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BEFORE ~B:E RAILROAD, COISI!ISSION OF TEE STATE', OF CALIFOF:NIA 

In the Matter:o! the Applicatio~ 
of 

TIt"'E ? ACIFIC TETJEPF.or;E p,?m T}:T .. ::::G'R1\PH 
~pp~Y, a corpor~tion;--

for a."'l' order authorizing 1:: to i::zuo 
~"'ld.sell 656;2;0 of itseo'amon sh~rez 
of the par valu~ of ~100 per s~are ~d 
aggregating $65,625> 000. " 

Application 
No., 24414 

AL:FRED'SUTRO,' :or Applicant 

RILEY, comnSS:O~TER:' 

This is an application'l'or all ordcr ,of' 'the Railroad,' 

Commission authorizL"'lg The Pacific Telephon~~"'ldTeleer~ph' 

Cocpany to" issuea."ld ,zcl:!. c56, 250 'shares of its COnlmon 'stock, , " 

of the par value of, $6;,625,000, at not less than the par, 
, • , '" d'. , 

value thereof', for the, p'lXC'!?03C' of r~~.m"o'Ul"s~g i tc treasury 

for ::oneys aC'cually expended, $inc~ October 31~ ,192Z;',trom 

l..""lCOI:lC a.."'ld' frot/!' othe:: ~or..cyo i~ its treasury, :.me." to ,otfer ' " 

saiC,'656,250, cor.u::on zhal"~s to the holders of its 'outstal'lding .. .. ,,' 

preferred snd COr.1mon zb.~rc::: tor subzcrij,)tio:o., a.t·, the rate' 0'£ 
, .' . 

$100 'a sbAre ;",in : the proportion of, one, zh:lrc- to': each four'" 
.. , 

shares, of' preferred and/or common' sl"!:!:ocs ' sta.."lding , in ' the, 
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• 
na:le of e~ch sl'loreholder of' record. 

Ps o~ JUly 31, 1941, the eomp~~1,re~orts its author- " 

izcd,c.nd outstanding cc.pit~l'ztock c.t 2,625,000 shares of the 

pQ.r vc.lue of$lOOec.ch o.."ld of. the a.ggreS2.te par ~:!lue of . . , 

$262,500,,000 of which 1,805,000' shares Vlere COm:clOnSMres cmd 

820~OOO . preferred. Recl~ntly 'the compacj has increased ,its 

authorized cc.r>ital ztock to.3,281,250shc.resof tb.epc.rvQ.lue 
.. 

of ~100 e~ch, d1vic.cdinto 2,/+61,250 com:nonzhc.res ~d 820,000: ' 

preter=ed sh~cs. 

thepr.¢se~t c.pplic~tion!or pe~ssion to' 
. ., . , . 

issue the c.dd1tio~c.1coQillon s~~res ot stock, the company ~s 

filed it:; ·oal:mce sheet shov:ing c.sscts :lnd 1 ic."o11i tics ::;s of'. ' ' 

July '.31', ·1941 .. r .. s :tollo\vs: 

Assct~ 

T€!lcphono pl~t 
Ydscollaneous.physicc.lpropcrty 

-

, Investments in.suosid:i.:.ry, celilpCJ.'lics 
Other 1nvestm~nts 
S it'..Y..ing . fu.."lc'c.' 
Current::::.sscts -, 
cash~nd spccic.l deposits 
Working f-unds " 
Notes rccciv~b1~ 
Accounts- roco:l.vQ.blo', . 

, M:ltori~ls ' a.'"ld '. su,~plies 
De£'crrcd,cMrgcs 

COo:lor. steck 
Pro::Ccrrcd stock 
Fu."').dcd ee bt 

~roto1 c.s:;cts 

Notes sold totrus~co ot pension fund 
Adv~ces from Tho Amorican Tel. & Tel. Co. 
Currcnt~~d ~ccrucd li~bilit1es -

Adv2.."lee , billing' p $1,546,102 .le 
Aceounts p~y::."olo', . . 6,693 r626.66 
Accrued l1=,-"o11i tics, , -2,360,650 ·4S· 

Deforred crcdits.,' -' 
DeprOciD.t1ono.."ld 'CI.IC.ortizo.tlol'l r0scrvos 
Un::.p~ropriateesurp1us ' 

, Totc.l.liabi~i tics 

, .'" 

$.315,731~580.4~· 
.970,162.42, 

157 ,704,927 .. :39 ,~ 
597 ,218.8$ : ,,' 
;32$,000.OO.i" 

,,'> '. 

" '-

$180,500,000.00, 
82,000'-,,000.00' , 
54,,568,000.00. 
. 9,.749,.171.36 
45,400,000.00' 



A.2~M' • Me " 

The amounts reported CoS ::.c'!.vancez from. The ,A:::leric:m 

T~lephone ~d Telegr~ph Companycons1st or one-d~y unsecured' , 

5% notes iS5UC:c.. over 0. period of time fro:n'Sel'temoer 16",1940, 

to ,July 31, 1941· 

The ,'compony reports that bet\,l~en October 31" 1922 
" " , ' ' " ." . . , 

~d July 31, 1941, 1t,expcnded for property, for the retire-

ment of bonds ,Q.'I').d c.dvmlccd,' to, zu"os1diDSY comparrl.cs, the sum 

ot $S5,355,570~li in excoss ot :proceeds f:-om the izsuc o! ;' 
, , ' 

, .. 
stock ~d notes, ~d,adv~ces fro~ ZAe Ac~ric~~ Te1cphone=nd,' 

Telcgr~ph Company. Tb~$ ~ou.~t,W~$ dete~i~cd sSfollows: 

InerC:.l.se-1ntalc:phonc plo.nt'accounts 
Increase 'in ~~vestment in zecuritic~ of 

$20l,486-, 054 .33 

1l8" 836,001.54 
7 620 754 ... 1~ , 

C 2 : 60'7 : '712 .. L) , 
773,009.57 ' 

.. l98·,82.3 • .32 ' 
8! 630.000. QQ, 

s\ibs:l.c'i.ia:1 e s 
Increase in ~dvanccs to'subs1dic.rics 
Increo.se ~~ other investments 
Incre~se in oiscell~eous physical property 
Inerec.se in cash depOSited in sinking f~'I').es 
Decrease 1.."'1 flmdec. debt, 

$334~ 936, 930~~; ,', 

Less -
Proceeds from' st-leof stock $194,432,188,.88 "-
Pension !'u."'ld note , 9,749 ,l7l. 36 .," . " 
.Advances 'irS. 400,000.00' 249', 5S1, 360.24 ' 

B:.1:mce §' 85.355,5'70.11' 
, .' ,.... .. 'r, 

, Accordbg to the testi:nonyo:f S. 'V{. Co.mpbell~ ap-

p1icont t s vice presid.ent a."'ld generc.1' ~udi tor ~ the: $a; ,355,,570.11 

was obtained'fr¢m'v3rioussourc~s,oris represented'byad~ 

justments,~s.:rollows: 

Fro!:1 surplus ¢arnings 
,Fro:,reservez. 
?roc,currcnt iteoz 

. Fro::ld.c1"~rrod , items .' 
From. o.c.j ust:ent of i:lta."'J.-

gibles ' 

Tot::.l 
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$ J+,S60~143,.9.3 . 
69,054,244.00' 
4, 784r 742.39, ' ' 
5,3S9,953.60 " 

1,266, .4$6 .. 11-

$85,355;570.11 ' 
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Although the coop~ynow ~sks 9crrn1szion to issue 

stock to rei~our:e'its treazury,the record shows that 'it is 

itz intention to use the proceeds, after re~bursement, to 

paya~v&ncosrrom The A:¢ric~~ Telephone ~~dTelegraph Co~­

pany, ,which advances were· reported . ~- the total' amo'.mt . of 
. ' 

$45,400,000 at tl'le date. of the ·oale.nce shcet. It 1::: expected 

that the adv~~ces'vdll approach or exceed the par value o~ 

the' stock 'l'!"oposed to be issued b~" the time such issue is com-

pleted: App11ccnt proposes to' 'i.lZe the proceeds- not· nccdee. to' , 

pay so.ic. adv::::lccs ror gcnero.l cOI",Porate purl'oses. 
, , 

The record' ~hows t.hat the coopan:t is in n~ed 'of ad-

di tionz.l- ct.l.p1tal fu.."l.d!> : to improve its ,- casl'l pos! tion, to pay~,_ 

indebtedness and to fir.o.nce the cost of additions to its- ' 
".' . 

properties, one. i.."1.vcst:nents, o.:ld 'chat it h.o.s concluded that 

this need -. cc:.n bo _ mct tlore advantaboously throug...""l the issue 

and· sc.la of shares' of· COm::lon stocl<: rath~r tho...'"l bonds or, some 

other torm orsccur1ty • 

. Ir .. ,t~sti:-yi.ng i:..~ si.i.pport. of the plan toissuo" 

shares of COm!lon stock =:.t this tim~, It.R.Sullivc.n, tho' 

companyT$·first v1ce'pr(?sid~nt> osti:mtcdtha.t at-thc·eloso 

of this yeo.r;o.szuming the addi't1ono.l sho:es issued" tho 

total_outst~~d1n& capito.liz~tionwould'aggreg~te $~97,350,OOO, 

consisting of.various clcs:czor $~cur1ti¢s"ando~ligat1ons 

i.."1. . rclat1 ve proporti.ons ~.s- follows:. 

-]:tcm, 
Bond. $ , . 
Adv:l.~cCS ' 
PenSion notes· . 
Prci\)rrcd stock 

Subtotal .. 
COm:lon ,stock 

. Toto.l 

A .. nO'U."'1t' 
$ 54,568,000 

14,657, 000 
82.009,000 

151,225,000 
2AS,1:?S .. OOO 

~Aa90Q. 
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Per cgnt .. 
1.3.7.3 

3.69·· 
20.6~ 
:78.0 -
61·24 

lO,O.oq, 
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While the proportion of common stock might appe~to 

be relatively'hi~1~hepointedout that the compzny's debt' is 

growing ra.pidly, and th~ t follo\"ting· the issue of common $bz.r~Z, 

as now proposcci, the' debt proport10nVli:i.l ;gc.iIl stc.rt'toclimb, 

due to the continuing necessityo~ borrowing add1tion~1 sums 

from time to time for new construction. Itls repor~ed th~t 

with. t."le pres0nt ro.te 01" g:,owth~d vrltb. the construction pro- , 

grc.m,outl1ned for 1942, the compD.nY will 'be c~lledu;on to 
., , , J , 

borrovl approx1ma.tely$~2,OOO,OOO c:.uring the:cocing yeo.r., 

Thus f~ccd 'Nith,the'const~t,neee for:new c~pitel, 

it 1s urged, 'b~" Mr. SulliY:L.~ th~t the company shouldto.kead-

va.."ltage of the "opportunity to obtain co~on 'stock money, which 

it,now ~s, ~d torcservcits 'borrowing capac1tyfor times 
. . '. 

when' money c~ot: otl"l.ervr.i.sc· be l'rocU!"cd., , It' c.ppco.rs to, be 

the opinion of the,vdtness'tho.tif thccomp~ynow reduces it~ 

borro"~1.ngco.p.:.ci·cy, :pres~'bly through the issue of bonds or 

some other :t..",'t¢rest, "ecc.ring security instec.d of eO::1lD.on' stock, 

it · .. ·:ill'bc imposziblc for 1 t, to obt~in ne-;l cc.p1to.l on' rOo.soXl­

able terms' .'It sO:loiuturc dat~ when interest ra.tcs, in gancr31, 

I:lay bc:highcr. 

Iti::>, of course,. in 'the public interest !or c. util­

ity, looJr..1ns'towo.rGi the,!uturc, to l!l3.lntainn. CCl'ito.l ~truct-' 

ure sufficiently flexible to enable it to ,raise funds'when ~d ' 

=.s nocdcd " anc.to :occt' its rcqu:i.rCl:~ntz ov¢r 0. continuing period ,. 

of time, ',und~r c.if!er:L"'lS ccono~c conc.itions. For' this reason, 

in this' l'o.rticuln.r C.'lSO, I bclj.GVO that u:pon the sho~'1ing' :c:uLeC, , 
• ,I . , , I 

the Co::lmission is ,,;,;,.'!rro.x:.tod in :ntlking ,on ord.er a.uthor1z1ng :!tho 

issue· of the shares' 0-: stock 0.5 rCQ,ucsto=:C ... " 
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I believe ~ however ~ 'the. t applicrul t should be placed' 

upon notice th.:Ltthc Comm1zsio:l do~s not, ~:ld will not, regard 

the dividends on the common stock as determining orf1xing 

the rate of retu::"n the company should be allowed to earn' in 
, . 

the event the'Cocm1ss1on is called upon or finds·1t'd~sirablc 
. 

to review itsra~cs. 

'I herewith' suomi t 'the following form of, order: ' 

The Pacific Telephon~an~ Telegraph Cotlpany having 
". , 

applied to the Railro~d COD~1ss1on of the State of'California· 

for a.."l o::-der authorizing the izsue of $6'5,625.,000 pz.r .. "slue 
, ' 

ofcor:nnon stock, a' p'lbllc hearing having been held, 'and the 

Cono1ss10n be1.."lg of the opinion that the ::loney, property 'or 

labor to be procured or ~aid!or through the issue or said 

stock !os reasonably required for the purpose specified hcrc1."l, 

and, that the cxp~ndi turcs 1'or such purpose' c.rc not, in whole 

or in part, rcazonablychargeablcto opcr&ting exp~nzcz or to· , 

IT 'IS P..E!{EBY O?.DEEED ~ that The Pc.e1f1c Telephone ~d , 

Telegraph CompanY'be"and it hereby is, author1zedto issue 

3...l"J.d sell, on or 'bc!ol"<:> Deeemb~l" .31, 1941, at not' less 'than ' 

$100 a share,. 656,250 sha.res of its eomtlon c:.lpital stockoi" 

thCaggrego.te po.r'vo.lu<:: 01"$65,625,000, and to' use 'the pro-" 

ceeds for the :-eitfourscr:.ent, 01" l:1o!'.ej.-s ~~tu3.11y expended, from 

incoce, end from oth€r :loneys :Ln' i ts tre~sury 'not' s~c'Ured' by 

, or obtai.."'led 1'1"0:1 the issue,ot socuri ties, for the ~cq;u1s1t1on " 

I . -c-



•• 
of properties, the investment in securit1es .of~d ~dv~~cesto 

subsidi~ries ~~d the retirement of bonds prior to August' 1, 

1941,providec> said 'proceeds be used to ~ay indebtednes$ due 

The' .Ame::-ic~ Telephone and ~elegr~ph Co::pa."'ly or' for . such . other 
" ' j , .. 

,urposes as the Railrond'ComQi:s10n wlll hereafter authorize. 

IT!SEE?2BY FU1cr~R ORDERED that The Pac1tic,Tcle-
" 

phoneane.Telcgro.ph Company 'f!JJ.y offer sa.id 656,2,O.:.b.3.res of 
" " .' ,,", 

common capit~l ~tock ,to the holder~ of i tz . outst~d1ngpre- .: 

.ferrecl ::me. common sho.rcs', for subscript'ion, ~t the rate of' 
" j ,- " •• 

$lOOashare>1n.the proportion of one share, for 'each, !O'l.lr, 

shc.res of preferred ~cVor ,', comoon sh~res. st~di.."'lg 'in" the name 

of ' each. shareholder of rccorc..' 

Thc,.authority herein. grontcd 1s,- subject to the'. 

!ollovr..ng conditions·: 

1. 'The:Pacific Tel~,honc,on~Tcl~gr~ph Comp~y 

shcU.l keep such record 'of the i:su~' t.."'ld s,,"10 of, the .stock 

hcrcL"'l authorized, ~d of the cis,osltion,of the proc~cds, as 

~1.11 enable it to' f:l.1e, 01'1 or 'before. the 25th cc::r of oach 

month~' Co 'veriri~d rCl'ort c:::" required by the R~ilro:.~ . Com­

::liszion T s Gencro.l Oreer No,. 24-A;, wr..icn '. oro er, 'inso!~r ~s ~p-, 

plic~ble, . is ~~de c.. part of this oreer - " 

: 2~· The 3.uthori ty herein grontccl will become' crrcct- '. 

iv~ upon the d~tohcreo£. 

Xhe foregoing Opinion m1C Or~er arc hcreby~pprovce 

a."'ld orc.crcd t11edcs the Opi."'lion ~c. Or~.0r o~ the R.211roac:!.' 

Commiszion,of the Stotc of Co.11fornic.. 
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DatodatSanFr~cisco? 

. of .october 1 1941 .... 

, . ",' . I, " ..... 

. ! •• 


