Decision No. Z.(i Yl

BEFORE THE RATIIRQAD COMMTISSION OF THE STATE OF CALIFORNIA.

In the Matter of the Application of )
TEE PACIFIC TELEFPEONE AND TELEGRAFX COMPANY,) Applicstion
a corporatior, for sm order authorizing the ) Nuxb er
issuance of com=on capitel stock of the par ) L0673
valuwe of $35,000,000.00. )

Pillstury, Madigon & Sutro,
by E. D. Pillabury,
for Applicant.

/

BY TME COMMISSION :

OFPINION

The Paoifio Telephons snd Telegraph Compsny ssks permis~
sion to 1ssms and sell at par $35,000,000.00 of its ocommon atook
and use the yproceeds in so far as adeguate therefor, to reimburse
its treasury for amounts pgid into sipnking funds under its several
bond issues and for its mncapltalized expenditwures for fixed capital
ané invegstment accounts Lrom October 3, 1922 which have mot deen
already capitalized through the proceeds derived from the sale of
stock authorized by Decision Number 13369, dated April 2, 1924.

The Psacific Telephons and Telegraph Compsry has an author-
ized stock issme of $100,000,000.00 divided imto $82,000,000.00
(820,000 shares) of 6 per cent. cumulative preferred smd $18,000,000.00
(180,000 shares) of common stock. All of 1ts authorized stook 1is |
outstanding. It is of record that the provision of applicant's
Articles of Imeorporation reading '




the capital atock of this corporation may we in-

creased in the nunper yrovided by lsw, but any such

increase shall be oxnly of preferred stook carxrying

the same rights snd preferences as herein provided

and designated for preferred stock to be issusd under

these articles
kas been smended so &3 to read

the capital stock of this corporation may be in-

oreased in the manner provided by law, dbut any

i3sue of preferred stock Shall csrry the same rights

and preferences a3 hareln provided and designated

for preferred stock to be issued under these articles

By the smendment spplicant's stockholders have voted to
olixinate f£rom the Articles of Incorporation the prohidbition againast
the incresse in the corxon 3tock of the company. The potition
ghows that at a special meeting held on November 26, 1924 the Board
of Directors called a spocial meeting of applicant's stockholders to
be held February 4, 1925 to consider and act upon the proposal of
ineresasing spplicant’s authorized stock from §100,000,000.00 %o
#135,000,000.00 divided into 382,000,000.00 (820,000 shares) of 6
per cent. cumulative preferred and $53,000,000.00 (530,000 éhares) ot
common Stock.

The testimdny shows that the American Telephone and Tele-
graph Company owns approximately 90 per cent. of the ocutstanding
common stock of The Pacific Telephone and Telegraph Compuny. The
Amarican Telephone and Telograph Company has agreed that contingent
upor applicant arranging to medify its financial structure 8o =8 to
porzlt of the Lssve of additional common stock 83 advisable from time
to time, it will, upon the olffer for subscription of $35,000,000.00
of common stock at par, subseribe for and pay for ian oash its pro
rate part therecf and furthamore, that it will, whon such common
stock ig issued to it, surrender for cancellation to the tressurer of
the compaay $10,000,000.00 par valwe of its present common Stock hold-
ings. The testimony further shkows that wken this stock is swrrend-~

ered applicaxnt will reduce its intangidle capitsl account now oarried

at {11,651,914.49 by the sum of $10,000,000.00 or by such other soownt
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23 may represent the stock surrendered to applicant.

At the present time, as stated above, applicsnt has outstand-
ing $18,000,000.00 of ocommon snd $82,000,000.00 of 6 per cent. cumula-
tive preferred 3tock. It3 funded dedbt consists of $61,556,500.00
while its sdvances from system corporations amownts to $35,828,50Q.00.
Applicant's officers are of the opinion that the present foxrm of its

capitalization i3 mot satisfactory. They believe that it will be

able to get a better price for its bonds or preferred ctock Aif it
obtainse some of Lts capital funds through the issue of ocommon atosk.
In this connection attention »ight be called to the Lsot that the un=-
amortized debt discount and experse is reported at $3,177,964.07 and
the unextinguished discount on capital stock at $6,875,000.00, making
& total of $10,052,964,.07, an amount which 13 more than oxe half of
the company's outstanding common stock. We believe that from a
financigl stamdpoint the Lssue at this time of additionel common stock
by applicant is desirable.

The company a8ks permission to use the proceeds obtained
from the zale of 1t3 8tock to the extent thsat susk mroceeds are
sufficlient to reimburse its treasury for smounts pald into sinking
funds of its seversl bonds issues and for 1ts woespitslized expendi-
tures for fixed cspital and investment sccount since October 3L, 1922,
which hare not already veen capitalized tlrough the proceeds obtsined
from the sale of stock authorized by Decision Number 13369, dated
April 2, 1924.  In that decision the Commissiorn suthorized the com~
peny to {sghe §45,000,000.00 0 6 par aant. cmuletive preferrod sioek
and. sell the same for mot lems than $387,50 per share. The company

by the order of the Commission was permitted to use the proceeds to

reimburse 11s tressury for amownts psaid in the sinking Pfunds of its
soveral bond 1ssues and for 1vs uncapitalized expenditures for fixed

capitsl and inveatment accounts since Ootober 31, 1922.




The changes in the compamy'™s assets and liavilities from

Ootober Z1, 1922 to September 30, 1924, both inclusive, are stown by

the following balance sheets :-
ASSETS

Intangible cmpital
Right of way

Land snd duildings
Contral office equipment
Stetion equipment
Exobange lines

Toll lines

Other plant

General equipment

Sept. 20,1924

] v hd
1,000,033.06
11,537,740.36
%0,327,731.08
16 ,481,686.70
49,044,599.93
29,148,603.68

1,497,416.13

Oat.31,1922

©'885,996.26
9,087,712.49
17,258 ,800.00
12,679 ,266.36
40,559 ,662,05
23,844,547.90
898 ,598.22
2,293 ,777.80

g Totsl Pixed Caplital

3,464,337.73.

163,034,063,.16

119,127,360 .57

Construction work in progress

Investment securities

Advances to system corporations
Lor constr. eotec.

Viscellansouws investments

Cash and deposits

Marketable securities

Bills receivable

Accotrnts receivadble

Materials and supplies

Asorusd income not dus

Sinking fund assets

Prepayments

Unsmortized debt discomt and ex~
pense

Unextinguished df scount on capi tal

stock
Other deferrod debits

4,735,748,98
43,77%3,753.95

26,611,745.88
267,604.14

726,475,735

£04,762,10
5,103,385.97 -
2,653,430,97

157,506.15
1,360.83

%,177,964.07

6,875,000.00
106,087,685

6,384,661.64
14,073-,85’7.26

20,379 ,245.88
197,152.85
499,991,965

141,613.85
6,630,043.30
1,490,225.28

111,871.33

126,176.68

436 ,724.76

3,561,968.38

3,750,000.00
_55,364.78

TOTAL ASSETS

248,648,003.89

176,966,248.51

LIABILITIES

Capital stock, common
Capital stock, preferred

Sept « 30,1924
82 .000.000.00

Qot.31,1922
» 0, L]
57,000,000.00

Totel Capital Stock

100, 000,000.00

76,000,000.00

Tunded debt

Advances from system corporstions
for constire. otc.

Bills payable

Accounts payatle

Accrued 1liabllities not due -
Liability for employees' benefit fund

Other deferred oredit items
Reserve for accrmed deprecistion

Reserve for amortization of intang-

- ible capital
Surplus and undivided profits

61,556, 500.00.

35,822,600.00

3,709,354.46
3,222,815,25
497,075.89
1,946,502.75
33,098,628.80

97 ,836.04
8,696,790,70

63,198 ,000.00

20,000.00
1,982,569,09
1,866,478, 71

495,954, 63
285,144,356
28,882,141.78

70,450.82
5,165,519,.,13

TOTAL LIABILITIES 248,648 ,00%.89 176,966,248,51
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applicant’s balance Sheet gshows an increase in fixed capital
2rom October 31, 1922 to September 30, 1954 of $3%,806,712.59. The
inorease in"investment securitiss” and "advances to gystea GOrpora~
tions for construction etc.” 1s reported st §35,932,396.69. During
the interum the funded d.e'bt‘was decreased by vhe sum of $1,641,500.00.

The testimony skows that the $35,000,000.00 of common stock
which the compmy asks pemission to issue will ve offered to appli~
cant's stockholders at par. The Amerifan Telephone and Telegraph
Comphny. which owns nore than two thirds of all of a.pplica.nﬁ's out~
atandi_ng capital stock, will subscribe 1ts pro rate part of the stoek.
Ap;élicant bas no asguwrance from the Jmerican Telephone and Telegraph
Company that it will purchase 3tock in excess of 118 yro rata Yarte
Horotofore the company has purchased stock not subscribed by other
Stockholders and it 18 possible that it will do the game in this ine
gtance. While applicant asks permission to w3e the proceeds Trom
the sale of The stock for the purposes mentioned we balieve that such
proceeds should after the reimbursement of applicant’s tressury, be
uged to pay indebtedness.

ORXRDER

The Pacific Telephons and Telegraph Gompany, having applied

to the Railroad Commission for permission to issme §35,000,000,00 of
common Stosk, a pablic hearing having veen held before Exauiner
Fanlthguger and the Railroad Commission veing of the opinion that. the
monsy, property or lshor to be procured or pmld for by such issus ia
reasonsbly re¢uired for the purposes specified herein and that the ex~
penditmres for guch purpeses are not in whole or in Part resasonsbly
chargesble to operating expenses or to income,

IT IS HEREBY ORDERED thst TME PACIFIC TRLEPMONE AND TELEGRAPK
COMEANY be, and it is hereby, authorized to issue and sell at not less

than par for cash, on or cefore July 1, 1925, 350,000 shares
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($35,000,000.00) of its common stock and to moe the procseds to reime-
burge 1ts treasury to the extent that such rroceeds are suffi ¢f ent
therefor, for amcunts peid into the sinking funds of 1ts seversl bond
1s5ues and for wncapitalized expenditwres for fixed capital ad ine

vestment accouvnts ginee Oetobar 3L, 1922, which have not been already

capitalized through the procoeds derived from the sale of stock

anthorized by Decision Number 13369, dated April 2, 1924, provided
that after the reimbursement of spplicant’s treasury for the Purpo sea
indicated the procesds be used to pay mdebtedness.

The anthority herein granmted is subject to fwther condltions
ag followz :=-

l. Pacific Delerhone and Telegraph Coxpany 8hall keep such
record of the issue, sale and delivery of the stoek
beroin suthori zed and of the disposition of the
proceeds as will enable it to file on or befors the
25th. day of each month a verifi ed Teport, a8 re~
quired by e Reilroad Commission’s Gemsral Order
Number 24, which order in so far as ayplicable, is
nede o part of this order.

2+ The authority hecein gramted to I ssus stock will bhecons
effective when applicant has filed with e Rail-

Toad Commisision & copy of £t3 amended Articles of
Incorporation showing thet 1t3 authorized common

8tock has been increased from $18,000,000.00 to
. $63,000,000.00.

TN
DATZD ot Sen Franelsco, California, this 320 day of

December, 1924. ;o C é

7

mem
SL——’:'/ M%ﬂy
Commi 8Ssicner u.{”
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