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Decision No. |2 H L6

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of the)

SOUTHWESTERN HOME TELEPHONE COMPANY, :

for an order suthorizing it to issue 1t-;

Firat and Unified Mortgage Gold Sonds

(later to be Xmown as "Pirst Mortigage g

Gold Bonda™,)and for aun Order suthoriz-

ing the use and sale of certain Series )

A bonds for tkhe purpose of refunding thel

outstanding First Mortgege Bonds hereteo—

fore issued by the Company, and for the )

parpose of likewise refunding the First )

Mortgage Bonds of the Redlands Home Tel

ephone Company, and £ox the purpose of

d%schaigmg and ‘r:lfzmdi.ngf gertain other .
obligations, and alao for the purpose

of providing funds from time to time Application
in the future necessary to extend and Numbex
enlarge the business of the company and 10260
to pay f£or necessary extensioms and bet=}
terments; slso for an order authorizing )
and approving & Irust Indenture to be
sssued a8 of the first day of October,
A.D. 1924, coverimg all the properties
of.the Company in the State of Califor-
pia now owned or hereafter to be ac-
quired in its dbusiness.

Charles P, Potter, for Applicant.

BY THE COMMISSION:

0PINIORN

Southwestern Home Telephone Company asks permission to
execute & mortgage or deed of trust supatmtn.uy in the same fom
a8 that filed in this proceeding and marked "Exhibit ¢c*, and to
issue $340;600.00 of bonds under such mortgaée or deod-o:t trust

to refund indebtedness.




The Commission has on seversl occasions commented on the improper
and excessive capitalization of the properties of the Southwestern EHome

Telephone Company (Decision No. 1296,dated Feb, 24,1914,' Vole4,0pinions

and Ordere of the Railroed Commission of California, pae24?; Deocisionm
Noe 5057, dated Jan,18,1918, Vols 15, Opinions and Orders of the ‘Railroad
Conmission of California, page 44.) |

In Decision Number 9910 (dated Deec. 21, 1921, Vol. 20, Opinions

and Orders of the Railroad Commission, of California, page 1053) the Com=
mission fixed applicant's ratea, For the purpose of that prooéod:l.ng the

Commiasion's engineer!.ué department estimated the historiocal cost o:C' the
company'sa properties at $392,148.00, while the company submitted L’ gures
amounting to $511,496.51. The net cost of additions and bettexrms htn gsince
then 13 reported by the company in this proceeding at $27,042.73 which,
added to the Commission's engineering department figures, makes a total
of $419,190.73; or a total of $531,539.29, if the §27,042.73 is added to.
the company's figures. In the rate decision the Commisaiom made no defi-
nite :find.:l.né a8 to the estimated historical cost of the company*s proper-
ties, but comments on the difference between the figures submitted.

For the past three years the Southwesternm Home Telephone Company
reports earnings, expenses and disdurzements as follon:-‘-‘

TTEM ' 1923 1928 19
~ Uperating revemae . . . . -

Operating oexpenses . « « « « '7 256 73 88 88'1.0! 77 435 87
Fot operating revemmoO.... 33,'535,75 35,!25,33 BE,UIU,E

Unocollectible reverms. . .
Taxca assignadble to oper'n ... 8 527 61 8 223.15 8 697..01

Deductions from net revenge... 2 . 39164 2 J1ig06

Opel'ltﬁlg inoom’ e o @& o & o » I » . ‘ » ® '
D .

Eonoporating inoome . . . . . 998,79 175,00 %0,80

G'I‘OBS inoom. . ¢ o & & @ » l ® 6 » g ® L J

JEDUCTIONS:
Rent for lease of plant 5,000,00* 5,230.56* 471,40
Rent for offices . . « .« . 1 7050& 1 728,00 1'199000
Rent for poles,otGe . « . .+ . 839.90 88'1.90 783.90
Miscellmeous rent . . . . . 150.00
Interest on fumded debt 18, 738.39 18 250.0‘ 22,745.81*
Other interest . . . . . . . 3 579,00 8 788,87 4,099 ‘76
Total deductiens ..... »ILle 000 Do 7
Natmom.ooo.oo « » @ 98067 - -

*Inocludes $6,000 interest on Redlands Home Tel.% TeleCo. Dbonds.
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In this proceeding applicant reports its assets and 1lisbilie
ties as of March 31, 1924 a8 followa:e

Intangidble capital . . . - +$ 80, 186.10
Land and dbuildings . . . . 19 259,03
Central. office equipment . 36, 321.84
Station equipment . . . 52,115,.20
Exchange pole 1iN68 o « o o o o o o . o 166,834.41
mmsﬁ 8erisal cable . . . . ¢ s e 0 0 0 o 0 o ‘9.93‘.‘8
MhmBQ ael'ial '1:'. * & o o & & @ 98’373.‘8
Exohange uwmdergrourd conduit . . . 4,319.47
Exchange underground 0able . « . . 11,384.22
General oequiPmMONt . . ¢ o ¢ ¢ o ¢ 6 6 66 o o o o 18,360.44
Undistributed construotion expenditures and inter-

o8t during comBtrudtionR . . . « + o o « » . o 37,798.21

Total investment in fixed cepital... {$673,874.82

Cash and depoﬂ.tl ® s o & s e B s s e s e e - 7’233Q57
Bills receivable . . * ¢ & @ o 2 0 ¢ o s s e 0 6,649083
Due from subsoribers and AZOnLB o o o ¢ o o o o o 4,529.01
Misocellaneous acoounts redeivable ¢ ¢ o o o o o 2,234.01
Materials and BupplioBd . v ¢ o« o ¢« o © o o 0.0 o 19, 296.27
Sinking funi assets . . . - . ‘ 5o »196.18
Propayments « . ¢ o o o o o« s o . 4086.25
Unamoxtised dedt discount and expens 80,976.02
oth&r mspem. L J - - L » L J L ] L J L ] » L J [ ] L J L ] L ] L L J 7’“8.96

TOTALceseese $731,435.42
. aET——————r

LIABILITIES

Capital 8took outstanding . . « . . - $ 84,234.50
Redlands Home bonds . . « + » . o -100,000.00
Southweatern Home Telephons bond.e . . o 328, 600,00
Deferred intoreat certifiocates « . « « « o o « 48,375.00
Bmﬂp““l’......oo.ooooo.o 50,500.00
Andited vouchers and wages unpaid « « « « o « o 14,039.29
Miscellaneous accounts payable . « ¢« « = « « « 1,824.46
Service billed in advance . . 3.227.99

Taxes 8COTUOL o« ¢ o © ¢ ¢ o o ¢ ¢ o o ‘o. ‘4929.“7

Other acorued liabilities not due 19,877.33
Reserve for accrued depreciation « . « « + « T 66,844 ,09
Other deforred oredit 1temB . « ¢ ¢ ¢ ¢ ¢ ¢ o o 234,09

715,686622.
Corporate deficit . . . .__ 4,250,800
Tmn’ . evesesede m% ‘8
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0f the Redlande Home Teleplone and Telegraph Company bonds,

¥3500,00 are in applicant's treasury, leaving $96,500.,00 outstanding in

the hands of the publioc, The total bonds, notes and deferred interest
certificates aggregate $517,875.00. 1In addition, $177,500,00 of applie

cant's bonds are pledged as collateral.
An snalysis of the company®s income account for. 1923 shows
that approximately 71 percent. of the'company's income was used to pay

operating expenses; 6.5 percent. to pay taxei; and 22 percemt. to pay

interest and rent.

The following shows the purposes for which the conpﬁny oXx-
pended its 1923 fincome:e |
Totalincomo......................&136,754.00

DISBURSEMENTS: o
TTEW Amount Rorcent.
8. OPERATING EXPFRNSES:
enance exc
depreciation .... $18,755.00 13.71
Depreciation ,,...... 14,193.00 10,37 -
Traﬁio sovssressessesa 30'164.00 22,06
Comuercial ..envecooe 10,209.,00 746
General and miscella-
DOOUB; s3eeeeees 23,933.00 17.49
Total operating ex~- -
: penses .,.. 97,266.00 7%.09
b’ Tms - sevevoCOIBOIOISS 28,840.6.8‘ 6.;1'6
°0 mamsm Sovsscesvnsers 2 317. 16.
d. !m__?_ LA A A R XL E R XX TN NN I 7:594000 5055
Total Interest and rent.... 29,911.00 21.86

The general and miscellsmeous expenses include #13,920.00
- for general office salaries, such salaries representing 10.17 percont,
of the company®s totsl income.

The Cormission is asked to authorize the igsaue of $340,000,

of 8ix percont. bonds to refund mdobtodnesa 0L the Southwestorh Héme
Telephono Compsny and the outetmdizig bonds of the Redlands Home Tele~
»p‘non; &nd Telegraph Company, all of whose stook is owned by the- Southe
westexrn Home Telephone Company. There are roportod..u".outstandj.ng.

$322,500,00 of Southwestern Home Telephone Company bounds snd $48,375.00

0f deferred interest certificates applicable to such bonds. '.ﬁhe com-
4= z
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pany has asked the owners of the Southwestern Home Telephone Company
bonds to exchange such bonds and deferred interest certificates on the
besis of $1,000.00 of Southwestern Bome Telephone Compsny bonds for
$650.00 face value of bonds to be issued wader the new mortgage of tho
company. It is of record that the holders of more than 80 percent.

of the bonds have agreed to the exchange. Ko definite arrangements

have been made for the refunding of the $96,500.00 of outstanding Red=-

lands Home Telephone and Telegraph Company bonds, or the §60,500.00
of outatanding notea of the Southwestern Home Telephone Company. To
refund a part of such notes, bonds in the amomnt of $33,875.00 are to
be reserved. The delivery of bonds to refund the notes and 1_;:;10
Redlands Home Telephone and Telegraph Company bonds, will be authore
ized in a supplemental order or orders in this proceeding. '

The Cormisajon ic asked to aunthorize the Southwestern Home
Telephone Company to execute a mortgage or deed of trust in substan-
tially the same form as the mortgzage or deed of trust filed in this

proceeding as Exhibit "C¥, The initial series of bonds is to be
limited to $1,000,000.60¢. Such bonds are to be lmown as "Series A%;

10 Doar 81x paraant, interest: to be dated Ootebex 1, 1924; han& %o

mature Octodexr 1, L1954, The proposed morvgage which has been aubmitted,

1

we believe, shounld be modified in sove:.:a.'.!. rospecis. Firast, there
should be eliminated from such mortgage, as well as from the form of
the bond, the provision whereby tke holders of bonds waive thelr rights
to proceed against stockholders, directors, or officexrs of the oompaﬁy
by virtue of any constitution, statute, provision or rule of law or
equity, Judicial proceedings, adjudication, assessment, penalty or de-
duction, ropresontation or othorwise, for the paymont of the principal
and intereat of the bonds, It is further believed that the sinking

fund provisions should be modified so that the company will be recuired
to pay to the trustee on September 1, 1928 and annually thereafter,



an amount equal to one and one half percent. of the bonds then outstand-

ing. The company should resexrve the right to make such pments either
in cesh or in bonds issued under the mortgage, whick bonds the trustee )
is to accept at their par value. All moneys paid to the trustee should
be used for the purpose of redeeming donds issued under the mortgage.
The sinking fund payments should not be made dependent wpon the net earn-
ings of the company. The comrany should also reserve to itself the right
to redeem on and after September 1, 1928, and uwp to and including Septem-
ber 1, 1934, all or any part of the bonds issned under the mor?gago, at
106 percent. of the par value thereof and acorued interest; snd after Sep-
tembexr 1, 1934 at one fourth of one percent. less each year,

Under the financial plan outlined in this prooqodin_g $322,5600,.
of Southwestern Home Telephone Company five percent. bonds and 348,375,
of deferred interest certificates will de exchanged for @W,é%,w of
8ix percent. bonds. Adding to this amount the $96,500.00 of Redlands
Home Telephone and Telegraph Company bonds and the §50,500.00 ‘o:g notes
payable, makes a total dedbt of $355,625.00, against an estimated cost of
the properties varying from $419,190.73 to $551,559.89, a8 shown on
page two of this decision. Under the set-up, the sunual 'intolrost charge
will be reduced fLrom §$24,100.00 to $19,552.50; a reduotion of $4,547.50.
It is for the purpose of bringing about & further reduction of the bonded
dedt on the properties operated by applicant, thet a sinking fund such
as outlined herein, should de put into effect.

ORDER

Southwestern Hame Telephone Company, having applied to the
Railroad Commission for pemissi.o:i to execute a mortgage or deed of trust
and to issue under such mortgage or deed of trust $340,000.00 of 'bonda',




8 public hearing having been held before Examiner Fankhauser and the

Commission being of the opinion that the money, proyperty or ladbor to
be procured or paid for through the issue of such bonds, is reasonably
required by applicant and that the expenditurea authorised in this
order are not in whole or in part reasonably chargeadle to operating
eéxpenses8 or to income, |
IT IS EEREBY bRﬁBRED that the Southweatern Home Telephone Com-
pany be, and i1t 13 heredy, authorized to issue not exceediﬁg $340,000.
of firat and unified mortgage six percent. gold bonds due October 1,
1954, such issue being authorized for the following purposes and upon
the following conditions:e
l. Upon receiving from the Railroad Commission an order
authorizing the execution of a mortgage or deed of
trust to secure the payment of the aforesaid 'bonds,_
Southwestern Home Telephone Company may deliver not
exceeding $209,625.,00 of said bonds in exchange for
$322,500.00 of Southwestern Home Telephone Company
five percent. bond.s‘ and $48,375.00 of deferred in-
terest certificates, upon the basis set forth in this

application,.

2. The remsinder of the bonds herein authorized to be ig-
sued, naenely, $130,375.00, may de used and delivered
by the compeny only for such purposesd as the Railroad
Commission will hereafter authorize by supplemental
order or orders.

IT IS BEREBY FURTHER ORDERED that the authority herein grante
ed Will not become effective until Southwestern Home Telephone Company
has paid the fee prescribed by Section 57 of the Public Dtilities Aot,
which fee amomnts to $310.00; nor uwntil the Commission by supplemental
order has authoriszed the execution of s nortgage or deed of trust seocur-

ing the payment of the bonds herein authorized to be issued,

-




IT I3 EEREBY FURTEER ORVERED that the Southwestern Home

Telephone COmbiny shall keep énch redor& of the issune, sale and de-
1ivery of the bonds herein anthorised and of the disposition of the
proceeds as will ensable it to £ile on or before the £5th day of each
month a verified report, as required by the Railroad Commission's
Gereral Order No. 24, which order in so far as .applica.blc, is mido 8

part of this oxrdex.
IT I3 EEREBY FURTEER ORDEEED that no bonds may be issued
undexr the authority granted,subsequent to March 1, 1926,

DATED st San Francisco, California, this _<£ 2 day of
August, 1924, | |

de..

Commiss joners.




