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I. INTRODUCTION. 
Kerman Telephone Co. (U 1012 C) (“Kerman”) hereby submits this Application to the 

California Public Utilities Commission (“Commission”) for authority, under Sections 817, 818 

and 851 of the Public Utilities Code and Rules 2.1, 2.2, 2.3, 2.4, and 3.5 of the Commission’s 

Rules of Practice and Procedure (“Rules”), to enter into loan documents with the United States 

Department of Agriculture, Rural Utilities Service (“RUS”) and to issue notes in an amount not 

exceeding $9,089,500 (“Loan”).  Kerman is an Incumbent Local Exchange Carrier (“ILEC”) and 

a small independent telephone corporation serving rural areas of California in Fresno County.  

RUS has approved Kerman for a loan in that amount under its Rural Utilities Service 

Telecommunications Program, which will give it essential investment capital at a reasonable 

rate.  Kerman will use the funds as necessary to upgrade, extend, and modernize its infrastructure 

to enhance the capabilities of Kerman’s network for the benefit of ratepayers and the rural 

communities that Kerman serves.  In connection with this request, Kerman seeks approval of the 

loan terms between Kerman and RUS and authority to execute related security agreements 

necessary to obtain this low-cost debt financing. 

RUS approved Kerman's application for financing and provided Kerman with a formal 

offer to initiate the associated loans, dated on September 9, 2026, a true and correct copy of 

which is attached hereto as Exhibit 1.  The offer summarizes the anticipated terms by which 

Kerman proposes to access this debt capital.  In addition, Kerman is supplying the formal Loan 

Agreement, in draft form, attached hereto as Exhibit 2, as well as the Mortgage and Security 

Agreement, attached hereto as Exhibit 3.  Following approval of the indebtedness by the 

Commission, RUS is expected to circulate the final loan agreement, associated notes, and 

security agreements in substantially the same form as provided herewith. 

Kerman notes that there is already a pending application in A.26-07-011 submitted by its 

affiliate, Foresthill Telephone Co. (“Foresthill”), seeking approval of similar financing and 

security interests in connection with a different RUS loan.  Other than the affiliate relationship 

between Kerman and Foresthill, there is no connection between these proceedings—they involve 

separate financial instruments, separate service territories, and separate operational objectives 

tailored to the specific respective applicants. 

This Application provides the necessary documents, explanations, and compliance items 

required for requests for approval of indebtedness and related encumbrances of utility property, 
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according to the Commission’s rules. Kerman’s requested relief is supported by data and 

information contained in this Application and its exhibits, in furtherance of the public’s interest 

in access to widespread, modern telecommunications infrastructure.  The Commission’s prompt 

review and approval of the Application is warranted to help ensure the appropriate capitalization 

and long-term financial stability of Kerman. 

II. STATUTORY COMPLIANCE. 
Kerman is requesting relief under the standards in Public Utilities Code Sections 817, 

818, and 851, which govern the issuance of debt and the execution of security agreements 

attendant to that debt.  The statutory standards are amply met based on the information provided 

herewith. Pursuant to Public Utilities Code Section 817, public utilities are permitted to incur 

indebtedness for certain purposes, which include “construction, completion, extension, or 

improvement of its facilities” and “improvement or maintenance of its service.”1  Kerman plans 

to use funds from RUS to expand, upgrade, and improve its network, consistent with these 

standards. 

Commission approval is likewise required prior to issuances of indebtedness under 

Section 818, which Kerman is seeking through this Application. This section also requires 

findings that the issuance of debt is “reasonably required” for the “purposes to which the issue or 

the proceeds thereof are to be applied.”2  Kerman has confirmed that low-cost debt financing, 

like instruments addressed through this Application, will be a cost-effective and expeditious 

method for making the necessary investments in the company's infrastructure to ensure long-

term system reliability and facilities advancement. Likewise, the funds are not “reasonably 

chargeable to operating expenses or income.”3 

Further, this Application satisfies Section 851, which mandates prior Commission 

approval before a public utility “encumber[s]” regulated assets.4  The encumbrances 

contemplated herein are in the public interest and reasonable for approval pursuant to Section 

851 because the proposed security interests are required by the RUS and therefore necessary to 

facilitate access to the favorable financing. 

 

 
1 Pub. Util. Code §§ 817(b), 817(c). 
2 Pub. Util. Code § 818. 
3 Id. 
4 Pub. Util. Code § 851(a). 
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III. FORMAL REQUIREMENTS. 
In support of this Application, Kerman submits the following information, as called for by 

the Rules: 

A. Name and Address of Applicant (Rule 2.1(a)):  Kerman’s full legal name is  

Kerman Telephone Co.  Kerman is a corporation organized under the laws of the State of 

California.  Kerman’s principal place of business is Kerman, California.  The telephone number 

for contacting Kerman is (800) 841-9311. 
B. Correspondence and/or Communications (Rule 2.1(b)):  Communications and 

correspondence regarding this Application should be addressed to Kerman’s attorneys: 
 

Patrick M. Rosvall 
Mark P. Schreiber 
Grace A. Amato 
BRB Law LLP 
492 Ninth Street, Suite 220 
Oakland, California 94607 
Telephone:  (510) 955-1081 
Email:  patrick@brblawgroup.com 

 
with a copy to: 
 

Jason Tikijian 
Regulatory & Government Affairs Manager 
Kerman Telephone Co. 
811 S. Madera Avenue 
Kerman, California 93630 
Telephone:  (800) 841-9311 
Email:  jtikijian@sebastiancorp.com 
 

C. Articles of Incorporation (Rule 2.2):  Kerman's Articles of Incorporation as 

certified by the Secretary of State of the State of California were previously submitted with 

Application 15-09-005 (filed September 1, 2015).  These documents remain in the Commission’s 

files in connection with that proceeding. In accordance with Rule 2.2, specific reference is made 

to this prior filing in lieu of its submission with this Application. 

D. Financial Information (Rule 2.3):  Attached as Exhibit 4 are Kerman's most 

recent financial statements as of the “latest available date,” reflecting financial results through 

the month of July 2026.  These financials include a balance sheet and income statement, in 

compliance with Rule 2.3(h).  In addition, Kerman’s most recent audited financial statement 
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through December 31, 2025 is provided as Exhibit 5.  The financial statements show the 

“amount and kinds of stock authorized by the articles of incorporation” called for by Rule 2.3(a). 

As called for by Rule 2.3(c), the agreements governing each “security agreement, 

mortgage, and deed of trust” upon Kerman's property are provided herewith as Exhibit 2 and 
Exhibit 3.  Kerman has no information responsive to Rule 2.3(d), because Kerman has not 

issued any bonds.  In compliance with Rule 2.3(e), Exhibit 6 provides the required information 

pertaining to Kerman's existing debt. A schedule denoting dividends paid by Kerman in each of 

the past five years is provided herewith as Exhibit 7 in compliance with Rule 2.3(g). 

E. General Description of Property and Service (Rule 3.5(a)):  Kerman operates a 

telephone system over which it provides local exchange telephone service in Fresno County. The 

company’s system consists mainly of cables and wires connecting customer locations and 

facilitating interconnection with the public switched telephone network. As part of this system, 

the infrastructure includes both underground and aerial cable lines, in addition to radio 

equipment, central office equipment, land, buildings, and other miscellaneous facilities. 

F. Amount of Indebtedness (Rule 3.5(b)):  Kerman seeks Commission approval of 

the Loan, which would authorize Kerman to incur up to $9,089,500 of indebtedness. 
G. Purpose of Indebtedness (Rule 3.5(c)):  Kerman requires additional capital to 

fund projects in its territory to maintain reliable, high-quality voice service and continue to 

advance the deployment of broadband-capable facilities that can provide improved access to 

advanced services, consistent with Kerman’s duties as a Carrier of Last Resort (“COLR”) and an 

Eligible Telecommunications Carrier (“ETC”) in its rural service territory. 

The projects supported through the RUS funds address the immediate need to counter 

obsolescence and attend to maintenance concerns, while also balancing long-term goals of 

upgrading service quality across Kerman's service territory. Kerman plans to use the loan to 

upgrade fiber facilities to improve the broadband capabilities of their network over the next 

several years.  Such changes are part of Kerman’s ongoing commitment to service quality and 

efficiency for their customers.  As Kerman pursues fiber installation, they will also be using the 

RUS funds to install fixed wireline facilities that will provide increased bandwidth, redundancy, 

and efficiency.  These improvements will provide high quality service while Kerman works on 

the technological changes and deployment necessary for fiber installation.  This multi-faceted 

approach will allow Kerman to ensure it provides consistent service quality throughout the 
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modernization processes, by prioritizing the near-term refurbishment and maintenance needs of 

the wireline system while simultaneously making progress toward enduring quality 

improvements by installing fiber. 

These investments are designed to ensure that Kerman continues to meet the current 

needs and anticipates the future needs of its customers in an efficient manner. Kerman does not 

believe that it would be prudent to fund all of its projects out of its own retained earnings or 

shareholder equity, particularly when loans can be obtained from the RUS on such favorable 

terms such as those presented here. 

H. Description of Obligation (Rule 3.5(d)):  Once approved, Kerman will 

consummate the Loan with RUS and execute the note with RUS in the amount of $9,089,500. 

Kerman has previously received similar long-term secured debt capital from the RUS.5  The Loan 

will be secured by mortgages and supplemental mortgages of substantially all of Kerman's 

property, as previously authorized by the Commission. The Loan will also be subject to the 

documentation which is attached as Exhibit 2. Kerman proposes to issue a mortgage and a 

promissory note in accordance with the terms in Exhibit 3 to provide for the long-term 

borrowing by Kerman of a principal amount not exceeding $9,089,500 in the aggregate. As set 

forth in Exhibit 2 and Exhibit 3, the loan funds are expected to be advanced to Kerman from time 

to time after the execution of the Mortgage Note. 

Advances under the Mortgage Note will bear interest at various rates using the “Cost-of 

Money” standard, which shall be determined with reference to the Rural Electrification Act of 

1936 and implementing regulations.6  The applicable rate of interest for advances under RUS 

loans is determined on the date of each advance and is essentially equal to the U.S. government's 

cost of funds. The rates from these federal lending institutions are generally and consistently 

lower than rates available from private and commercial lenders. The Commission has long 

recognized this differential and its advantage to regulated telephone corporations.7 

I. General Order 104-A Statement (Rule 3.5(e)):  Kerman is not aware of any 

matters to be reported pursuant to Section 2 of General Order 104-A.  Kerman files annual 

 
5 D.13-02-030 at 15 (OP 1). 
6 Exhibit 1 at 1. 
7 See, e.g., D.13-02-029 (Foresthill), at 13 (noting that RUS “provides low interest loans that help rural 
utilities update and institute new services”). 
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reports in accordance with General Order 104-A and follows Communications Division staff’s 

directives appurtenant thereto. 
J. Terms of the Proposed Security Interests (Rule 3.5(f)):  The Loan Agreement 

and related documents reflecting the terms of the proposed transaction with the RUS are attached 

as Exhibit 1. 

K. Environmental Impact (Rule 2.4):  This Application seeks Commission 

approval to enter into a loan transaction with RUS pursuant to Sections 817, 818 and 851 of the 

California Public Utilities Code. Kerman is an ILEC with authority to provide facilities-based 

local exchange services in its service territory, pursuant to a statutory franchise.8  The facilities 

upgrades and deployment that Kerman will pursue using the proposed RUS funding will all 

involve the installation of facilities in existing rights-of-way.  These activities are consistent with 

and will not exceed the scope of Kerman's existing ILEC authority. 

None of the anticipated investments financed with the RUS loan will have a significant 

adverse effect on the environment. Nevertheless, Kerman acknowledges and will comply with 

any and all applicable local, state, and federal environmental permitting requirements relative to 

the projects that it will undertake using the funds to be obtained through the transactions to be 

approved by this Application. 

Based on these facts and verified representations, Kerman requests that the Commission 

approve this Application without the need to prepare an Environmental Impact Report, Negative 

Declaration, or Mitigated Negative Declaration. This is consistent with the Commission's 

adjudication of previous small telephone company RUS loan applications.9  As noted in D.10-

12-045, "the creation of government funding mechanisms or other government fiscal activities 

which do not involve any commitment to any specific project which may result in a potentially 

significant impact on the environment are not 'projects' subject to CEQA."10  Since no "specific 

 
8 See, e.g., D.10-12-056 ("ILECs . . . have operating authority that predates the requirement for a CPCN . . 
. ."  D.10-12-056; see also D.09-07-019 (“An ILEC is a local telephone corporation that was the exclusive 
certificated local telephone service provider in a franchise territory established before the 
Telecommunications Reform Act of 1996 . . . .).  
9 See D.10-12-045 (Calaveras); D.11-06-010 (Cal-Ore); D.13-02-030 (Foresthill); D.13-02-029 (Kerman). 
10 D.10-12-045 at 24 (citing 14 CCR § 15378(b)(4)); see also D.21-07-009 at 8 (”the creation of 
government funding mechanisms or other government fiscal activities which do not involve any 
commitment to any specific project which may result in a potentially significant impact on the 
environment is not a ’project’ subject to CEQA”). 
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project" would be approved by this Application, this request is exempt from the requirement to 

prepare an environmental assessment as a precursor to approval. 

L. Exemption from New Financing Rule. The Commission adopted the so-called 

“New Financing Rule” in D.12-06-015 to update the competitive bidding rule that persisted for 

nearly 30 years. While the New Financing Rule would mandate competitive bidding in 

connection with proposed indebtedness, it also provides certain exemptions based on a 

compelling showing by the utility that it qualifies for such exemptions.11  Kerman's financing is 

subject to multiple exemptions, because “government debt“ is exempt from the Financing Rule, 

as are debt issuances of $42 million or less.12  Kerman’s exemption here is in step with the 

Commission’s usual practice and prior decisions. 

M. Categorization, Issues, and Schedule (Rule 2.1(c)):  The proceeding initiated by 

this Application, is properly categorized as a ratesetting proceeding because issues raised by the 

Application cannot reasonably be construed as either “adjudicatory” or “quasi-legislative” and 

“ratesetting” is the default category where a proceeding does not squarely fit within any of the 

other categories.13  This result is consistent with Commission precedent, and similar designations 

have been applied in each of the RUS loan approval proceedings before the Commission in the 

past several years.14 

The sole issue to be resolved here is whether the proposed indebtedness and the 

associated agreements should be approved pursuant to the standards in Public Utilities Code 

Sections 817, 818, and 851. Kerman does not believe that hearings are required to resolve this 

Application and proposes a schedule that would result in the Application being granted at a 

Commission meeting in February 2027, as follows: 

Application Filing Date:   September 28, 2026 
Application Appearance in Daily Calendar:  October 1, 2026 
Protest Deadline:     October 31, 2026 
Proposed Decision:    January 2027 
Final Decision:     February 2027 

 
11 See D.12-06-015, Attachment A at  A-6 (schedule of exemptions). 
12 D.12-06-015, Attachment A at A-6; see also, D.21-07-009 at 8 (“As the RUS is a federal government 
agency, and Sierra Tel’s request for new debt is less than $42 million, we grant Sierra Tel an exemption 
from the New Financing Rule.”) 
13 See Rule 7.1(e)(2) (providing that where a proceeding to does not “clearly fit into any of the categories” 
of proceedings under Rule 1.3, the classification should be “ratesetting”). 
14 See, e.g., D.24-07-014 at 3 (Ponderosa); D.21-07-009 at 2 (Sierra); D.13-02-030 at 9 (Foresthill). 
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The Commission should proceed expeditiously with processing and approving this 

Application to ensure that this low-cost debt financing remains available to Kerman to help fund 

the important projects that Kerman will be undertaking in late 2026, 2027 and thereafter. 

N. Additional Disclosure Regarding Prior Penalties. 
In connection with certain types of applications, the Commission requires affirmative 

disclosures of previous bankruptcies and criminal or civil sanctions on behalf of the applicant or 

its affiliates, officers, directors, partners, agents, and/or owners.15  While Kerman does not 

believe that this Application is subject to these disclosure requirements, it provides the disclosure 

and certification in accordance with D.13-05-035 in an abundance of caution and in the interest 

of full transparency.  Based on Kerman’s reasonable good faith inquiry, and under the 

assumption that D.13-05-035 applies to this application, two items are hereby disclosed: 

1.  In 2007, the Commission issued a small penalty to Sebastian Enterprises, Inc., 

(“SEI”), Kerman’s parent company, in connection with certain corporate restructuring and 

financing activities following SEI’s acquisition of Foresthill Telephone Co. (“Foresthill”)16 

Following Commission approval of the Foresthill acquisition in D.05-05-045.17 Upon acquiring 

Foresthill, SEI merged Foresthill with another SEI subsidiary and executed a loan that 

encumbered the merged entity’s assets.  Shortly thereafter, Foresthill applied for a loan from 

RUS, which was approved in D.06-06-068, but the Commission found that the preexisting 

merger and encumbrance were improper because these actions were not pre-approved by the 

Commission.  An order to show cause and investigation was initiated, SEI cooperated with the 

inquiry, and ultimately a settlement was reached by which SEI agreed to pay a $15,000 penalty 

to the state’s general fund.  In approving the settlement, the Commission found that neither SEI 

nor Foresthill intended to violate the Public Utilities Code and noted that SEI was operating 

under a mistaken but good faith interpretation of D.05-04-045 that it already had authority to 

take the disputed actions.  SEI paid the penalty and the matter was resolved. 

2.  In a circuitous proceeding well known to the Commission relating to the 

dissolution of the Rural Telephone Bank (“RTB”), Kerman was penalized $198,600.00 in 

connection with an application that the Commission asserted was misleading and thus a violation 

 
15 See D.13-05-035 at 59 (OP 14) (adopting disclosure requirements for “[t]elephone corporations seeking 
or transferring a Certificate of Public Convenience and Necessity.”). 
16 See D.07-05-054 at 7 (OP 4). 
17 D.05-05-045 at 7 (OP 1). 
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of the Commission’s Rule 1.1.18  Kerman contested this penalty, and its position was vindicated 

in a published Opinion annulling the penalty and exonerating Kerman: Kerman Telephone Co. et 

al v. Pub. Util. Comm’n, 94 Cal. App. 5th 920 (2023). Because Kerman was absolved of any 

wrongdoing, Kerman does not believe that this disclosure is required, but it nevertheless 

provides this information for completeness and transparency. 

Aside from these limited items, Kerman is not aware of any instance in which it, or its 

affiliates, officers, directors, partners, agents, or owners (directly or indirectly) of more than 10% 

of Kerman, or anyone acting on behalf of Kerman has (1) held one of these positions with a 

company that filed for bankruptcy; (2) been personally found liable, or held one of these 

positions with a company that has been found liable, for fraud, dishonesty, failure to disclose, or 

misrepresentations to consumers or others; (3) been convicted of a felony; (4) been the subject of 

a criminal referral by a judge or public agency; (5) had a telecommunications license or 

operating authority denied, suspended, revoked, or limited in any jurisdiction; (6) personally 

entered into a settlement, or held one of these positions with a company that has entered into 

settlement of criminal or civil claims involving violations of Sections 17000, et seq., 17200, et 

seq., or 17500, et seq. of the California Business and Professions Code, or of any other statute, 

regulation, or decisional law relating to fraud, dishonesty, failure to disclose, or 

misrepresentations to consumers or others; (7) been found to have violated any statute, law, or 

rule pertaining to public utilities or regulated industries; or (8) entered into any settlement 

agreements or made any voluntary payments or agreed to any other type of monetary forfeitures 

in resolution of any action by any regulatory body, agency, or attorney general, except as 

described above.  Similarly, to the best of Kerman’s knowledge, neither Kerman, any affiliate, 

officer, director, partner, nor owner of more than 10% of Kerman, or any person acting in such 

capacity whether or not formally appointed, is being or has been investigated by the Federal 

Communications Commission (“FCC”) or any law enforcement or regulatory agency for failure 

to comply with any law, rule, or order. 

O. Fees for Issuances of Debt (Public Utilities Code Section 1904(b)): 
Following approval of this Application, Kerman will provide an appropriate fee to 

comply with Public Utilities Code Section 1904(b).  Consistent with Commission practice, this 

 
18 See D.19-12-041 at 93 (confirming amount of penalty); D.22-01-018 (affirming D.19-12-041). 
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fee is due following the issuance of a final decision authorizing the issuance of debt.19  Based on 

the calculation methodology in Public Utilities Code Section 1904(b), Kerman expects the fee to 

be $10,089.50. This figure includes $2.00 in fees for each $1,000 in debt up to $1,000,000 (an 

amount of $2,000), and then $1.00 in fees for each $1,000 in debt for the remainder of the 

$8,089,500 in debt that exceeds $1,000,000 (an amount of $8,089.50). Combining the $2,000 

with the $8,089.50, the total expected fee is $10,089.50.  A summary of the calculation is below: 
$9,089,500 of new 
debt 

First $1,000,000 $2 per $1,000 $2,000.00 
Next 

$8,089,500 exceeding 
$1m 

$1 per $1,000 $8,089.50 

Total $10,089.50 
 

III. CONCLUSION. 
Based on the foregoing, the proposed debt financing is in the public interest, and Kerman 

respectfully requests that the Commission issue a decision: 

1. Approving Kerman’s proposed indebtedness to RUS and granting Kerman 

authority to enter into the identified Loan and associated agreements with RUS. 

2. Granting such other relief as may be reasonable, necessary, or proper to effectuate 

this relief. 

Dated this 28th day of September, 2026, at San Francisco, California. 

      Patrick M. Rosvall 
      Mark P. Schreiber 
      Grace A. Amato 
      BRB Law LLP 
      492 Ninth Street, Suite 220 
      Oakland, California 94607 
      Telephone:  (510) 955-1081 
      Email:  patrick@brblawgroup.com   
    
      By:  /s/ Patrick M. Rosvall   
       Patrick M. Rosvall 
 
      Attorneys for Kerman Telephone Co. 

 
19 See D.10-12-045 at 26 (confirming that fees due under Section 1904(b) are handled as a compliance 
item following the approval of an issuance of debt). 



VERIFICATION 

I, Anna R. Allen, declare: 

I am the Director of Legal and Administrative Services of Kerman Telephone Company, 

and I am authorized to make this verification on the company's behalf. I have read the foregoing 

Application and know the contents thereof and the same is true of my own knowledge except as 

to matters therein stated on information and belief, and as to those matters, I believe them to be 

true. 

I declare under penalty of perjury that the foregoing is true and correct. 

Executed at Fresno, California, this 28th day of September, 2026. 

Anna R. Allen 
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Rural Development 
 
RUS Telecommunications 
Program 
 
1400 Independence Ave, 
SW 
Room 4121 - Stop 1590 
Washington, DC 20250 
 
Voice 202.720.0800 

USDA is an equal opportunity provider, employer, and lender.

Ms. Rachel Scott 
Director of Accounting and Finance 
Kerman Telephone Co. 
811 S Madera Avenue 
Kerman, California 93630 

 
                        
 
                                        

Dear Ms. Rachel Scott , 
 
We are pleased to inform you that your application for a loan from the 
Rural Utilities Service Telecommunications Program has been approved. 
We are offering you a loan in the amount of $9,089,500 at the Cost-of-
Money interest rate for a term of 18 years. The loan is subject to the terms 
of the enclosed draft Loan Agreement. The loan designation for your 
project is California 540-E42. This designation should be referenced in all 
future correspondence concerning this loan.

It is acceptable for Telecommunications awardees to order materials and 
enter into engineering contracts prior to the commencement of “work”. 
However, applicants must request permission to purchase the materials 
and must submit the engineering contracts for approval and must be 
informed that any purchases completed or contracts entered into before 
all environmental clearances have been obtained are at their own risk and 
that RUS has no obligation to reimburse these purchases. 

Also, please find attached a copy of your RUS approved budget and map(s) 
of your approved PFSA(s). Please have your legal counsel review your draft 
agreement and respond to RUS within 10 business days with any changes 
or corrections needed. If there are no changes or corrections, please let us 
know.  Please note that an updated legal opinion must be submitted to 
RUS before final closing documents can be issued. A sample legal opinion 
can be found at the following link: 
 
Legal Opinion Template 
 
In addition, please submit a property schedule sufficient for filing a 
mortgage. Please consult your attorney for the proper format sufficient for 
filing. 
  
Finally, before funds are drawn, you should have in place a cybersecurity 
plan, a supply chain plan, and a plan to comply with cybersecurity 
requirements of the National Institute of Standards and Technology and 
the Cybersecurity and Infrastructure Security Agency. 
 
Please indicate your acceptance of this offer by having the president or 
other authorized official sign this letter, and within 5 days from the date 

https://www.rd.usda.gov/media/file/download/reconnect-legal-opinion.pdf


Rural Development 
 
RUS Telecommunications 
Program 
 
1400 Independence Ave, 
SW 
Room 4121 - Stop 1590 
Washington, DC 20250 
 
Voice 202.720.0800 

USDA is an equal opportunity provider, employer, and lender.

hereof, returning it by email to: 

Mr. Shekinah Pepper, Acting Deputy Assistant Administrator 
Loan Origination and Approval Division 
USDA, Rural Utilities Service 
Stop 1590, Room 4121, South Building 
1400 Independence Avenue, S.W.  
Washington, D.C. 20250-1590  
Email: LOADinfo@usda.gov

Upon receipt of the signed copy of this letter and notification of any 
changes required in your loan agreement, the loan documents will be 
prepared and forwarded in the near future for execution. This loan is 
approved with the understanding that the loan documents will be 
authorized and executed by your organization and returned to us within 
the time period which will be set forth in the letter of transmittal. 



Rural Development 

RUS Telecommunications 
Program 

1400 Independence Ave, 
SW 
Room 4121 - Stop 1590 
Washington, DC 20250 

Voice 202.720.0800 

USDA is an equal opportunity provider, employer, and lender.

Enclosures:  
Loan and Security Agreement 
Map(s) 
Budget 

A.A#: 4067
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DRAFT

RUS Project Designation 

California 540-E42 

 

 

 

LOAN AGREEMENT 

dated as of September 8, 2026 

between 

Kerman Telephone Co.  

and 

THE UNITED STATES OF AMERICA 

 

 

 

 

 

THE UNITED STATES DEPARTMENT OF AGRICULTURE 
RURAL UTILITIES SERVICE



DRAFT
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LOAN AGREEMENT 
 

 THIS LOAN AGREEMENT (the “Agreement,”) dated as of September 8, 2026 is between Kerman 
Telephone Co., (hereinafter the “Borrower,”) a corporation organized and existing under the laws of California, 
and the UNITED STATES OF AMERICA, (hereinafter the “Government”) acting through the Administrator of 
the Rural Utilities Service (“RUS.”) 
 
 The Borrower has applied to RUS, requesting financial assistance (hereinafter the “Application”) to 
provide telecommunications and/or broadband services in rural areas. 
 
 RUS is willing to extend financial assistance, in the form of loans or loan guarantees to the Borrower, 
pursuant to the Rural Electrification Act of 1936 (7 U.S.C. 901 et seq.)(the “Act,”) and all applicable federal 
regulations, on the terms and conditions stated herein. 
 
 THEREFORE, in consideration of the promises and mutual covenants herein contained, the parties agree 
and bind themselves as follows: 
 
 

ARTICLE I – DEFINITIONS 
 

 The terms defined herein include both the plural and the singular.  Unless otherwise specifically provided, 
all accounting terms not otherwise defined herein shall have the meanings assigned to them, and all determinations 
and computations herein provided for shall be made in accordance with Accounting Requirements. 
 
 “Accounting Requirements” shall mean the system of accounting prescribed by RUS in RUS Regulations. 
 
 “Advance” or “Advances” shall mean an advance or advances made or approved by RUS under its 
respective Note(s). 
 
 “Affiliate” or “Affiliated Company” of any specified person or entity means any other person or entity 
directly or indirectly controlling of, controlled by, under direct or indirect common control with, or related to, such 
specified person or entity.  For the purpose of this definition, “control” of any specified person or entity means the 
power to direct the management and policies of such specified person or entity, directly or indirectly, whether 
through the ownership of stock, by contract, or otherwise. 
 
 “Application” shall have the meaning as defined above in the second paragraph hereof. 
 
 “Broadband Loan” shall mean the broadband loan described in Section 3.1. 
 
 “Broadband Loan Expiration Date” shall have the meaning as defined in Paragraph (a)(ii) of Section 3.1. 
 
 “Business Day” shall mean any day that RUS and the Department of Treasury are both open for business. 
 
 “Construction Fund Account” shall have the meaning as defined in Paragraph (d) of Section 5.4. 
 
 “Distributions” shall have the meaning as defined in Section 6.9. 
 
 “Event of Default” shall have the meaning as defined in Article VIII. 
 
 “Interest Expense” shall have the meaning as defined in Attachment 3. 
 
 “Laws” shall have the meaning as defined in paragraph (e) of Article II. 
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 “Loan(s)” shall mean, collectively, the loans described in Section 3.1. 
 
 “Loan Documents” shall mean, collectively, this Agreement, Security Documents, and the Note(s). 
 
 “Material Adverse Effect” shall mean a material adverse effect on, or change in, the condition, financial or 
otherwise, operations, properties, business or prospects of the Borrower or on the ability of the Borrower to perform 
its obligations under the Loan Documents as determined by RUS . 
 
 “Net Income” or “Net Margins” shall have the meaning as defined in Attachment 3. 
 
 “Net Worth” shall have the meaning as defined in Attachment 3. 
 
 “Note(s)” shall have the meaning as defined in Paragraph (a) of Section 3.2. 
 
 “Permitted Encumbrances” shall have the meaning as defined in the Security Documents. 
 
 “Pledged Deposit Account” shall have the meaning as defined in Section 5.4. 
 
 “Prior Telephone Loan Contracts” shall mean all telephone loan agreements previously entered into by 
RUS and the Borrower.  
 
 “Project” shall have the meaning as defined in Paragraph (a) of Section 3.4. 
 
 “RUS Regulations” shall mean the rules, regulations and bulletins of general applicability published by RUS 
from time to time, as such rules, regulations and bulletins exist at the date of applicability thereof, and shall also 
include any rule and regulations of other Federal entities which RUS is required by law to implement.  Any 
reference to specific RUS Regulations shall mean the version of and cite to such regulation effective at the date of 
applicability thereof. 
 
 “Security Documents” shall mean, collectively, any mortgage, security agreement, financing statement, 
deposit account control agreement or other document providing collateral for the Loan(s). 
 
 “Subsidiaries” shall mean the subsidiaries listed in Schedule 1. 
 
 “Telecommunications Loan” shall mean the telecommunications loan described in Section 3.1. 
 
 “Telecommunications Loan Expiration Date” shall have the meaning as defined in Paragraph (b)(ii) of 
Section 3.1. 
 
 “Telecommunications Loan Guarantee” shall mean the telecommunications loan guarantee described in 
Section 3.1. 
 
 “TIER” shall mean the Borrower’s total Net Income or Net Margins plus Interest Expense payable for such 
year divided by Interest Expense payable for such year, as determined in Schedule 1 hereto. 
 
 “TIER Commencement Date” shall have the meaning as defined in Section 5.13. 
 
 “Total Assets” shall have the meaning as defined in Attachment 3.

ARTICLE II - REPRESENTATIONS AND WARRANTIES 
 

 Recognizing that RUS is relying hereon, the Borrower represents and warrants, as of the date of this 
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Agreement, the following: 
 
 a. Organization; Power, Etc   The Borrower: (i) is the type of organization specified in the first paragraph 

hereof, duly organized, validly existing, and in good standing under the laws of the State identified in the 
first paragraph hereof; (ii) is duly qualified to do business and is in good standing in each jurisdiction in 
which the transaction of its business make such qualification necessary; (iii) has  legal power to own and 
operate its assets and to carry on its business and to enter into and perform its obligations under the Loan 
Documents; (iv) has duly and lawfully obtained and maintained all material licenses, certificates, permits, 
authorizations, and approvals necessary to conduct its business or required by applicable Laws; and (v) is 
eligible to obtain the financial assistance from RUS contemplated by this Agreement. 
  

 b. Authority.  The execution, delivery and performance by the Borrower of this Agreement and the other 
Loan Documents and the performance of the transactions contemplated hereby and thereby have been 
duly authorized by all necessary actions and do not violate any provision of law or any charter, articles of 
incorporation, organization documents or bylaws of the Borrower or result in a breach of, or constitute a 
default under, any agreement, security agreement, note or other instrument to which the Borrower is a 
party or by which it may be bound.  The Borrower has not received any notice from any other party to any 
of the foregoing that a default has occurred or that any event or condition exists that with the giving of 
notice or lapse of time or both would constitute such a default 
  

 c. Consents.  No consent, approval, authorization, order, filing, qualification, license, or permit of any 
governmental authority is necessary in connection with the execution, delivery, performance, or 
enforcement of the Loan Documents, except such as have been obtained and are in full force and effect. 
  

 d. Binding Agreement.  Each of the Loan Documents is, or when executed and delivered will be, the legal, 
valid, and binding obligation of the Borrower, enforceable in accordance with its terms, subject only to 
limitations on enforceability imposed in equity or by applicable bankruptcy, insolvency, reorganization, 
moratorium or similar laws affecting creditors’ rights generally. 
  

 e. Compliance with Laws.  The Borrower is in compliance in all material respects with all federal, state and 
local laws, rules, regulations, ordinances, codes and orders (collectively, “Laws.”) 
  

 f. Litigation.  There are no pending or threatened legal, arbitration or governmental actions or proceedings 
to which the Borrower is a party or to which any of its property is subject which, if adversely determined, 
could have a Material Adverse Effect. 
  

 g. Information Submitted with Application.  All information, reports, and other documents and data 
submitted to RUS in connection with the Application were, at the time the same were furnished, complete, 
and correct in all material respects.  Any financial statements or data submitted to RUS in connection with 
the Application present fairly, in all material respects, the financial position of the Borrower and the results 
of its operations in conformity with Accounting Requirements.  Since the date thereof, there has been no 
material adverse change in the financial condition or operations of the Borrower. 
  

 h. Location of Properties.  All real property and interests therein of the Borrower are located in the states, 
counties, or parishes identified in the Security Documents. 
  

 i. Principal Place of Business. The principal place of business and chief executive office of the Borrower is at 
the address of the Borrower specified in Schedule 1 hereto. 

 j. Organization Number.  The Borrower’s organization number is correctly identified in Schedule 1 hereto. 
  

 k. Subsidiaries and Parent.  Any subsidiaries or parent of the Borrower are disclosed on the attached Schedule 
1. 
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 l. Defaults Under Other Agreements.  No default by the Borrower has occurred under any agreement or 
instrument to which the Borrower is a party, or to which any of its property is subject, that could have a 
Material Adverse Effect. 
  

 m. Title to Property.  Except as disclosed in writing in the opinion of counsel, the Borrower holds good and 
marketable title to all of the collateral securing the Loan(s), free and clear of any liens, security interests, or 
other encumbrances except for Permitted Encumbrances. 

 
 

ARTICLE III – THE LOANS 
 

Section 3.1 Loans 
 
 a. Broadband Loan.  RUS agrees to make and the Borrower agrees to accept, on the terms and conditions 

stated in this Agreement, a Broadband Loan, in the amount specified in Schedule 1 hereto. 
  
 i. Interest Rate.   The portion of the Broadband Loan specified in Schedule 1 hereto will bear interest 

at the comparable Treasury rate for comparable maturities, as determined by RUS, and the 
portion of the Loan specified in Schedule 1 hereto will bear interest at the rate of four percent 
(4%) per annum. 
  

 ii. Broadband Loan Expiration Date.  The obligation of RUS to advance the Broadband Loan or any 
portion thereof shall expire on a date (“Broadband Loan Expiration Date”) five years from the 
date of the Note(s).  No portion of the Broadband Loan will be advanced by RUS to the Borrower 
after the Broadband Loan Expiration Date. 
  

 b. Telecommunications Loan.  RUS agrees to make and the Borrower agrees to accept, on the terms and 
conditions stated in this Agreement, a Telecommunications Loan, in the amount specified in Schedule 1 
hereto. 
  
 i. Interest Rate.   The portion of the Telecommunications Loan specified in Schedule 1 hereto will 

bear interest at the Cost-of-Money Interest Rate determined by the Government pursuant to 7 
U.S.C. 935(d)(2)(A) of the Act and its implementing regulations, as amended from time to time (7 
C.F.R. 1735.31(c)) and the portion of the Telecommunications Loan specified in Schedule 1 
hereto will bear interest at the rate of five percent (5%) per annum. 
  

 ii. Telecommunications Loan Expiration Date.   The obligation of RUS to advance the 
Telecommunications Loan or any portion thereof shall expire on a date (“Telecommunications 
Loan Expiration Date”) five (5) years from the date of the Note(s).  No portion of the 
Telecommunications Loan will be advanced by RUS to the Borrower after the 
Telecommunications Loan Expiration Date. 
  

 c. Telecommunications Loan Guarantee.  RUS agrees to guarantee the loan identified in Schedule 1 hereto 
and the Borrower agrees to accept such guarantee, on the terms and conditions stated in this Agreement. 
  
 i. Interest Rate.  Each Advance of funds subject to the Telecommunications Loan Guarantee shall 

bear interest at the rate established by FFB at the time such Advance is made on the basis of the 
determination made by the Secretary of the Treasury pursuant to 12 U.S.C. 2285(b) of the Federal 
Financing Bank Act of 1973, as amended. 
  

 ii. Telecommunications Loan Guarantee Expiration Date.  The obligation of RUS to approve requests 
for Advances made under the Telecommunications Loan Guarantee or any portion thereof shall 
expire on the Last Advance Date as specified in the applicable guaranteed Note. 
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Section 3.2 Loan Documents 
 
 a. The debt created by the Loan(s) will be evidenced by a note(s) (“Note(s)”) executed by the Borrower and 

payable, as applicable, to the United States of America or, in the case of a loan guarantee, to the guaranteed 
lender.  The Borrower shall repay the Loan(s) in accordance with the Note(s) which shall be payable and 
bear interest in accordance with its (their) terms. 
  

 b. The Borrower shall execute the Security Documents covering all of the Borrower’s property, in form and 
substance satisfactory to RUS and such other security instruments as required by RUS. 
  

Section 3.3 Payment 
 
 Except as otherwise prescribed by RUS, if any, the Borrower shall make all payments on the Note(s) 
utilizing electronic funds transfer procedures as specified by RUS. 
 
Section 3.4 Project 
 
 a. Loan Purpose.  The Loan has been made solely to finance the project specifically described in the 

Application to furnish or improve telecommunications and/or broadband services in rural areas (the 
“Project.”) 
  

 b. Changes to Project.  The Borrower shall obtain the prior written approval of RUS regarding any material 
change to the scope, loan design, construction, delivery of services, or objectives of the Project. 

 
 

ARTICLE IV – CONDITIONS OF LENDING 
 

Section 4.1 General Conditions 
 
 In connection with the execution and delivery of this Agreement, each of the following conditions shall be 
satisfied (all documents, certificates, and other evidence of such conditions are to be satisfactory to RUS in its 
discretion): 
 
 a. Legal Matters.  All legal matters incident to the consummation of the transactions hereby contemplated 

shall be satisfactory to counsel for RUS; 
  

 b. Loan Documents.  RUS shall receive duly executed originals of the Loan Documents; 
  

 c. Filed and Recorded Security Documents.   RUS shall have received the following documents securing the 
Loan(s):  (i) executed, filed, and indexed financing statements covering all of the personal property and 
fixtures of the Borrower and (ii) executed, filed, and recorded counterparts of a mortgage covering all of 
the Borrower’s real property; 

 d. Articles of Incorporation, Charter, Bylaws, and Organizational Documents.  With respect to corporate and 
cooperative Borrowers, RUS shall have received copies of the Borrower’s articles of incorporation, charter, 
and bylaws. With respect to limited liability companies or similar organizations, RUS shall have received 
copies of the Borrower’s organizational documents containing provisions reflecting the obligations of the 
Borrower in paragraphs (c) and (d) of Section 6.3. 
  

 e. Authorizations.  RUS shall have received satisfactory evidence that all Loan Documents and proceedings of 
the Borrower necessary for duly authorizing the execution, delivery, and performance of the Loan 
Documents have been obtained and are in full force and effect; 
  

 f. Approvals.   RUS shall have received satisfactory evidence that the Borrower has duly registered as required 
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by law with all state, federal, and other public authorities and regulatory bodies and has obtained all 
authorizations, certificates, permits, licenses, franchises and approvals necessary for, or required as a 
condition of, the validity and enforceability of each of the Loan Documents and for the construction and 
operation of the Project; 
  

 g. Title Evidence.   RUS shall have received satisfactory evidence that the Borrower has good and marketable 
title to its property, including the Project, and holds such franchises, permits, leases, easements, rights, 
privileges, licenses, or right-of-way instruments, reasonably adequate in form and substance, as may be 
required by law for the continued maintenance and operation of its existing facilities and the Project; 
  

 h. Tariff Evidence.   RUS shall receive evidence from each Borrower with rates imposed by tariff, that it has 
duly adopted a tariff, which (1) will provide for such grades of telephone service as RUS may approve, (2) 
does not include mileage or zone charges on any telephone service provided by the Project, and (3) is 
designed with a view to (i) paying and discharging all taxes, maintenance expenses, and operating expenses 
of the Borrower’s system, (ii) making all payments in respect of principal and interest on the Note(s) when 
and as the same shall become due, (iii) providing and maintaining reasonable working capital of the 
Borrower, and (iv) producing and maintaining the TIER, specified in Schedule 1 hereto; 
  

 i. Broadband Rate Evidence.   For Broadband loans, RUS shall receive evidence that the Borrower has duly 
adopted rates which are designed with a view to (i) paying and discharging all taxes, maintenance 
expenses, and operating expenses of the Borrower’s system, (ii) making all payments in respect of principal 
and interest on the Note(s) when and as the same shall become due, (iii) providing and maintaining 
reasonable working capital of the Borrower, and (iv) producing and maintaining the TIER, specified in 
Schedule 1 hereto. 
  

 j. Opinion of Counsel.   RUS shall receive an opinion of counsel for the Borrower (who shall be acceptable to 
RUS) in form and content acceptable to RUS; 

 
Section 4.2 Conditions to Advances 
 
 The obligations of RUS to make any Advances under its Loan(s) or approve any requests for Advances 
under its Loan Guarantee(s) are subject to the satisfaction of each of the following conditions precedent on or 
before the date of such Advance (all documents, certificates and other evidence of such conditions precedent are to 
be satisfactory to RUS in its discretion): 
 
 a. Continuing Representations and Warranties.  That the representations and warranties of the Borrower 

contained in this Agreement be true and correct on and as of the date of such Advance as though made on 
and as of such date; 
  

 b. Material Adverse Effect.   That no event has occurred which has had or could have a Material Adverse 
Effect; 
  

 c. Event of Default.   That no Event of Default and no event which with the passage of time or giving of 
notice, or both, would constitute an Event of Default shall have occurred and be continuing, or shall have 
occurred after giving effect to such Advance on the books of the Borrower; 

 d. Requisitions and Supporting Documentation 
  
  
 1. Telecommunications Loan and Loan Guarantee.  That RUS shall have received a requisition for 

Telecommunications Loan funds and Loan Guarantee funds not more frequently than once a 
month, and supporting documentation from the Borrower in accordance with RUS Regulations; 
  

 e. Flood Insurance.  That for any Advance used in whole or in part to finance the construction or acquisition 
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of any building in any area identified by the Secretary of Housing and Urban Development pursuant to the 
Flood Disaster Protection Act of 1973 (the “Flood Insurance Act”) or any rules, regulations or orders 
issued to implement the Flood Insurance Act as any area having special flood hazards, or to finance any 
facilities or materials to be located in any such building, or in any building owned or occupied by the 
Borrower and located in such a flood hazard area, the Borrower shall have submitted evidence, in form and 
substance satisfactory to RUS or RUS has otherwise determined, that (i) the community in which such area 
is located is then participating in the national flood insurance program, as required by the Flood Insurance 
Act and any related regulations, and (ii) the Borrower has obtained flood insurance coverage with respect 
to such building and contents as may then be required pursuant to the Flood Insurance Act and any related 
regulations; 
  

 f. Current Financial Information and Certification of Authority.   That RUS has received from the Borrower 
(i) its current, updated balance sheet, statement of cash flow, and income statement and (ii) a duly 
authorized and executed certification, Form 675, “Certification of Authority,” designating an officer, 
employee, or agent of the Borrower as the person or persons authorized to execute and submit, on behalf 
of the Borrower, REA Form 481, “Financial Requirement Statement;” 
  

 g. Fidelity Bond or Theft Insurance Coverage.   That RUS has received from the Borrower, except Borrowers 
which are units of government, evidence, that the Borrower has obtained fidelity bond or theft insurance 
coverage in accordance with RUS Regulations; 
  

 h. Pledged Deposit Account.  That, in connection with Broadband Loans (or with respect to 
Telecommunications Loans and Loan Guarantees when required on Schedule 1, or otherwise directed in 
writing by RUS), the Borrower has opened a Pledged Deposit Account under terms satisfactory to RUS; 
  

 i. Compliance with Deposit Requirements for Broadband Loans. That, in connection with Broadband Loans, 
RUS has received from the Borrower, evidence that the Borrower has maintained on deposit in account, 
funds in the amount specified in Schedule 1 to cover operating expenses, in accordance with 7 C.F.R. 
Section 1738.20(b), and has provided RUS with an advance schedule for such funds; 
  

 j. Compliance with Loan Documents.  That the Borrower is in material compliance with the Loan Documents;
  

 k. RUS Loan Guarantee Requirements. In connection with the Telecommunications Loan Guarantee: 
  
 1. That RUS and the FFB have entered into a contract and that the FFB has agreed to make the loan 

to the Borrower, which will be guaranteed by RUS; 
  

 2. That RUS has received evidence that any conditions in the contract referred to above in 
subparagraph (1) have been satisfied; and 
  

 3. That RUS has received a promissory note payable to FFB in the amount to be guaranteed by RUS 
and a reimbursement note payable to the order of the Government, both duly authorized, 
executed and delivered by the Borrower, within the time period prescribed by RUS;  

 l. Additional Documents.  The Borrower agrees to provide RUS with such additional documents as RUS may 
request; and 
  

 m. Additional Conditions.  The Borrower has met all additional conditions specified in Schedule 1 hereto. 
  

Section 4.3 First Advance to Pay Off Interim Construction Financing; Restrictions on Subsequent Advances 
 
 Loan funds to pay off RUS approved interim construction financing, if any, will be included in the first 
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loan advance.  Thereafter no further advances will be made unless and until the Borrower has furnished evidence, in 
form and content satisfactory to RUS, that such interim construction financing has been paid in full and any 
associated liens have been duly discharged from record.  
 
 

ARTICLE V – AFFIRMATIVE COVENANTS 
 

Section 5.1 Generally 
 
 Unless otherwise agreed to in writing by RUS, while this Agreement is in effect, the Borrower shall duly 
observe each of the affirmative covenants contained in this Article V. 
 
Section 5.2 Use of Advances 
 
 The Borrower shall apply the proceeds of Advances in accordance with its Application with such 
modifications as may be mutually agreed to in writing by RUS and the Borrower. 
 
Section 5.3 Unused and Disallowed Advances 
 
 a. The Borrower shall return forthwith to RUS any and all advanced portions of the Loan(s) or Loan 

Guarantee(s) not disbursed by the Borrower for the Project or not needed to complete the Project with any 
interest earned thereon when deposited in the Pledged Deposit Account or other account approved by 
RUS. 
  

 b. The Borrower shall reimburse RUS for any advanced funds whose original expenditure has been 
disallowed by a RUS loan audit.  Disallowances shall be satisfied, as directed by RUS, by either 
administrative offset against requests for Advances or repaying the disallowed amount directly to the 
United States Treasury.  Such disallowed amounts shall accrue interest payable to RUS from the date RUS 
delivers to the Borrower a written demand for payment.  Interest shall accrue at the lesser of the following: 
the interest rate of the disallowed Advance or the then current United States Treasury rate as prescribed by 
the Secretary of the Treasury in the Federal Register and the Treasury Fiscal Requirements Manual 
Bulletin.  Closeout of the Loan will not affect such right to disallow expenditures and recover, in full, any 
amount on the basis of a subsequent audit, or other review or the Borrower’s obligation to return any 
disallowed expenditures. 

Section 5.4 Deposit of Advances into Pledged Deposit  Account and Construction Fund Account 
 
 a. Broadband Loans.  The Borrower of Broadband Loans shall open and maintain a deposit account pledged 

to RUS (“Pledged Deposit Account,”) in a bank or depository whose deposits are insured by the Federal 
Deposit Insurance Corporation or other federal agency acceptable to RUS and shall be designated by the 
RUS name of the Borrower followed by the words “Pledged Deposit Account.”  The Borrower shall 
promptly deposit proceeds from all Advances of the Broadband Loan, including previously advanced funds 
whose original expenditure has been disallowed by a RUS loan audit, and other funds described on 
Schedule 1 hereto (hereinafter “Additional Funds”) into the Pledged Deposit Account.  Moneys in the 
Pledged Deposit Account shall be used solely for the purposes for which the Advance was made, for the 
purposes as set forth in Schedule 1 hereto (hereinafter “Additional Purposes,”) or for such other purposes 
as may be approved by RUS.  Deposits and disbursements from the Pledged Deposit Account shall be 
made and recorded in accordance with Attachment 1 hereto, RUS Bulletin  1738-2, as amended and 
supplemented from time to time. 
  

 b. Telecommunications Loans and Loan Guarantees and Bank Loans.  The Borrower of Telecommunications 
Loans and/or Loan Guarantees, when required on Schedule 1 or otherwise directed in writing by RUS, 
shall open and maintain a deposit account pledged to RUS for Telecommunications Loans and Loan 
Guarantees.  Such account shall be in a bank or depository whose deposits are insured by the Federal 
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Deposit Insurance Corporation or other federal agency acceptable to RUS, and shall be designated by the 
corporate name of the Borrower followed by the words “Pledged Deposit Account.”  The Borrower shall 
promptly deposit proceeds from Loan Advances, including previously advanced funds whose original 
expenditure has been disallowed by a RUS loan fund audit, and any Additional Funds into the Pledged 
Deposit Account.  Moneys in the Pledged Deposit Account shall be used solely for the purposes approved 
by RUS or other Additional Purposes and shall be withdrawn from time to time only as permitted by RUS. 
  

 c. First Lien on Pledged Deposit Account. The Borrower shall establish and maintain the Pledged Deposit 
Account as a deposit account and perfect a first and prior lien in such account for RUS, (pursuant to a 
deposit account agreement or similar agreement or mechanism for perfecting as provided by applicable 
law) in form acceptable to RUS. 
  

 d. Construction Fund Account.  The Borrower shall promptly deposit Loan Advances not required to be 
deposited in a Pledged Deposit Account, including previously advanced Loan funds whose original 
expenditure has been disallowed by a RUS loan fund audit, in a bank or depository whose deposits are 
insured by the Federal Deposit Insurance Corporation or other federal agency acceptable to RUS.  Such 
account (hereinafter called the Construction Fund Account) shall be designated by the corporate name of 
the Borrower followed by the words “Construction Fund Account.”  Moneys in the Construction Fund 
Account shall be used solely for the purposes approved by RUS and shall be withdrawn from time to time 
only as permitted by RUS. 

 
Section 5.5 Use of Operating Funds Required in Connection with Broadband Loans 
 
 The Borrower shall expend the operating funds required by 7 C.F.R. Section 1738.20(b), as approved by 
RUS. 
 
Section 5.6 Financial Books 
 
 The Borrower shall maintain, at its premises, such books, documents, papers, or other records and 
supporting documents, including, but not limited to, invoices, receipts, and bills of sale, adequate to identify the 
purposes for which and the manner in which Loan and other funds were expended on the Project.  The Borrower 
shall at all times keep and safely preserve proper books, records, and accounts in which full and true entries shall be 
made of all dealings, business, and affairs of the Borrower and its Subsidiaries (as listed in Schedule 1 hereto,) in 
accordance with any applicable Accounting Requirements.  The Borrower shall maintain copies of all documents 
submitted to RUS in connection with the Loan until the Loan has been paid in full and all audits have been 
completed.

Section 5.7 Rights of Inspection 
 
 The Borrower shall afford RUS, the Office of Inspector General of USDA and the General Accounting 
Office, through their representatives, reasonable opportunity, at all times during business hours and upon prior 
notice, to access and inspect the Project, any other property encumbered by the Security Documents, and any and 
all books, records, accounts, including electronic books, records, accounts, and electronic mail messages, regardless 
of the physical form or characteristics, invoices, contracts, leases, payrolls, canceled checks, statements, other 
documents, and papers of every kind belonging to or in any way pertaining to its property or business, including its 
Subsidiaries, if any, and to make copies or extracts therefrom.  
 
Section 5.8 Annual Audit and Additional Financial Reporting 
 
 a. Non-Federal Entities, which include Borrowers that are States, local governments, Indian tribes, 

institutions of higher education, or nonprofit organizations, shall provide RUS with an audit pursuant to 2 
C.F.R. part 200, Subpart F (Audit Requirements).  The Borrower must follow subsection .502 in 
determining federal awards expended.  All RUS loans impose an ongoing compliance requirement for the 
purpose of determining federal awards expended during a fiscal year.  In addition, the Borrower must 
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include the value of new federal loans made along with any grant expenditures from all federal sources 
during the Borrower’s fiscal year. Therefore, the audit submission requirement for this program begins in 
the Borrower’s fiscal year that the loan is made and thereafter, based on the balance of federal loan(s) at the 
beginning of the audit period.   All required audits must be submitted within the earlier of: (i) 30 calendar 
days after receipt of the auditor’s report; or (ii) nine months after the end of the Borrower’s audit period. 
  

 b. For all other entities, Borrowers shall provide RUS with an audit within 120 days after the as of audit date 
in accordance with 7 C.F.R. part 1773, Policy on Audits of RUS Borrowers.   Note that with respect to 
Advances that contain loan funds, the audit is required after an Advance has been made, and, thereafter, 
from the close of each subsequent fiscal year until the loan is repaid in full.  With respect to Advances that 
only contain grant funds, the audit is required until all grants funds have been expended or rescinded.   
While an audit is required, Borrowers must also submit a report on compliance and internal controls over 
financial reporting, as well as a report on compliance with aspects of contractual agreements and 
regulatory requirements. 
  

 c. The Borrower shall also furnish to RUS by March 31st of each year, and on such additional date(s) as 
specified in Schedule 1 (hereinafter “Additional Reporting Dates,”) or as otherwise requested in writing by 
RUS, balance sheets, income statements, statements of cash flow, or such other reports concerning the 
financial condition or operations of the Borrower, including its Subsidiaries, as RUS may request or RUS 
Regulations require. 

 
Section 5.9 Additional Reporting Requirements 
 
 a. Annual Performance Report. For three years starting the first January 31st after Project Completion, 

Borrower must submit the following information with respect to retail broadband expansion utilizing RUS 
funds on RUS’ online reporting system: 
  
 i. existing network service improvements and facility upgrades, as well as new equipment and 

capacity enhancements that support high-speed broadband access for educational institutions, 
health care providers, and public safety service providers; 
  

 ii. the estimated number of end users who are currently using or forecasted to use the new or 
upgraded infrastructure; 

Section 5.10 Annual Compliance Certificate 
 
 Commencing forty-five (45) days from the date hereof, and thereafter within forty-five (45) days after the 
close of each calendar year, or sooner if required in writing by RUS, the Borrower shall deliver to RUS, a written 
statement signed by its general manager, managing member, or equivalent corporate official satisfactory to RUS, 
stating that, during such year the Borrower has fulfilled its obligations under the Loan Documents in all material 
respects or, if there has been a material default in the fulfillment of such obligations, specifying each such default 
known to such official and the nature and status thereof. 
 
Section 5.11  Miscellaneous Reports and Notices 
 
The Borrower shall furnish to RUS: 
 
 a. Notice of Default.  Promptly after becoming aware thereof, notice of the occurrence of any default under 

the Loan Documents or the receipt of any notice with respect to the occurrence of any event which with 
the giving of notice or the passage of time, or both, could become an Event of Default hereunder or under 
the other Loan Documents. 
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 b. Notice of Litigation.  Promptly after the commencement thereof, notice of the commencement of all 
actions, suits or proceedings before any court, arbitrator, or governmental department, commission, 
board, bureau, agency, or instrumentality affecting the Borrower or any Affiliate which, if adversely 
determined, could have a Material Adverse Effect on the Borrower. 
  

 c. Regulatory and Other Notices.  Promptly after receipt thereof, copies of any notices or other 
communications received from any governmental authority with respect to any matter or proceeding 
which could have a Material Adverse Effect on the Borrower. 
  

 d. Material Adverse Effect.  Promptly after becoming aware thereof, notice of any matter which has resulted 
or may result in a Material Adverse Effect on the Borrower. 
  

 e. Corporate Document Changes.  Thirty (30) days prior to their effectiveness, any amendments, supplements 
or modifications to the Borrower’s Articles of Incorporation, Charter, Bylaws, Operating Agreement, 
Members Agreements or other Organizational Documents. 
  

 f. Other Information.  Such other information regarding the condition, financial or otherwise, or operations 
of the Borrower as RUS may, from time to time, reasonably request. 

 
Section 5.12 Tariff and Rate Design 
 
 a. Tariff Requirements for Telecommunications Loan and Telecommunications Loan Guarantee Borrowers 

are as follows: 
  
 1. Regulatory Approval Necessary.  If regulatory approval is required to effectuate its telephone 

service tariff,  the Borrower shall seek and use its diligent best efforts to obtain all regulatory body 
approvals necessary to place in effect and thereafter to maintain in effect a tariff for telephone 
service which (A) provides for such grades of service as RUS shall approve, (B) does not include 
mileage or zone charges for any telephone service provided by the Project, and (C) is designed 
with a view to (1) paying and discharging all taxes, maintenance expenses, and operating expenses 
of the Borrower’s system, (2) making all payments in respect of principal of and interest on the 
Note(s) when and as the same shall become due, (3) providing and maintaining reasonable 
working capital for the Borrower, and (4) producing and maintaining the TIER specified on 
Schedule 1 hereto.  The Borrower shall place such tariff into effect as soon as permitted by 
applicable laws and regulations and shall use its diligent best efforts to obtain all necessary 
regulatory body approvals of such revisions of its tariff as may be necessary from time to time to 
satisfy the requirements of this provision. 

 2. Regulatory Approval Not Required.   If regulatory approval is not required to effectuate its 
telephone service tariff, the Borrower shall design, charge and maintain in effect a tariff  for 
telephone service which (A) provides for such grades of service as RUS shall approve, (B) does not 
include mileage or zone charges for any telephone service provided by the Project, and  (1) pays 
and discharges all taxes, maintenance expenses, and operating expenses of the Borrower’s system, 
(2) makes all payments in respect of principal of and interest on the Note(s) when and as the same 
shall become due, (3) provides and maintains reasonable working capital for the Borrower, and 
(4) produces and maintains the TIER specified on Schedule 1 hereto. 
  

 b. Rate Requirement for Broadband Service.  The Borrower shall design, charge, and maintain in effect rates 
for Broadband service which (i) pay and discharge all taxes, maintenance expenses and operating expenses 
of its system, (ii) make all payments in respect of principal of and interest on the Note(s) when and as the 
same shall become due, (iii) provide and maintain reasonable working capital for the Borrower, and (iv) 
produce and maintain the TIER specified on Schedule 1 hereto. 
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Section 5.13  TIER Requirement 
 
 From the date of this Agreement until the date specified in Schedule 1, the Borrower will endeavor, but not 
be required, to maintain a TIER of at least 1.0.  Thereafter, starting on the date specified in Schedule 1 (hereinafter 
called the “TIER Commencement Date”) the Borrower shall maintain the TIER level(s) as specified in Schedule 1. 
 
Section 5.14  Corrective Action 
 
 Within thirty (30) days of (i) sending the financial reports required by Section 5.8 hereof that shows the 
TIER specified by Section 5.13 was not achieved for the reported fiscal year or (ii) being notified by RUS that the 
TIER specified in Section 5.13 was not achieved for the reported fiscal year, whichever is earlier, the Borrower, in 
consultation with RUS, shall provide a written plan satisfactory to RUS setting forth the actions that shall be taken 
to achieve the specified TIER on a timely basis and shall promptly implement said plan. 
 
Section 5.15  Obligations with Respect to the Construction, Operation and Maintenance of the Project Funded 
by the Broadband Loan 
 
 a. Project Management and Operation.  The Borrower shall be responsible for managing the day to day 

operations of the Project and will operate the Project in an efficient and economic manner as well as 
maintaining the Project in good repair. 
  

 b. Design Standards, Construction Standards, and Lists of Materials.  The Borrower shall use design standards, 
construction standards, and lists of acceptable materials in accordance with Attachment 1 hereto, RUS 
Bulletin 1738-2, as amended and supplemented from time to time. 
  

 c. Plans and Specifications.  The Borrower shall submit plans and specifications for construction to RUS for 
review and approval in accordance with Attachment 1 hereto, RUS Bulletin 1738-2, as amended and 
supplemented from time to time. 
  

 d. Standard Forms of Purchase Contracts, Installation Contracts, Construction Contracts, and Engineering and 
Architectural Service Contracts.  The Borrower shall use the standard forms of contracts promulgated by 
RUS for construction, procurement, engineering services, and architectural services in accordance with 
Attachment 1 hereto, RUS Bulletin  1738-2, as amended and supplemented from time to time, and shall 
submit to RUS such contracts for review and approval in accordance with such Attachment 1.  

 e. Contract Bidding Requirements. The Borrower shall follow RUS bidding procedures when contracting for 
construction or procurement in accordance with Attachment 1 hereto, RUS Bulletin 1738-2, as amended 
and supplemented from time to time. 
  

 f. Construction in Accordance with Loan Design.   The Borrower shall cause the Project to be constructed and 
completed in accordance with the loan design submitted with the Application. 
  

 g. General Insurance Requirements.  The Borrower shall take out and maintain insurance on the Project and 
any other property acquired with the Loan in accordance with 7 CFR Section 1788 as well as maintaining 
the fidelity bond or theft insurance coverage required in Section 4.2 paragraph (g) hereof. 

 
Section 5.16  Obligations with Respect to the Construction, Operation and Maintenance of the Project Funded 
by the Telecommunications Loan and Telecommunications Loan Guarantee 
 
 a. Project Management and Operation.  The Borrower shall be responsible for managing the day to day 

operations of the Project and will operate the Project in an efficient and economic manner as well as 
maintaining the Project in good repair. 
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 b. Design Standards, Construction Standards and List of Material.  The Borrower shall use design standards, 
construction standards, and lists of acceptable materials in accordance with RUS Regulations. 
  

 c. Plans and Specifications.  The Borrower shall submit plans and specifications for construction to RUS for 
review and approval in accordance with RUS Regulations. 
  

 d. Standard Forms of Purchase Contracts, Installation Contracts, Construction Contracts, and Engineering and 
Architectural Service Contracts.  The Borrower shall use the standard forms of contracts promulgated by 
RUS for construction, procurement, engineering services, and architectural services in accordance with 
RUS Regulations and shall submit to RUS such contracts for review and approval in accordance with RUS 
Regulations. 
  

 e. Contracts for Toll Traffic, Operator Assistance Services, and Extended Area Service.  The Borrower shall 
submit contracts for toll traffic, operator assistance services and contracts for extended area service to RUS 
for review and approval in accordance with RUS Regulations. 
  

 f. Contract Bidding Requirements. The Borrower shall follow RUS bidding procedures when contracting for 
construction or procurement in accordance with RUS Regulations. 
  

 g. Construction in Accordance with Loan Design. The Borrower shall cause the Project to be constructed and 
completed in accordance with the loan design submitted with the Application. 
  

 h. General Insurance Requirements. The Borrower shall take out and maintain insurance on the Project and 
any other property acquired with the Loan as well as maintaining fidelity bond or theft insurance coverage 
in accordance with RUS Regulations. 

 
Section 5.17 Obligations Applicable to Telecommunications Loan and Telecommunications Loan Guarantee 
Borrowers with Respect to Area Coverage of Telephone Service 
 
 The Borrower shall furnish adequate telephone service to the widest practicable number of rural users in 
the Borrower's telephone service area, as such area is shown on the map which is a part of the Borrower's 
application for the Telecommunications Loan or Telecommunications Loan Guarantee and which map, as revised 
by agreement between the Borrower and RUS, is incorporated herein by reference thereto.  In the performance of 
this obligation, the Borrower shall: 

 a. furnish service to all applicants for telephone service included in the Project funded by the 
Telecommunications Loan, or Telecommunications Loan Guarantee, without payment by such applicants 
of any extra charge as a contribution to the cost of construction of facilities to provide such service; and 
  

 b. take all action that may be required to enable it to extend service, without payment to the Borrower of any 
extra charge as a contribution to construction of facilities to provide such service, to every unserved rural 
applicant for service in its telephone service area if the cost of constructing the required line extension for 
such applicant will not exceed seven times the estimated annual local service revenues from such applicant. 
Such service shall be furnished with the use of such funds as may from time to time be available to the 
Borrower, either from surplus earnings, increased equity capital, additional loans made by lenders other 
than the Government, or otherwise as the Borrower may elect, pursuant to terms and conditions set forth 
in the Borrower's tariff, as duly filed with or approved by regulatory bodies having jurisdiction in the 
premises, or in the absence of any such regulatory body, as adopted by the Borrower; provided that the 
Borrower shall not file with or submit for approval of appropriate regulatory bodies or adopt any proposed 
tariff, or continue in effect any existing tariff not required to be continued by any regulatory body, unless 
under such tariff the Borrower will be obligated to serve unserved rural applicants as provided herein. 

 
Section 5.18  Preservation of Existence and Rights 
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 The Borrower shall, until the Loan is repaid in full, take or cause to be taken all such actions as from time 
to time may be necessary to preserve its existence and to preserve and renew all franchises, contracts, rights of way, 
easements, permits, and licenses now or hereafter to be granted or conferred upon it, with respect to the Project, the 
loss of which would have a Material Adverse Effect on the Borrower. 
 
Section 5.19  Compliance with Laws 
 
 The Borrower shall operate and maintain the Project and its properties in compliance in all material 
respects with all applicable Laws. 
 
Section 5.20  Nondiscrimination 
 
 a. Equal Opportunity Provisions in Construction Contracts.  The Borrower shall incorporate or cause to be 

incorporated into any construction contract, as defined in Executive Order 11246 of September 24, 1965 
and implementing regulations, which is paid for in whole or in part with funds obtained from RUS, or 
borrowed on the credit of the United States pursuant to a grant, contract, loan, insurance or guarantee, or 
undertaken pursuant to any RUS program involving such grant, contract, loan, insurance or guarantee, the 
equal opportunity provisions set forth in Attachment 2 hereto, entitled Equal Opportunity Contract 
Provisions. 
  

 b. Equal Opportunity Contract Provisions Also Bind the Borrower.  The Borrower further agrees that it shall be 
bound by such equal opportunity clause in any federally assisted construction work which it performs itself 
other than through the permanent work force directly employed by an agency of government. 
  

 c. Sanctions and Penalties.  The Borrower agrees that it shall cooperate actively with RUS  and the Secretary 
of Labor in obtaining the compliance of contractors and subcontractors with the equal opportunity clause 
and the rules, regulations and relevant orders of the Secretary of Labor, that it shall furnish RUS and the 
Secretary of Labor such information as they may require for the supervision of such compliance, and that it 
shall otherwise assist the administering agency in the discharge of RUS’ primary responsibility for securing 
compliance.  The Borrower further agrees that it shall refrain from entering into any contract or contract 
modification subject to Executive Order 11246 with a contractor debarred from, or who has not 
demonstrated eligibility for, Government contracts and federally assisted construction contracts pursuant 
to Part II, Subpart D of Executive Order 11246 and shall carry out such sanctions and penalties for 
violation of the equal opportunity clause as may be imposed upon contractors and subcontractors by RUS 
or the Secretary of Labor pursuant to Part II, Subpart D of Executive Order 11246.  In addition, the 
Borrower agrees that if it fails or refuses to comply with these undertakings RUS may cancel, terminate or 
suspend in whole or in part this Agreement, may refrain from extending any further assistance under any 
of its programs subject to Executive Order 11246 until satisfactory assurance of future compliance has been 
received from the Borrower, or may refer the case to the Department of Justice for appropriate legal 
proceedings. 

Section 5.21  Buy American 
 
 The Borrower shall use or cause to be used in connection with the expenditures of funds if such funds were 
obtained in whole or in part by a loan being made or guaranteed by RUS only such unmanufactured articles, 
materials, and supplies as have been mined or produced in the United States or any eligible country, and only such 
manufactured articles, material, and supplies as have been manufactured in the United States or any eligible country 
substantially all from articles, material, and supplies mined, produced or manufactured, as the case may be, in the 
United States or any eligible country, except to the extent RUS shall determine that such use shall be impracticable 
or that the cost thereof shall be unreasonable.  For purposes of this section, an “eligible country” is any country that 
has with respect to the United States an agreement ensuring reciprocal access for United States products and 
services and United States suppliers to the markets of that Country, as determined by the United States Trade 
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Representative. 
 
Section 5.22  Additional Affirmative Covenants 
 
 The Borrower shall comply with the additional affirmative covenants set forth in Schedule 1 hereto. 
 
 

ARTICLE VI – NEGATIVE COVENANTS 
 

Section 6.1  General 
 
 Unless otherwise agreed to in writing by RUS, while this Agreement is in effect, the Borrower shall duly 
observe each of the negative covenants set forth in this Article VI. 
 
Section 6.2  Merger, Consolidation and Transfer of Property 
 
 The Borrower shall not, without the prior written consent of RUS, take or suffer to be taken any steps to 
reorganize, consolidate with, or merge into any other corporation, or to sell, lease or transfer (or make any 
agreement therefor) all or any part of its property, including, without limitation, the Project. 
 
Section 6.3 Covenants for Limited Liability Companies and Similar Borrowers 
 
 Borrowers which are limited liability companies or similar organizations agree that: 
 
 a. The death, retirement, resignation, expulsion, termination, bankruptcy, or dissolution of any member or 

the occurrence of any other event that terminates the continued membership of any member shall not 
cause the Borrower to be dissolved or its affairs to be wound up; 
  

 b. Prior to the date on which any and all obligations owed to RUS or the guaranteed lender with respect to 
Telecommunications Loan Guarantees, including the note evidencing the Loan, are discharged in full, the 
Borrower shall not be dissolved or terminated; 
  

 c. The organizational documents of the Borrower shall contain provisions reflecting the obligations of the 
Borrower in paragraphs (a) and (b) immediately above and such provisions shall not be amended without 
the prior written consent of RUS; and 
  

 d. No direct or indirect addition, issuance, or transfer of any membership units (or any other ownership 
interest) in the Borrower may be made by the Borrower or its members without the prior written consent 
of RUS. 

Section 6.4  Additional Indebtedness 
 
 The Borrower shall not, without the prior written consent of RUS, incur additional indebtedness in the 
event: 
 
 a. The Borrower is not maintaining a TIER of 1.0 or if the additional indebtedness will cause the Borrower’s 

TIER to fall below 1.0; or 
  

 b. An Event of Default as defined in Section 8.1(b) hereof has occurred and is continuing. 
 
Section 6.5  Negative Pledge 
 
 The Borrower shall not create, incur, or suffer any lien, mortgage, pledge, assignment, or other 
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encumbrance on, or security interest in its property, other than Permitted Encumbrances. 
 
Section 6.6  Contracts 
 
 The Borrower shall not, without the prior written consent of RUS, enter into any contract or contracts for 
the operation or maintenance of all or any part of its property, including, without limitation, the Project, and shall 
not enter into any contract for the use by others of all or any part of its property, including, without limitation, the 
Project. 
 
Section 6.7 Salaries 
 
 Salaries, wages and other compensation paid by the Borrower for services, and directors’, members’, 
managers’ or trustees’ fees, shall be reasonable and in conformity with the usual practice of entities of the size and 
nature of the Borrower. 
 
Section 6.8 Extension of  Credit 
 
 Except as specifically authorized in writing in advance by RUS, the Borrower will make no advance 
payments or loans, or in any manner otherwise extend its credit, either directly or indirectly, with or without 
interest, to any of its directors, trustees, officers, employees, stockholders, members, managers, Affiliates or 
Affiliated Companies;  provided, however, the Borrower may make an investment for any purpose described in 
section 607(c)(2) of the Rural Development Act of 1972 (including any investment in, or extension of credit, 
guarantee or advance made to an Affiliated Company that is used by such Affiliate for such purpose) to the extent 
that, immediately after such investment, (1) the aggregate of such investments does not exceed one-third of the Net 
Worth and (2) the Borrower’s Net Worth is at least twenty percent (20%) of its Total Assets. 
 
Section 6.9  Distributions or Withdrawals 
 
 a. Corporations and Cooperatives. Corporate or cooperative Borrowers shall not, without the prior written 

approval of RUS, make any dividend, stock, capital, or other distribution in the nature of an investment, 
guarantee, extension of credit, advance, or loan, nor make a capital credit distribution (all such 
distributions being hereinafter collectively called “Distributions;”) provided, however, Distributions may 
be made in each calendar year as follows: 
  
 1. Aggregate, annual Distributions not to exceed twenty-five percent (25%) of prior calendar year’s 

Net Income or Margins may be made if, after such aggregate annual Distributions, the Borrower’s 
net worth is at least one percent (1%) of its Total Assets; 
  

 2. Aggregate annual Distributions not to exceed fifty percent (50%) of the prior calendar year’s Net 
Income or Margins may be made if, after such aggregate annual Distributions, the Borrower’s Net 
Worth is at least twenty percent (20%) of its Total Assets; 
  

 3. Aggregate annual Distributions not to exceed seventy-five percent (75%) of the prior calendar 
year’s Net Income or Margins may be made if, after such aggregate annual Distributions, the 
Borrower’s Net Worth is at least thirty percent (30%) of its Total Assets; or 
  

 4. There is no limit on aggregate, annual Distributions if, after making such aggregate, annual 
Distributions, the Borrower’s Net Worth is at least forty percent (40%) of its Total Assets. 
  

 b. Limited Liability Companies.  Borrowers which are limited liability companies shall not, without the prior 
written approval of RUS, make any membership withdrawals, unit redemptions, or other type of profit 
allocation to its members and shall not, without the prior written approval of RUS, make capital 
distributions in the nature of an investment, guarantee, extension of credit, advance, or loan (all such 
actions being hereinafter collectively called “Distributions;”) provided, however, Distributions may be 
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made in each calendar year as follows: 
  
 1. Aggregate, annual Distributions not to exceed twenty-five percent (25%) of the   prior calendar 

year’s Net Income or Margins may be made if, after such aggregate annual Distributions, the 
Borrower’s Net Worth is at least one percent (1%) of its Total Assets; 
  

 2. Aggregate annual Distributions not to exceed fifty percent (50%) of the prior calendar year’s Net 
Income or margins may be made if, after such aggregate annual Distributions, the Borrower’s Net 
Worth is at least twenty percent (20%) of its Total Assets; 
  

 3. Aggregate annual Distributions not to exceed seventy-five percent (75%) of the prior calendar 
year’s Net Income or Margins may be made if, after such aggregate annual Distributions, the 
Borrower’s Net Worth is at least thirty percent (30%) of its Total Assets; or 
  

 4. There is no limit on aggregate, annual Distributions if, after making such aggregate, annual 
Distributions, the Borrower’s net worth is at least forty percent forty percent (40%) of its Total 
Assets. 
  

 c. In addition to the Distributions authorized under the immediately, preceding subsections, the Borrower 
may make any Distribution or investment as provided in 7 CFR 1744 Subpart E.  

 
Section 6.10  Changing Principal Place of Business, Place of Conducting Business, or Type of Organization 
 
 The Borrower shall not change its principal place of business, place of conducting business, or type of 
organization without the prior consent of RUS. 
 
Section 6.11  Changing Name or Place of Incorporation or Organization 
 
 The Borrower shall not change its legal name or place of incorporation or organization without giving RUS 
sixty (60) days prior written notice. 
 
Section 6.12  Changing Rates or Tariffs 
 
 The Borrower shall not file for or change its rates or tariffs without prior written approval by RUS.

Section 6.13  Historic Preservation 
 
 The Borrower shall not, without the prior written consent of RUS, use any Advance(s) to construct any 
facility which shall involve any district, site, building, structure or object which is included in, or eligible for 
inclusion in, the National Register of Historic Places maintained by the Secretary of the Interior pursuant to the 
Historic Sites Act of 1935 and the National Historic Preservation Act of 1966. 
 
Section 6.14  Limitations on Using non-FDIC Insured Depositories. 
 
 Without the prior written approval of RUS, the Borrower shall not place the proceeds of the Loans or any 
loan which has been made or guaranteed by RUS, in the custody of any bank or other depository that is not insured 
by the Federal Deposit Insurance Corporation or other federal agency acceptable to RUS.  
 
Section 6.15  Affiliated Transactions 
 
 The Borrower shall not enter into any transaction, contract, or dealing with an Affiliate of the 
Borrower or with the Borrower’s or Affiliate’s directors, trustees, officers, managers, members (if the Borrower is a 
limited liability company), or other corporate officials, without the prior written consent of RUS. 
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Section 6.16 Obligations with Respect to Nonduplication of Facilities for Telecommunications Loan and 
Telecommunications Loan Guarantee Loan Borrowers  

 
 If the Borrower has outstanding Telecommunications Loan(s) or Telecommunications Loan Guarantee(s) 
and provides telephone service in any state in which there is no state regulatory body with authority to regulate 
telephone service and to require certificates of convenience and necessity to the Borrower, the Borrower shall not 
use any portion of such Loan(s) for the construction of telephone facilities to furnish or improve service to persons 
located in such state receiving telephone service from any other telephone company at the time the Borrower 
proposes to furnish or improve service to such persons, except that the Borrower may provide or improve service to 
persons receiving service through facilities acquired or to be acquired by the Borrower, and except to the extent 
RUS, on the basis of evidence submitted to it by the Borrower, shall have determined that service by the Borrower to 
such persons will not result in duplication of lines, facilities or systems providing reasonably adequate service. 
 
Section 6.17  Additional Negative Covenants 
 
 The Borrower shall comply with the additional negative covenants set forth in Schedule 1 hereto. 
 
 

ARTICLE VII - LENDER’S RIGHTS 
 

Section 7.1 Termination of Loan Offer 
 
 RUS, in its sole discretion, may terminate the offer to make the Loan(s) if Loan Documents, duly executed 
on behalf of the Borrower, are not received and all other conditions in Section 4.1 hereof are not satisfied within one 
hundred twenty (120) days from the date hereof. 
 
Section 7.2 Audits and Compliance Reviews 
 
 After giving prior notification to the Borrower, RUS has the right to conduct compliance reviews and 
audits of the Borrower to assure compliance with the Loan Documents and RUS Regulations. 
 
Section 7.3 Disallowed Expenditures 
 
Upon a determination by RUS that the Borrower did not utilize the Loan in the manner and exclusively for the 
Project as approved by RUS, RUS may, in its sole discretion: 
 
 a. Disallow all or a part of the expenditures and disbursements of the Loan and require the Borrower to 

deposit such funds in the Construction Fund Account or in the Pledged Deposit Account, to be applied 
toward other approved Project purposes or to reimburse the Government, as provided in Section 5.3 
hereof; 
  

 b. Suspend making Advances; and/or 
  

 c. Take any other action RUS determines to be necessary including, without limitation, exercising any right 
or remedy available under the Loan Documents or at law. 

Section 7.4 Suspension of Advances 
 
 RUS may, in its absolute discretion, suspend making or approving Advances hereunder, if RUS determines 
that an event has occurred that is likely to have a Material Adverse Effect on the Borrower. 
 
Section 7.5 Payment Extensions 
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 RUS may, at any time or times in succession without notice to, or the consent of, the Borrower and upon 
such terms as RUS may prescribe, grant to any person, firm or entity who shall have become obligated to pay all or 
any part of the principal of or interest on any Note held by, or indebtedness owed to, RUS or who may be affected 
by the lien created by the Loan Documents, an extension of the time for the payment of such principal or interest. 
After any such extension the Borrower will remain liable for the payment of such Note or indebtedness to the same 
extent as though it had at the time of such extension consented thereto in writing.  
 
 

ARTICLE  VIII - EVENTS OF DEFAULT 
 

Section 8.1.  Events of Default 
 
The following shall be Events of Default under this Agreement: 
 
 a. Representations and Warranties.  Any representation or warranty made by the Borrower in the Loan 

Documents or in the Application, any certificate furnished to RUS thereunder, shall prove to have been 
incorrect in any material respect at the time made; 
  

 b. Non-Payment. The nonpayment of any required and due installment of interest on, or principal of, any 
Note, whether by acceleration or otherwise, which continues for five (5) Business Days, as such term is 
herein defined; 
  

 c. Corrective Actions.  Default by the Borrower in the observance or performance of Section 5.13; 
  

 d. Limited Liability Companies.  Default by the Borrower or its members in the observance or performance of 
Section 6.3; 
  

 e. Other Covenants.  Default by the Borrower in the observance or performance of any other covenant or 
agreement contained in any of the Loan Documents, which shall remain unremedied for thirty (30) 
calendar days, after written notice thereof had been given to the Borrower by RUS; 
  

 f. Adverse Effects.  The Borrower shall forfeit or otherwise be deprived of its charter, articles of organization, 
franchises, permits, easements, consents, or licenses required to carry on any material portion of its 
business, or the Borrower files for, or an event occurs, which can reasonably be expected to result in its 
dissolution or termination; 

 g. Other Obligations.  Default by the Borrower in the payment of any obligation, whether direct or 
contingent, for borrowed money in excess of ten thousand dollars ($10,000.00) or in the performance or 
observance of the terms of any instrument pursuant to which such obligation was created or securing such 
obligation which default shall have resulted in such obligation becoming or being declared due and payable 
prior to the date on which it would otherwise be due and payable; 
  

 h. Bankruptcy.  A court having jurisdiction in the premises shall enter a decree or order for relief with respect 
to the Borrower in an involuntary case under any applicable bankruptcy, insolvency, or other similar law 
now or hereafter in effect: (1) appointing a receiver, liquidator, assignee, custodian, trustee, sequestrator, or 
similar official, or (2) ordering the winding up or liquidation of its affairs; or the Borrower shall commence 
a voluntary case under any applicable bankruptcy, insolvency or other similar law now or hereafter in 
effect, or under any such law, or consent to the appointment or taking possession by a receiver, liquidator, 
assignee, custodian or trustee, of a substantial part of its property, or make any general assignment for the 
benefit of creditors; 
  

 i. Dissolution or Liquidation.  Other than as provided in the immediately preceding subsection, the 
dissolution or liquidation of the Borrower, or the filing of such by the Borrower; 
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 j. Impaired Business.  The failure by the Borrower to promptly forestall or remove any execution, 

garnishment or attachment of such consequence as shall impair its ability to continue its business or fulfill 
its obligations and such execution, garnishment or attachment shall not be vacated within thirty (30) days; 
or 
  

 k. Payment of Final Judgment.  A final judgment in an amount of ten thousand dollars ($10,000.00) or more 
shall be entered against the Borrower and shall remain unsatisfied or without a stay in respect thereof for a 
period of thirty (30) days. 

 
 

ARTICLE IX - REMEDIES 
 

Section 9.1  Generally 
 
 Upon the occurrence of an Event of Default, RUS may pursue all rights and remedies that are 
contemplated by the Loan Documents in the manner, upon the conditions, and with the effect provided in the Loan 
Documents, including, but not limited to, a suit for specific performance, injunctive relief, or damages.  Nothing 
herein shall limit the rights of RUS to pursue, jointly or severally, all rights and remedies available to a creditor 
following the occurrence of an Event of Default listed in Article VIII hereof.  Each right, power, and remedy of RUS 
shall be cumulative and concurrent, and recourse to one or more rights or remedies shall not constitute a waiver of 
any other right, power or remedy. 
 
Section 9.2 Remedies 
 
 In addition to the remedies referred to in Section 9.1 hereof, upon the occurrence of an Event of Default 
RUS may: 
 
 a. Refuse to make any Advance or further Advance on account of the Loan(s), but any Advance thereafter 

made by RUS shall not constitute a waiver of such default; or 
  

 b. Declare all unpaid principal of and all interest accrued on the Note(s) to be immediately due and payable 
and upon such declaration all such principal and interest shall become immediately due and payable. 

ARTICLE  X - MISCELLANEOUS 
 

Section 10.1  Notices 
 
 All notices, requests, and other communications provided for herein including, without limitation, any 
modifications, waivers, requests, or consents under, this Agreement shall be given or made in writing (including, 
without limitation, by telecopy) and delivered to the intended recipient at the “Address for Notices” specified below; 
or, as to any party, at such other address as shall be designated by such party in a notice to each other party.  Except 
as otherwise provided in this Agreement, all such communications shall be deemed to have been duly given when 
transmitted by telecopier or personally delivered or, in the case of a mailed notice, upon receipt, in each case given 
or addressed as provided for herein.  The Addresses for Notices of the respective parties are as follows: 
 
  RUS      Borrower 
  Rural Utilities Service    See Schedule 1 
  United States Department of Agriculture 
  1400 Independence Avenue, S.W. 
  Washington, D.C.20250-1510 
  Attention: Administrator 
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  With a copy to:     With a copy to: 
   
  See Schedule 1     See Schedule 1 
 
Section 10.2  Expenses 
 
 To the extent allowed by law, the Borrower shall pay all costs and expenses of RUS, including reasonable 
fees of counsel, incurred in connection with the enforcement of the Loan Documents or with the preparation for 
such enforcement if RUS has reasonable grounds to believe that such enforcement may be necessary. 
 
Section 10.3  Late Payments   
 
 If payment of any amount due hereunder is not received at the United States Treasury in Washington, DC 
or such other location as RUS may designate to the Borrower within five (5) Business Days after the due date 
thereof, or such other time period as RUS may prescribe from time to time in its policies of general application in 
connection with any late payment charge (such unpaid amount being herein called the “delinquent amount”, and 
the period beginning after such due date until payment of the delinquent amount being herein called the “late-
payment period,”) the Borrower shall pay to RUS in addition to all other amounts due under the terms of the Notes, 
the Security Documents and this Agreement, any late payment charge as may be fixed by RUS Regulations from 
time to time on the delinquent amount for the late-payment period. 
 
Section 10.4  Filing Fees 
 
 To the extent permitted by law, the Borrower agrees to pay all expenses of RUS (including the fees and 
expenses of its counsel) in connection with the filing or recordation of all financing statements and instruments as 
may be required by RUS in connection with this Agreement, including, without limitation, all documentary stamps, 
recordation, transfer taxes, and other costs and taxes incident to recordation of any document or instrument in 
connection herewith.  Borrower agrees to save harmless and indemnify RUS from and against any liability resulting 
from the failure to pay any required documentary stamps, recordation and transfer taxes, recording costs, or any 
other expenses incurred by RUS in connection with this Agreement.  The provisions of this section shall survive the 
execution and delivery of this Agreement and the payment of all other amounts due hereunder or due on the Notes. 
  
Section 10.5  No Waiver 
 
 No failure on the part of RUS to exercise, nor any delay in exercising, any right hereunder shall operate as a 
waiver thereof, nor shall any single or partial exercise by RUS of any right hereunder preclude any other or further 
exercise thereof or the exercise of any other right. 
 
Section 10.6  Governing Law 
 
 This Agreement shall be governed by and construed in accordance with applicable federal law and, in the 
absence of controlling federal law, by the laws of the State identified in the first paragraph herein, except those that 
would render such choice of law ineffective. 
 
Section 10.7  Holiday Payments 
 
 If any payment to be made by the Borrower hereunder shall become due on a day which is not a Business 
Day, such payment shall be made on the next succeeding Business Day and such extension of time shall be included 
in computing any interest in respect of such payment.   
 
Section 10.8  Rescission 
 
 The Borrower may elect not to borrow the Loan, in which event RUS shall release the Borrower from its 
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obligations hereunder, provided the Borrower complies with such terms and conditions as RUS may impose for 
such release. 
 
Section 10.9  Successors and Assigns 
 
 a. This Agreement shall be binding upon and inure to the benefit of the Borrower and RUS, and their 

respective successors and assigns, except that the Borrower may not assign or transfer its rights or 
obligations hereunder without the prior written consent of RUS. 
  

 b. Pursuant to federal claims collection laws, RUS’ claims hereunder may be transferred to other agencies of 
the United States of America; in the event of such a transfer, all rights and remedies hereby granted or 
conferred on RUS shall pass to and inure to the benefit of any such successor agency. 

 
Section 10.10  Complete Agreement; Waivers and Amendments   
 
 Subject to RUS Regulations, this Agreement and the other Loan Documents are intended by the parties to 
be a complete and final expression of their agreement.  However, RUS reserve the right to waive its rights to 
compliance with any provision of this Agreement and the other Loan Documents.  No amendment, modification, 
or waiver of any provision hereof or thereof, and no consent to any departure of the Borrower herefrom or 
therefrom, shall be effective unless approved in writing by RUS in the form of either a RUS Regulation or other 
writing signed by or on behalf of RUS, and then such waiver or consent shall be effective only in the specific 
instance and for the specific purpose for which given.   
 
Section 10.11  Prior Telephone Loan Contracts 
 
 With respect to all Prior Telephone Loan Contracts, the Borrower shall, commencing on the delivery date 
hereof, prospectively meet the affirmative and negative covenants as set forth in this Agreement rather than those 
set forth in the Prior Telephone Loan Contracts. In addition, any remaining obligation of RUS to make or approve 
additional advances on promissory notes of the Borrower that have been previously delivered to RUS under Prior 
Telephone Loan Contracts shall, after the date hereof, be subject to the conditions set forth in this Agreement.  In 
the event of any conflict between any provision set forth in a Prior Telephone Loan Contract and any provision in 
this Agreement, the requirements as set forth in this Agreement shall apply.  Nothing in this section shall, however, 
eliminate or modify (i) any special condition, special affirmative covenant or special negative covenant, if any, set 
forth in any Prior Telephone Loan Contract or (ii) alter the repayment terms of any promissory notes which the 
Borrower has delivered under any Prior Telephone Loan Contract, except, in either case, as RUS may have 
specifically agreed to in writing.   

Section 10.12 Headings  
 
 The headings and sub-headings contained in the titling of this Agreement are intended to be used for 
convenience only and do not constitute part of this Agreement. 
 
Section 10.13  Severability   
 
 If any term, provision, condition, or any part thereof, of this Agreement, Note(s) or the Security 
Documents shall for any reason be found or held invalid or unenforceable by any governmental agency or court of 
competent jurisdiction, such invalidity or unenforceability shall not affect the remainder of such term, provision, or 
condition nor any other term, provision, or condition, and this Agreement, the Note(s), and the Security 
Documents shall survive and be construed as if such invalid or unenforceable term, provision or condition had not 
been contained therein. 
 
Section 10.14  Right of Setoff  
 
 Upon the occurrence and during the continuance of any Event of Default, RUS is hereby authorized at any 
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time, without prior notice to the Borrower, to exercise rights of setoff or recoupment and apply any and all amounts 
held or hereafter held, by RUS, owed to the Borrower, or for the credit or account of the Borrower against any and 
all of the obligations of the Borrower now or hereafter existing hereunder or under the Note(s).  RUS agrees to 
notify the Borrower promptly after any such setoff or recoupment and the application thereof, provided that the 
failure to give such notice shall not affect the validity of such setoff, recoupment or application.  The rights of RUS 
under this section are in addition to any other rights and remedies (including other rights of setoff or recoupment) 
which RUS may have.  Borrower waives all rights of setoff, deduction, recoupment, or counterclaim. 
 
Section 10.15  Schedules and Attachments  
 
 Each Schedule and Attachment attached hereto and referred to herein is each an integral part of this 
Agreement. 
 
Section 10.16  Authority of Representatives of RUS  
 
 In the case of any consent, approval, or waiver from RUS that is required under this Agreement or any 
other Loan Document, such consent, approval, or waiver must be in writing and signed by an authorized RUS 
representative to be effective.  As used in this section, “authorized RUS representative” means the Administrator of 
RUS or any person to whom the Administrator has officially delegated specific or general authority to take the 
action in question.   
 
Section 10.17  Amendment of Laws and RUS Regulations 
 
 Nothing contained herein shall restrict in any way RUS’ right to amend, rescind, or supplement any of the 
RUS Regulations or to seek such changes to existing Laws. 
 
Section 10.18  Term 
 
 This Agreement shall remain in effect until one of the following two events has occurred: 
 
 a. The Borrower and RUS replace this Agreement with another written agreement; or 

  
 b. All of the Borrower's obligations under this Agreement have been discharged and paid.  
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 IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly executed as of the 
day and year first above written.  
 
 
 
        
 
 
 
             
 
 
 
    
   
  

by

UNITED STATES OF AMERICA

(Seal)  
 
    
Attested to by: _________________________ 
   Secretary 

Kerman Telephone Co. 
      
by ______________________________ 
 
Name: 
 
 
Title:

Laurel Leverrier 
 Assistant Administrator - Telecom 
of the Rural Utilities Services
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SCHEDULE 1 
 

Article II  Representations and Warranties 
 
 1. Paragraph (i) Borrower’s address: 
 
 811 S Madera Avenue 
 Kerman, California 93630 
 
 2. Paragraph (j) Borrower’s Organization Number: 1418 

  
 3. Paragraph (k) Borrower’s Subsidiaries: 
 
 N/A 

  
 4. Paragraph (k) Borrower’s Parent: 
 
 Sebastian Enterprises, Inc. 
 
Article III The Loans 
 
 1. Broadband Loan 
 
 Section 3.1(a) Broadband Loan amount:  $0.00  
 Section 3.1(a)(i) Broadband Loan portion at the cost-of-money interest rate:  $0.00  
 Section 3.1(a)(i) Broadband Loan portion at the four percent (4%) rate of interest:  $0.00  
 
 2. Telecommunications Loan  
 
 Section 3.1(b) Telecommunications Loan amount:  $0.00  
 Section 3.1(b)(i) Telecommunications Loan amount at the cost-of-money interest rate:  $9,089,500.00  
 Section 3.1(b)(i) Telecommunications Loan amount five percent (5%) rate of interest:  $0.00  
 
 3. Telecommunications Loan Guarantee 
 
 Section 3.1(c) Telecommunications Loan Guarantee amount:  $0.00  
 
Article IV  Conditions of Lending 
 
 1. Section 4.2(i) funds required on deposit by Broadband borrower in accordance with 7 C.F.R. 1738.20(b): 
  

 $0.00  
 

 2. The additional conditions to advance referred to in Section 4.2(m) are as follows:  
 

N/A 
 

 
 
Article V  Affirmative Covenants 
 
 1. Section 5.4(a) Additional Funds:  $0.00  
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 2. Section 5.4(a) Additional Purposes:  
 
              None 

 3. Section 5.4(b) Pledged Deposit Account IS NOT required. 
  

 4. Section 5.8(c) Additional Reporting Date(s): Thirty Days (30) after the end of March, June, September, 
& December a quarterly Financial Report should be submitted through RUS' Reporting and 
Compliance (R&C) system. 
  

 5. Section 5.13 TIER: 1.00 
   

 6. Section 5.13 TIER Commencement Date: December 31, 2030 
  

 7. The additional affirmative covenants referred to in Section 5.22 are as follows: 
 
 None 
 
Article VI  Negative Covenants 
 
 1. The additional negative covenants referred to in Section 6.17 are as follows:  
 
 None 
 
Article X  Miscellaneous 
 
 1. Section 10.1 Borrower’s address for purposes of notification: 

  
 Ms. Rachel Scott, Director of Accounting and Finance 

 Kerman Telephone Co. 
 811 S Madera Avenue 
 Kerman, California 93630 
  

 2. Section 10.1 Address for Borrower’s notification copy: 
  

 Attorney Courtney R. McKeever & Attorney Carl R. Refuerzo 
 Whitney, Thompson & Jeffcoat, LLP 
 970 W. Alluvial Avenue 
 Fresno, CA 9371 
  

 3. Section 10.1 Address for RUS’ notification copy: 
 
 Ms. Aylene Mafnas, Deputy Assistant Administrator 

 Portfolio Management & Risk Assessment Div., Telecommunications 
  USDA, Rural Utilities Service 
  Stop 1590, Room 4121, South Building 
 1400 Independence Avenue, SW 
 Washington, DC 20250-1590  
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INDEPENDENT AUDITOR’S REPORT 
 
 
To the Board of Directors 
Kerman Telephone Co. 
Kerman, California 
 

Report on the Audit of the Financial Statements  

Opinion 
We have audited the accompanying financial statements of Kerman Telephone Co. (a California corporation), 
which comprise the balance sheets as of December 31, 2025 and 2024, the related statements of income and 
retained earnings, and cash flows for the years then ended, and the related notes to the financial statements. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of Kerman Telephone Co. as of December 31, 2025 and 2024, and the results of its operations and its 
cash flows for the years then ended in accordance with accounting principles generally accepted in the United 
States of America. 
 
Basis for Opinion 
We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America (GAAS) and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Our responsibilities under those standards are further 
described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are 
required to be independent of Kerman Telephone Co. and to meet our other ethical responsibilities in accordance 
with the relevant ethical requirements relating to our audits. We believe that the audit evidence we have obtained 
is sufficient and appropriate to provide a basis for our audit opinion. 
 
Responsibilities of Management for the Financial Statements 
Management is responsible for the preparation and fair presentation of the financial statements in accordance 
with accounting principles generally accepted in the United States of America, and for the design, implementation, 
and maintenance of internal control relevant to the preparation and fair presentation of financial statements that 
are free from material misstatement, whether due to fraud or error. 
 
In preparing the financial statements, management is required to evaluate whether there are conditions or events, 
considered in the aggregate, that raise substantial doubt about Kerman Telephone Co.’s ability to continue as a 
going concern within one year after the date that the financial statements are available to be issued. 
 
Auditor’s Responsibilities for the Audit of the Financial Statements 
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free 
from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our 
opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a 
guarantee that an audit conducted in accordance with GAAS and Government Auditing Standards will always 
detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from 
fraud is higher than one resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control. Misstatements are considered material if there is a 
substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a 
reasonable user based on the financial statements. 
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INDEPENDENT AUDITOR’S REPORT, CONTINUED 
 
 
Auditor’s Responsibilities for the Audit of the Financial Statements, continued 
In performing an audit in accordance with GAAS and Government Auditing Standards, we: 

• Exercise professional judgment and maintain professional skepticism throughout the audit. 

• Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or 
error, and design and perform audit procedures responsive to those risks. Such procedures include 
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. 

• Obtain an understanding of internal control relevant to the audit in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of Kerman Telephone Co.’s internal control. Accordingly, no such opinion is expressed. 

• Evaluate the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluate the overall presentation of the financial 
statements. 

• Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that 
raise substantial doubt about Kerman Telephone Co.’s ability to continue as a going concern for a 
reasonable period of time. 

 
We are required to communicate with those charged with governance regarding, among other matters, the 
planned scope and timing of the audit, significant audit findings, and certain internal control related matters that 
we identified during the audit. 
 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated April 22, 2026, on our 
consideration of Kerman Telephone Co.’s internal control over financial reporting and on our tests of its 
compliance with certain provisions of laws, regulations, contracts and grant agreements, and other matters. The 
purpose of that report is solely to describe the scope of our testing of internal control over financial reporting and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of Kerman 
Telephone Co.’s internal control over financial reporting or on compliance. That report is an integral part of an 
audit performed in accordance with Government Auditing Standards in considering Kerman Telephone Co.’s 
internal control over financial reporting and compliance.  
 
 

 
 
Lake Oswego, Oregon 
April 22, 2026 
 
 



KERMAN TELEPHONE CO.

Balance Sheets

December 31, 2025 and 2024

2025 2024

Current Assets:

Cash and cash equivalents $ 533,940         $ 1,115,913      

Temporary investments 325,367         300,227         

Subscriber accounts receivable 101,187         116,260         

Settlement and access accounts receivable 938,203         688,123         

Other accounts receivable 30,158           34,879           

Related-party accounts receivable, net 645,537 1,539,862

Materials and supplies 464,942         499,963         

Prepaid expenses 242,277         212,844         

Prepaid income taxes, parent company 293,169         -                     

Total Current Assets 3,574,780      4,508,071      

Other Assets and Investments:

Deposits and other noncurrent assets 675,180         736,044         

Operating lease right-of-use assets 522,136 112,078

Total Other Assets and Investments 1,197,316      848,122         

Property, Plant, and Equipment:

Plant in service 59,825,402    58,395,792    

Plant under construction 523,186 556,714         

Nonoperating plant -                     58,303           

60,348,588    59,010,809    

Less accumulated depreciation 39,525,142    38,414,222    

Property, Plant, and Equipment, net 20,823,446    20,596,587    

Total Assets $ 25,595,542    $ 25,952,780    

ASSETS

See accompanying notes to financial statements. 3



KERMAN TELEPHONE CO.

Balance Sheets, continued

December 31, 2025 and 2024

LIABILITIES AND STOCKHOLDER'S EQUITY 2025 2024

Current Liabilities:

Accounts payable $ 190,544         $ 211,906         

Current portion of long-term debt 736,087         851,592         

Current portion of operating lease liabilities 64,889 63,238

Advance billings and payments 46,982           52,445           

Income taxes payable, parent company -                     70,160           

Accrued compensated absences 228,240         210,064         

Accrued pension 135,360         124,499         

Other accrued liabilities 55,481           44,139           

Total Current Liabilities 1,457,583      1,628,043      

Noncurrent Liabilities:

Long-term debt 3,714,530      4,450,289      

Operating lease liabilities, net of current portion 461,992 48,288

Deferred tax liability 2,906,000      2,567,000      

Total Noncurrent Liabilities 7,082,522      7,065,577      

Stockholder's Equity:

Common stock, no par value, 84,770 shares authorized,

  issued, and outstanding 900,946         900,946         

Additional paid-in capital 985,766         985,766         

Retained earnings 15,168,725 15,372,448

Total Stockholder's Equity 17,055,437    17,259,160    

Total Liabilities and Stockholder's Equity $ 25,595,542    $ 25,952,780    

See accompanying notes to financial statements. 4



KERMAN TELEPHONE CO.

Statements of Income and Retained Earnings

  2025 2024

Operating Revenues:

Local network services $ 872,370 $ 985,137

Interstate access services 4,281,936 3,926,938

Intrastate access services 25,387 27,919

Federal universal service support 1,777,905 1,820,455

State high cost fund support 2,791,526 2,905,004

Miscellaneous 99,790 97,549

Uncollectible (1,454)            (2,272)            

Total Operating Revenues 9,847,460      9,760,730      

Operating Expenses:

Plant specific 3,574,159 3,345,945

Plant nonspecific 526,762 559,518

Depreciation 1,690,376 1,612,869

Customer operations 1,132,069 919,482

Corporate operations 1,595,092 1,493,604

Operating taxes 314,126 330,399

Total Operating Expenses 8,832,584      8,261,817      

Operating Income 1,014,876      1,498,913      

Nonoperating Income (Expense):

Interest income 26,819 49,579

Allowance for funds used during construction 25,518 21,210

Nonoperating income (expense), net (53,434)          152,826         

Interest expense (146,236)        (170,341)        

Total Nonoperating Income (Expense) (147,333)        53,274           

Income Before Income Taxes 867,543         1,552,187      

Provision for Income Taxes 236,266         438,741

Net Income 631,277         1,113,446      

Retained Earnings, beginning of year 15,372,448    14,852,251    

Dividends on Common Stock (835,000) (593,249)

Retained Earnings, end of year $ 15,168,725    $ 15,372,448    

Years Ended December 31, 2025 and 2024

See accompanying notes to financial statements. 5



KERMAN TELEPHONE CO.

Statements of Cash Flows

2025 2024

Cash Flows from Operating Activities:

Net income $ 631,277         $ 1,113,446      

Adjustments to reconcile net income to net cash

  provided by operating activities:

Depreciation 1,690,376      1,612,869      

Deferred income taxes 339,000         95,000           

Noncash operating lease expense 5,297             (185)               

Allowance for funds used during construction (25,518)          (21,210)          

Unrealized gain on temporary investments (140)               (174)               

Changes in operating assets and liabilities:

Subscriber accounts receivable 15,073           (3,360)            

Settlement and access accounts receivable (250,080)        179,034         

Other accounts receivable 4,721             19,971           

Related-party receivable/payable, net 894,325         755,136         

Materials and supplies 35,021           (8,890)            

Prepaid expenses (29,433)          15,763           

Income taxes payable/prepaid income taxes, parent company (363,329)        (21,839)          

Other assets 60,864           42,873           

Accounts payable (21,362)          (130,953)        

Advance billings and payments (5,463)            (8,752)            

Accrued compensated absences 18,176           (22,966)          

Accrued pension 10,861           (36,025)          

Other accrued liabilities 11,342           27,954           

Net Cash Provided by Operating Activities 3,021,008      3,607,692      

Cash Flows from Investing Activities:

Purchase of temporary investments (325,000)        (300,000)        

Proceeds from sales of temporary investments 300,000         300,000         

Proceeds from other investments -                     1,038             

Purchase of property, plant, and equipment (1,904,983)     (2,584,210)     

Plant removal costs, net of salvage 13,266           7,464             

Net Cash Used by Investing Activities (1,916,717)     (2,575,708)     

Years Ended December 31, 2025 and 2024

See accompanying notes to financial statements. 6



KERMAN TELEPHONE CO.

Statements of Cash Flows, continued

2025 2024

Cash Flows from Financing Activities:

Payments on long-term debt $ (851,264)        $ (827,159)        

Dividends paid (835,000)        (593,249)        

Net Cash Used by Financing Activities (1,686,264)     (1,420,408)     

Net Decrease in Cash and Cash Equivalents (581,973)        (388,424)        

Cash and Cash Equivalents, beginning of year 1,115,913      1,504,337      

Cash and Cash Equivalents, end of year $ 533,940         $ 1,115,913      

Cash Paid During the Year for Interest, net of amounts capitalized $ 120,718         $ 149,131         

Cash Paid During the Year for Taxes $ 147,279         $ 297,213         

Noncash Activities:

Right-of-use assets obtained in exchange for

  new operating lease liabilities $ 482,122         $ 46,000           

Years Ended December 31, 2025 and 2024

See accompanying notes to financial statements. 7



KERMAN TELEPHONE CO. 

Notes to Financial Statements 

Years Ended December 31, 2025 and 2024 
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Note 1 - Organization and Summary of Significant Accounting Policies 

Organization 
Kerman Telephone Co. (the Company), a wholly owned subsidiary of Sebastian Enterprises, Inc. (SEI), is a 
California corporation providing telecommunications services to the city of Kerman, California and the surrounding 
areas.  
 
Basis of Accounting 
The financial statements of the Company have been prepared in conformity with accounting principles generally 
accepted in the United States of America (GAAP) applicable to regulated enterprises. 
 
Regulation 
The Company is subject to limited regulation by the California Public Utilities Commission (CPUC) and the 
Federal Communications Commission (FCC). The Company maintains its accounting records in accordance with 
the Uniform System of Accounts, as prescribed by the FCC and adopted by the CPUC. As a result, the 
Company’s application of GAAP differs in certain respects from the application by nonregulated entities. Such 
differences primarily concern the time at which certain items enter into the determination of net income.  
 
The Company also receives universal service support from various support mechanisms administered by the 
Universal Service Administrative Company (USAC) under the direction of the FCC.  
 
Regulatory and legislative actions, as well as future regulations and ongoing matters with the FCC and the CPUC, 
the outcomes of which are uncertain, could have a significant impact on the Company’s future operations and 
financial condition. 
 
Estimates 
The preparation of financial statements in conformity with GAAP requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and 
liabilities at the date of the financial statements, and the reported amounts of revenues and expenses. These 
estimates involve judgments with respect to numerous factors that are beyond management’s control. Actual 
results could differ from those estimates. 
 
Cash and Cash Equivalents  
The Company considers all highly liquid debt instruments purchased with a maturity of 3 months or less to be 
cash equivalents. The Company maintains its cash in bank deposit accounts that are insured by the Federal 
Deposit Insurance Corporation (FDIC) up to a limit of $250,000 per account holder per bank.  
 
Cash deposited in bank accounts at times exceeds the federally insured limits. The Company has not 
experienced any losses in such accounts and believes it is not exposed to any significant credit risk on cash. 
 
Temporary Investments 
Temporary investments are comprised of certificates of deposit, which mature within one year, with interest rates 
ranging from 3.65% to 4.25% at December 31, 2025 (4.15% to 5.10% at December 31, 2024). The certificates of 
deposit are highly liquid; however, they have a maturity greater than 3 months and therefore have been classified 
separately from cash and cash equivalents.  
 
Accounts Receivable 
Accounts receivable are recorded at unpaid balances, less an allowance for credit losses using a forward-looking 
expected credit loss model. The expected credit loss model requires management to estimate current expected 
credit losses over the lifetime of the assets by considering all reasonable and supportable information, including 
historical experience, current conditions, and reasonable and supportable forecasts affecting collectability. 
Receivables from subscribers and other exchange carriers are due 30–40 days after issuance of the customer 
bill. Balances that are still outstanding after management has used reasonable collection efforts are written off 
through a charge to the valuation allowance and a credit to accounts receivable. The allowance for credit loss was 
$129 at December 31, 2025, and $217 at December 31, 2024. 



KERMAN TELEPHONE CO. 

Notes to Financial Statements 

Years Ended December 31, 2025 and 2024 
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Note 1 - Organization and Summary of Significant Accounting Policies, continued 

Materials and Supplies 
Materials and supplies consist of construction materials, which are valued at the lower of cost and net realizable 
value. Cost is determined principally by the average cost method. 
 
Fair Value of Financial Instruments 
The Company’s financial instruments, none of which are held for trading purposes, include cash and cash 
equivalents, temporary investments, receivables, accounts payable, lease liabilities, and notes payable. The 
Company estimates that the fair value of all of these nonderivative financial instruments at December 31, 2025 
and 2024 do not differ materially from the aggregate carrying value of its financial instruments recorded in the 
accompanying balance sheets. 
 
Property, Plant, and Equipment 
Property, plant, and equipment in service and under construction are stated at cost, including estimated overhead 
expense. Depreciation is calculated on a straight-line basis over the estimated life of the classes of property and 
equipment in accordance with rates consistent with industry standards or based on a rate case stipulation from 
the CPUC. Depreciation rates range from 0% to 16.08%. Expenditures for maintenance and repairs are charged 
to expense as incurred and major additions are capitalized. Costs of regulated plant retired are eliminated from 
utility plant accounts, and such costs plus removal expenses, less salvage, are charged to accumulated 
depreciation in accordance with industry practice.  
 
The Company follows the policy of capitalizing interest as a component of the cost of property, plant, and 
equipment constructed for its own use. In 2025, total interest incurred was $146,236 ($170,341 in 2024), of which 
$25,518 was capitalized ($21,210 in 2024).  
 
Revenue Recognition 
The Company recognizes revenue when its performance obligations are satisfied, regardless of the period in 
which it is billed. The amount and timing of revenue recognition varies based on the nature of the goods or 
services. Monthly service fees derived from local telephone and broadband service are billed in advance. 
Advanced billings are recorded as a contract liability and subsequently transferred to income in the period earned. 
Access charges and other revenue based on usage are billed in arrears and recognized in the month the service 
is provided. Revenues for monthly services and access charges are generally collected within one month. Various 
economic factors affect revenues and cash flows. See Note 2 for more information about the Company’s revenue. 
 
Leases 
The Company adheres to the accounting standard codification Topic 842, Leases, which provides detailed 
guidance for financial statement recognition, measurement, and disclosure of leases. 
 
The Company determines if an arrangement is or contains a lease at contract inception. The Company 
recognizes a right-of-use asset and a lease liability at the lease commencement date. The lease liability is initially 
measured at the present value of the unpaid lease payments at the lease commencement date. Key estimates 
and judgments include how the Company determines the discount rate, the lease term, and the lease payments.  
 
The exercise of lease renewal options is generally at the Company’s sole discretion. Options that are reasonably 
certain to be exercised, considering all relevant economic and financial factors, are included in the lease term. 
Leases with an initial term of 12 months or less are not recorded on the balance sheet. Lease expense is 
recognized for these leases on a straight-line basis over the lease term. The Company elected the package of 
practical expedients permitted under the transition guidance within the standard which, among other things, 
allowed the Company to carry forward the historical lease classification. 
 
The Company has elected the practical expedient to account for the lease and non-lease components as a single 
lease component (e.g., maintenance and operating services). Therefore, for those leases, the lease payments 
used to measure the lease liability include all of the fixed consideration in the contract. All variable payments not 
based on a market rate or an index are expensed as incurred. 



KERMAN TELEPHONE CO. 

Notes to Financial Statements 

Years Ended December 31, 2025 and 2024 

 
 

 10 

Note 1 - Organization and Summary of Significant Accounting Policies, continued 

Leases, continued 
When the discount rate implicit in a lease is not readily determinable, the Company calculates the lease liability 
using the risk-free rate. 
 
Income Taxes 
The Company is a taxable C corporation that files a consolidated return with its parent, SEI.  
 
Deferred income tax represents the future tax return consequence of differences between the financial statement 
and the tax basis of assets and liabilities, which will either be taxable or deductible when the related assets or 
liabilities are recorded or settled. Valuation allowances are established when necessary to reduce deferred tax 
assets to the amount expected to be realized. Income tax expense is the tax payable or refundable for the period 
plus or minus the change in deferred tax assets and liabilities during the period. 
 
The Company follows accounting standards generally accepted in the United States of America related to the 
recognition of uncertain tax positions. The Company recognizes accrued interest and penalties associated with 
uncertain tax positions as part of the income tax provision, when applicable. There are no amounts accrued in the 
financial statements related to uncertain tax positions.  
 
Subsequent Events 
The Company has evaluated subsequent events through April 22, 2026, which is the date the financial statements 
were available to be issued. 
 
 
Note 2 - Revenue 

Revenue Recognition 
The Company earns revenue from contracts with customers accounted for under Topic 606, primarily through 
providing local telephone and broadband services. The Company also earns revenues that are not accounted for 
under Topic 606 from universal service support payments and pooled revenues that do not meet the definition of 
a contract with a customer (see Note 2, Network Access Revenues), and miscellaneous fees. In total, revenues 
are accounted for as follows: 

2025 2024

Revenues accounted for under Topic 606 $ 996,093        $ 1,108,333     

Revenues not accounted for under Topic 606 8,851,367     8,652,397     

Total Revenues $ 9,847,460 $ 9,760,730
 

 
The Company’s revenues from contracts with customers are derived from monthly services and are recognized 
over time as customers receive the services.  
 
Contract Assets and Liabilities 
The Company has recorded the following beginning and ending contract balances related to revenue from 
contracts with customers accounted for under Topic 606: 

December December January

31, 2025 31, 2024 1, 2024

Contract Assets - subscriber accounts receivable $ 101,187        $ 116,260        $ 112,900        

Contract Liabilities - advance billings and payments $ 46,982 $ 52,445 $ 61,197
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Note 2 - Revenue, continued 

Network Access Revenues 
Network access revenue is received under a system of access charges. Access charges represent a 
methodology by which local telephone companies, including the Company, charge the long-distance carrier for 
access and interconnection to local facilities. The Company has elected to file access tariffs through the National 
Exchange Carrier Association (NECA) and directly with the CPUC for these charges. These access tariffs are 
subject to approval by the FCC for interstate charges and the CPUC for intrastate charges. 
 
When network access revenues have been received pursuant to the settlement and access agreements above, 
they are then either placed into common pooling arrangements with other exchange carriers for redistribution or 
kept by the Company. The redistributions are made according to formulas established by the governing boards of 
the pools and are generally based upon expenses incurred and investment maintained. The Company 
participates in pooling arrangements with NECA. Settlement, access, and pool distribution revenues are recorded 
when the amounts become determinable. Related expenses are recorded when incurred. Subsequent true-ups 
and retroactive adjustments, which are generally allowed for a period of 24 months after the close of the related 
calendar years, are recorded in the year in which such adjustments become determinable based upon studies 
performed. 
 
In addition to recoveries from the pools, the Company also receives revenues from the Universal Service High 
Cost Loop Fund (HCL) and Connect America Fund (consisting of CAF-BLS and CAF-ICC) and other support 
mechanisms administered by the Universal Service Administrative Company (USAC). These universal service 
support revenues are intended to compensate the Company for the high cost of providing service in rural areas. 
The amount of support received from HCL and CAF-BLS is based on the number of customers served and the 
cost of providing service in that area being in excess of the national average cost per loop, as determined by the 
FCC. 
 
CAF-ICC support is calculated beginning with a base figure consisting of the frozen switched access revenue 
requirement under the 2011 NECA annual tariff filing plus certain amounts related to the mandated reduction in 
intrastate switched access rates and net reciprocal compensation revenue. The base figure is reduced annually 
by 5% beginning July 1, 2012. 
 
In 2023, the FCC issued Order 23-60, which provided the option for a one-time voluntary election by rate-of-return 
carriers to receive a predetermined amount of model-based support beginning in 2024 and running through 2038 
under the Enhanced Alternative Connect America Cost Model (E-ACAM). The Company did not elect E-ACAM 
support and therefore will continue to receive support under the legacy HCL and CAF-BLS support systems.  
 
The Company also receives State High Cost Fund revenues administered by the CPUC, based on rules 
established by the state of California. The California High Cost Fund-A (CHCF-A) support is subject to renewal by 
the California legislature. Legislation to extend the CHCF-A program to January 1, 2028, was adopted in 
September 2022.  
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Note 3 - Property, Plant, and Equipment 

Major classes of property, plant, and equipment consist of the following at December 31: 

2025 2024

Land $ 129,323 $ 129,323

General support 6,466,817 5,947,745

Central office 14,004,635 13,536,323

Cable and wire facilities 39,224,627 38,782,401

59,825,402 58,395,792

Plant under construction 523,186 556,714

Nonoperating plant -                   58,303

$ 60,348,588    $ 59,010,809
 

 
Note 4 - Long-Term Debt  

Long-term debt consists of the following as of December 31: 

2025 2024

Notes payable to RUS, at 2.05% to 4.29%, due in monthly installments of

$53,333, principal and interest, collateralized by real and personal property,

due in 2026. $ 367,310        $ 860,588        

Notes payable to RUS, at 1.97% to 3.60%, due in monthly installments of

$40,246, principal and interest, collateralized by real and personal property,

due in 2035. 4,083,307     4,441,293     

4,450,617     5,301,881     

Less current portion (736,087) (851,592)

$ 3,714,530 $ 4,450,289
 

 
Future maturities of long‐term debt are as follows: 

2026 $ 736,087        

2027 379,603        

2028 390,495        

2029 402,268        

2030 414,137        

Thereafter 2,128,027     

$ 4,450,617     
 

 
The terms of the mortgage agreements contain restrictions on the payment of dividends and require the Company 
to meet certain levels of stockholder’s equity and meet certain financial ratios. Management has determined that 
they are in compliance with these requirements as of December 31, 2025 and 2024. 
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Note 5 - Profit-Sharing Plan 

The Company adopted an Internal Revenue Code Section 401(k) profit-sharing plan and trust for all of its 
employees effective January 1, 1984. Contributions to the plan are held in trust in the name of Sebastian 
Enterprises, Inc. 401(k) Profit Sharing Plan. An employee becomes a participant 30 days after employment and 
having attained 18 years of age. The employee becomes 100% vested after five years of service for the employer 
profit-sharing contribution and becomes 100% vested immediately for the employer safe harbor match 
contribution. Normal retirement age is 65. A full year of service is credited to a participant who works 1,000 hours 
during the plan year. The Company matches 100% of the first 3% of employee contributions and 50% of the next 
2% of employee contributions, resulting in a total Company contribution of 4%. The Company’s matching 
contributions to the 401(k) plan were $113,708 and $108,337 for the years ended December 31, 2025 and 2024, 
respectively. 
 
Additionally, the plan permits discretionary profit-sharing contributions determined annually by management. For 
the years ended December 31, 2025 and 2024, the Company made no profit-sharing contributions.  
 
 
Note 6 - Income Taxes 

The components of the provision for income tax expense for the years ended December 31 are as follows: 

2025 2024

Current expense (benefit) $ (98,561)         $ 342,178        

Deferred expense 339,000        95,000          

Prior year (over)/under accrual (4,173)           1,563            

$ 236,266        $ 438,741        
 

 
The Company computes and records federal and state income taxes on a separate return basis, but files 
consolidated federal and state income tax returns with its parent, SEI. 
 
The provision for income taxes differs from the amount computed by applying the current statutory federal income 
tax rate to earnings before income taxes due to the effects of state taxes (net of federal benefit), state tax credits, 
nondeductible items, and prior year over or under accruals. 
 
The net deferred tax assets (liabilities) at December 31 are as follows: 

2025 2024

Current Deferred Tax Assets (Liabilities):

Federal deferral of state franchise tax $ 4,000            $ 16,000          

Accrued compensated absences 53,000          48,000          

Other 1,000            -                   

Net Current Deferred Tax Asset 58,000          64,000          

Noncurrent Deferred Tax Assets (Liabilities):

Property - tax depreciation in excess of book (2,964,000)    (2,631,000)    

Noncurrent Deferred Tax Liability, net $ (2,906,000)    $ (2,567,000)    
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Note 7 - Leasing Arrangements 

The Company has operating leases of a tower, a shop, and a copier under agreements with contractual periods 
ranging from 2 to 15 years. The Company had an operating lease agreement of an office building from its parent 
company that expired in 2024 and is now being rented on a month-to-month basis. The buildings and tower are 
located in the Kerman, California area. The lease agreements do not include any material residual value 
guarantees. 
 
The following summarizes the operating leases as of December 31: 

2025 2024

Operating Leases

Operating lease right-of-use assets $ 522,136        $ 112,078        

Current portion of operating lease liabilities $ 64,889 $ 63,238

Operating lease liabilities, net of current portion 461,992 48,288

Total operating lease liabilities $ 526,881        $ 111,526        
 

 
The amounts contractually due on operating lease liabilities as of December 31, 2025, were as follows: 

2026 $ 84,924          

2027 37,544          

2028 38,669          

2029 39,830          

2030 41,025          

Thereafter 461,042        

Total lease payments 703,034        

Less interest (176,153)       

Present value of lease liabilities $ 526,881        
 

 
The following summarizes the line items in the statement of income and retained earnings which include the 
components of lease expense for the years ended December 31: 

2025 2024

Operating lease expense, included in plant specific $ 82,309          $ 663,819        

Short-term lease expense, included in plant specific 636,600        20,820          

Total lease cost $ 718,909        $ 684,639        
 

 
Supplemental cash flow information related to leases for the years ended December 31 was as follows: 

2025 2024

Cash paid for amounts included in measurement of lease liabilities:

Operating cash flows from operating leases $ 75,948          $ 662,003        

Lease assets obtained in exchange for lease liabilities:

Operating leases $ 482,122        $ 46,000           
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Note 7 - Leasing Arrangements, continued  

Supplemental balance sheet information related to leases as of December 31 was as follows: 

2025 2024

Weighted average remaining lease term in years - Operating leases 13.3             1.8               

Weighted average discount rate  - Operating leases 4.01% 0.91%  
 
Related-party leases include the following information at December 31: 

2025 2024

Short-term lease expense $ 614,055        $ -                   

Operating lease expense -                   614,055        

Operating cash flows from operating leases -                   614,055         
 
 
Note 8 - Related-Party Transactions 

The Company provides and receives various services to and from its affiliates: Foresthill Telephone Co., 
Audeamus, and its parent, Sebastian Enterprises, Inc. The Company and its affiliates share a number of 
employees who perform services across all of the affiliated companies. Some of the shared employees’ labor, 
including management, is allocated between the Company and its affiliates based on various allocation 
methodologies. Management periodically reviews these allocation methodologies for reasonableness. The 
Company computes charges to its affiliates monthly for shared labor and facility charges, in addition to billing its 
affiliates for services performed by the Company and use of assets owned by the Company. Total charges to 
affiliates for the 12 months ended December 31, 2025 and 2024, were $3,472,097 and $3,656,659, respectively. 
The Company is charged by its affiliates monthly for shared labor and facility charges, in addition to being billed 
by its affiliates for services and use of assets owned by the affiliates. Total charges from affiliates for the 12 
months ended December 31, 2025 and 2024, were $4,557,006 and $4,567,410, respectively. Amounts receivable 
and payable for these services are reported net on the accompanying balance sheets as related-party accounts 
receivable.  
 
The Company has a security deposit in the amount of $296,400 related to the office lease agreement and 
$191,289 related to warehouse lease agreement that was terminated and sold during 2023, and which is reported 
on the accompanying balance sheets in deposits. The Company expects to be refunded for the deposit on the 
warehouse lease in 2026. 
 
 
Note 9 - Other Assets 

Other assets include amounts paid for legal expenses related to the Company’s most recent rate cases filed with 
the CPUC. These costs are allowable for rate-making purposes and will be amortized over the life of the related 
revenue from 2023 through 2028. At December 31, 2025, $182,591 is reported as other assets and included with 
“deposits and other noncurrent assets” in the accompanying balance sheets ($243,455 at December 31, 2024).  
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT 

OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT 
AUDITING STANDARDS 

 
 
To the Board of Directors 
Kerman Telephone Co. 
Kerman, California 
 
We have audited, in accordance with the auditing standards generally accepted in the United States of America 
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the 
Comptroller General of the United States, the financial statements of Kerman Telephone Co. (the Company), 
which comprise the balance sheets as of December 31, 2025 and 2024, the related statements of income and 
retained earnings, and cash flows for the years then ended, and the related notes to the financial statements, and 
have issued our report thereon dated April 22, 2026. 
 
Report on Internal Control over Financial Reporting 

In planning and performing our audits of the financial statements, we considered the Company’s internal control 
over financial reporting (internal control) as a basis for designing audit procedures that are appropriate in the 
circumstances for the purpose of expressing our opinion on the financial statements, but not for the purpose of 
expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, we do not express an 
opinion on the effectiveness of the Company’s internal control. 
 
A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct, 
misstatements on a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal 
control, such that there is a reasonable possibility that a material misstatement of the entity’s financial statements 
will not be prevented, or detected and corrected, on a timely basis. A significant deficiency is a deficiency, or a 
combination of deficiencies, in internal control that is less severe than a material weakness, yet important enough 
to merit attention by those charged with governance.  
 
Our consideration of internal control was for the limited purpose described in the first paragraph of this section 
and was not designed to identify all deficiencies in internal control that might be material weaknesses or 
significant deficiencies. Given these limitations, during our audit, we did not identify any deficiencies in internal 
control that we consider to be material weaknesses. However, material weaknesses or significant deficiencies 
may exist that have not been identified.  
 
Report on Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Company's financial statements are free from 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements, noncompliance with which could have a direct and material effect on the 
financial statements. However, providing an opinion on compliance with those provisions was not an objective of 
our audits, and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of 
noncompliance or other matters that are required to be reported under Government Auditing Standards. 
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT 

OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT 
AUDITING STANDARDS, CONTINUED 

 
 
Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the 
results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal control or on 
compliance. This report is an integral part of an audit performed in accordance with Government Auditing 
Standards in considering the entity’s internal control and compliance. Accordingly, this communication is not 
suitable for any other purpose. 
 
 

 
 
Lake Oswego, Oregon 
April 22, 2026 
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Kerman Telephone Company
Longterm Debt Schedule

Actual 6/30/2026
12/31/2025 6/30/2026 YTD

Lender Loan Number
Interest 

Rate Advance Date Maturity Date Balance Draws Payments Misc Balance
Interest 
Expense

-                       
RUS 11040 3.5950% 12/23/2013 10/31/2035 2,024,829                     89,153                 1,935,675.79          67,914               
RUS 12032 4.2920% 9/30/2008 9/30/2026 103,551                         93,469                 10,081.62                 541                      
RUS 12033 3.7110% 11/30/2008 9/30/2026 51,983                           46,908                 5,075.25                   243                      
RUS 12034 2.9620% 1/31/2009 9/30/2026 62,860                           56,164                 6,696.28                   254                      
RUS 12035 3.5590% 4/30/2009 9/30/2026 81,917                           71,580                 10,336.35                 461                      
RUS 12036 3.9610% 8/31/2009 9/30/2026 50,316                           42,805                 7,510.86                   369                      
RUS 12037 3.9980% 11/30/2009 9/30/2026 80,381                           66,376                 14,004.78                 700                      
RUS 12038 3.8350% 3/31/2011 9/30/2026 45,213                           30,561                 14,652.28                 685                      
RUS 12530 3.4450% 6/30/2011 9/30/2026 62,158                           43,145                 19,013.08                 827                      
RUS 12531 2.1620% 2/1/2012 9/30/2026 42,045                           28,778                 13,266.72                 357                      
RUS 12532 2.0460% 5/31/2012 9/30/2026 34,187                           23,518                 10,668.36                 272                      
RUS 12533 2.0460% 5/31/2012 9/30/2026 9,588                              6,596                   2,991.66                   76                         
RUS RET4-2 2.2703% 1/8/2015 10/31/2035 655,981                         -                            30,556                 625,425.48              13,860               
RUS RET4-3 2.0823% 2/3/2015 10/31/2035 605,313                         -                            28,422                 576,891.30              11,726               
RUS RET4-4 2.6223% 9/15/2015 10/31/2035 469,561                         -                            21,538                 448,022.18              11,467               
RUS RET4-5 1.9741% 6/15/2016 9/30/2035 327,623                         15,444                 312,178.66              6,016                  

4,707,504.02              -                            695,013              -                                       4,012,490.63 115,768             



Exhibit 7 



Kerman Telephone Co. 
Paid Dividends from 2021-2025 
 

Year Amount 
2021  $    595,000  
2022  $    994,000 
2023  $    566,000 
2024  $    593,249  
2025  $    835,000  
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