EC/KLE/AV/WPSC

'l No-
Y] '
Ty

’ ""

Decision 8% 10 049  OCT 1719
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of)
ICS Commumications, a California )
corporation, for Authorization to ) Application 84-08-025

Guarantee Indebtedness and Pledge ) (Filed August 6, 1984)
Stock ) ‘ \
)

QPINIONXN

ICS Communications (ICS) requests authority, under Public
Utilities (PU) Code Section 830 for the following:

1. 7To guarantee the loan obligations of its
parent, Metromedia, Inc. (Metromedia)
under the termms set forth in the
application that limits ICS's liability to
$34,211,269, its net worth as shown in its
Consolidated Balance Sheet as of April 30,
1984 attached to the application and

To pledge the outstanding common stock of
chazfont Commumnications (Chalfont), a
wholly-ovned subsidiary of ICS, as
security for the loan obligatioms.

Sumary of Decision

This decision authorizes ICS to become a guarantor,
limited to its net worth of certain loan obligations of Metromedia

and to pledge the outstanding stock of Chalfont as'segurity‘fbr

these loan obligations.

Notice of the filing of the application appeared[on‘thé

‘ Commission'slbaily Calendar of August 9, 1984. Mo protests have
- been received.
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1CS. a California corporation and a wholly owned -

subsidiary of Metromedia, operates as a radiotelepﬁoné utility
subject to the jurisdiction of this Commission. ICS also provides
mobile telephone, paging, and point-to-point microwave service in
Southern California. By Decision (D.)82-114053 dated November 17,
1982 in Application (A.)82-08-35, the Commission approﬁe&‘thé
transfer of contrel of ICS and its wholly owned. subsidiary,
Chalfont, to Metromedia through the purchase (by Met:omedia) of all-
of the outétanding coumon and preferred stock of ICS.

Chalfont, a California corporation‘and‘whoily ovned
subsidiary of ICS, operates as a radiotelephéne utility wmder the
jurisdiction of this Commission. It provides ﬁobile telephone and}
paging service in Palm Springs, Palm Desért,,and adjacent areas. |
Chalfont's 400 outstanding shares of common‘Stock are owned?bj'ICS:
. Both Chalfont and its parent, ICS, are owned and. controlled by
Metromedxa through its ownership of ICS's common stock.

Metromedia, a multimillion dollar group broadcasting
company, owns and operates television statioms, rédid'stations. and
radiotelephone utilities. Metromedia also has other diverxsified
business interests. TFollowing the impleméntation of D.82-11-053,
Metromedia contributed all of the prefexred stéck-itgowned‘iﬁ Ics

to ICS's capital accoumt.
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By D.84-04~054 dated April 18, 1984 in A.84-03-08, the
Commission authorized the control of ICS by John W. Kluge through |
his acquisition of & majoriﬁy ownership‘of-the.écmmon_voting stoék .
of Metromedia under a proposed leveraged management.ﬁuy-out plan.
This plan was fully consummated on June 21, 1934, excepttthaF the
guaranty and pledge agreements by ICS are being'held in‘eschW‘~
pending this Commiséioﬁ's authorization\requesté& in‘thiér
proceeding. |

The buy-out of the common voting stock of Metromedla was
acconplished in part with loans from a syndicate of banks.

The banks include Manufacturers Hanover Trust Company (MHIb) agent
for the banks; Bank of America; Securxty Pacific Natxonal Bank-
Union Bank; and Wells Faxrgo Bank. The loans to Metromedzaﬁvegg-for .
the approximate amownt of $1,300,000,000. The’loans are'eﬁidé;ced
by & revolving credit agreement between MHTC»and'Metrgmedié.' This
agreement initially permits borrowings of up to the aggregate
prineipal amount of $1,300,000,000, at any onevtihe outétanding, .
with mandétory periodic reductions in thé revolving lééﬁ commitment,
loan obligations, and interest obligations discussed in‘Exhibit A
attached to the application. The revolﬁing credit loans mature on
December 31, 1992. The revolving credit agreementfprovidesvthat
Metromedia may pay the interest rate for borrowing upo@fone;of‘tbree

optional metbods including the option to convert from ome to another
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interest rate basis while the revolvxng credit loans ‘are
outstanding. A more detailed explanation of this complex fxnancing
arrangement, and the terms and conditions thereof, are set fdrth in\‘
Exhibit A attached to the application. | |
Under tke texms of the credit agreement, each direct and

indirect subsidiary of Metromedia (with immaterial exceptions) was .

requiréd to guaréntee payment of the loan obligétions of Métromedia,

and Metromedia and each of its direct and indirect;subsidiaries are
required to pledge all of the capital stock of the sdbsidiarieS‘
owned by Metromedia and by its direct and indirect subsmdxarzes to
the banks as security for the loan obllgatzons. However, with
respect to ICS and its wholly owned subsidiary, ChaifOnt, the
credit agreement expressly provided that the guarantee of ICS for
the loan obligations of Metromedia should be limited to_ICS;s net
worth, and that both the guarantee by ICS aﬁd‘its pledge of the
outstanding stock of Chalfont, should-Be"subject‘to'ﬁfidt
authorization or approval of the Commission. , |

ICS has attached to its application'the forms of the
guaranty and pledge agreements, made by other subsidiariés of
Metromedia to the banks, which it proposes to execute and deliver
(with appropriate modifiéations, including limitation of the ICS
guarantee to its net worth) td the bank; upon~auchcrization‘ahij'

approval by this Commission.




A.84-08-025  EC/KLE/AV/WPSC

ICS has included a financial statement with its
application in this proceeding, 1ncludxng a Consolxdated Balance ,
Sheet as of April 30, 1984 which shows its net worth to be
$34,211,269. Ihe Consolidated Balance Sheet includes the net worth’
of April 30, 1984 of ICS s wholly owned public utilicy subszd;ary,
Chalfont, and its wholly owmed non-public utility subsidiaries,

Peak Rentals Incorporated and Global Paging, Iné.

As set forth im D.84-04-054 dated April 18, 1984 in
A.84-03-08 and in the application, ICS asserts, that the guaranty
and pledge agreement, for which authorization is sought and which
inplements the loan commitments by the badks,to.Metfdmedia,”ié in
the best interests of its existing and potential customersf |
Metromedia, the parent and finanecial source of ICS, pbssesses
considerable technical and development resources that will continue
to’be applied to the improvement and expansion of ICS's radio-
telephone facilities. Metromedia has the fxnancxal resources to
support its plans for the radiotelephone sexvice. ICS belxeves
that Metromedia's ability to provide these services is demonstrated
by its record in the operation of numerous broadcastzng and

radiotelephone facilities throughout the country. The

authorization, herein requested, will emhance 1CS's flexibility in
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résponding to rapid changes and fluctuations in the highly

conpetitive telecomuunications industry, and it will'enable ICS to

provide additional highk qpality, innovative‘point—to~point‘_
microwave, paging two~way mobile ﬁelephone, and cellular bfferings
and service. | . _

The Commission is vested with jurisdiction of this
proceeding under the provisions of PU Code Sections 816-854,
particularly Section 830 thereof, which reads'as follows:

"830. No public utility shall assume aﬁy

obligation or liability as guarantor,

endorser, surety, or otherwise in respect of
the securities of any other person, fimm, or
corporation, when such securities axe paysble.

at periods of more than 12 months after the
date thereof, without having first secured

from the Commission an oxder authorizing it so

to do. Every such assumpption made other than
in accordance with the ordexr of the Commission
authorizing it is void."”

By D.82-11-053 dated November 17, 1982 in A.82-08-35, the
Commission authorized the acquisition of ICS by Metromedia undex
the provisions of PU Code Section 854 through the puxrchase of all
of the outstanding stock of ICS. The Commission conclpdéd that
this acquisition was not advexrse to the public interest.

By D.84-04-054 dated April 18, 198 in A.84-03-08, the
Commission suthorized the control of ICS by john W. Kluge through

his acquisition of majority ownership of the common'vbtihg.stock‘of

Dk, 15 -3 ..

R
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Metromedia, as not being_adverse Lo the public interest. The
Comnission recognized that control was being acquired by a
management buy-out plan, upon consummation of thcﬁ aliydf‘the
voting stock of Métromedia would be owned by the four principal
executives of Metromedia, John ' W. Kiuge owning 92;6842;"The
Commission further recognized that the buy-out would be financed in
part by loans to Metromedia from 2 comsortium of'baﬁks‘léd‘by MHEIC
(including Bank of Americé, Sécufity Pacific National”Bénk, Tnion
Bank, and Wells Fargo Bank) in the approximate amount - of
$1,300,000,000, and that, upon execution of the financiné.
arrangements, all shares of stock issued to the priﬁéipal
executives of Metromedia, inciuding those ownedlby John W. Kluge,
would be pledged to the lending banks. The‘loqns'wére eviden&ed By
a revolving credit agreement, the terms of which have been |
described in this proceéding. | |

Based upon the representation of ICS and our prior
decisions, the proposed guarantee and pledge agreement'(a
requirement of the credit agreement) do not creaée'unacceptable
financial risks for ICS. The Commission's Evaluation an&
Compliance‘Division has reviewed the application and has conclﬁded
the requested au:horizaéion is not umreasonable. The financing

available to ICS from its parent, Metromedia, will enable ICS to
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respond to the rapid developuments of the telecammﬁnications
industry; will improve the ability of ICS to providé additiona1,
high quality, and innovative radiotelephone servicés; and will
provide more efficient, competitive, and sophisticated common
carrier services. ' | | |

The limitation of the guarantee of ICS to the lending
banks to ICS's met worth of $34,211,269 is both prudent and |
reasonable; However, ICS (and Metromedia) is‘plaééd on notiée that
the limitation is approved for the purposés of this‘proceéding |
only, and that the authorization herein granted is'ﬁOt‘a‘finding of
the value of the utility's property, noxr does it indicate the
amounts to be included in ratesetting proceedings. The Commiséion\
is not immediately concerned with Metromedia's pledge of the

outstanding stock of ICS to the lending banks; hbwever, ICSQ‘

Metromedia, and the lending banks are placed on notice that .any

attempt to enforce the pledge, imvolving a transfer of control of
ICS and/or Chalfont, will require prior Commission authorizatibn.

Findings of Fact

7. 1ICS, a Califormia corporation, operates as &
radiotelephone utility subject to the jurisdiction of this
Commission. Chalfont, a California éotpbration-and-a‘wholiy-owned
subsidiary of ICS, also operates as a radiotelephone utility

subject to this Commission's jurisdietion.
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2. Metromedia, a Delaware corporation, is a multimillion
dollar group broadcasting company which owns and 0perates
television stations, radio statiens; and radiotelephone utilities,
together with other diversified business operatioﬁs,

3. The Commxssxon by D.82-11-053 dated November 17, 1982 in
A.82-08-35, authorized the control of 1cs by Metrowedza through
Metromedia's purchase of all of the outstanding stock of ICS.

4. The Commission, by D.82-04-054 dated Aprii518. 1984 in
A.84-03-08, authorized tﬁe control of ICS by John W. Kluge through
Kluge's acquisition of 92.684% of ‘the outstanding voting_cemmon'
stock of Metromedia wnder a consummated management buy4out plan.

5. The management‘buy-ouz wae financed in part by loans to
Metromedia frcm a uynd cate of banks in the approxzmate maxzmum
amowmt of $1,300, OOO 000 ev1denced by a revolvmng credlt agreement.

6. The credit ag;eement requires ICS to guarantee the loan
obligations of Metromedéa, subject, however, to prior Coﬁmission
authorization and limitei to the net woxth of ICS in the amount of
$34,211,269. The credit;agreement also requires ICS to pledge to..
the lending banks the oﬁtstanding capital stock of Chalfont as

security f£or the loan obligations.
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7. The forms of guaranty and pledge agreémentvattached to
the application as Exhibits B and C, respectively, are reasonable
and subject to appropriate modifications including limitationvof
the guaranty of ICS to its net worth of $34,211,269.

8. For the purposes of this proceedihg'only; the proposed
guaranty by ICS of the loan obligations of Metromedma to the |
lending banks, limited to the net worxth of ICS, and the pledge of :
stock of Chalfont by ICS as security for the loan oblzgat;ons, is
reasonable and prudent. |

9. There is mo known opposition to this proceédihg énd no
reason to delay granting the authority requested. |

Conclusions of Law

1. A publxc hearing is not necessary.
2. The application should be granted to the extent set forch |
in the order which follows. |
This authorization is not a finding of the value of the
uwtilities’ stock or property, mor does it indicate the amowmnts to
be included in ratesetting proceedings.
The following oxder should be effective on the date of
signature to enable ICS to give its guarantee and to pledge thé
stock of Chalfont as security for the loan obligations, up to the

© limit of $34,211,269 expeditiously.
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IT IS ORDERED that:

1. The application is granted and ICS Commwmications (ICS)
may enter into the guarantee of the loan obligations of 'Metrémédia
descridbed in the applicatiorn under which the liability of ICS is
linited to the met worth of ICS of $34,211,269, and may pledge the
stock of Chalfont as security for the loan 6b1igat£ons;
substantially in the form of Exhibits B and C attached to the
application, with appropriate modifications.

This order is effective today.

Dated OCT 17 1984  at San Francisco, California.

VICTOR CALVO
PRISCILLA C. GREW
DONALD VIAL '
WILLIAY 7. BAG..I:‘.I
Comissioners '




