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Deciszion No. 42529

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATZ OF CALIFORNIA

In the Matter of the Application of
LOS GATOS TELEPHONE COMPANY,

a corporation, for an oxder authorizing : ,
it to issue noet to excecd 600,000.00 : Application
principal amount ¢f nromissory notes ' No. 30186
and to execute 2 mortgage of real

property and chattels and pledge agree-~

ment securing such notes. ‘

In this application, Los Gatos Telephone Company, herein-
after referred to as applicant, seeks permissiﬁn to execute a
loan agreement ond a mortgage of real property and chattels, and
To issue promissory notes in an aggregate amount not to exceed
$600,000, for the purpose of vaying indebtedness, and of finéncing

construction costs and of vroviding working capital,

Los Gatos Telephone Company, a corporatidn, for many
years has been engaged in furnisning telephone service Iin and
about Los Gatos, Santa Clarz Cownty. 1In 1948 it acquifed the
nroperty of Lyndon Farwell and J. Walter Crider, who had béen
engaged in giving telephone service in and about Morgan Hill.

The operating revenuecs from the combined operations have been
reported at (R71,440.27 during 1948, ané at $50,473.61 for the
first two months of 1949, with net revenues of £18,237.03 for 1948

ané of $4,868.55 for Janvary and February of 1949.‘

Applicant's assetes and liabilities as of February 28,

1949 are reported as follows:
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Assets

Current assets-
Cash and deposits S 5,973.75
Tue from subscrivers 14,916.68
Otner accounts receivable 690.41
Materials and supplies 56,199.85

Prepayments 5,262.75

o Total current assets . 083,043.44
Plant-less reserve for depreciation(l) 506,578.45
Plant under construction 41, 460447
Plant acquisition adjustment 7,907.27

$

Total 38,989.63

Liabilities

Capital stock P
Common 231,000.00
Preferred 134,760.00

Total capital stock 365,760.00
Premium on capital stoek 69,300.00
Current liabilities -
Notes payable 78,345.00
Accounts payable 14,641 .47
Leerued taxes o 13,812.20
Other current taxes 1,528,237

8,337.04
Amortization recerve : 1,000.00
1

Total current assets . 10

Provident pension reserve v ,560.,00
Surnlus 93,032.59

&
e

£38,929.63

The outstanding notes of 78,345 shown on the balance sheet
include two short term 4% notes in favor of the Banx of Amerida
National Trust and Savings Association; Since the date of the
balance sheet applicant has issued an additiondsl short term note
to the bank in the amount of (20,000. The proceeds realized
through the issue of thece notes were used fdf‘additions and
betterments to the telephone plant, as shown in some detail in

the application.

Y

L

"Cost of plant ©657,938.30
Reserve for depreciation 151,359.85

-2-
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Applicant reports that it is engaged in a program of expan-
sion to meet increasing demands of service, which contemplates,
among cther things, the conversion of all of its manual central
office equipment to dial equinment. The pronerty being acouired

and to be acquired under its program, consists of the following:-

A re-inforced concrete Muilding at
L.os Getos to house the central office, dial
cquipment, toll office and Wusiness office,
estimated to cost $ll0,000 of which the
bzlance to complete is $ 67,000.00
Kellogg dial central office equipment
for 2,300 lines of relaymatic equipment and
five *toll positions, contract »rice 400,682.85
86,000 feet of cable ranging from
26 pairs to 1,212 pairs 3¢,000.00
- Labdor 15,000.00
0ffice furniture and fixtures 4,000.00
Interest during construction - 14,000.00
600 telephones 15,600.00
1,400 dials §,400.C0
Poles 1,000.00
Miscellaneous materials and supplies 8,200.00
Morgan Ei1ll central office, Tinal payment £50.00
Working casn ‘ 15,000.00
Legal fees and commiscsion in odtaining loan %,500.00
B
Total 29,238.8

Applicant reports that it is necessary for it.to borrow
funds to pay its.short term notes and to proceed with ité Programe.
It secks permission to execute 2 loan agreement (Exhibit 3
attached to the application) with Pacific Mutwal Life Insurance
Comnany. Pursuont to the terms of the agreement the company‘will
loan applicant {600,000. Under the terms of the agreenent
applicant yill borrow initially $210,000. The company will make
available to it from time to time on or before March 1, 1951,
~additional amounts of not exceeding in the aggregate $390,000.
Applicant will pay interest on all sums borrowed on Or nrior %o
March 1, 1950 at the rate of 4% per onnum, and on sums borrowed
'after'that date at the rate of A% per annum. The interest is
payable semi-annually. In addition applicant will pay a stand-by

- charge on the uwnused portion of the credit of cne-hzlf per cent
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per annum from the date of the agreement to and including,
March 1, 1951. Applicant may at any time surrender the unused
portion of the credit, whereupon the stand-by charge shall fermi—
nate. |

The sume to be borrowed will be represented by notes due and
payable on March L, 1969, subject to earlier repayment. Applicant
may at its option, at aﬁy time on thirty (30) days prior written

notice, prepay all or any part of the loan in any multiple of

ﬁl,OOO. Prepayments during the year in an amount not excecding
tﬁe sinking fund payments provided in the morigage securing the
nayment of the loan, may be made without nremiux. Additional
prepajment:.shall be subject to a payment of a premium of 3% if
made prior to March 1, 1950, and 2t 2 premiunm successivc_—:-»ly
reduced by one sixth.of 1% on Mareh 1, 1950, and on March first
of each year thercafter to and including Maren 1, 1967, with no
premium required for prepayments cn or after March 1, 1967. The
payment of the notes will be secured by a mortgage of real »roperty
and chattels, a copy of which has been filed ;n thié'proceeding
25 Exhidbit 5.

Under the terms of the prop»osed mortgage applicantlagrees,
among other things, that it will maintain the mortgaged property
in good working order, and repair; that it will replace or renew
all obsolete or wornout property; and that for this purpose'it
will expend in maintenance expenses not less than 15% of its gross
revenues in each year, 50 long as any part of the loan is outstand-
ing. In lieu of expending said 15% of its rcvenues for the maih—'
tenance of the properties applicent may maxke expenditures of the
difference between the amount of‘the gross revenues expended for
maintenance, on the one hand, and an cmount equal to 15% of its
Bross revenues, on the other hand, feor permenent additions,

providing such permanent additions cshall not be made the tasiz for

-4 -
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the issuc of additional advonces wnder the loan agreement. The
mortrazge requires applicant to cherge to operating exﬁenses,
depreciation at such rate or rates as shall be required or
approved by the regulatory authorities having jurisdiction
thereof, provided, however, that the amount of such depreciation
shall %e not less than 3% of applicant's gross nlant investment
in each calendar year. -

Anplicont further agrees that until the loan is fully paid
it will not pay any dividends on any clasc of its capital stock,
excent dividends payadle in stock, or acguire for value shares
of its outstanding stock, except out of net income acerued
subsequert to December 31, 1948, (plus 515,000 accrued nrior to
that éate) remaining after deducting from such net income for the
period from December 31, 1948 to the last day of the month
preceding the declarotion of such dividend or accuisition of such
stoek, the greateé of the following items applicadle to the same
period; (&) 25% of its net earnings acecrued subseguent to
December 31, 1948 or (b) the sinking fund payments required uwader
the terms of the mortgage. No cdividends shall be paid nor stock
acquired if, as a result therecof, the capital and surplus of
applicant will be reduced to a sum less than 100% of <he funded‘
debt outstanding, or 1if the current a&sets are reduced below the

current liabilities.

It is further provided that bezimming on March 1, 1951 and
on Mareh 1 of each year thereafter, while any'part of the loan
remains wapaid, applicant will prepay without n»remium, ~an amount
equal to 23% of the maximum amount of the loan 2t any tine
outstunding, together with interest accrucd on the amount of such

prepoynents. Such prepayments zre termed "sinking fnd paymentst.
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A review of the applicetion and of the applicant’s financilal

statements indicates that it has need for additional funds to

improve its cash position, and to proceed with its consiruction

program.

0 BDZR

The Public Utilities Commission hoving considercd the

above entitled matter and being of the opinion that a public
hearing thereon is not necessary, that the applicationjshould

e granted as herein vrovided, that the money, property or labor
0 be procured or paid for tarough the issue of $6¢0,0Q§ of notcs
is reasonably recuired by the Los Gatos Telephone Company for the
purposes specified herein, and that the expenditures for such
purposes, other than those for legal fees and commission in
connection with the issue of said notes, are not in whole of

in nart reasonably chargeadble to expenses or income, therclore,
IT IS EEREZY ORDERED, as follows:

l. Los Gatos Telephone Company, after the effective
2tg nereof, and on or before June 30, 1949, may cxecute a
loan agreement and a mortgzage of real property and chattels in,
or substqntially in, the same form as the loan agreement and the
mortgege filed in this application as ExhibitsNo. 3 and No. 5

respectively.

2. Los Gates Telephone Company, after the effcctive date
hereof; and on or hefore Maren 1, 1951, may issue ité pronissory
notes in the aggregate nrincipal amount of not exceeding $600,000,
such notes to be issued pursuant to the terms and céndiﬁions of

sald loan agreement and nortgage.
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3. Los Gatos Telephone Compony shall use £98,345 of the
proceeds realized tiarough the issue of such notes to pay short
tern loans; onproximately $9,500 to pay legal fces and
cormissicn in connection with obtaining said loan; and the
remaining proceeds to maintain aond improve its seévice, and to
finance, in part, its construction prograﬁ outlined in tals
application, and referred to in the preceding opinion. The
procecds used to pay legal fees and commission shall be charged
by applicant to ALccount 135, and thereafter amortized to income
over the life of the notes, or over a saorter period if |

applicant so decires.

4s Los Gatos Telephone Company shall file with the
Commiscsion a.cony of the loan agreemeht and the mortgage, as
actually executed under the authority hercin granted, such
£ilings to be made within thirty (30) days after the dates of
oexecution. It shall also file with the Commission a copy of
each note issued under the authority hejein granted witnin
trirty (30) days after the date of each note, and monthly
statements sanowing in some detail the purposes for which the
proceeds were used, such monthly statements to be filed until

1t nas accounted for the disposition of all of such proceecs.

5. The authority herein gronted will become effective

when Los Gatos Telephone Company has paid the fee prescribed
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by Section No. 57 of the Public Utilities Act, which fee is $600.

Dated at San Franeisco, California, this _ /% — of April,
1948.

C




