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Decision No. . \__,/ ol e O

ZEFORE TEZ RAILROALD COMMISSION OF TEZ STATT OF CALIFORNIA

In the Matter ol the Application of

ASSOCIAIED TELEPHONE COLPANY, 1TD., ONTARIO AND
UPLAND TELIPEZONE CONPANY, POMONA TLILZY TELE-
PHONE AND TEIEGRLIFE UNION and ZOME TELXPEONE
AND TELEGRAPE COMPANY OF CIINO for ex oréer of
The Comission (&) authorizing Lssocieteld
Tolephone Company, Ltd. to acquire all the out-
stending capital stock of each of the other
sald Lpplicants; (b) suthorizing each of said
other Applicants to trensfer eand convey &all

©ts property and assets to Azsocisated Tele-
Phone Compeny, Ltd.; (¢) authorizing Associsted
Tolephone Company, Ltd. to exter and engage

in the telephone buciness in the territories
affectel arnd suthorizing each of seid other
Lpplicants t0 withdrew from its respective
territory and ©o cease pudblic utility opera-
vions; anéd (d) euthorizing Associateld Telephone
Compeny, Ltd. to lssue common stock for the
purpose of acquiring the stock and properties
of said other Appliceats and to essume the
liegbilities ol salid other corporations existiag
t the davte o thelr accuisitiorn, and %o Iissue
common stock for the purpose of dlscharging or
refunding certein of such liabilivies.

Application No. 17291
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C. Fo Meson anéd Ixnest Irwin L0x Applicants.

BY THEE COMMISSION:

OPINTON

In this application the Reilroad Comxission is asked

to make {ts order as follows:

l. Authorizing issociated Telepiaone Compeany, Ltd.,
hereinalter sometimes referred To &s Associated Company, 0 ac-
quire all of the outsiending stocks of Onterio and Upland Tele-
phone Company, hereinalter sometimes refexrred to as the Ontario

Compeny; of Pomoma Velley Telepiaore and Telegrapk Tnion,
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Rexeinalteor czometimes referred 0 as the Pomona Compeany;

and of Home Tolephone and Telegreph Compemy of Chino,

kereinalter somevimes referred %o 23 the Chino Company; and

2. Authorizing tze Ontario, Pomone end Chino Con-

renies to trensler all of their properties to Assoclated
Compeny after sald Lssociaved Company has accuired the stocks
of said Onverio, Pomone azd Chino Companies, and authorizing
sald Onterio, Pozona end Ckino Cozpanies 0 withdraw Lfrom
their Territorlies and to cease pudlic utility operations; and
S. Authorizing Assocleated Compeny o enter into the
territories now servel by the vendor coxpanies and to engege
in the telephone duziness therein; and
4. Autherizing Azscocliated Company Vo assume all the
itlec of the Onterio, Pomone and Chino Cozmpanies; cnd
5. Auvthorizing Lssociated Compeny *o issue 63,000
shaeres of its no par velue common stock &t £25.00 & skhare to
Linence the cost of acquiring vhe stocks and »roperties and
of reying indedtedness 0L the vendor companies as follows:
For stock and yroperties - 40,000
sheres at $25.00 per shere......$51,000,000.00
For payment of indediedness of

veador companies - 28,000
sheres at $25.00 per share......  700,000.00

Tot‘oﬁl.. eP O OPONSSS ..’x-la7oo!ooo.oo

The Associateld Telephone Compeny, Ltd. is a corporation
duly orgenized ané existing under and by virtue ol tiae laws 0f the
Stete of California. It owns and operates telephone systems in numer~
ous c¢cities and towns ané territories contiguous thereto in the Countilies

of Los Angeles, Oraxnge and San Bernerdizo.




The Ontario and Upland Telephome Compeny is & corpora-

tion duly orgezized and existing under and by virtue of the laws of

v2e State of Celifornie and owns and operates a telephome system

serving vhe Cities of Onterio and Uplend end territory contiguous
thereto in +the County of San Bernardinoc.

Tae Pomone Valley Telephone and Telegzraph Union 45 o
coryporation duly orgenized axnd existing under and by virtue of the
laws of the State of Celifornie and owas &nd operates a telephone
system iz the Cities of Pomona, La Verne and Claremont end the un-
incorporeted Tomm of San Dimas axnd territory contiguous thereto in
Loz Angeles and San Bernaxdino Counties., It also leases end operates
the properties of the Zome Telephoze and Telgsraph Compeny of Chiro
situate in the City of Chimo end surrounding territory iz Saxn
Berrnardine County. It appeers that all of the outstanding stock of
Yhe Chino Company iz owned by the Pomona Company end that the Pomona
Compeny has zince July 27, L9210 operated the properties of the Chino
Company under lease.

The Associated Company, as of April 1, 1931, ked
issued and outstending 126,638 sheres of coxmon stock and 106,312
shaxes of preferred stock, whick stock was issued undor autiaoXity
granted by the Reilroced Commission. The sheres 0L stockK khave 2o
per velue. Tre preferred stock carriec & cumuletive dividend poy-
eble et the rate o2, dut mever in oxcess of $1.50 per share per
axzum betore eny &ividends may dYe paid on the common 30cK. In
case of liguidetion, the holders of the preferred stock crc envitled
%0 & prior distridution of assets up %o $25.00 per chere, plus ac-
cexrued and unpeid dividendc. The preferred stock 1o calleble at
£26.25 por skhere at eny tinme.

The Lssoclated Company 2ad on Lp»il 1, 1931, outstanding
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$6,000,000.00 £ive percent bonds payadle Merch L, 1965.

Tte Pomone Company &s of April 1, 1931 hed outstanding
30,000 shares (per value $150,000) of stock, the Ontario Compary
1,000 cheres (par velue 3100,000.00) and Chiro Compeny 2,000 shares
(pexr velue $10,000.00).

In addition +0 the outstanding stocks of the vendor
conpanies, the Pomone Company hed outstandizng £200,000.00 of six
percent bonds due Mexck 1, 1938. The Quterio Compeny hed outstond-
ing a $500,000.00 note due Qctober 1, 1929, payadle to The Pacific
Telephone and Telegrapk Compaxy, axnd & £25,000.00 six and oze-half
percent domend note, payable to the Associated Telephone Utilities
Company.

It 135 of record in this proceeding that the Associated
Telephone Ttilities Company during August 1929 acquired all of the
outstending stock of the Onteric and Poxone Companies. Since about
October 1, 1929 the management of the properties of the two companies
has been the seme as of the Associateld Company. Tre Associeted

Telephone Utilities Company now proposes 40 sell the stock o <the

Onterio and Pomone Compenies to the Associated Compeny for £1,000,000.

It further eppears that all except $10,000.00 or £11,000.00 face
velue of Pomona Company's bonds have been scquired by the Associated
Telephone Ttilities Company. These bonls ere not callable cnéd it is
therefore proposed, 12 1% is not possidle to ecguire the remeining
£10,000.00 or $11,000.00 of bords, to depocit with the trustee under
the mortgege oL the Pomona Compeny & sum stfficient To pay the
£10,000.00 oxr $11,000.00 o2 »onds at meturity pluc the interest on

such donds from now to the date of the payment of the donds. By

this procedure and “hrough the peyment of the bonds acquired by

Assocloted Telephone Utilities Compeny, the trustes uwader the Pomona




Companyts mortgege cen release the provertics o the Pomona Compony
2rom the lien Of salld mor+sgege. It is the plan of applicant Associated
Telephone Company, Ltd. to iscue end sell sulficiext common stock %0
ey the 5500,000.00 nove due The Pacific Telephone and Telegrapk Cox-
peny and to pay the £200,000.00 of bonds of the Pomona Company.

Tae Commission aes heretofore had occasion to0 consider
the properties of the Poxone snd Onterio Compenies ir rate proceedings.
By Decision No. 19028, dated Novemder 10, 1927, in Application
No. 12863, the Commission Lixed the rates Tor exchange Telephone
service of the Poxone Compeny (Vol. 30 Opinions axnd Orders of the
Railrosd Comuission, page 606). By Decision No. 23028, dated
November 14, 1930, iz Applicetion No. 16470, the Coxmission fixed
the rates for exchonge telephone service rendered by the Ozntario Com-
Peny.

In Decisiorz Xo. 19028, dated November 10, 1927, the

found
Comtssion/3695,000.00 to be a reasonedble rate bese. In determining

this rate base, 1t refers *o the historical reproduc;;on ¢cost of the
Pomone Company properties as of Jenuery 1, 1924, subrivtteld By the
Pomona Compeny &t $571,977.8L. This appreisal, the decision recites,
was checked by the Coxmission's Engineers who subdmitted a moldified
appraical of the properties oz the historicel reproduction cost dasis
undepreciated at & later heering, emounting to £524,310.00, less
materiols and supplies. It further appears Irom sald Declsion

Xo. 19028, that the Pomona Compeny contended that the presert falr
velue of itz properties as of September 1, 1926 was $729,231.78,
which included £70,166.15 Zor going value, which was purporied to

ve made up oF organization, ¢cost of securing new subscriders and
interest during preliminery constructior. This appraizal is bdased

largely upon hypothe ticel assumptions which the record fails %o
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adequately Justify. One of the elements in the seid $695,000.00
Tate base for the Pomona Company was a historical cost of the proper-
tles as of December 31, 1926, which cost anmountsd to $£645,750.00.
Since December 31, 1926, the Pomona Compeny has in its anmuel reports
sbown the increase in its fixed copitel accounts as follows:
1927..¢--.-.--..--.-.-...-.-..e’ 93,318.70
1928.-0-.--.----¢. ...... L B 48,947.34
1929...........l...l..l....... 52’246-04
1930...l.'I..‘......C.'ll....‘ 70’999.71

Construction Work in .
Progress Decembor 31, 1930. 5,350.79

Totalencesese.270,862.48

AdEéing the $270,862.48 to the £645,750.00 mekes a totel historicel
cost of $916,612.48. To tric should be added $13,567.50 represent-

ing the reportod inerease iz the value of the compeny's lands dotween

the time the rate base was determined and the present. 4dding the

$15,567.50 to the $916,612.48 mekes a grend totel of $930,179.98.

By Decision No. 23082, datel November 14, 1930, the
Commission found as a rate dase for the Ontario Compeny $660;0002.00.
This rete dase was for the perlod July 1, 1930 to Juze 30, 1931. It
included £19,200.00 for materisls and supplies and working cesh
cepital. Deducting the $19,200.00 leaves $640,800.00 for the fixed
cepitel.

Ir Bxhibit "C", Zrnest Irwin Treports the historicel
cost new of the Onterio Company properties on December I, 1930 at
$701,152.06 azd o2 the Pomona-Chino Compenies proverties at
£949,443.27. The sggregate of the two Lfigures is 31,650,595.33.
This i3 $76,615.35 more then the aforementioned rate base of the
Ontario Company and the historicel cost used in the Pomona~Chino
COméanies rete base, plus the cost of additions ond betterments

since the determinetion of seid rate dase. This difference Is




caused by Ernest Ixwin includins figares whick the Coxmission did

not approve in the rate declsions end by & re-eppraisal of some of
the properties of the Pomona-Chino Companies. For the purpose of
this proceeding we Lind $l,576,979.98 to be the historicel cost new
< the properties of the Ontaric, Poxone and Chino Companies.

In Txhibit No. 1 prepared by Ernest Irwin, the reserve
for accrued depreciation or December JTL, 1930 is reported as 2ollows:

Pomorna Company-caleuleted resenve.3172,729.18
Loss adjustaeznt to provide for
realized deprecleation not

COvered BY reselVeScsccancasae L17,272.92
Net.....t.--......................C$155’456.26

Onterio Compeny-calculated reserve.$150,431.21
Less emount whick wes not earned
but whickh was set up on bHooks
as depreciation TeserVesececes H54,743.53
NetODOQ....-l.......l..‘......-.... 85_,687.68

Grmd Totu-.........--...%1_,143‘94

These figures are bdased on the historical coszt of the properties as
Teponted {n IxRiIBDLIT "C". It Ls our opinion that the accrued deprecia~
tion measures a liabllity whick the purckesing conpeny must meet when
ke replacement of the properties becomes necessary. The fact ™at
the Ontario Cozpeny mey not have esrned the dopreciation reserve which
1t has or should have set up, does not relieve the purchesing company
2 the liedbility o eveatually provide funds for the Toplacement of
properties. In determining the amount of stock whichk vhe purchesing
company should be permitted to issue, we believe that the reported
acerued depreciation of £$155,456.26 for the Pomona Compeny and
£150,431.22 Zor the Ontario Compeny should be deducted from the his-
toricael cost of the propertiez. It may de that some adjusiment should
be mede in these Lfigures on account of our not accepting for the PUr-
pose of this proceeding the historicel cost of the properties as

reported in Txhidit "C". I suck an edjustment is necessary, the
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natter can bYe taken care of by a supplemeztel oxder.

Deducting the accrued depreciation of $305,387.47 Zrom
the aforeseld historical cost of $1,570,979.98, leaves 2 balance of
$1,265,092.51. The lisbilities which the Associated Compeay esks
peramission to assume end ;ater Pey through the issue and sele of
stock emount o $700,000.00. Deducting tie $700,000.00 from the
21,265,092.51 results in &z equity of £565,092.51 es a basis for the

fessue of ctock at thic tinme.

If the Onterio Compeny bead realized the return (£$46,200.)

estineted by the Commission in Decisioz No. 23082, dated November L4,
1930 end if there be added thereto the 1930 met sarnings (£65,644.00)
0 the Pomozne Company, the Assoclated Compeny's znet eernings, had it
ovmed the aforesaid properties, would have been increased dy $1l1,844.
Out of this there should be set aside interest ot the rate of five
percent on & deprecisation reserve of adout $300,000.00, or $15,000.00,
leaving $96,844.00 available for the payment o interest on débt,
dividends on stock and Tor surplus.

Az cteted iz this epplicatiorn, Associated Company asks
that it be permitted o purchase the stocks of the Ornierio end Pomona
Compenies et & cost of £1,000,000.00 end therealter acquire all the

»operties of sald compenies,as well es those of the Ciino Compely,
end assume all of their liadilities. It then proposes to sell 28,000
sheres of stock at 325.00 per share, which will net it $700,000.00 and
use said £700,000.00 to pey indebtedness assuxed. '

We have concidered the record in this procecding and
have concluded that the Associated Company zhould not be permitied to
acquire the stocks of the Oxtario axnd Pomone Companies under the
towms set forth in this application. e delieve that the payment of

$1,000,000.00 Zfor such stocks is not iz the public interest, nor in
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the interest of the holders of the stock of the Associated Compexy.
The request for permission to purchase the stock will therelore be
deried.

We ere not adverse to the transfer of the aforesaid
properties to the Assocliated Company 1L they are transferred zubject
to the provisionsz of the oxder following. It iz neither in the in-
terezt of the nudblic nor the holders of securities lssued by Associated
Compeny, all of which securities have bYeen issued under authority
granted by the Commiscion, thet the Assoclated Compeny should, iz
effect, pey £1,700,000.00 for the properties of the aforeseid com-
nanies. We 40 not in any respect teaxe it upon ourselves, nor attenpt
to £ix the price which may be paild for the aforesaidld prope?ties by
the purcheser. TWe feol, however, thet we have authority to delexmine

the exount which the purchaser may charge to Tixed capital accounts,

the memner in whick any eXCOSS sheall be asccounted Zor and the amount

of securities whickh the purcheser should be permitied to issue.

In the pest where purchesers ol public wtility proper-
ties have desired or agreed +0 pay more for such properties then we
have found it reaczonable or proper to allow in the foxm ol securities,
we have required the purchasing companies ©o charge suck overcost o
surplus. (1) |

Mo believe +that the Associsted Company should be per-

nitted to issue not oxceeding 50,604 zshexres of stock of which 22,624

(1) See in re San Diego Consolidated Gas and Zlectric Compeny (1916)
10 C.R.C.,230,236 and (1817) C.R.C.,481,485; in re Tuolumne Eleciric
Power and Light Compeny (1928) 3L C.R.C.,189; in re Southexn
coalifornia Zdison Company (1§28) 31 C.R.C., 262; in re California
Tater Sorvice Compeny (1928) 3L C.R.C., 327; in re Pacific Gas ond
Blectric Company, Decision No. 22583, dated June 25, 1930; in re

Sex Diego Consolidated Gas end Tlectric Company, Decision No. 23028,
dated Oc¢tober 31, 1930.

9.




5014 at $25.00 per shere To eccuire the equities iz the

the vendor compenies, anéd 28,000 sheres et $25.00 per
shere for the purpose of peying the £700,000.00 of inéedtedness whick
the Associateld Compeaay mroposes To ascuze. I the fLssoclated Company
Peys for the properties of the vendor companies -more then £1,265,092.51,
it zust charge such excess cost 0 Account No. 417, "Qther Deductions

from Surplus.” The oxder will provide through the filimg of a stipu-~

lation thet i more then $l,265,092.51 will be peid for thoe aforezaid

propecrtics, &3 The same exicted on December 31, 1930, thatl the excess
be represented by & non-negotladble ovideunce of indebditedness which iz
junior to the rights of the holders of the preferreld sHock of Aszociated
Compeny, and Junior to the peyment of sxauwel dividends on said company'’s
comrzon stock at the rate of not less thar £1.50 per chere znd in the
case of tne liquidation or dissolution of sald company to the payment

of not less tham $25.00 per share to holders of caid common stock.

A public heering heving been keld on this epplicetion before
Exemizer Fexkhauser, the Commisszion haviag considered the testimony
submitted and being of the opinion that Associated Telephome Company,
Lté. should not be pormitted To acquire the stocks of Onterio and Upland
Telophone Compeny, Pomone Talley Telephone and Telegraph Union and Zome
Telephone anéd Telegreph Company of Chino under thg terns and conditions
outlined in this gpplication, and being Zurtier ol the opiniozn that the
transfer of the properties of said companies should be cuthorized
subject to the provisions of this order, and nov otherwise, and that Iin
ordor to acouire said préperties end to0 pay indebtedzmess of selld com-
panies Assoclated Telephone Compeny, Ltd. szould be permitteld ¢o lssue
50,604 shares of 1ts ceapitel stock at £25.00 per chare, thet the money,

property or labor o be procured or pald for by the ilssue of such stock

0.




Teasonably required by applicant Assoocliated Telephone Compeny, Lté.
for the purposes herein authorized end thet tbe expenditures oz
such‘surposes are not, in whole or iz part, regsonably chargeedle

Vo operating expenses or %o incxe, and thet this application Iinsolar

z it involves tie jssue of 17,396 shares 0% ctock should be dismissed

-

without prejudice, therefore,

IT7 IS HERZBY ORDERED as follows:

1. The recuest of the Lssociated Telepbore Company,
Ltd. for permissioz to purckhese the outstanding stocks of Ontario
_end Upland Telephono Company, Pomons Valley Telepkone and Telegraph
Talon and Home Telephoze and Telegreph Compeny of Chino, bde, and the
same iz heredy, deniel withount prejulice.

2. On end after the ellfective date horeol and prior
t0 Octover 1, 1931, Onterio end Uplend Telephone Compeany, Pomona
Velley Telephone and Telegraph Uaion asnd Home Telephone and Tele~
graph Company of Chino xey transfér and convey all, but not less
than all, of their properties to Assoclated Telephone Company, Ltd.
Iz the event seid Associated Telephore Compeny, Ltd. acquires the
aforeseid properties, it shell assume all of the liabilitlies of |
said Onterio aad Uplaxnd Telephone Company, Pomone Velley Telephone
and Telegraph Union and Home Telephome end Telegraph Company of
Chirzo.

3. TUpon the tramsfer ond conveyance of The properties
herein authorized, Onterio and Upleand Telephone Company, Pomonea Valley
Telephone and Telegraph Unlon and Home Telephone and Telegrapk Com-
pany ©f Chino mey cease public utility operations Iin theliX Tespective
territories, cnd Associated Telephone Company, Ltd. mey enter iznvto

said territories now served by said Onterio and Uplend Telephone




Company, Pomona Valley Telephone anl Telegraph Union 2né Zome Tele-
phone and Telegreph Company of Chino and erngege 1a the <telephone
business thereizn.

4. On and after the effective date hereol and prior
to Qctober 1, 1931, ZLssociaved Telephone Compeny, Lid. ney issue,
at not leoss than $25.00 per share, net, 50,604 sheres of its common
cepital stock and zhall usze the proceeds from the zale of 22,604
shares of said stock T0 vay in part for the eforesaid woperties,

ané shell use the proceeds from 28,000 sheres of seid stock 10 pay

£700,000.00 oFf indedvtedness of Onterio and Upland Telephone Compeny

and of Pomona Vaelley Telephonme cnd Telegrapk Union, which indedted-
ness Associated Telephone Compeny, Ltd. is teredy ecuthorized to
assume,

S. This application insofer es it involves the iscue
of 17,396 sheres of stock by Associated Telephone Compeny, Ltd. 1o
zereby denied without prejudice.

6. The authority granted to transfer and Convey propcI-
ties enrd issue and sell stock will become effective when the efore-
seld spplicents have Liled with the Commission e stipyulation, duly
euthorized by their respective RBoerds of Direcvors and savislactory
t0 tho Commission, which stipulation will show the emownt for which
Onterio and Uplend Telephone Company, Pomona Velley Telephone and
folegroph Union and Eome Telephozne end Telegraph Compeny of Caimo
have agreed to sell their recpective properties 0 the Assoclated
Telephone Company, Lté; and in whick sztipulation sald Ontorio znd
Upland Telepzone Company agrees for itself, 1%s successors end
ascigns thet 1if 1%t sells its properties referred to in this appli-
cation for more then $490,368.79, and in which stipulation Pomone

Telley Teleprone and Telegraph Union and Eome Telephone 2nd




Telegreph Compeny of Chino egree for themselves, their SUCCEs50TS

end assigns that 1T they sell their properties referred 4o ir this
epplication for nore taan §774,723.72, said Onterio ecnd Uplemd
Telephone Company, Pomona Vealley Telephone emd Telegreph Union and
Home Telephone and Telegraph Compeany of Chino will eccept from said
purchaser, iLscoclated Telephone Company, Ltd., Lfor the amount by
which the selling prices exceed the seld $490,368.79 end $774,723.72
respectively, a non-negovieble evidence of indebtednesc which will
repk junior €0 the righvs of the holders of tae preferred stock of
Azzociated Telephone Company, Lvd. and Junior to the payment of
ennual dividends on seld companytc coxmon stock at the rate of not
lese than $1.50 per share per annum and in the case of +the ligquide-
tion or dizsolution of seid compeny to the payment of not less then
$25.00 per share to the holders of said common stock; end in whishk
stipulation Lszoclated Telephone Company, Ltd. agrees for itself,
1ts zuccessors and assigns, that 12 1t pays for the aforesald proper-
ties more than $1,265,092.81, it will cherge suck excess cost to
Account No. 417, "Ovher Deductions Zrom Surplus,” eand that any
lladility which may be incurred by it in conrmection with the purchase
of the aforecald proper;ies t0 reprezent such oxcess cost, if aay,
will bo non-negotiable in cheracter and rank junior +o the rights
of the holdexrs of 1¥s preflerred stock and Junior o0 *he paymensy of
ennual dividends on its‘common 5t0ck et the rate of nbt less thaz
$1.50 per chere per anmum, and in the case of the liguidation or
dissoluvtion of sald Ascoclated Telephone Compary, Ltd. to the »oy-
ment of 20t less than £25.00 per share $0 *he holders of its common
stock.

7. Tithizn sixty (60) Gays after the transfer of the

Properties heroln authorized, Lssociated Telephone Company, Litd.
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sball file with the Commiscion & copy of each 2nd every deed or
other instrument unler whickh 1t eccuires and holédc title to the
roperties which Onterio and Uplané Telepkone Compary, Pomona Velley
Telephone ané Telegreph Union and Zome Telephone and Telegraph Com~
pany of Chizo exre Zerein authorized 10 Translier to 1t.

8. The considcration which Ascociateld Telophone Cox-
paay, Ltd. may pey for the aforeseid properities shall not be con-
sidered ac determining the value of seaid propertie; for any purpose
except the transfer kerein cuthorized.

9. Applicent Associated Telephore Compeny, Ltd. shall
keep such record of the iszcue, sale exd delivery of the stock herein
cuthorized and of tize disposition of the proceeds as will enabdble 1t

0 2ile, on or before the 25th day of each month, & verilied report,
gs mecuired by the Railroad Coxmiszsion's General Order No, 24, wiich
order, insofer as applicadle, iz made a port of this oxder.

DATED et Sex Francisco, Celiforzie, Yhis ___:Zijé?gay

o2 [hisr , 1531,
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Commiczs ioners.,




