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Decision No.

BEFORE THE RATLROAD COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of

ASSOCIATED TELEPHONE COMPANY, LID.,

a corporation, for an Order of the

Commission authorizing it upon change Application No. 24621
of terms of preference of »referred

stock, to issue shares of its stock in

exchange for shares now outstanding.

Otielveny & lyers by EHarry L. Dumn,
for Applicant.

BY THE COMMISSION:

Assoclated Telephone Company, Ltd. asks permission

to subnmit to its stockholders a proposal to amend paragraph

(e) of Article VI of its Articles or Incorporation, now read-

ing:

m(e) The shares of Cumulative Preferred Stock, $1.25
Series, shall te entitled to voting rights on
the basis of one (1) vote per share with the
right to vote cumuictively in electing cdirectors.”

Except as otherwise provicded by law or by these
articles the shares of Cumulative Preferred Stock,
$1.25 Series, szaall not be entitled to voting
rights. In case any quarterly dividend on seaid
Cumulative Preferred Stock, $i.25 Series, shall
not be naid when noyadle snd szall romein wnpaid
for a poriod of sinty deys, then until such de-
faulted dividend skhall be paid, the shares of
such stock shall be entitled to voting righte

on the basis of one (1) vote per shore with the
right to vote cumulatively in electing directors.™
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Applicant proposes a further amendment to said
Article VI by adding thereto paragraph (j), reading as follows:

"So long as any shares of Cumulative Preferred
Stock $1.25 Serlies are outstanding and whether or not
full voting power shall at the time be vested in the
holders of such stock as hereinabove provided, the
corporation shall not take any action speciiied in
Clauses (a), (b), or (¢) following without the affir-
mative vote or writien consent in favor of the taking
of such action by the holders of at least 2 majority
of the shares of such Cumulative Preferred Stock $l.25
Series at the time outstanding, or 1f the holders of
33-1/3% or more of such shares of stock vote against
or disapprove in writing the taking of such action:

n(a) Amend the Articles of Incorporation so as
to create any class of shares preferred as
to dividends or assets over the Cumulative
Preferred Stock $1.25 Series, or change the
rights and preferences of the then outstand-
ing shares of Cumilative Preferred Stock
$1.25 Series; provided, however, that nothing
in this Clause (2) contained shall authorize
the adoption of any amendment of the Articles
of Incorporation by the vote or consent of
the holders of a less number of sheres of Cum-
uletlive Preferred Stock $1.25 Series or of any
other class of stock or of all classes of stock
than shall at the time be required for the adop-
tion of such amendment by the laws of the State
of Califeornia at the time appilcadle thereto;

Pay any dividends on shares of stozk junior to
the Cumulotive Preforred Stock $1.25 Series
(other than dividends poid in, or prosently
thercafter repaid to tae corpeoration for, or
as a capital contribvution with recspeet to,
stock Jwior to the Cumulative Preferred Stock
81.25 Series) or maoke any other distribution
by purcnase of shares or otherwisec with respeet
t0 shares of stock junior to the Cumulative
Prefcrred Stock 81.25 Sceries, excent out of
earned surplus, and wnless at tae tine of the
declaration of such dividonds or the making of

cueh cistribution, thave ghnll wamaiy #4 tha

credit of carned swrplus sccount, after deduct-
ing such dividonds and distrioution, an amount

at least equal to the amnual éividend require-
ments of all thoen outstonding saaroes of Cun~
ulatlve Prefcrred Stock $J.25 Series; or
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Issue any shares of Cumulative Preferred

Stock 8$1.25 Series or of any c¢class of stock

ranking equally with or senior to the said

preferred stock unless the net incoze of

the corporation available for the payment

of dividends for a period of twelve con-

secutive calendor montis within the fifteen

calendar noaths immedicztely preceding such

issue shall nave been at least two times

the annual dividend requirements of alil

outstanding shcres of stock ranking equally

therewith or senior thereto, including the

shares proposed to be issued.®

The proposed amendments will not vecome effective
wtil approved by the holders of at least a majority of the
voting power of applicantts outstrnding stock, incluvding at
loast two-thirds of the outstanding shares of the preferred
stock.

Applicant further asks the Cozmission to 2uthorize
it, in the ecvent its stockholdors approve saild amencments, to
iscue stock in exchange for stock row outstanding, and to find
that the teorams and conditions of the proposed exchange of stock
are fair.

Associated Telephone Company, Ltd. is a2 California
corporation. It owns and operates telephone systems ir numer-
ous citiecs and towns, and territorics centiguous thereto, in
the Counties of Los Angdles, Oranze, Riversile, San Bernordino
and Santa Barbara.

Por the ton months cnded Oetoner 31, 1941, applicant

submits an income statement saowing the rollowing:
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Operating Revenues $5,702,539.41

Operating Expenses including
Depreciation and Taxes: 4,658,019.05

Operating Expenses $2,310,602.81
Depreciation 1,097,234.79
Extraordinary Retirements 1,380.00
Armortization of Intangible

Property 303.71
State ané Local Taxes 626,255.46
Federal Income Taxes 323,850.00
Federal Excess Profits Tox  199,550.00
Other Federal Taxes 88,742.28

Net Operating Income : . 1,044,520.36
Other Income {(Debit) 14,721.55

Income Availoble for Fixed Charges,
Dividends and Surplus 1,029,798.81

Fixed Charges: 4L28,930.21
Interest on Funded Dedbt 406,793.50
Other Interact Deductions 5,096.0L
Interest During Con-
struction - Cr. : 20,000.00
Amortization Discount on
Funded Debt \ 37,090.70

Net Income $ 600,818.60

Applicant hag an ~uthorized stock issue of 600,000

shares, divided into 200,000 shares of nmo par value common
stock and 300,000 shares of no par vuiue Curulative Preferred
Stock, $1.25 Seories.

The nueber of saares of stock and the stated value
of the outstanding stock,‘the latter &5 shown In applicant's
balence sheet 25 of October 2L, 1941, are reported 2 follows:

. .
No. of Sannres

Class of Stoci _Outstondinr, Stated Value
Corunon 240,0CC %5,977,075.C0

Cumulative Preferred,
$1.25 Series <38,000 5,636,608.00
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Applicant's earned surplus, as of October 31, 1941,
is reported at $319,339.19. All of eppliicant’s stock nas
been issuved pursuwant to orders of the Railroad Commission.
Paragraph (e) of Article VI of copplicant's Articles of In-
corporation, 2s indicated, provides that the chares of Cumu-
lative Preferred Stock, $1.25 Series, shall be entitled to
voting rights on the basis of one (1) vote per share with
the right to vote cumulztively in electing directors. Para-
graph (h) of Article VI o said Articles of Incorporaticn
provides that every shere of coumzoxn stock of the corporation
shall be entitled to voting rights on the basis of one (1)
vote per share witk the right tc vote cumulatively in elect-
ing Qirectors. All of applicant's common stock is owned by
General Telephone Corporation. It owns romg of the preferrec

stock which is owned by about 2,150 different stockholders.

As stated, applicont proposes to amend scid pora-

graph (e) of Article VI of its Articles of Incorporation, and
thereby remove the voting rights of the hollers of such stock,
except as otherwise provicded by inw or Dy the Articles of
Incorporation. The amcixded Articies of Incorporation wowla
provide that the nolders of suckt stock have voting rights
vhile any quarterly cdividend is more than sixty days in ar-
rears.

Appiicont is of the opinion thct if thls cmendment
15 put into effect, it can join General Telephone Corporation
and some of its subsidiaries in Filing = consolidated roturn
for excess profits tax purposes.

The real issue is the crchange ol nenveting pre-




ferred stock for voting oreferred stock presently outstanding,
and the foirrmess of such excharnge. The surrencer of the
voting rights is definite. Such rights are revived only in
the event that ony quarterly Sivicend payment is more than
sixty days in arrears. The revival of the voting rights is
not dependent uporn tax savings which are based upon the
assumption that the present excess profits tax law will not
be modified ond that the Internal Revenue Burcaw will concur
with applicontts interprotation of the law. The testimony
shows on estimeted sex saving of $163,713.34 in 1941 and an

estimated tax saving of $178,47S.54 in 1942 were consolidated

returans filed for the two years. Tor years subsequent to

1942, the testimony is to the effeet that applicont should
benefit by some undetermined coxtent through the filing of 2
consolidated excess profits tex return. But no estimate is
rade of the savings.

As said, applicant asks the Commuission to find thot
the oxchange of nonvoting for voting prefcrred stock is fair,
as provided in Section 52 (1) o the Public Utilitics Act.
Unless such 2 finding is mnde, we cre not warranted in author-
izing applicant to submit its preposal to its stockholders for
their approvel. In this connoetion, our attontion is called
%0 the fact that the holders of comzon stock propose to agree
that no Aividends mey be paid on such stock nor mey any other
distribution be nade by the 25¢ shares or ctherwise
with respect to sharcs of stock junior to the Cunulative Pre-
ferred Stock, $1.25 Sories, except cut of earned surplus, ond

vnless at the time of the declaration of such dividends or




A.24621,p.Q

MC

the making of such distridution, there shall remain to the
credit of earmed surplus account, after deducting such divi-
dends ané distribution, an amount at least equal to the annual
dividend requirements of 21l their outstanding shares of Cunu-
lative Preferred Stock, $1.25 Series.

It ic urged that even though the savings are nade
through the reduction or elimination of the excess profits
tax, it doecs not follow that the net income of applicant,
which is available for preferred stock dividends, will e
actually inereased. Incroases in other taxes, or increases
in costs of matecrizl and laobor may off-set the tax savings.

It iz, therefore, felt that the limitations on the payment
of dividends on common stock will incresse the factor of
safety for the payaent of dividencs on the preferred stoclk.

The safety of dividonds is not synonymous with a
voice in the management of applicaut's properties, and is not
2 substitute therefor. The holders of preferred stock have
provided ncarly one-half of cpplicent's equity capital. They

¢o not occupy the position of 2 croditor. We are unable to

£ind that 1t is fair to ack thom to surrender their voting

rights for what may be but 2 temporary tax saving. At this
very moment the Congress of tne Tniltod States is coasiderin
the rovision of tho rovenus laws. The alleged beneflt to
the proferred ctockholders by reason of possidble tax savings
is, thercfore, wcertain and speculative, while the loss of

voting power is definite ancé concrete.
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The Commission having considered the evidence sub-
mitted in support of this applicetion and it being of the
opinion that this application shouwld not be granted, there-
Tore,

IT IS HERZBY ORDERED that the abeve entitled ap-
plication be, ané the same is, hercdy dernied.

Dated at San Francisce, Californic, this _2rd
day of February » 1942.

Z ///M/
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Commissioners.




