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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE "oF CALIFORNI

Application of BAY AREA CELLULAR
TELEPHONE COMPANY for authority
under Sections 816 through 830
and 851 of the Fublic Utilities
Code to issue evidences of indebt-
edness in the principal amount of
up to $32,000,000 and to encumber
public utility property.
(U=3007-C)

Application 85-11-011
(Filed November 7, 1985;
Petition for Modification

Filed October 22, 1987)

E

Summary of Decision

This decisiod grants Bay Area Cellular Telephone Company
(BACTC) the authority requested in its petition for modification .
of Decision (D.)85-12-078 as amended by D.86-08-038.

BACTC received'authority'from-this:Commission. under
D.85-12-078 dated Decemﬁer 18, 1985 as ameﬁded by D.86-08-038
dated August 6, 1986 in Application (A.)85-11-011 (a) to issue

evidences of indebtedness (to be referred to as Deﬁt Securities)

in the aggregate principal amount of up to,s32.000}000 under a

Term Loan Agreement with Ericsson, Inc. (Ericsson);and'de to
encunber its public utility property‘unde? the terms of its
security agreement. o

BACTC f£iled its pet;tion to modify D. 85-1”-078 as
oxtended by D.86-08-038 under Public Utilitics (PU) Code Sections
816 through 830 and 851 for the following’

1. To increase its authority granted under ‘
D.85-12-078 to issue Debt Securitioa s from _
$32,000,000 to $50,000,000, an increase
of $18, 000 000 aggregate principal |
amount; ‘
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2. To encumdber public utility property as
security for payment of such Debt
Securities; and
3. To extend the time for authority from
December 31, 1987 as authorized by
! D.86-08-038 to December 31, 1991.

Notice of the filing of the petition appeared on the |
Commission’s Daily Calendar of October 26, 1987. No protests have
been received. f

BACTC, a goneral_Californiaipartnership. is a certifi-
cated provider of cellular telephone service in the San Francisco
and San Jose metropolitan areas. BACTC is authorized to operate

as a reseller of cellular telephone sérvice in the Napa-Fair-

a field-Vallejo, Santa Rosa-Petaluma and ‘Santa Cruz metropolitan

areas.

BACTC’s partnership consists of the following partaoers - |
with the following interests:

1. PacTel Cellular 37.6%

2. Affiliates of McCaw Cellular
Communications, Inec. 32.9

3. Intrastate Radio Telephone of
San Francisco, Inc., A PacTel

. Cellular affiliate 23.5 .
and -
d 4. California Celcom Communi~
cations Corp. —_—.0
Total . 100.0%

- ——

For the eight months ended August 31, 1987.‘BACTC

. reports it generated total revenues of $20,912,621 and net income
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of $3,558,625 as shown in its Profit and Loss Statcﬁ;nt attached
t0 the petition as part of Exhibit A.
Also shown as part of Exhibit A is BACTC’s Balance Sheet
as of August 31, 1987 summarized as follows:
Assets Amount
Net Utility Plant $31,762,000

Net FCC Licenses 19,000
Current Assets

Total | $43,059,000

Liabilities and Partnershiz Feuity

Net Partnership Deficit $(2,676,000)
Long-Term Debt 32,000,000
Current Liabilities - 3. 735,000

Total $43,059,000
BACTC proposes in this petition to increase its Debt
Securities under either (a) the existing fihancial a&reehents

that BAvTC has with Ericsson, which this Commiss;on has previ-

ously approved under D. 85—12-078vor (b) to enter into a new

financing arrangement whereby BACTC could necotiate with any

majoxr Amer:can bank to secure the loan.
BAQIQ’: Nﬁﬂd o Emand It= Cel li!”ﬂ: Svsten

- BACTC’s prosent facilities consist of a network of 34
individual cell sites-where radio transmitting and receiving
cquipment is used to send and receive signals to and from cellu-j
lar telephones. These cell sites consist of antennae, -which may )
be mounted on 100-foot to 200-foot towers. on rooftops or on

established telecommunications sites. The radio equipment is
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housed in separate shelters or, in the case of previously
existing sites, equipment rooms. The cell sites are comnected
with the wire line telephone system, either'directly by means of
cables, or indirectly, through microwave lengths. The Main Telej
phone Switching Office (MTSO) routes all telephone calls through
the sys=tem and provide; billing information.: Cellular telephones
are primarily used in automobiles. |

BACTC proposes to increase the number of cell sites
from 34 to approximately 50 ipn 1988 and plans to add more cell
sites in subsequent years. BACIC also anticipates spend_nx ap-
proximately $2,000,000 to exﬁand the capacity of its MISO by the
end of 1888. The increase in the numbex of cell sites will
support a #ystem reconfiguration throueh cell splitting that wili‘g
serve a lafger number of cdstomers than was anticipated in the. |
initial coﬁfizuration. The reconfiguration of the system will
also improve the overall performance of the system to all

customers.} BACTC has already proceeded_with much of the engie

neering design and equibment installation necessary for cell

splittingJ and the addition of these new cell sites will~continqe :

the expansion of its system recbnfikuration. _

BACTC asserts that the pumber of cell sites must be
increased to accommodate the unexpected rapad growth rate of
BACTC's customer base. In its petitioa, BACTC states that by mid-
1987 its customer base exceeded the 18,600 customers which it had

projected to have by the end of 1987. It also alleges that

—-f-
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it anticipates reaching 38,000 customers by the end of 1988; it

had originally projected a target of 30,600 customers by the end
of 1888,

BACTC s Proposed Financing Arrangements

Under thc authority previously granted in D. 854 12-078,

BACTC has issued Debt Securities to date totaling $32, 000 000. A;-

of August 31, 1987, BACTC had also issued short-term indobtednoss
of about $6,136,000. BACTC was required to-undortake the addi=-
tional short-term debt in order to accommodate the rapid growth in
its customer base. BACTC proposes to 1ncroaso its maximum debdbt
limit to $50,000, 000 in order to continuo its systom expansxon
during the year 1988 and beyond. It proposos to financo this
additional borrowimz through either its curront arranzoments with

Ericsson or through a new financing arranaement with a mador
American bank

BACTC’3 Financing Arrenganents with Ericsson

Ericsson is a Delaware Corporation which provides, among b

other things, cellular mobile telephone systems and accessory.

items to cellular telcphonc companies BACTC has purchasod from

‘Ericsson a CMS 8800 Cellular Mob;le Telephone System which
Exricsson has configured and installed as the essent;al component |

of BACTC’s cellular telephone systom A dotailed summary of the f

purchase financing arrangements was attached to'the*initial appl:- 5

oation in this proceoding as Appendzx A. The term loan agrecment
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allows BACTC to borrow from Ericsson under three types of loans,

as follows:

1. Equipment loans sufficient to finance the
purchase and installation of the essen-
tial equipment needed tc initiate and
expand the system;

RY (radio frequency) loans sufficient to
finance the purchase and installation of
the equipment and services needed to build
and operate the cell sites; and

Working capital loans - to pay for other
construction costs and to discharge
obligations.

The maximum term 6é these loans is ten years. The
interest rate will be 1X above the prime rate of the bank to which
Ericsson has assigned the loan. The commencement of interest
payments varies with each loan. The repayment of principal for
the equipment of RF loans is deferred for three years. Loan
payments for both interest and principal are to be paid quarterly.

BACTC has issued a series of promissory notes under the_“
Term Loan Agreement up 1o a current 1e§el of long-term.indebted-v
ness of $32,000,000 and short-term indebtedness of aBout o
56.136.000. As of August 31, 1887, the long-term and short-term |
indebtedness collectively coverod about $15,729,000 for equzpment
loans, $13,407,000 for RF loans and $9,000,000 for working capztal

As part of the financing arrangement, Ericsson will

require that BACTC execute mortgages on. its real property owned and;;“‘“ ”

used as part of the system, assign all leasehold interests and

similarly used real property and execute an'agreement‘graniing'
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Ericsson a security interest in all oquipment delivered to BACTC
for use in providing the cellular carrier services in the Bay
Area and in the proc@eds and products of this equipment.

Bank Financing

The essential terms and conditions which BACTC

anticipates receiving under the revolving credit/term loan from a

major American bank Are as folloﬁs:
1. Ameunt - $50,000,000

2. Iexm - Four-year revolving credit to
convert to a six-year term loan with the
following amortization schedule:

’ Year 5 - 10%
Year 6 - 10%
Year 7T - 15%
Year 8 - 20%
Year 9 - 20%
Year 10 -~ 25%

3. Inkexest Rate - The interest rate will
vary depending upon the ratioc of the debt
outstanding at the end of a particular
quarter to the coperation’s cash flow for
the prior three months’ annualized.

BACTC anticipates obtaining an interest
rate that matches or is lower than the
major American bank's prime rate.

4. Erime Rate Cap - BACTC'’s interest rate
shall not exceed 9.25% during year 1,
10.50% during years 2-3 and 11% during
years 4-5.

S. Unused Commitment Fee - During the
revolving period, a fee equal to one
quarter of one percent shall be charged
on the unused daily balance of the .
commitment, payable quarterly.

6. Exepavment Penalty - Noge.
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7. Recurity - None. BACTC will be rﬁqumred,
however, to agree not to pledge assets
oOr partnership interests to another party.
BACTC anticipates concluding negotiations with a major
American bank before the end of this vyear and will promptly advise the
Commisgion Advisory and Compliance Division (CACD) formerly the Eval~ i

uation snd Compliance Division of the final Terms and ¢onditions of

the arrangements. In the event that BACTC selects th§ major Americ&ﬁ‘y o
dank financing arrangement rather than continue with ihe financing ﬂ‘
arrangement that it has had with Ericsson, it may onl} do =0 upon the
express condition that the terms snd conditions of thé financing | ‘ ’
arrangement for the American bank are equal to or moré favorable than'¥ yfﬁ-—

' the terms and conditions thut it now has with Ericsson under the Term

Loan Agreement. s
Ure_of New Proceeds ; R

The proceeds of the additional loans will bﬁ used ©o

i
Purchase equipment, construct additional cell sites, expand the
capacity of the MTSO and discharge obligations. Whlle the Term
Loan Agreement with Ericsson re:ers to "working cap;tal loans"

BACTC states that these louns will be used to pay for construction

costs, within the meaning of PU Code Saction 817(Db).

Assuming that BACTC negotiates favorable terms and
conditions with a major American dank, BACTC will use thg p:oceedst
Trom this loan t0 pay off its existing obligations under thé Erﬁcsson

Term Loan Agreement, purchase equipment, construct additional cell .

. sites, expand the capacity of the MTSO and discharge other

-g-
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obligstions. These proceeds will not be used to meet operating
eXPenses

CACD has reviewed the petition and concludes that
BACTC's proposed Debt Securities and encumbrances of Properiy are
necessary vo purchase, construct and finance the proposed expanded
cellular system. BACTC is placed on notice, by this decisioen,
that the Commission does not find that BACTC“: expanded ¢construc-
tieon progr&m i3 necessary or reasonable for ratamakxng PUrpPOses,
These are issues normally tested in genersl rata or rate base

offset proceesdings.

\ndinga of Tact ‘
. i

1. BACTC, a general Culifornia partnership, operates as a
certificated provider of cellular telephone service under this
Commission.

2. BACTC’s proposed issuance of Debt Securities 1o finance
its expansion through either (a) its existing financing arrange=
ments with Erzcsson or (b) & new financing package from a najor
American bank would not be adverse to the public interest.

3. BACTC hus need for externsal unds for the PUrposes. set
forth in the petition.

4. The proposed encumbrances of property as security for
the various loans under the Ericsson financing are not adverse o
the public interest. |

5. The Commission does not, by this decision, determine

. , 4
thatv BACTC's-construction program is necessary or reasonable for
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ratemaking purposes. These issues are normally tested in general
rate or rate base offset proceedings.

€. There is no known opposition to this petition and there
i3 no reason to delay granting the authority requested.
Conclusion= of Law

1. A public hearing is not necessary.

2. The petition should be granted to the extent set forth
in the order that follows.

The proposed security issue is for lawful purposes and. |
the money, property or labor to be obtained‘by it is required for ?
these purposes. Proceeds from the financinz arrangements may not jf‘
be charged to operating expenses or income,

The following order should be effective on the date of
signature and payment of the fee set by PU Code Section 1904(b) to

enable BACTC to borrow the money and encumber its properxiy
expeditiously.
SUPPLEMENTAL ORDER
IT IS ORDERED that:

1. Bay Area Cellular Telephone Company (BACTC),. a general‘fﬂ
California partnership, on or after the effective date of this
order and on or before December 31, 1991, may issue Dedbt:
Securities in the aggregate principal amount of up to $50,000,000
under either (a) a Term Loan Azreemen@ andfrelatod.xinancial

documents pertaining to the purchase and financing arrangements -

with Ericsson, Inc. (Ericsson) or (b) terms and conditions with al -
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major American bank having substantially the same or more
favorable interest rate, maturity and other financial provisions
as the Ericsson financing arrangement.

2. BACTC may encumber the additional property included ing
its expansion under the terms set forth in the security azrecmenﬁ
between BACTC and Ericsson which was abproved in Decision
85-.12-078 dated December 18, 1985.

3. BACTC shall use the net proceeds from the financing
arrangeménts for the purp&ses set forth in the petition. | o
4. BACTC shall file:threo<copies of the pertinent tinanciﬁk'

documents with the Commission.

5. BACTC shall file the reports required by General Order?f 

Series 24,

6. The petition is granted as set forth above.
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The authority granted by this order to isswe Debt iz i
Securities will become effective when BACTC pays $8,000, the fee 5 |
set by Public Utilities Code Section 1904(b). In all othex
respects, this order is effective today.

Dated NOVZS 1987 » at San Francisco, Cali:fofnia. [
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ST President o
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7. gSecuxity -~ Nore. BACTC will be required.
however, to agree not to pledge assets
or partnership interests 1o another part

BACTC anticipates concluding negotiations

American bank before the end of this year and wil) promptly advise
the Commission’s Evaluation and Compliance D£V1 ion (E&C Division)
of the final terms and condiﬁions of the arrafigements. In the

event that BACTC selects the major Americ

bank financing ar-

rangenent rather than continue with the $inancing arrangement that

it has had with Ericsson, it may only do so upon the express
condition that the terms and conditigns of +he financing afrange-‘“
ment for the American bank are equfl . to or more favorable ﬁhan-the

. terms and corditions that it now/has with Ericsson under the Term =

Loan Agreement,

Uze_of Net Proceods |
The proceeds of the additional loans will be used to

purchase equipment, cons ct additional cell sites, oxpand the

capacity of the MTSO diﬁchafge obligations. While the Term

Loan Agreement with Eficsson refers to “working capital loans”, ‘
BACTC states that these loans will be used to pay for construction.

costs, within the feaning of PU Code Section B17(b).

Assumijg that BACTC negétiate; favorable‘termé and
conditions wit}f a major American bank, BACTC will use the proéeeds ‘
from this losh to pay off its ex;sting obligatﬁo§§ug5g9r'fhe
Ericsson T Loan Agreement, purchase equipmeﬁt. construct

. additionad cell sites, expand the il_c#apacity of the MTSO and - !
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discharge other otligations. These proceeds will not be Wsed to
meet Operating expenses.

The E&C Division has reviewed the petitior and concludes
that BACTC's proposed Debt Securities and encumbrances of property
are necessary to purcha;c. construct and finapce the proposed
expanded cellular systeﬂ BACTC is placed fbn notice, by thiu. |
decision, that the Comm&ss;on does not f£4nd that BACTIC's expandod
construction programn isfnecessary or yeasonable for ratemaking
purposes. These are issﬁes«normal 'tested~in'gqneral,rate or
rate base offset proceed&ngﬁ;

Eindings of Fact
1. BACTC, a general q lifornia partnership, operates as a

certificated provider of ¢fllular telephone service under this

Commission.

2. BACTC's propfsed issuance of Debt Securities to finance -

its expansion throug eithef (a) its existing financing arrange-
ments with Eriessoy or (b) & new fipancing package from a major
American bank woyld not be adverse to the public intcrest.

3. BACTC/has need for external funds for the purposes set
forth in the petition.

4, rroposed encumbrances of property as security for

the variou loans under the Ericsson financing are not adverse to |

the publi interest.

e ——

5‘/ The Commission does not, by this decision, determine

that BACTC's construction Program is necessary or reasonable for
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ratemaking purposes. These issues are normally tested in genera)
rate or rate base offset proceedings. I
€. There is no known opposition to this petition and there
is no reason to delay granting the authority requested. ﬁf
Qonclusions of Law H\
1. A public hearing is not necessary. ‘Ml”

2. The petition should be granted to the extent set forth

in the order that follows.

The proposed security issue is for lawful purposes and R
the money, property or labor to be obtained by it is required for ) ‘-?,‘;“
these purposes. Proceeds from‘the finaﬂcinz arrangements may not

_ be charged to operating expenses or income.
. The following order should be eﬂectivo on the date of |
signature and payment of the fee set by PU Code Section 1904(b) to | .l“

enable BACTC to borrow the money and‘encumber its property
expeditiously.

SURPLEMENTAL QRDER
IT IS ORDERED that:

1. Bay Area Cellular Televhone Company (BACTC), a genersl

California partnership, on or after the effect;vn date of this
order and on or before December 31. 1891, may issue Debt
Securities in the aggregate principal amount of up to $50,000,000
under either (a) a Term Loan Azreement and ralated.xinancial
documents pertaining to the purchase and financing arrangements

0 with Ericsson, Ine. (Ericsson) or (b) terms and conditions with a
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