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Secision No. 39694
EEFORE TEE RAILROAD COMMISSION OF

In the Metter of the Application of

op PACTEIC DELEPTONE AND TELEGRAPE
AR FeCIFIC SELETOlE i JEAELRA
s )1V Lq y ~ CO.pO.‘.ulo.‘.'l,

for 2n order authorizing it (2) %o Application
of fer 328,125 common sasres for sub- No. 277C9
seription end sale for ccsh at §LOC
per.share to the holders of itc pué-
ferred and common shares, and {2)
issue and sell £75,000,C00 principal
amourt of Forty ¥Year . % Debentunus
duz October 1, 1985.

> ~—

A

Pillsoury, Madizon & Suir
; G, ,

arnd Arthu= 7. George, ror

ROWELL, Commissioner

CPINION

The issue of “he debentures referrec to in tils sppli-

cation wes authorized by Decision No. 39368, dated August 27,

19.6. In that cdecision was indicated tiazt ¢ further hezring
insecfar zs It involved the
issue of 228,125 shares of common stock 0y Zhe Pacilic Telephene
ané Telegrepn Cowpany. Such further hearing was held orn November
20 in the Commissioﬁ'; Courtrecon in San Frenmcisco. At that time
and place Ecn; Seorge H. Flzzg, Pubiic Utilities Commissioner of
Cragon, aad Ion. A. mmerion, oirecior of the Department of
puslic Utilities of s, on, alse held hearings

on applicetions filed with these agencies by The Pacific Telephome

ené Telegraph Compeny for permi ol iesue 328,125 shares of

corxmon stock.
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The Pacific Telephone znd Telegraph Conpany asks ner-
mission to offer 328,125 common shszres cf stock for subscription
at par to the holders of its common and preferred stcck of record
on ¢ date to be fixed hereafter by i 4 of Directors in the
ratio of one commor share for ten preferred and/or commeon
shares then neld. s¢ 4he T o reimburse its
treasury wecsuse of income expentecd for the scquisition of pro-

perties and the improvement of L1ts Jaclili%ies. Thereafter the

stock proceeds will be used, to the extant that they are suffi-

laws of California. It cwms and operztes, directly or through
subsidiary corporations, 2 gs cL telephone systea in tne S+ntes

of Californisz, Oregon, vas % Nevade and part of Idano.

As of Octover 21, 1946, it 155005 and liabiliies as

follows:

Assets

Plant 2nd Other ° CEesTe :
Telephore plent : : : $423,858,794.70
Telephone plant und o 8,944.,246.57
Preperty held for ephotie u 916 ,639.69
Telenhone plant acq"151 ad fustmer 700,072 ’022.07

Total teleghone o“ 434,419,713.03
Miscellaneous phy51” ‘O : : 148,181.70
Investments in subs AP 202 479,92:.39

Other investments ‘ . g___%églgzg_gg
Tetal plent anc other i i . $27,696,055.00
Current Assets: |
Cash ~,9A7 397.35
Special cash deposits , , 498,703.58.
Working fuands : 133, 280 53
liotes receivable 609.9X
Accounts receivable 15,796,551.93
Materizl and supplies , 70129°821.97
Total current assets 26;506’185 07
Prepaid Accounts and Deferred Charges: o
Prepayments 1,973,792.84
Ziscount on Capital Stock - Net 4,817,811.12

Other deferred charze: 8/3,178.81
Total prepaid 2ccouwnts and cdeferred charzes 7,639,782.77
otal Assets $671!8§2!022.8@

-2a
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Liabilities
Capital Stock: '
Common Stock - par value (3100 per share) $246,125,000.00
(Authorized u,OOO 000 skores; outstanding
2,461,250 sha re55
Preferred Stock - ax value {8100 per share) 82,000,000.00
6% cumulative (Authorized ond outstanding
820,000 shares)
Total capital stock 328,125,000.00
Funded Dedt:
Forty year 2-3/.% Debentures cue December 1, 1985 75,000,000.00
Forty year 2-7/8% Debentures due October 1, 1986 _75, 7 000.000.00 -
Total funcded Cebt 150,000,000.00
Current and Accrued Linsbillities:
Advance billing for service and customers!
deposits 2,301,457.21
Accownts payable and other current liabilities 16,399,187.05
Accerued liabilities not Gue: :
Taxes . 9 »886,219.96
Interest 1,039,C62.50
Rents 2,162.00
Total current and aCC“UEd liabilities 29,028, 183172
Deferred Credits:
Unamortized premiuwn on funded debt 3,059,832.66
Other deferred credits 100,381.08
Depreciation and Amortizaticn Reserve 153, 5°9 312.45

Unappropriated Surpius 7,322,306.%3“
Total Liazbilities ﬁ 7;!842!022. é

As irncdicated Yy its bolauce skeet, applicant's

properties nave been financed wriaarily through the issue or.
cormon stock, preferred stock, denentures an? the investoent 6f
its deprecilation reserve and surplus. JApplicont's permanent
caplitalization as cf Qeteober 31, 1646, consisted of the follo
outstandinz stoclis and debentures:

item Amount Percent
Comrzon s'toclr :-52/;6,125,000 51.48
Preferred stock 6% 82,000,060 17.15
Debentures 150,000,000 1.37

Total 2478,125,000 100.00

Applicant has regulorly. paid A% céividends on its preferred
stock. In 1941 it paid 7% dividend on its common stock;in 1942,6%;
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in 1943, 6.25%; in 1944, 6.25%; and in 1945, 6.5%. During the
first quarter of 1946lit paid a dividend of 1-1/2% on its common
stock, during the second guarter, 1-3/4%, and during the third
quarter, 1-1/2%. The dividend for the fourth guarter has not yet
been fixed. Applicant's dividend payments for the first nine
months of 1946 amounted to $15,380,937.50, of which $3,690,000
was paid to the holders of 1ts preferred stock and $11,690,937.50
to the nolders of its common stock. ZExaibit "é" shows appli—'
cant's net income, taat is, the amount available for dividencs and
surplus, fof the ten ionths ended Cetober 31, 1946, at
$16,165,278.57. In arriving at this net income applicant in-
cludes in 1ts income statement $1,935,000 tux refund arising from

carry-back excess profits credit.

Applicant is through stock ownership controlled by
American Company. The following tzbulation shows the number of
shares of apolicant's ocutstanding stock, tne nuchber owned by

American Company, and the number owned by others:

Snares Owned
by
Others
No. : %

Snares (Owaed
Class Shares of oy
of . Stock Arerican Comsany
Stock Qutstanding No, 1 %

a9 w0 00 A

Preferred . 820,000 640,957  78.17 179,043 21.83

Common 2,461,250 2,128,945 29.34 262,305 10.66
Total 3,281,250 2,938,902 86.55 441,348 13.45

0f the 2,461,250 shares of applicant's common stock now
outstanding, all except 120,000 shares were issued under author-

izations given by the Rallrcad Commission in 1924, 1927, 1930 and
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1941.(1) The Axerican Company subscribed for its pro rata share

of each issue. Although it neither purchased nor sold appll-
cant's stock on the marXet the percentage of its ownership of
total shares of applicant was increased pecause of the failure of
other shareholders to subscridbe for the full arount to which they

were entitled.(z)
Applicant's Articles of Incorporation were amended

July 15, 1946, to provide that 1ts shureholders shall have the

right to subssribe for stocx on & pro raté nasis for each new

stock issue. Onder 1ts present proposal to 1ssue 328,125 addi-
tional shares of common stock at par, 1t is anticipated that all

shareholders will subscride therefor in the proportion to which
they are entitled. If the shares are thus fully subscribed the

1)
Decision No. 14418, dated Dec.30,1924, $35,000,000, 25 CRC 716
S nT 18023, " Feb.23,1927, 50,000,000, 29. CRC 404
n m 22111, " Feb.11,1930, 87,500,000, 34 CRC 360
" 34642, " det. 7,1941, 65,625,00C, 43 CRC 737

Tn 1925 the American Company purchesed from azpplicant &t par,
37,235 shares of common stock which were not sutserived for by
other stockholders. These shares represented 55% of the total
67,700 shares offcred to other stockiholders. The market price of
the stock was then at about par. La 1%27 and again in 1930 the -
American Company acquired only its pro ruta share. In 1941 ap-
plicant offered 656,250 common sharcs of stock to its stockholders
pro rata at par. When the issuc wus announced, the market price
ger share was $117. When the subsceription rights expired it was

99.50 per share. The American Company subscribed for its pro
rata share but other stocZholders subscribed for only 6,014 shares
or 5.52% of the 108,833} shares offered to them. In January 1942
fhe unsubscribed shares totalling 102,819 were sold to the Ameri-
cig Company at par. At that time thc market value was $96.50 per
share.

In 1925, the American Company surreadered 100,000 shares of
applicant's commozn stock. Applicunt thereupon charged off other
intangible capital in the amount of $10,000,000.

.
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proportion held by the American Company will remain unchanged.
Applicant 1s seeking no anthority to issue and sell any shares
that may not be subseribed for by stockholders in the exercise of

their preemptive rights.

The testimony shows that for 1946 applicant estimates
its gross construction expenditures at about $120,000,000, and
for 1947 at adout $200,000,000. It is applicant's intention to
borrow money on a temporary basis from the American Company to
finance that part of its comnstruction expenditares which 1t cannot
finance from income. Its October 31, 1946, balance sheet shows
no indebtedness payable to the American Company. It estimates
ihat'at the end of 1946 it will owe the American Company
331,000,600. If it does not issue tune 328,125 shares of stock as
sroposed, its indebtedness by larch 31, 1947, will have increased
to $60,000,000, and by Jusc 3C, 1947, will amount to about
$80,000,000. It is evident that even with the sale of the common
stock applicant will be required to do further permanent financing
" in 1947. Such financing will ve facilitated by the issue of the
328,125 shares of stock at the present time. Assuing that the
shares of stock are issued and that apolicant borrows the amount
indica&ed by June 30, 1947, its outstanding common stock will
then represent about 49.9%, its preferred stock 14.6%, its deben-
tures 26.8%, and its American Company borrowing 8.4% of its total
outstan&ing securities. Applicant’s ratio of debentures to tofgl
capitalization is such that it should be able to issue in 1947 on
advantageous terms, some form of long term indebtedness to refund

indebtedness due the American Company.
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In Decision No. 39368 the Commission sald that at the
further hearing appilcant will be afforded the opportunity to
show 'why the 328,125 chares of common stoeck should not be offered
to its stockholders at a price uore nearly approaching market
value. Applicant's witness testified that the book value of its
common shares of stock is $10L.31 per shere. AS stated above, the
American Company owns 85.34% of applicant's outstanding common
stock, leaving only 262,305 shares, or 10.66%, held by others.
The stock that is traded on the market is part of the 10.66%. Ap-
plicant's Exnibit "4" shows that the market price of its common
stock has fluctuated widely over the past twenty-one years. In
1925 it sold at §94 per share. It then rose to a high of $220
per share in 1929. In 1932 1t sold at & low of $58, and then
rose to a high of $153 per share in 1936, In 1942 it sold at a
low ofz$72 per share and in July 1946 at 2 high of $160.25. In
October 1946 it cold at a low of $122.75, zné is now selling at
atout $129 per shafe. Applicant’s witness took the position that
the rate-payer would be injured by selling the stock at par only
if rates were fixed on the basls of return per srare of stock
regardless of the amount per share paid inio the company's
treasury wnd invested in plont. He did not advocate that method
of {ixing rates. Applicant's witnoss testified ‘that selling
stock at or above par does nct make any difference in the deter-
mination of the over-all rate of retorn waich a cormpany is allowecd
to earn. The earning, he said, 1s nov peasured by the dividends
paid but dy the actual dollars jinvzsted in the business, and the
return allowed thercon. The distribution of the return realized
by a utility is determined by the clasées of securities issued by
it.
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Considering applicunt™s boox investzent per share of
common stosk, its earnings, znd the ustuation in the market
price of such stock, it &ppears Jroper to zuthorize applicant to
nffer the 328,125 shares of comzon Stock to its stockholaers at
par. Applicant is placed on neilce tiet the Commisclon coes not
ané will qot repgard the dividends peld on cozron stock as deter-
mining or fixiog tne rutc O retaen woplicunt shoulé ke allowed to
eern, in the event the Commission 48 uiled upea or fiacs it

necessary to reviev anpiicunt's rites.

Said Decision No. 36368 also roisea tae qﬁestion of
selling the 328,125 shares ol common stock ot competitive bidding.
Decision No. 38514, Gated Janvary 15, 1946, exempts fron competi-
tive bldding any sccurity offered pro ruta to existing sceurity
nolders pursuant to any preemptive right or privilege. Appilicant
in BExhibit "LM cites court decisions and other autnorities in
support of its contentlon tazt tac stocikholders nave as & watter
of law the right tc subscrlbe for the shares of stock at par. In:
view of the zuthority siven nw nere 1S no need to alscuss
the levﬁl gue .3 et M EL S An Tne Commission éesires
it to be understs st bne action Tuken By it in this applica-
tion should not ; s 5 imy ng adpitting that the
Commiscion docs.. t nave tag : o regaire tac shares of
conmon STOCH’ te Lo €04 sinpeTLeds idding or thzt it does
not have authority %o reguire the salc oF shures of comeon stock

at cwore than the par value thercol.

SEGQND SUPPLENENTAL QRDZR

The Pacific Telephone and Telegrap“ CO&?'QY naving ap-

plied tc the Ruilroad Compission for permission to issue and sell

-3
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328,1%5 shares ($32,812,500 par value) of common stock, a public
hearing having been held and the Commission having considered the
evidence submitted at such hearing and it being of the opinion
that tao money, property or labor to be procured or paid for

through the issue of said shares of stocx is reasonuably reguired

by applicant for the purpose nerein stated, thst the expenditures

for such purpose arc not, in whole or ie part, reasonably charge-
able to operating expenses or to lncome, ana that this applica-
tion skhould be granted, subject to the orovisions of this order,

therefore,
IT IS HEREBY ORDEXED as follows:

1. The Pucific Telephone and Telegraph Conmpany may, on
or before Karch 31, 1947, issue and offer 328,125 shares of‘its
common capital stock for subseription and sale, for cash, at not
less than $100 per share, t¢ the holders of its preferred and
common shares, in the sroportion of one (1) common share for each
ten (10) prefcrred and/or common shares outstanding in the name of
each shareholder of record on the stock books of upplicant at the
close of business on & date to te fixed aereafter oy appliéant's
Board of Directors. Any saares of stocklnot sub§bribed for by
applicant's stockholders.or by the purchaser of rights, may not be
sold until the Commission ¥y suyolemental order has fixed the

selling price of such shares.

2. Tne Pacific Telepaone and Telegraph Company shell
use the proceeds realized through the issue of said shares of
stock to reimburse its treasury because of income expernded for

additions, betterments and improvements to its properties, and
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thereafter shall apply saic proceeds to the extent that they are
sufficient, to pay indebtedness qu¢ American Telephone and Tele-

graph Company.

3. " The Pacific Telephone and Telcgraph Compaay shall
file with the Railroud Cemmission a report, or reports, as re-
quired by the Commission's General Order No. 24-A, which order,

insofar &s applicable, is wacde a part of tnis order.

4. Tne Pacific Telephone and Telegraph Company shall,
on or before June 30, 1947, file with the Railroad Comzission a
statement snowing in detail the expenses incurred because of the

issue and sale of said shares of stock.

5. The authority herein granted is effective upon the

édate nereof.

The foregoing Opinilon and Qrder are nereby approved and
‘ordered filed as the Opinion und Order of the Railroad Commission

of the State of California.

Duted aﬂszugﬁ;&ujkéﬁz_; Califoraia,

of December, 1946.

Commissloners
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CONCURRING OPINION

I concur in this order with reluctance as I believe that

the company should not be handicapped by a further delay in financing

vitally needed improvements and extensions, particularly in view of

present unsettled conditions.

T am of the opinion that the company should have taken
advantage of present market conditions and financed these improve—
ments through additional bonds or debentures, or the common stock

should have been sold under competitive bidding.

I agree with the following statement in the competitive
bidding order, Case No: 4761l: "It is in the public interest that
atilities sell their securities at the highest price obtainable.”
This redounds to tho benefit of the rate payer and cannot prejudice

the utility.

'I velieve it is not mandatory for the Commission to
follow the rule contained in the competitive bidding order, that
the issuance of securities offered pro rata to existing aec;.rriiy
holders pursuant to any pre-emptive right cr privilege be exempt
from competitive bidding. The decision rests entirely with the

Comnission in the exercise of a sound discretion.

R E. Mi'ttelsﬁaﬂedg‘ N

Commis’siqne’r‘ RIS
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T am dissenting in this case because I feel that the
majority opinion and order fails to properly treét and safe-
guard the interest and rignts of those who are obliged to
use and must pay for the service provided by this utility.

I wish to state that any plan of f{inancing which
might be.imposed upon any utility that is not entirely equit-
able or that is not completely based upon sound economics and

the highest possible degree of operating efficiency from an
over-all standpoint eannot in time do other then prove fin-

ancially injurious to, ir not the present, the future stock-

holders as well as the rate payers of any such enterprisé.

| Even if the 328,125 shares of common stock involved
in this decision were to be issued and sold at the full price
they would bring in today's prevailing market, the advisability
of this utility's issuing this block of stock at the present
time, instead of additional bonds, might well be seriously
guestioned; but for this Commission to permit -the dissuance
of this common stock as a further permanent outstanding
obligation upon the rate payer who will be asked from now on
to provide sufficient funds to maintain a minimum dividend
schedule, and for the Commission not to insist upon its be-

ing s0lé at the highest price obtainable, should be unthink-
able. |




It is significant that in this majority opinion an
earlier decision by the Comrmission, No. 38614, is referred
to as exempting "from competitive bidding any securlty offered
pro rata to existing security holders pursuant to any pre-
emptive right or privilege". Inasmuch as'this has been
included in the majority opinion, I consider it pr?per to
further state that in line with the written opinion of our
legal department in this matter, no one could justifiably
or seriously question the authority of this Commission to
either refuse the utility in this case the right to issue
this stock under the conditions requested, or insist upon
this or any other issue of stock being sold under any con-
dition or at any price this Commission may consider proper
and reasonable. However, having been offered this opportun-

ity to observe the manner in which this "loophole" clause

in the above-mentioned decision, known as the Commission's

competitive bidding order, might be taken advantage of in
defeating the purpose of that order, I seriously urge that‘
Decision No. 38614 be immediately corrected by Commission
amendment,

The majority opinion in this case like many other
past decisions of this Cormmission in a negative manner
points out and emphasizes what are not the influencing or
determining factors in rate-making procedure by this Conm-
mission, but no inkling is given, nor have I ever heard
concisely stated, nor have I ever seen plaihly set forth
in a decision of the California Raiiroad Commission its form-
ula for establishing utility rates throughout the State of
California. I maintain that all utility customers and rate
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payers, as well as the utility operators themselves, are

entitled to immediate action by‘this Commission by uhich

it will establish and obligate itself to consistently follow
a definite clear-cut formula as.will control, all utility
rate-making procedure in the future. Any such formula
_should contemplate and make provision for sound and approp-
riate treatment of all phases of utility rate making Not
only are.the, rate ‘payers and the utilities themselves entitled
to concrete action along this line by the Commissmon without ‘
further delay, but  the commission staff members. are likewise
entitled to and are in serious need of such important policy—
making guidance by this Commission.

Regulating the -quality and standard of utility
service, together with the nrice to be charged the public
for that service, is the principal function of this Commis-
sion. This was the purpose for which the Commission'was
“created and only by efficiently carrying out such intended
purpose can it justify its continued existence.

/ |

FRANK V. cmmc
Commissioner




