Decision No. 5057

PEFORE TEE RAILROLD COMMISSION OF
TEE STATE OF CADIFORNTIA
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In the Matter of the Application of
SQUTETESTERY HOME TEILEZEQOINE COMPANY,
& corporation, asking permission to
issue other securities in place of
bonds and provide for the payment of
floating dedbt.

LApplication
No. 3065
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X. Holthy Myers, for spplicent.

GORDON, Commissioner

CPINIODN

In this spplication, as amended, SOUIEWESTERN
HOME TELETEONE COMPANY asks suthority to issue two~year 6
por cent notes in the aggregate faco amount of $89,050.00:
to pledge £177,500.00 face value of ite irst mortgage bounds
to secure the payment of said notes and to issue trustee'’'s
certlficates in amounts and for purpdses hereinsfter stated.
The purpose o0f the application 1is mainly to refund outstand-~
ing indebtedness, to be secured by the Same smount of bonds
now ontstanding.

The Railrced Commission in its Decision Number
1296, dated February 24, 1914, (Vol. 4, Opinions and Or-
ders of the Railroad Commiésion of California, p. 247) re~
Tiewed the finameisl history of Southwestern Home Tole-
phéne Commany and called sttention




to the musatisfactory financisl condition of this company. 20
improve Susck condition, the Commission suggested a reduction of
applicant’s bonded indebtednesc by the conversion of & portion
of this indebtedness into stock or by some method equally satie-
foactory; & reduotion of applicmnt’s,f;oating indebtedness by the
gunounrt poid as dividends during the past thres or four years, or
by such other means a8 shall reduce this indedtedness %0 & con-

servative basis; the camcelletion of the 300,000 shkares of

"eontract ostock™ a8 well 2s the camcellation of vhe stock held by

the trustee uwnder epplicant’s mortgage. The testimony shows that
the 300,000 shares of stock and The stock neld by the trustee have
been canceled. ALppliceant hoe, however, been umable to induce aﬁy
of its bondholders to convert & vart of their bonds into etock nor
hag Lt been successful ib obtaining‘funds t0o reduce its f£loeting
indebtedress,

Southwoétorn Zome Telsvhone Comreny has reported to
the Railrosd Commicsion during the years 1914, 1915 and 1916

revenues and expenses as follows:

Iten 1915 1914

Operating Revenues $s0, 252.16 £79,069.94 B77,772.48
Oporating Expenses 47,484.40 38,552.38 31,539.79

Yet Operating Revenues 832 767.76 $40,517.56 $46,232.69

Texes asgigneble to operations  4,504.63 | 4.262.83 4,171.%34
Oporating Inconme , w28, 20515 36,254 7% T

Ton=operating Revenuo-Net 175.00 952,81 102.55
Gross Income 28,438.13 37,207.54 42,162.90

Desductions:

fent for lease of plant 4,343.30 4,015.00 4,015.00
Rent for telephone offices . 916.00 -— 861.00
Rent for poles, corduits, etec. 6FTL.27 - 68.75
Rent for Instruments 300.00 — -
Interest on Funded Debt 16,125.00 15,900,000 15,900.00
Other Interecst 8,084.96 8,051.50 8,lggfgg
Miscolleneous = .
Total deductions 20,450.55 ~ 2% §EE 50 . 80
Net Income = Surplus - 9 241.04 13,098.10
Ioss, 1,982.40 - -




| m™he vseriations in the company's suxplus sccount avre
showxn by the following statement:~
Ttem . 1916 . 1915 . 1914
. Surpdus beginning of Year :512,802.97  : $1,273.23 : & —-
misczllaneous Ttems : 852.17 : mz 288.70 ; 1,273.23
Surplus Lrom oporations : -—— : 9 241.04 - 13,098.10
motal Surplus and Additions 3 LO,000.4% . IZ,B02.97 : IZ,B?I.BZ
Daduetions: ; ; ﬁ
Loss for yoar : 1,982.40 : —~—— ——
Depreciation not covered by : : :
Resgerve : 8,251.55 : ==z 10,906:03
Miscollanoous : 3,312.57 : — 2 W3eL92.07
notal Deductions T 13,046.0¢  : — PR )
Surpdus end of Year : 100,02 : 1Z,802.%7 : 1,273.23
*Difforence to balence.

mhe maintenance oxpenses oL thoe company in 1915 are reported

at $6,387.36 and in 1916 at $21,162.12, nthe 1916 mointenance ex~

penses incluwde $12,793.07 allowed f£or deprecistion of plént axnd.

oquipnent. The gexnersl and miscellaneous operating oxpencses of the

company were reduced from $12,693.93 in 1915 to $7,224.39 in 1916.
0z June 30, 1917 Southwestorn Eome Telephone Company

roported assets and liabilities in the following smounts:-

ASSETS . . . .
c&ﬂit&l. ------ & D OO SR EASS [ B IR I O I W R B N N R W W) e s ‘?505 888.05
Construction in ?rogrevs.......................... - 628,67
C&Sh ln E&nd.o °£ mstee "B R F RS YR NNNN YN \'?569 lo ‘ J
.chnange ‘Detty CaSh.----.-...a.oono-b.-o-o llo OO
Firet Nationsl Bank, RedlandSeeecececcs.s 2,634.93

Bills Receiva.ble..........-.-......--.o.. 167 29
Accounts Subscribers and LgontSecec... cese  694.75
Miscollaneons ACCOMRLEecracnaacsccaccrsns 2041l 27
Uaterials and SupplieS..cececcccccvocsas 23,358.06

3,500.00
104.05
420434

91,365.85

7,348.96

3,114.03

25,261.37
Rodlendg Bonds in hands ¢f Trustee ....
Provaid Directory EXPonS0S . cececesereca
AQTance TOXO0S. .cecnscscasvsccscosscncess
Taemoxrtized Debt Discount & Expenso....
Invontory BZponNS6.eecccscccacsssascsasns

102,759.20
3637, 631.32

Totel Asaets

—5-
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LIABILITIES:

e » o o s o @ #&3.769050
. o, e o @ 422,500.00
.*100.000’.00’ ' o
322,500.00

‘...

BOLAB o o o ¢ & o .
Redlands Home .
Southwestera . ¢ -

Bille Poyable o o o ¢

Advance Payments - Subs

Accounts Payable , ., .

Miscellaneous Liabiliti

Jo HE. Logie, Trustee ,

Customer's Depoaits o o o

Pay Roll . . .

Matured Interest Fu.nded. Debxt, '

mured.OtherTntorest > e 6 0 6 0 6 e b o s e b

e« 3 o e 20
'Y ..

H -
'csoog
DOOOO-HOOQOi
P 0 P 0 2 O .8 N0 v .
KRR RE RS * e e o
ooocoooo.'
oooo_ovoo
000._0'0.04‘0

Depreciotion ROSBEIVE 4 4 o o o ¢ ¢ o 5 6 6 © & o
Surplm.do‘ooboo-o‘iiﬂ&&‘;“l

Motal TAnobdIlit1eS o« o o o & o «JEIT,63Li32

The balance shoet of June 30, 1917, does not include
| the $l7’7,500&00 :fa.ce valae of bonds pledged to secure the pa.ymont
of sb.ort term notes.
Counsel for applicant frankly sdmits that the company is
nna.ble becanse 0f the small net earnings, 1ts large indedtedness and
the condition of the securlity market at present, 0 seocure funds

through the issue of eiti.e: stock or bondss It has, therefore, become

nocesesary to devise a plarn for re~financing the company throﬁgh fands

odtained from the owners and holders of the company's stock, bonds
and notes. These funds are to be obtained through the paymnt;o:t.
an snnvsl stockholders' assessment of not less than $2,000.00 for
a period of ten yeaa.-'s; through the appropriation of net earnings
in the smm of $2,000400 snnuslly for s period of three years and
$3,000.00 annually for a period of seven years; through the waiver
for a period of ten yoa.ra of the sinlking fund provision of the
trust deed aecn.ring the payment of the Southwestern Home Telephone
Company bonde; through the poastponement of the collestion of the
April interest coupons attached to said bondm and thréugh the re-
duetion of the annusl interest on applicantfs. outstanding notes from




7 and 8 per cont to 6 por cent pex annum.

Applica.nt estimatea that through the ca.rrying ou't of
this plan, it will seoure fumds aufficient to pay its $89,050.00
of short term notes and theredy regein posscssidn .'o.f fha $1’f7;050.oo
of bonds pledged Yo secure the playmen,f of the ::'Lotoa.v T ARy B'in'pl;m
remaining after the payment of the $E&9‘,Osd.oo of n;otos; and the
deforred April interest coupoms will be ﬁsed to ;pa.ﬁr in part toe -
$100,000.00 of bonds issued by the Redlands Home Delephone Company.
The Southwestern Home Telephone Compeny ovae all of the outstanding
stock of the Redlands Home Telephone Company and: oyperstes its ?rop-
orties under a lease, paying as a rental all of. the emneoa and
fixed charges o the Redlands Company.

Aypplicant has an authorized stock issue of
$1,000,000.00 &ivided imto 1,000,000 shares of the par value of
$1.00 sach. On Jume 30, 1917, it repoxrted 88,769-1/2 shares of
stock outstanding. It eppears that the ownership of this stock
is widely scattexred, there being about 70 atockholders. In
TExhibit Ro. 47, applicant remporis that at a stockholders' moeting
2eld December 14, 1917, 73,912-1/2 shares of stock were re-oresented. .
The stockholders by wnanimouns vote authorized the Boa.rd of Di.roctors .
to levy for a8 period of ten years & $2,000.00 assesament am'aany. Tre
gutbority granted to the Board of :Directore is contingen't, wpon all
of the vrovisions of tb.e reorganization plan belng carried ocut.

In addition to vaying %2, Ooo.oo annually for ton years
iz the .fom of an assesgment, the plan requires the stockholders to
appropriate from met earnings $2,000.00 por annum du:ring a per:;od' of
three years and $3,000.00 per annum furing & period of seven yesrs

for the yvurpose of paying off the mote indebtedness and the d.e'.to:;r_ed.‘

interest coupons. ¥Yr. Charles A. Rolfe, preesident of the Sou'!:h‘g-"

western Home Telephone Company testified that in als opinion the
company w:.ll have sulficient met earmings to make these a;ppropriat ons.
=D ' ‘




He expects & gradusl increase in the earnings and hopes through this
reorganlzation plan to eliminate £ll attorneys’ Lees and expens§8
incidental to re-financing.

Southwestern EZome Telephone Company has isaued $500,000.00
of bonds. All of the bonds are outstanding. Bonds in the amount
of $322,500.00 have been sold, whrile $177,500.00 are pledged to se-
cure the payment o2 $89,050.00 of notes

The trust deed securing the paymexnt of the bonds re-
quires the company to pay to tike trustee on October 1, 1917, and,
annn&lly.thorodfter, antil the maturity of the bonds, for sinking
£uad purposes, & sum equal to 2 per cent of all the bornds outsiand-
irg. Applicent hasyréﬁuQBM&dits‘bondholdera\to sugpend thils sink-
ing fund provielon of the trust deed for a period of ten years. It
reports that up to December lath,the;owners;and:p;aaééésho£;°325;500.'of
bonde have sgreed to the suspension. It should be sald in this con-
nection that the suspension of the sinking fnn@‘prbvisionlis not
contirgent upon the proposed re-fizancing plan being carried out.

As sald, the company proposes to a3k the ownersa of
Southwestern Eome Teleprone Comparny bonds to defer collecting the
April interest coupons for & period of ten years. To prevent the
deferred interest coupons from falling izto the hands of innocent
purchasers, the compsny will require the owners of bonds who approve

this plan to detach the April interest coupons and deposit the same’

with a trustees. The trustee ir tura will isaue to the depositor

trustee’s certificates egqual in face amownt to each interest coupon
deposited. Tho certificate will show on its face thet 1tiis szued
in exchange for su inderest coupon of like amownt. Any purchasér
of the certificate will be put on notice.

There are outstending exd im the hande of the yublic
-$322,$Oo.oov:ace value of 5‘per.cenvaonds issued by Southwestern
Home Telephone COompany. The face amount of the April interest

coupons sggregates $8,062.50. The ownership of these bonds is
- 2




widely scattered. The company contemplates some difficulty 4in
securing all of the bondnolders to subscride to this pian. For
the purpocse of calculating the results of the plan, sapplicant
assunes that the owners o2 $250,000.00 of bonds will defer ¢ol-
lecting the April interest coupons. In such case, the snnual
payments nmade by the stockholders to thé trustee will be aungmen~
tod by the sum of $6,250.00, the amount of the April interes: duo
oz $250,000.00 of bonds. ThesSe amnuel payments will be further
increased by the saving in the interest paid on the $89,050.00
of notes, such savizg resulting, first- from the reduction in the
axnual interest rate from 7 and 8 per ceat to 6 per cent, and
second~ through the vayment of the notes.

Applicant estimates that the smomnts paid to the
trustee uwnder this plan will be sulficient to pay all of the
$89,050.00 of notes on or before April 1, 1924, and that as of
that date it will have availeble $8,049.00 to apply to the pay-
ment o2 deferred interest coupons. The aggregate face amount
of deferred interest coupoms, together with 5 per cent interest
thoreon; oz April 1, 1924, will smount to $42,835.00. Subae-
quent to this date all amouwnts paid by the stockholders, as well
as an amount equal to the interest mow being paiq on the $89,050.oo§
of notes will be used to liguidete the $42,835.00 of indebtedness. }

Applicant asks that as the $177,500.0¢ of pledged
bonds are being released through tho payment of the $89,OSO.'ooA of
notes, it bve permitted to deliver said bonds to tho trustee as

additional security for the payment of the deferred interest cou-:

PONS. In the opinion of counsel for spplicant, the deZerred |

interest coupons constitute s lien on the vroperties of Southwes-~
torn Zome Telephome Company. Regardless of this fact, applicant
roguests pérmission to secure the payment of the deZerred interest

coupons, together with the interest thereon, by deopositing with
.




the tructee, s the notes are pafd o022, the 5177,500.00 of bonds.
As indicaved, the meximum smount of the indebtedness to be sooured
by the plédging 02 these bonds aggrogateé $42,835.00.

The financial difficulties of Southwestern Home Tele-
phone Company are in a laxrge measure due to the coaversion of stock

into bonds, to whick the Commiscsion referred in 143 decision of

February 24, 1914. The conversion 02 stock intec bonds toox

place in 1907 and 1908. Tre logical step at fhie-tima would be'
t0 exchange some of the ouxstanding_boﬁds for stock. Sﬁoh‘a Pro-~
codure, however, it is alleged is fraught with endless litigation.
The plax horein outlined is desizmed to improve <he
financial condition o2 Southwestern Eoﬁe Telephone Compeny. It
has a5 its one objective, the payment o2 the §89,050.00 of notes
ané the return to the company’s treasury of the $lL77,500.00 of
vledged bonds. To bring ebout these results, the holders ol all
classes &f securities are asked to co-opérate. The stockholders
are roquested to coatribute $47,000.00; the note-~holders to extexnd
the tixe within which they demand payment of their notes and in the
meantime accept & lower rate of interest, and the bondholders %o
defer for ton years, if necessary, the collection of the April 1n-
torest coupons. The plan contemplates the payment in full of The
A@iil interest coupons, togetner with the Iinterest tikereon at the 
rate of 5 per cent per annut. The bondholders oxe not asked to.
surrender any rizhts. Thoy are asiked tp postpone the enforcement
of their rights under the deed of trust.  I£ the plen for.any
reason £8ils, the interest coupons deposited with the trustee will
be returned to the resvective bondroldere.  Under tto’circum~
stances and_;hﬁxiﬁg {pn mind the financial condition of this company,
T do net believe that It is an unreasonadble reguest upon the bond-
holders to ask:them.td co-operate in carrying out the financisl

=8




Plan,LtB.éuch'a“&egfeégsé tﬁat the bords. now pledged;_willﬂsbe
returzed to spplicant’s tréasury as the $89,050.00 of notes are
veing paid off.” The oxder hereir will so provi&é. _
Apvlicant has submipted to the Commission for approval s
copy of the proposed agreement to be entered into by and between
Southwestern Eome Telephone Company, certain bon&holders~of said
company snd o benking institution as trustee; also s copy of 2
nroposeld trmstee’s certificate to be issued in exchange for the
deposited April interest coupons. Tzdexr tho proposed agreement,
t2o spolication of the momeys paid to the trustee under the plan
vests iy the fimel analysis with o committee of five bondholders.
wrile it is necessary for this committee to sct in ax impartisl
moymer, mevertheless it is oxpected that 14 will give due consid
eration to~th§ clainm of the holders of notes and that whenover it
caxn, without &oing ar infustice to other zoteholders, it will pay
the most urgent claims made upon 1t. I do not believe it is
necessary for the Commission, either directly or indirectly, to
approve the proposed agreement. I ig necessary, nowever, that
the proposed sgreement be modified so as o be Iin accord with “he
~order of the Commission. A copy of the szreement a2 Linally
executed shall be £iled with the Railroad CommlsSicn.
T submit herewith the fLollowing form of order.

0 R D E R.

SOUTEWESTERN HOME TELEPEONES COMPANY heving applied to
the Railrosd Commission for auwthority to issue notes, trustee’s
cortificetes and to pledge bonds, &S hereinbefore 3tated,

And o pudlic hearing having been held and the Commission

beins of the opinion thetl this application should be grented sub-

sect to the conditions of tre orlexr herein,

TP IS ZEREDY ORDERED tret Southwestern Zome Telephone

-9-




Conpany be, and it is hersbvy, granted authority to Lssue two-year

6 per cent notes in the aggregate sum of $89,080.00 £for the purpose
of refunding the following notes: |

Rame Amomnt

Matvring Date

Mery G. Premdergast
Prendergact Zstate
P.E. Wells

JaWe Brock:

J03ep2 S. Hale

Mory G. Casgelherry
Prendergast Estate
EJl. Izard

Ellen A. Tewis

2state Mary S, Sargont
Alice P.' and Mary Denison
Ellen A. Roberts
Henry Fisher

B.J. Wolverton

J.0. Thompson

C.E. Rohrer

Gortrude A. Hayes .
Honry Fisker

Eorxy Fishexr
Mary 7. Webster

$1,260.00
10,000.00

10,000.00

5,000.00
2,000.00
2,500.00
8,000.00
4,500.00
2,000.00
6,000.006
2,250.00
1,000.00
1,800.00
1,000.0¢

1,000.00
4,250.00

3,000.00
1,500.00
2,000.00
10,000.00

April 30,
April 30,
April 25,
April 25,
Xay - &
July 7,

May 15,
Jane 15,
Moy 6,
Mey 3,
June 11,
April 3,
Sept. 1,
May 11,
May 6,
June 1,
Juwe 29,
Qotober 8,

1918
1918
1918
1918 -

1918

1918
l9le-
1917
1918
1918
1918
1917
1918
1018
1918
1918

1918 .

1517 .

January 22,1919

Jane 30,

1918

First National Bank, Redlands, 10,000.00

QO‘t&l, « & o & . -‘7"1395656000

February 1,1918

I IS EEREBY FURLNEER ORDEIRZED that Southwestern EHome
ﬂelephonq Company be, and it is heredy, granted aunthority to issue
$80,625.00 face value of trustee's certificates, or such an amomat
thereof as may be necessary to carxry out the proposed re-financing
plen outlined in the foregoling opinion, - said trusteo’s\certifi-
cates t& be substantielly in the same form a8 the trustee’s cer-
tificate £iled with this Commission on January 3, 1918.

| I7 IS HERTRY PURTHER ORDERED that Soutkwestern Home
Telephore Company be, and it is hereb&, granted asuthority to pledge
$177,500.00 of bonds to secure the paymont of the 2-year 6 per
cent notes herein autkorized to be issued, provided that said bonds

be pledged in the same ratio as at present to secure the payment

of tze notes to Ye refunded, and provided'furthar, thet upon the

-l Qu




payment of salid notes, or any of the notes to be rofu:a.ded."through
the issue of the motes herein suthorized to ve issued, bozds pledged
as segurity therefor shall be returned to e.p;plica.nt"s troaswry in |
gsuch an amount 8o that the ratic of the face valume of the bonds
remaining in pledge to the fsce velue of the wnpald notes shall be
substentially as two to one. Any bonds returmed to applicant’s
treasury through the payment of notes,. shall be hereafter issued
onl;} upon further order of the,Railroa.& Commission.

The authority herein granted is granted upon the
foliowﬂ.ng conditions and not otherwise. '

lem Applicant stall file with the Commission
within 30 days after its oxecution a wverified copy
0f the proposed agreoment under the terms of which

the plan nerein outlized is 1o be carried out.

Zee Applicant shall filo with the Commission . |
within 30 8ays sfter the plan becomes operative

‘a verified copy of the trustee’s certificate.

3.- Applicant srhell f£ile with the Commdssion

| semi-annual reports showlng in detall 't:hq paynents
made to the trustee under this plan and the oppli-
cation of such paymenis, and the amomnt axnd 'yﬁo

noumber of the bonds returned to its treasury.

L3

4.~ Tho a.uthority'heroin granted chall mot become
effective wntil applicant hae paid the fese pre-
seribed by the Public TUtilitlies Act.

Py




Se- The authority herein granted shall
apply only to such notes, bonds and trusice’s
cortificates as may be issued on or before

Novem.ber 30, 1918.

The foregoing Ovinion ard Order asre heredy approved
and ordered filed as the Opinion and Qrder of the Railroad

Commission 02 the State of California.

' Dated st Sam Francisco, Celifornie, this /4 % any

of January, 1918.

fiiraad Lyzmimmﬁtat.,c,. i,anfur.;la

%
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' C:ommissiomrs. R




