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Decision No. S53C00

BEFORE TEE PUELIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the matter of the application

of the Kerman Telephone Company Application No. 44543
for Authority to issue 2445 Filed June 13, 1962
shares of its common stock. o ' :
Par Value $35.00

OPINION

Kerman Telephone Company has filed this application
for authorlization to issue 2,445 shares of 1ts common stoek,
of the par'value of $35 each and of the aggregate par value

of $85,575, for the purpose of paying indebtedness and finan-
cing the ¢ost of additions and improvemenxs.tolité plant.

The application shows that the company has financed
itsell, primarily, with borrowed money, shares of pfeferred

and common stock, and retained earnings. Its capital ratilos

as of March 31, 1962, are indicated in the following tabulation:

Long-term debt $ 92,500 18%
Note payable 10,000 2
Preferred stock _ 197,100 4O
Common stock equity ~ ‘ o .

Common stock $126,350

gapital surplus 63’98

etalned earnings 928 ‘

Total common stock equity 197,263 40

Total - §£26}86§. 1og@
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The long-term dedbt consists of 5-3/8% mortgage noteé
issued to Pacific Mutual Life Insurance bompany and the.
$10,000 note represents 6% borrowings from William G. Sebastian,
applicant's president. The preferred stock ineludes 5-;/2%'
and &% cumulative’prererred shares, The common stock consists
of 3,610 shares on which, during the last four years, dividends
were paid in the amount of $9,674 in 1958, $2,707 1n 1959,

$5,415 1n 1960 and $8,122 1in 1961.

The company now desires to sell 1,001 of the ad-
ditional common éhares covered by this application at par,
for cash, and to use the proceeds to discharge the outstanding
$10,000 note and to finance, 1nApart, estimated cbsts of $38,000
of additions and Iimprovements to its facilities as set forth in
Exhidbit B annexed to the application. It desires to-distriﬁute
the remaining 1,444 shares to its shareholders, as a dividend,
in order to capitalize a portion of 1ts retained earnings.
This proposal of the company, of course, will not result in
the withdrawal of cash from the operations out merely in the

transfer of $50,540 from its surplus account to its éapital

STOck account and in the permanent retention of earnings of

that amouhf iﬁ the business.

™
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Applicant's financial reports filed with the Commiss.ibn
show that its operating revenues increased from $167,411 in
1958 to $232,434 in 1561 and 1ts net income from $20,793 to
$28,572. Its recorded investment in telephone plant increased
from $342,367 at the beginning of 1958 to $573,684 at the close
of 1961. Upon reviewing the applicatién and the company's
financial statements, we find and conciude that applicant is
required to obtain funds from external. sources to meeﬁ its
capital requirements and, with respectfto the propose&‘sﬁare
dividend, that its earnings from opera%ions have been in excess
of the proposed stock issue, that such earnings hébe been re-
tained in the business of the utility and that an order is
warranted authorizing the issue of shares to capitalize a

portion of such retained earnings.

In issulng our order herein we are making no finding

of the value of applicant's properties or stock and we place
applicant on notice that we will not regard the dividends

raid on 1£s shares as measuring or determining the rate of
return the company should be allowed to earn on its investment
in properties. OQur action nerein 1is for the issue of stock i
only and is not to be comstrued as Indicative of amounts to |
be included in a future rate base for the determinatibn of

Just and reasonable rates.
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The Commission having determined that a publié hearing
is not necessary on the above-entitledeatter'and being of the
opinion that the application should‘bergranted, that the money,
propexrty or labor to be procured or paid'ror'by the lssve of
the stock herein authorized 1s reasonably required for the
purposes specified herein; and that such purposes are not,
in whole or in part, reasonably chargeable to operating |

expenses or to income; therefore,

IT IS ORDERED that -

1. Xerman Telephone Company, on or after the
effective date hercof and on or before December 31, 1962,

ray issue not to exceed 2,445 shares of 1ts common stock: at

.
-

the price, under the terms, and for the purposes set forth

in this application.

2. Kerman Telephone Company shall file with the

Commission a report, or reports, as required by General Order

No. 24-A, which order, insofar as applicable, is made a part

of this order.
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3. The authority herein granted shall become effective
twenty days after the date hereof. ‘ | ”

Dated at Szn Francisco

» California,
, 1962,

— — Fresident
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