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. ~ I!.!J !/ lidq £ Decision No. 4:2599 

BEFORE THE PUBL!C UT:LITIES C01~ISS!ON OF TF.E STATE OF CALIFORNIA 

In the Matter of the Application or 

LOS GATOS TELEPHONE COMPANY, 

a corporotion, for an order authorizing 
it to 1ssue not to exceed ~600,OOO.OO 
principal ~ount c~ ~romissory note5 
and to execute a mortgage of real 
property and chattels and pledge og~ec­
ment securing such notes. 

Applic<!tion 
11:0. 30186 

In ~~is application, Los Gatos Tcle?hone Company, herein­

after referred to as applicant~ seeks ,e~ission to execute a 

loan agreement ~nd a mortgage of real property und chattels, and 

to issue promissory notes in o.n a:ggregate amount not to exceed 

C600~OOO, for the purpose of paying indebtedness, and of financinz 

conztruction costs and of providing working capital. 

Los Gatos Telephone Com,uny, a corporation, for many 

years has been engaged in furnishing telephone service in and 

about Los Gatos, Santa. Clara County. In 1948 it acqU1red the 

,roperty of J.lj'lldon Far'..rell and J. i·ial ter Crider, ""ho had been 

engaged in giving telephone service in and about Mo~gan Hill. 

Th~ operating revenues from the combined operations huvc been 

reported at ~;i271,440.27 during 1948, and at ~;50,47:;.61 for the 

first two months of 1949, with net revenues of $18,237.03 for 1948 

and of $L:-,868.55 :for ,January and Febl'\mry of 1949. 

ApplicantTs assets and li~bilities ::l.S of February 28, 

1949 are reported as follows: 
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t.3sets 

Current asset:=:-
Cash ~nd deposits 
rue from subscribers 
Other acco~~ts receivable 
Materials and supplies 
l"Jrepaymen ts 

~ 5,973.75 
14,9t16.68 

690.41 
56,199.85 
5,?62.75 

Total current assets 
Plant-less reserve for depreciution(l) 
Plant under construction 
Plant ~cquis1tion adjustnent 

T.,iabi '1.i ties 

Ca.·pi tal stock 
Common 
Preferred 

Totill 

Total 6apital stock 
Premium on capital stock 
Current liabilities -

Notes payable 
Accounts po.yablc 
Accrued to-xes 
Other current taxes 

Total current assets 
~~ortization reserve 
Provident ~ens1on reserve ~ 
Surplus . 

Tot~l 

~, 
.j;> 

231,000.00 
134,760.00 

7S,3~5 .00 
14,641.47 
13,812.20 
. 1, ';38. 31 

• 

C·S3·, 043.44 
506,578.45 
41,460.47 
7.907.?7 .. 

~ 
,938,989.63 

365,760.00 
69,300.00 

108,337.04 
1,000.00 
1,560.00 

93,032.59 
~ .... 
638,98'9.6) 

T'n0 outs tanding notes of ~,78, 345 shown on the balance sheet 

incluC;,e t...,o short term 4% notes in favor of t:'le Bank of lunerica 

National Trust and Savings Association. Since the date of the 

bala.nce sheet applicant has issued 0...'"'1 \lddi tior...,.l short term. note 

to the bank in the runount of. t.:20,000. The IJroceeds realized 

through the issue of theze notes were used for additions and 

better.ments to the telephone pla~t, as shown in so~e ciet~il in 

the application. 

, 
..I.. 

Cost of plant 
Reserve for deprecio.tion 

~,657 ,938.30 
151,.359.85 
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Applicant reports that it is engaged in a program of expan­

sion to meet increasing demands of service, which contempl~tes, 

among other things, the conversion of all of its manual central 

office equipment to dial equiptlent. The ,ro,.~rty being acquired 

~nd to be a.cquired tmder its program, consists of the folloW"lng:-

A re-inforcecl concrete b'J.ilding at 
Los Gatos to house the central office, dial 
cqui~ment, toll office and business office, 
estimated to cost 0110,000 of which the 
balance to comnlcte is 

Kellogg dial central office e~uipreent 
for ",300 lines of relaymatic equipment and 
five toll pOSitions, contract ,rice 

86,000 feet of cable ranging from 
26 p~irs to 1,212 pairs 

LeboI' 
Office furniture and fixtu~es 
Interest during construction 
600 telephones 
1,400 dials 
Poles 
Ydsce~laneous mo.terio.ls and supplies. 
l10rgan Ei11 central office 1 1'i:1.:-:.1 p~yr.lent 
r"rorlting cash 
Legal fees and cOmmission in obtaining loa~' 

Tot<:.l 

:;; 67,000.00 

400,688.85 

30,,000.00 
15~OOO.OO 
4,,000.00 

14,,000.00 
15 ,600·~00 

8,,400 ... 00 
1,000.00 
8,,200 .• 00 

850.00 
15,000.00 
9,500.00 

$ . 
589,?38.85 

Applicant repo~ts that it is necezsa~y for it.to bor~ow 

funds to p<:.y its.short term note~ and to ,roceed ~ith its program. 

It seeks permission to execute ~ loan cgreement (Exhibit 3 

attached to theapplic~tion) with ?acif1c Mutual Life Insur~~ce 

Com,any. Pursu(:mt to the ter~z of the agreereent the comno.nyWill 

loan npp1icant C600, 000. Under the terr~ of the agreement 

applicant ,",.;i11 borrow ini tially ~·210" 000.. The company w':'11 make 

~vailuble to it fro~ tine to time on or before March 1, 1951, 

additional amounts of not exceeding in·~1e aggregate ~390,000. 

Applic~nt will ,~y interest on all sums borrowed on or ,rior to .. 

Mnrch 1" 1950 at the rate of 4% per ~~um, and on sums borrowed 

. after that date at the rate of 4~% per ~um. ~~e interest is 

po.yable semi-annually. In addition applicant will pc.y 6. st::!.nd-oy 

charge on the unu$(::d portion of the credit of one-h;::,lf per cent 
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per annum from the date of the agreement to and including> 

Murch 1, 1951. Applicant may at any time surrender the unused 

portion of the credit> whereupon the stand-by ch~rge shall termi­

nate .. 

The $um~ to be borrowed will be represented by notes due and 

payable on Harch 1) 1969), subject to eurlier rep<lyrr.ent. A'O'011c::nt ... 
may ~t its option, at ~ny time on thirty (30) days prior written 

~otice, prepay all or any part of the loan in ~~y multiple of 

~l,OOO. Prepayments during the yeo.T i!l an amount not exceeding 

the 5j,nkine 1'Und payments provided in the "!Il.Ortgilge seCu.ring the 

p~ymcnt of the loan~ m~y be made without prem1u:. Additional 

prepaYment~ shall be subject to a payment of a premium of 3% if 

mo.de prior to lvIarch 1, 1950, .mel z. t Do !.'rera.ium successively 

red.uced by one .:;;1xth of 1% on M<lrch 1) 1?50> o.nd on !'1arch first 

of each YC<lr thereafter to and including March 1> 1967> vlth no 

premium rc~uired for prepayments en or ~fter March 1, 1967~ The 

~~ym~nt of the notes will be secured by a mortgage of real property 

and chattels, a copy of which has been filed in this proce.'~ding 

o.s E:<hibit 5. 

Under the tCTms of the proposed ~ortgage a,plic~nt ~grees> 

~ong otner things, that it will ~aintain the mortgaged property 

in good ,.,orking order, o.nd repair; that it .... '111 replace or renew 

all obsolete or ~ornout property; ~nd that for this purpose it 

will cxp~nd in naintenance expenses not less th~n 15% of its gros~ 

revenues in e~ch year, so long ~s any part of the loan is outstand­

ing. In lieu of expending said 15% of its revenues fOT the ~in-

tenance of the ~ropcrties applicant may ~~ke expenditures of the 

difference 'between tee amount of the grof;s revenues expended for 

maintenance> on the one hand, and D..."'l ~ount equal to :5% of its 

gros~ revenues, on the other hand> fer permanent additions, 

providine such permanent additions shall not be ~~de the basis for 
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the issue of ~dditional adv~~ces u.~der the loan ~greement. The 

mortesge requires applicant to charge to oper~ting expenses~ 

depreciation at such rate or ro.tes us shall be reC!,u.ircd or 

~pprovcd by the regulatory authoritiez having jurisdiction 

thereof" !Jrovided" hOi-rever" that the amount of such deprecia. tion 

shall be not les: thnn 3~%· of o.pplicD.n~s gross ,lant investment 

in e~ch culendar year. 

A,plic~nt -further ~srees that until the loan is ~lly paid 

:i.t will not pD.y any dividends on any clas:: of its co.pi to.l stocl<, 

except di v:ldcnds ,ayn ble in stock, or acquire for value shares 

of its outst~nding stock, except out of net income accrued 

sub~cquent to December 31" 1948, (plus ~15,OOO accrued ,rior to 

that date) re:uuining after deducting from such net income for the 

period irom Dece~ber 31" 1943 to the last day of the month 

preceding the declar~tion of such o.1..,id.end 01" o.cc:.uisi tion of :mch 

stock, the greater of the following items applic~ole to the sa~e 

period; (u) 25% of its net earnings accrued subse~rlle.~t to 

December 31, 194$ or (b) the sinking fund payments reC:ui,red u.~der 

the terms of the mortgage. No <::1 vidcnds shall be paid nor' stocl::. 

acquired if, as c result thereot, the c~pital and zurpl~s of 

ap~licant will be reduced to a s~~ less th~n 100% of the funded 

debt outst~nding, or if the current ~3sets ~e reduced below the 

current liabilities. 

It is further ?rovidcd that beginning on March :.., 1951 o.nd 

on March 1 of each year thcro~ftcr, while any part of the loan 

re~l'lains Ull],)<:ic." applicant will prcptly ,,1. t..'lout !.)remiUI:'l, :m amount 

equal to 2)% of the tlaximum a..'1l.our ... t of the lo=.n at any tine 

outstanding, together with interest acc~od on the ~ount of such 

prepayments. Such prepayments ~r€ termed "sir..k1ng fund pc.ymel'ltz Tl
• 
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A review of ~~e applic~tion and of the ~pplicant's financial 

st~tcment~ indicutc: that it ha~ need for uddit10nal funds to 

improve its cash position, ~nd to proceed with its cons~ruct10n 

progrrun. 

The Public Utilities COlrJll1zzion he-vine; considered the 

~bove entitled ~~tter and being of ~~e opinion thut a public 

hearing thereon is not necessary, that the application should 

be g~~ted as herein provided, that the money, property or labor 

to be proct':.red or paid for th~ough the issue of $6CO,Oq0 of notes 

is rc~sonably required by the Los Gatos Telephone Company for ti10 

purpozes specified herein, and that the expenditures for such 

purposes, other than those for legal fees and commission in 

connection 10."1 th the issue of said :lotes" are not in 'Whole or 

in ,art reasonably chc.rgeable to expenses or income, therefore" 

I~ IS EEREBY ORDERED, ~s follows: 

1. !J"s Gatos Telephone Com,n.ny, after the effective 

d:!tG !:.~reof, n.nc. on or before Ju.."'le 30, 1949, may execute a 

loan agr,ee~ent ~"'ld a ~ortg~ge of real property and chattels in, 

or zub!:Jtantially in, thesa:ne foI'!Il as the loan agreement and the 

::nortgage filed in this application &3 Exhic,itzNo. :3 and No.5 

respectively. 

2. Los Gatoz Telephone Company, after the effective date 

hereof, and on or before March 1, 1951, may iss~e its pronissory 

notes in the aggreg.:lte principal o.mount of not exceeding ~:~600,OOO, 

such notes to be issued pursunnt to the 'terms tmd conditions of 

said loan agreement ~~d mortgage. 
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3. j.;os Gato::; Telephone Compcny shall use :;·98,345 of the 

proccGes realized t~rough the issue of such notes to pay short 

term 10~ns; u,proxim~tely $9,500 to pay leg~l fees and 

commission in connection with obtaining s~id loan; and the 

rc~ainine proceees to maintain ~d improve its service, and to 

finance, in part, its con:truction ,roeram outlined in this 

~j.lpllcatio.n, anc. referred to in the preceding o·~inion. The 

proc0ces used to pay leg~l fees ~~d cq~ssion shali be ch~rged 

by applic.lnt to :i.ccount 135, ::..nd tl'le:-eafter amortized to income 

over the life of the notes, or over a Shorter period if 

~p~liccnt so de:ires. 

I". Los Gatos Telephol10 Corr..pnny shall file ~,d th the 

Go~~ission a.copy of the loan ugree~ent ane t~c mortgage, as 

o.ct"J.ally execut~Cl. u.."lder the aut."tori ty l''!ercin granted, such 

filing~ to be made within thirty (30) day~ after ~~e dates of 

execution. It shall also file with the Co~ssion a copy of 

eo.ch note issued under the authority he,rein granted wi thin 

thirty (0) days ~i'ter the dr.'t(~ of e::..ch note, and monthly 

st:.tencntz ShOl.fing in solte dct~il the ,u:::-poses for which the 

proceeds were U3CC, such monthly statements to be filed ~til 

it has :l.cco1.mtcd for the disposition of all of such proceeds. 

5. The authority herein gr~ntcd Will beco~e effective 

",-hen Los Gatos Telephone CornT,lany has paid the fee prescribed 
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by Section No. 57 or the Public Utilities Act, which fee is $600. 

=I 1« - of Ar;>ril., 

1949. 

,J:"... ... 
......,: ',-

, ,.......... .,.. .. ~ 
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