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Decision No. ___ _ 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFOR~IA 

In tne Matter of the Application of 
Ker.m~ Telephone Company for authority 
to issue and sell 1,000 shares of its 
~ulative Preferred Stock, $100 Par 
Value,. 6% Series, aI'),d to 1 ssue 1,360 
shares of its Common Stock, $35 Par 
Value. 
a-_tllllla __ ~ ______ ~_ ... ________ ... 

° PIN ION ... ~-- .... -- .... --
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· · ) 
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Application 
No.. .35294 

Kerman Telephone Company has filed this application for 
authorization to issue 1,000 shares ($100,000 p~r value) of its 

cumulative preferred s~ock, 6% series, and 11 360 shares ($47,600 par 

value) or its common stock, for the purpose of reimbursing its 

trecsurY, of paying indebteeness and of financing the cost of 
additions end improvements to its properties. 

Applic~t owns and operates telephone plants providing 
serVice in and about Kerman and Biola. Its financial statements 

filed With the Commission reflect its results of operations during 
th~ last three years as follows: 

195J. 1952'·' 1953 
Operating revenues $76,168 $89,Ol9 $98,200 Operating expenses ~ .7~1~72 7~z8S6 
Net operating income 10,92 1:3,540 22,.314 Interest deductions ~zS2~ 2z 082 ~z27J 
Net income i 6., O~~ ~ 8~ {;~~ ~·6~?.4.~: 

During this three-year period, the reportee number of 
company-owned stations has increased rrom 959 at the beginning of 
1951 to l,308 at the close of 1953, an increase of 349 or about 

-1 



A.35294 lJJ.1W 

36 perc~~t. At December 31, 1953, applicant reported 95 held 
applications for primary service. 

In Exhibj.t :e filed in this proceeding applicant has set 
fo~~ a statement of its assets and liabilities 35 or December ~l, 
1953. A S1Jmt':lary or the statement is as follows: 

Assets 

Telephone plant -
Total amount 
Less-reserve 

Balance 
CUrrEn't assets 
Deferred debits 

Total 

Liabili ties and Capi to;" . 
, 

~rrcnt liabilities -
Notes payable 
Accounts payable 
Other i terns 

~otal current liabilities 
Contri butions of telephone plMt 
Capital -

Common sto ck 
1?rcmi'Wll on stock 
Surplus 

Total capital 

Total 

$222,395 
51,023 

$ 79,24.3 
48,005 

5,294 

$171,372 
6,665 

116 

~ ~Sz].-2J 

$132,642 
1,246 

44,265 

$178,153 

The balance sheet and the application indicate that appli-
cant has financed its investment in its propcrties pri:larily with 
retained earnings, accounts payable to the holders of its outstand-
ing shares of stock and notes in favor of its shareholders and 
others. 

Applicant ~ow desires to transfer $24,S15 from its surplus 
accou.~t to its capital stock account, in order to have that'account 
more nearly rcficct the 'book ""alue of the shares of stock, and it 
also plans to :i~uidate a considerable portion of its outstanding 
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liabilities. To accomplish these objectives it intends, subj~et to 
receiving authorization from the Commission, to issue 1,360 shares 

of its common stock, ~hich shares have a par value of $35 each and 
an aggregate par value of $47,600, and to distribute 709 or such 
shares, of the par value of $24,$15, to its shareholders as a stock 

di·Jidend because of earnings retained in the business, ~d to deliver 

the remaining 651 shares to its shareholders in payment of outstand-

ing ~rrent indebtedness of $22,785. !t proposes to sell its shares 
of preferred stock, at par fOl" cash, for the purpose of paying all 

or part or its outstanding not(:s and of meeting in part capital 

expendi~res during 1954 which are estimated as follows: 

Ringing machine 
Rural pole installation 
Cable plant expansion 
Central office growth 
Replace Biola central office 

Total 

. 
$ 2,000 
20,000 
12,000 

4,000 
8,000 

$46\-000. 

A review of the application and of financial stat<::ments 
on rile with the Commission shows that applicant does not have 

sufficient cash from inter.nal sources to meet its capital roquire-

ments and to liquidate its outstanding liab111ti~s. Its surplus 
/'" . 

account clearly has been accumulated through the retention of eam-

ings from operations and has been re-investcd in th~ properties and 
. " " 

Ousiness •. ,<the transactions as now proposed Will result in permanent-
"" ". . .. - . 

ly capitaliZing $241 815 of such earnings through the issue of common 
, ' ' 

stock and should improve applicant's financial pOSition through the 

substi tution of shares' of stock for current and long-term, obligations. . '.' . 

At the conclusion of the financing; applicant f s cap:ttaJ: stock account 

'Will stand at $56,000 and its surplus bale.nce at approxi~tely 
. '. • !"". 

$12,000, although applicant est1matGs that this balance will build 
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up to $20~OOO by the close of 1954. Its outstanding note~, which 
are 6% and 7% by their terms, will be curtail~d substantially 
~rough the issue of 6% preferred stock with no increase in the 
~~ual rixe~ charges'as ~ result of such refinancing. 

Upon the shoWing made in the verified application we are 

of the opinion we are 'Warranted in entering an order gr:mting 
a~plicantls requests. 

o R D E R ........ -- --
The Commission having considered the above entitled matter 

~~d being of the opinion that a public he~ring is not necc~sary, 

that the application should be gr~ted, as herein provided, that 
~~e money, property or labor to be procured or ~aid tor by the issue 

of the shares of stock h8rcin authorized is r~asonablY requiree by 
applicant for the purposes specified herein, and that such purposes 
~rc not, in whole or in part, re~sonably chargeable to operating 
expenses or to income; therefore, 

IT IS HEREBY OP.DERED as follows: 

1.. Kj~:rman Telephone Company may issue not exceeding 1,360 

shares of it~ common stock at par, on or beforo December 31, .1954, 
in reimbursement of its treasury end in pay:o.cnt of outs.tanding 

liabili ties, and may issue and sell, at par for cc.sh,. on' or before 
D~eombcr .31, 1954, not exceeding 1,000 sheres of 1 ts"preterrc~ stock 
for the purpose of paying outstanding notes ~d of fL~~cing con-
struction costs, all as set forth in Exhibit c ~d ~~ibit D filed 
in this proceeding. 
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2; Ker.man Telephone Company shall f11ow1th the Commis-
sion a report, or reports, as required by General Order No. ~A, 
~ch order, insofar as appli¢~b1o" is made a part 0 f this order. 

3~ The a'O.thori ty herein gr~tcd 'Will become effective 
upon the date hereof. 

Dated at Son Francisco, California" this /.:;;~ <lay of 

April, 1954-
"" 

a:?~-: .. ~--
! -7:\ 

Pres1~ent . . . 

Commissioners 
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