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Decision· No·. 49060 

BEFORE '!HE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOBNIA 

In. the Matter· or the Application of 
DOS P .. U,OS· TELEPHONE CO., INC., a 
corporation, for authority: 

1. 1'0 en tel' in to an amen<i":len t Wi th 
the United States of America to the' 
Tele:phone Loan Con tract dated as of' 
YJoay 19, 1952, between Dos Palos TelepJ::.onc 
Co., Inc., and United States of .America; 

2. To execute i ~s promissory note or 
notes to United States of America pur­
suant to the aforesaid. ammdment in the 
sum 0'£ .$461,000.00 in addit1.on to the 
previously authorized ~ of $254,000.00 
proVided for in the aforesaid loan agree­
ment; said note or notes to o·e secured by 
the existing Mortgage or Realty and 
Chatt~ls; 

) 
· · ) 

) 
· ) 
· · ) 
· * 
) 
· · ) 
· · 3. To apply the proceeds derived from ) 

sOoid no·te or notes to the exp~sion, : 
:-eh,.,.'bilitation, and improve:nent of the ) 
plant, plant faci11 ti es, and of said : 
sys tem, :md to d1 sc.~e.rge certain 0 bliga- ) 
t10ns of the company. : 

-----------------------) / 

App11cc.t1cn 
No. 34571 

L~eman, Burgess, Telles &,Van Atta, 'by 
h ~ Linnemi?ll" for app11ccnt; . W. W. Dunlop 
and :r. F. DonOVan. for the staff of the 
CommissiOn. '. 

This is an application for an order o:f the Commission 
, 

~ut.~orizing Dos Palos :I'elephone Co., Inc. to execute :md deli vel' to 

the Un1 ted States of .A.~er1ca, acting through the Rural E1ectr1fic~t1on 

AdI:I.1nistr::l.tion, 1 ts p romiszory notes in the principal a.'UOimt of 

$461,000, secured by its existing l'1l~rtgage of reClJ.ty a."'ld chattels~ 

The proposed notes c.rein addition to the $254,000' of notes hereto­

fore authorizcO. Dnd, if approved by the Commission, -..till bring the 

tot<ll 'borrowings up to $7l5,000. 
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. The applictltion 'Was filed on July, 23,. 1953. A public hear­

ing 'W'c.s held before Examiner Colenm in San Fr.ancisco on August 21., 

1953, at which time the miltter WilS taken 1.lnder submission. 

Prescp.t Oper:;.tions 

Appliccmt O'WXlS and· operates dial exchanges ilt :OOs Palos and 

South Dos Palos, 1n Merced CO\lnty, with lines extenC1ng ,into Fresno 

Cou.."l.ty,. its service area comprising some )00 square miles" the south­

ern hAlf of. which is 0. fi:l.r::lcr line zone 'With the subscribers owning 

~~e1r telephone facilit1es. 

The record ~hows that pres~tly applicant is serving 1,,448 

stations :me. ho.s 188 held orders.. As of June 30" 1953" 1 t reports 

its invcs~ents" liabilities and' cap1~~ as !ollows: 

AS$et~ 

Telephone plant -
Plan. t in service 
Plant uneer construction 

Total 
Less::· depreciation reserve 

. Total plant less reserve 
CUrrent assets -

Cash and 'Working funds 
Accounts receivable 
Materi~s and supplies. 

Total current assets 
Deterred debits 

Total 

Liabilities anci Capital 

Long-ter.n eebt to R.E.A. 
Current liabilities 
Deferred credits 
C(lpital -

Cap1 tal s.tock 
Unappropriated surplus 

Tot31 capital 

Total 

-2 

$273" 973 •. 25 
9!2~'.16 

283,21 . .4J. 
49.465.94 

, , 

(lS,J27. 58) 
l2~,120.05 
10,357.59 

4,150.06 
9, 2S7. 7'8 

1247 !~S~. 31 

, 

145,043.25. 

$'247. ;Les. 3l 
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EQrmer Procee<\1ng 

In an earlier proceeding (Application No. 33380, filed on 

May 29, 1952) app11c:m.t reported that it was r~ced 'With the necessity 

of ir~creas1ng its plant to meet dem<mds for service, tho.t it had 

found 1 t 1mpossi ble to o'btc1n ttmds from equ1 ty cap1 tal to meet its 

requirements, and that it had enteree upon negotiation:: to obtain 

R.E.A. loans in the amount of $254,,000 to finance the improvement or 
1 ts present facilities and construction of addi t10nal ones to serve 

300 additional subscribers. 

Thereafter, the Commission, by Decision No •. 47613, dated 

.August 26, 1952, authonzed applicant to enter into a loan contract, 

to execute a mortgage of realty cmd chD.ttels, and to· issue notes in 

the aggregate amount of $254,000. The Commission specified, however, 

thc.t applicant could: use up to $85,453 of ~he proceeds to payout­

stanQing indebtedness ond that it could not disburse TinY other 

proceeds unless nnd until it filed supplemental applic~t1ons setting 

forth its proposed expenditures in some detail and received supple­

mental authorizations .. 

It appears that pUl"suant to the cutb.or1zat1on granted by 

said Decision No. 476l'3', app11czmt execute<! the mortgage £inC issued. 

notes 1n the principal amount of $82,720, as sho'WXl on its balance 

sheet, to retire an existing loan .. 

ReV1 sed Program 

The record 1n the present proceeding shows that applicant 

has caused a detailed commerc1al survey to be made of the present and 

prospective telephone development in its territory in the course of 

whiCh there woreoonsidered all the individual establishments in the 

area such as farms, homes and other structures and the possi bil1 ty of 
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exten.d1ng service to them.. Upon the basis of the information thus 

developed, applicant concludes that by the first half or 1955 it 

Should be serving approximately 2,000 subscribers ~d by the first 

ho.lf of 1955 approximately 2, 500 subscribers~ In other 'Words, it 

~ticipates an increase of almost 600 subscribers in the next two 

years, as compared 'With the orig5.no.l estim.:lted inc'rcase of' 300 used 

in the earlier proceeding, ;md' ~ increase of 1,100 subscri'b~rs 'Wi th­

in five years. It appears that these estimates of growth are confined 
I 

to the o.rec. served by the comp~y-owncd plant, it being int~_~ded for 
" 

the present for the southern half of the service Area to remain as a 

fanner line zone. 

To serve the estimated and prosp~ctive load znd to provide 

pl~t margins, o.pp11cmlt plans to replace the present central office 

equ1pmcn.t at Dos Palos, which is said to be inadequate, to discon­

tinue the control office at South Dos P:.llos, and to establish three 

new central offices" one at Dos P~os, one at Dos Palos Y \Ih1ch is 

approx1m~telY 4~ miles north of Dos Palos, and one at Oro Loma. '!he 

subscribers o.t South Dos Palos 'Will be served by a cable from Dos 

Palos ,:mel the new central office at Oro Loma 'Will provide sWitchboard 

connection tacili ties for the farmer line subscri eel'S in the southern 

portion of applic~trs territory. 

It is antiCipated th~t the proposed construction work will 

~e ~pproximately one yetlr to complete D.n.d that it 'Will provide 

pl3nt margins for future growth ,fox, ten ye,'lrs with respect to poles, 

cc.ol.es ~d cross-ams end for,!i ve years wi,th respect to open wire, 
" 

centrill office onel sto.tion equipment. In brief" the proposed layout 

contanplatez the expansion of applicont's central office :moo. outside 

p'l:nt facili tics in order to furnish tclephon~ service to 011 urban 

end rural subscribers ees1ring such service 'Wi thin its area, with the 
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exception of that portion co:n.prising the farmer line zone. l'hc 

boimdaries of the proposed pl~t development coincide 'With the bound-

aries' of ap'plicantf s present service area :md therefore applic~t is 

not requi-x-Cd' to obtain a certificate of public convenience and neces­

s1 ty 'from this Commission with respect to the installation. 

Estimateo. Costs of Plant 

The total estimtlted expendi turcs under applic.:mt f s progr~ 

:JW.y be ~rized as follo'W's: 

Cons trllctio:o. 
Centr~ o:£'rico equipment -

Dos Palos 
Dos Palos Y 
Oro Lema 

Total ce.n tral o:£'£i ce equipment 
Ou tside plant 
Subscriber instal1:ltion::; 
Lond and bu11Cings 
Vehicles 
fumiturc mld office equipm.ent 
Engineering tees--not spre~d 
Contingcnc1es--not spread 

Total construction 
Lee~ expalses and 'Working cap1 tD.l 
Refin~c1ng , 
Cost of rem.oval 

Less: loan heretofore authorized 

Terms of ProposOO Lopn 

Total 

Bal:mce 

$111,300 
46",700 
29,200 

$187,200 
207,530 
731 770 
481 000 
2,200 
11 500 
27~200 

• ..40 ,000 
587,/,J:)O 
,32,180' 
$21 720 
12,700 

715,,000 
2547000 

~,OOO 

Subject to receiving au~orization from the Cocmission1 

appl1ccmt proposes to enter into an amendment to its loan contr~et 

Dnd to borrow the additional sum of' $461,000 from the government, o.ct­

~g through the Rural Electrification Administration1 said sum to be 

~epresented by 35-yenr promissory notes bearing interest at the rate 

of 2% per cnnum, it being provided that payment of interest may be 

deferred :£'or a period of three y~ars. 

The muendment to the lo~ contract further prOvides, Dmong 

other tnings, that the government shall not 'be oblige-ted. to ae.vance 
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ony of the inc:re3se of $461,000 ur..less Dnd until o.pplicant shall ho.ve ' 

submitted to the Adm1nistrator evidence se.tisfactory to him. th~t it 

has' obtained all approvals of regulatory bodies having jurisdiction, 

including, Without limitation, approval of the execution and delivery 

of notes for the ~edi tionc.l 1000.. 

Under the contract ~th the R.E.A. applic~t is required at 

periodic intervals to submit requisitions setting forth its expendi­

tu.rcs in detail in order to draw down 1\mc.s under its allotment .. 

'While applicDl'lt at this time seeks the Commission f s approvD.l of the 

total amount of the cOmmitment, it st.'3.tcs that it "Will requisition 

only so much of the $715,000 as may be neceed .. 

Effest of Proposed Finr.ncing 

In the event the application is :ll'proveQ and the notes 

i SSUOO.1 ap~lic a."l t T scapi tal structure based on its March 31" 195:3" 

balances, 'Will be as follows: 

R.E.A. loans 
Preferred stock 
Common stock and surplus 

Toto.l 

$715,000 
50,000 
90,49.4 

~;82~M..4 

~e ratio of debt to total capitalization woule be 83i%. 

Applic2.nt su1:m1 ts that while the debt ratio is high it is not un­

rea.sonable under the circumst~ces surrounding this particular trons­

action for the reason that the R.E.A. lo~s will be payable over a 

period of 35 years~ which is somewhat longer than lo~~s from privote 

i..."'lstitutions to public utility componics of similar size $l'lo, 

co.pitol1zation, t~~t the life of the lo~s is subst~"'ltially the same 

as the rate at Which depreciation is a.ccrued~ that the int¢r~st rate 

of ;2%, 'Wh.en added to the pay::.ent required on principal, 'Will 1mpose no 

greater burden th~n woule be the case for a loan providing ror inter­

est at the rate o.'! 5%, :lnd that interest may be deferred during the 
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construction period. It is also anticipo.ted that the earning power of 

the system 'Will be increased S'Il'bst~tially 'When the exp~ded system is 

placed in operation. 

The rehabili to.t1on m'ld expnnsion of the pl.mt" aceordir ... g to 

exhi bi ts filed in th1 s proceeding" "Will have the following effect on 

the reported plDnt account bDJ.:::nccs: 

Plmlt 
Accopnts Betirements Additions 'Bal3nc~ 

Orgenization $ 592 .. 50 $ $ $ 592.50 
L~d & rights-of-way 5" .397.15 7,,4.30.00 12" 827.l5 Buildings 24,,992.88 41,,800.00 66,792 .. 88 Centr:ll. office 

equipment 52,983.6S 45,000.00 187,200.00 195,18~.6S Station app~ratus 40,399 .. 23 1,460.00 4.3,.300.00 82.239.23 Station installations 12,192.23 18,319.00 30~51l.23 Drop & block wires 4, 868.89 7,851 .. 00 12,719.S9 PBX equipmEnt 7,54.3 .. 78 4,.300.00 11,843.78 Telephone 'booths 628.04 628.04 Pole lines 59,600.02 15,840.00 56,920.00 100., 680 .. 02' 
Aeri~ cable 31,943.00 3,990.00 103,400.00 131/'5~.OC Aeri~ 'Wire 10,167.56 45,980.00 56,1.47.56 Office e~uipment 7,,220 .. 20 1,500.00 8,720.20 Undistributed 3,610.70 3,610.70 
Vehi cl es & wo.:cl<. .... / 

equipment 11,833 .. 39 1,500.00 2,200.00 12,53'3 .. 39 
En~eer1ng-not spread - , 27,200.00 27,,200.00 
Contingencies-not spread 40,000.00 40,,000.00 

Totru.. pl~'"l t ~7~z27~.22 ~67~72o.00 ~~872~O.OO ~722~$~.22 

In E:xhibi t E applicant esti."Il~tes its revenues and expenses 

:Collo'W1ng the cutover of the new plent" bD-sed on 2,000 avernge 

st~tions" as follows: 

Total ope::-ating revenues 
Oper~tingcxpcnses ~d taxes 
Operating income 
Fixed ch~:rges 

Net income 

$154,,500.00 
137, :255.81 
17,144.19 
l~. 600.00 

8 2, 544.1~ 

According to the eXb:1bit, the net i..'1come 'Would am.ount to a 

return of 2.2% on an estimated :r~tc b~so of $77l,484.3.3 follo'W1ng the 

i.'"lstc.llation of the new !~ci1i ties. Applicont T s witness testified 
,. 

under c:ross-exzm~ation that the company did not anticip~te ~ . 
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adjustment in 1 ts rates until its new plant was substantially cut­

over. This witness also offered testimony to the effect that the 
. . . 

comp~y sho~d: ~perate·profito.bly·:th·fou~ the' bal~ce of this year 
- I' t. " ,,-', . . ! . .' ~" " ;. :/' .... ~, r • " 

and the next 'Without tln ndjustment in its' rates. 
I , . :.·t . ,: :', . 

Conelusions 

From a review of the record in this and. in the earlier 

proceeding it tlppears that there exists ~ unfilled dem~d tor tele­

phone service in appliccntts serviee area, that the present. plant is 

1nc.dequate to meet such dem:md, mld that applicmlt is unable to· 

finance the required co-pi tal add1 tions through the use of funds pro­

vided' by operations.. It therefore is necessary that outside f"unds be 

procured and it is the contention of applicmtfs 'Witness tha.t the 

amounts c::mnot be procured through the issue or equity securities or 

'borrowings from private institutions. The f1n~C1ng:plan herein 

proposed. by applicant 'Will provide it With runds under conditions 

'Which in some respects will accrue to the benefit of the public. 

Among other things, there will be a ready availability of money~for 

an extended construction period to provide a m~der.n plant, there ~ll 

'be the long period of repayment or the debt which 'Will approxinlnte 

the averc.ge lifo of the plont, ~d there is the low interest rate 

charged which the Commission Will consider in :m.y rate proceeding in­

volving applic::mt in the future. On the other hmld1 there are certain 

disadvantages which 10dll 1"0110,", the adoption of the proposed plan •. 

The properties would 'be heavily mortgaged and it is ~pp~rent th~t 

applicM t f S progrmn is based in part on the O-ss\llllption that· the Com­

mission will ~low increcsed rates to be placed in effect at a 1u~lre 

date .. 

Considering ~l aspects of the proposed proceeding, we a.re 

of the opinion thatiit would not be in tho public interest to withhold 
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our approval of this applicatio~. Accordingly~ we are of the opinion, 

mld hereby find~ the.t the money" property or labor to be procured or 
: ~ '. ; .' • .. I" • : • • 

pm.d for by the issue or the notes herein authorized is reasonably 
! If ••• , 

required by ~pplic~t for the purposes specified h or.cin, .md that 
.' , . . I," '," 

such purposes~ except cozts,ofremoval, are not, in whole or in part, 
• ',I. .,. I 

reasonably chargeable to operating expenses or to income .. 
• ,' ," .A ,," "'. \ 

,I,: 

A public hearing having been held on the above entitled 

IllQ.ttcr, ond the COmm1S~ion having considered the, evidence ;:n'ld ,being 

of the opinion that the application should ~e gronted, as herein 

p=ovided; therefore, 

IT IS HEREBY ORDERED as follows: 

1. Dos P310s Telephone Co., Inc. DUly enter into an 3mend­

mant to its tel~hone loan contro.ct ~th the United 'States of America, 
,', • • I •• 

such Qmen~ent to be in, or substonti:Jlly in, the scme form ~s that 

filed in this proceeding as Exhib1t A. 

2. Dos ?~os'Telephone Co., Inc. may execute ~d deliver 

to the United Stc.tes of .Amc;-ica, acting through the Rurol Electrific~­

tion Administration, 1 ts promissory notes in the principDl amo'll.'I').t of 

not exceeding $461,000, the s~e to be, secured oy its existing mort-
. '. 

gage of realty ond chcttels" . for the purposes set forth in this 

a:>p1ic Do tion. 

3. Dos PDlos Telephone Co., Inc. shall file 'With the 

Co:m:lission monthly reports DoS requircd by Gener~ Order No. 24-A, 

'1,.;hich order" insofar as applicc::.'ble" is mo.de a part 0 f this order. 
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4. Do,s Palos Telephone Co., Inc. shell filo with the­

Comm.1ssion, tor tlpproval, a. copy of eClch reCl,uisi t10n t11ed ~ tl:l the 

Fblr:ll Electrir1c~tion.A~stration for m advance of funds under 

its lozm. contr~ct" such,filing, in etlch case, to be made at or p:"1or 

to the time of: tiling with the Rur~ Electrification Adm:lnistro.tion .. 

5. The authority heroin granted will 'become effective 'When 

Dos Palos Telephone Co., Inc. has paid the fce prescribed by Section 

1904('0) of the Public Utilities Code" which fee is $46l.00. 
I , 

.,r'7t,:" Dated ~t Snn Fr~c1sco, Call1''ornia,7 this I;) day of 
Scpt ember,7 195.3. 
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