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Decision No. ------

A . ., .. '" 

BEFORE nte: PUBLIC UT~ITIES CONMISSION OF THE· STJ...TE OF CALIFORNIA 

The California FaxmBureau Fecie1:'a- ) 
tion~ a non-prof1torgan1zat1on;J ) 

Complainant,. 

San Miguel Telephone Company of· 
CalifOrni.a;J . 

Defendant. 

) 
) 

~. 

~. 

! In the metter of the application 
of San ~.i~l Telephone Compa.ny of . 
Ca11£onda for authoriza.tion to' ) 
bonow $1,. 225,. OOO;J issue notes } 

. therefor .sod' execute seeur1ty instru-) 
ments in conneetion thereWith. . ) 

------------------------------) , ) 
In the matter of the application ) 
of San Miguel Telephone Company of ) 
california for authOrization to ~ 
borrow, $1,.225,.000,. issue notes 
therefor and execUte secur11:y instru
ments in connection thereWith. ) 

-----------------------------) 

Case No·.SSSS.' 
(Filed' November 4 ,. .. 196S). 

Application No. 51582' 
(Filed December 29,.' 1969) 

Application No. 53576 
(Filed "September 8,.. 1972; 
amended December 18:,. 1972) 

SECOND Th"TERIIvi OPINION 

Tae Cotmnission issued Decision No. 77208 dated May 12~ 1970 
~n the co~~o11dated proceedings,. Case No. 8855,. a service complaint of 
t'he Ca11fornia Farm Bureau Federation against San Miguel 'telepbone 

Cox:pany of CalifOrnia!! and Application No. 5158Z'''Y wherein' San Miguel 

Y Now Redwood Empire Telephone Company (Red~~). 

21 Decision No.. 77208 was e:neoded by Decision No. 77215 dated 
- September 15~ 1970 as it applied to Application No. 51582. 
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sought authorization to borrow $1,225,000 from the Rural Electri
fication Administration (REA). The CommissionTs decision, among 
other things, authorized the borrowing from REA. 

On Septec.bel: 8~ 1972 Redwood filed an application for 
suppl(!menta1 orde~1 seeking authort ty to expend the funds authorized 
to be borrowed by Decision No. 77208 for purposes different: tb.an 

those authorized thel:ein.. Application No. 53576. is herebycoQSoli" 
dated With Case No·. 8855 and Application. No. 51582. In its appliea~ion 
Redwood states ~hat since issuance of the Commission's order in 
Decision No.. 77208, it has experienced a significant 1ne:ease in 
demand for local and toll telephone service" principally in che Sea 
Ranch central office aTe\! of its Northern Division. !t ~Urtber states 
that in addition increased costs of labor .:md msterl.als due to 

ioflation have seriously eroded the pu::-chasing power of the funds 
a"'J'a11able to :l: from the $1,,225~OOO REA "DYT loan authorized by 
Decision No. 77208. As a result" Redwood cla1ms thet tile "Dff loan 

f~ Will not pe~t completion of the pr~jec:tsor1g1nally 
contC3:1plated .. 

In Exhib1t A> attached to Application No. 53576;J Redwood 

presents a new design construction program that it s.tates. <:an be 
accomplished with the funds. available. The revised program contem
plates reconstruction of the toll line link1ng P~rkfield and San 

~dguel central offices together With taps and branches along the route 
of ~hat tol: line Within the San Miguel exch.ange~ reconstruction of 
.-:11 outside plant in the Parkfield excha.cge" construction of an 
~ddi tional central office building in the San~d.~l ex~ge ~ and 
installation of central office eqo1pment in that building as well as 
a number of projects in its Northern Division.. The revised program 

11 Amended December' 18, 1972. 
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would defer reconstruction of certain port1onsof theoutsi~ plant 
Within the San Miguel exchange. Redwood states that because of 
certain recent ~provett~n~s in outside plant, reconstruction of the 

balance of ou~s1de plant in the San Miguel exchange can be safelY 
deferred until additional financing can be obtained in the futu'rc. 
Redwood states that, notwithstanditlg. the proposed changes in its 
constTUction program, the expecditures of monies in its Northern and 
Southern D1 v1s~ons will be the ~e:nc amounts as originally proposed in 
its Application No. 51582. 

!n its ameadItent 1:0- Application No. 53-576 ~ Redwo(id aslts for 
authority to proceed With the plans set forth in Application No. 53576 
except for deferral of Parkfield outside plant: reconstruction and t!le 
San Miguel/Parkfield toll line with Ioee.l disCribut:ton taps in San 
Miguel exchange. Redwood further as!<s ,it be directed to ..... "itbhcld 
not in excess of $200,000 of "DTT loan funds in orde= to' censtruct the 

deferred improvements referred to above ot an appropri~te t~e. 

Slln. YAig'..lC!l states that the deferral is requested be~use- it has been 

utl.3.b:e ::0 ac~re the necessa1:Y easements. to construct the portions 
of the telepbone system which will link Parkfield and San Migue'l 

~ent~al offices and to co~t~ct the Parkfield outside plac:. It 

appea-rs thet the REA. will not pem.it any expenditure of construetiO:l 

lo.em f'Unds in either the Northern or Sou:hern Division until- .all 

necesS4-ry easements have been obtained. Lacld.ng the neces~r.r ecse
mr:nts", Redw'"OOd is unable to proceed with aay eonstruct:[.on. The REA 
has also 1nfo%med Redwooe tba.~ it coulC: proeeed- wi~h the 'I;.Se ofTTD" 
loan fu::.ds for the rev:lsed construction progr.cm. only upon approval 
of t-his Commission. 
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By letter dated January 17, 1973, Mr. William Knecht,. 
attorney for the Califomia Fam Bureau Federation,·complai:lent in 

Case No. 8855 and 1nte:es.ted party in Applicc'lt1on No. S15S2,.:!.nfo:rmed 

the Commission of his view tha.t the public would be best served· by 

the granting of Redwood's Application No. 53576 ex parte as requested 

by Re~ood. Howe""er, he recox:ameoded th.!t a nunber of cocdit1ons be 

atte.ched to the authorization. His. recommended coXldit1ons arc' as. 
follows: 

1. Grant Redwood Empire Telephoce Company per.m1ss1on 
to draw down the funds .alloested tOo it by REA; 

2. ImpoUlld $200,000 for the Southern DiVision; 

3.. Reeu:Lre immediate action on the const:uetion of 
a new central office for San M!guel, holding or 
e.snnarking funes for that project; 

4. R.equire Redwood to resclnd a:ld cancel e:J.Y 
rights-of-way agreement in the Parkfield-San 
Miguel areas, upon demand of eustomers7 for a 
period of 30 days after ~tten notice to all 
landowners that suCh option is ava!lable; 

5. Require Redwood to offer all landowners in the, . 
Southern DiVision a right-of-way agreement which 
includes provision that the Company will pay 
court-fixed attorneyT s fees and costs in co:mec
tion With arry litigation ':hereunder; 

6. Require Redwood to engage ~ consulting engineer 
for not less than two c.ays per month,. to make 
review of All operating conditiOns, plant 
facilities, work orders, etc.; to give (not 
subject to counteTmand) recommeneations for 
and ~1ntenance o:ders; 

7 • To file copies of all said o:r~rs snd 
recommendations With the CPUC and' eo~lai~t; 
and 

8. Requ1re Redwood to file reports shoWing . 
complil!nce With all orders,. instructions and 
reco~da~ions ~ initialed, by the consulting 
engineer. 
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By letter dated January 24, 1973 from its attorney, 
R.edwood objected to Mr. Knechtfs suggestions 4 and S. 

On Februo:ry 16, 1973, a staff report entitled rTRed~oo<i 
Empire Telephone Compc::oy Application No. 53576" was distributed .. 

." 

Mr. KnechtTs letter Will be Exhibit 15, Redwoodfs letter will be 
Exhibit IS, and t:b.e stB.f£ts report is reee1ved as E:l<h.ib!t 17 intbese 
consolidated proceedings. 

The st3ff summarized its report a's follows: 
TTSlJ1.t.'~y 

TTThe staff has no objection to Ap?l i cant amending 
~ts construction program es authorized in Dee1s1on 
No. 77208. It would serve no useful pu:pose to 
delay needed itlprovements in other portiOns of the 
system because of the inability to obtain ri~hts 
of way in the Parkfield are~. 

"Some safeguards must be ineleded in the decision to 
proVide assurance that the management of Redwood 
Empire Telephone Co~any will carry out its respon
sibi11t1ec. diligently. At the same time, we are 
&Ware of the fact that under a C05t type of " 
settlement With The Pacific Telephone and Telegraph 
Comp&ny, there is little incentive for economies or 
efficiencies.. !'his is p<1rticul.srly true in this. 
ins.tance, 'Where approXimately' 857. of .Applicant 1 s ' 
re~enues. are derived from toll settlements. 

TTConstruction projects have repeatedly been revised 
or deferred due to a lack of ~vailable loan fu.~ds. 
Each time .\pplieant applies for and receives 
eu~ho.ization for an RE;. loan, it appears ~~t 
substantial portions of each succeeding lo~~ are 
G1vertee to meet the excess of ect~l construction 
costs. over estimated costs relating to the prior 
loan. P..pparently the P..EA. is not too concerned W";.tb. 
these construction cost overrides s1nceit keeps 
making additioM.l loans to A?plicant. A:c>pliear:.t 
has indicated that if the funds ~.r3ilable under the 
eXisting 1Df lo~ are not sufficient t~ meet construc
tion costs eon~plated in its reVised construction 
program it will attempt to obtain the additional sums 
required to cocplete its revised construction program 
from the P..EA by applying for a future 'E t loan. ' . 
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"The Federal Government recently announced an increase 
in the interest rate on REA loans that in the future 
will more closely parallel interest rates in the 
commercial money m84'ket. No longer will Applicant 
be able to count on a spread of nearly 61. between 
the approXimately 87. rate of return that it receives 
in toll settlements from P!&T and the Z7. interest 
rate that it pays for REA. funds. If Applicant fails 
to control costs, it is almost certain that the 
customers of Redwood Empire will be burdened with 
requests for ne";!1 and higher rates in the future based 
on these additional construction costs, and higher 
eost of capital. For this. reason it becomes even more 
important for Applicant to institute economies and 
efficiencies and to adhere closely to its-cost 
estimates. 

"We have no positive solution to these problems. If 
comparisons. of budgeted construction costs are filed 
in a timely manner) the Con::m1ssion will have an 
oPPOrtunity to become aware of cost overruns.. as they 
develop, but reports alone will not prevent these 
cost overruns from occurring. 

"In the past Applicao.tTs controlling shareholders have 
been reluctant to invest their own funds in the 
company, preferring to operate on borrowed capital to 
the fullest extent possible. We suggest, therefore, 
that Applicant be placed on notice that it wi~l be 
required to finance With equity capital those port1oas 
of any futuTe capital Tequirements reflecting cost 
oveX'X"UnS on prior loans. Such. a requirement may give 
Applicant incentive to control costs more closely-
The Commission also sho\Jld prohibit ApJ?lieant from 
drawing down additional funds f:om REA D t loan at .any 
time that Applicant 1s in arrears in supplying finan
cial data and operating reports ordered by the 
Commission. Moreover, we recommend that Applicant be 
placed on notice that it is subject to contempt 
pToeeedings under Sections 2107 and 2111 of the 
Public Utilities Code for failure to comply with 
Commission orders and that fueure violations Will 
ca.use the Comm1.ss1.on to- t.a1ce punitive action." 
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Based on its report. the staff made the folloWing 
Tecommendations: 

,", 

"The followiog ordering paragraphs 3Could be 1nclucled' 
in the decision:' 

tTIT IS ORDERED thet: 

"1. Redwood Empire Telephone Company is authorized' 
to use TD t loan funds in the amounts. and for 
the ~urposes eescribed in Exhibit A attached t~ 
Application N~. 53576 fi1~d September S. 1972. 

"2. Ap~licant is placed on notice that in cons!.derlng 
future loan applications the ComQission will 
examine carefully the construction project costs 
under the tDT loan authorization. If e:c.y future 
loan proceeds are ea~rked to cover overrides 
in the 'D T loan. the Commission. may require 
Applieant to finance 3uch o\"'errl.des w1.th equ:t.ty 
capital. 

"3. Applicant is reminded that it is required by 
OTdertng Paragraph No.5 of Decision No. 77208 
to submit ~o the Commission copies of all 
correspondence:. reports or other documents sent 
to or received from the REA during the immediate 
prior e:llendar quarter ~ Wi thin 60 deys of the 
end of each quarter. Should Applicant fail t~ 
comply with this order, in. a t1I:lely manner" 
Applicant is prohibited fTom ~<1ng any further 
expenditures from its TnT loan fund:; un:!l 
ccm?11ance is effected.n 

Orclertng Paragra?hs 4,. 5, and 7 of Decision No. 77208 
ordered. the follOwing: 

TT4. San Ydguel Telephone Company of Californ1a shall file , 
with the Commission a report, or reports" as requ::[red 
by GeneTsl Order NQ.. 24-B. wbich order, insofar as 
applicable. is hereby made a: part of this orde~. 
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"5. Applicant shall submit to· the Commission:: 

a. Operating and capital expenditure budgets for 
a f1ve-year perlod. In addition to shoWing 
dollar amounts expended 00 plant construction~ 
the budget shall include a construction time 
schedule by exchange and by type of plant .. 
These budgets shell be filed "-'"1 thin 90 clays. 

b. ~rterly financial statements (balance sheets» 
income steteme~ts7 and capital expenditure 
statements» with supp4~rting schedulcs)'show1ng 
how closely the budget forecasts in dollar 
~o'Ulltsand cOOlSt%'Uc~ion time schedules have 
been met p within 60 days of the end of each 
quarter. 

c.. Qu.o.rterly reports sbow.Lng the o'Umber of main 
stat10nsp ~ exchange» Within 60 days of the 
end of each quarter. :. 

d. Copies of all correspondence p reports or other 
documents sent to or received from the REA 
during the immediate prior calendar quarter» 
Wi thin 60 days of the end of each quarter-

e.. A quarterly payroll S'UmlXl.8:ty segregated between 
office:r management and mainteoance and 
ope=ational emr>loyees;, shOWing the amount of 
the payroll charged ~o operating expenses. 
plant accounts and other accounts;, wi thin 60 
days of tbe end of each quarter.~ . 

"7.. Applicant shall increase its common equity investment ~o 
a min1mum of 10% of c:apitct11:i3tion~ and ma1nt:a1n this 
m1n1urum pe:rcentage thereafter. fT •• 

DeciSion Ne>. 77208 became effective' on June l~ .1970 .. 
Cene-ral Order No .. 24-:8: which became effective on July l~ 

1964 states: 

"On or befo-re the 25th. day of each 'month~ the 
following statements for the preceding month 
••• shall be filed With the Comcission." 

!he -records of this Comn:d.ssion show that Redwood r s filings 
are consistently late and are not in the format :required by the. 
Ceo.era! Order. 

-8-



C. 88S5 et al. ei 

Exhibit 15 shows that in regard to Ordering Paragraph 5 
" • •• only .:1 small portion of the correspo~nce and reports have been 
su~tted to the CoQmission in compliance with the oreering paragraphs 
of the Gecis10e despite repe3ted requests for suCh material." 

Section 581 of the Public Utilities Code states: 
"Every public ~ility shall furnish to the commission 
in s~ch fo~ and detail &s the commission prescribes 
all tabulat1o:::.s, computations, and all other infor
mation requ:!.red by it to C8::r:y into effect any of the 
proVis!.ons of this part, and shall make specific 
answers to all ~st:lons sub:ni.t'ted by the comm1ss1on. 

"Every public u~i11ty receiving from the commission 
auy blanks with d1rectio~ to fill them shall acswer 
f~ly and co=rectly each question p:opoundec. the:-ain, 
and if it is unable to answer any ~~stion, it shall 
give a good and sufficient rea~on for such failure." 
Se~t1on 2107 of the P.~blic Ut1~1t:tes Code states: 

"Any peolic util!ty which violates or fails to comply 
with any provision of the Constitution of this State 
or of this part~ or which fails or neglects to comply 
with any part or prov'i.sion of any order~ ~c:!'.sio::l~ 
dec-ree, rule~ direct1on~ demaru:t~ or requirement of the 
comm1ss1on~ in a ease in which a penalty has not: 
otherwise been provided~ is subject to a penalty of 
no~ less than five hundred dollars ($500) nor more 
than two thousand dollars ($2~OOO) for each offense.~ 
Section 2108 of the Public Utilities Code zj.tates·: 
~Every violation of the proVisions of this· part or 
of a.ny part of any order ~ deciSion, decree ~ rule ~ 
direct~on~ demand~ or requirement of the c~ss!o~) 
by any corporation or person is a separate and 
distinct offense~ and in case of a continuing 
Violation each dayts continuance thereof shall be 
a separate and distinct offense.n 



e 
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In Deeision No. 77208 (IIdmeographed copy page 9) we said, 
TrThe Co::m.ssion expects that defendant Will proceed promptly> 
diligently Gcd in good faith to carry out 411.0£ the orders enumersted 
above. If there is reason to believe that defendant has not been , 

d1.l!.gent in carrying out the abcve orders> the. Commission will 
fo~lly inquire into the circumstances for the purpose of dete:mining 
whethe-r 07: Dot defendant shall be held in contempt _ Tf 

There are abun&1.nt re-9.sons> as discusse~ above". to believe 
that Redwood r..:1s not been d::11gent in carrying out' the orders of I 
Dec:1!;.ion No~-7720S.. Therefore, we have today instituted a ' 

for.=al i:lvestigat1on .. to de~emine whether or n~t. Redwood should be 

held in. contempt under Sect~on 2113 of the Public·UtiliticsCode 
which states: ' 

Findings 

lTEve:ry public utility> corporation> or person which 
fails to comply with any part of any order> decision> 
rule,. regula':ion.> direction, demand, or requirement 
of the commission or any comm1ssioner is in contempt 
of the commdssion, and is punishable by the commission 
for eontempc in the same manner and to :he same extent . 
as contempt is punished by courts of record. The 
remedy prescribed in this section does not bar or 
affect any other remecy prescribed in this part, but 
is ~~ative end in addition thereto.~ 

l. the money, property, or labor to be procured or paid' for 
by the remaining proceeds of applican1: t s Rural Electri£icatioc.. 
Administration nD Loan~ is reasonably required for the purposes 
specified herein, which purposes are not, in whole or in part,. 
reasonably chargeable to operating expenses or to income. , 

2. Until Redwood has obtained necessuy easements for construe-
1:~on of ~ne San Miguel/Parkfield toll line w11:h local distribution 
'Caps in the San Miguel exchange and of the. Parkfield outside plant 

reconstruction or 'until fureher order of this. Commission, applicant:· 
sho'.!!.d withhold and reserve~ $200>000 of TfD~ loen funds £or these 
eonst~ction purposes. 
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Conel'US1ons. 

1. The applie&t10n should be granted. 
2.. A public hearing is not necessary .. 

The authorization herein granted is for the purpose of this 
?roceed1ng. only and is not to. be eonstrued as indicative of amounts 

to be 1nclwied in pro.ceedings for the determiDS.tion of just and 
reasonable rates. 

SECOND' INTERIM ORDE~ 

!T IS ORDERED that: 

1. Redwood Emp~re Telephone Company (Redwood) may utilize the 
retDllid.ng proceeds of its- Rural Electrifieation Administration 
~D Loanw for '~e purposes set forth in Exhibit A attached to Appli
cation No. 53575. 

2. Redwood shall file with the Commission the reports required , . 

by General Order 'No. 24-:8, which order,. insofar as applicable, is 

hereby made a ~~t of this order. 

3. Until. neceS$8'l:'y easemects bavebeen obcained for c'onstrue-' 

tion of the San Miguel/Parkfield tol.l lice 'tori. t:h local distribtJ,tion 
taps in the San Miguel exchange and of the Parkfield outside plant 
reeonst1=uct1on. or until further order of this Commission, Redwood 

is ordered to 'Withhold and res~rve $200,000 of "D" loan funds· for 
the foregoing construction purposes. 

4.. AppliC<lnt is placed on notice that in considering future 
, 
, , 
: loan applications the Commission w111 examine carefUlly the construc-

tion project costs under the "D~ loan authorization. If any.futu-re 
loan proceeds are eaTmarked to COVeT overrides in the "DTT .loan~ . the 
Commission may require applicant to finance such overrides With 
~<r.l1ty capital. 
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5. Applicant is reminded that it is requ1red by Ordering 
Paragrapb No.5 of Decision No. 77208 to. submit to. the Commission 
co.pies o.f all correspondence~ reports~ or other documents sent to. 
or received from the REA. during the immediate prior calendar quarter~, 

within 60 days o.f the end of each quarter. Should applicant fail to 

comply With this order ~ in a timely manner ~ applicant is probibi ted 

from making. any further expenditures from its "D" loan funds until 
comp11ance 1s effected'. 

6.; By the 15th o.f each month Redwood shall file a report for 
.~ , 

the preceding month infOrming the Commission as to its progress on 
each project enumerated in Exhibit A of Application No. 53576 filed 
September 8,. 1972. Such reports. shall include but not be l1mited to. 

progreS,!.J.n obtain1ng easements,. engineering design and stald.ng» 
preparation of cona-acts and spec1.fic:ations~ advertising and award 

of construction bids,. construction pro.gress,. project completion,. 

main stations in sernce,. and held orders anci regrade requests... The 
first such report shall be for the month of April 1973. 

The effective date of this order shall be twenty days after 
the date hereof. 

Dated at San F.rancise& ,. CalifOrnia,. this g~ 
day of A"R~ . ,. 1973. 
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