it from your testimony, it is that if the rate base
was established on the average rate base rather than the end
of the period, you would allow .3 or .34 for attrition 7
The Witness: I don't know, Judge Hooker, whether I
would put it in rate of return, but I think that would represent the end result of my thinking.
Commissioner Hooker : All right.
By Mr. Moore :
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Q. In substance, that is what it amount to,
page 512 ~ isn't it?
A. May I add that in computing the rate of
return, I like to think of it as cost of attracting capital and
other factors such as attrition are something else to be dealt
with, maybe in another matter, but not to be confused with
the cost of attracting capital rate. Otherwise, you get a long
hodge-podge, just a figure at the end.

Commissioner Hooker : If I understand your testimony,
it was that on the average, you would figure a return of 6 per
cent, say, assume that is reasonable, and for attrition you
would allow .3-.34, but at the end of the period you would not
allow it.
The Witness: I wouldn't allow it at the end of the period,
yes, sir.
Chairman Catterall: You would allow it once but not
twice?
The ·witness: Yes, sir.
By Mr. Moore:
Q. You are assuming in your answer to that question
that the purpose in allowing an end of the period base is to
include, among other things, attrition, which may not be the
case, aren't you V
page 513 ~ A. I don't know what the company assumes in
using a year end rate base.
Q. w·ell, w·e do know what this commission has said in its
opinions are the reasons, don't we, or are you familiar with
that?
A. The last opinion that they handed down wa two pages
and it was mostly order. So I don't know what the commission.
thinks, because they didn't say.
Q. In the last s·ection of your previously prepared testi. mony, section 8, you make this statement:
0

"It should not noted in passing that in the last rate case
in 1954 the C & P Telephone Company of Virginia petitioned
for rate increases estimated to produce $4 million additional
income. ,vitness Johnson testified that the company needed
to have a 6 per cent return.
'' At the conclusion of the cas·e, tariffs were revised downward to provide an increase in revenues, estimated to be
about $2% billion.
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.

'' It is worthy of note that in 1955~ the petitioner
earned, despite so-called attrition, and the cut in
proposed tariff, 6.93 on its average invested capital. Subsequently, in 1956, it earned 6.79."
page 514

~

I assume you used those words of '' average invested capital,'' quite deliberately T
A. Yes, sir.
Q. In doing so, you shifted rather suddenly, didn't you,
from the contrast that you were proposing to make, that is,
Mr. Johnson's testimony about a 6 per cent return, which was
based on a property value rate base, didn't you Y
A. May I have the question, please 1 ·
(The pending question was read by the Reporter as above
recorded.)
The W'itness: I certainly shifted.
By Mr. Moore .
Q. Do you consider the figures comparable 1 Excuse me.
A. I don't lmow as to its suddenness. I would have preferred the actual result on a property basis. They were not
put into the re'cord. On the other hand, as a financial analyst,
I am constantly looking at what are the returns
page 515 ~ on the capital. I did shift from-well, one is an
invested capital basis and the other is a property
basis.
Q. Let's pinpoint it to this extent: It has a bearing on the
question as to whether you were comparing like things. You
pinpointed first, Mr. Johnson's testimony to the effect that
the company needed a 6 per cent return.
Now, you knew when you did that, that he was using a
property basis, just like this commission used in its order,
~~~,

.

A. Yes.
Q. You then proceeded to make a comparison. You said,
''It is worth of note that despite this attrition, the company
earned 6.93 on its average invested capital.'' Were you undertaking to make the commission feel that you were comparing
like things?
A. I think the language stands, it is worthy of note.
Q. Were you undertaking to compare similar things? That
is a simple question. Or don't you know that you had immedi-
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ately moved over to an entirely different subject Y
A. I know that the property rate basis is not
identical with the invested capital rate base, although under the original cost jurisdiction, there ought to be
a fair degree of coincidence then.
page 516

r

Chairman Catterall : Did you not get those figures from the
Federal Power Commission Y
The Witness: These figures were given to me by the company.
Chairman Catterall : .Are they total company figures?
Mr. Moore: Yes.
Chairman Catte·rall: That is another variation.
By M'r. Moore:
Q. Didn't you realize you were using total company figures
in using the 8.93 per cent on average campany value, when you
were comparing it to Mr. Johnson's figures which were on a
property rate basis, and which was intrastate?
A. I thought I mentioned in my second sentence in the
direct testimony on the stand here in response to a question
by intervenor counsel, that there were two rate
page 517 r bases, original property less depreciation, plus
materials and supplies, and cash working capital
and a rate basis of total invested capital. .
I indicated that the two should have substantial equality.
I -also followed that out and pointed out that we, of course,
have the question of intrastate jurisdiction versus intrastate
· and we have the question of handling of work in progress,
which may make the total, whether it is $210 or $180 million
not coincident.
Nevertheless, the rate on these two bases as a ·rate, particularly where the interstate is earning somewhere in the same
neighborhood, ought to have a good deal of similarity.
Q. You did not point out to the commission in your direct
testimony that there were these two very significant differences in what you were undertaking to compare, did vou f
,_
In the one case y-0u were comparing Mr. Johnson's testimony
based on a property rate basis with a capital rate base, which
was entirely a different thing, and in the second place, the
capital figures that you were using were total company and
not intrastate.
You did not see fit to point out to the compage 518 r mission those differences in making that comparison, did you?
·
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A. Well, let's take a look.

Mr. Ketner : He certainly did point it out. He referred
to it in his testimony of $201 million. He referred to the
exhibit number. It is right in his testimony there.
The Witness: I don't want to lead the commission by the
hand. They know that some of this material is intrastate
and they know that there are such things as work in progress.
On page 9.1 of my written testimony, I wrote my own question and said: "Do you have any comment on the ·rate
base 7'' And I said, ''Mr. Thuline, in Exhibit 10, uses an
intrastate rate base of approximately $201 million. It is
my . understanding that this sum includes telephone plant
under construction aggregating in excess of $8 million. This
property is not used and useful in rendering telephone service to current subscribers.''
I don't want to belabor the point. I think my language
identifies it. If you think it needs to be dressed up and
said over a second time, I will be glad to do so.
page 519} Mr. Moore: I think we made clear our point.
We have nothing further.
Mr. Elliott: I have no questions.
Mr. Ketner: I have a few on redirect.

RE-DIRECT EXAMINATION.
By Mr. Ketner :
Q. Mr. Howell, in connection with the question you have
just been discussing, you do refer in your testimony to
$193 million rate base by deducting the so-called $8 million
that is used in construction purposes, is that not true?
A.. That is right, sir.
Q. Do you have any additional comment to make on the
cost of equity capital 7
A. Well, I would like to say this, which I don't think perhaps I was fully responsive on to a question from Mr. Moore
earlier this morning, or set forth fully in my position in
1954 and in my position as it was even before that.
The Bell System in some respects in many respects, is a
unique financial institution. It has a dividend record returning unbroken back to 1885, which is before many of us
were born.
page 520 ~ In approac?ing a c~st of attracting capital as
contrasted with electric companies and others I
consciously or subconsciously have given, as I think the in-
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vester public has given, great weight to the $9 dividend,
and it has demonstrated in a postwar period, its ability
through the $9 dividend to attract a huge amount of equity
capital.
I sat back, as I started to prepare in this case and, you
might say, put my feet on the table and said, ''What are the
issues T What are we going to show to attract capital Y''
It came· to me even more forcibly than it was three years
ago. What is necessary to maintain the $9 dividend Y Without questioning whether the $9 dividend is the exact thing
you should have or whether it was too high or appropriate
or what, it has demonstrated it can attract capital.
How much is necessary to maintain the $9 dividend in the
future so that we can have successful telephone service and
attract all the capital we need? I said, "Well, you have to
earn $9, of course.
page 521 ~ How much more do you need as a margin of
safety T It seemed to me that 25 per cent was
the adequate margin of sa.fety, but I used 33 per cent or, to
put it another way, a 75 per cent payout. The historical
payout in the postwar period is somewhat more, about 80
per cent, ,or a margin of safety of 25 per cent.
That was underlying my thinking in 1954 and underlying
my thinking even more today. Then, I took a look at what
the actual earnings were as contrasted with the dividend and
the earnings, using a cycle, good years and bad years, not
just the last few years which happen to be rather the best
years in the last 25, and what did we accomplish.
Looking at that instead of the $9 dividend. The $11.19 has
enabled the company to maintain the $9 dividend to compensate for charges to direct surplus, to compensate for dilution
in issuing shares at par instead of when the stock was selling
for $180 and to increase the book value.
How much is necessary to maintain the $9
page 522 ~ dividend adequate protection? Eight per cent on
current book value? It may be a little different
if you use the average book value for the past period, but
8 per cent on $150-it is actually, I think, $152-would give
you your $12.
Another aspect ran through the back of my mind which is
somewhat inarticulate. The Bell witnesses, as I have observed them, have argued and urged that earnings ought to
be a hit more during a period of good times to compensate
for bad times. That is one reason why, I think, you should
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take the current period, which is good times, $13.16 and compare it with 1947 when it was somewhat less than $9.
How much liberality should you include and when go9d
times extend and extend itself, do you continue to do thatT
In my testimony in 1954, I was still under the feeling we
need to keep the company and have a little excess as for
how the situation was in 1947, for the bad times that had occurred, and which may occur in the future. But as we continue to add even better years, you begin psychologically, not
to be quite as liberal.
You look at Exhibit No. 48 or Table 22, which
page 523 ~ Mr. Moore re-issued, or which was put into this
record, and you will see that the 8.60 is the highest
:figure on the table on the page. In other words, it is unsupported by any of the other figures there. It is higher.
I rounded off to the top figure.
Those are some of the, you might say, inarticulate frameworks, within which a witness in approaching a thinking
through his mind. It is my firm conclusion that with earnings
in the neighbodhood of $12, the B'ell System can continue to
attract capitql in adequate quantities and maintain high
quality telephone service.
Q. In other words, Mr. Howell, conditions change in the
:financial world from year to year. Isn't that true! That
might affect your testimony one year as against another year
involving the same issue!
A. Certainly, conditions change and I try to take cognizance
of them.
Q. Mr. Moore asked you about your Exhibit 2.3, Table 2.3
and emphasized that you should have used only seven years,
beginning with 1950, rather than 11 years beginning with
1946. Have you used 11 years not only in conpage 524 ~ nection with your showing as to table 1.2 .and
Table 1.6, and other tables shown in your testimonyT
A. Well, Mr. Ketner, as I have just mentioned, my general
approach to this period was that we should try to measure it
in the light of the postwar :financial experience. In rate
cases which were started in 1950-1951, we did not have, a very
long period.
The war period interrupted. But certainly, from the
weight of the evidence, and I in my thinking, have relied
very heavily on the entire postwar period.
Q. Now, with respect to the attrition, you discuss that in
connection with your Table 7.1, is that true, Mr. Howell?
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And doesn't that table show that the attrition is tapering
off in recent yearsf
. A. Well, I suppose you can deduce that from 7.1. Let us
turn to 7.2. There the annual increase in columns E and F,
derived from Column D, the increase in plant account for
1953 per telephone was $13, for 1954 was $11.96, for 1955
for some reason or another the figures I got dropped to $2.10
and then in 1956 it came back to $4.25.
page 525 ~ Q. I have just one further question about the
debt ratio. I take it that it is your position that
a 45 per cent debt ratio is perfectly reasonable to the. company and to the rate-paying public?
A. Well, my primary approach to the debt ratio, first, is,
is it financially sound 1 If it is not financially sound, you
can't go further. If it is financially sound-and I certainly
can't say that a 1/3 debt ratio is not financially sound-we
must ask the question of what is economic and efficient capital
structure, giving balance and weight to other factors.
If this were an oil company and they said, ''We want this;
this is what we are having for our stockholders,'' that ends
it. But in the public utility you need to have economic and
efficient financing and not the luxury of an over-conservative
type capital stmeture in the light of current, today's frame~
work.
.
The framework is high taxes. We thought in 1948, ''Well,
current taxes are going to be low and. going down and be readjusted; bear with us.''
page 526 ~ Secondly, Mr. Moore asked me about questions
as to the costs of capital, and referring to my
Table No. 1.3. I think we ought to consider that while the
figure which he averaged, or which appea;rs at the bottom of
my Exhibit for 1957 is 4.67; nevertheless, the weighted
average cost currently, as best I can estimate it, ·of the Bell
System as of the present time is 3.39.
So that, the cost of debt in relationship to the cost of
equity, even though it is 8 per cent, which Mr. Moore says
is low, certainly in relationship to my previous testimony
when adjusted, 52 per cent cost of taxes, it shows that the
cost of equity is a number of times in exeess of that of the
cost of debt.
I want the Bell System to have a conservative capital
attracting structure. There is no need in my mind, that
it ·should indulge as a public utility in excessive conservatism. That is the wav the matter lies.
Q. ·In other words, "'it is your position, as I understand it,

262

Supreme Oourt of Appeals of Virginia

Paul L. Howell.
that the rate-paying public is entitled to an efficient system,
financial system, as well as efficient operations of
page 527 } the plant t
A. Yes, sir.
Mr. Ketner: That is all.
Chairman Catterall: If you exclude work under construction from the rate base, would you also exclude interest
charged to construction t
The Witness: ·wen, let's start afresh, Judge Catterall,
on excluding work in construction from the rate base. It
is my opinion that the company is entitled to capitalize at a
reasonable rate the work which is in construction and add it
so that when it goes on, the contractor's billing is increased
accordingly and thereafter amortizes that through the usual
depreciation proceeding and get a return on that increased
amount from future consumers.
Chairman Catterall: But on the statements when they
add interest charged to construction of $390,000 and that
is added to the actual income, doesn't that figure off set the
other, more or less T
The Witness: It would seem to me that there was double
counting there, Judge Catterall. If you have interest here
and then add it into the cost-of the goods, or the
page 528 ~ property, when it is put into use, it seems to me
there is double counting there.
Chairman Catterall: But when you add it to the income
and treat it as if the company had earned $390,000 more
than their operating income, it weighs much more heavily as
income item than it does as a capital item.
The Witness: Well, I had not thought of it as to whether
it weighed heavily. But if you add it in, are you justified
in capitalizing it and writing it off and earning a return on it
in 1959?
Chairman Catterall: Your position is that the $8 million
work under construction should not be included in the rate
base, and that the interest charged to construction should
stay in the income account T
The Witness : My position is that it should be taken out
of the rate base and out of the return on said rate base,
and that it should be computed, added to, the net cost of the
property and then subsequently, in 1959, you earn a fair
return on that a.nd you eliminate it by depreciapage 529 } tion.
Chairman Catterall: Well, I will study it. I
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don't believe we have time to go into it further.
page 530

~

Commissioner Hooker: You may stand aside,
Mr. Powell.

("Witness excused).
Commissioner Hooker: Next witness.
Mr. Ketner: I will call Mr. Hammond.
CHARLES HAMMOND
was introduced as a witness for and on behalf of Intervenors
and, having been first duly sworn, testified as follows:
DIRECT EXAMINATION.

By Mr. Ketner: Mr. Hammond, please state your full
name and residence Y
A. My name is Charles Hammond. My residence is 6015
North Twenty-Second Road, Arlington 5, Virginia. ·
Q. Are you the same Mr. Hammond who testified before
this commission in 1954, in case 12073 T
A. I am.
Q. Mr. Hammond, have you prepared some testimony and
exhibits which you desire to offer here for the record T
A. I have.
Mr. Ketner: If it please the Commission, Mr. Hammond's
testimony consists of ten pages, and exhibits
page 531 ~ marked from H-1 to H-8, inclusive.
Commissioner Hooker: Do you wish that to
be filed as the other one, as Exhibit 49 ¥
Mr. Ketner: Yes, sir.
Commissioner Hooker: Which includes all exhibits, of
course, within that Exhibit 49?
Mr. Ketner: And the testimony would be written into the
record as though it was orally given?
Comniission Hammond: Exhibit 49 may be received.
(Exhibit No. 49 was received in evidence).
page 532

~

Mr. Ketner: Mr. Hammond, will you state
your name and address?
The Witness: My name is Charles E. Hammond, Court
House, Arlington 1, Virginia. I am executive assistant to
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the Public Utilities Commission of Arlington County, Virgiitj.a.
By Mr. Ketner:
Q. How long have you been employed by .A:rlington County Y
A. Since February of 1954.
Q. Have you, during the time employed by Arlington,
had occasion to testify before this commission?
A. Yes, on several occasions. I have appeared in cass relating to gas, transportation, and telephone matters.
Q. And have you appeared before other regulato'ry bodies T
A. Yes, I have appeared before other regulatory bodies.
I have appeared before the District of Columbia Public
Utilities Commission, the Interstate Commerce Commission,
and the Maryland Public Se·rvice Commission. I
page 533 ~ have also appeared be/pre the Committees of
the United States Congress.
Q. What is your professional training Y
A. I was graduated from Cornell-Iowa-College with a
degree in ec.onomics, and have done graduate study in this
:field. My professional experience has been in the field of
economic resea'rch and analysis.
I have made analyses of economic and financial data, made
revenue estimates and predictions of costs of op~ration of
utility properties, including analysis of unit costs.
In my work with Arlington County, I have had the duty
of scrutinizing the operating statements and other financial
data of the operating· companies which do business in the
Arlington area.
For seven yea'rs of my experience I was employed as an
economist with a large utility. Many cases were developed
for presentation by me or by the staff engineer in charge.
This included rate cases as w·ell as cases dealing with operations. This was a staff position and reports and recommendations were made directly to management.
·
Q. Mr. Hammond, have you analyzed the data
page 534 ~ prepared by the company and presented by it as
evidence in this case.
A. I have.
Q. What has been the nature of your examination 7
A. It has been my purpose to examine the exhibits and,
to a limited extent, the working papers of the company, in
an effort to determine the equity of the rate increase requested. It is a paramount consideration that 'rates be estab-
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lished which are equitable to the public, as well as remunerative to the company.·
Q. ·what elements have you considered in your examination?
A. I have considered first, the question of whether the
revenues indicated on the so-called '' going level'' basis are
shown in their proper -relationship to the plant upon which
the company proposed to earn a fair rate of return.
Second, I have conside·red whether the statement of net
income on a going level basis properly reflects the amount
of net income which the investors ·realize on their investment
in the Virginia company's intrastate plant.
Third, I have considered the estimates of revepage 535 ~ nue, both gross and net, which the utility attributes to the proposed increase in rates.
Fourth, I have considered the matter of the so-called attrition which the company claims as a proper charge for rate
making purposes. This consideration has been made in the
light of the company's past experience as well as the present
application.
Q. ]\fr. Hammond, have you made a.ny determination as to
a proper rate of return for t11e Virginia Company?
A. No, I have not. Where it has been necessa:ry to use a
rate of return for estimating the total amount of gross and
net revenue required by the company's intrastate operation,
I have relied on Professor Howell's study of a proper rate
of return. For purposes of estimating, I have used a 6.1
per cent ra.te of return.
Q. Mr. Hammond, based on your investigation and study
of the exhibits and data in this ease, what do you conclude
to be the additional intrastate ·revenue required by the Chesapeake and Potomac Telephone Company of Virginia Y
A. I conclude that the Virginia Company should
page 536 ~ be allowed to increase its charges to the Virginia
Public by a gross amount of no greater than $1,015,000 per year.
Q. Earlier, yon stated that you gave consideration to
fiv aspects of the company's application. Will you please
direct your attention at this time to these?
·
I beiieve one was the so-called going level of revenues ..
Do you find the exhibits in support of the company's application do show a true going level of revenues Y
A. No, I do not. Let me illustrate :
The company application is supported by data which have
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been estim~ted for a recent six-month period, ending September 30, 1957. The revenue and expense data therein represent revenues and expenses of the company for telephone service provided to some installations for only a portion of the
six-month period.
On the other hand, the rate base data include plant in
service at the end of the period, and some plant not in service at the end of the period.
If net income and the rate base are to be repage 537 ~ lated to one another in determining the revenue
needs of the company, some adjustment must be
made i:ri either the going level data or the plant in service
data.
If, for example, one were to conclude that each telephone
were installed and in service for one month, earning one
dollar of net income, it would be reasonable to expenct that
on an annual basis twelve dollars would be earned, the company's so-called going level basis, however, requires that the
telephone in service for only one month earh a full year's
net income.
It is clearly seen, then, that some adjustment is required
in either the going level data, or the plant data in order that
revenue data include all those revenues which are represented
by the current ea:rnings capability of the plant upon which
the rates are to be based.
Q. Why did you decide that an attempt should be made
to equate revenues and plant with each other f
A. As I stated earlier, it is paramount in rate
page 538 ~ making p'roceedings that the rate payer be required to pay only those c;harges for expenses and
those profits which are proper and which represent the full
earnings capability of the rates charged for the utility service.
There is no equity in charging the rate payer new rates
to produce income which will be produced by present rate.
There should not be any return paid by the rate payer for
plant which is not serving the rate payer.
Q. Have you prepa!red an exhibit which summarized the
adjustments which you believe should be made in an effort to
,bring into proper perspective the revenue, expenses, and
investment s!atus of the Virginia Company with a view
toward equatmg these three elements to one another T
A. I have. I would like to present for identification Exhibit H-1, a document identified as H-1.
Q. Will you please explain this exhibit?
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A. This exhibit summarized the adjustments which I believe should be made to the revenue, expenses, and
page 539 ~ earnings data. The first eight lines on Exhibit
H-1 are taken from Exhibit 10.
Lines 9 through 14 represent adjustments made to net
income, the effect of which is totaled in line 14.
Lines 17 through 19 represent adjustments to the rate
base.
On line 21 there is indicated the net income requirement
to be obtained from increased rates. This amount of $462
thousand, when conve·rted to gross, is indicated in line 22
to be $1,015,000.
Q. Mr. Hammond, will you please explain the adjustment
made in line 9 T
A. Included in the rate base as computed by the company
is the amount of some eight million dollars of telephone plant
under construction. At the same time the company has included as a credit to net income an amount of some $394
thousand, of interest charged construction.
It is clear that plant which is still under construction cannot be earning revenue or p!roducing net income for the
company, and while funds may be invested in the plant
under construction, the company's exhibits do not give any
credit for its earning potential.
page 540 } Interest on construction does not accrue to the
company in any way, but, rather, is charged to
the plant accounts. It is, therefare, equitable to exclude
the credit items of interest charged construction and at the
same time exclude the plant item of telephone plant under
construction.
On line 17 I have eliminated from the rate base telephone
plant under construction, and on line 9, interest on construction. I have prepared Exhibit H-2, which shows the ·relationship of the two items.
Q. Will you explain the adjustment indicated in line lOt
A This adjustment is for the purpose of giving effe.ct to
the actual payment of federal income taxes on a consolidated
return basis. There is no equity in charging the ratepayer
for federal income tax which results in a higher amount of
tax than that whicch is payable to the government.
The saving to the American Company amounts to nothing
more than a refund of taxes shown on the Virginia Company's
books. The Collector of .Taxes,-in this case the
page 541 } Virginia Company and its parent-has the obligation to refund to the taxpayer-in this case,
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the telephone subscriber-that which has been collected and
not used by the ultimate assessing body-the federal government..
The basis for the computation of the intrastate po·rtion is
indicated in Exhibit H-3.
Q. You show in line 11 of Exhibit H-1, New Station Net
Income. Will you explain the development of this figure of
$187 thousand?
A. I have in Exhibit H-4, developed this adjustment. Company data for both revenue and expense for the test period
include only that portion actually incurred or collected during the period, while the rate base includes all of the plalll.t
on the books at the end of the period.
Therf ore, while asking for rates to return a given percentage of net income to the company at period end, only a portion of the actual net income which that plant is capable of
earning is included.
The refore, I have restated the net income by the amount
which the stations in service would have earned
page 542 ~ had they been in service for the full period.
By using only the net income, intrastate, for the
average number of stations f o'r the test period as shown on
Exhibit H-5, the total net income for the stations at the
close of the period can be properly shown. This amount of the
adjustment is reflected both on line 11 of Exhibit H-1, and on
line 7, Exhibit H-4.
Q. Please explain the adjustment shown on line 12 of Exhibit H-1?
A. In support of the adjustment shown on line 12, I
have prepared Exhibit H-6. The purpose of this adjustment
is to give effect to the fact that company data for increased
revenues were developed using telephone stations in service-or estimated to be in service-on June 30, 1957, while plant in
service data include the investment for those stations which
were added between that date and the close of the test period.
The results have been included as an adjustment to the
net income on line 12 of Exhibit H-6.
Q. What is the significance of the adjustment
page 543 ~ in line 13 of Exhibit H-1 ¥
A. This adjustment gives effect to the fact that
company exhibits indicating needed revenue include an allowance of $5,151,000 of new plant-planned for in connection
with the wider range calling. This Exhibit restates the net
income effect of this investment using the 6.1 per cent rate
of ·return.
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Q. Your footnote· to line 14 of Exhibit H-1 indicates that
this adjustment is made for the purpose of eliminating a
duplication in the company estimates for needed revenue.
Is that correct Y
A. Yes.
As I under.stand it, the factor used by the company for reducing gross revenue to be· received to net income includes
a factor f o'r the inclusion of gross receipts taxes paid on
gross income.
Inasmuch as gross receipts taxes in the amount of thirtyeight thousand dollars were included in the revenue requirement for wider range calling, it is necessary to eliminate
this duplication.
Q. Mr. Hammond, what is the sum of all the adjustments
to net income which you have made 1
page 544 ~ .A. The total additions to net income are in
the amount of $844 thousand, and the subtraction of the one red figure of $395 thousand leaves a resulting upward adjustment to net income of $450 thousand.
Q. On lines 17 and 18 of this same Exhibit H-1, you have
made adjustments in the rate base in the amounts of $8,851,000 and $2,320,000. Will you tell why these adjustments
were made?
A. Telephone plant under construction has been eliminated because it is plant which was not serving the telephone
subscriber during the test period.
Since present subscribers are not presently receiving serv- ·
foes fr.om such plant, they should not be required to provide
a return on it. The company's allowance for cash working
capital is not supported by a lag study of payment or of
moneys received.
Federal income tax accruals alone would provide sufficient
funds for cash working capital. Accordingly, I have eliminated this from the adjusted rate base. This adjusted rate
base then becomes $189,862,000.
Q. Having made these adjustments in net income and adjusted the rate base, what do you conclude to be
page 545 ~ the total net income requirement, intrastate!
A. This is shown on line 20 of Exhibit H-1, as
$11,582,000, or $462 thousand more than the adjusted net
income on line 15. Expressed in the form of illlc.rease in
gross income required, the company would be entitled to a
gross increase· $1,015,000.
Q. Mr. Hammond, earlier in your testimony you stated
that you gave your attention to the matter of attrition.
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Will you explain how you did this, and state your conclusions with respect to this matter!
A. Company claims for attrition are :founded, it appears,
on the basis that increasing investment pe·r unit of plant results in a predicatable decline in rate of earnings.
For this, it asks the privilege to earn a greater rate of return at the outset in order that the earnings at some time
in the future may decline to the allowable rate of return.
Even if attrition were predicatable, the present rate payer
should not be required to pay an excessive rate of return.
By providing for an end-of-period rate base,
page 546 ~ the company has an imbedded allowance for
attrition. This is due to the return allowed on
plant which did not provide telephone service for the full
test period.
Exhibit H-7 and Exhibit H-8, have been prepared to ullustrate this.
Using company data for rate base and for net income, it is
shown that the rate of retu·rn for the six months ended September 30, 1957, on an average rate base, would be 0.41 per
cent greater than a year-end rate base. This is ample evidence that the earnings on a year-end rate base generously
provide a •return greater than a reasonable return.
page 547 ~ By Mr. Ketner:
Q. The evidence that you have offered in the
· form of Exhibit 49, was that prepared under your supervision?
A. It was.
Q. Is it true and correct to the best of your information
and belief?
A. I believe so.
Q. I think the testimony speaks :f.o•r itself, but Judge
Catterall was asking the previous witness, Mr. Howell, some
questions about deducting the $8 million construction fund
from the rate base. Have you dealt with that in your testimony?
A. I have dealth with that subject in my testimony, and in
my Exhibit. In that connection, I have deducted a figure
for construction work in progress from the rate base, and
at the same time I have excluded from the income account
the e.redit item for interest charged construction. I also
have prepared an exhibit or a portion of this exhibit which
illustrates that simply by including the construction work in
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progress the company is .seeking a return on that by its
established or testified to rate of return of 6.56,
page 548 } a figure substantially in excess of the credit item
which is shown for interest charged construction.
Therefore, it would be most fair, in my judgment to exclude both items from consideration in order that equity
can be given to both the rate payer and the company in that
particular instance.
Chairman Catterall: While they were charging that
interest to construc.tion, they were not making 6.56. You
have not figured this on the basis of the actual rate of return, have you Y
The Witness: The interest charged construction-the credit
item, I believe, is $394 thousand. It is shown on my supplemental exhibit portion H-2.
If you relate the interest charged construction to the telephone plant under construction, you would conclude that the
company is requesting an amount of approximately $581
thousand as a return on the telephone plant under construetion, while it is only crediting to the income account $394
thousand, the difference being $187 thousand, and netting that
out, to give the gross effect, it is $411 thousand.
Chairman Catterall: But if in line 4, on your
page 549 } Exhibit H-2, instead of using 6.56, you used five
per cent, the difference would be much less striking, would it not?
The Witness: But, Judge, the·re would be no justification
for using a figure under that which the company is requesting in this case.
Q. They are requesting that for the future, but that interest
charged construction was charged in the past.
A. It was charged in the· past, and it is going into the
accounts of tl1e company, and upon which it expects to earn a
return in the future, on the interest charged construction.
In short, it is going to earn money on that again.

By Mr. Ketner:
Q. As Judge Catterall states, if that line 4, property under
construction, if the percentage was five per cent that $581
thousand figure would be reduced acco·rdingly.
A. If you entered that figure there, but I can see no justification for using that figure.
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Q. Is there anything further you desire to say
page 550} in a preliminary way, Mr. Hammond, about your
.
testimony?
A. I want to emphasize in connection with my testimony
and exhibits, something that I believe needs emphasizing in
this and in othe·r cases, and that is that the paramount interest is that of the rate payer, and that his interest should
have the concern of all parties, because· it is the rate payer
who foots the bill for these items.
· · Therefore, in my testimony and exhibits, I have tried to
re.fleet not the full .amount of consideration that might conceivably be givoo by taking full advantage or bending over
backwards in favor of the rate payer in every case, but by
giving reasonable consideration to the interest of the rate
payer.
Certain adjustments should be made to the accounts as
they are presented here f o'r rate making purposes in order
that the rate payer may be treated fairly and equitably,
while at the same time giving fair and equitable consideration to. the company's claim.
Q. What is the total amount or the gross amount that
you have concluded that you think the company
page 551 } may be entitled to as a result of this application.
··
A. I have concluded that the company should
be entitled to no more than $1,015,000 in gross revenues.
Q. Your testimony was prepared prior to the additional
testimony dealing with wages?
A. It was.
Mr. Ketner: I believe that is all on direct.
Commissioner Hooker : Cross examine.
Mr. Moore: We have a few questions.

CROSS EXAMIN.A:TION.
By Mr. Moore:
Q. Of course, that testimony was prepared without reference to the additional wage costs testified to this morning,
of $1,200,000?
A. That is correct.
Q. And your figure of-what is it T
A. $1,015,000.
Q. That compares with Professor Howell's $1,600 OOOT
A. That is correct.
'
.
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Q. So you go him better about six hundred thousand dol-:lars on the downward side!
A. I have approached several items that M•r.
page 552 } Howell did not touch upon at all in his testimony,
or his exhibits.
Q. You felt he overlooked something there?
. A. I believe for the purpose for which Mr. Howell was
employed by the intervenors, he was not commissioned to
go into every aspect of the company's application.
Q. I believe you are testifying in y,our eapa;city as executive assistant of the Public Utilities Commission of Arlington County f
A. That is co'rrect.
Q. You stated in your testimony that you had not undertaken to make any determination as to a proper rate of retw·n, but on that question you had relied on Profeasor Howell
entirely for a return of 6.1 pe'r cent being appropriate ;
isn't that co'rrect f
A. That is correct.
Q. On page 10 of your testimony, you state that the use
of an end of the period rate base, however, does include
an imbedded allowance for attrition. That is correct, isn't
itT
A. That is what I stated, yes.
page 553 } Q. If you will turn to your exhibit H-1 now,
most of my questions will relate to that exhibit.
You show an end of the period rate base on line 16, do you
not, of $201,033,000.
A. I have quoted the company's exhibit in that respect.
Q. Since you are using an end of the period base, do you
consider you have included the imbedded allowance for at;.
trition- which you say the use of an end of the. period base
provides?
A. That is. correct.
Q. You have included that f
Chairman Catterall: On that exhibit, you have not taken
out the interest charged construction, have you?
The Witness: Yes, Judge. If you will look on line 9. you
will notice interest charged construction, which is subtracted.
Chairman Catterall: I see. I missed that. ·
By Mr. Moore:
Q. Now, if yrou will look at items 11 and 12 on that exhibit,
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you will see that you P'ropose. to credit back to the· company
nes station net income of $187 thousand and new
page 554 ~ station net increase of forty-six thousand dollars.
Don't you appreciate that when you do that, that
in substance you set up an average base with no imbedded
attrition allowance Y
A. My adjustment that you refer to in item 11 and 12,
does go part ,of the way to making an adjustment which would
have a tendency to try and relate the net income and the, rate
base.
That is correct. By that I mean to say that in looking at
the company's exhibits and reading the testimony, it was
clea:r that there was no attempt given by the company to
recognize that certain plant which is included in the rate base
had only a small 'Opportunity to return to the company anything for net income·.
It is for that reason that this adjustment was made.
Q. When you did make that adjustment, what you have
really done there is that you have undertaken to estimate
the income that the company would receive from stations
that might be installed during the test p~riod, and you have
assumed that those stations were in operation
page 555 ~ throughout the entire test period, haven't you? · ·
A. Throughout the six-month period, yes.
Q. Now, don't you realize that when you do that, you have
absolutely squeezed out any possibility for the inclusion of
attrition, and you have, in effect, set up an average rate
base1
A. No, I have not squeezed out everything far attrition, because there are several items that are working in the company's favor.
As I read the company's exhibit, and testimony, I find that
claims are made that the company's efficiency is increasing. I have given no effect to increasing efficiency during that
period.
I have only assumed that the net income on the additional
station would be approximately the same. The company has
stated that f ewe'r employees are required per a given unit
of telephone plant, and, correspondingly, there a.re reasons
to .believe that because of fewer employees, the earnings would
be increased.
I have also thought and believed that it is the company's
claim that new plant is more efficient than old plant, and
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correspondingly requires fewer employees.
Those things we're all working during the test
pe,riod. I cannot relate any net income to those
items because I have no way of knowing how they would
affoet the net income pattern.
I have just assumed that the net income per station would
be the same.
Q. I will put it to you this way: Did you intend, or did you
not intend, by giving the company credit for those· two items
of $187 thousand and forty-six thousand dollars during the
test period, to eliminate any allowance for attrition!
A. It was not the intentiron of these two items to give a
credit, o'r allowance, for attrition.
Q. Did you intend by including those items to put the rate
base subs.tantially on BJn average rate base 7
A. I intended to reflect on a net income basis some new
net inJeome for stations not in effect during the entire period
I did not have the full benefit of an entire test period of one
year, a period of time wl1ich would have given me a reasonable
. oppo'rtunity to fully investigate the average
page 557 ~ versus the year end rate base, and also to have
considered the full impact of attrition if it is
operating.
Q. I don't think you have answered my question. The
answer to the question I put to you is either yes or m.o. You
may expand on it all you want, but I want a specific yes or
no to my question, as to whether you focused on the point
when you included in your statement here $187 thousand
for net station income, and forty-six th~usand dollars, did you
focus on the point that you were in effect setting up an
average rate base?
·
Did you realize you were doing it, or did you intend to do
iU
A. I was not setting up an average rate base. I was merely
relating the investment to net income.
Q. If it had that effect, you did not comprehend it; is
that right?
A. It may have, in your judgment, had such an effect.
However, it was not from that point of view that I approached
the problem.
page 556

~

Chairman Catterall: It could have had the effect of setting
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up a beginning of the period rate base, could it
page 558 ~ not Y
The Witness : Judge, I don't see how it oould
possibly have had that effect.
Chairman Ca tterall: If we assume that all the phones in
use at the end of the period were in use throughout the
period, wouldn't that put them back in the beginning of the
rate base, instead of in the middle Y

· Q. If I had done that, that might have been the case. However, I did 1I1ot do that.
By Mr. Moore:
Q. A.re you familiar with the most recent decision of the
Commission .so far as I know dealing ~ith this subject of
end of the period base, which is the decision of the comniission in the Virginia Electric and Power Company, 1954, case
No. 117887

Are you familiar with that opinion.
· A. Somewhat.
Q. I want to read you one paragraph from the majority
opim.ion, Judge Hooker, in which the principles involved in
·
the use of an end of the period base are set forth. ·
"It is all the more true at a time when utilities
page 559. ~ are required to spend vast sums of money for
·
expansion, that a.n end of the period rate base is
the only fair measure. As money is invested in plant, it
d!oes not immediately earn all that it is expected to earn in the
future, but the utilities are required to pay all of the car'rying charges on t~s .additional investment during the period
while in the plant account, but before it has reached its proper
level of earnings, this lag can be seen by the evidence presented by the company in this. case.
"There it was shown that the investment made in the post:.
war period have resulted in earnings a.t a materially lower
rate than the investment already in the plant. The use of an
end of the period rate base properly tends to offset this lag,
in return, which is inevitable in a pe1iod of great expansion.''

I ask you i~ light of that statement of the reasons for the
us~ of such a base, have you not disregarded completely those
reasons in your method of using end of the period baseY
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~

Mr. Ketner: ~n · asking that question, could
you point out to the ·commission wheth~r or not
the applicant in that oase.. was claiming ·anything for attrition as such, as you are claiming here Y
.
I think that might have affected the decision of the commission.'
.
··
Mr. Moore : I don't think that is relevant at all. That is
a statement as to the priillciples that underlie the use of the
end of the period base. I asked him if he was familiar with
it.
_i: ,.

.

By Mr. Moore:
· , Q. I now ask you if.you don't realize that in your treatment
of this ·subject by your bringing in this $187 thousand, and
the ·forty-six thousand dollars as· added revenue, you are
flying in the teeth of that principle that was declared by the
commission as the basis for the use of an end of the period
base!
·
Yiou have eliminated any effect of lag, have you not!
A. ·Without presuming to state what the commission feeling would be, I would say that the commission should be
willing, and I am sure it is, to take another look
page 561 ~ at things as they stand, to recognize the position
of the rate payer who is asked to foot the bill
for these items.
·
I believe that the commission will, in this case, take a good
look at all of the evidence and the reasons behind it, and keep
in mind the public's concern, the rate paying public, who foots
the bill.
Beea.use o.f that, I believe they wi11 be interested in seeing
that equity is done. Equity can only be accomplished by
relating the investment in · plants serving today's · public
rund the returns that might be expected from the plants that
are serving the public today.
A. You a:re aware that the test period in use in this ease
is a six-month period ending September 30, 1957, are you
noU
A. That is correct.
Q. I think you will agree tha,t no one considers that there
is anv reasonable possibility of increased rates becoming
e:ff.ective from this prioceeding rund, naturally, being collected,
ea:rlier than the first of ne,xt month, which would be, say,
three months. You are familiar, are you not, with Mr.
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Mitchell's testimony, that new construction has
page 562 }- being going in at the rate of $2,800,000 a month,
and for the next year it is estimated at four
milliO'Il dollars a month.
Mr. Ketner: I object to that. It seems to me he is going
beyond cross examination. That is a:rgument.
Commissioner Hooker: He is just referring to the record.
It is in. the record.
Mr. Moore: That is right, sir.
By M'r. Moore:
Q. With three months having gone by, assuming that for
the purpose of this case, you will then have somewhe·re between 8.5 million aind twelve million dollars on an ave,rage
that will be invested by January 1.
Under your method of handling that matter, no return
would be proviced for that money at all, would there·?
A. I wouldn't answer in the affirmative on that, because
the commission has been given no opportunity to find out
what kind of earnings that money would bring
page 563 }- during this period.
To project a figure such as that~ I would have
to know what kind of earnings might be expected from the
new capital to be invested. I am sure the company is not investing new capital without expecting a ·return on it.
If that is so, it would be my contention that they would
want to reexamine their situation by investing money.
Q. At any rate, in setting up your exhibit, you did not
intend to give any weight to wha.t we might call regulatory
lag, did you?
A. My exhibit was devised in order to relate the investment
and the income that might be expected from that investment, to put them on the same plane, not to bring one figure
from one plane and another figure from another plane and
try to relate the two.
Q. Mr. Hammond, you are ain intelligent man. You certainly have a responsible position. You have not answered
the question.
Read the question. The answer is simple, either yes or
no.
(The pooding question, as heretofore recorded, was read
by the re·porter).
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Commissioner Hooker:
little differently.

Ask the question a

By Mr. Moore:
Q. Have you given any weight to regulatory lag in setting
up this exhibit?
A. I might have to find out what your definition of regulatory lag is, before I answer your question.
Commissioner Hooker: You are an expert. Give your
opinion. Give your definition of it.
The Witness : Well, as I understand regulatory lag, it
would have something to do with compensating an applicant
for a delay in making a finding with respect to the rates that
ought to be charged by that company.
By l\fr. Moore :
Q. Now, having that in mind, answer the question either
yes or no. Have you, or have you not f
A. I would like to follow that up by commenting that
there has been no demonstration of a regulatory lag in this
proceeding.
Chairman Catte·rall: Then your answer is bound to be
no.
Mr. Moore: All right. It is mighty hard
page 565 ~

Q. The evidence that y;ou have offered in the
form of Exhibit 49, was that prepared under
your supervision f
A. It was.
Q. Is it true and co·rrect to the best of your information
and belief?
A. I believe so.
Q. I think the testimony speaks for itself, but Judge
Catterall was asking the previous witness, Mr. Howell, some
questions about deducting the eight million dollars construction fund from the rate base.
Have you dealt with that in your testimony?
A. I have dealt with that subject in my testimony, and in
my exhibit. In this connection, I have deducted a figure f.or
construction work in progress from the ra.t.e base, and at
the same time, I have excluded from t11e inc.ome account
the credit item for interest charged constrnc.ti{)IJ1.
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_ I ,aJso have prepared and exhibit or a portion o.f this ex~.
hibit, which illustrated why this should be done. It illustrates that simply by including construction work in progress, the company is seeking a return 001 that by
page 566 } its established or testified to rate of return of 6.56,
figure to get an runswer.
By Mr. Moore:
Q. Now, Mr. Hammond, in yotl'r so-called adjused rate
base on that Exhibit H-1, ,shown on line 19-that is what you
call the-you have a figure of $189,862,000.
.
You have not included, have you, the $5,151,000 of plant
related to the wider range calling program shown by Mr.
Brown on line 2 of Exhibit ·45 T
A. Mr. Moore, I am glad you asked me that questioo..
Q. I am glad myself, so just go ahead.
A. It might interest you to know that your witness Bowles
has a.treacly included a return ,of 6.56 per cent on $5,151,000
in his requirements for earnings. So that is already fully
taken care of and then some by the 6.56 rate of return that
he has allowed.
It is fully. taken care of by the compamy exhibit.
Q. Then you have not induded in your rate base that
$5,151,000 that Mr. B'rown included Y
A. N r, Howles has already included it.
page 567} Q. Have you done iU
A. It is included therein that respect; yes, sir.
Q In y;our exhibits?
·
· A. Yes, sir.
Q. In that $189 million, $189,852,000, have you included an
item of $5,151,000 representing the cost of the wider range
calling!
A. If the company exhibits reflect a return on the $5,181,000, or whatever the figure is, in their requirements for earnings, then it is fully reflected in this exhibit.
Q. You are undertaking to set up a rate base on which
ea:rnings would be produood. You show Ul) above there on
vour statemetnt, Exhibit H-1, net income of $10,670,000, and
you come down later and sh~w an adjusted rate base of $189,862.000.
All I am asking you is a simple· question that contemplates
an imswer of yes or not.
Have you included in the $189,862,000 your rate base fig:ure,
the item of $5,151,000 which is shown beyond any dispute in
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:: ·
the evidence as being the amount of additional
page 568 ~ plant that would have to be installed to provide
this wider range calling.
. You have·, or you haven'U Have you or haven't you?
A. It is included in this way, am.d this is i'rrefutable, in my
judgment.
:
Mr. Bowles in his testimony has talked about a requirement
of earnim.gs. One of the elements in his requirement of earnings, which he offs.ets by operating savings, is included, the
return on the $5,181,000.
The effect of that is fully in this exhibit because the adjustments shown by Mr. Bowles in his offsetting operating
expense item.
Chairman Catte·rall: Your rate base of 201,033 is the
same 201,032 on Mr Brown's exhibit, statement A, amd on
that statement A the fact that the five million dollars is not
included in .the 201 million dollars is shown by the circumstance that the five million is separated to the $201 million,
so that it couldn't be in the $201 million.
The Witness: In his exhibit, you will recall he comes to
gross of $6,541,000, whereas Mr. Brown comes to a gross
of $7,200,000, or something.
The difference represents accounting treatment
page 569 ~ that Mr. Brown has used, and in this different
accounting treatment, an item is included by Mr.
Bowles as a returin on an investment of $5,181,000.
By Mr. Moore:
Q. Do you undeTstand Mr. Bowles has talked about a rate
base that in1cluded $5,151,0007
The Witness: He. has. I think it would be fair at this
point, and I will be glad to step down for a moment if Mr.
Bowles will reply responsively to a question directed to that
point.

Q~ That is the same problem we had today on the 7227Mr. Moore: $5,151,000 is a plants accounting figure. It
is not up. to me to straighten the witness out, but what he
is confus·ed about is talking about income figures.
Chairman Catte·rall: I think it is elear on the record that
he has not included it. I think it is perfectly plain that he
has not.
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Mr. Ketner: It is mcluded in the exhibit, but not in the
adjusted base rate Y
·
The Witness: That is right. It is included in the exhibit because the return on the five million plus
page 570 ~ thousand sollars shown as a revenue requirement
item offset by ope'rating expenses.
By Mr. Moore:
Q. Just take your exhibit now, and pick out the figure
where it is included.
A. I am not going to do that, because it is not shown there
in that way.
I have accepted Mr. Bowles' statement that there were
certain operating expenses, and certain operating revenues
due to wider range facilities.
Commissioner Hooker: I would suggest we go to something else, Mr. Moore.
Mr. Moore : All right, sir.

By Mr. Moore:
Q. Now, if it is to be included, should there not be also included in your exhibits am. item of about $1,600,000, loss of toll
revenue, and maintenance and depreciation and taxes resulting from that additional investment?
You don't include any such item as that as a per cent from
Mr. Thulin's exhibits, do you T
A. My exhibit reflects the additional gross repage 571 r quired to provide a return on an adjusted rate
base of $189 million.
Q. The record sh°'vs beyond any dispute up to this time
that there would be a loss .o.f revenue, of toll revenue, and
additional maintenance and dep'reciation expenses and taxes
resulting from this $5,100,000, of approximately $1,800,000.
There is nobody up to this moment who has disputed the
fact that that would be involved.
A. Would you point that out for me 1
Q. Is an allowance of that sort included in your exhibit?
A. "\Vould you point tha.t out to me in the rec.ord?
Commissioner Hooker:
five minutes.

The commission will recess for

(A short recess was taken).
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page 572 }

Commissioner Hooker: Proceed.
Are there any other questions of this witness f
Mr. Moore : I will try to be v~ry brief on this point. I
don't want to try to trap the witness, but I want to clear
up the point.
By M·r. Moore:
Q. V{ill you look at Company Exhibit Number 10, Mr.
Thulin 's exhibit, page 1 t You will see there where you get
)Tiour two basic figures from this for your Exhibit H-1.
You will see there, as you come down in line 21, the item
of $10,670,000. That is lim.e 22, I believe.
That is net earnings before attrition, $10,670,000.
Don't you see on your exhibit that that is the figure you
are using for net income? Do you see that?
A. Yes.
Q. That is where you got it from, isn't it?
A. That is right.
Q. Now if you will come down further, on lin"
page 573 } 30, you will see net original cost investment, on
Mr. Thulin 's Exhibit, $201,033,000, and you see
that is what you used for your rate base. That is where
you got that, isn't?
A. That is right.
Q. You realize that Mr. Thulin's Exhibit was set up before any consideration was given to wider range calling,
don't you?
A. That is right.
Q. So it does not include any item :for this $5,100,000, does
iU
A. 1\fr. Thulin's Exhibit'does not.
Q. What?
A. Mr. Thulin 's Exhibit does mot.
Q. Well, you were using those same figures. So don't
you see you have not included iU
A. I have not ineluded a snecific rate base item ·for it.
However, if you will refer to Exhibit N11mher 29, I believe it
is, it shows that there were onerational savings estimated
to he- $655.000 from the additional extended area eallirng-.
The $655,000 is mv addition. Mr. Moore.
Q. All rhrht, sir.
pag·e 574 ~ A. It is Exhibit. 29.
Q. Excuse me. Were you finished?
A. It is my understanding- from observing- some of the
working papers of Mr. Rowles-and I mig-ht add thA.t the

284

Supreme Court of Appeals of Virginia
Charles Hammond.

working papers of Mr. Bowles were, I believe, ·supported
by:,some working papers of a Mr.-Bladkenstaff, whom I did
not. ·see, ·and whose working papers ·I did n10t observe-:.-included this savings, this operational savings, and as am. offset
against the operational savings there was a need for addjtional revenue included, which includes this item of a return
on this $5,151,000.
·
· Q. It appears ;on page 202 of the transcript of Mr. Bowles,
there, that he testified, '' The net 'result is to create an annual
revenue requirement of $1,758,000. ''
Were you not furnished with working papers in connection
with the development of that item which showed loss of toll
revenue of $1,264,000, message units $240,000, and Schedule
B' services $23,000, which makes approximately $1,600,000 loss
of revenue?
A. I was shown some working papers. I don't recall
exactly those figures, but they sound familiar.
page 575 ~ Q. You have reflected in no way in your exhibit
that situation, have you?
.A. Which situation was that?
Q. · You have not included the $5,100,000, and you have not
included anything with respect to the loss of that revenue,
have you?
A. I have not included any operational savings in making
any adjustments ·either.
Q. All right, sir.
Mr. Moore: I had some mO're questions, but I think the witness is so confused about this matter that I think there is no
need in going into that phase of it fur!Jier.
Bv Mr. Moore:
··Q. Let us look at your Exhibit H-8. That is the last exhibit
in your book.
I don't think we will have so much difficulty with this
part of it.
Mr. Hammond, in you·r Exhibit H-8, I understand you to
show there that there is .14 of one per cent differcne of
whether the rate of return is computed on an average rate
base or on an end of the period· rate base. That is correct, isn't
it? That is a difference between the 5.45 and the
page 576 ~ 5.04, isn't is a difference between t'he 5.45 and the
5.04, isn't iU
A. Yes.
Q. As I understand it, your 5.45, shown on line four, is
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determined by dividing the $10,563,000 of earnings by your
base of $193,514,000, isn't it Y
A. That is corroot.
Q. And that results in 5.45 per cent, doesn't it Y
A.. Yes.
Q. Similarly, in line five you have divided $10,563,000 earnings by the base of $200,267,000 to reach a base of 5.04 per
coot, haven't you?
;
: A. That is correct.
Q. Now would you be so good as to make the division of that
$10,563,000 by the $200,267,000 right IllOw, using your slide
ruleY
A. Which one was that T
Q. The one on line five.
A. It looks like about 5.27.
Q. Instead of 5.04 Y
A.. Yes.
,. Q. Then isn't it correct that all of this talk you have been
giving us about this 41 pe·r cent difference is
page 577 ~ is wrong, and what you should have been talking
·
about was only .18 of a per cent differenc.e rather
than almost a half a percentage point T
A. I will concede to the aritbmatical error, but I will say
this, that I didn't make a lot of talk as you infe,rred. Let
me· refer at this time, in answeer to that, to an exhibit which
·
was asked for by intervenors, number 27.
Q. You admit the error, don't you T
A. I admit this mathematical err-0r.
·
Q. It is not just a mathematical error. You undertook to
repre,soot to the Commission that there was a 41 per cent
attrition, allowance for attrition, that was shown by the use
of the end of the period base, when it wa.s only .18.
·
A. I will admit the mathematical erro·r.
·Mr. 1vfoore : We have no more fflJestions.

The Witness: I was p:oing to respond to your question hy
lookin.Q' at Exhibit 27.
Mr. Moore: That is your Exhibit 27, isn't it, that you
a.re talking- ahoutt
The Witness: Exhibit Number 27, data for which were obtained from tl1e applicant.
page !578 ~ Mr. Moore : That is marked Intervenors' Ex.
hibit 27.
·
The '\Vitnei:;s: It is da.ta furnished by the applicant.
Mr. Moore: Yes.
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The Witness: You will note that the rate of retu·rn on the
company's own figures, intrastate rate base f:or 1955, was
6.01. If we use the the figures shown there and interpolating
between he original cost end of 1954 versus the end of 1955,
we get an original cost of something like 152.9 million, on an
average for 1955, using the net earnings shown im line one, we
get a rate of return of something like 6.28, and I use the rule
-sepa:rately this time to make sure I didn't make another error,
whiich would indicate that the rate of re.tm:irr for 1955, as an
example, year end, 5.01, and average is 6.28.
Similarly, looking at 1956, he year end is 5.81, and I believe
something like 6.15 for an average, which is a good indication, I believe, of the illustration that I was making on page
10 of my direct testimony.
Mr. Moore: We have no mo•re questions.
page 579 ~ The ,vitmess: I would like to make this one
comment ",ith respect to the error.
I was very hard put to complete my testimony in time for
the deadline in this case due partly to my own situation of
having a good deal of work to do, but also by the fact that
certain data which I requested were a little bit late· in
coming.
Fo·r that reason, I might have hurried my page 10 computation a bit.
Commissioner Hooker: Are there any questions, Mr.
Elliott!
Mr. Elliott: No questions.
RE-DIRECT EXAMINATION.
Bv Mr. Ketner:
·Q. As I understand it, it is your position with respect
to the question of attrition, that if you use the average for
the middle of the period rather than the end of the period,
that would easily offset what the applicant is claiming for
attrition; is that your position?
A. I believe so; that is correct.
Mr. Ketner: I thought it wasCommissioner Catterall: I believe it would.
page 580 ~ Chairman Ca.tteirall: I think it would be just
the reverse of that.
Mr Ketner: The way I meam.t it was that if you use the
average rate base for the period involved-
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Commissioner Hooker: You will allow attrition. But if he
used the end, he wouldn't.
The Witness: By using the end of the period, you are
allowing for attrition. That would be my statement.
Commissioner Hooker: ·That is the way we understood
it.
Y!Ou may stand aside.
(Witness excused.)
Commissioner Hooker: Do you have any other witnesses,
Mr~ Ketner?
Mr. Ketner: I have nothing more.
Commissioner Hooker: Do you want to put Mr. Johnson
on?
Mr. Moo·re: No, sir. ,ve would like to recall Mr. Thulin
for some rebuttal testimony, and then Mr. Johnson, and
the1I1 we are finished.
Commissioner Hooker: Come forward, Mr. Thulin.

vV. BERNARD THULIN,
a witness introduced on behalf of the applicant,
being previously duly swo·rn, was recalled and testified further
as follows, in rebuttal:
page 581

~

DIRECT EXAMINATION.
By Mr. Moore:
·Q. Mr. Thulin, have you read the testimony presented by
Professor Howell and Mr. Hammond in this case, and have
you heard their testimony todayf
A. Yes, I have.
Q. ·what general comments do you wish to make with respect to thei'r testimony f
A. There are a mumber of points in their testimony which
could be commented upon, but in order to conserve the time
of the Commission, I s4ould like to comment only on items
which are of substantial magnitude.
Q. "What is the first major point of difference 7
A. Professor Howell, in his Table 7.2, shows that the increase in investment per telephone has tapered off in the last
two years and he implies that this may continue when be
says '' in view of the recent slowing up Qf increased invest-
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ment per. phone.'.'
page 582 } Q. Why do you comment on this?
..
A. B.ooause the facts do not support such a conclusion. He has used data for total company, whereas,
in this case we are concerned with intrastate investment per
telephone.
It is true that the increase in investment pe·r telephone is
not uniform each year, but the facts are that the most recent
trend for the year 1956 and for the first nine months of
1957 show no tapering off. Quite to the contrary, they show a
oontinuation of a ·remarkably steady upward trend.
This i·s shown by the continuous heavy line at the top of
the chart on my Exhibit Number 10, page 3.
Q. Let us turn to that. All right, sir.
A. You can see from the he·avy line at the top of the chart,
and this heavy line represents intrastate investment and
not total company investment, you can see that there has
been no redu.tcion in the rate of increase in investment per
telephone, nor do I fore see any for the period ahead.
Q. Why is this trend significant?
A. This trend, and the outlook for the next
page 583 } few years, bears very heavily on this case. It
is that direct cause of attrition. Both Professor
Howell and Mr. Hammond recognize the existence of attrition
but tend to minimize its magnitude. They contend that the
use of an end of period rate base has the effect, as Professor
Howell says, of '' providing a hidden factor of .30 per cent
to compensate for attrition.''
Q. Do. you agree with Professor Howell's contention that
an allowance of .30 per cent is provided by the use of am end
of period rate base?
A. No, I do not agree. Professor Howell has said that I
used a year-end rate base in my Exhibit Number 10, page 1,
and implies that it amounts to .30 per cent in earnings.
In that Exhibit I used investment as of the end of September,
and I used revenues and expenses for six months ending
September 30th. A six-month period, arithmetically, would
produce only about half as much as a 12-mont period when
comparing an end of period investment with the average investment for the period.
Therefore, even if the other contentions were correct, the
magnitude would be only about half of the .30 per cent Professor· Howell quotes.
page 584 } Here again, he uses total company data instead of intrastate data, and the two do not
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necessarily show the same effects. But over and beyoo.d these
obvious fallacies, Professor Howell fails to. recognize the
real reasons why it has been customary for this Commission
to use an end of period rate base.
Q. What are some of the reasons T
A. One simple reason is that it represents the latest
balance sheet data available. The investment in a fastgrowing company, ,such as ours, will never be less than it
was on September 30, 1957. My testimony on attrition
indicated that over and above the plant in the company's
rate base at September 30, 1957, there will be an added increment of plant investment for each telephone as we go
along, regardless of the pace at which new telephones are
added.
This factor will continue to afect our rate of earnings regardless of whether an end of period o·r average rate base
is used. Attrition should be recognized regardless of the
base rate computation.
Q. You said you used the end of period rate base because
it was the latest balance sheet data available. Did you also
use the latest data available from the income
page 585 } statements?
A. Yes, sir. In dealing with the income statements, showing revenues and expenses, the problem is to use
n10t only the most ·recent data but a long enough period to be
representative of the income being earned. That is the
reason we have used a six-month period. Six months is long
enough to be representative, and a period ending September
30th has the same virtue of recency as the investment data for
the same date. That is what we have used in Exhibit Number 10, page 1, where we combine data taken both from
balance sheets and from income statements.
· The first is investment as of a point of time ; the second
is a '' going level'' where enough months must be used to
be representative.
Q. What other reasons can you give for using an end of
period rate base T
. A. Because of the n~essary ste~s in regulato·ry proceedmgs, such as preparation of the filici1g, the holding of hearings, the time required for informing intervenors, and so
forth, there is a lag between the time the Compage 586 } pany aetually experiences a deficiency in earnings
(as shown by a test period) and the time when the
Commission can render a final order in the case. Meanwhile,
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the Company has continued to suffer a dificiency which can
never be recouped.
By using an end of period rate base the Commission recognizes that it is using the investment for approximately the
mid-point of the period prior to the establishment of revised
rates; the six months of the test period and the six months or
so from the end of the test period to the introduction of revised rates. This merely helps to bridge the gap. It recognizes the reality of '' regulatory lag.''
This principle was again very clearly set forth in the
opinion of the Commission by Judge Hooker in the recent
Virginia Ele'Ctric and Power Company rate case, No. 11788,
which was affirmed by the Supreme Court of Virginia.
Q. Then is it your contention that the use of an end of
period rate base provides no built-in allowances fo'r attrition?
A. The use of an end of period rate base does not provide
any specific allowance for the depre"Ssing effect
page 587 } on our per cent return as the result of increased
investment peir telephone.
During the whole postwar period there have been many
factors working adversely to affect our per cent return in
addition to attrition. Some of these have been: increasing
tax rates ; the cost burden of doing more and more paper
w.ork to meet both governmental and internal requirements;
more and more fringe benefits won by unions that are not
directly reflected in the dollars and ·cents of wage contract
settlements; additional training costs for employees at all
levels of the organization as the business gets more oomplex;
the added costs of service improvements to customers that
are not compensated for by increased charges for their
service ; the costs of moving and rearranging telephone equipment as customers move from one location to another, and as
new highways and bridges are built, where charges do not
fully compensate for the costs: and numerous other items,
some minor when taken individually, but aggregating an
increasing burden on rates that were rigidly established before the eosts of these activities are recognized in our expense
statements.
There are many other items which tend to depage 588 } press our rate of earnings but which have nothing
to do with the factor of attrition. It was to recognize, to some extent, the effect of these many adverse effects
that the end of period rate base was used; but only incidentally, if at all, to recognize the ,specific, measurable factor of
attrition as I defined it in my testimony.
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Q. What evidence is there that the use of an end of period
rate base hasn't benefitted the Company so as to more than
compensate for the type of items you have mentioned Y
A. The record is quite clear on this point. It seems to me
the record shows that whatever small allowance for adverse
factors is inherent in the use of the end of period rate base,
it has not been a factor of any importance in preventing the
continuing deterioration of the Company's rate of earnings.
Q. Professor Howell and Mr. Hammond, in their testimony,
both make an .adjustment to the Federal Income Taxes as
stated on the Company's books. Is this a proper adjustment?
A. They make this adjustment based upon compage 589 ~ putations for the year 1956 by the N ARUC in a
pamphlet entitled, '' Allocation of American Telephone and Telegraph Company Federal Income Taxes.'' The
adjustment ha.s the effect of increasing the Company's intrastate net earnings by $553,000, as computed by these witnesses. That is, they thereby reflect income over and above
the income actually experienced by the Virginia Company
in its operations.
Such adjustment would be fair and reasonable only on one
basis; that is, only if all the related phases of such an adjustment be recognized.
Q. What do you mean by '' all related phases'' Y
A. The purpose of the NARUC stitcy is to show the, tax effect, by !Companies, of spreading the debt of the. A. T. and T.
Company among its subsidiaries with a vew toward equalization of Bell System debt. This being so, it is only fair
and equitable that funds held by the parent company on
behalf of the associated company, in this case the Virginia
Company, be also taken int.o consideration. Recognizing the
other side of the equation is what I mean.
Q. Did you mention this in your direct testimony?
A. Yes, I did. I stated that these funds
page 590 ~ amounted to $14,059,000 and that when consideration is given to these funds, the cost of carrying
the funds would more than offset the tax reduction.
Q. Have you any comment as to the manner in which Mr.
Brown handled this matter in his exhibits?
A. There is no disagreement, in principle, between the
Company and the Commission Staff on the matter of this
tax adjustme:nt. . Mr. Brown reflected the tax adjustment in
the Company's mcome statement but he also reflected in
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Company's investment the additional funds held by the
Amerman Company on behalf of the Virginia Company.
This method is fair and reasonable in that it reflects both
the. plus and minus effects of these operations. The intervenors in this case, however, reflect only ,one side of the question and that, in my opinion, is improper, and camnot be
justified under any reasoning that recognizes all phases of the
System's financial ope·rations.
Q. Both Professor Howell and Mr. Hammond exclude telephooe plant under construction in their proposed rate base.
Do you have any comments on this T
A. Yes. The telephone system has to be conpage 591 ~ sidered as a single entity; its land, buildings,
equipment in use, equipment being put in, engineering effort devoted to plans for equipment one year, two
years or more in the future. It is all part of the going effort
to provide a growing telephone system now and for the future.
No single piece of equipment can be divorced from the whole.
By the same reasoning we include spare margins to serve
new users. It is all part of a fluid, dynamic and constantly
growing communications network. For this reason there
should be no exclusion of any plant that is used or useful
as part of the growing network.
Q. How long, on the average, is plant carried as Under
Construction Y
A. Engineering studios show that plant remains in the
classification as '' under construction'' on the average only
about six months. In other words, the $9 million at issue in
intervenors' testimony will be plant in service by about the
same time new rates are established, at which time there
would be no question as to its inclusion in the rate base.
This further illustrates the point that the depage 592 ~ velopment of the telephone network is a continuing, dynamic proposition and that the issue
here is the inclusion of an additional earnings diffe·rential
over five per cent for a period of only about six months.
This would represent a very small increment on each subscriber's charges for something that -really benefits him by
having equipment ready to serve additional customers as soon
as they need it.
The present customer thereby benefits because he can ca11.
and be called, by the new customer as soon as the new cus:
tomer wishes telephone service.
In other words, each generation of customers bears a small
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·portion of the cost of having plant available to serve additional customers.
Q. But will not the company be adequately recompensed
for this plant once it is actually put into service?
A. There is no question about the inclusion of this plant
ooree it is put into service.
The company is then recompensed for this plant at the
same rate of return as for all other plant in service. But
the recompense after it is put into service does not make
up for the deficiency during the period the plant was being
constructed.
During the period of c001struction investment
page 593 ~ was required on which the compensation was
inadequate. Under the system of accounts prescribed by this Commission, interest during construction is
credited to the Company's income at the rate of five per
cent.
In other words, return on the investment of plant under
construction is capitalized at the rate of five per cent and
·recovered through depreciation expense over the life of the
plant.
But the cost to the Company of the investment in plant
under construction is no diffe rent t.hatn than the cost to the
Company of any other investment it makes in the communications network.
By including telephone plant under construction in the rate
·base, the Commission has always recog:nized the fairness of
giving the Company the same return on plant being built as ·
on plant in service.
·
This principle has been established and uniformly followed
by this Commission in decisions which have been upheld by the
·supreme Court of Appeals.
1

- Mr. Moo-re : I would like to call the Commission's attention,
for their convenience~ to the statement in the opinion of the
Supreme Court of Appeals in the C and P case of
page 594 ~ 1951, where Mr. Justice Miller, speaking for the
Court on this point, said in regard to telephone
plant und~r .construction:
''It is suffieient ·to ,say these items are deemed reasonable
and proper to be included in the rate base not· only by the
company witnesses but by the Commission's staff. They
represent money expended for plant needed and under construction and money invested hi property to be used and
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which it is shown will be used in the immediate future by the
appellee in the rendition of public service.''
We have no other questions of this witness.
Commissioner Hooker: Mr. Ketner Y
Mr. Ketner: This really gets into an argument between
experts. I have just a few questions at this time. I may want
to recall Mr. Howell to reply to this.
CROSS EXAMINATION.

By Mr. Ketne·r:
Q. Mr. Thulin, in preparing and presenting your case for
an increase in rates, the company selects what it considers a
test period, is that not true?
page 595 ~ A. Yes, sir.
Q. In this case you selected a six-month period
ending September 30, 1957?
A. ·That is correct.
Q. And to put that on a yearly basis, you multiply that by 2?
A. That is right.
Q. T·hat test period, of course, does not reflect the four
seasons of the year, does iU
A. No. It reflect.s the seasons included between April and
September.
Q. Don't you think, as a matter of fact, if you used a full
year, actual and not estimated, that it would be a mo're appropriate period, test period?
A. No, sir. I indicated that before. I have studied from
time to time the length of a test period that is required to be
representative of operating conditions and income being
. earned. It is my conclusion that this six months, as I said
before, has the virtue of recency and representativeness.
I think a longer period, while it might gain in
page 596 ~ representativeness in some items, would lose more
than enoug·h to off.set that by the lack of recency.
Q. You don't think that any serious criticism could be
made against a full 12 month period of actual expe rience,
do you?
A. In the period where there is rapid change in investment
].>er station, I think it would understate the level of income,
yes, sir.
Q. So then do you select a six month period to accomplish
that purpose Y
A. We select a .six month period in order to give the most
1
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effect we can to the recent experience which is representative
of operating conditions existing for the period for which
these rates will be established.
Q. I take it you think it may not be more favorable to the
company if you selected a 12-month period Y
A. That might or mig·ht not be the case.
Q. If you have selected this test period of six months, why
do you insist on perpetuating that into the future and asking
this Commission to give you a substantial amount
page 597 ~ of money from the rate paying public, based on
a claim that you insist will happen in the futureY
Why don't you -stick by the test period and take the average
rate base in the test period rather than the year-end baseY
Mr. Moore : You are here referring to the wage item that
was testified about this morning?
Mr. Ketner : I am referring to the rate base, primarily, and
attrition.
The Witness: V.lell, I think there are valid reasons why
the Commission should use an end of period rate base as a
determination of the earnings required.
Some of them I have just reviewed here. It helps to compensate for the inevitable regulatory lag. It helps to compensate to some· extent for these other factors that are
continually working to lower the net income of the company
over and above the factor of attrition, which I recognize as a
special, measurable factor which ought to be recognized by itself, apart from the other factors.

Q. I take it you would take the year end ·rate base, which is
the most favorable base you could find, to the
page 598 ~ company, and, in addition to that, you ask the
Commission to give you something beyond, perpetuating it into the future, named attrition, is that true?
A. Yes, sir. The only exception is that it is not a year
end. It is a period of six months.
Q. To be perfectly frank, Mr. Thulin, doesn't that appear
to be a bit of a one-way street, all in favor of the Company
and a~ainst the rate-paying public?
A. That is the trend of the telephone investment, and it
is the trend of the other factors outlined. In spite of the improvements in efficiency that the company has been able to
introduce over the years, they have not been sufficient to offset
the adverse effect of these numerous other factors that have
continually been working against the company's earnings.
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Q. Doesn't .this record show here that your earnings are
holding up mighty well, in fact, increasing in recent years T
A. No, sir. That is the reason we are in this case, because
the earnings have been deteriorating.
Q. On your showing, it was 6.01 for 1955, and approximately 6 per cent for 1956, is that true Y
page 599 ~ That is based on the information that you furnished to the intervenors.
1'fr. Blackburn : You are talking about Exhibit 29, are
you not?
Mr. Ketner: I believe it is Exhibit 29, yes.
No, Exhibit 27, I believe it is.
The Witness : That is right. 1955 was higher than 1954
and 1956 is again starting a downhill trend which I think
will continue.
·
By Mr. Ketner:
Q. It is a fact that based on your own ideas of what is a
fair return, it was 5.81 even for 1956?
A. Yes, sir.
Q. Now, if I refer again-and I am not going to labor this
question because I believe the Commission lmows a lot more
about it than I do. You picked the test period. Why shouldn't
you use an average figure from that test period, bee.a.use that
is a period in which the Commission will have to determine
what will be a just rate for the period? Why shouldn't you
use an average rate base for that period, rather than the
highest you can find in the period?
·
A. This Commission has consistenly usedpage 600 ~ Q. Could you explain why you think you
shouldn't use the average rather then the highest
rate base?
A. I think we shouldn't use the average because I think it
is more· valid to use t.he end of period for the reasons I outlined. It helps compensate for regulatory lag and helps to
compensate to some extent for the other factors, in addition
to attrition.
Q. And it is the most favorable period you can find for the
Cl-OmpanyT
A. It hi the most favorable in that it helps to compensate
for these things, yes, sir.

Mr. Ketner: That is all.
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RE-DIRECT EXAMINATION.
By Mr. Moore:
Q. The improvements in 1955 were due directly to the rate
case in 1954, weren't they!
A.· Yes, sir.
Q. And they they started declining clown again Y
A. That is right.
Mr. Moore: That is all.
Commissioner Hooker : Stand aside.

(Witness excused.)
Mr. Moore: I wish to recall Mr. Johnson, please.
page 601 }

"\VILLIAM F. JOHNSON,
a winness introduced on behalf of the applicant,
being previously duly sworn, was recalled and testified
further as follows, in rebuttal :
DIRECT EXAMINATION.
By Mr. Moore :
Mr. Johnson, are you familiar with Mr. Brown's testimony
in this proceeding in which he developed an indicated rate of
return requirement for use in this case Y
A. Yes, I am f amilia:r with that testimony. The development of the indicated rate of return was on S. C. C. Staff Exhibits Nos. 41 through 45.
Q. What do those exhibits show¥
A. The staff exhibits had the first objective of determining
the actual rate of earnings on Bell System capital in 1956.
The second objective was to determine the amount of rate
relief the Virginia Company requires at this time, so that
its earnings would be equivalent to the rate of return on
System capital in 1956. This result was set forth on Staff
Exhibit No. 45.

Mr. Moore: That is the big exhibit, which shows the
comparison of company figures and the staff figures.
page 602 } By Mr. Moore:
Q. Do you agree with the results shown on this
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Exhibit Number 45?
A. I do not.
Q. Will you state why you do not agree?
A. At the outset, I want it to be understood that neither
my testimony here, nor the exhibit I will offer, is presented
as a substitute for my method of determining cost of capital
or earnings requirements. I do not agree that the Staff
method measures the cost of money. Furthe·nnore, it is my
understanding that the Staff study was not intended to
measure the cost of money.
~hat is a separate and significant point of difference between Mr. Brown's and my testimony. However, I will not
discuss that difference here because I have expressed my
views as to the proper dete·rmination of the cost of capital in
my direct testimony.
I will confine myself here solely to what I find to be a
statistical fallacy or imperfection in the staff approach.
I will make calculations in the same manne'r as did the Staff,
and in doing so I will point up this shortcoming.
page 603 ~ Now as to why I do not agree with the results
shown on Staff Exhibit No. 45. I believe it did
not accomplish the first objective, namely, to determine what
the earnings on Bell System Capital were in 1956 or what
they are now. The reason it didn't is a matter of mathematical happenstance.
Q. Why do you say this?
A. The figures that entered into the Staff calculations were
distorted because of the abnormal characteristics of the
period selected and the refore give an invalid ·result that can.not he relied upon~
Q. Have you prepared a two-page exhibit which shows the
results of the Staff exhibits and as you have rested them
following the same methods of calculation?
A. Yes, I have.
Mr. Moore: We ask that this exhibit be received as Company Exhibit Nmnber 50.
Commissioner Hooker: Exhibit 50 is ·received. It eonsists
of two pages.
(Company's Exhibit Number 50 was received in evidence.)
By Mr. Moore:
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Q. That exhibit is intended, as I understand,
page 604 } to show in comparison the staff Study as corrected in a similar manner by you 1
A. Yes, except, Mr. Moore, in using the word corrected, I
don't want to point out there were any in,naccuracies. It is a
matter of interpretation.
Q. Revised is a better word.
A. Yes.
Q. I would like to substitute that word.
Would you explain this exhibit?
A. Page ·one of this exhibit shows, in summary form, the
magnitude of the difference between the results of Staff exhibits and as I have restated them. The first three columns
are identical with Columns (4), (5) and (6) of Staff Exhibit
No. 45. My restatement of this summary is shown in the, last
three columns. On Line 9 in Columns (1) and (3) the
Staff recommendation for rate relief was either $3,296,000 or
$4,337,000, depending on whether the Commission makes an
allowance for attrition.
Q. Where are your corresponding results shown?
A. In Columns (4) and (6) I have shown the results of my
restatement of those figures and have included at
page 605} the same time the effect of the wage increases
granted in November 1957. The total revenue
requirements would be $5,970,000 or $7,011,000 as shown
on Line 11, depending on the Commission allowance for attrition.
Q. Will you point out where the differences arise between
the Staff figures and yours on line 9?
A. My figures on this page are identical with those of the
Staff except the difference which first appears in Line 3,
the rate of return. There it will be noted that the Staff
figures are 5.99 per cent and 6.22 per cent in Columns (1)
and (3). My comparable calculations are 6.30 per cent and
6.53 per cent, a.s shown in Columns (4) and ( 6).
Q. We don't want to go too fast on this thing. We are
getting in to the deep part of this.
Whv does this difference exist?
A. Page two of this exhibit shows how this difference
comes about. The figures in Column (1) are taken from Staff
Exhibits Nos. 41, 42 and 43, and were based on the year 1956.
Columns (2) and (3) show my calculations based on the same
method as followed by tbe Staff, but as applied to two more
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normal and representative periods.
The selection of these two periods I will discuss later.
Since this exhibit is a condensation of Exhibits 41, 42 and
43, and since I want to avoid details which I will not be discussing, I have taken the liberty of not showing all of the
detail appearing on the Staff Exhibits. However, I have
made the same ca.lc.ulations as did the Staff which would appear between lines 21 and 22. The footnote calls attention
to this fact.
The difference you ask about appears beginning at line 12.
At that point (Lines 12 and 12a) Mr. Brown was determining
the earnings per share of AT and T stock in 1956. It is shown
as $12.02, and was the result of dividing the net inoome in 1956
on Line 9 by the number of shares at the end of the year on
Line 12.
When Mr. Brown presented his testimony and mentioned
that the earnings per share were $12.02, I was puzzled by the
figure.
Q. Why did you question the figure, and then proceed to
check it out?
A. From my prior knowledge of the compara.
page 607 ~ paratively uniform level of AT and T company
earnings per share during 1956 I could not understand how merely changing from an average number of shares
to shares at the end of the period would result in such a figure
as $12.02. An annual figure of $12.02 per share is $3.00 per
quarter. In 1956 there were no quarterly ·reports to the
stockholders which showed a figure as low a.s $3.00 earnings
·for t.he quarter. The four quarters were $3.28, $3.36, $3.35 and
$3.15, respectively.
Going on into 1956, the first three quarterly reports have
·been $3.32, $3.31 and $3.22. The lowest point was the last
quarter of 1956 of $3.15, or an annual level of $12.60.
That gave the clue to the reason for the $12.02 on Mr.
Brown's exhibit. As is generally understood, issues of new
capital by a company normally take place on a spot date and
the capital does not increase at a substantially uniform rate
as in the c.ase of plant additions.
·
By mere chance, the latter part of 1956 was when the
Bell System made the lar~est direct offer of shares to stockholders in its history-more than 5,700,000 shares.
page 608 ~ Those shares a.re included in the 62,893,889
shares shown in the first column on Line 12.
That was a lump increase of 10 per cent in the number of
page 606

~
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shares and readily accounts forthe $12.02 being artificially
nearly $1 below what would be expecected.
Q. Mr. Johnson, is the treatment in :M;:r. Brown's exhibit of
these 5,700,000 ne:w shares which came in at the end of 1956
the statistical abnormality to which you refe·rred earlier Y
A. Yes, it is. The mathematical division of the earnings
m 1956 by the number of shares at the end of 1956 results
in $12.02 per share, but it does not measure the true level of
the earnings in 1956, which Mr. Brown stated he wanted
to determine.
Q. Where on this page have you made the computations
which correct this abnormality?
A. In Column (2) I have selected the period consisting· of
the three quarters just prior to that direct issue of stock
and the result was $12.95 per share. Like Mr. Brown's
exhibit, this computation is also based on end of period shares.
This more nearly approaches the true· level of
page 609 ~ earnings because it avoids the statistical abnormality in Mr. Brown's computation caused by the
issuance of the huge number of new shares in the last quarter of 1956.
In Column (3) I have selected data from the most recent
two quarterly reports to stockholders. This six months is a
period very close to the test period in this case. During
this period the AT and T earnings per share, still on an end
of period basis, were $13.11. I have made no changes in
Mr. Brown's exhibits other than those stemming directly from
this difference shown at Line 12 (a).
Q. Have you comput.ed rates of return using precisely Mr.
Brown's methods but making the change that you have
referred to?
A. Yes, that is shown on Line 22. The rate of return
computed by Mr. B'rown, 5.99 per cent, becomes 6.30 per
cent, as shown in Column (3).
Q. Then you have carried this 6.30 per cent forward to
Page 1 of vour exhibit, is that correct?
A. That is correct. On Page 1, the Staff, on the basis of
its formula, should, in my opinion, have arrived at additional
gross rate relief on Line 9, Columns (4) and (6) of $4,700,000 before allowance for attrition, and $5,741,000 after such
allowance.
page 610 ~ When recent wage increases a.re taken into
consideration those figures would become $5,970,000 and $7,011.000, respectively, a.s shown on Line 11,
Columns (4) and (6).
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Q. Mr. Johnson, you have heard the testimony of Professor Howell in this case today, and you have ·read his testimony, as I understand it 1
A. That is correct.
Q. Are there any parts of that testimony you wish to
comment on at this time?
A. Yes. I would like to comment on his testimony with
respect to his computation of the cost of equity capital which
he calls the equity capital attraoting rate for the Bell Sys-

tem.
Q. What do you understand Professor Howell means by the
equity capital attracting rate?
A. When Professor Howell was asked in his direct testimony what he 1naent by capital attracting rate, he stated, and
I quote, '' The capital atrracting rate is a rate which as determined by the cold, bloodless verdict of the market place, will
enable the company to attract capital on advantageous terms.
It means earnings which will enable the company
page 611 ~ to service its senior securities and sell additional
common stock to net the company approximately
book value.''
Q. Do you disagree with that definition?
A. In the broad sense, I agree with the definition. In my
opinion, advantageous terms would mean attracting new
equity capital in the amounts somewhat in excess of book
value.
However, when I go into the details of Professor Howell's
statistical calculations in arriving at such a rate, I do not
agree that it can be concluded that the new capital would be
attracted even at as high a figure as book value at his rate.
Q. Will you now develop why you do not agree that the
results found by Professor Howell do not measure the
capital attracting rate as he ha.s defined it?
A. Professor Howell con.eluded that a six per cent return
was adequate to attract capital on what he termed advantageous terms, that is, book value. That was based on 3.51 cost
of debt capital, 8 per cent cost of equity, and a 45 per cent
debt ratio.
I have no comments to make on the 3.5 cost of debt, but I
would like to call attention to the conclusion he has drawn
as to the cost of equity of 8 per cent with a 45
page 612 ~ per cent debt ratio.
The particular table in his exhibit which summarizes these data is Table 6.3 (a).
Q. All right, si'r.
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A. Down in the right-hand side of that table are shown the
results of four different approaches to the determination
of the atraction of capital rate of eight per cent. They range
between 7.36 and 8.15 pe·r cent.
Q. There you find on his Table 6.3 his four approaches, he
calls it, in this proceeding, as compared with the two approaches he used in the 1954 case Y
A. I will touch on that in a moment.
Q. But that is the page where you get a summary of the
present methods of approaching?
A. That is correct.
Q. Is the fi'rst approach to the determination of the attraction of capital attraction rate entitled maintenance of
established dividend approach?
A. Yes, it is.
Q. Will you just comment on that?
A. It will be noted that he starts on Line A with a $9
divident. The 33 per cent on Line B is his expage 613 ~ pression of what is commonly referred to as pay
out ratio. That is one-third above the $9, or
$12 per share, which he says is required to support the
$9 dividend.
However, his statistical computation implies an assumption
which goes beyond the protection of the dividend. He divides
the $12 rate of earnings by the book value per sha're of $152
and gets 7.89 per cent, which he indicates is evidence of an
attraction of capital rate.
I can only assume from his definition that he implies here
that new equity capital could be sold by the company today
at book value or $152 with earnings of $12 per share.
That conclusion is not based on fact, but, •rather, an assumption. Since 1955, the AT and T has been earning over
$13 per share. The present market price of the stock is in
the $165 to $170 ra.n,g;e.
It is completely illogical to me that in today's market, the
AT and T earnings could be arbitrarily reduced to $12 and
at the same time preserve market attitude and conditions
which would allow the attraction of capital at
page 614 ~ $152 per share.
Q. May I inject this additional question: Do
you know of any reason, financially or otherwise, which would
justify Professor Howell using cost of equity capital in May
1954 at 8.6 per cent, a:nd in the light of present day conditions
using only 8 per cent?
A. Mr.· Moore, there is amplification here that the cost
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of debt capital, by his own determination, has gone from 3.2
to 3.5 per cent. At the same time, there is the indication that
the cost of equity is down.
I would like. to, if I may, if I can by-pass here a moment,
refer to my direct testimony, where I was talking about the
determination of an equity rate.
I said there was little or no problem in connection with the
debt side of the capital, but I did have some question on the
equity side.
If I can just make one comment here, I would like to make
this statement. I got the question:
"Have you prepared a statement showing another test of
the adequacy of system earnings Y
''Answer: Yes, I have. I believe that one of
page 615 ~ the prima:ry concerns of the investor in AT and T
is the assurance of the protection and continuation of the dividend payments. That is the minimum standard
on which investor confidence has been founded. It ignores
or gives no weight to growth expectations, higher future
earning power, or the possibility of dividend increases.
Based on data I have already shown in prior exhibits, I believe the investors, particularly in the electric utility field,
have had experience which fully justifies these expectations.
Earnings and dividends have both increased and the potential
future earning power of the investment has grown.''
Back on page 11 I pointed out that:
"I would like to point out that the mathematical measurement of the changes which have taken place in equity cost
is very difficult and the results of such a measurement can
be misleading. I conclude that it is not this distorted level
of market ratios which gives the true evidence of equity cost.
That is an illusion. The important thing is what is required
to encourage the investor to buy the securities being offered.''
I believe that the equity rate being a basic
page 616 ~ interest cost is tied in with the over-all cost of
money. I don't think Mr. Howell or I either-it
would be pretty difficult for us to measure quantitatively that,
but I am a little bit at a loss to say that the equity rate has
gone down while the debt rate has gone up.
·
Q. That is what he is contending, isn't it?
A. That is right.
Q. Are you saying in regard to this $9 dividend that his
assumption here is that if the $9 dividend is protected today,
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'with $3 of retained earnings, that the new stock could be sold
at book value or $1527
A. I don't see how the assumption could be otherwise.
There is no purpose to reaching .an opinion as to what is re.quired to protect the $9 dividend alone, unless under Professor Howell's own definition you reach a conclusion that it
is evidence of the ability to attract capital at his criteria of
favorable terms.
. In this instance, both by definition and statistically, he
selects $152; the same assumption that the investor relies
solely on receiving a protected $9 dividend when
page 617 ~ he invests in AT and T is also apparent in Professor Howell's second approach on Table 6.3a.
Q. Would you comment on the second approach, entitled
dividend yield approach Y
A.. 9a shows the ratio of the $9 to the average market
price of the stock from 1946 to 1956. It is 5.56 per cent.
That says that all the invest.or gets out of the AT and T
stock is the $9 dividend and that is all that motivated him to
buy the stock. I se'riously question that conclusion.
Q. W'hy do you say that l
A.. I demonstrated this in my direct testimony and on Erhibit Number 16. There I stated that in the absence of increased dividend payments, the AT and T company, in its
efforts to preserve the investment position of the stock had
to issue the new equity such that rights with substantial value
accrue to the stockholder. As a result, his effective dividend
yield effectively increased from 5.91 per cent in 1950 to 6.65
per cent in 1956.
Therefore, contrary to Professor Howell, the investor does
have every reason to believe that his return will
page 618 ~ be based on something in excess of the $9 dividend.
In my opinion, with the increased dividends which have
taken place in alternative investment oppO'rtunities, the AT
and T Company will have to price its new equity in such a
way that valuable rights will accrue to the investor if it is to
successfully attract large amounts of new equity in the future.
Therefore, I conclude in the case of both the first two approaches on Table 6.3a, that the statistical conclusions are
based upon a hope as to what the AT and T might be able
to do in attracting new capital with ea'rnings below its present
level. In no sense is it a reality.
Q. Now turning to his third approach, do you have any
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comments on that third approach on that table 6.3 entitled
earnings-price approach f
A. Yes, I have.
Line A is the ratio of the earnings per share from 1946 to
1957, to the average 1narke price of the stock. It was 6.89 per
cent. It refers to Table 2.3, Column E.
I would like to call attention to that table.
Q. ·wm you proceed with that?
page 619 ~ A. The point I wish to call attention to is that
Professor Howell is attempting to get to set a
benc:h ba.r fo'r the favorable attraction of equity· capital in the
present market based upon present attitude toward the
stock.
I call attention to Column D on which Column E is based.
I naturally ask to what extent the investor is willing to buy
new equity today based upon the resuts from 1946 through
1949. There the earnings were barely in excess of the $9
dividend.
Q. As a matter of fact, in one year they were not that
much, were they?
A. That is right. In my opinion, the successful issue of
new equity now will be largely influenced by the improved
trend in earnings since 1950 which has reached a level of over
$13 since 1955.
It is the trend and the possibility of improved investment
position that motivates the investor under present market and
eeonomic conditions.
Und<tr these same conditions, he has been provided the
opportunity for growth in dividends, book value, and market
price in alternative investment opportunities.
page 620 ~ I am confident that any retrogression in earnings at this time would have a serious impact
on investor attitude and the ability to attract capital.
Professor Howell's selection of the period 1946-1956, puts
just such a depressing effect on present earnings.
Q. Do you have any further comments on the use of this
period 1946 through 1956, the 11 years?
A. Yes. I would like to refer to a statement in his direct
testimony where he said:
'' The average earnings during the postwar period have
been $11.19 per share. During the postwar period, the
earnings averaging only $11.19 per share, the Bell System
has been overwhelmingly successful in attracting equity capi-
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tal. During this period it has raised nearly $6 billion of new
equity money.''
The company has attracted nearly $6 billion of new
equity in that period, but only $800 million from the earlier
period 1946-49. While it was attracing this $800 million of
equity with its low earnings level, it sold nearly $1,800 million
of debt capital.
page 621 ~ I believe this statement is a very broad and
inaccurate generalization about an '' overwhelmingly successful attraction of equity capital in this period.''
Q. Do you care to make any further comment as to that
period?
A Professor Howell also stated, and I think he reiterated
the point this mo·rning in his cross examination when refering to this period 1946-56, and I quote :
"Reference to Table 3.7 shows that in addition to the $9
dividends paid out, these average earnings of $11.19 increased the book value from $134.15 as of January 1, 1946,
to $149.25 January 1, 1957, or $15.10 net."
Referring to that Table 3.7, and in the last column, it is
obvious that the book value did not begin to increase until
1950. This not only reveals the unreliability of the conclusions from such figures, but the impression could be left
that and increase in book equity from $134 to $149, of 11
per cent, is a very favorable result.
In contrast, I would like to point out that in analyzing a
111umber of the larger electric utilities their book
page 622 ~ equity increased 68 per cent between 1945 and
1955.
One of the basic assumptions of Professor Howell on Table
6.3 is that a low level of past results are a true measure
of what is required for the Bell System to attract capital
today on favorable terms. He completely ignores any test
as to whether the Bell System has kept pace with comparable
investment opportunities and what the investor has a right
to expect from continued investment in the Bell System.
Q. Will you now continue and comment on what he describes as the fourth approach on Table 6.3a, entitled earnings-book value approaeh 7
A. Here again he has used a period from 1946 through 1956
to test the adequacy of System earnings.
If that section is recomputed, even for a perfod as far
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back as 1950, the 7.95 per cent on Lint D becomes 8.48, and
for the last two years it is 8.78.
When applied to the book equity of $152, the result is required earnings of $12.89, and $13.35 respectpage 623 ~ ively.
Q. Those figures are 8.48 and 8. 78 which compare closer to the figure of 8.6 that he used in the 1954 case,
do they not?
A. That is correct.
Q. Do you have any comments also with respect to Professor Howell's treatment of the debt ratio where he argues
for the use of 45 per cent debt and 55 per cent equity instead
of 35 and 65 as presented in your testimony f
A. Yes. I would like to talk about the debt ratio, Mr.
Moore, but in advance of that I would like to make just a
few comments with respect to his cross examination this
morning.
I think there was a very significant quotation and answ;er
in Professor Howell's direct testimony when he was asked,
and I quote:
'' You mentioned something about an earnings net proceeds approach. Will you tell us why you haven't discussed
it in Table 6.3a?
''Answer: This approach is a highly significant measure
of the cost of attracting equity capital, when the corporation tries to obtain highest net proceeds possipage 624 ~ ble.
''Since AT and T obviously did not try to do
·
this in the sale of its stock at par last year. I did not have
adequate statistical data to come to a soun~ conclusion.''

It has a real bearing on the fact which I would like the
Commission to keep in mind. When Professor Howell testified in June 1954, he determined that the rate by which equity
capital can be attracted on advantageous terms, I assume the
definition, the same as today, was 8.6, and has come up with
eight per cent today. He stated he didn't have the statistical ·
information on which to make such a calculation.
Professor Howell, in my opinion, had adequate statistical
data, even if he wanted to ignore the issue at par and the
·determination of a capital attraction rate from a net proceeds approach.
All that had to be done was to take his Table 2.1 and subtract out of it the number of shares issued at par and the
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net proceeds from the par and he had his figure. If the
number of shares issued at par and the proceeds are deducted
from the totals, we can get the net proceeds per
page 625 ~ share excluding the par issue.
From 1950 to 1956, the net proceeds per share
were approximately $139. The current earnings, which was
the method ·relied upon by Professor Howell in 1954, is about
$13 per share.
· The current earnings, divided by the net proceeds of $139,
and the equity capital attracting rate, is well over nine per
cent, instead of eight per cent fourid by Professor Howell.
Even with ea:rnings per share for the period 1950 through
1956, the rate would be 8.8 per cent. If this 8.8 cost of equity
and 3.1 cost for debt is applied to capital structure of 35 per
cent debt, the over-all oost of capital is 6.9 per cent. And
by the way, I found 7 per cent in this case.
I think that is real evidence of when we rely solely upon the
results of statistical calculations. We are not too sure of the
end result that we get, if, changing period and changing
method we can get conflicting figures of this
page 626 ~ character.
Q. I· call your attention to the computation that
I presented to Mr. Howell this morning in regard to his Table
4.2 in regard to debt ratio. Will you kindly look at that T
In that connection, I would like to point out that he testified that he estimated that the debt ratio applicable as of
November 1, 1957 was 57.7 per cent. Have you any comment
about that in the light of his Table 4.2 T
A. I have had some discussions with Professor Howell
subsequent to his cross examination this morning and I realize
how the 35. was computed. The debt ratio as it exists today
is 34.7. I think I would have to agree that Professor Howell
started ·out he're with December 31, 1956; he accumulated net
additions, and could well have come up with an answer like
this.
·
he would not have had figures, for instance, if we had a
stock issue in the Pacific Company, which would have retired
a debt issue, and it could lead to a difference of this character
in our figures.
So I can't put any real significance between his
page 627 ~ 35.9 and a real debt ratio today as it exists of
34.7.
Q. Was there any justification in your opinion, for his
including an item· of 1.7 per cent there on Table 4.2, repre-
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senting minor interest in subsidiaries, as a part of debt
ratio?
A. I think that would be a difference of opinion between
us. I would include it as equity. In other words, the debt
ratio-and I want my definition to be understood, I think in
terms of a 35 per cent debt ratio which is the ratio of the
funded deht to the. total capital. That is my definition.
Q. Do you know what has been the debt ratio, of the Bell
System over a long period of years? Professo'r Howell
stated this morning he learned a great de.al from the Bell
representatives about the value of taking a long period
of years.
Do you have, figures about that?
A. In my discussion of this matter of debt ratio, I would
not want anybody to get the impression that a 35 per cent debt
ratio is the proper debt ratio just because I or the
page 628 ~ Bell System says that that is what it ought to be.
I don't think that is the basis of a conclusion.
~he Bell System's stated policy is a 1/3 debt ratio, but not
an arbitrary statement that that is because that is what they
want. It is a matter, as I stated in my direct testimony,
of the expe'rience of many years of what is the proper debt
ratio for the System.
It is not an idealistic objective. It is something that is
based upon f aet and how well the Bell System has fared under
its basis of financing.
When Professor Howell came up with, I don't recall but I
believe a rate of 41.9, when he was talking a.bout this postwar period, I listened seriously to that. In looking over the
period of yea'rs at the debt ratio for the Bell System, I want
to read you excluding convertible debentures the debt ratio of
the System for those yea.rs which exceeded 40 per cent.
In 1920 it was 41.5; and 1921 it was 42 per cent. It never
reached 40 pe,r cent again until 1948 when it was 44.3; 1949
was 41.3. 1950 was 41.1 and it has never been
page 629 ~ over 40 per cent since. ·wny was it up over 40
per cent t It was just because of these earnings
that he pointed out this morning of around dividend after
1947. The Bell System had very low earnings. It had to
attract capital. Its earnings were not sufficient that it could
attract equity capital. So that it used up its borrowing
margine, which is one of the fundamentals I have talked about
as to why you have a 35 per cent ratio.
So, because they had a low earnings position which forced
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them into a high debt, how can anyone say today that is a
proper objectivei for a debt ratio f
Q. Do you have the figures as to what has been the average
debt ·ratio over a long period of years Y
A. Well, I like to keep this in mind, as I was telling you at
noon, Mr. Moore. For 35 years, 35 per cent.
Chairman Catterall: Excluding convertible debentures?
A. That figure included it. Without it, for the 35 years, it
was 32.9.

page 630 }- By Mr. Moore:
Q. In order to talk about a 40 per cent ratio in
the near future, this morning_ you will remember Professor
Howell brought in the prospect of an issue of some $720
million of debentures now being planned. What has been
the experience of the B'ell System as to the immediate conversion of these convertible debentures into equity and as
to the time inviolved?
A. I think as Professor Howell pointed out this morning
that has varied with particular debenture issues, convertible
debenture issues. But in the early convertibel debenture
issues, t'he was an attempt to try and set the conversion
price closer to the ,objective that l\fr. Howell had in mind,
namely book value.
Those early issues, some of them, had to be called because
they would not convert at those prices. The last one, prior to
the par issue, converted very rapidly. But I think the primary point is that you don't issue convertible debentures to
get long te·rm debt capital. You are issuing conpage 631 ~ vertible debentures primarily to get equity money.
Q. It is just a litte interim process as I understand it.
·
A. That is right. One of the things that disturbs me about
this approach of Professor Howell, and he would take issue
with me on this point, is that we start out he're where, the
system has a stated objective of a 1/3 debt ratio or 35 per
cent, someth1ng i:r:t that range.
I believe, myself, that the investing public invests in the
AT&T based upon that stated policy. Today, if the Bell
System were to change that stated policy ·with respect to a
35 per cent debt ratio, I don't think Professor Howell has
recognized that, and I think that the cost of equity would
automatically go up.
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I know that the position of AT&T bonds as far as thei'r
ratings and their yield rates, have deteriorated every time
that the debt ratio has gone above 40 per cent.
Q. Do you have any further comments on this matter of
debt ratio?
A. No, I do not.
Q. One fu:rther question : Do you have any
:i;>age 632 } further comments in· regard to the reasonable.
ness of the rate relief that is being requested by
the company in this proceeding Y
A. As indicated on the exhibits of Mr. Thuline, the rate
relief requested by the company will produce a rate of earning
of 6.56 pe.r cent.
page 633 } Commissioner Hooker: I think that is rep·eti,
tious, Mr. Moore. I don't believe that is rebuttal.
Mr. Moore: All right, sir. We have no fu'rther questions.
Mr. Ketner: Are we going to try to finish.
Commissioner Hooker: Yes.
Mr. Ketner: I have a few questions.
CROSS EXAMINATION.
By Mr. Ketne'r:
Q. When did the Bond Rating that you speak of change,
Mr. J obnson?
A. The comparison that I would like to make is a relationship of the yield on Bell Systems bonds to triple A ood double
A bonds.
Bell system ratings were rated better than Moody's triple
A, up until 1947 when the debt ratio went to 48.3. The relationship of the Bell System bonds in relationship to triple
A was not even as good as double A.
That stayed true until 1953 when the debt ratio was 40 per
cent. Its improved position showed up immediately when it
went to a 35.4 debt ratio.
·
page 634} Q. Now, just one question about the debt ratio.
It is true, I believe you stated this morning, Mr.
Johnson, that the debt ratio of the Bell System is probably
the lowest of any other important utility company that you
can think of, is that not true Y
A. It is an industry in itself.
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Q. And it is conservative, and it is its intention that it
should be about 1/3 debt and 2/3 equity?
A. If you want to define what is felt from experience is
right as being conservative, then I will agree with you.
Q I am talking about as compared with other utilities.
A. I say they should not be the same in comparison with
other utilities.
Q. Now, just one further question. It see:ms to me that
your approach-and when I ,say your approach, I mean the
company's approach-is that you are looking towards a
spiraling incline in earnings, income and what have you.
Isn't it true that in recent years, in recent
page 635 ~ months and along at this time that the trend bas
levelled out and the future looks like it is going
to be a decline of corporate earnings and income rather than
an incline? Isn't that a fair statement?
A. Im. answer to your question, I would want to: say this :
The thing that gives me and, I believe. a number of people
in the Bell System a lot of concern, is that the Bell System
is now attracting a billion and a half of capital every year.
That is a big slice being taken out of the investment market
today. That is the problem of Bell System, to attract the
capital. I am not talking about a spiral. I am saying here
tha.t the. minimum level as far as the invester is concerned,
is $13 a share, and once he finds out that this commission's
action or any other action, is going to say, ''No, that level
shall be $12," then the problem will be to attract the capital.
Q. That is what I had in mmd. Do you mean to say that
it is your position that this $13 should be a minimum, and
from now on should be $13 or more Y
A. I am talking rubout the current cost of capital
page 636 r today to attract oopital today.
Q. I am talking about corporate earnings. I,
myself, personally saw them. Isn't it true that the trend
now is on the de.eline rather than the incline, for various reasons, labor and other costs?
A. Well, I don't know as I know that to be a fact in my
reading of the Wall Street Journal, I think that business
generally, right at this moment, is on a plateau.
That is a matter of opinion, as far as I am concerned, but
to say it is on the downhill pitch, I don't lmow about that.
Q. Haven't you read as an expert, Mr. Johnson, that there
has been a pinch on the corporate earnings in recent months
and in recent years as compared with t'he past .flush years?
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.A.. No, I would not say that. The reason I would not say
that is that I think last year the 50 largest industrials in the
country earned better than 12 per cent.
Q. But I am talking about this year and the latter part of
1957. Isn't it true that the corporate earnings
page 637 } and dividends that the corpo·rations are generally
paying are on the decline rather than the incline?
A. That is not 1necessarily so. It is withi the hand of
industry apart, in the competitive market, to adjust their own
prices to control their earnings. I agree that if you get a
recession in business and national income goes down, and
that sort of thing, then you want me to forecast a depression.
But I can't do that.
Q. Some people are even forecasting a recession or depression one of these days, is that true T
.A. I think that is out of my province.
Q. These various technical matters that you have testified
about and which Mr. Howell has testified about, I take it
that you will agree that there is room for disagreement among
e~erts on all of these matters, isn't that true, l\f'r. Johnson?
.A.. Amybody-you can take figures, you can get statistical
results and those statistical results can result in disagreement.
Q. And you are testifying as an official of the applicant, and
I take it you are putting forth you'r best foot, is
page 638 } that not true, and making the best showing you
can?
Does that have amything to do with your disagreement
with Mr. Howell and some of the things be has testified
about?
A. What I have tried to do, Mr. Ketner, is to be as objective
as I know how with respect to the current cost of capital.
The company, apart from that, has asked for rate relief to
produce a 6.56 per cent. I am trying to be objective.
Mr. Ketner: I have nothing further of this witness.
Mr. Moore: I have nothing further.
Mr. Elliott: If the commission please, we have just had
this exhibit a little while. I cannot cross examine Mr. Johnson on it. We need additional information. We do not agree
with it. We don't agree with his approach, just as be doesn't
agree with ours.
If the commission thinks it important enough, we will develop tha.t information from the company's files, and file it
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in another exhibit, but I think it is just a question of approach
and a question of opinion.
page 639 r However, we certainly do not accept this in lieu
of ou'r Exhibit 45 or as doing what we did in
Exhibit 45.
Commissioner Hooker: All right. Stand aside, Mr. Johnson.

( The witness was excused.)
page 640

r Mr.

Ketner:
Howell.

I would like to recall Professor

PAULL. HOWELL,
was recalled as a witness and testified as follows in rebuttal:
DIRECT E:XAMINATION.
By :Mr. Ketner:
Q. J\fr. Howell, you were in the room and heard Mr. Thuline
and Mr. Johnson testify, particularly with respect to the testimony that you presented here in this case, were you?
A. Yes, sir.
Q. First, will you direct your remarks o'r any comment
you have to make with respect to Mr. Thulin's testimony?
A. These remarks must necessarily, of course, be extemporaneous, since I did not get any advance testimony.
With respect to work in process, I answered a question
from Judge Catterall with respect to interest on construction,
saying that the interest in construction ought to be taken out.
I have no objection, fundamentally, to including work in process in the rate base. But if that he so, then there
page 641 ~ ought not to be any al1owance for inte·rest in
construction. If y,ou apply the cost of capital to
the nlant in use and prospective plant, then yon will have no
need for adding interest in construction because they arr
get.ting a return on the moneh that is put in.
The second noint ii:; with respect to the question of tlie
allowance or the bringing- down from the pa:rent eompanv,
<>.redit. for tax becam;;e of tl1e interest on the parent'e debt.
There wa.s some $653,000 of interest and on an intrastate
lmsis t]1at reduced it allout $100,000.
This amount should be credited to the benefit of C & P of
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Virginia Company to claim an offset because tlie parent company is keeping a pool of funds.
I think this again represents a double counting. We have
here, and I read from pagel of the so-called analysis of the
general department of .A T & T with particular reference to
the C & P of Virginia.
We have revenues from licensed contract s ervices, $839,000 and we have average capital employed over $900 million,
of which the attributable portion is said to be $14
page 642 ~ million for the C&P Company, from which they
derive an investment return, net, apparently, of
$363,000.
The parent company gets the benefit of a 1 per cent license
fee and the subsidiary company gets the benefit of services
which include aiding them in financing.
We might ask from whence does this $14 million come? It
comes from securities which are outstanding which makes up
the debt. Those have already been counted, when you take
into consideration making up the 3.51 cost of debt money.
It seems to me that is a double counting of it. You pay the
interest one place and then you want to .take it back again.
On the next point, as to the differential between the
average and the year end rate base, I think perhaps maybe
Mr. Thuline was a bit elleptical in his statement. What I have
tried to do is to see what is the difference between the actual,
experienced results as given to me by company figures, and
indicated on my statistical tables at the end of the exhibit
that there was something in the nature of about .33 per cent
between an average rate base and a year end rate
page 643 ~ base. As to what the rate differential will be
between his year end ra_te base of September and
something else, I have no knowledge what differential that
will be. I have taken the figures as given to me.
1

Chairman Catterall: .Aren't we covering the same ground
we covered earlieir in the day?
.
Mr. Moore: We think so .
. Chairman Catterall : It does not sound very new to me,
sir.
Mr. Ketner: Mr. Thuline was testifying about the year end
rate base.
Mr: Moore: I thought we were out, because we are supposed to be able to do the last repeating.
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By Ketner:
Q. Have you finished with respect to Mr. Thuline's testimony?
A. I shall go back to the applicant and read what the
applicant said in 1954. This is quoting page 14 of Mr.
Johnson's testimony. This is a question by Mr. Moore
in canned testimony :
page 644 ~

'' Q. Have you determined the cost of common
stock?
'' A. As I have previously stated, investers in common
stock expect reasonable dividends and adequate protection
f o'r those dividends for the long pull.''
That would include good years and bad years.
"In my opinion, the invester in AT&T stock is, to a large
degree, influenced by his or her confidence in this business
based upon its fine record of the past.''
Parenthetically, that is a long period and not just the past
five years. That is Mr. Johnson's approach.
'' In other words, the reputation of the Bell System as a
place, to invest is a more potent force in raising the necessary
funds than is sometimes realized. That reputation, in my
opinion, is founded upon payment of the $9 dividend for
over 30 yea:rs now, ''
We can add some more years now ''-and the protection
of that dividend through ·retained earnings.
page 645 ~ ''As I have said, most people who buy AT&T
stock are smalel investers. Many of these do not
know the technical reasons on which thei eonfidenc·e is
founded. But they do believe as a practical matter that the
company stands upon a firm policy of maintaining the $9
dividend.''
That is the end of what I wish to quote.
says, '' There are reasons,-''

Mr. Johnson

Chairman Catterall: Aren't we getting into argument f
I can imagine asking Mr. Johnson if he said that, but why
read what he said in the prior case?
Mr. Ketner: Mr. Johnson quoted quite freely from Pro-
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fessor Howell's testimony in a previous case. They seemed
to criticize Mr. Howell's approach about the $9 dividend on
AT&T and the stock. Mr. Howell is merely quoting from
the record in 1954, what Mr. Johnson said about it.
Chairman Catterall: It is pure argument when it is read
by a witness.
.
The Witness: I am laying that as a foundapage 646 ~ tion for my next statement. Mr. Johnson said that
if the debt ratio went up, they would lose confidence, yet by his own testimony, he said many people do
not know the technical background of it.
Chairman Catterall: That is argument.
Mr. Ketner: I was going to ask him the question, but this
was to save time.
The Witness : If I may have one more comment, I would
like to turn to Table 2.9. Mr. Johnson asserted that I had
no foundation-that is p'robably .a little strong.-that there
was nothing to show tha.t the cost of equity capit had changed.
I invite attention to Column 3 there which shows for
Moody's 125 industrials, the earnings~price ratio fell from
1951 to 1956, from 10.4 to 6.9. This Moody's 24 utilities,
it fell from 7.5 to 6.8. From Moody's 25 railroads it fell
from 16.7 to 11.6, which indicates the're is ,a vital, definite
change in the evaluation of common stock earnings by inves
during this period.
There are a lot of ther comments I might make,
page 647 ~ but in view of the commission's comments, that
concludes my points.
Commissioner Hooker: Is there anything else?
Chairman Catterall: Nothing furthe·r.
Commissioner Hooker: Stand aside.
(The witness wa.s excused.)
Commissioner Hooker : Is there further evidence?
Miss Morriss, do you have a statement? Do you have a
statement that you want to file?
Miss Emma Morriss : No, I wanted to make a statement.
I did not know you wanted it filed. If I had known that, I
could have it prepared.
Commissioner Hooker: You will recall we told you at the
formal hearing to be here at 10 o'clock and we would give
yon tha.t opportunity, Miss Morris?
Miss Morriss: I was here a little afte that. I came in not
exactly at ten~ but came in between ten and eleven. I don't
remember the exact hour.
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Commissioner Hooker: If you will write out
page 648 ~ this statement-do you have your statement written ouU
Miss Morriss: We have been sitting here since early
this mo·rning.
Commissioner Hooker: We know that. We '.have been
seeing you.
Miss Morriss : I originally wanted 20 minutes. I think I
can crowd it into ten.
Commissioner Hooker : We will give you the opportumty
to file a statement if you put it in writing by Monday morning. You ·will send a copy of it to Mr. Moore and Mr.
Ketner. We will receive it and put it in the record, if nobody
objects, if you give it to us by Monday.
Miss Morriss: You could not give me ten minutes nowf
Commissioner Hooker: No, the commissioners cannot be
here and neither can the reporter.
Miss Morriss : I don't care about that if the commissioners
are here.
Commissioner Hooker: What is the difference if we read
it or listen to you f We might not listen as well as we could
read.
Chairman Catterall: We will each re,ad it
page 649 ~ twice.
Miss Morriss: It would be easier to give it
now than it would be to transcribe it and mail it.
Commissioner Hooker: Maybe they will waive it.
Mr. Ketner: I waive the request.
M'r. Moore: I will waive the request.
Commissioner Hooker: All right. If there is nothing
further, the commission will take this matter undeT advisement. The Commission rise.
(Whereupon, at 5 :03 p. m., the hearing in the above-entitled
matter was adjourned.)
page 650 ~ COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

At Richmond, December 16, 1957.
APPLICATION OF
CHESAPEAKE AND POTOMAC TELEPHONE
COMP ANY OF VIRGINIA

For an increase in rates.
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CASE NO. 13591.
IT APPEARING to the Commission that its investigation
of the application of the Ohesapeake and Potomac Telephone
Company of Virginia for appro,val of certain schedules of
rules, charges, rates and regulations filed herein will not be
completed upon the date to which the effective diate of said
new schedules are now suspended and that it will be necessary
to further suspend the operation of such new schedules,
IT IS ORDERED:
( 1) That the operation of the new schedule of rates,
charges, rules and regulations filed by the applicant in this
proceeding be further suspended, and the effeetive date
thereof further postponed for the period of 30 days from
this date, unless otherwise in the meantime ordered by the
Commission; and
(2) T.hat an attested copy hereof be sent to the applicant
and to its counsel and to the Chief Accountant and Chief
Engineer of the Commission.

A True Copy.
Teste:
N. W. ATKINSON
Clerk of the State Corporation
Commission.
page 651

~

COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
RICHMOND
At Richmond, December 23, 1957.

APPLICATION OF
THE CHESAPEAKE AND POTOMAC TELEPHONE
COMPANY OF VIRGINIA
For an Increase in Rates.
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CASE NO. 13591.
ORDER GRANTING INCREASE IN RATES, ETC.
THIS p roceeding, which was instituted by order entered
herein under date of July 17, 1957, upon the application of
The Chesapeake and Potomac Telephone Company of Virginia for approval of certain revised schedules of rates,
charges, rules and regulations, to become effective for use
i.ai this State for toll and new se·rvices on August 17, 1957,
and for other services on the respective successive billing
dates therefor commencing with that of August 17, 1957,
except as therein stated, and the effective date of said revised schedules of rates, charges, rules and regulations having been suspended by said drder of July 17, 1957, and by
s~ccessive order herein, so as to permit an investigation
co11Jeerning the reasonableness and justice of the proposal,
came on to be heard on October 15 and 16, and on December
5, 1957, and was thereupon taken under advisement. Appearing at the hea:rings were the applicant by T. Justin Moore,
Joseph E. Blackburn and John W. Riely, its counsel; various
intervening cities and counties by Henry E. Ketner and F.
Byron Parker, their counsel; Arlington County
page 652 ~ Board of Supervisors by Charles E. Hammond,
Executive Assistant of the Public Utilities Commission ,of Arlington County; Henrico County by E. A. Beck,
County Manager, and H. Ratcliffe Turner, Assistant Commonwealth's Attorney; the City of Norfolk by Leonard H.
Davis, City Attorney; Princess Anne County rund the City
of Virginia Beach by Richa:rd B. Kellam ; Board of Supervisors of New Kent County by John G. Sowder; and the
Commission by its Counsel. In addition, numerous appearances were made by representatives of business, social
and labor organizations and by individuals;
1

1

WHEREUPON, this matter now comes on this day to be
finally heard and considered upon the applfoation of The
Chesapeake a.nd Potomac T,elephone Company of Vi'rginia and
upon the proposed revised sehedules. of rates, ehar,g-es, mles
and reg-ula.tions filed therewith as Exhibit A; upon due proof
of publication .of notice heretofore directed to be given to the
public by said order of July 17, 1957; upon the ·appearance
of the applicant herein by colmsel; upon the appearance of
certain intervenors as the same appear from the transcrint
of the record herein; upon the testimony of witnesses at the
said hearings, .as the same 3;p-pea:s in the offie.ial transcript
of the proceedmg; upon exh1b1ts mtroduced at the hearings
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hereof and numbered ''A'' and 1 through 50, respectively;
upon ·relevant records in the files of the Commission; upon
the entire record herein; and upon argument of couns·el;
UPON CONSIDERATION WHEREOF, the majority of
the Commission, for reasons summarized in an opinion by
Commissioner Hooker filed herewith, is of the opinion and
finds:
( 1) That the present schedules of rates and
charges of the applicant, The Chesapeake and
Potomac Telephone Company of Virginia, are
insufficient to produce a just and reasonable rate of return
upon the value of its property used and useful by it in performing intrastate telephone service in this State;
(2) That the proposed revised schedules of rates, charges,
rules and regulations, initially filed on July 17, 1957, and
set forth in Exhibit A attached to the application, which are
estimated to produce additional annual gross revenues of
approximately $7,228,000, or additional annual net earnings
of approximately $3,346,000, are reasonable and just under
present conditions, and, accordingly should be approved for
use in this State by the applicant for toll and new services
on and after January 1, 1958, and for other services on and
after the respective succesive billing dates therefor commencing with that of January 1, 1958, except as herein otherwis·e provided;
(3) That the supplemental request of the applicant for
rates to produce additional annual gross revenues of $1,270,000, to offset the increased labor costs effective in November
1957, should be denied;
( 4) That the applicant should file with the Commission revised schedules of rates, charges, rules and regulations which
will provide for extended area service between the Bethia and
Richmond exchanges ;
( 5) That applicable rates, as approved herein for other
exchanges of comparable size, should be put into effect on
January 1, 1958, or the next billing date therepage 654 ~ after, for th~ new Shenandoah Park exchange
which was established after this proceeding
started~
(6) That that portion of the rate adjustment attributable
to the combination of the Lee Hall, Yorktown and a portion
of the Seaford exchanges into a single exchange and the
transfer to the Newport News exchange of the remaining
portion of the Seaford exchange, as proposed in Exhibit A
filed with the application, should be deferred until the neces-

page 653

~
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sary additional facilities and rearrangements have been oom..
pleted;
(7) That the proposal of the applicant that an exchange
be automatically reclassified to its appropriate rate group
when the number of telephones in the exchange is 5% or more
above or below, as the case may be, the maximum or minimum
of the existing rate group is reasonable and therefore should
be approved;

IT IS, THEREFORE, ADJUDGED AND ORDERED:
(1) That the Chesapeake and Potomac Telephone Company of Virginia be, and it hereby is, authorized, empowered
and permitted to put into effect in this State the said revised
schedules of ·rates, charges, rules and regulations for toll
and new services on January 1, 1958, and for other services
on the respective successive billing dates the refor commencing
with that of January 1, 1958, except as herein otherwise provided;
(2) That the supplemental request of the applfoant for
rates to produce additional annual gross revenues · in the
amount of $1,270,000 be, and it hereby is, denied;
(3) That that portion of the rate adjustments
page 655 ~
attr~butaible to the inclusion of certain exchanges
in the rate groups which will be appropriate when extended
area service has been provided shall be deferred until the
necessary additional facilities have been completed and such
service made available;
(4) That on or before January 1, 1958, the applicant shall
file revised schedule of rates, charges, ·n1les and regulations
which will provide for extended area service between the
Bethia and Richmond exchanges;
( 5) That applicable rates, as approved herein for other
exchanges of comparable size, be put into effect on January
1, 1958, or tl1e next billing date thereafter, for the new
Shenandoah Park exehange which was established after this
proceeding started ;
(6) That that portion of the rate adjustment attributaible
to the combination of the Lee Hall, Yorktown and a portion
of the Seaford exchanges into a single exchange and the
transfer to the Newport News exchange of the remaining
portion of the Seaford exchange, as proposed in Exhibit A
filed with the applic.ation, sha.ll be deferred until the necessary additional facilities and rearrangements have been completed:
(7) That the proposal of the applicant that an exchange
be automatically reclassified to its appropriate rate group
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when the number of telephones in the exchanges is 5% or
more above or below, as the case may be, the maxim.nm or
minimum of the existing rate group be, and it hereby is, approved, subject to th.e condition that, before any such reclassification, the applicant give 30 days' advance
page 656 } notice in writing to the Commission;
(8) There appearing nothing further to be done
in this cause, that th.e same be, and hereby is, dismissed from
the docket of the Commission and the papers placed in the
file· for ended causes; and
(9) That four attested copies hereof be sent to T. Justin
Moore, counsel for the applicant, and four attested copies be
sent to Henry E. Ketner, counsel for intervenors, and an attested copy he sent to each of the parties appearing herein,
and to the Chief Accountant and Chief Engineer of the Commission.
Catterall, Commissioner, dissents for reasons stated in an
opinion this day filed herewith.
A True Copy.
Teste:
W ......... DOVELL,
First Assistant Clerk of th.e State
Corporation Commission.
page 657} COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMIS8ION
RICHMOND
APPLICATION OF
THE CHESAPEAKE AND POTOMAC TELEPHONE
COMPANY OF VIRGINIA
CASE NO. 13591.
Opinion, HOOKER, Commissioner:
The Chesapeake and Potomac Telephone Company of Virginia on July 17, 1957, filed with the Commission an application for increased rates and charges, along with the proposed increased rates. By an order entered on that day the
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Commission set the matter down for hearing on October 15,
1957. Copies of the testimony supporting the application were
filed with the application and given widespread distribution
throughout the State. The usual notice by publication and
by mail was required and evidence that such notice was given
was pre sented at the hearing.
We accept the computations of the Commission's staff
that the rates propo.sed by the Company would produce additional gross revenues of $7,228,000. In addition, during the
course of the hearing, the Company executed new wage con-tracts after collective bargairning with the unions representing
its employees and requested that an additional $1,270,000 of
gross revenues ,be awarded it to offset the increased labor
costs. The total sought by the Company was thus about $8,500,000 of additional gross revenues.
page 658 ~ In our opinion, the Company is not entitled to
additional revenues in the total amount sought
by it. Rates to produce such revenues would be excessive
and, the refore, unreasonable and unjust. We accordingly reject the Company's claim. We find, however, that the -rates
originally filed ·by the Company will be reasonable and just
and approve them subject to mimor modifications. Our reasons are stated below.
1

1.
The Hearing.
When the hearing began on October 15, 1957, representatives
of numerous areas and organizations appeared and were
heard. Most of these were commenting in support of a
Compruny proposal to provide additional toll-free calling, or
extended area service, between certain exchanges. This matter will be discussed in more detail later in this opinion.
The Company then p resented its case. J. Rhodes Mitchell,
Vice President of the Company, testified as to the -service
rendered by the Company and tl1e developments in its operations during the past few years. He pointed out why additional revenues were, in the opinion of the Company, required at this time. Next came "\V. Bernard Thulin, Comptroller of the Company, who gave detailed accountimg figures.
William F. Johnson, Assistant Vice President, testified as
to changes in the capital markets and cost of money. William
C. Bowles, General Commercial Manager, testified as to the
· particular rates proposed.
page 659 ~ The next witness was Jam.es H. Brown, Chief
Accountant of the Commission. He presented an
1

326

Supreme Court of Appeals of Virginia

accounting review of the Company's ope·rations, prepared by
his staff, that confirmed, except in minor details, the evidence
given by Mr. Thulin. He also presented certain statistical
information as to· dollars required to produce a given amount
of earnings on the common · ,stock of American Telephone
and Telegraph Company. The hearing was then adjourned
from October 16, 1957, until December 5, 1957, to give intervenors time to cr.oss examine the Company's witnesses and
also give intervenors the opportunity to introduce evidence
by their own witnesses.
On that day, the hearing reconvened. Mr. Bowles and
Mr. Thulin presented additional evidence, the latter pointing
out that new labor agreements, executed in the interim between hearings, would have the effect .of increasing operating
expenses. The Company requested that additional gross
revenues to offset the wage increase be awarded to it in the
amount of $1,270,000. The net income effect of this amount
is about $578,000.
After cross examination of Company witnesses, Professor
Paul L. Howell, consulting economist, presented evidence for
intervenors as to a fair rate of return and Charles E. Hammond testified as to certain adjustments in rate base and expenses proposed by him, both witnesses being tendered by
intervening cities a.nd counties. Mr. Thulin and Mr. Johnson then presented short rebuttal testimony for
page 660 ~ the Company.
After thus developing a full record, the hearing
was adjou'rned and the matte.r is now ready -for decision.

2.
The Duty of t1ie Commission.

The Commission is obligated to establish rates for the
Company that are reasonable and just. The manner in which
this result is to be reached has become clearly defined by the
decisions of the Commission and the Court of Appeals in the
several rates caises of the past twelve years. We do not propose in this case to depart from this long established policy.
_ This policy was reaffirmed by Mr. Justice Miller in Norfolk
v. C. & P. Telephone Co., 192 Va. 292, 301-2 (1951), when he
said:
"Upon undertaking to fix rat.es for a public utility company of this character, the Commission must necessarily first
ascertain (a) the value of the Company's property used and
useful in the rendition of its intrastate service, (b) its annual
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gross revenues, and (c) its annual operating expenses.
Upon accomplishing these objectives, it must then determine
upon and set the percentage rate of return at such a figure as
will affo'rd the utility reasonable opportunity to earn a fair
and just return on its investment.''
The matter,s to be determined are thus clearly set forth.

3.
'The Existing Level of Earnings.
We turn first to the present level of earnings
produced by the existing rates. For this purpose
we must consider an appropriate rate base and
present revenues, expenses and earnings.
page 661

~

A.
Rate Base Under Existing Rates.
The Company proposed that a reasonable test period was
the six months period ended Septembe·r 30, 1957, stated on
an annual basis. Such a period is reasonable and in accord
with previous practice of the Commission. Although the
figures originally presented were partially estimated, the
actual figures were available before the end of the hea'ring,
and it was agreed that the two were substantially identical.
The Company presented evidence of the reproduction cost
new less observed depreciation of its property. This testimony was rejected by the Commission. The reasons for
such rejection have been stated many times by the Commission and need not be repeated here.
The rate base pro,posed by the Company and concu1Ted
in by the staff of the Commission includes telephone plant
investment on an original cost basis, plus materials and supplies and cash working capital, less the aeeumulated de,preciation reserve. The witness for Arlington County proposed that
plant under construction and cash working capital be eliminated. These proposals have been made before by the same
witness and have been rejected ·by the Commispage 661-A ~ sion. See 1950 S. C. C. a.t pp. 74-76; 1954 S. C. C.
at p. 63 Our action has received the specific approval of the Court of Appeals. Norfolk v. C. & P. Telephone Co., 192 Va. at p. 306; Board of Supervisors v. Vepco,
196 Va. 1102, 1118 (1955). We adhere to our former determinations in this present case.
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Again certain intervenors contend that the use of an endof-period rate base is imprope'r. We used such a base in
ea.eh of the cases referred to above and our action was
affirmed. Iu Board of Super,visors v. Vepco, supra at p. 1121,
the Court of Appeals said:
"In fixing rates for the future, the use of the end-of-period
rate base provides for revenue which is directly related to
plant investment made and being made in a period of abnormal expansion and rising costs. I ts employment is
generally followed by rate regulatory commissions in other
States."

Consequently, we will follow this established policy and use
an end-of-period rate base in this case.
Separation of total company plant into interstate and intrastate components followed the N. A. R. U. C. Separations
Manual as amended, and no question as to the determinations
by the Company and the staff were raised in this proceeding.
Accordingly, we ,establish an intrastate original cost investment rate base as of September 30, 1957, under existing
rates, as follows :
page 662 ~

Table No. 1.

Investment Cost of 1'elephon·e Plant:

Telephone Pla(Ilt in Service
Telephone Plant under Construction
Property Held for ~..,uture Telephone Use
Telephone Pl.ant Acquisition Adjustment

$236,940,000.
8,856,000.
128,000.
21,000.

Total Investment Cost of Telephone Plant
Less Depreciation Reserve

$245,945,000.
48,621,000.

Net Investment Cost of Telephone Plant

$197,324,000.

.Allowances for Working Capital:

MaterialR a.nd Supplies
Cash (Approx. 20 days of operating exp.)

1,391,000.
2,317,000.

Net Investment Cost of Telephone Plant
and Allowances under Existing Rates

$201,032,000.

(Note: See Brown's Exhibit No. 40, Statement A, Column
4.)
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B.
Level of Earni'ligs Under Existing Rates.

The staff of the Commission had the advantage of later
figures in computing net earnings than those used by the
Company. In addition, it proposed certain minor adjustments to which the Company did not object. We shall accept
the staff's computations.
Again the intervenors suggest certain adjustments. The
elimination of the credit for interest charged to
page 663 ~ construction would be improper so long as plant
under construction is included in the rate base.
A proposal to adjust the level of revenues and expenses to
the end of the test period cannot be sustained since, in essence,
it eliminates the end-of-period rate base, the use of which we
have found proper. Other proposed adjustments are unrealistic since income, plant and expenses related to them
are not included in the determination.
In order that the test period may present a reasonable
picture of future operations, however, effect must be given to
the wage increases, eff-ective in November, 1957. As noted
above, these would have had the effect of reducing net earnings by $578,000.
Furthermore, the Company has f orecefully pointed out to
that th.e higher cost of new and replacement plant results
in a consistent and almost constant decline in its rate of
earnings. It has demonstrated this both statistically and
graphically The result is that the Company never is able to
earn for a substantial period the level of ·return contemplated
bv the Commission and rate cases follow one after another.
This factor is called attrition.
We believe that an allowance should ·be made for this factor~
Professor Howell, testifying for the interveno·rs, admitted
the existence of a.ttrition although he thought that it was
offset by the use of the end-of-period rate base. We think
that the end-of-period rate base is, as pointed out above,
used for other pu11)oses. Company witnesses supported an
allowance of $466,000 of net earnings as the ap~
page 664 ~ p'roximate effect of one year's attrition. This
allowance seems to us reasonable and we accept
1

us

it.

Accordingly, we compute the level of current earnings as
follows:
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Table No. 2.

Total Operating Revenues ( E:xh. 40, State A,
Col. 4)
$79,380,174.
Total Operating Revenue
Deduction (Exh. 40, State A, Col. 4)
68,975,499.
Net Operating Income ( Exh. 40, State. A, Col. 4) $10,404,675.
Add: Interest charged to Construction (Exh.
40, State. A, Col. 4)
390,438.
Net Operating Income-Adjusted
( Exh. 40, State. A, Col. 4)
Less : Net Effect of New Wages

$10,795,113.
578,000.

Net Operating Income after Adjustment for
New Wages
$10,217,113.
Less: Attrition in Net Earnings
466,000.
$ 9,751,113.

Current Level of Earnings

This shows a current level of earnings to be at the rate of
4.85 per cent on the .above $201,032,000. The evidence as to
proper ·rate of return to be discussed below makes it clear
that this level is too low. Yv e accordingly find that an increase in rates is required and turn now to see the effect
of the Company's proposal.

4.
Th1e Level of Earnings under the Proposed Rates.

page 665}

A.
Wider Ratnge Calling.

The Company proposes to eliminate ce·rtain toll charges for
shorter distances and provide toll-free calling, or extended
area service, between certain exchanges. It is apparent that ,
there is widespread demand for this service throughout the
State. The demand in the areas around Richmond and Norfolk is particularly impressive. This does not mean the creation of single metropolitan exchange areas or the elimination
of present exchange boundaries. It means that subscribers
in certain exchanges will be able to call subscribers in certain
other exchanges where a demonstrated need exists and will
pay rates based on the total number of telephones that can be
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called without a toll charge, which is in accordance with the
'' value of service concept'' and the statewide principle of
telephone rate making well established in Virginia.
This introduction of such wider range calling will require
the investment of an estimated additional $5,151,000 as soon
as possible. In addition, it will result in certain increases
and decreases in revenues and expenses. The net effect of
these would be to increase net earnings by an estimated
amount of $54,058. The full impact of any increase in
revenues will not, however, be felt until the end of 1958 or
later.
page 666 r We believe that the program is justified and is
in the best interest of the Company's subscribers.
We will, therefore, take these changes into account in determining the rate of return under the proposed rates.
Residents of the Bethia exchange area of Chesterfield
County asked for the wider range calling to Richmond. The
Company agreed to provide this service and our order will
direct that it do so. The increases in plant, revenues and
expenses resulting from this change are not significant and
have not been included in our computations.
Of course, the higher rates resulting from wider range
calling and based on the number of telephones that may be
called without a toll charge will not be put into effect in a
particular exchange until actual introduction of the new extended area service in that exchange. Until that time, the
rates in such an exchange will be the-rates of the group within
which the exchange falls based on the number of telephones
that can be called toll-free as shown at the time of the
Company's exhibits in this case and appropriate toll charges
will continue. The higher exchange rates will become effective
on the next billing date for the exchange involved immediately after wider-range calling becomes effective and toll
charges are removed.
B.

Rate Base Under Proposed Rates.

Accordingly, the adjusted rate base for use in determining
rate· of return under the proposed rates is compage 667 r puted as follows:
Table No. 3.

Net Investment Cost of Telephone
Plant-see Table No. 1, above

$197,324,000.
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Plus: Estimated Cost of Additional Tele. phone Plant to Provide for Wider Range
.Calling
Net Investment Cost of Telephone
Plant-Adjusted
Allowances for Working Capital:
Materials and Supplies
Cash (Approx. 20 days of operating exp.)

5,151,000.
$202,475,000.
1,391,000.
2,387,000.

Estimated Net Investment Cost of Telephone
Plant and Allowances unde·r Proposed Rates $206,253,000.

It may be pointed out that the allowance for cash working
capital, shown in Table No. 3, is $70,000 more than shown in
Table No. 1. This is due to the increase in operating expenses,
as a result of the increased wages effective in November,
1957.

C.
Level of Earnings Under Proposed Rates.

T·he rates filed initially are estimated to produce about
$7,228,000 of additional gross revenues. Taking into account
additional expenses and taxes associated with such increased
revenues, the estimated level of earnings are shown as follows:
page 668 }

Table No. 4.

Estimated Operating Revenues, including the
above estimated increases (Exh. 40, State
A, Col. 6)
$86,607,890.
Estimated Operating Revenue Deductions (Exh.
40, State. A, Col. 6)
72,857,135.
Estimated Net Opera ting Income ( Exh. 40, State.
A, Col. 6)
$13,750,755.
Add: Interest Charged to Constructions (ExlL
40, State. A, Col. 6)
390,438.
Estimated Net Operating · Income-Adjusted
(Exh. 40, State. A, Col. 6)
$14,141,193.

City of Lynchburg v. C. & P. Telephone Company
Less: Net Effect of New Wages

333

578,000.

Estimated Net Operating Income after Adjustment for New Wages
$13,563,193.
Less: Attrition in Net Earnings
466,000.
Estimated Net Opera.ting Income after Adjustment for New Wages and Attrition
$13,097,193.
Add: Net Earnings Effect of ·Savings and Certain Increase of Expenses in Connection
with Extended Area Service Program (Exhs.
44 and 45)
54,058.
Estimated Level of Earnings Unde'r the Proposed
$13,151,251.
Rates
This gives an estimated level of earnings under the proposed rates of 6.38 per cent on the above estimated total
investment cost of $206,253,000.

5.
Rate of Return.

In ·the last case involving the applicant that went to the
Court of Appeals, Mr. Justice Miller quoted with approval
the following language (Norfolk v. C. & P. Telephone Co.,
192 Va. 292, 317 (1951) ) :
page 669 ~

" 'The rate of return on such "fair value''
which the utility company should be allowed to receive should be fair and just to the company and such as will
make its securities attractive to investors when the company is
prudently and oarefully operated' Petersbit,r.<J Gas Co. v.
Petersburg, [132 Va. 82 (1922) ]. "

The same language was again quoted with approval in
Board of Supervisors v. Vepco, 196 Va. 1102, 1119 (1955).

Mr. Johnson presented testimony in this case as to the
. cost of money for the Company and Professor Howell presented conflicting testimony for the intervenors.
Both of these witnesses agreed that the cost of debt money
w·as about 3.5 per cent. Both 'recognized that this figure does
not represent the cost of obtaining new debt money at the
present time but. that new debt money could be acquired only
at sul1stantially higher rates.
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The two witnesses disagreed sharply on the cost of equity
money and on the proper rate of return. Mr. Johnson determined that 9 per cent was a proper cost of equity money, and
Professor Howell's conclusion was that 8 per cent was the
proper result. It is interesting to note that, when he testified in the 1954 case of the applicant, Professor Howell's
conclusion was that 8.6 per cent was the proper result. He
abandoned in this case the method that he then followed; if
he had used that method now, his result would have been
about 9 per cent. In the light of changed market
page 670 ~ conditions shown by the record, it is diffieult for
us to believe that the cost of equity money now is
less than in 1954.
Mr. Johnson proposed a debt ratio of 35 per cent, about the
same as the aetual Bell System debt ratio for the past year.
Professor Howell would increase this to 42.5 per cent or 45
pe'r cent. As a result, Mr. Johnson concluded that earnings
of 7 per cent were required while the conclusion of Professor
Howell was that 6 per cent ·was adequate.
Any conclusion as to the rate of return is primarily an
exercise of informed judgment in the light of evidence and
opinions of record. We do not think that a proper rate
of return is a matter that can be determined by a mathematical formula. In the light of the evidence of record, we conclude that the estimated 6.38 per cent rate of return shown
above is not an unfair or unre.asonable rate of return for the
Company to earn on its intrastate rate base under present
conditions. The estimated additional revenues to be produced by the initially filed rates is therefore approved. The
further additional revenues of $1;270,000 requested by the
Company should be and are denied.

6.
Tlte Proposed Rates.
Substantially no exception was taken at the hearing to the
method by which the Company proposed to distribute the
required additional revenues. We have already
page 671 ~ expressed our approval of the wider range calling
proposal with the Bethia exchange to be included. Only one other matter requires comment.
Heretofore, exchanges have been generally shifted between
rate groups -because of growth or loss of stations, only at the
time of a general rate case. This has caused discriminations
and inequities in the past. The Company now proposes that
an exchange be automatically reclassified to its appropriate
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rate group when the number of telephones in the exchange is
5 per cent or more above or below, as the case may be, the
maximum or minimum of the existing rate group. This is an
appropriate procedure and is approved. We shall require, as
a prerequisite to any such reclassification 30 days' advance
notiee in writing to the Commission.
In all other respects, the rate schedules originally proposed by the Company are approved. The Company's supplemental request for ·rates to produce additional $1,270,000 of
gross revenues is denied.

7.
Conclusion.

We have not mentioned all of the contentions made by the
parties. We have, however, considered them and to the extent not mentioned herein we find them without merit.
The Commission, for reasons stated above and from the
whole record in this case, concludes and is of the
page 672 } opinion that the new revised schedules of rates,
charges, rules and regulations, initially filed on
July 17, 1957, are not unjust or unreasonable.
In allowing these increases the Commission has kept in
mind its duty to the public. It is essential that public
service be maintained and improved. Poor service is the
most expensive thing an individual or a community can have.
Good service is worth what it reasonably costs. It is manifestly impossible for a utility to survive and give the service
demanded by the business and social needs of the ,community
unless it earns suffici~nt money to pay its operating expenses
and to make the proper allowances for depreciation, and permit it to earn such reasonable return as will justify public
investment in its securities. and allow it to obtain the necessary :finances to build the extensions needed by the advancing
interests of the community.
An appropriate order will be entered carrying out the
conclusions stated in this opinion.
Commissioner DILLON concu'rs.
page 673} CATTERALL, Commissioner, dissenting:
The telephone company asks us to consider the fa.ct that
the cost of reproducing its plant is greater than the original cost of building it; and argues that it should be allowed
to sell its services at a price that will enable its stockholders
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to ·be as well off as if the purchasirng power of money had not
gone down. The telephone company, like everybody else,
wants to make as much money as it can. If an original cost
rate base would bring in more money, it would argue that
right, justice and the constitution unite in calling for an
original cost rate base. That is what counsel for the railroads did argue in Smyth v. Ames, 169 U. S. 466, when the
court fi'rst decided that reproduction cost should be considered. That case involved the first transcontinental railroad. The Union Pacific had employed a construction company to build its line. The stock of the construction company
was owned by directors of Union Pacific and selected Members
of Congress. The construction company was paid its costs
plus 100% or thereabouts, and the court adopted the reproduction C'OSt r.ate base as a means of squeezing vast quantities
of water out of the rate base.
Thereafter conditions changed and when reproduction cost
was higher than actual cost, counsel for the utilities with one
accord argued for reproduction cost. One sufficient objection
·
to reproduction cost is that there is no way of
page 674 ~ finding out what is it. The plant is made up of
many different items and many different parcels of land. The fair market value of each parcel of real
estate gives rise to endless arguments. To settle each of those
arguments fairly, to consider the value of each telephone
exchange as if the case were a condemnation proceeding,
would take years. A ma,ndate to consider reproduction cost
is a mandate to make very rough estimates indeed. And each
of those very rough estimates is necessarily weighted in favor
of the utility, because the utility has the time, the manpower
and the money to build up a prima f acie case that the public
can meet only by employing an equal amount of time, manpower and money, which time, mam.power and money are not
available. Recent events in New York are instructive. The
New York Court of Appeals construed the New York statute
to mean that telephone companies (but not other public
utilities) were entitled to a reproduction cost ·rate base.
The Democratic governor of New York promptly o:ffered a
bill in the legislature to change the statute. The Republicrun
legislature killed the bill. Organized labor opposed the
Governor's bill. They wanted the telephone company to have
as much money as possible. The additional net income would
necessarily be over and above what the company needs for
operating expenses and would be available for extra dividends
or extra wag-es. So the stockholders and the wage earners
fought side by side to extract more money from the public.
The New York Public Service Commission considered the
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voluminous evidence of reproduction cost and then refused to
find a reproduction cost rate base on the ground
page 675 r that it was impossible to do so. The Commission
treated the mamdate of the court as a requirement
that the company be allowed to charge higher rates than it
would be allowed to charge under the previous practice of the
Commission and al1owed a higher rate of return than it might
otherwise have allowed. In the case now before us, as in all
previous cases since the Supreme Court of the United States
has ceased to force reproduction cost on the States, we have
rejected evidence of repr.oduction cost.
Actually, in my opinion, the rate base is immaterial, and,
if I am right about that, it makes no difference what rate base
is used. I elaborated my views on this subject in Re: Virgiwia Electric & Power Corwparvy, 9 PUR (3d) 225 beginning
at page 242, and I will merely summarize here what I said
there.
We are dealing with a utility that has a territorial monopoly. The demand for its services is so great that it will be
able to sell them at whatever price we fix. It is expanding
rapidly and the welfare of the state demands that it keep on
expanding. Consequently, the welfare of the state demands
that it earn enough money so that it can keep on expanding,
rapidly. The question is simply how much revenue will
enable the company to attract new capital. The answer to
that question must be and can be stated only in the form of
a number of dollars. The number of dollars is a pure question of fact and the number is the same whether you use a
reproduction cost rate base, an original cost rate base. or no
rate base.
page 676 ~ The reason for determining in each rate case
how many dollars have been spent on plant is to
make sure that the money represented by de-bt and equity
accounts has in fact been devoted to the public service. If
a utility has invested part of its capital in some other enterprise, the amounts so invested must be subtracted from the
capital devoted to the public ,service. Before a utility company can issue stocks and bonds it has to tell this Commission
what the money is to be used for. Thereafter our accountants
· examine the company's records and report to us what the
money has been used for. By this pr.ocess we are, able to
keep track of how much capital the company is using to serve
the public and how much income it needs to stay in business
and to expand.
No man can ,shoot at two targets simultaneouslv · and, in
the case cited, I pointed out that; in Petersburg G~s Co. v.
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Petersburg, 132 Va. 82, the court had set up two targets for us
to shoot at.
Target No. 1 was:
"That for which the utility company is entitled to 'just
compensation' is the use of its property appropriated to the
public benefit, and the value of that use is founded upon the
fair value of the property so used, and not upon the amount
of stock it has issued or the debts it may owe.''
Target No. 2 was :
'' The rate of return on sueh 'fair value' which the utility
company should ,be allowed to receive should be farr and
just to the company and such as will make its ,securities attractive to investors when the company is prudently and carefully operated. ''
page 677 ~

In aiming at Target N-0. 1, we were told to consider '' the fair value of the property'' and to ignore '' the amount of stock it has issued or the debts it may
owe.''
In aiming at Target No. 2, we were told that the rate of
return should be '' such as will make its securities attractive to
investors • • • ''
These two targets may be close together or far apart. The
point is that they are different. They will be very close together in the case of a company like the C. & P. if you use
an original cost rate base for Target No. 1, because its securities have been issued subject to the approval of this Commission and this ·commission has seen to it that the stock was
not watered and that the money was prudently invested. Consequently the original cost rate base is about the same as the
amounts that investors have invested. Since the depreciation
reserve was paid in by the consumers, it is subtracted from the
plant accounts. Since it was not put in by the investors it does
not swell the capital accounts. If, for example, the depreciation
reserve is 20% of plant, it means that the consumers have
consumed 20% of the plant, and, ,since they have consumed
it as part of the service they have received, they have paid
fo'r it. Since the consumers have paid for that 20%, the stockholders are not entitled to earnings on it. The company has
furnished the pla.nt, the consumers of the service have used
up 20% of the plant and have reimbursed the company for
what they have used up. The company invests that money
in new plant (a replacement of old plant is new plant) and

City of Lynchburg v. C. & P. Telephone Company

339

thus the investment of the stockholders remains
the same as it was in the beginning. The investors a're entitled to a fair return on their investment, and what they have invested is money. If replacement costs happen to be higher than original costs, the capitalists will have to furnish more capital to keep the business
going, and, of course, will be entitled to earnings on the new
capital. Since, under present conditions, there is constant
need for new capital, the earnings must be high enough to
attract new capital.
The metaphorical targets that we are oonsidering will be
far apart if, under present economic conditions, you employ
a reproduction cost rate base, and you would have to aim
high about Target No. 2 in order to hit Target No. 1. The
company would then have more. money than it needs to attract
new capital.
Of course the targets will also be far apart if the company
has had capital losses. When the Seaboard Railway came
out of receivership, all of its stock and many of its bonds
we.re wiped out a:nd new securities we·re issued. The procedure of the receivership court was to estimate the future
earnings and authorize the issuance of stocks and bonds
that those earnings would support. Instead of adjusting the
earnings to the .capital, the capital was adjusted to the earnings. When a company has .been th'rough bankruptcy the irrelevance of both original cost and reproduction cost as a
rate base is strikingly illustrated. If a utility is threatened
.
with bankruptcy, the regulatory body is forced to
page 679 ~ choose betwe·en two evils: it must either let the
company go bankrupt or authorize it to charge
rates sufficient to keep it afloat: and that means rates sufficient to attract capital.
In my concurring opinion in the V epco Case cited above I
made the point that the appellate courts had laid down two
inconsistent rules, namely, that the rates fixed should yield:
(1) a sum of money equal to a percentage of a rate base,
and (2) a sum of money sufficient to make the securities attractive to investors. If the two sums are different, which
is to be allowed? On appeal, Board of Supervisors v. Vepco,
196 Va. 1102, the court laid down the rule tl;tat the rates fixed
by the Commission should yield revenue sufficient to attract
capital. The court said (p. 1119) :
page 678

~

"In determining what was a prope·r and re·asonable rate
of return for the Company, in the light of the evidence before it, the Commis,sion followed the standard set and stated
many times by the courts.
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'°'In United Railways & Electric Go., v. West, 280 U. S.
234, 251, 252, 50 S. Ct. 123, 74 L. ed. 390, 409, this was said:
" 'It is manifest that just compensation for a utility, requiring for efficient public se·rvice skillful and prudent man~
ageme.n t as well as use of the plant, and whose rates are
subject to public regulation, is more than current interest
on mere investment. Sound business management requires
that after paying all expenses of operation, setting aside. the
necessary sums for depreciation, payment of interest and
reasonable dividends, there should still remain something fo
be passed to the surplus account; and a rate of return which
does not admit of that being done is not sufficient to assure
confidence in the financial soundness of the utility
page 680 ~ to maintain its credit and enable it to raise money
necessary for the proper discharge of its public
duties.''
"In Petersburg Gas Co. v. Petersbi1,r,q, 132 Va. 82, 110 S. E.
533, we said:
"'The rate of return on such '
utility company should ·be allowed
and just to the company and such a
attractive to investors when the co
carefully operated. ' ''

fair value'' which the
'receive should be fair
will make its securities
pany is prudently and
·

The phrase '' suffic.ient to attract apital'' tells the whole
story. It necessarily includes su s sufficient to pay all
operating expenses, including taxes a d depreciation. It necessarily implies that new capital can b ·raised without reducing
the value of the present investmen and that, after paying
interest and dividends the company' surplus account will be
increased and not diminished.
A capitalist invests capital beca se he desires to receive
income on it, to keep it intact, and t increase it. If he puts·
his money in common stock he expec s to receive dividends so
long as he holds the stock and he ho s to· be able to sell it for
more than he paid. He knows that 11 business is hazardous
and he will invest only if his hope of gain seems to him better
founded than his fear of loss. The ability to attract capital
depends on the hopes and fears of millions of citizens and
on how much money they have:
e · reason investors buy
A. T. & T. stock instead of govern ent bonds or A. T. & T.
debentures or uranium shares is because they
page 681 ~ belong to that large cla s of people who are attracted by the Nine-Do r Dividend. Since the
book value of the stock is about $15 a s'hare, the $9 dividend
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is ·aJbout 6 % of the book value. From the experience of
over thirty years we can observe the objeetive fact that
A. T. & T. will be able to attract new capital in vast amounts
so long as the $9 dividend looks safe to investors.
Since the Chesapeake and Potomac Telephone Company is
a wholly-owned subsidiary of the American Telephone and
Telegraph Company, it can get the capital it needs only
if the parent company can attract capital. We the refore
rega:rd the local company as a segment of the parent company
and consider how the parent company would fare if this local
company and each of the other operating telephone companies
of the Bell System earned X. dollars on each $100 invested in
it by the parent company.
These cases are complicated by the fact that a national
regulatory agency fixes the interstate rates and a state ·regulatory agency fixes the intrastate rates; and the plant is used
for both interstate and intrastate ,business. A tremendous
amount of time and labor has been spent by a committee
composed of representatives of the state commissions, of the
f ede·ral commission and of the telephone company in an effort
to unscramble the omelet. Our federal form of government
compels us to do as well as we can something that cannot be
done perfectly. The result is a book, called The Separations
Manual, that tells how to separate intrastate plant, expenses
and in,come from interstate plant, expenses and
page 682 r income. Our own chief accountant, Mr. James
H. B'rown, played a prominent part in writing
the manual. The manual is undergoing constant revision.
At any given stage of its development it is the best guide then
available and ac.cordingly we follow it. The figures on investment, income and expenses have ,been laboriously checked
by Mr. Brown and his staff. The company agrees that they
are correct and we consider them wholly reliable.
After that work has been performed it is a comparatively
easy task to ascertain the number of dollars needed by the
company to make its securities attractive to investors.
On December 31, 1956, the book value of A. T. & T. stock
was $151.94, which means that each holder of one share of
stock had that much money invested in the company. Since
there were 62,893,889 shares outstanding, the total investment
of the shareholde'rs in A. T. & T. was $9,556,056,638. Some
of the subsidiary operating companies have issued shares to
other holders than the parent company. The capital contributed by those ·other holders to the Bell Sy.stem was $287,814,710. so that the total equity investment in the system was
$9,843,871,348. The total funded debt was $4,617,986,400,
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from which it appears that the equit is equal to about twice
the debt.
For 1956, the Bell System earning after taxes and before
interest and dividends was $922,395,2 2, which is 6.38% of the
total Bell System capita Sinee the debentures
page 683 } have attracted capital t interest rates below
6.38%, it follows that m re than 6.38% is availaJble for dividends. The A. T. & T. h d $755,933,854 left over
for the stockholders. That was $13.1 a share if you count the
average number of shares outstandi g during the year and
$12.02 a share if you count the share outstanding at the end
of the year. The corresponding figu es for 1953 were $11. 71
and $11.32, from which it is abund ntly clear that the $9
dividend is safer now than it was hen. Earnings of $12
a share will suppart the $9 dividen and add $3 to surplus.
This is a 75% pay-out ratio; and so long as it is maintained
the securities of American Telepho e and Telegraph Company will be attractive to investors.
conclude that earnings
of $12.00 a share will keep the pare t company strong, prosperous, able to attract new capita and able to meet the
great public demand for expansion.
Sine.e the parent company is now arning over $12 a share
it does not need rate relief.
t is, howeve r, .asking
for increased rates in Virginia an 22 other states. Each
operating subsidiary and the oper ting department of the
parent company must contribute its roper proportion of the
necessary total net income. The fa that other segments of
the Bell System are contributing mo e than sufficient revenue
does not justify the local company n contributing less than
its fair share. .And the fact that ther segments are contributing more than necessary does not mean that the local
company ought to do likewise.
In considering the sh re of total earnings that
page 684 } the local company ough to contribute, we turn
first to the testimony of William F. Johnson, the
company's principal financial witnes es. He agrees that ability to attract capital is the material f ct. He testified:
1

'' An appropriate rate of return s rves two basic purposes,
one of which naturally follows the ther. First, it will provide earnings at a level such that · vesto'rs will continue to
put their money in. the business, th t is, the earnings will be
adequate to attract new capital for dditional plant when required. Second, this ability to att act capital provides the
only means by which expanding and ·mp roved telephone ,service can be given to those who wa: t and need the service.
In the last analysis it is this end r sult we are striving for,
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namely that the desired kind and quality of service are availBible to the customers when they want it.''
He gave it as his opinion that the proper ratio of debt is
35%, and he testified that the present cost to the A. T. & T.
of its debt money is 3.25%. He predicted that in the near
future, with current interest rates fluctuating around 4.5%
and with the company's need to borrow large sums, the company will soon be paying in interest 3.5 % of its total outstanding debenture:s.
From this it follows that to pay the annual interest on the
company's debt will require a sum of money equal to 1.23%
of the company's total ·Capital (35% of 3.5%). To continue
the earnings on the equity capital at $12.00 a share will take
5.2% of the company's total capital (65% of 8% ).
1.23% plus 5.2% adds up to 6.43%. But 4.57% of A. T. & T.
capital is invested in Western Electric Company, a manufacturing company and not a public service company. How
to treat the '\Vestern Electric Company earnings has perplexed the regulatory commissions over the years.
page 685 ~ It is a wholly-owned subsidiary of A. T. & T.
that manufactures and sells equipment to the
operating companies. Since it is not a public utility its
earnings are not subject to governmental regulation. Over
the years it has averaged earnings of about 10% on the money
invested in it by A. T. & T. Its earnings .fluctuate widely because it has to maintain its ability to meet the demand
for telephone equipment. "When that demand goes down its
earnings go down and when that demand goes up its earnings
go up. Now, obviously, when the operating companies pay
Western 'Electric for equipment, it is the same. thing as if
they paid the same amounts to A. T. & T. The Court of Appeals conside·red this problem of intercorporate relationships at great length in C. & P. v. Com., 147 Va. 43, and concluded ( p. 78) that the '' veil of mystery'' surrounding them
w.as hard to penetrate. It held that Western Electric earnings
must be considered and constituted a reason for allowing
rates lower than would otherwise be allowed. The court
said (p. 78):
'' So that there are distinct but undisclosed advantages
and pecuniary profits to the owner of the stock and property
of the Virginia company that are not reflected in the net
earnings and dividends of the Virginia company which are
paid directly to such owner. There is the profit from sales
and services of the Western Electric Company to the Virgmia company; there is the profit derived from the use of
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facilities and agencies of the Vir
as from the interstate business which
does in aid of and for the benefit of
These profits cannot be stated. The
estimate thereof might be made are
the complications are so great that the
accurately, but the fact that they sur
any other fact in the case.''
page 686 ~

.nia company as well
he Virginia company
e American company.
acts upon which some
ot disclosed. Perhaps
cannot be determined
ly exist is as clear as

The regulatory bodies now mo.re about the
Bell System now than thy did then, and Mr.
Brown has suggested a method of han ling this problem that
does justice to all parties.
When a public utility engages also i a private unregulated
business, the public service operatio s should be separated
from the purely private business oper tions. If a railroad is
losing money on a hotel, that is no re son for raising freight
rates. If a gas company is making huge profits from the
sale of gas furnaces, that is not a r ason for lowering the
price of gas.
The fact that Western Electric m es large profits on the
sale of telephone equipment would ot entitle rate payers
to lower rates except for the fact tha those large profits are
largely derived from the sale of eq pment to the affiliated
company that serves the rate payers. Wes tern Electric also
makes money by selling things to e federal government
and other non-affiliated purcllasers. Its average earnings
over many years have been 9.9%, of the capital in-vested in
it ,by A. T. & T. Let us therefore ssume that that 9.9%
represents profit from sales to affilia ed companies and that
everything over 9.9% is profit fro private business unconnected with the Bell System.
.
.
9.9% of A. T. & T.'s investment in Western Electric is
. equal to .43% of the Bell System total investment. The
system needs to earn 6.43% of its tot 1 investment. Western
Electric contributes .43% of the total investment
page 687 ~ through profits earned in dealing with the
operating subsidiaries. .herefore the operating
subsidiaries should pay direct to A. . & T. 6% of the capital
invested by it in them. 6% of total system capital is 6.29%
of its capital invested in the tele one business.
We must bear constantly in mind that the real parties in
interest are the telephone subscrib rs and the A. T. & T.
stockholders. The .Virginia subscri ers pay their bills directly t.o the C. & P. Then the C. & P. pays over its net
profits to A. T. & T .. in the form of interest or dividends, .it
matters not which. The C. & P. al o buys equipment from
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Wes
Electric. This equipment is paid for out of money
put up by the investors and not by the subscribel'ls, because
capital is furnished by capitalists and not by consumers. Of
the 6.43% net earnings of the Bell System, the telephone
subscribers pay 6% through the operating companies and
.43% is derived from Western Electric profits on sales to the
operating companies. This treatment of Western Electric
earnings means that the ·C. & P. is allowed to earn its rate
of return on all sums paid by C. & P. to Western Electric
for plant account Then· Western Electric earnings up to
9;9% are treated as having come from Bell System telephone
business, with the result that the system's need for earnings
from the operating companies is reduced from 6.43% of Bell
System capital to 6.29% of the capital invested by it in the
operating companies.
page 688 ~ Each of the subsidiary operating telephone companies pays the parent company a license fee of
1 % of its gross income in return for a variety of important
services including financial services. By investing the capital
raised and held for the use of the operating .companies in short
term government bonds the A. T. & T. derives a net return
of .13% of its telephone capital. That net return of .13%
is after paying all overhead expenses such as the cost of the
Bell Laboratories, the maintenance of the company's· head
office ibuilding at 195 Broadway, and all other telephone
expenses not otherwise charged to the operating companie.s.
Deducting that .13% from the 6.29% leaves 6.16%. One of
the important services for which the license fee is paid is
that the parent company furnishes the operating company
its capital. We are treating the capital so raised by the
parent company as part of its investment in the subsidiary
from the time when it is made available to the subsidiary.
We thus treat that capital as capital invested in the sub~
sidiary for the purpose of allowing a rate of return on it.
That being so, the subsidiary is entitled to credit for the
money earned on its capital while its capital remains in the
possession of the parent company.
The final result of these calculations is that if each
operating subsidiary pays the parent company annually 6.16%
of the money that the parent has invested in the sub.sidiary,
the parent will earn enough to pay all its expage 689 } penses including- interest, depreciation and taxes,
··
to pay the dividend of $9 a share and to add $3
a share to surplus. (Western Electric earnings over 9.9%
will also be passed to surplus; but we are not concerned with
ili~)
.
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Having set up the target that I a aiming at, the next
step is to find out how high to shoot in order to hit it.
The A. T. & T's present investm t in C. & P. ( as of
September 30, 1957) is $227,701,000. In addition, the A. T.
& T. is holding $14,807,460 (as explai ed above) for the use
of the local company. I treat that a ount as current assets
of t.he local company. It provides
sum sufficient to pay
current obligations and provide ne ded working capital.
Thus the amounts invested in and set side for the local company add up to $242,508,460. Of tha amount, $1,277,639 is
invested not in the local company's te ephone husiness but in
another company, so we subtract tha amount leaving total
capital invested in C. & P. telephone ervice of $241,230,821.
By applying the formulas of '' The S arations Manual'' we
find that $204,081,275 is invested in th t part of the property
that is allocated to the intrastate telep one business. Whether
the interstate part of C. & P. 's oper tions is earning more
or less than the intrastate part is b yond our jurisdiction
and cannot enter into the present icture. (Actually the
interstate business yields a higher r te of return than the
intrastate business.)
page 690 ~ One feature of the pr sent case is that the
C. & P. is about to spen $5,151,000 to provide
additional circuits for present custo ers living in outlying
districts around the big cities. Wh n this new plant has
been built the existing suburbam su scribers will pay the
big city local exchange rates and will c ase to pay toll charges
on calls to and from the city. The very large number of
city subscribers will start paying t
proposed new rates
immediately. The relatively smalle number of suburban
subscribers will not begin to pay th city rates until they
cease to pay the toll charges. Since here is no way of telling how much of the expenditure o $5,151,000 is for the
benefit of the city subscribers and how much is for the benefit
of the suburban subscribers, we trea the entire amount as
if it were already part of the capital nvested in the C. & P.
plant. This treatment of this item will cause every subscriber to subsidize the suburban b eficiaries of the new
small amount. The
circuits in an indeterm1nable but ve
added investment will not produce a ded revenue from new
subscribers and must the refore produ e the necessary added
revenue from existing subscribers.
Accordingly we add the $5,151,000 o the $204,081,275 and
get a total investment of $209,232,27 .
6.16% of $209,232,275 is $12,888,769. The parent company,
by filing a consolidated federal inc me tax return, saved
$522,683 ( attributable to Virginia in astate operations) by
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deducting from its gross income the amount of
page 691 } interest that it paid on system debentures equal
to 32% of its intrastate investment in the local
company, leaving $12,366,086 as the amount the local company
should have earned for the parent company out of intrastate
telephone business in Virginia. Those intrastate earnings
were only $10,795,113, from which it follows that the local
company must have additional intrastate net earnings of
$1,570,973, if we agree with the company that its proper
debt ratio is 35%. It takes over $2.00 of gross earnings to
p'roduce additional net earnings of $1.00, mainly because of
the 52% federal income tax. This raises the· question of
whether it is just !lnd reasonable for the company to maintain
so low a debt ratio for the benefit of the stockholders at the
expense of the consumers.
The November, 1957, issue of the Virginia Law Review
contains two articles tha.t deal with this topic. The article
beginning on page 1027 takes the position that public service
commissions and appellate courts are not capaible of fixing
utility rates intelligently and should keep hands off the debt
ratio decided on by the managers of the business. The article
beginning on page 1079, by Professor Rose of the Wharton
School of Finance, takes the position with whicl1 I agree.
At page 1088 he says:

'' It is submitted that the Massachusetts' and majority
doctrine is correct in both legal and economic principle. The
lawful objective of rate regulation is the establishment of
rates estimated to yield operating revenues that cover the
total cost of furnishing the service, including, of course,
cost of capital or fair rate of return. But the principle is
unchallenged that only reasonable costs a:re allowpage 692 } able for rate-making, and it follows that only the
reasonable cost of capital is properly inclu,dable
in allowable expenses. When a commission in determining
cost of capital disregards the actual capital structure or a
capital structure proposed by management it is no mo're
invading the domain of management than when it disregards
unreasonable expenses for labor, fuel, or ,o,ther productive
factors in prescribing rates. A commission does not change
the existing capitalization in such a situation; it simply ascertains the reasonable cost of one of the productive factors,
namely, capital, for ra.te-making purposes. The issue is
not whether the actual capitalization should be altered or not
but rather what it should be to prescribe re.asonable rates.
The capital structure has sue~ an impact upon the cost of
capital that the regulatdry agencies would in large measure
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lose their power to establish reasona le rates if they were
bound to accept either existing capital zation or a capitalization proposed by management when cos of capital or fair rate
of return is in controversy.''
To illustrate the great importance f the debt ratio, take
for example a case in which' the cons ers will have to pay
a million dollars more if the debt r tio is 35% than they
would have to pay if the debt ratio w s 45%. The company
persuades the commission to app'rov a 35% ratio. After
the rates have been established on t at ·basis the company
issues additional de,bentures until it actual debt ratio is
45%. Then the million dollars that ou ht to have been ,saved
for the consumers will be saved for he stockholders. The
Constitution of Virginia impos·es on this Commission the
duty of deciding how mueh the cons ers are to pay and
how much the stockholders are to re eive. We would fail
to· pe'rform that duty if we delegate to management the
power to make that decision : if we r quired the consumers
to pay a million dollars ore than is needed to
page 693 ~ attract capital on an econo ieal basis, and left it
to management to decide ereafter whether that
million dollars should be spent or save . Management would
then have the option of saving for the stockholders a million
dollars that ought to have been saved for the consumers.
Board of Supervisors v. Vepco, 19 Va. 1102, 1119, says
the return should be such
".as will make its securities attractive to investors when the
·
company is prudently and carefully o erated.''
What is meant by that qualifying phrase: "when the
company is prudently a;nd carefully o erated''? A company
can be rather badly managed and st 11 be '' prudently and
carefully operated'' within the mea ing of the law. So
far as the law is concerned a company is prudently and care.fully operated if its management is n t needlessly waste.ful.
There is, however, one managerial dee· ion that we must look
at ·if we are to pe·rform our duty, an that is the selection
of the debt ratio. The importance of the debt ratio is this :
the stockholders want it to be as lo as possible and the
subscribers want it to be as high asp sible. Their financial
interests are diametrically opposed, a d management is the
representative of the stockholders. In every ·recent Bell
System rate case, the witnesses wh were officer,s of the
company and the witnesses who wer employed as experts
by the company have testified that the debt ratio ought to be
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35%. Most of the other commissions (supported by the courts
whenever an appeal has been taken) have used a hypothetical
debt ratio of 45% in calculating the company's
page 694 ~ revenue requirements. The higher ratio ,benefits
the consumers in two ways: (1) it reduces the
amount of 8% money they bave to contribute; (2) it reduces
the company's taxes; and the company's taxes, of course,
come out of the pockets of the consumers. From the point
of view of the consumers it is needlessly wasteful to p,ay
higher taxes than need to be paid.
The actual present debt ratio of the Bell System is about
35%. Mr. Johnson testified that 35% was the optimum;
and the calculations made up to this point have been based
on that assumption. But if the debt ratio were left wholly
to managerial discretion, the managers might decide on a
zero debt ratio and expect the subscribers to pay 8% on
the whole investment. In the case of A. T. & T. it takes
8% of book value to attrac.t equity capital because it takes
8 % to pay the $9 dividend and pass $3 to surplus. The· cost
of equity capital would therefore not be lower if no debentures
were outstanding. On the other hand, the cost ~f A. T. & T~
equity capital would not. be higher if the debt ratio was 42%
instead of 32% or 35%. In order to be certain not to jeopardize the interests of the stockholders by my disagreement with
the company'·s managerial discretion, I am willing to go
along with a 42% debt ratio.
A 42%. de:bt ratio would work out like this·:
58% of 8% is
42% of 3.5% is

4.64%
1.47%

Total

6.11%

page 695 ~
Subtract Wes tern Electric earnings

.43%

Balance
Needed for telephone capital
(after subtracting W este'rn Electric
capital)
Less net return on license fees

5.68%

Required rate of return

5.83%

5.83 % of $209,232,275 is

5.96%

.13%

$12,198,242
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Less Earnings for test
period annualized

10,795,113
1,403,129

Less net effect of savings
in connection with extended
area service
Additional net earnings nee d
before tax saving
Or, in round numbers, $1,35 ,000.

54,058
1,349,071

The tax saving that would inure t the benefit of the Virginia consumers by using a 42% ebt ratio for the Bell
System instead of the 32 % debt ra ·o (the ratio when the
A. T. & T. filed its tax return) woul be roughly $350,000. a
year. Interest payments of 3.5% on 20,000,000 of additional
debt (10% of $200,000,000) would be $700,000, and deducting
that a.mount from taxable gross inco e would reduce federal
income taxes by 52 % of $700,000.
The actual tax ·saving that resulte from filing the consolidated return was $522,683 more tha it would have been if
C: & P. had filed a separate inco
tax return last year.
Adding $350,000 to that amount give a tax saving of around
$870,000. Subtracting that amount from $1,350,000 leaves
$480,000 of additional net ·revenue, o produce which about
$1,1000,000 of additional gross revenue would be
page 696 } required.
Filed herewith as AP ENDIX A is a list of
recent cases holding t11at the revem: e requirements of A. T.
& T. subsidiary operating companies ught to be calculated on
the assumption that their capital s ucture ought to consist
of appvoximately 45% debt and 55 equity.
The company ·requests additional et earnings of $466,000
on account of the phenomenon Imo n as "attrition." Since
each telephone in service earns th same amount as every
other telephone in its rate bracket, nd ·since the cost of each
telephone added today exceeds th cost of each telephone
added yesterday, the earnin~s pe telephone decline from
day to day. The actual erosion ca not ·be exactly measured
but we know that it exists.
In order to make up for this ero ion the Commission has
been using the year-end figures in ecent rate case,s. There
is no lo~cal or scientific reason for sing the year-end amount
of the investment instead of the av rage for the test period.
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The expenses and earnings are necessarily related to the
plant in use from day to day during the test pe·riod when the
expenses were incurred and the earnings were received. When,
as in this ease, the company is growing rapidly, the investment at the end of the test period will necessarily be much
higher than the average investment during the period. As
the company grows the gros·s income grows with it. By
allowing a return on the year-end figures we allow a return on
a larger plant tha.n was actually in service dU'ring the test
period.
page 697 ~ The effect of using year-end figures is illustrated by the fact that A. T. & T. earnings for
1956 were over $13 a share on the average number of shares
outstanding du'ring the year and $12 a share on the -number
of ,shares outstanding at the end of the year. The $13 a
share represents the actual earnings, the actual amount available for dividends on the common stock, so that after payment of the $9 divident $4 a share instead of $3 a share went
to surplus. In my opinion $3 a share is enough and $4 is
too much.
Thus by using the year-end investment figure we do in fact
provide some cushion against attrition.
e cannot know in
advance how much the attrition will be or how great will be
the effect of fixing· rates to yield revenues on the end-ofpe.riod investment. We are faced with a "probable error''
of several hundred thousand dollars. The additional $1,100,000 of gross reYenue referred to above is the additional
amount tha.t the company ought to have earned during the
year ending :September 30, 1957. We are dealing in terms of
percentages and are not predicting what next year's gross
revenues will amount to. Faced with this unknown factor, I
am persuaded that $400,000 in gross revenue (instead of the
$1,000,000 requested by the company) should be allowed for
attrition. This brings the total g-ross up to $1,500,000. To
that figure should be a.dded $1,270,000 to cover the re.cent wage
increase. If the rates we have allowed in past rate cases
have failed to yield the predicted rate of ·return, it has been
caused more by wage increases than by attrition.
page 698 ~ Accordingly I would allow the- applicant to increase its rates sufficiently to produce $2,770,000
of additional gross revenue.

,v

APPENDIX A.
(Recent cases holding that a 35% debt ratio is unfair to
consumers.)
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Southern Bell Tel. & Tel. Co., Missi sippi P. S. C., 16 PUR
(3d) 415 (1956) at p. 441:
''The supreme court of Virginia sai
v. City of Petersburg, 132 Va. 82, P
S. E. 533: 'The rate of return••• w
should be allowed to receive should
company, and such as will make its
investors when the company is p
operated.' (Italics added.) "

•

•

•

in Petersburg Gas Co.
R1922C 172, 177, 110
"ch the utility company
e fair and just to the
ecurities attractive to
dently and carefully

•

'' During the test period, Southern ell's capital structure
appears to have been imprudent and neconomical by reason
of having an abnormally low amoun of debt, the effect of
which was to distort the true rate o return earned by the
company under the rates prevailing uring that period.
·"The composition·of a utility's cap· l structure affects its
operating costs and earnings require ent, particularly under
the current level of federal income ta es. A pmdent capital
structure is one conducive to the lowes cost of service that is
consistent with a sound :financial pos ure. ''
At page 445:

'' It should be noted that, under th federal corporate ine dollar in dividends
come tax rate of 52 per cent, each
paid by Southern Bell requires $2.08 n revenue which, when
incre,ased by the federal excise tax of 10 per cent, results in
a total cost to the telephone users of $2.29. ''
At page 447:
page 699 ~

'' Aooordingly, for the p
justness and reasonable
rates during the test period, we shal
the range of 45 per cent to 50 per c
fair and equitable. Our position is
thorities. ''

rpose of assessing the
ss of the company's
adopt a debt ratio in
t which we believe is
supported by the au-

New England Tel. & Tel. Co. v. D pt. of Pub. Util., 331
Mass. 604, 121 N. E. (2d) 896, 6 P
(3d) 65 (1954) at p.
75:
"In the present case the questions ises in different form.
The debt ratio has been cut by mana ment to 36.1 per cent.
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With reduction an accomplished fact, the department has,
nevertheless, allowed rates as before upon an assumed debt
ratio of 45 per cent.''

•

•

•

•

•

'' A 35 per cent debt ratio might be deemed in the nature
of a company luxury not to be reflected in rates to be charged
the public. In any event, the department could think so
without our being able to adjudge that there is anything
unlawful or confiscatory about its position.
'' Our conclusion has the support of all court decisions discussing the subject which have come to our attention. Chesapeake & P. Teleph. Go. of Baltimore City v. Maryland Pub.
Service Commission, (1952) 201 Md. 170, 189, 190, 9.7 PUR
NIS 50, 93 A2d 249; New England Teleph. & Teleg. ·Co. v.
State of New Hampshire, (1953). 98 NH 211, 220, 99 PUR NS
111, 97 A2d 213; Re: New England Teleph. & Teleg. Co.
(1951) 116 Vt. 480, 502-504, 90 PUR NS 414, 80 A2d 671.
The practice of rate-regulating authorities is in accord.''
New Engl<MUl Tel. & Tel. Go., Mass. Dept. of P. U., 2 PUR
(3d) 464 (1953) at p. 484:

"At the time that we made our findings in D. P. U. 818,
we went into great detail as to what we considered to
be the proper debt ratio to use for this company. At that
time, .'we pointed out the relative expense of equity capital,
due both to its inherent nature and to the tax situation. We
studied with s,ome care the effect of an increased debt ratio
upOh interest rates, upon the cost of equity capital and upon
· ·..the general credit of the company. We pointed out
. page 700 ~ tha.t a proper debt ratio was a matter of very
great interest to the ratepayers under the rule
of tl1e Hope Natural Gas Case (1944) 320 U. S. 591, 51 PUR
NS 193, 88 L. ed. 333, 64 S. Ct. 281, and came to the: conclusion that the respondent could well afford to manitain a debt
ratio of 45 per cent without in any way endangering its
credit standing or the marketability of its common stock. On
appeal, the supreme judicial court held that the department
was well within its prerogatives· in refusing to ·adjust the
permissible rate of return to include a reduction in debt ratio
to 35 per cent as urged ·by the company."
SUP'l'a,

State Corporation Commission v. Mguntain States T. &
T., Go., 58 NM 260, 270 P (2d) 685, 4 PUR (3d) 33 (1954) at p.
ff:
.
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"The problem is this: Debt capi 1 is substantiallyaess
exp~nsive to the operating compan than equity .capital.:.
(a) the amount paid for debt .capita is less than one ..half
that paid for equity capital, and (b) interest on debt is a
liability while divideductible expense in determining t
dends on stock are not deductible. T erefore, while no debt
at all would seem the ideal, it wou d require, under our
present economy, a great increase in earnings (i. e., rates)
to sustain such a position. By the sa e token~ a very heavy
debt ratio of 60 per cent or 70 per cent ould result in cheaper
usaible money for the company and p esumably lower rates,
but would destroy public confidence i the enterprise and, in
the face of a disaster like that of 19 9, would put the company in a very dangerous position. The railroad history
of 1929 reflects the hazard of cheap nanchrg by a too-high
debt ratio. There is mu.ch theoretical rgumel}.t"~s to whether
rates should be based upon actual deb ratio or an estimated
proper debt ratio, and again it is the elief of this court that
such a determination depends upo the economic facts
relevant at the time of decision. Be t is as it may, the existing decisions of both commissions an courts, and comparisons with other enterprises indicate that the desired onethird debt ratio of the Bell telephone system errs, if at all,
on the conservative side and, while e onomists disagree, responsible ones argue that a debt ratio u to 50 per cent, taking
into consideration the debentures of T&T and the pres,ent
expansion program, would not jeopar ize public confidence:
.
In any event, we find here nly a 28 per cent debt
page 701 ~ ratio (including average hort-term loans) for
tl1is operating company, a d a 40 per cent ratio
taking into consideration this compa.n 's share in the, AT&T
debt burden. Debt ratio is strictly a atter for management,
but its evaluation in fixing rates is an tern for serious consideration by the rate-making body"

Southern Bell Tet & Tel. Co., Alab ma P. S. C., 4 PUR
(3d) 195 (1954) at p. 232:
'' As indicated in the rece_nt decision of other commissions
in Bell Telephone cases the deht ra o has been found in
Pennsylvania as 43 per cent, in Massa husetts as 45 per cent
and in Maryland as 50 per cent.
"The commission observes that the evidence in this case
from the witnesses offered by Southe n Bell, one of whom
was a companv official, another who ;\ras paid from $3,500
to $5,000, by Southern Bell to testif., in the case and the
third, an investment ba.nker, all viewe the debt. ratio from
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the investor's point of view. Each testified that 33 per cent
was a proper debt ratio. Dr. Emory Q. Hawk testified that
45 per cent was a proper debt ratio.
''It appears to the commission that by the standard of
the debt ratio of other utilitie,s, by measure of the proper
debt ratio as decided by othe.r commissions in recent cases
for an operating company in the Bell System class, and
from the testimony of Dr Emory Q. Hawk as to the proper
debt ratio in the instant case at the present time that 45
per cent is a proper debt ratio. The commission therefore
finds and does adopt 45 per cent as the proper debt ratio· for
the purpose of determination o.f calculations of a rate of return for the Ala:bama intrastate operations of Southern

Bell.''
C. & P. Tel. Co., D. of C. P. U. Commission, 6 PUR (3d)
222 ( 1954) at p. 239 :
''In this connection, however, it may be pointed out that the
prerogative of management to determine the capital structure
of a utility corporation does not and cannot expage 702 } tend to a prerogative to fasten unreasonably high
rates upon the consumers at its will. The balance
of interests between investors and consumers requires that
the latter pay the cost of capital for a reasonable capita.I
structure in the light of the risks involved as against the
relative costs, taking into account the tax and other pertinent
considerations. The management, acting as representative
of the stockholders, may decide, as a matter of internal policy,
to adopt a course of issuing no, or an unreasonably small
amount of, debt, but if it does so, it is the stockholders who
must pay the cost of the additional insurance provided for
them by that decision, and not the consumers.''

•

•

•

•

•

At p. 241:
''We conclude that on the basis of all of the evidence a debt
ratio of 43 per cent would accord a fair and indeed generous
balance of the interest of investors in maintaining a reasonable expectation of dividend continuity, against the interest
of consumers in having capital provided at the very substantially lower cost of debt as compared to equity.''

Southern Bell Tel. & Tel. v. Louisiana P. 8. C., 233 La.
446, 94 So. (2d) 431, 18 PUR (3d) 329 (1957), at p. 336:
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'' Plaintiff contends that in oomputin its earnings requirement, the commission increased actual arnings by $596,000a theoretical amount by which inco e taxes would be reduced-with a 45 per cent hypothetic debt ratio; that this
fictitious increase in income and down ard adjustment in income taxes is based upon the claim t at the telephone company should be considered as having long-term debt in it.s
capital structure (which it does not ave), and as having
paid interest upon that long-term d t (which it has not
paid).
· '' Plaintiff further argues that th commission invaded
the reasonable range of discretion of ts board of directors.
Its officials testified, in substance, that the present debt ratio
of approximately 22 per cent is the esult of prudent and
sound policies.''
page 703 ~

.At page 337:

'' • • • we are of the opinion that
exceptional circumstances in this case
that the action of the Louisiana Public
arbitr~ry,. capr~cious, and confiscator

ere are presently no
authorizing a finding
ervice Commission is
"

Mountain States Tel. & Tel. Co., 76 daho 474, 284 P (2d)
681, 8 PUR (3d) 265 (1955) at p. 2 4:
'' The commission made a comput tion of the earnings
which would be required to finance t e capital structure of
the company upon the assumption of structure of 45 per
cent debt and 55 per cent equity, with 314 per cent interest
allowed on debt, and $7 per share divid nd, and based upon a
payout of 90 per cent of .earnings.'' .

•

•

•

•

•

'' At a time when federal income tax
of net earnings, and the company's c
gram involved what is possibly a pea
the cost of labor and materials, the :
ranted in its consideration of the comp
Its action was not arbitrary or unre
ported ~y precedent''

s require 52 per cent
rrent expansion proor a high plateau in.
ommission was · wary's capital structure.
sonable, and is· sup- ·

Southern Bell Tel. & Tel. Co., Tenn.
170 (1956) at p. 190:

. S. C., 12 PUR (3d)

'' For the foregoing reasons the co

· ssion finds itself un-
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able to .concur in the opinions expressed by the outstanding
Tennessee financiers and bankers who testified as witnesses
for Southern Bell with respect to.: debt ratio.
'' The commission is of the opinion that Southern Bell, if
operating independently and not being affected by the Bell
System financing requirements, could safely carry a debt ratio
of 45 per cent.''
·
8oi1,thern Bell T. & T. Co., Tennes-see Railroad

page 704

r and Public Utilities: Commission, 100 PUR NS 33

(1953) at p. 40:
''The Vermont supreme court, in Re: New England Teleph.
& Teleg. Co. (1951) 116 Vt. 480, 90 PUR NS 414, 430, 431,
80 A2d 671, elaborated the rule of law in upholding the power
of the state Commission to reconstruct the utility's prevailing capital structure on the basis of a 45 per cent debt ratio
in a; rate proceeding:'~

•

•

•

•

•

"In the ,cited case of New England Teleph. & Teleg. Co. v.
Department of Public Utilities, (1951) 327 .Mass. 81, 88 PUR
NS 73, 97 N. E. (2d) 509, the Massaoousetts supreme judicial
court approved an order of the state regulatory Commission
in which a debt ratio of 45 per cent was adopted for ratemaking purposes.''

•

•

•

•

•

'' During the test year, Southern Bell's actual debt ratio
averaged only 23.8 per cent. Such a low debt ratio is not
conducive to the public interest. This Commission is of the
opinion that the adoption of a 45 per cent debt ratio in the
instant proceeding is amply supported by the record.''

Northwestern Bell Tel. Co., South Dakota Public Utilities
Commission, 100 PUR NS 221 (1935) at p. 233:
'' He asserted that as a sound financial structure a debt
ration should not exceed 33 1/3 per cent; that the debt capital
of the Bell System increased from 27 per cent in 1920 to 44
per c.ent in 1952, and that it should be reduced; that at the
end of 1929 the Bell System surplus was about $43 per share
of American Company stock, and at the end of 1949 it was
slightly more than $14 per share; that the .average earnings on
Bell System stock was 6.4 per cent over a long term of years,
hence, to reduce the debt percentage of 44 per cent and re-

358

Supreme Court of Appeals f Virginia

build a safe surplus, a higher rate, i. e., 7.5 per cent as a
minimum, was required for the Bell ystem, and hence, on
the value of its South Dakota inves ent. The advantages
of a higher debt ratio due to pres t low interest rates
thereon, the advantages of lesser Fed ral income tax under
existing statutes, in that interest char es reduce the net income, and the failure of m rket prices of Ameripage 705 ~ can Company stoc;k to re ect any lack of confidence by investors therein, indicate that this evidence should not be accorded control ing weight.''
Pacific Tel. & Tel. Co., Washingto Public ,Service Commission, 100 PUR NS 309 (1953) at p. 27:

'' Mr. Thomas strong·ly advocated we ghting in of debt costs
on the basis of 45 per cent debt rati and we feel that his
study indicates the use of such a debt ratio to be proper.
''Pacific's actual debt ratio at the en of the year 1952 stood
at 39.3 per cent."
New England, T. & T. Go~ ·v. State, 9 NH 211, 97 A2d 213,
99 PUR NS 111 (1953) at p. 119:

"The Commission found that a rat of return of 5.75 per
cent was reasonable and that 'under · e present conditions,
and for the purposes of this case, we nd that a range of 45
per cent to 50 per cent debt ratio is pr per for this company.
It is our opinion that this range of d bt ratio will allow the
company to attract new capital in th foreseeable future.' "
At p. 120:
'' When the case was tried the ca ital structure of the
company was equity capital 61.9 pe cent, long-term debt
32.7 per cent, and short term debt 5.4 er cent. Its debt ratio
has fluctuated between a low of 36.2 per cent in 1945 to a
high of 58.5 per cent in 1949 with a -year average of 47.5
per cent.
'' Although the determination of w ether bonds or stocks
should be issued is for management, t e matter of debt ratio
is not exclusively within its province.
ebt ratio substantially
affects the manner and cost of obtai ng new capital. It is
the ref ore an imp·ortant factor in the r te of return and must
necessarily be considered by and co1 within the authority
of the body charged by law with the d ty of fixing a just and
reasonable r.ate of return. New En land Teleph. & Teleg.
Co. v. Department of Public Utilities (1951) 327 Mass. 81t
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88 PUR NS 73, 97 N. E. (2d) 509, 514; Re: New England
Teleph. & Teleg. Co. (1951) 116 Vt. 480, 90 PUR NS 414, 80
A2d 671. The ,Commission could the refore legally
page 706 ~ determine a just and reasonable rate of return
· upon a capital structure different from the ·actual
structure of the company at the time the case was adjudicated. Chesapea}ce & P. Teleph. Co. v. Public Service Commission, (1952) 201 Md. 170, 97 PUR NS 50, 93 A2d 249,
257."
C. & P. Tel. Co., District of Columbia Public Utilities Commission, 99 PUR NS 314 (1953) at p. 343:
'' As debt ratio is in part determinative of the amount of
risk to which equity capital is subjected, and has a resulting
effect on the market price of the stock on which earnings-price
or dividends-price ratios are based, careful consideration
must be given to this important element in the cost of capital
caleulations.
'' l\fartindell 's debt ratio of 33 1/3 per cent coincided with
the optimum ratio which the management of A. T. & T.
hopes to reach. While the desirability of this goal may not be
questioned from the standpoint of protection to the investors,
the Commission does question whether such a low debt ratio
gives proper consideration to the interests of the consumers,
who would not only be required to pay a higher rate of return,
but would also lose the benefits of tax deductions on the interest related to a greater amount of debt in the capital
structure. While agreeing that t.he tax savings should not
be controlling as a basis for issuing debt to a point of ~ff ecling the financial sta;bility of a company, the Commission
is not convinced that debt ratio as low as 33 1/3 per cent is
required for this purpose. The Commission is likewise of
the opinion that a debt ratio of 51 per cent, as developed by
MacIntosh in his calculations based on absorption ratios,
is high for a proper balancing of customer and investor interests. The ratio of 42.5 per cent used by Falk in his computations, representing as it does the actual debt ratio for
the test period in this proceeding, appears to offer a reasonable basis for cost of capital calculations in this proceeding
and should be accorded more weight.''

New England Tel. & Tel. Co., New Hampshire Public Utilities Commission, 97 PUR NS 410 (1952) at p. 419:

page 707

~

"The financial structure of any utility, to a
large extent, determines its cost of capital. The
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capital structure of a company is its ebt (bonds and shortterm loans), and equity (stock and su plus). The company's
witnesses testified that the proper
ital structure was 35
per cent debt and 65 per cent equity, bile the state's expert
stated that a 48 per cent ratio of .d t and 52 per cent of
equity was reasonable. The debt rati of the company under
consideration here at the present f e is approximately 38
per cent debt and 62 per cent equit .
"It is our opinion that we must ek a balance between
the ratepayer and the investor by de ermining a reasonable
debt ratio that will penalize neither.''
At p. 420:
"The company and all other Assoc ated Companies of the
Bell Syst~m. have constantly and cons stently stated the need
for a 35 per cent debt ratio in orde to maintain a sound
capital structure, and attract additio 1 capital when needed.
"Under the present conditions, and or the purposes of this
case, we find that a range of 45 per ent to 50 per cent debt
ratio is proper for this company. It s our opinion that this
range of debt ratio '\\ill allow the c mpany to attract new
capital in the fore see able future.''

0. & P. Tel. Oo. of Baltimore, Circ ·t Court No. 2 of Baltimore City, 95 PUR NS 129 (1952) at p. 137:
'' The company has no bonds outs nding, and all of its
stock is owned by American. Whe money is needed. for
expansion, it is furnished by Americ n, and later converted
into stock. The result of the capital structure is that all of
the company's net income is subject o tax (at 52 per cent)
while dividends to American on the stock are 85 per cent
exempt from income tax.
'' After receiving evidence as to he appropriate capital
structure for the company, which w uld enable it to obtain
new capital on the most economical t rms, the evidence bear.
ing the refore upon the pr per rate of return to be
page 708 } allowed, the Commission f und that it should con.
sist of 45 per cent debt a d 55 per cent equityi. e. 45 per cent borrowings and 55 pe cent stock.''
0. & P. Tel. Oo., Maryland Public
PUR NS 215 (1952) at p. 238:

ervice Commission, 93

''1Since that opinion was written, e debt ratio has been
reduced. The Commission is of the pinion that the ratio of
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45 per cent debt and 55 per cent equity capital, found to be
proper in the previous case, is the appropriate one to be now
used in considering the components involved in the determination of what constitutes a reasonable return.''
page 709 ~ COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
RICHMOND
February 25, 1958.
APPLICATION OF
CHESAPEAKE AND POTOMAC TELEPHONE COMP ANY OF VffiGINIA

For an increase in rates.
CABE NO. 13591.
The cities of Lynchburg, Hopewell, Hampton, Norfolk and
South Norfolk, Virginia, and the counties of Arlington and
Fairfax, Virginia, having filed due notice of appeal in this
case,

IT IS ORDERED that the exhibit filed with the application
and the original exhibits filed with the evidence, numbered
and described as follow.s, be certified and forwarded to the
Clerk of the Supreme Court of Appeals of Virginia, to be returned by the Clerk thereof to this Commission with the
mandate of that Court:
Exhibit filed with tJte application:
A. Schedule of Rates, Charges, Rules and Regulations of

the C. and P. Tel. Co. of Va.
Exhibits filed with the evidence:

A. Publication of notice of hearing.
1. -Total number of telephones.

2. Telephone Development.
3. Billing for telephone service compared with general price
increases.
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Unfilled orders for new service.
Demands for higher grades of se
Distribution of residence main te
Gross construction.
Impact of rising cost levels on lant investment per
telephone.
9. Balance Sheets-total company.
page 710} 10. Income Statements- otal company and intrastate-6 months ending ept. 30, 1957.
lOA. Exhibit No. 10, revised.
11. .Annual effect of proposed rate r lief-intrastate.
· llA. Exhibit No. 11, re'1ised.
12. Examples of changes in interes rates.
13. Public Utility and Bell ,System bond issues publicly
offered.
14. A. T. & T. Co. stock compared wi h 24 utilities.
15. Rate of earnings on average ho· r equity-A. T. & T.
and 24 utilities.
16. Increase in investor's yield on . T. & T. stock from
the issue of rights to purchase s ock.
17. Actual equity capital acquired through issuance of
A. T. & T. Co. stock.
18. Earnings, dividends and retained earnings per share of
A. T. & T. stock.
19. Proposed changes in flat rate c Hing areas and rate
groupings resulting from provisio of wider range local
calling.
20. Basi~ schedule of present and roposed monthly flat
rates for main station services.
21. Washington metropolitan exchan area rate proposals.
22. Service connections and changes.
23. Rate area adjustments. ,
24. Reproduction Cost, Telephone Pl nt and Property.
25. Present and proposed net earning related to reproduction cost depreciated.
26. Projects in northern Virginia.
27. Intrastate rate of return for 1954 1955 and 1956 based
on net original cost investment.
28. Balance Sheet-total company
ept. 30, 1957.
29. Operational savings estimated to be realized from additional extended area calling.
30. Number of stations in proposed xtended calling area
of Virginia zones of W as11i ton area.
page 711 ~ 31. Net Proposed change in subscriber billing
in Virginia zones of Washin ton area.
32. Reduction in t.oll revenue from p oposed reductions in
rates beyond 110 miles.
4.
5.
6.
7.
8.

I
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33. Number of private branch exchanges, hotel and exteD;sion services, Sept. 30, 1957.
34. Annual Report, A. T. & T. Co., 1953.
35. Same, 1954.
36. Same, 1955.
37. Same, 1956.
38. Allocation of A. T. & T. Co. Federal income truces,
1956.
· 39. Report, operating results of Western Electric Co., Inc.,
1956.
40. Accounting examination of The C. and P. Tel. Co. of
Va.
41. A. T. & T. Co. and principal subsidiaries, comparative earnings on capital, 1953 and 1956.
42. Indicated rate of return requirement on telephone capital of Bell System.
43. Indicated rate of return requirement, The C. and P.
Tel. Co. of Va., on net telephone plant, materials, supplies, and cash working capital.
44. Revenue requirement, The C. and P. Tel. Co. of Va., to
provide its proportion of indicated return requirement
on telephone capital of Bell System.
45. Comparative statement showing rates of return and
additional gross revenue requirements as requested and
as indicated by S. C. C. staff study.
46. Average messages per month per service-Richmond
and surrounding exchanges.
47. Rate of Return and Cost of Capital.
48. Determination of equity capital attracting rate of return for Bell System.
49. Testimony of Charles E. Hammond with exhibits.
50. Comparative statement showing rates of return and
additional gross revenue requirements as indicated by
S. C. C. staff study and as restated by The C. and P.
Tel. Co. of Va.
END
A True Copy.

Teste:
N. W. ATKINSON
Clerk of the State Corporation
Commission.
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page 712 } COMMONWEALTH OF
STATE CORPORATION C
RICHMOND
OERTIFlCATE
. Pursuant to an order entered herein on February 25, 1958,
the exhibits listed therein are hereby c rtified to the Supreme
Court of Appeals of Virginia, to be eturned by the Clerk
thereof to this Commission with the andate of that Court.
It is further certified to the Supre
Court of Appeals of
Virginia that the foregoing transcrip of the record in this
proceeding, with the exhibits, contai s all the facts upon
which the action appealed from was b sed, together with all
the evidence introduced before or co side red by this Commission.
Witness the signature of H. Lester H oker, Chairman. of the
State Corporation Commission, unde its seal and attested
by its Clerk this 26th day of Februa y, 1958, at Richmond,
Virginia.
H. LESTER HOOKER
Chairman.
Attest:
Seal

N. W. AT
Clerk.

SON

CERTIFICATE.
I, N. W. Atkinson, Clerk of the St te Corporation Commission, certify that within sixty day after the· final order
in this case the cities of Lynchburg, Hopewell, Hampton,
Norfolk and South Norfolk, Virginia, and the counties of
Arlington and Fairfax, Virginia, by . Byron Parker, of
Counsel, State-Planters Bank Buildin , Richmond 19, Virginia, filed with me a notice of appeal t erein which had been
delivered to T. Justin Moore and lo n W. Riely, Electric
Building, Richmond 12, Virginia, a.nd oseph E. Blackburn,
703 East Grace Street, Richmond 1 , Virginia, opposing
counsel, to Counsel for the State Cor oration Commission,
rund to the Attorney General of Virgini , pursuant to the pro-
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visions of Section 13 of Rule 5 :1 of the Rules of Supreme
Court of Appeals of Virginia.
.Subscribed at Richmond, Virginia, February 26, 1958.
N. W. ATKINSON
Clerk.
A Copy-Teste:

H. G. TURNER, Clerk.
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