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BEFORE TEHE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOFNIA

In the Matter of the Application
of DOS PALOS TELEPHONE CO. INC.,
a corporation, for authority:

L. To enter into a loan agree-
nent with the United States of
America under and pursuant. to the
Rural Electrification Act of 19326,
as amended, acting through the
adninistrator of the Rural
Electrification Administration (REA);

2. To execute its promissory
note to said United States of
fmerica in the sum of $254,000.00
sald obligation to bear interest
at the rate of 2% per anmum;

3. To execute and deliver a
mortgage of realty and chattels
covering all of the properties
of applicant as security for the
rayaent of said obligation;

4. To apply the procedds de-
rived from said note to the ex-
pansion, rehabilitation and
improvement of the plant, plant
facilities, and of said system,
and to discharge certain obliga-
tions of the company.
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Linneman, Burgess, Telles & Van Atta, by
L. M. Limneman, for zpplicant; W. W. Dunlop
and J. F. Donovan, for the staff of the
Commission.

OPINION

In this zpplication the Commission is asked to make mm

order authorizing Dos Pales Telephone Co., Inc. to enter into a loan

contract with the United States of America under the Rural Elcctri-
Zcation Acﬁ of 1936, =zs amended, to cxceute and deliver to the
United States of‘America, acting through the Rural Electrification
Administration, 2 promissory note, or notes, in the sggregate
principal émount of not oxceeding $254,000, and to execute and

deliver o said government agency a mortgage of its propertics as
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security for the payment of said note, or ﬁotes.

& public hcarmng in this maotter wn, hcld in Son Francisco on
June 19, 1952, =t which time it was taken under ‘submission with leave
being granted applicant to file with the Commlssion, at 2 later Qate,
ay modification in the terms of the loan contracf which might result
fror further ncgotiations with the Administrator of the Rural
Electrification Administration. Under date of August 14, 1952,
counsel for epplicant filed additionel information with the Coﬁmission

amé the metter now is ready for decision.

Dos Pales Telcphoneﬂéo}, Inc. is engaged in operating 2
tolephone system in =md about the City of Des Palos, in the County of
Merced, with lines extending into the County of Fresno. It reports
its investment in its propertics and assets as of December 21, 1951,
and its outstanding liabilities and net worth as follows:

Fixed assets -
Telephone plant ané equipment $257,402.80
Less-depreciation reserve .96 '
Net fixed 2ssets. $221,8637.84
Current assets ~
Cas - ( 2 »8L14.83)
Accounts receivable 669.92
Unbilled toll revenue 4,339 67
Meterials and supplies 8,844.38
Total current assets 16,039.14
Prepoyments and deferrcd charges

Total $20,462. 54

Liabilities and Net Worth

‘Long~-term debt $ 76,533.29
Current liabilities -

Notes payable $ 7,000.00

Accounts poyzble 9,732 96

Accrued liabilitles

Total current liabilities L, 4L5.32

Contributions of telephone plant , 4 646.38
Preferred stock 50, OOO 0.
Equity capital -

Common stock : 48,495.00

Surplus S 39,372,545 S
Total equity copital 87,867.55

$2 62.




The long-tern indebtedness and the notes payable had been
reduced to $82,733.28 as of March 31, 1952.

The record shows that zapplicant's sc;vice area comprises
some 300 square miles, that it has 1,360 tclephones in use, ané that
it had 222 held orders zs of June 1, 1952. The record further shows
that it has 1,310 telephones in the northem half of 1ts service area
and only 50 in the southern half, which is a farmer line zone with
the customers owning most of the telephone facllities. Applicent
reports that this portion of 1ts area now is dbeing opened with
irrigation water being brought into it, and it estimates that there
will be z substantizl growth in population and in telephone service.

The testimony shows that spplicant has been faced with 2
continuing program to enlarge and extend its facilities. It reports
that immediately prior to World War II it served 408 stations, that
on December 31, l94§, it served 998 stations, =and that, 25 stated, it

presently serves 1,360 stations. Applicant further alleges that its

plant is operating to copacity and that it is faced withthe necessity

of enlarging its centrzl office equipment, of installing additional
line and trunk facilitiés including pole line plant for additional
circuits, ond of purchasing gtation equipnent, work tools and building
capacity, not only to meet the requiranents of new customers btut %o
pfovidc better service. It reports its capital requirements, in
generzl, in the cmount of §254,000, segregeted zs follows:

Central office equipment , , $ 54,900
Qutside plant 76,671
Station equipment 12,580
Lond and buildings ' 3,000
Other cguipment L 2,100
Miscellancous items Lyll6
Zngineering 11,200
Refinancing of present indebtedness, including

prepaynent penzlties of $2,720 85,453
Contingencies . 4000

Total 254,00
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It appears that the preliminary engineering has not been
completed and at the hearing applicant was unable to inform the
Commission definitely as to the nature of the proposed expenditures

for new construction.

As stated, applicant intends to borrow'moncyé under the
provisions of the Rarsl Electrification Act of 1936, 2s amended. The
sum to be borrowed will be represented by o note, or'notes, b;aring
interest 2t the rate of 29 per annum ané payable over a2 period of 35
years. The note, or notes, will provide that interest accruing on
the principal for a period of three years after the date thereof mey
be allowed to accumulate and be payable thereafter. It appears that
the borrower has the brivilege of paying all or any part of the

principal of the note, or motes, on any interest payment date.

The proposed borrowing will be made pursuant to the temms
of 2 loan contract dated és of May.1%, 1952, between applicent and
the United States of America, acting fhrough the Administrator of the
Rural Electrification Administration, which recites, omong other
tﬁings, that it 15 intended for the government to loan the borrower
an amount not in excess of $254,000 to finonce +the improvement ané
operation of its exdsting facilities and the construction ond opera~
tion of additional facilities to scrve approximately 300 subscribers
in addition to those now being served, the improvements and addi-~
tional faclilities 50 financed being referred to in ;he loan contfact
as the Project. The contract contaeins, among other things, 2 pro-
vision that the govermment shall be under no obligaﬁions to advance
any funds on account of the loan unless and wntil the borrower shall
have delivered %o the administrator certain documents, including
evidence that 1t has odopted o toriff which does not include milcage

or zZone dharggs for rural multi-party service and which will provide
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revenues sufficient to meet all necessary expenditures, including all
interest and principel payments under the notes. With respect to the

extension of telephone service, the contract contains the following
section:

"Sec. 4.5. Ares Coverzge. The Borrower shall . furmish adequate
telephone service to the widest practiceble number of rural estadb-
lichments in the Borrower's telephone service arez, as such ares is
showr, on the map which is 2 part of the Borrower's application for
the Loan, and which map, as revised by agreenment between the Borrower
and the -Administrator, is incorporated hercin by reference thereto.
In the performance of this obligcotion, the Borrower shall:

"(a) furmish service to all applicants for service included in
the Project, without payment by such applicants of any extra
cuarge as a contritution to the cost of construction of any part
of the Project; and

(b)) take all action that may be required to cnable it to oxtend
service, with the use of such funds as may from time $o time be
avadleble to it, elther from surplus earnings, increased equity
capital, additional loans made by the Government, or otherwise as
the Borrower may clect, and without payment to the Borrower of any
extra charge a5 a contritution to construction of facilities To
provide such service, T at least those other mnserved rural |
2pplicents for service in its telephone service area who meet
clther of the following cenditions: (1) service to such appli-
¢ont will not reduce the overall density of the System below 8.2
subseribers per route mile of pole line, underground cable ané
radio link, or (2) the cost of constructing the required line
extension for such applicant will not exceed seven times the
estimated annual oxchange revenue from such applicant. Such ser-
vice shall be furnished pursvant to temms and conditions set
forth In the Borrower's tariff, as duly filed with or approved by
regulatory bodies having jurisdiction in the premises, or in the
absence of any such regulatory body, as adopted by tae Borrower;
provided that the Zorrower shall not file with or submit for
approval of cppropriate regulatory hodles or adopt any proposed
coriff, or continue in effect any existing tariff not required
to be continued by any regulatory tody, unless under such tariff
the Borrower will be obligated to serve wnscerved rural applicants
as provided herein. Y

"The fumishing of service to applicants for service wnder the con-
ditions provided in this scetion is of the essence of the Borrower!s
obligations under this agreement, and the failure or neglect of the

Borrower o perform such obligation shall be deemed 0 be on event
of default hereunder.” -

The payaent of the note, or notes, wlll be secured by &
mortgage of realty and chattels. Section 2 of Article V.of the
proposed mortgage reads as follows:

MSECTION 2. All acts and obligations of the Mortgagor here-
under shall be subject to all applicable orders, rules and
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regulations, now or hercafter in effect, of all regulatory bodies
heving Jurisdiction in the premises, to the end that no act or
onission %o aet on the part of the Mortgagor shell constitute a
defauit hereunder insofar 25 such a¢t or omission sholl have been
required by reason of any order, rule or regulation of any such
regulatory body."

In comncction with extensions to serve now eustonzers, the
Cemnission has opproved applicant's line extension rule which coné
vains rules and regulations governing charges for line extensions iﬁ
cpplicant's exchange area znd provides, omong other things, for the
payment by the subscriber of 32 for each 100 feet, or fraction there-

of, for extensions n suburban areas for distonces of more than one-

kalf mile, per primory station, which payments are not refundabdle.

During the course of the hea:ing, inquiry was madé into the
.application of Section 4.5 of the contract, particularly in ligﬂt of
applicantls filed line extension rule. Counsel for applicant néw'has
filed with the Commission a letter, dated July 30, 1952, to the
company from the Rural Electrification Administration; signec by
Claude R. Wickard, Administrater, reading in part as folloés:

"We should like to poimt out that Subseetion (b) of Section 4.5 of
the loan contract does not, in our view, constitute an absolute
obligation on the part of the borrower to place into effect the ox-
tension policy set forth in the subsection. Subsection (b) in effeet,
cnly requires the horrower to take reosoncble steps, including the
filing of 2 new tariff, if necessary, to place the specified extension
policy into effect, but if, after reasonable steps have been taken,
the Commission nevertheless requires an exdsting extension policy %o
be continued in effect, the borrowerls obligotion wnder Subsection

(b) has been fulfilled. Moreover, an cnalysis of your existing filed
tariff on linc extension as approved by the California Commission
convincees us that it is generally as liberal to the subseribers 25
ours, and provides adequate protection to the borrower. Therefore,
the linc cxtension tariff provision, as filed with the California
Commission, 1s satisfactory to us, and its continuance would not
constitute 2 violation of Seetion 4.5(b) of the loan comtract.”

Counsel has informéd the Commission, in his letter of
August 14, 1952, that representatives of the administration have
expressed the desire that the letter from the administrator sefve as
a modification of said Section 4.5 as an altermative to the rewfitihg
of the section. Accordingly, counsel has requested the Commission o
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approve the loan contract filed in this proceeding as thus amended or
modified.

The record shows that applicant has need for additionzal
funds to expand and improve its facilitlies to meet demands for ser-
vice and that it has found it difficult, if not impossidle, to ralse
any substantial amount of equity capital. Under the c¢ircumstances
set forth in this proceceding we will authorize the execution of the
mortgage and the loan contract, as thus amended or modified, and the
issue of notes. In entering this order we are in no way passing on
applicent!s rates, rules and regulations or epproving any revision

£ its presently filed toriffs. In the event we may be called wpon
to fix rotes in the future, we will give comsideration at that time

to applicant's investment in 1its properties and the terms under

whieh it has financed itself. We will require applicant to charge

such rates as we have approved, or may approve, and to abide by the
terms of its filed rules and regulations, including those for line
extension charges. The action taken herein, however, shall: not de
considered as an indication that we will approve the revisions in

the tariffs which zre referred to in the loan contract..

Upon 2 full review of this matter we zre of the opinion
and hereby find that the money, property or labor to be procured or
paid for by the issue of the note, or notes, is rcésonably required
for the purposes specificd in this epplicction. However, in view of
the faet that applicant hes not furnished us with a definite state-
ment upon which we can base an order with respect to the disposition
of all the proceeds, at this time we will authorize the expenditure
of only the proceeds necessary to pay the outstonding indebtedness.
The disposition of the réemaining proceeds will be considered in 2

supplemental order, or orders, in this procecding.
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QRRDER

A pudlic hearing having bean held on the zbove entitled
matter, and the Commission having considered the evidence mnd being
of the opinion that the application should be granted, s herein

provided; therefore,
IT IS BEEREBY ORDERED as follows:

1. Dos Pzlos Telephone Co., Inc., zfter the effective date
hereof and on or before March 31, 1953, may cnter into a lomn con-
tract in substontizlly the same form as thot filed in this procecding
as Exhibit 1, with the letter‘;f tae afministrator dated July BO,
1952, serving a5 an cmendment thércof, and may exceute & mortgege of
reolty and chattels in substantially the same form as that filed in
this proceeding as Exhibit 2, and mezy issue 1ts promiszsory note, or
notes, in the aggregate principal cmount of not exececding $254,000
in substontially the same form as the note flled as Exhidit 2. No
authority is hereby given applicant to revise its filed rates, rules

and regulations.

»

2. Dos Palos Telephone Co., Inc. may use not exceeding

$85,453 of the proceeds to be obtained through the issue of sald
note, or notes, to pay outstanding indebtedness, including prbpayment
penalties of $2,720, it being the opinion of the Commission that the
expenditures for such purpose; qther‘than the payment of the prepay-
ment penalties, are not, in whole or in part, reasonably chargeable
to operating cxpenses or to income. The paynment of s2id $2,720 shall
be charged Ty appli;ant fo its surplus account.

3. Dos Palos Tclephone Co., Inc. shall not disburse
proceeds from the issue of its note, or notes, cxcept as authorized

herein, unless and until it shall have filed with the Commission a

)
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suppié:ﬁmtai epplication setting forth its proposed expenditures ini:
so:ﬁ__g detail and shell have received 2 supplemental order, or orders): .

frér'd ‘the Cormission approving the same.

§ L. Dos Palos Telephone Co.,Inc.shall file with the Com-'-
mis"_sion nonthly reports as required by Gemeral Order No. R4-4, waich:

orciér, insofar os appliczble, is made a part of this order.

5. The authority herein granted will become effective whenr
Do.. Palos Telephone Co., In¢. has paid the fee prevcr:.bed by Sec¢tion:.
1904(b) of the Public Utilities Code.

| Dated athamfjﬂ;awM' ’ Céiifomia, this éﬁ \'fday
of C Mippisand, 1952.

L ST,

President
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