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~"'C)2-(' Dec1s ion No. _-.:...:" ~:.:..l"'.;i:I"·"':'-.""t i;... 

I!f;' 

~#jj~~ 
BEFORE im: RAILROAD COMMISSION OF :rEE S:rAXE OF CALIFORNIA ~ 

) 
· · ) 

In the Matter of the Application of 

lEE PACIFI9 1ELEPHONE ANP TELEGBAeH 
COMP&~y, a corporation, 

for an order authori~in'g it to issue 
and sell $75,000,000 principal amount 
of Thirty Year 2-3/4% Debentures, due 
October 1, 1975 7 and authorizing it to 

App1~cat1on 
No. 26968 

~r:~SQuO and U@llVQr ~ I~a~nt~~ to be · · ) dated as o~ O~tober k, ~945- · -------------- ...... --.-..-----~ ..... 

BY nIECOldMISSION: 

Felix T.. S:citb." Arthur T •. George ar.l.d 
J".obn A .. Sutro, £or Applica.n1:: • 

..JOM Fran-c1s Neylan, for Hal,~y S~,l.'I.ar;t 
& .Co., Ine .. 

In this .app11ca t1on.1 '!'b.e Pac:1'f1:c ::t'e-l.ephone and 

Te1egraph Company" Te'ferred to ·herein ·a·t :t'1oes ,as Applic:an.:t" 

asks .perm1.ss:i;on to 'issue 'and sell :at :par ;and ,accrued .1n:te,r;es:t 
$:75.),000,'000 pr1nC'1.paJ. amount of thirty ·y:ea,r ,2..;;3/4 .per c~~ 

debentures" due' 'October 1, 1975"a..'ld use :the 'procee~s '£Qr :.the 

purposes .here'inal'te.'r ~s,t&ted.. .Appl:1.can:t .a'l,so 'a;sks \perm1ss;1on ·to 

execute 'and deJ:.iver 'an .indenture, under ftihe ·provis:ion~ Q:f ,which 
" 

said ' debentures l,w1:ll 'be "is'sued.. 

Applican~" ,as df ,~.uJ:.Y·31, :19.45., ~r~por.ts :asse~s :,~d 
'liEib:1:1:tt1e,s 'as !follows: 
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,ASSETS 

Pt.ANT AND OTHER INVESTMENTS: 
Telephone Plant in Service, '$387;Z4~30'5. 7,8 
T€lephone Plant Onder Constr~ct1on 1,7347894.18 
Property Held for Futur'e Te1ephoIl.'e Ose 9'31,ll';.88 
Telephone Plant Acquisition Adjustm'ent .. " l?1';~36~89 

Total Telephone Plant 390, 31; 50~ 7.3 
Miscellaneous Physical Pro~erty , l:48,107~10 
Investments in Subsidiary Companies 1717854,;927.39 
Other Investments 17149:'2,72~16 
Sinking Funds ". '3§~ O~~ ·~OO 

To:ta1 Plant and Other Investments 564,;,1 ';9 :38 
COR RENT' A.SSETS: ' , 
Cash and: Special Deposits 2;221;372·74 
Work:tng Fonds 143,l12~'3 
No.tes Recei'Vable . 45> .. 73~ 
Accounts Receivable 15;611;.340 .. 2.7-
Material, and: Supplies ' ,·-3· "'!§§ '~7 .¥.7t 

~o,tal Current Assets . 2,3: :,~_~ :996,. 4 
PREPAID' ACCOQN!XS AN'D' DEFERRED CH~RGES'i ' , , " I 

Prepayments 1,'40S72q)':I:4 
DiscoUnt, on CapitalJ, Stock -' Net 4,81:77'8I1:12 
Other Def.,erred' Charges' " 421,; 1'0J.:.~6l:. 

T:otal: Prepai(i,: Accounts and Deferred Charges" '~:~f:~i§:!7~ . TOTAL, ASSETS' , S39 __ 'l;-.2: ____ ' __ 9~ 

LIABILll'I£S " 

CAPITAL STOCK:, , 
Common Stock, (2,461,250 shares', $100 par value)' 
Preferred, Stock' ;- 6% Cumulat'ive (82'0,000 sbar~s' 

at', $100 par' va.lue) 
FONDED DEBT. .' 
ADVANCES FROM' AMERICAA' TELEPHON·E AN.D.,TELEGRAPH" 

COMPANY, '" ' 
ADVANCES FROM BELL'"TELEPHONE COMPANY' OF:' NEVADA 
NOTES SQLD: TO TROSTEE; Of. PENS'ION FON·D,,: 
CQRRENT AND 'ACCRUED ,LIABILITIES: ~ , ' 
Advance B111L~ for Service and Customers' 

DepOSits 
Ac.counts; Payable "and 'Other Current'L3:abilities 
Ac.cr~ed Liabilities Not' Dlle: 

Taxes " 
Interest " 
Rents' . ," , 
Total :Current : and . Accrued "L1'abilit1es' 

DEFERRED'CREDITS: 
Unamortized Premium on" Fli..Yldeo. "De bt '- Net" 
Other Deterred Credits 
DEERkCIATION', AND :ANORTIZATION', RESERVE$.: 
CQNIRIBUTIONS, OF"TELfPHONE : PLA1\JT, 
UNAPPROPRIATEP,SORPLQS'.' 

TOTAL LIABILITIES:, 

-z' 

$246,1257000.00 

82'~ 000,00,0 .. 00" 
5,4:,,568,000.00 

12, gp'O., 000,. 00" 
1,65,0'7000.00, 
7;.363,878 .. 26 

1 • t '. '" 

1;965;171:31' 
11,844 ;30.3.8.3' 

24;483,80b.49 : 
480; 73,7 .. 93., 

, .. _. "1:911. 96:-: 
387 775,925':'52.' 

2i4~'.749,;26 . 
.. 83 ;~3J.,:54 ': 

1.38';'510;'37 .. .78. " 
" 69,,.3'2.0 .. 74 ", 

10' .. 03'1' ;"?6~ ':39,"".-
$ 59'2 ·,;.19? i 099:4';9'- ~ 
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,App11'c.ant'.s :t.undecLdebt consists of:$29;652,,'000' of 

:re!un:d1ng'mortgage ,>~~/4 .. p€r.cent.'Se1"1es Bboncis" :d:lle April ~l" 

:J..~6~" . and $24;916,'000 'of ,re£unding mortga'ge '3-1/4; per' cent 

. Ser.:tes ' C . bonds" ,idue . :December; 1, '1966.. : Bo.th· series of bOnds' are 

redeemable -at -the option, o!". the :.company" upon: s·ixty days" notice, 

,on any interest .payment date. "The :1nterest' on Series:B 'bond-s '1'$ 

payable on .Apr.11:1 and on October "1" while .the "interest ·on 

,Series C 'bonds is payable on June '1 .and· on December 1. :To.e 

Ser.ies B .bonds are ·now." ,a.~d :to t;I.Ild 'including Apr.i1 ',1, :1946, ,re-. 
. ,decmable at ~05 per cent of :the:i:r .:race value and, a'ccru'ed ·1nt~rest..) 

while ~the :Ser.1es C bond·s are now, and 'to and includ1ng ,::rune ~1, 

1946."r.edeemab1e ;a:t '107-1/2 'per cen't ·Of ,the'.1:r :faceva·lue and 

a.ccrued interest. ·After ~pr.il .1., 19'46." and·toand 'inelud1ng 

.April 1" '195'5., ·the .Ser.1esB .bonds are :redeemable 'at lO4 .per cent 

.o.!' their .1'ace ·value and ·accrued .1nte·res:t.. 'After ,June 1, 1946, 

and Ito ·and 'including .~une 1;, 19.51, 'the ;Ser:i:es 'C 'bonds a:re re­
.deemable at 106-1/2 .pex cent ,of ~heir face -value and 'accrued 

.interest.. App11can-:t; intends to red.eemboth 'Series :B 'and 'C 

·bond.s on .01' ~betore-the next 1n:teres:t 'Paymen~ dateoi: ·.each'Series· • 

. It propose.s :to pIl.b11·s·b.., on '01' about. ·O:ctober .1). the requ'1red 

I:lot1c.e ;to redeem the Se:r1e's C bond.so!'.l. .December 1, 194'5-. .tt 

fur,the·r pr.oposes 'to pay during the C;llTrent year theprincip&l; 
• 

the .call ;premium and interest ·on Series B .bond.s to ':April 1" 1946, 

to 'any holders who agree to sllrrender such bond'S.. 'Any 'Series B 

bonds not surrcnder€d "Will be 'called in the re.gu~'ar mannef for 

payment on Apr~l !, 1946 .. 

To Frovide ftseir'witn f~d~ to redeem its Series B and 

C bonds' and to reimburse its tre~sury 'because of income expen'ded 

for the acquisit10n of properties" Applicant asks perInis·sion to 

issue and sell at par $75 , 000,000 of 2-3/4 per cent thirty year 

-3 
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.cie;benturcs.. The 'paYll?-eI?-t of ~l;le p;~nc~pa;l of ~he ,Se~J..,e:s :~ ;an.d 

C bonds .calls fo-r an' expendi:ture of $54>568"000,, l,eav~g' 
• I I. • . , ~.\ I .' 

$'20,,4.32,000 fo~ the re~bUI's,ement .of App11.cant.+ s ,:t;r:easu.ry. 
• • ., J. ~ 

Xhe .. 
, 

mpney applied :to ·t.he ,r.ef,mbuxsement of .Applicant,! s treasu.ry wi;L-l 
· , .' • • .• - ~ ... ~ flt.·: 

:be used to :'P?;Y a;p:prox1,~telY $8,500 "qoo ~~l:1e The ~e,ric~,~efe~ 

,phone and Telegraph Company, ·to pay approximately $7,200,000 of . ,. '" '.. .' " 

,demand n~tes held by :the :Bal'lker,s Trust ,·Company, trustee of .the 
, " , '_'. • I ~ • 

pens~on fund eS:t,abl.i·sh_e9- .byApp.lican~.' ,to ,pay $3.,}5l>3q9 of 

,premium on :the :Ser1es, ,B o.nd C ·.bonds" and .to pay estimated 
• . ' '\",' • " If I, • 

expenses incident to .the 'issue of.thedebenturesof .about . ., '. .. , . 

'$140,00Q. :The :rem?-.1nder <:>1" ·the .pro-ceeC;s ~~ill .be used by App'li-
I, ... ' .... 

. cant :for work1;1gc~pit.a:l·. 

'The ,te·st1mony saows that .Applicant . has entered ·into 
• '.. .... • ~ f • ". j . 

verj)a1 agreements, which are 'later .to be .reduced .to %T1tin8., .to 
\ II' ., • t • '....~, I.. , 

se,l'l.the debentures·to the·following'! . ... 

;~ers ;Tr.ust Company 
'Equ1~able . L1feAssur~ce . S<>c~,ety 
· ·Jol"mr,HZIIl.cock M,Utu,al,~ife ·I;ls.~r~ce 

. Company 
On1.on Central Life ·In~ura."'l.ce Company 

· Sun' Life' Assuranc'e 'Company of. Canada 
, Penn 14utual' Life (Insurance ComPany' 
Provident· Mutual Life ·Insurance .. 

Company of: Philadelphia 
Prudential Insurance Gompany of 
. America' , . . 

.Massachusetts Mutual' .Life ,Insurance . Company' ... .. 
Mutuai· Benefi t .. Lffe : Insura.."lce· Company 
.Mutual .L~rG·Insurance C6m~any.of~ . 

New. Y.ork . , •. 
.:New·York;·:Life :.Insurancc Comp~y 
:New;.EJlgland Mutual,-Life· Ins.urance 

. Compa.l).Y· . . 
Northern; Life, I:l..surance, Company , , 

$ 4,800,000 
" .1,2,.500,000 

5,0.00,0.00 
'2.; 0.00 ,OPO 
·4,,000,000 
",3,50.0,00.0 

2,500,0.0.0 

15,00~;.Oo.O 

2,500,000 
2,. OO~ ,'000 

. 6,5.Q0,000 
12,5.00;000 .. ,'. 

·2,000.,000 
, . 2.0.0 0.0.0 . . , . 

.Applicant; reports- th~tt it; r.e~orted to .apriV'~;te sale 

because ~ime,.does, not .permit it. to .prepare .. and f~le_ a.reg1str~-
, " ',' t I ' 

. tion s,ta:tement! that Ctuli be· made effective. prior to Octob~r 29, 
.' "', .' '> , , • 

the'. beg1nn1ng,.of:,the.O. S. ·Vic.tory. Loan· Bond, Dr1ye. It was not 
" '. . . " , . ' ., 
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until after ¥'~ DaY.' ,and. recent· re.p~r:t,s~emanatin·g'.lr~m,:.~ 

re-sponsibl-e: .governmental off.i,c;ials in Was·~g.t?~.,t~t, ~th~. 

Excess .Pr.ofits'. Tax, should .be,re:pealed or. .. reduced ... that . .App11-:--: . 
• r '. ..... , ... 

cant ':s' ,'Vice· Pre,s1dent 'and, Comp·tr,oll~er :co,nclu!1e.d·.,tha:t. ,1t~ '~g1lt ... 

beta . Applicant '-s: ·ad:vanta·ge ,to', n~w ,ref~d, its .. bondsi. 
. ~." " .. 

The- .testimony ,does ,not·~onv1nc~ .us ·thclt .~h~re. ,wa~ ~ 

suff.icient negoti'atd.on, carr.ied on in~the. oft:.er ,of.:sale"of :t~., 

debentures.. App~1'c'ant .at.:the: outset, .because ot: .t1m.~ .. l1~tat1o.ns~ 

decided ·upon:a. pr1v;a·t,e ... sale. , It 'Con·tacted 9t:f:1cers ot ,some. 
, . J •• ' ," •• 

twenty. ·,insurance,.companies and, end,eav.ored .. to. sell ·its .debentures . , ...;. ~ , '. ~. . 

to' ~h.em ':at: 10.0'. 5. ':per cent, :0£ :the1r .. face value: ,and :acc.r~eci:;tD:t.er" 

est·: .. 1'hey·ad.V'ised .. Ap.p11cant ,·that "they , .. wera, not;.interes·ted' in. 
10 • • ", ,. • • •• t. 

the.· purc·hase ·,ot·'the, de:bentures ,at.,that ~px;.;t~e .. , Thereup.on.' , 

Appl:tcant 'dropped :the. price· 0 f' tbe de,oent:ur,es to.lqO ,per, cent of,; 

their 'fac'e value .and. accru.e,d · .. 1nteres~., . At ,.t~s: pr1qe 'c~t"':' , 

ments' to purchase, the, de.bent~res , .. we·re, promp:t~y, .. m?-d,e,~, '. ~~ .r~~t~ , 

the prospec·tlve· pur.chase,rs·a$ked for:more t~.$75·,.OOO,Oo.O. 
• ' • I ~ 

An .. investment ',banking !1~mo!~ered:, App,~~an~ .. a.,.m1nit;lum , 

price of·'lOO;5,per cent.of:.'theil;' ,face, value, ~d ,aqcr.l:t~d,.~t~r~st .. 

for:the debentures subject~ .among others, ,to .. the condition. that.a 
1 •• ~.. " ~ .. .. ....." 

reg1stration'statemen:t:be fi:led witb.~the,Secur1t1es and,Exchange . ..' " '.. .. . ", ... ~ 

Commission' and,;oecome effective, so that tl;l.e, debentures. could .be '. . . ·...f .' .. ", . t. , " 

offered"for sale on· or.-before October: 29, the. beg1nn1ng ·oi.:the . 
. ' , 4,.,. ,',. 

0' •. S:., Victory ,Loan, Bqnd·~Dri~e •. Applicant.,rejected;. this, otter" . .. ....., 

because 1t~.was impossible. for it ... to, m~et. tl'lat con~U:~1~~, ~d .. 

fur:ther' for the reason· that. the. a~ed, exp~nse o~: .f;1.l~g, .a.,regi~-:", '. . . 

tration statement· and·; the annual'. ex.pense, ~4er, an 1nden~~~. 

qualifying under, the: Trust:. Inden.tur.e. AC,t o~.19.39 .Vlq,uldJexcee~ t~~ 

mcr,eased'; price for; tbe. d.e.b.ent~.es:., I:t:. is . tn:l.tort~ate, t.~~ .. 

-I:.. -":" 



Applicant ,.de+ayed~~.t.s ; rei':und1l;J:g '1.?-P.er,at1-on· .until :1 thad::put 'one 

~~~se ;to trav:el ~.1;n;:prde,r', to !r~!i:nal:lce befo·re ~the;'11. ~t .. Victory 
, 

Lpan . Bond"~ l?X:-1.v,oe.. ,·Dlp:-1p.~. the . per.J:o:d -,'Of' the ,l(ielay . other ~ll 

Comp.anies ).lnd~z:t.o<?k ,;t;he :r~fun(ij:ng ;.~::f' ~:i:ndebtedness. 

The lr~cor,d ;1n ,th,is ,case :does ·no.t "warr.ant ~a ~.finding ·in 

"su~p.o~:t .·of .this ,·~pp;lication., ;·.an~ ,there!.ore we :beJ:ieve that 'it 

;Sb9uld ~e denied. ''This .does .no't ·n.eces:sar-1ly 'me.an ;that .Applicant 

,.c8J?l'l~t .r~f1lnd its out,st.and.ing ·bonds :th:is year.. The :testimony 

shqws .that The . .Am~ri·c.an '!elephone ,a:nd '!e-l~graph Company :rs re:ady· 

~9 a!i:v~ce ·to Appl,icap.:tenough m.oney ;to ·redeem Its 'Series C 

.boI?-ds ~.December t;tr.~t.. )Jo doubt Applicant cO.uld, on 'a 

:~~~porD.ry' ;Loan bas':l:S.7 obtain :the ne;ce'ssary funds from other 

.sour,ces,. :In ~h.e me.antime" .steps .ca."l be taken to prepare and 

.file wi.th the Secu.r1 t;ie,s and ~eban&e ·Commission a l"egistre:tion 

.st~eDle~t effecti.veso that tho d.e'b.entures .co1lld be -o:f'r-erec1 fo:r 

.sal.e a+'terth? cl,.o.se .()f :the :u~ ,S. Y1~tory Loan Bond Drive .. 

S1.lch regi~tra.t~.o~ !'(ould .g.reatly expand the field for marketing· 

the .debentures. 

A public ~earing having been held qy the Commission 

e~ p~c on ~p~ember 24 in the above ~~titled application, and 

the Co~~~ion having considered the evidence submitted at such 

~ea.ring ~d it being of the opinion that this app11cationshould~ 

f~r ~,he reason s:tated in t.he i"ol"ego1ng opinion, be denied". 

the:;-e!o:re, 

~~ +~ ~EREBY ORDERED· that. this. application- be,. and the 

~a.D:le 1sl, here1:>Y denied., 

-6 



· Dated at San Francisco-" California> this ~a7 
or ~ , .].945. 

Cc>mmissioners 
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Comm1~~ioner Rowell, d1~sent1cg: 

I cannot conctll" in the foregoing order because I am. unable to find 

anything in the record to ju.stity So d.enial or the a.pplication of this util1ty 

to i~~ue refunding debentures when the con~equence or such refunding Will 

result in a. substantial reduction in the utility's annual interest ehargea. 

The opinion ~t&tes that the te~timo~ doe~ not convince ~ that there ~ & 

real. negotiation carried on in the ofter of sale or the proposed. seC1lrities. 

~c only question, u I view it, i~ wb~her the record conta.1.na any £acta 

'Wb1eh 'ftCulo. jus't1!y the conelu.sion t.hat the applicant could sell its seeuri-
t;1ea at. a h1~or prtce ana at greater net yield. to ;1t. 7he w.itness tor the 

company expressed the opinion that the sale o! securities under the plAn pro-

posed would be distinetlJ'to the compa.ny's benefit and that in his opinion 

no higher pnce l"O.sult1D& in greater net proceeds could be obtained. His 

testimo~ stand~ unchallenged. 

Unless the Commission reels that it should ~k tor the presentation 

or 1"urther testimony, I believe it is ineu:nbentupon it to decide the appli-

cation solely upon the reeord. as mad.e. The reeord. compels the granting ot 

the application. 

~~ :: 
. . COlllnissioner. 


