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* BEFORE THS'RATIROAD COIMISSION OF TEE 30ATS OF CALTFORFIA-

0N MO{8[o0Q

In the matter of the applicsation
of SOUTEAZSTERN EOKE TEIERECRE
COMPARY fLor suthority to issume
stock, bonds and notes.

'7°
Application No. 871l. i~»
e~

&8 8D 3y NN

Crarles A. Rolfe and J. J. Prendergast,
for applicant.

GORDON, Commissioner.

o0P2XIIOX

Soutnwestorn Zome Telephone Company o;pora.tes tolephom
‘oxcha:n.go systems st Redlands, in Sz Bermerdime county, aad Bazm-
ing, Besumont, msinore Porris, San Ja.cinto Eamet a:nd Temeculs.,
in Riverside coxmty, The “oll service co:zfmcting taese pointe
'1'6 operated by The Pacific Qelepkone and“'i'elee;r'aph Compaxny. The
two compax;ies_ have & comtract providing for joimt -sorvi,ce;- and
wéer the terms.of this contract the smhvrestem COzzpany recoives
20"pér conts o the toll charges it collects Zor *!:hel Pacific’ Com-
psxny. TUnder this .arrangemt. the exchange and toll aéﬁié’es in
| ?cms' territory are &istinct and the two corporations are ‘not 1n
| compe‘.:‘;tion st any poixnt. | | .
~ On December 6, 1913, Somthwestor: Home Teleyhons Compexy
- 2iled ae s.pplica.tﬁ.on m&ex consideration with tkhe CO:mission :Ln.
‘whicz it asks for authority to issue stock, bonds and notes. m.,
a.pplié_afion nay be seg:égatod ae follows: -
L. Application %o renew promissory notes in "'he sum’ of |
. " %101,300.00. These notes comprise the following: -
Dexm 2ay0e
1910 yea.m rs. lary J. Wobster
1910 C. Z. Rdhrer

1910 1 Irs. Mary A. ?z;en&orge.et

8%
1910 Mrs.laxy Gill Prendergast 8%
191% :.. V. Toolverton

Anomt ¢arriod LoYWard...ssos.. ."";25,.750.
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Payoo
Lmount browgnt forward...d 26,750.
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S.E. & T.J. Burchell "%  4,500.
E.X. Izaxe '7% 4,500.
Mrs. Mary .A.. Prezdergast

Jr3. Mary &. ?remdergaat 7%

Joseph S. Zale 7%

rrs. MW e u&rgﬁnv .

rs. Ellen A. Lewis

C. B. Eoadley

Firet National Baxk or Redlands
J. S. Iuther

re. Frevees A. L. Smith

J. 0. “hompson

F. Z. Wolle

Jo We BI‘OC:C

Alice T. & Nary Denison
Gextrude A. Zayes

¥rg. Xary G. Cesselbuxy
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Reguest was nade to relund these notes as necessity :nigh:t
arise for a ma:cim period 0" three Joars with a mximn interest
rate of 8 pox cext. , ,

2. Application to ple&ge ag collateral security for the
above notes, bonds oL Southwestorr Zome Telephone Compap.y‘in the ra-
'tié of $z,ooo._do face value of bonds Lor 4:1,000.004&::0 valuwe o
notes and @'.'L-,‘Soo;oo face value of bonds of Redlands Zome Telephone
and Nelegraph Company for $1,000.00 face valune of notes. More spé-
ci2ically, the-applicant requested authorlty vo pledge as collator-
8l security, '$182';000.'oo- of Southwestern Fome Telephone Company bonids
and $15,000.00 of Redlends Eome Telepaome and 'J.'elégraph Company bonds.
Bondsg Iin these sume are now piod.ged a8 ¢ollateral security for tﬁa
notes and the request is, 'chérefore. o ;oplodge these same Donds.

3. ALpplication for auwtnority to issme 25,000 3ha;ea oL
cs.pi‘ta.l stock at 60 cents moxr share and to apply the proceeds upon
thoe indebtedness of the applicant and t0 provide for certain wn-

specified extensions.
| 4. Application to sell axn uwnspecified aumbder of appli-~
cant’s bonds ﬁ'or t2s purpose oFf liquidating inde'b.'tednoas and Ima.'.'d.ng
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oxtensions.

5. Application Zor authority to issume to ifr. Arthur
Grogory 24,500.00 of Soutiwestern Homoe Telephone VCOmpa.n':r firet
mortgege 5 per cent bonmds Lor 4,500 shares of stock mnder an ar-
rapgement by whick the stockholders were givexn the privilege of
surrendering their stock Lor donis.’

A heaxing was 26ld& npon‘this aprlication in Redlands |
on Jaxwaxy 7 ané care:‘.‘ul izvestization was made into tae allairs
of the applicaxt. ‘

Following tzie inguiry Southwestern Zome Telephone Com-
pany £4led an amexnded application on Jammary 19, 1914, 4in which
it asxed for aunthority merely 40 refund ites yromissory notes and
to pledge its bonds as collateral security therefor in the ratio
of $2,000.00 in bondiz Zor $l’,000.oo face value of notes.

Tader the amended é,pplica.tion. ‘nerefore, the precent
2indings could ve limited to those fea.tu:.;es o2 the applicgtion’
embraced wnder Division Fos. 1 and 2 as heretofore exnmmerated.

4 proper consiferation of these matters, aowever, necessitates s
brief gemrél review of the affairs of this corporation.

Smhwestem Zome Telephone Company was organized on
Pedruary 6, 1905. It took over the Redlunds Zome Telephoze and
Tolegraph Company in 1906 azd sradually oxtended ite lines wmtil
1% i3 now sorving the sections of Sex Dernardine and Riverside
comaties previously mexntionmed. It was, in tae dogimning, m com~
petition at all 't:hése‘ .points with The ZTacific Telephone and Tole~
grayh Compaxny. In 1907 it exterod Linto arrangements with The Pa~-
¢i2ic Telephone and Telegraph Company by which the exchange plaxts
at the points where the two corxporxatione were in compefﬂ.‘aion passed
into the hands of the Soutkwesterm Company snd the toll lines of -
the Somthwesterp Compsny becanme the property of the Eac}.ﬁc Con-
vaxy. For the propertliee thus taken over, the Southwestern COm- |
pany sgreed to pay $79.845.14. It trans?orrod 't:o‘ toe Pacific :
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Compaxy its tolld lines Zfor $27,967.78 and paid in cash the balance
of $51,877.26. "

"'hi..., amovxs of $51,877.36 18 at present represonted By &
portion O.s. the ’.Loa."ine: indebtedness which applicaxrb now Asxs gnr-
thority to -refund. Lpplicsxt states that the balsnce of this float-
Ang indebtedness has deen incurred for other additions anld hetter-
. ments to its plants and facilitles.

43 8 result of the consol.iaats.on 0Z these :proper:iea 1t
Southwostern Company £imds itsel? witk & 'gm»ae»_- capecity than 1ts
business now necessitates. It kas 1,800 subscribers in Redlends
ané a totai over its system of 2,800 zn‘bscribers. i'ts reyprosonts~
tives agsert that it has the facilities to sccommodste 4,000 sub-
soribers. 4 rapld growith is anticipateld as wxmsusl conditions kave
servel to retsrd the corporation's natural expmian.dﬁring the pasT
e Joans.i‘or the yurposes of the presert inowiry no exhasustive re~
view wos made of the paysical Teatures of this corporstiom. Other
n.es.:ine;s are pond.i'ng in which such izguiries will be necesssry and
to which time they may be delerred. m Lacts upon wbioh & Zinding
in this case may properly e predlicated were developed through an
Inguiry more psrtictlarly into the Linsneisl fea:tnros of this cor-~
pomtion'a orga.niza.t:!.on. |

Tho applica.zt: nse an auvthorizeld iszsme of stock amounting
to .’;'::L,OOO._.OOO.oo, consisting of 1,000,000 shares of £he var value
02 (.00 por share. O0Ff tals momnt 1t has Lssued $405,136.50 par
- value of stoek. This stock is held ss Lollows: - |
In the 2ands 0F tho PUBLEC.....eon...’ 93,269.50

Teld by tr0ctes..... ;::.1 867.00 -

Tze stock bold by tie trustes. tie Southern Trust Company

of Los ingelos, is g0 placed by reascnm of g provision in aﬁpuoan'i’s
- mortgage wnder the terms of which all Lte &ssets must be hell by




the trustes. This stock was omce issmed and later, having been
bought bac;: by the company, was Jepositeld with the trustee where

it now rema..{né. This stock, so held, can not, of course, alfoct

in any importsnt way the affsirs of thdis corporation, 'but 4t shonld
more properly de canceled and I suggest to aprlicamt that 4t take
such steps ss may be mecessary to have this trustee's stock restored

$0 its treasury and cancelel.

The 300,000 shares of comtraet stock wag, according to.

the explanation of the a.ppiica.nf:, given out originmally to meet the
terms of the statwte providing that a corporation must have as
muck capital stock as bounds. In oxrder to meet this. comdition, sc-
coxrding to the testimony of the appliscsnt, the company issued to
one of its projectors and its preszident, Mr. Carl C. Wells, 300,000
shares of its stock mder s contract. This comtract stateld that
300,000 shares of gtock were turmeld over to r. Welle in full pay-
ment for hfa/ gsexvices for three yesrs: that no divilends were to

be paid on this stock and thet the company was to have the oviion,
within one year sfber the expiration of ton years from Jauusry 1,
1908, of puroha.sing this stock Lrom Ixr. Wells at 1—- coxts per share,
or a to“'al o2 53,750.00.

Appa.:ently 1% was the intexntiorn 4o compensate Mr. Tells
to the amomnt of $3,750.00 for his services iz promoting and or-
ganlizing the company, and the scheme of issuning to kim the £300,000.00
of atock was conceived as s mesme of complying with the statute
providing for axm issue of stock equel to the lssne of bonds. LS
will appear later, the company had awtaorized sn iszue of
$1,000,000.00 of bonds.

It sppears from the tectimony that lr. Wells s o‘.?.d this
stock to Mr. Charlee A. Rolfe, Vice DPresident and Gemersl lsnsger,
and J. J. Prexdergast, Secretary and Tressurer, of the Southwestern
Eome Telephone Compazy. INir. 201%e aud Iir. Prondergast h&ie ox-
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prossed their desire to turan this stock into the treassury Lor the
amotnt named, $3,750.00, or Lor an smowxt of stock waiok at the |
current q_uotdt:on world be the eguivalext of £3,750.00 in cash.
They state that z present falr price fof; tko stock ie 60 cen‘ﬁa por
share. I suggest 1o The applicant that "_i.t pi'ocedd t0 malise such
arrangemexte with lir. Rolfe and lfr. Prendergact a8 nay be neces-
sary to regalin amd cancel tals block of 300,000 skares of atock.

The syplicant hec an autkorized bonded infebtedness of
$1,000,000.00. It has executed & doel of trush to Somthern Trmet
Company o2 Los angeles, &atel October 1, 1907, to secure its ia-
gune of bonds. Taese bomis mature in 1937 snd carry an izterest
rate of 5 ypeor cent por amrum.

Redlands Eonel '.‘.’eiephone snd Telegraph Compsny, tho gtocx
of whickh ig owned by Southwestern Zome Teloephone Coxpany, kas an
authorized bond isswme of £100,000.00 secured vy trust deed to T4~
tle Insurance &nd frust Compa:ay of Los ingeles, dated September
1, 1903. 7The bonis mature ox Septoember 1, 1933 and ¢carxy an in-
vorest rate of 5 per cent per annum.

The bonds o these two corporations are 1oce. ol as fol~

lowg:~

Southwestorn Tome Telephone
Company ‘ '

Holld 41 1083t ececesees..5500,000.00 \
Pledged as collateral....cc.c... cecocnse «+3$182,000.00

301& .by Pnbuc.-..-..-.----oo.o--..cc--ao-..-...---a-oo@le ooo OO

’

Redlands Tome ‘zolepno:ze am';l
‘Telee;ra.ph COmpagz

210&36& as colla. eral

Eeld 'by mlicaooouvtuo-ot-0-0&..-0-000-----.--o-..--.- 76,800000
In treasury of South~

western Home Telephone
compw-...-..........b...' 8’200.00

motal pledged 88 co118teTaleeerenr.. .eeeel97,000.00

E°1d.by th& pn'blic......;-..-.--,-.----..-.--'Q-o-.-.....%?&,soo.oo {ﬁd)




AROTEY DXOUGHE ZOTWETE+ o eennsonencnsnnsns - $594,800.00
Tao applicent zas submitted to the
Commiesion its list of motec paysble in the
cocsasese 0L,300.00

Its indedtedness, therefore, represented by
bonaB md nOtOS moma to;-..--.-a-.-...-aa.--..-n‘..$496.100000

At the nearing, lor. R0lfe submitted ax appmisal of {the
properties o2 Southwestern Zome Telephone Compsny compiled oz
April 1, 1908, showing & valwe, according to bis Ligures at taat

tino, of---:: ..... “.--atooobocaoo-.. oooooooo .c--oo.-c‘%sz,,574-os
To this Mr. Rel1fe sdded the cost of 8dditions........_ 25,762.56,

matom of.;.:.;.....-...‘ﬁ.-.‘.... ......... ...gﬁ gg.z%tm

Er. Rolfe stated thet this wss reproduction velue "zew” with 2o
aJ.‘LoWance for deprecistion. The company's totel charge for dep*a-
cis:tion 2rom July, 1909, a period of 4% yea.rs amounts to
$24,360.74. Tne company has writtenm the a.ppraisa.l f;*ure into .
its Dooks and has no asccommt to show an asccurmlated surplus, if
such has been earned. Obviously the invemtory Ligure of !'.";55,8,336.64.
18 subject to revision. Parte of this plant were const rnct;d in
1905 and othmer portions, purchased Lrom The PaciZic elephone and
Telegraph Compsany, were built as early as 18%1. It 18 28rdly ne-~
cessary to demonst*ﬁate by actural examination that, i Xxr. R0lfe's
| inven‘-ory is en'birely sccursve, the accumunlated dep*ecia‘bion wonld
80 roduce ‘e value of this conmpany’s propexrty as to neke it, =t
most, little moTe than equal to the ountstanding inde‘btodnegz snd,
in act, there s mmch ressonm to believe that 1t might mot even
equal thls sum.

I kave chosen ratvher to delermine, as Zar as 13 possille,
tae actual cost of these properties amd by this process I am led
to believe that at least tho.original cost of these proporties was
not moxe than the present debt stanling against thenm.
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A complete zecord has not been submitted showing the
original cost {;f the properties of the Redlands Zome Telephoze
and Telegraphk Compeny. This corpora.tion was org&nivzea‘vfs.th. L3
capitel stock of 1,000 shares of the par velue ol g';ld0.0d p'ér'
stare, apd with an outstaniing indebiedmese of $100,000.00 of
boﬁd_e. mae bonds were taxen at = 1ow Ligure by & ,constrdc‘tion
compony ard tie stock was given s3 & bonus with the bonds. fThere-
after sasessnents were levied upon the stock, which, accoxiing
o the evidence, smounmbed to $30.00 yer share.

In the tramssction by which Souwthwestern Zome Telephoxe
Company %00k over the Redlsnis Zome Telephome and Telegraeph Com-
pany, the Somthwestern Company issmed ite stock on the dbasis of
par, teling up the Redlanﬁs gtock on tie bsgis of {50.00 per
share. It required, therelore, 49,7501 gnares of Southweztern Com-
yany's stogk to take mp the 9355 shares of The Redlé.nd Compeny's
stock. This 49,750 sbares of Southmesters stock, therefore. was
issued as agsinst a pa.ynen. 02 £30,000.00, or on the basiz of 60
co:r“s por skaro.

Su'osement to this anelgamation, ...o*mmweatem Zome Tole~
phone Compony ind'o.lged in'a species of :Cimnce, 2or whickh i.t is

1824001t to find a.zv logical explanation. may heo pa.zsed over:

witaowt 3pecia.1 oriticien at this time for the roasom ga.a.t the
ovil a.t‘cendan" uponr £t nas alresly beexn wromght. It will sulfico
for this Commiesion to adldress itself to remedial considerstions.
It appesrs taet in the £all of 1907 the Southwestern Home | Tele~
pacne Compeny hed gtock outstsniing to the smownt of £$286,711,00 .
par value. | 0f this, $49,750.00 tad been issueld in exchange Lor
the Redlands Company's stock snd the balaznce had been mold o1thex
for casn or m exchange for propexty oz & basis of 75 cénte Der
.:he.re‘. Suck stock as was a.c*ually egold for casik drought 75 co::ts

per share &ud sSuch oxchsnge a8 was made wes 2ixed oz a basis o:.‘.’

75 cents per share. 1In october, 1907, the southwestern Tome

38
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Tolephono Company presented to its stockholders a plan by which
thoy were giver tho right to comvert their stock imto 2Lrst mort-
gege 5 per coxt 'bo:;de st par, on comdition that they wonld sub-
geribve, Ixn addition, for 25 per cent of their stock holdings at
par. They were given the privileze further of comrorting this ald-

- d4%4omal 25 pexr comt of stock Izto bomds at par. It Is in evid-

. emce that holders of 195,500 shares of stock elected to comvert
thelr stoek and that through the privilege of subseriding for 25
por coxt in stock and again converting +this stock into bonds; a
total of 244,000 shares of stock wae eventuslly comverteld into
vonds. This left the corporation with 91,200 shares of stock omt-
standing and an Lcsue of $244,000.00 o bonds, 4n sddition %o fhe
wnderlying Lssne 02 £100,000.00 o2 the Redlaxds Company bonds.

 Since tnat time afditfomsl stock has been issued to bring the to-

to £93,269.50. 4n sdditiomsl 474,000.00 of Southwesitern Com-
ps;.mr bonds have beex issmed; approximately .‘-;29.006.00 at 85 Zfor
the purpose of retiring 323,000.00 of Redlands bozds st 105, and
the dalance at prices ranging as low as 60 por coxt of Zace value
for sdditions and bettermemts. AdAdltionel momey has been secured
thronga issues oF notes.

If we assume, therefore, that the 2$9%,269.50 of omtatant-
ing stock browght 75 cexts per share, whick ic the mevimum £t
cowld have brought, the company received Lfrom tiis gource & total
of $69,952.13, or in rouzd rmmbers spproximasely 370,000.00. On
't:hé other hand, Lif it ie Ligured +That 195,500 ehares of stock
which cost 75 cents were coxverted into tomds at j;s.r, thore it evi-

dence oFf s diegmt of gpyroximately $49,000.00. Im sddition, the

5 per ceat premium oz $23,000.00 of Reodlands boxnds and the 15 per
cent discount om the %29,000.00 of bonds 2018 to reruzd these Red-

lande bonds, amownt o £5,500.00. IZ we sssmume & discouxt of oxly




‘25 por cent on the remaining %S,Ooo.oo of bonds, we have sn ad-

aitfonsl $11,250.00, or & totsl in discomnts and promim of
$65,750.00. To this mmst bo a‘k&ed +he discomnts on the Redlsands
c«:::ﬁa.ny bonds. This sum moxe then oflisets the amount received
from 8tock.

Mhere 18 1o evidemce of & surplus reinvested and I be=-
lieve it is thus very clesrly ‘esta.‘olishé& that tuis PToperty
stands todsy with an Indebtednecs in excess of its original cost.

T believe that any a.p;procia.tioﬁ 02 these proporties
has at least bheen olfgzet by The aepracia:tion that has occurred.
For this reason I 'believe it is not ZImporative at this ‘ime Thst
+he Commission g0 to the company's inventory to determine its
general finamcisl conéition.

Tae spplicant submits & statenent of esrnings ard 4iv-
idenis which 1t presemts es evidence of its Linmanciel abllity
to pay interest ant eventually +o meot the principal of its bond-

6l dobt. =For the yesr 1913 it submits ar.esrninge ststemont &8
follows: ~

OPers;ting Income:

Omra.tine: Revenmes
(S@ﬂedﬂle A)---o.ooa.lvvs 354 85

Operating Bxperses
(Schedule B).........._36,767.15

Fet Operating
ROVOW----.-......-a-..-.-..co%& 587470

Non-épera.ti.ng Revemé:

‘erest on Boxnds
,Omd-.-.-............e? 1’75.00
Totorest on F0%0S
3°ceivab e--.---_---.-o 329.55

fotal Non~

Operating : «
Revm-.oa---.--.onn.---a.-.--- mdss

GI’OBS Corpor&ﬁe Income ........-.?39,092-23' cﬁd.)
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Amount DYOUGAL ZOTWAI . ercroreccasaraaanssa 39,002.23

Deductions IZrom Grose
Corporate Income::

Interost Accrmed on :

. mea Debt.:----.--hls 900 OO
Othoxr Interest...... 8,074.87
Doubtfal Accounts
Charzed 082..eccvees 229.72
Loage o2 Redlands
Zome Telephone and ,
Tolegreph COeevcenes 4%,01l5.00

7otal Deluctions
Lrom Grosg Cor=
Pomte mcomelt.....lllnldoc...I. 28,219‘59

Ket corpomte Income for YQ&I- dPoosesvesnasw 0$ 10,872.64

(Delnet) Dividends 3 per cext,
Comon Stoc’k.-...-.-.-----c-.--...-.--....a &798005

Balance et mside for "
mopreci&vion-. ------ oo---coo--oooy 8 074 59

For tho yoar '1912. tie company presents tuoe Lollowing
statomont oL earninge:~

Groes oarnings Jrom tele- '
Pme Op”&tiona-. ....... L N ] ----.--.----Y 77 1&5-08
Interest received crsevoasencacnsnssne 541.00"

msc...--....'...................'......... 35.66

TO‘t&l eamings--«-»--.-.-.-.-----.-? 7?,719-74

Operating and meimtenance
OXPONBOSecurroccsonsvese-pd,652.78

Intereost on Soutswesterm

boma‘.-‘.-..D.D...l'...-.. 15,900.00

Interest on notes, etc... 8,129.63

Int. on bonds of Rellands :

Jome Tel. COveeveccrconsse 4,015.00 ‘
'J.'&JCBB...-.----.-.-.-...-- 5.376-76 L RN NN §66.074-17‘

B&lﬁnce-.-.-....-...‘.-..'.. ----- --1’; 11,645-57

Credited to Depreciation
wCOmt...'l...'-.-....l...... ......... L N N 6049-47
Dividend 6% on 93,269%

sms..'......‘...ﬂ-...-...'-.......‘-‘....;E 5596.10:

Dne company vresexte the Lollowirg statement of dividenis:-

Jan. ZL, 1910, 1% per cent on 80,827 skares, £1,212.32
Jody 31, 1910, 1x pexr cent on 83, 150 gshares, 1,246.95
Jax. %1, 1911, 3 Dpoer cent on 25,840 shares, 2.575.21

inouzt carried Lorward........§ 5,034.48




Amourt brougat Lorward.

3 per cent on 89,251 shares, . .

3 per cont on 93,268 shares, 2,798.04
3 per cext on 93,268 shares, 2,798.05
3 per coxt on 93, 268 shares,. 2,798.05

2otal &ividends since
d&'ﬂ-- 5—, lglo.-o.C-- ----- [ W N LY }1 6,‘.06 16

" I 40 not believe it is mnecesssry to go Irto extended do-
tails to indicate w’aérein applicant hase pursued an mfofgmte Poli-
ey in meinteining its &ividends ix the Tace of a large Lloaling In-
debtedness on top of axn :alroa.é';r heavy bonded indedtednese.

Viewing tals spplication from the strict limits of 1@:3 3~
mezded foxm, I am not willing st thls Time Yo rocommend that this
Commiseion in eny degree £porsor the sitju.ation aari't”novr exicts. An
axalysis of tho n'oto,- indebitednecs shows that there have deen issueld
Lor refunding purxposes, without tie apprdva.l of this Commission,
notes in the sum o= .;.35 750.00 axd taat notes are over&uo in "ﬁe
sum of $38,050.00. A3 $0 uhese ovexéue notes, of con:r:ee applicant
cex pro'ba.bly make suck srrargements a8 may ve recessery to leave
then 4in taei:r pregent condition. OSome definite mane:cnen‘t however,

will zave to de ::w.de by the epplicant in regard to thoze notes in

the st of %5 ‘750 00 which Beve been issued for refuméing p‘urpo
without this Commissiorn's approval. These are the notes gliven ’
since Ir.a.rch 23, 1912 to refund ot ne:r: notos wherein the total poriod
0% credit exceeds ome yesxr. The applicant may, of course, allow |
1ts bonds previously and legally pledged as collateral security so
to remain, but it Will De necessary for it to make such's'z.rrq.:;gement.
8s may"ﬁe reqrired as to.tkose 'oonds.plodgod 2or nbtea weich have
been TeSwnded withowt the approvel of the Commission and for waich
the approval of “.:he Commicgion it necesssry.

This company shonld take stens to place itself 4in s posi-
Ltion =0 tast the Commissior may, with propriety, authorize it to

1ssze such stocks, bonds-or notes as may be desirable Zor its proper '




Linancing. The Comiazﬁ.dn is 20t passing in this application on
the corporation’s original petition to Issue bonds ard stock, but
I believe exough has been s2id to Indicate that some realdjustzent
west precede any authorization of {2e gecurities..

I believe that a.a its fi:'st ‘step t0 place Ltesell upon
a basis wiere it caxn make a sstisfactory snowlng to this Commis-
éion, tkig compary shonld call mpor its stockholders for the reg-
toration 02 the diﬁden&s peid during Yhe past few years. This
money saouwld originally have been used Lo reduce the c‘:onpa:ay’sj
Lloating :I.nde'bte‘dness and shouwld now be regained and so employed.
Then this hss boen sccomplished, I suggest taat the applicant
nerﬁ endeavor to correct, 20 Lar a8 may be poesidle, the condi-
tiox created by the tramssction uwnder walch the large tlock of
gtock wes comverted imto bopds. This tramsaction gaddled upon
tals corporation Zixed burdess waick it showld mot be expected
to éa.rry. It i's' in evidence that many of this company’s stock-
nolders are also its bondholders, and I beileve the epplicext
nerein nay be gble to arrange Lfor the reconversion of a porf-;t.on
of 1ts bonds imte stock.

Toere it ome other matter to waich I desire to allude.

In 1ts origiusl applicstion the Soutkwestorn Compaxy asked for

authority to issuwe $4,500.00 of its Lfirst mortgasge 5 por cent
bonde to Ir. Lxrthur Grogory 20r 4,500 saares of stock héla by
ain. It'\ms stated thal Ifr. Gregeory nad originally olected to
convert hie stock inmto bonds mrder the plan o2 October, 1907,
but that his bonds hed never beoz delivered to nim. Recnest was
nade to complete this trensaction. The Commisefion informed the
vapplﬁ.ca.n:t that it would considex {tals Leature of the application
when proper evidence was submitted that M. Grogozﬁ' 28d 4z good
Zalth talken tho necessary steps to make such comversion at the

time of the original offer iz 1907, and further that no otrexr
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gtock had apy right to claim the co:rv'er.éién privilege. Tais in~
formation hes not boex ﬁresented to tze Commisaion, and a.s appli-
cant mskes no reference to this matter :Ln its apended application.
I sssumo tast it desires tais LTeature of its vetition lelt in 8-
boyance for the present.

Rothing nerein ssid snouwld be construed as prejudicing

tae right of the applicant to respply Zor suthority to issue the
$4,500.00 02 dords to M¥r. Gregory.

I sball not at this time recormend that the appliication
of Southwestern Home Tolephone Company be either gronted or dexled.
I rocommexnd that It be held in. sizs;oemo vonding such actioz as _‘ého
ayplicant herein may talke following suggestions which I gkeall here
outline. I will submit suggostiome Zor the compsny o Lollow
rathor than sz Order, Yeeling thst the applicaxnt horein will take
tho view tcat tho suggestions are mesnt in 1ts own interests oe
well as ixn the.public mterqst,. IZ an Oxder along thoao lines be-
comes mcosaa;ryv. however, it may e iccued at awtimo tﬁo Com~
nisslon msy believe it desiradle.

I, thorofore, recommend that the application herein de

“helld iz sbeyance mntil Jvly 1, 1914, and 4$kat the anplicant here-
iz by trat time proseﬁ to this Commiseion Lor ;.’*Es, appfova.l -1
goeneral plam wkick skall embrace the ‘ollowﬁ.ng

1. Reduction of applicaxnt's donded 1ndo‘bteane..s by the
coxversion of o portion of this inlebtednescs into stock or by some
motaod egually oa.ti....:tactory |

2. Roduction of applicant’s fLloating indo‘bft;ednecs by
the amount paid out i‘n dividends during the nast three or Zouxr vears
axd by suck other means as 3hall serve Yo reduce thiz indebtednecs

to & conservative basis.

3. Cancellaticn, if pozcidle, of stock now eld by the

trustee wnder appiicamt’s bond issme.
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4. Restoration to applicani’s treasury and cancells-
tion- of Block of 300,000 shares of "contract™ stocxk through an
arrangement to e effected dbetween the compaéiy and Xr. Caarles
A. Rolle and Ur. J. J. Prendergasct.

I pro;aeriy ie:.we the deteils of these Pplans to e
wored out by the applicant. I suggest further that tne ap-
plicant notify ihis Cdmﬁ.s#ion Zormally by letter on tae twenty-
£4f4h day of each monih outlining what has been doze up %o that

time toward reeting the suggestions of the Commission herein

eutlined.

'.‘.‘he forecoing Ozinion is heredy approved and ordered
£iled as the Opinion of tze Railroad Commission of the State
of Californi=z.

-

Dated at San Fraancisco, California, this ;—‘/ﬂ{
day of February, 1514.

——

Commissioners.




