Decision No. =3

ORIGINAL

BEFORE THE PUBLIC UTILITIES\COMMISSION OF THE STATT OF CALIFORNIA

In the Matter of the Application of

CALIFORNIA INTCRSTATE TELEPHONE : Application
COMPANY for authority %o issue and No. 38111
sell 35,000 shares of its $20.00 : (and Amendment)
Far Value Cumulative Preferred Stock,

5.50% Convertidle Series. :

Q2LXIQ0RN

In this application, as amended, California Interstate
Telenhone Company secks authorization to issue 50,000 shares of its
Cumulative Preferred Stock, 5.25% Convertible Series of a par value
of $20 each and an aggregote par value of %1,000,000, and %o sell
said chares, at not less than their nar value, for the purpcse of
paying Indedtedness and of finmancing the acouisition of wroperty and
the construetion, completion, extension and improvement of its foeil-

itiecs and service.

Applicent is a Califlornia corporation, organized during

January of 1654. It commenced operations in March, 1954, fcllowing
1ts acquisition of the telephonc properties and operations of
the Interstote Telegraph Company, and since that date hag been
engaged in the business of rendering telerhone service to the public
in portions of the Cowntics of San Bornardino, Kern, Inyo, Mono and
Alpine in the State of Califormia, and in portions of the State of
Nevada. It has reported its results of operations, as follows:

1954 Anrdil L, 1955-

Mar.25-Dee.3] 1955 March 31,1956
Operating revenues $1,963,096 $2,756,793 $2,867,711
Operating expenses and taxes 1,540,635 _2.172,06) 2,280,263
Net operating income $ 422,461 § 584,695 & 587,443
Other income 9,919 33,480 331
Gross income 9 432,380 ¢ 616,179 % 612,824
Interest and other deductions 200,363 279,908 279,632

Net income | $ 232,017 $ 336,270 % 333,192
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Reports on file with the Commission chow that appiicant
has been paying quarterly dividends of 17-1/2 cents on 1ts outstand-
ing shares of comrmon stocl, which is at a rate of 14% on the par
value (%5 ver share) and about 6.667 on the price a2t which the stoek

1/

originally was offered to the public.

A summary statement of applicant's assets and liablilities,

as reflected in its Mareh 31, 1956 balance sheet, follows:

Assets
Investment in telephone plant, less reserves $10,442,507
Current assets -
Cash and working funcs 166,541
Accounts receivabdble 257 y 4l
Material and supplies 486,333 610,215
Prepaid expenses 00,247
Discount on bonds 101,531
Discount on debentures 34,975
Other deferred charges 10,332
Total assets $11,589.557
Liabilities
Sonds B 4,537,000
Debentures 1,500,000
Cerrent liabilities - .
Notec payable $#490,000
Accounts payable 264,599
Accrued and other current liabilities 543,677 1,208,276
Deferrcd credite 235,957
Preferred stocks 1,000,000
Common stock equity - '
Common stock $1,500,000
Premium on common stock 1,429,500
Canital stock expense (42,1082)
Barned surplus 22,522 3,108,724
Total liabilities B12.589.957

(Red T gure)

When applicant commenced onerations in March, 1954, the
total number of company telephoncs was 11,121. At Deccmber 3L, 1954,
the number had increased to 12,116, and at December 31, 1955 to

13,811, an inecrease of 2,690, or about 24%, in approximately 21 months.

L/ The common shares were solid by tae company to uvnderwriters at
$9.765 a share and were offered to the public at $10.50.
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During this some periocd its gross Investment ia teleophone wlant,
Including telephone plant under construction, increased fronm

$8,555,812 to $11,252,506.

To finance the acquisition of properties and %o mrovide
funds for capital improvements, applicant originally issued and sold
wh,200,000 of 4-1/4% bonds, $1,500,000 of 4-3/4% debentures, and

200,000 shares of its $5 por value common stoek at $9.765 per share.

In May, 1955, it issued and 50l& an additional (400,000 of its 4e~1/4%

bonds and in July, 1955, it issved and sold 50,000 chares (41,000,C00

par value) of its Cumulative Preferred Stock, 5.25% Series.

Applicant now reports that it is faeing a continuing demand
for service and that in order tc procced with its construction program
it nad been required to obdtain $200,000 of additional funds through
short-tern financing. ture construction, including the building of
central office structures at Hesperia and Lucerne Valley, and com-
rleting central officc installation at June Lake, and a cable carrier
installation between Victorville and San Bernardine, will require
additional new capital, and it is expected that an additional

$100,000 of indebtedness will be incurred.

To provide the funds necessary to pay its oxisting short-
term indebtednese and to finance the construction vrogram, apnlicant
has arrenged to gell 50,000 shares, or $1,000,000 par value, of its
Cumulative Preferred Stock, 5.25% Convertidle Series, to a group of
underwriters at the par value of $20 per share and to pay said
underwriters, for their services, a compensation of 41 a share.
Applicant's capital ratios as of March 31, 1956, and as acjusted to

give effect to the proposced financing are os follows:
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As of After the Stock
Mareh 31, 1956 Has Been Issued
Bords Lhe 345 L0.34%
Debentures 14.8¢ 13.54
Cumulative nreferred stock 9.92 18.06
Cormion stock equity 0.8 _28.06
100.00% 100 . 00%

The new shares will be convertible into shares ¢f common
stock at an initial conversion price of $13.33 per share of common

stock, the nrice increasing after June 30, 1960.

Upon a review of this application, it appcars that applicant
will have need fof additionz) funds from external scurces to linuidate
its obligations and to procced with its construction activities. The
issue of the convertible »referred stock herein proposcd will tend to
improve the company's financilzl position by the liouidation of current
liabilitics, and possible future comversions cf the preferred stoelk
will tend to broaden the common stock eoulty pesition of applicant's
capital structure. On the basis of the information submitted by
applicant in this procecding, we will zuthorize it to issus znd soll
the shares of its stock in accordanée with the terms ¢f ivs applica-

tion.

e =S R =

Tone Commission having considered the above-entitled matter
end being of the opinion that a public hearing is not necessay » that
the apnlication should Be granted as herein nrovided, that the noney,
property or labor to be procured or paid for by *the issue and sale of
the shares of stock herein authorized is reasonably required by
applicant for the purposes svecified herein and that such nurnoses are
not, in whole or in part, reasonably chargeable to operating expenses

or To income; therefore,
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IT IS HEREBY ORDERED as follows:

1. California Interstate Teclephone Commany may issue and
sell 50,000 shares of its Cubulative Preferred Stock, 5.25% Conver-
tible Series, on or before December 31, 1956, at not less than their
par value, nlus acerued dividends, for the purposes set forth in this

aprlication.

2. California Interstate Telephonc Coupany may issue such
shares of its common stock as may be required to meet the conversion
rights of the holders of said 50,000 shares of Cumulative Preferred
Stock, 5.25% Convertible Series.

3. California Interstate Televhone Commany shall file with

the Commission wonthly reports as reguired by General Order Ho. 24-4,

which order, insofar as anplicable, is made a part of this order.

4. This order will become effective on the date hereof.

-,

- L, R
Dzated at San Franeisco » Californic, this z,é“- day

of f;é:j?/ééjf , 1856,
v @yf ZQ&M«

~ President

W?@M

Cotmissioners




