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Dee1s1on No .,_ ..... 0./J.·;( ... ' -:: ... f_"' " ... ' __ 

BEFORE THE RAILROAD COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of 
ASSOCIATED TELEPHONE COMP PJi"Y" LTD." 
a corporation" for an Order of the 
Commission authorizing it upon change 
of terms of preference of ,referred 
stock, to issue shares of its stock in 
exchange for shares now outst~~ding. 

Application No. 24621 

O'Melve~y & Myers by Harry L. Dunn, 
ror Applicant .. 

BY TEE COMMISSION: 

Q.f.llil,Q,N. 

Associated Telephone COItp:::.ny, Ltd. e.sks permission 

to su'bc1t to its stockholdere a p:::oposu to an:end paragraph 

(e) of Article VI or its Articl~s of Incorporation, now read-

1ng: 

tT (e) ~he shares of C~~lati~e Preferred Stock, $1.25 
Series" shall ce eutitlcd to vot~s rights on 
the basis 01' one (1) vote per sne..re with the 
right to vote ct:nlu:i..~ti vely L'"l electing directors .. " 

to read: 

Tf (e) Except as otherwise pro""ided by ,law or by these 
articles the shares of C~at1ve Preferred Stock, 
$1.25 Scri~s,) shall not bo ~ntitled to voting 
rights. In case any ~uarterly dirlccnd on sc1d 
Cumulati~e Preferrca Stocx, $1.25 Series, shall 
not be ,aid when pc.~ra'olc and s~o.ll rome.1n unpaid 
for a pc:-iod of: si;:ty days, t:!:len until such d.e­
faulted div1ee~d shell be ~aid, th~ soaros of 
such stock shall ~c entitled to voting rights 
on the basis or one (1) vote per s!~re ~~th the 
right to vote c-umulat1 vcly ix.l. e10ct:tng d1r~ctors." 
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App11c~t proposes a further amendment to said 

Article VI by adding thereto paragraph (j)1 reading as follows: 

"So long as any shares of Cumula ti ve Preferred 
Stock $1.25 Series are outstanding and whether or not 
full vot1ng power shall at the time be vested 1n the 
holders of such stock as hereinabove provided1 the 
corporation shall not take any action specified tn 
Cluuses (a)1 (b)1 or (c) folloWing without the affir­
mative vote or written consent in fnvor of the taking 
of such action by the holders of at lecst a majority 
of the shares of such CUcUlat1ve Preferred Stock $1.25 
Series at the time out standing 1 or 11" the holders of 
33-1/3% or more of zuch sh~res of stock vote 3gCinst 
or d1sapprove in writing the taking of such action: 

"(a) Amend the Articles of Incorporation so as 
to create any class of ~hcres preferred ~s 
to dividends or assets over the Cumulative 
Preferrod Stock $1.25 Serics l or cbznge the 
rights ~d preferences of the then outs~d­
ing sh~es of Cumul~tive Preferred Stock 
$1.25 Scri~s; provided 1 however" t~.t nothing 
in this Clause (a) contain~d shall authorize 
the adoption of :J:nY tuncnd:1ent of the Articles 
of Incorporation by the vote or consent of 
the holders of 3 less number of sh~es of Cum­
ulative Preferred Stock $1.25 Series or of ~y 
other class of stock or of ~ll classes of stock 
th~ sh~l at the time be roquired for the ~dop­
tion or such a::lendmcnt by the laws of the Stt.tc 
of Californi3 ~t the ti~e a~pl1c~blc thereto; 

nCb) Pay any dividends on sh~rcs of sto~k junior to 
the Cumulo.tivc Preferred Stock $1.?5 Series 
(other th~ d1vidcnd~ p~d ~" or ~rosently 
thcre~~or repaid to ~c corpor~tion for) or 
llS a c~pit~l contribt:.tion vtith respect to" 
stock j1mior to the C~u1=rti vc P:~ferrcd Stock 
$1.25 Seri~s) or ~c ~~y other distribution 
by purchaso of sho.rcs or otherwise rt th respect 
to shares or stock j~~or to the C~~ul~tiv~ 
Preferred Stock $1.25 Scrie$~ exc~~t out of 
earned surplus) :mel u."'11css at the: t!.!:1C of the 
dccl~ration of such divi~ond$ or the ~g of 
such digtributictl, th~~~ gl~~ll ~~r:t~UL to td4 
eredi t O:L oa..-ncd SUl'plus C'.ccount ~ a.t'tcr deduet­
~ng su~h ~~v~don~~ ~~ d~~tr~~u~~on~ ~ ~ount 

at least equal to tb~ a..".l1ual div'idend require-
ments 0'£ 0.11 thon outst::"""J.r.:~ng shc.r~s o~ CUm­
uJ.a:ti ",e Prct"c2'rcd Stock ~J •• Z; S~r;j.cs; or 

-2-



e 
A.24621,p.,3 
Me 

"(c) Issue ~~y sh~res of Cumu1~tive Preferred 
Stock $1.25 Serie~ or of ~~y clns~ of stock 
r~g equnlly 'Nith or s~~or to the s~id 
preferred stock unless the net inco~e of 
the corporation av~il~ble for the p~yment 
of dividends tor ~ period of twelve con­
secutive c~lenc~r montits ~~thin the fifteen 
c:llenda.r nlO:lt.~s i::lraedi~tely preceding such 
issue shall have been a.t le~5t two ti~~$ 
the ~~unl diVidend requirements of 311 
outst~~ding shcres of stock ranking equally 
therewith or senior thereto, including the 
shnres propos~d to be 1ss~ed.n 

The proposod ~cn~ents will not become effective 

until ~pproved by the holders of at lc~st a majority of the 

voting power of' applic~t t S outst::-'nc:.ing 5tock, including at 

least two-thirds of the outst~ding s~r0s of the prcfcrrQd 

stock. 

Appl1c~t further ~sks the Co~ssion to ~uthorize 

it, in the event its stockhold~rs approve snid ~cnemcnts, to 

is=ue stock in cxcM..'>lge !or stock now outsto..~e..1.ng, a.n.e. to find 

that the tcr~s and conditions of the pro~osed exch~ge of stock 

ure f:lir. 

A$soci~tod Tclephor.c Com~~ny, Ltd. is ~ C~liforn1s 

corpor~tion. It owns ~~d opcr~tes telcp~one s1stecz in numer-

OUS oi tics one:. towllS, and terri 'tor~.os ccr..t:!.guous thereto, in 

the CO'l.ll'lties of Los Ar..go:"cs, O::'~~c, Ri vcrsic'e, S.?.!1 Born..'"'.!'dino 

For the ton uo~ths 0~Gcd October 31, 1941, applicant 

submits or.. i...~com0 $tc.t~mcnt s~ow:L.~~ ~he :t'ollo\Vof...ng: 
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Op~r~t~g Revenues 

Operating Expenses including 
Depreciation ~e Taxes: 

Operating ~~enses 
Deprecic.tion 
Extraorcincry Ret~re~ents 
Acort1zat1on of Intangible 

$2,310,602.81 
1,097,234.79 

1,380.00 

Property 
State ~~d Local T~es 
Feder~l Income Taxes 
Fe~era1 Excess Profits Tox 
Other Federal Taxes 

Net Operating Income 

Other Income (Debit) 

~03.7l 
636,255.46 
323,850 .. 00 
19S,650.00 
88,742. 28 

Income Ava11~ble for Fixee Ch~rges, 
DiVidenes and Surplus 

FiXed Charges: 
Interest on Funded Debt 
Other I~ter3ct Deductions 
Interest During Con-

struction - Cr. 
Amortization Disco~t on 

Funded Debt 

Net Income 

406,793.50 
5,096.01 

20,000.00 

37,°99. 70 

4,658,,019 .. 05 

1,044,520.,36 

14~721.55 

1,029~79S.81 

428,980.21 

$ 600,818.60 

Applicc.nt :lo.:: :?l'l ,'lll't:'!ol'ized stock iSS"lole of 600,000 

sh~es, div1cec into 300,000 s~~rcs or. ~o ?ar value common 

stock a.."lCL 300,000 sh::.:'€s of no r:.r ","a:'U\i: CUn::.ulat1ve Prer~rred 

Stock, $1.25 Sc~i~s. 

Class of Stocl~ 

Common 

Cumul~tiva Prc~0rr~e, 
$l.25 Ser:i.es 

Xo. of Sb::j.·c~ 
.J23.~ tst~~c.: i.:1E 

2/ .. 0,000 

238~OOO 
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Applicant's earned surplus) ~s of October J1, 1941, 

is reported at $319,339.19. All of ap,11c~nt's stoek has 

'oeen is:;ued pursuant to orders of t..'1e R~.ilro.g,cl CoI:Ullssion. 

Paragraph (e) of Article VI of ~pplic~tlS ;~t1cles of In­

corporation, as indic~ted, provides that the ~hcres of Cumu-

1~t1ve Preferred Stock, $1.25 Series, shall be entitled to 

voting rights on the basis of one (1) vote per sh~re with 

the right to vote cumulstively ir. ele~ting eirectors. Para­

gr~ph (h) of Article VI of s~id .~t1cles of Incorporation 

provides t~~t ev~ry sh~re of co~on stock of tne corpor~tion 

shell be enti tlecl to votir.g rj.ghts on tho b::.sis of one (1) 

vote per sh~re with the right tc vote cuoul~tively in elect­

ing ~irectors. All of c.pp11c~t's common stock is owned by 

General Tel~phone Corporation. It owns r.one of the prefcrr~d 

stock which is o'nn~ by ~bou~ 2,150 eif!cre~~ sto~~oleers. 

As statce, app11c::.nt proposes to ~end s::.id par~­

graph (c) of Article VI of its Articles of :ncorpo~~tion~ ~d 

thereby remov~ the voting rights of the hol~ars of such stock, 

except ~s otherwise provlead 'b~r 1 ..... ";1 or by' the Articles of 

Incorporation. The c.tlcl"!eed !~tic:,.t~~. ot !nc":::-poro.t:i.on would 

provide th~t the !lolders of S1.:.c:c. s';;uc~-: h::tve v'oting rights 

while OIly C!,uartcrl;{ dii,"iuenc is core ~han sixty days in ~-

re~rs. 

App11c~~t is 0: the opin~on t~ct if this ~e~dcent 

is put into errcct, it c~~ join General Telephone Corpo~at1on 

and some of its subsici3ri~s in til~g ~ consolic~tcd return 

for exces: profits t~ purpos~s. 

The real issue is the c7.changc of ncnvoting prc-
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ferred stock for voting ,referred stock presently outstane.ing, 

~~d the !~1rness 0: such exch~ze. The surrender o~ the 

voting rights is defir.ite. Such rights ~re revived only in 

the event thc.t :Jr.,,! qu:::.rter::'y ::':.1 '71C:enc. po.yment is core thc.."'l 

sixty days in ~~re~s. The revival of the voting rights is 

not depeneent upo~ t~~ s~vings which ~re bc.~ed upon the 

~ssuopt1on t~~t the present excess profits t~~ l~w will not 

be moC.if'1ecl c.."lC~ thc.t the !nto!T..:J.l Rcve::luc :SurC~LU will concur 

with applic~"'ltTS ~torpr~t~tion of the lo.w. The testimony 

shows ~ esticc.tee t&x Sc.vine of $163,71~.34 in 1941 end an 

estim~te~ to.x Sc.v~~g o~ $178,47S.64 in 1942 were consolidated 

rctu."":lS filed tor the two j"c~:;. For years su"osequent to 

1942~ the testimony is to the ctf0ct th~t o.pp11c~t should 

benefit by some uneeter~"led extent through the f11i::l& of' c. 

consolidc.ted excess profits t~~ rctu.~. But no esti~te is 

mc.dc of the s~~~lgS. 

As said, applic~"'lt ~sks the Co~uission to find t~t 

the exchange of nonvoting for voting preferred stock is fair, 

~s providae in Section 52 (i) ot th~ Public Utilities Act. 

Unl • f·" . ,t" t t d ~YI t' .. ess sucn:l mc.l.ng.l.5 :.."tr:.c...e, \'Te r.Te no warran c .I0.I0 .. ou .o.or-

izing applic~"I').t to subI:li t its ~l·( .. t·os~l to its stoclr.holdcrs for 

their c.pprovol. In tjus conncction, our c.tt~ntion is e~ll~ 

to the f~ct that the holec~3 of co~on stock propose to sgrcc 

th~t no divi!cntz ~ay be p~ie o~ suc~ stock nor ~y ~y ~thcr 

distribution be m~dc by th~ ,urch~s~ or sh~ros or otherwiso 

Wi th r('spcct to sb..:'.r~s of st"cl~ jur...io:' to the Cur.lul~t1 vc Prc-

!errcd Stock, $1.25 S~rics, except cut or e~ned surplus, ~d 

unless at the titlc of the dcclo.r;!tion of' such C,ivieer.e.s or 

-6-



A.24621,~ 
MC 

the ~~1ng of such distribution, there shall r€~ain to the 

creeit of' e~rnee surplus ~ccount, ~fter deducting zuch di\~-

dends ana e1stribut10n 1 ~ a~our.t at le~st e~~l to the ~.nual 

divi~end require~ents of ~ll their outst~e1ng shares of Cumu­

lative Preferred Stock, $1.25 Series. 

It i~ urged th~t even though the savings are ~ade 

through the reduction or eli~inctio~ or t~e excess profits 

ta.'IC, it does not follow th;;.t the :let incotl¢ of applic~t, 

which is cvailable for prcferree stock d1videnes, will be 

actually incr~~scd. Inc~c~scs ~ o~cr t~es, or 1ncre~ses 

in costs of Q~tcri~l one l~bor w~y off-sat th~ t~~ s~vL~gS. 

It i:, therefore, felt th~t th~ li~utations on the pa~~~t 

of di videnes on COI!ll';lon stoclt will 111cr t,):;:!se the i'c.ctor of 

s~£ety for the p~yacnt of divi~en~s on t~c ,~cferred stoc~. 

The S<lf'cty of (:::. vid~r..<~s is not synonyruoU$ wi t:l a 

~ substitute th~refor. The ~olders of pref~rr¢e stock r~vc 

provi~ed nc~rly onc-hc.lf of ~pp:ic~~tts equity c~pital. They 

GO not occupy the ,osition of ~ crceitor. We ~r~ ~~able to 

fin~ th~t it 1s fc.ir to ~ck thc~ to surr~necr tccir votL~g 

rights for v;h~t ~Q.y be but 0. te;npor~::y tc..."'C sc.ving. At this 

very ~o~cnt the Congress of the United St~tcs is consiecr~ng 

th~ revision of the r~vcnU2 laws. Th~ all~S01 bcn~fit to 

the preferred ztoclClolCcrs by rc~son of possibla t~ s~vings 

is, ~hercforc, ~~certa~~ nr~e sp0cul~tive, whil~ the loss of 

voting power is definite ~C conc~0t~. 
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The Commission h~ving considered the evidence sub­

m1 tted in support. of this o.pplj.cc.tion :mel it being of the 

opinion th~t ~ds a,plic~tion shoulc not be ernr.ted, there-

IT IS HEREBY ORDERED t..~~'1; the ~bC've anti tled ap-

plic~tion be, ~C the s~e is, herc~y denied. 

D<ltec. :It S~ F:-:mciscc, C:J.lii'ornic." this 3rd 

day or __ ...:F~e:.:b~r·=.la:;.:; r:.oiY~ __ _ 


