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e ORICINAL

BSEFORE THE PUBLIC UTILITIES COMMISSION COF TEE STATE OF CALIFORNIA

In the Matter of the Application of
Associated Telephone Company, Ltd.
for an Order authorizing it to issue

and sell 250,000 shares of 1ts Common
Stock, $20 Par Value.:

- i et EEY I e s A SV EED RS SIS G R S S

In the Matter of the Application of
Associated Telephone Company, Ltd.
for Authority to Issue and Sell
350,000 Shares of its Cumulative
Preferred Stock, $20 Par Value,
5% 1947 Series, without competitive

Application
No. 22412

Application
No. 32429
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Earry L. Dunn, of OfMelveny & Myers, for applicant;
Roger Arnebergh, Assistant City Attorney, for the
City of Los Angeles, interested party.

In Application No. 322;12, Associated Telephone Company, Ltd.,
applicant herein, regquests authority to issue 350,000 shargs of 41s
‘common stock, of the par value of $20 each and of the aggregate par
value of $7,000,000, and to sell sald sharés, at par, to the holder

of its presently outstanding chares of common Stock.

In Application No. 32439, applicant requests an orc‘.‘:erj
exempting from cozpetitive bidding a proposed issue of 350,000 shares
of Cumilative Preferred Stock, $20 Par Value, 5% 1947 Serics, and
authorizing it to sell said shares at a price, or,grices, and upon

terms hereafter to be submitted to and approved by the Cormission.

A public hearing on the two matters was held on June 11,

1951, at vhich time they were submitted upon a common record.
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In exkibits filed in thesc procecdings, applicant has re-
ported its assets and liabilities as of Marck 31, 1951. A summary
of the same is as follows: |

CAssets

Telephone plant and cquiprment $10L,627,625
Other investments 124,194
Qurrent assets. - -
. Cash and deposits . $1,611,156
Notes and accounts receivabvle 3,565,005
Material and supplies 22 : \
Total current assets ' 8,699,055
140,37

Deferred debits. ‘ . — 23 140,274
’ - £121,591,248

Liabilities

Funded debt $ 39,613,000
Current liabilities -

Notes payable $2,760,000
Accounts payable 5,806,100
Other Ltems : |
Acerued liabilities : '
Total current liabilities - 16,974,915

Inter-company Ltens 99,962
Deferred credits and reserves 19,760,792
Contributions of telephone plant , 894,674
Preferred stock 16,358,520
Common stock: : . 16,660,755
Premivm on stock 80,848

| Total , $111, 591,248

The outétanding ‘shares of coxmon stock are i-eported held by
General Telephone Cofporation.

The record chows that ;pplicant has made arrongements to
borrow up to $15,000,000 from banks on shori-term loans and that at
this time it has drawn down funds in the aggregate amount of approxi-
mately $14,000,000. Applicant has filed the present applications for
the purposc of paying indebtedness to said berks, of acquiring
property, constructing, completing, extending and/or improving_" its
faeilitics, and/or_improv:’.ng and maintaining its service, ané/dr

roimbursing its treasury for moneys expended from income or from
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other sources for any onc or more of the purposes specified. As shown
in some detail in the applications, it estimates its requirements
during 1951 and its sources of funds as follows:

Regquirements

Gross additions to plant $24,878,815
Less-salvage, contridtutions and |
other items 2,877,037
Net . $22,00L,778
Payment of dank loans 3,000,000
Increase in working capital 907,826

$25,909, 604

Sources of Funds

From operations - $ 6,573,636
Less-dividends 2,592,338
Issue of securities L

Common stock 7,000,000

Preferred stock 7,000,000 -

Bonds 8,000,000

22,000,000
Less-cxpense of issue 125,600 |
Balance R 1,874,400

Other sources : . 53,906

Total §25,909,604

The issue of the $3,000,000 of bonds is not included by the
present proceedings. Applicent hopes to dispose of them later in the

-8.1‘.

Although applicant asks for authority to sell its shares of
common stock to the holder of the presently outstanding shares, 1t
reports that it has made no commitment and has received none with
respect o such szle. It states that it hopes to be able to sell a
portion of said shares during June, if its financial condition and
other conditions areA favorable, and to dispose of the remainder om or

before December 21, 1951.

As to the proposed issue and sale of shares ¢f preferred
stock, applicant reports that it hopes to dispose of ther by means of

& negotiated wnderwriting commencing during the latter part of June.
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In making its request for exemption'from the Commission’s’competitive
bldding rule, it questions waether 4t would réceive bids, 4if 1t~
invited submission of the same, and states that even 1f 1t did re-
ceive bids, in its opinicn, based on its formef experience in selling
shares ofﬁ;referred stock and on proveiling market éohditions, it
would receive a less favorable offsr then it could obtain through
negotiatién. It points out that there is little institutional inter-
est in ité stocks, that 85% of its preferréd shares are held in
Californiz, that there 1s but a mmall volume of transactions in such
shares; and that, in its opinion, the wnderwriters who disposced of
its earlier issues, with whoﬁ it expeets to enter inte negotiations;

are in the best position to undertake the distridbution of the addl-

tional chares.

Counsel for the City of Los Angeles offered no objeétiop to
the proposed issue and sale of the shares of preferred stock, pro-
vided applicant receive 2 proper price, and no objection <o the sale
of the shares of common stock in accordance with the application,
provided that future financeing be so arrenged as to réstore and
maintein 2 debt ratio of spproximately 50 percent and that the earn~
ings per share zllowed applicant be comremsurate with the price at
which such shares are s0ld. Counsel explained his position in the
following words:

If the Commission sees fit 10 authorize an operating
utility €0 sell its common stock to its holding company at par,
then in our opinion future ecarnings of the utility should be s
regulated that, under 2 reasonable dividend payout practice,
earnings shall only be sufficient to provide foxr the payment of
dividends which bhear the same relationship %o such selling price
that dividends paid by comparable utilities bear to the market
price of the stock of such comparable utilities. In other words,
in the case of this applicant the market price must be token as
the price at which its stock is so0ld to i¥s holding company.
Thercfore, cornings 2llowed this applicant should bde only such 25
will permit the payment of a dividend producing 2 perccntage
vield on such selling price which is similar to the percentage
yield on the merket price of the stock of other comparabdble
utilities whose stoek 1s s50ld in the open market.

The importence of thisz principle ccnnét'be QVET~
cmphasized. Many operating utilities which do not have the

-4




A.32412 & 32439va

"henefith of a holdlng company have been able to realize more
than the par value of their stock by sale through issuance of
rizhts to existing stockholders, or by direct sales to the
general public. Furthcr, the real cost of equity money to a
company can only be accurately determined by the yield reguired
to make ite commen stock salable. The price at waich stock may
be sold at a private sale without competitive bidding obviously
furnishes no indication as to the value of such stock or the
price at which it could be sold on the open market. In suck
cases the carmings required for equity capital must be determined
by the yield of other comparable stocks which are sold in the
open narket.

The representative of the city offered no testimony in the
proceedings. It should be stated at this point, however, that whilé
the fixing of retes is mot an issue in these applications, it has not
been the policy of the Commdssion to use the outstanding securities
a5 2 base in determining reasonable rates for service nor to reggtd
dividends paid ac determining the rate of retum or as represenﬁing
the cost of money obtained through the issue of common stéck. Con~-
sideration, of course, is given to the financial condition of the

company waose rates are being reviewed.

A review of the record clearly indicates that applicant is
in need of funds from external sources to emable it to procced with
its construction program amd that the 1ssuc of shares of stock,

rather than bonds, 1is desiradble at this time. Applicant's capital

ratios as of March 31, 1951, ond pro forma, arc as follows:

ands' Preferred Cormon

Mareh 31, 1951 54.54% 22.52%  22.94%
Pro forma - ' -
After proposed issues of stocks L5.73% 26.96% _7.31%
After proposed issue of
$8,000,000 of bonds | 50.22%  24.68% 25.00%

The application to issuc the shares of common stock, 2nd
the testimony given at the hearing, would seem to indicate that there
is some question oc to whether the holder of the presently outstand-
ing shares will exercise its precmptive right to subseribe to the
additional offering. It 4s our understending that the proposed
financing is being undertsken beczuse of the pressing néed ol meet-
ing bank obligations, now in the momt of $14,000,000, and of malking
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provision for additions to plant. Accordingly, it does not cppear to
be proper that an offering, wnder preemptive rights, should romain
open for 2 period 25 long as that hére requested. I the present
stockholder is unwilling to subscribe for the a2dditionzl shares
within a reasonable period, we believe applicant should emdeavor to

make other arrangements to dispose of them.

Because of conditions presently prev;iling, wc‘will gront
the exemptlon requested for the sale of the shares of prefé&réd‘
stock. By our action in this procceding, however, it is notlto be

,tﬁken Dy apﬁlicant, or by ay othgr utility, that in futu;e procecd-
ings we will authorize similar exemptions. Each reguest of this
naturc will be considercd on 1ts own merits and will be grented or

denied in accordance with the showing made 2t the time.

The authorization herein grantéd with respect to ﬁhe issue
of sheres of preferred stock is.0f 2 preliminary nature. Upon'being
informed of the a2greed price and terms of the proposed sale,rwe will
give further consideration to applicentts reguest. In the event
applicant does not receive o satisfactdry price for its stock, the
exeuption granted at this time will lepse.

The issue of the shares of cormon stock under the preemptive
rights granted in cpplicant's crticles of incorporation 1s cxempt
from the Commissionts competitive bidding rule.

SQRR2ER

A public hearing having been held on the zbove entitled

matters, and the Commission having comsidered the cvidence and being
of the opinion that the ajplication should be granted, 2s herein
provided; that the money, property or labor to be prbcured or péid

for through the ilssue and sale of the shares of common and preferred

4
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stock herein authorized is reasonably required by applicont for the
purposes specified herein; and that such purpdses are not, in whole
or in part, recsonadbly chargeable to operating expenses or to income;
thercefore, | |

IT IS EEREBY ORDERED as follows:

1. Associated Telephone Company, Ltd., after the effective
date hereof and on or hefore August 31, 1951, may issue and sell

350,000 shares of common stock, at par, to the holder of its presently
outstanding shares of common stock.

2. The issue and sale by Associated Telepnone éompany; Ltd.
of 350;000 shares of Curmlative Preforred Stock, $20 Par Value, 5%
1947 Series, is exempted from the Comulssion's competitive bidding
rule set forth in Decision No. 38614, dated January 15, 1946, provided
spplicant receives for said shares 2 price satisfzetory to the

Commission.

3. Assoéiated Telephone Company, Ltd., after the effective
date hercof and on or before December 3L, 1951, may issue and sell

said shares of Cumulative Preferred Stock, $20 Par Value, 5% 1947 |

Séries, 2t 2 price to be fixed in 2 supplemental orcder.

4. A4ssociated Telephone Company, Ltd. shall use the pro-
ceeds to be received through the issue and sale of said shares of
common and preferred stock for the purposes set forth in these

applications.

5. The authority here#nvgranted to issue and sell shares
of common stock will become effective twenty (20) deys after the date
hereof. The 2uthority to issue zné sell shares of preferred :tpék
will become effecctive when the Commission by supplemental orde#{has
fiied‘the pricé at which safid shares may be sold. In other re#pects,

the authority herein granted is cffective upon the date hereof.

-7
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6. Associated Telephone Compeny, Ltd. shall file with the
Commission, 2s soon as available, two (2) copieS-of its pfoSpcctus
~and 2 report showing the names of those to whom sedid shares were

issued, the number of shares sold to.each =nd the comsideration re-
ceived. |

Dated 2t San Franeisco, California, this __Z__ day of
Iano, 1951. '
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