
RR/JaJ3.l'wPS/WPSC 

Decision 93366 ---.....;...;;:;..- AUG~ 41981 
12 

0.n IrQ! n 0 n;"i,r: i\ ~ I n I I 'i i..J I t I Ii \ iI: I Un < U'I iil l "i : n \ 0:..J JI ~UL1\jLfJ~ 
BEFORE THE PU~LIC UnLITIES COMMISSION OF '!'HE STATE OF CALIFORNIA 

In ~he Maeter of ~he Application of) 
KERMAN TeLEPHONe co. for an Order ) 
au~horizing it to issue no~es in an) 
aggrega~e amoun~ no~ exceeding ) 
$>~50~~450 and to execute a rela~ed) 
agreemen~ and original and supple- ) 
mental security ins~ruments. ) 

Applica~ion 60686 
(Filed June 25. 1981) 

----------------------------) 
o PIN ION -----.--

Kerman Telephone Co. (Kerman) requests au~hor1~y, under 

Sec~ions 817 and 81 S of ~he Public Utilities Code, for 'tb.~';· 

following: 

11 

1. To enter into a Telephone Loan Contract (Loan 
Contract) wi~h the Rural Llectrifica~ion 
Administration (REA) and the Rural Telephone 
Bankll (Telephone Bank), 

2. To enter into a Mor~gage and Security Agreement 
(Agreement) with the REA and the Telephone Bank, 

3. To issue. to the R~ and the Telephone Bank, 
Mortgage No~es in ~he aggregaee principal 
amount of up eo $5,508,450, and 

4. Io execute and deliver one or more supplemental 
mortgages and other security instruments as may 
be required in the future by the terms of the 
Loan Contract. 

The RUral Telephone Bank 18 an agency of the Unitea States of 
America~and is subject ~o ~he supervision and direction of the 
Secretary of Agriculture. The 'bank's general purpose is to 
provide assured and viable sources of financing to supp-lement 
the telephone loan program administered by the REA. 
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Notice of the filing of the application appeared on the 

Commission's Daily Calendar of June 30, 1981. No protests have 

been received. 

Kerman~ a California corporation, operates as a telephone 

utility under the jurisdiction of this Commission. Kerman engages 

in the business of providing telephone service in a portion of 

Fresno Cou.nty. 

For the calendar year 1980, Kerman reported it generated 

total operating revenues of $1,805,242 and net income of $195,094 

shown as part of Exhibit F attached to the application. 

Also shown as part of Exb.ibi t F is Kerman's Balance Sheet 

e as of December 31, 1980 which is summarized 'below: 

Assets 
Net Telephone Plant 
Current Assets 
Other Assets 

Total 

Lia'bilities and Common Eguity 
COmmon Eq ui ty 
Long.-Tenn De~1: 
Current and Accrued Liabilities 

Total 

Amou.nt 
$2,331,941 

46&,438 
14.464 

$1,355,941 
889,.000 
567.902 

$2,$12,843' 

Ker=&n is experiencing the need to upgrade its telephone 

plant to meet the increaSing demands being placed on its present 

service. ~ese demands result in the need to make required 

improvements and replacements of portions of the telephone plant. 
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The company will require an es~ima~ed $S.S08.450 or more t~ pay for 

modifications. replacements and additions to plant facilities. and 

for refinancing of its existing debt in connection with its new 

borrowings. A summary of the approximate anticipated allocation of 

these funds is as follows: 

Item -
Central Office Equipment 
Outside Plant & Station Equipment 
Removal Costs. 
Land 
BUildings 
Engineering 
Vehicles and ~ork Equipment 
Acquisition of Headquarters -

Central Office Building.~arehouse 
and Pole Yard 

Class ~ Stock - Telephone Bank 
Debt Refinancing with Loan Funds 
Debt Retirement With Company Funds 
Contingencies & Allocable Costs in 

above Categories 
SUBTOTAL 

Less Application of Company Funds 
to Retire Debt 

(kd Figure) 

Amount 

$1,.11&,000 
2.006-.000 

17,.000 
30,000 

137,.000 
421,000 
70,000 

277.250 
151 ,450 

1.164.250 
53.000 

118.500 
$$,5(;"1,450 

~53.,000) 
$5.05.450 

Kerman states it is unable to finance its large construc

tion program from its current earnings or resources and has, there

fore. negotiated a Loan Contract with the United States Government 

acting through REA and the Telephone Bank to provide for long-term 

borrowing in an amount up to $5,508,450. The form of the Loan COn

tract is attached to the application as Exhibit A. The loan ~ll 
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be secured by an Agreement of substantially all of Kerman's 

property to the REA and the Telephone Bank. The form of Agreement 

is attached to the application as Exhibit ~. 

Under tne terms of the Loan Contract, ,money will ~e 

advanced to Kerman from time to time after the execution of the 

Mortgage Notes in substantially the form a.ttached to the applica

tion as Exhibits C~ D. and E. The MOrtgage Notes in the amount of 

$5,508,450 to be given to the REA and the Telephone Bank by the 

utility will bear interest at a composite rate of approximately 

8.6% per annum and are repayable in quarterly installments over a 

periO<i of 35 years. From time to time, Kerman will be required 

e under the terms of the Loan Contract eo execute a supplemental 

mortgage or mortgages and other security instruments in favor of 

its secured lenders. 

Under the Loan Contract, Kerman will also be required eo 

purchase and will purchase $151,450 of Class ~ stock of the 

Telephone Bank. 

Kerman has previously made long-term borrowings from 

Pacific Mutual Life Insurance Company, under authority granted by 

the Commission. These borrowings are presently outs~nding and are 

secured by a mortgage on the assets of Kerman. These previously 

authorized long-term loans totaled $889,000 as of December 31, 1980 

and consisted of the following notes: 
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Amount 
$ 47~SOO 

'i 05.000 
348.500 
388,000 

$"8&9.000 

Interest Rate 
5-375% 
5-1/4 
9-1/4 
9-7/$ 

Due 
T9"53 
1988 
1999 
1995 

These loans must be refinanced by the proposed loan before the REA 

will authorize the proposed loan because the U.S. Government will 

not take second mortgages. In addition, the loan proceeds will be 

used, together with $53.000 of company funds. to repay Kerman's 

outstanding short-term notes in the amount of $-328.250 and payable 

to various individuals. 

Kerman requests that competitive bidding not be required 

in connection with the issuance of the proposed MOrtgage Notes. 

The reaso~ Kerman believes the request to dispose with competitive 

bidding is reasonable, is that the interest rate of the proposed 

borrowing is so clearly below the prevailing, market rates for 

similar borrowings that there is no possibility that competitive 

bidding will result in a lower interest rate. In addition. 

Kerman's management has inquired of several sources of potential 

loan funds and has determined that there are no fund's available for 

lending at or near the composite rate of the proposed Mortgage 

Notes .. 

Tqe Commission's Revenue Requirements Division and the 

Communications Division have reviewed the application and the util

i ey' s propos'ed construction program.. The Divisions conclude that 
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~he proposed financing is necessary ~o implement Kermants proposed 

construction program; however, the Divisions reserve the right to 

reconsider the reasonableness of any construction expenditures in 

fu~ure rate proceedings. 

Findings of Fact 

1. Kerman, a California corporation, operates as a telephone 

u.tility suoject to the ju.risdiction of this Commission. 

2. Kerman has need for external funds for the purposes set 

forth in the application. 

S. The execution of the proposed Loan Contract, Agreement~ 

and the Mortgage Notes would not be adverse to the public interest. 

~ 4. The issuance of the proposed Mortgage Notes is for proper 

purposes. 

5. !he issuance and sale of ~he proposed MOrtgage Notes 

should not be required to be through competitive bidding. 

6. The exeeution of supplemental mortgage or mortgages and 

other security agreements as is required by the Loan Contract 

would not be adverse to the public interest. 

7. !he money, property, or labor to be procured or paid for 

by the proposed Mortgage Notes is reasonably required for the 

purposes specified in the application. 

S. There is no known opposition and there is no reason to 

delay granti?g the authority requested. 
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Conclusions of Law 

1. A public hearing is not necessary .. 

2. !he application should be granted to the extent set forth 

in the order which follows. 

The proposed security issue is for lawful purposes and 

the money. property. or labor to be obtained by it are required for 

these purposes. Proceeds from the security issue may not b~ 

charged to operating expenses or income. 

!he following order should be effective on the date of 

Signature to enable Kerman to issue debt securities expeditiously. 

o R D E R 

IT IS ORDERED tha t: 

1. Kerman Telephone Co •• on or after the effective date of 

this order and on or before December 31. 1981 may~ for the purposes 

set forth in the application. enter into a Telephone Loan Contract 

with the United States of America acting through the Rural Electri

fication Administration (REA) and with Rural Telephone Bank (Tele

phone Bank) under a document which shall be in substantially the 

same form as set forth in Exhibit A attached to the application. 

2. Kerman Telephone Co. may. in conjunction with entering 

into the Telephone Loan Contract~ further enter into a Mortgage and 

Security Ag~eement with. the REA and the Telephone Bank~ under a 

document whi.ch. shall be in substantia.lly the same form as set forth 

in Exhibit ~ attaChed to the application. 
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3. Kerman Telephone Co. may. for the purposes specified in 

tne application,. issue Mortgag.e Notes in the aggregate principal 

amount of up to $5.508,450 in substantially the same forms as set 

forth in Exhibits C, D, and E attached to the application. 

4. Kerman Telephone Co. may execute and deliver supplemental 

mortgages and other security instruments as are required by tne 

terms of the Telephone Loan Contract. 

S. !he proposed loan is exempt from the Commission's compet

itive bidding rule set forth in Decision 38614. dated January 15·, 

1946 as amended in Case 47&1. 

6. Kerman Telephone Co. shall file the reports required by 

e General Order Series 24. 
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7. This ord~r snail ~ecome effective ~?on payment of the 

$5,620 tee sec by S~ction 1~04(b) of the Public UCilities Coce 

aiter taking creeie for the retirement of $889.000 principal amount 

ot long-term~oans being re~undee. 
AUG- .11981 

Daeed , ae San Francisco, California. ----------------

Commissioners 
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