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BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter 0 f the Application of 

THE PACIFIC TELEPHONE AND TELEGRAPH 
COMPANY, a corporation;--

) 
· · ) 
· · ) 

for an order authorizing it (a) to : 
offer 633,274 common Shares tor sub- ) 
scription and sale for caSh at $100 : 

.per share to the holders of its pre- ) 
terred and co~on shares~ (b) to issue : 
and ~ell $30~OOO~OOO principal amo~~t ) 
of Thirty Year ~~ Debentures due : 
November 15, 19sr;-and (c) to execute ) 
and deliv~r ~~ Indenture to be dated • 
Nov~ber 15~ 1951. ) 

--------------~-----

Application 
No. 32655 

Arthur ~ George. for applicant; Dion R. So~, City 
A ttorney ~ and Paul L. Beck~ Chief Valuation and 
Rate Engineer, by ~ ~ Beck, for the City and 
County of San Francisco, ~terested party; 
Yalter Wessells and Jo~~ Donovan, for the 
Commissionfs staff. 

The Pacific Telephone &~d Telegraph Com~~~y has filed this 

application for an order of the Co~~ssion ~thorizing it to is~e 

and sell~ at par~ 633,274 shares of its common stock of the aggregate 

par value of $63,327~400~ and to issue and sell $30,OOO~OOO principal 

w..ount of Thirty Year Debentures due November 15> 1981. It intends 

to offer the shares of stock for subscription, at par~ to ~e 

holders ~f its outstanding shares of preferred and common stock in 

the proportion of one new common share for each nine preferred ~~d/or 

co~~on sh~res standing in the n~e of eaCh stockholder of record at 

the close of business on a date hereafter to be fixed> and to offer 

the debentures for sale o.t corepeti ti ve bidding. The debentures 'Will 

bear interest at the rate to be specified in the successful bid. 
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Applicant asks permission to use the proceeds to be re­

ceived from the issue and sale 0'£ its shares of common stock and its 

debentures to reimburse its trcnsury, to the extent such proceeds are 

sufficient, for moneys, reported in the aggregate ~o~~t of 

$348,408,266.75, actually expended since October 31, 1922, from 

income and from other treasury f'u.."'lds, not obtained from the issue of 

stocks, bonds and notes, for the acquisition of properties and for 
the con~truction, completion, cxtan~ion and ~provcment o~ its 

facilities ~d of' those of its ~bsidi~ry. Applicant reports th~t it 

has need for such proceeds, after reimbursem~~t of its treasury, to 

rep~y tcmpor~ry b~ lo~s which it reports ~ounted to $61,800,000 

on June 30, 1951, ~"'ld whiCh it estimates will aggregate npproximate1y 

$100,000,000 by the close of the year. In a b~ance sheet filed in 

this proceeding as Exhibit A, it. reports its current assets as o~ 

June 30, 1951, in the amount of $72,902,394.37 and its current and 

accrued liabilities in the ~ount of $153,137,714.86, including ~~e 

snort-term bank lo~"'ls of $61~SOO,000. 

It cle~r1y appears that applicant ~11 have need for addi­

tional capital tunds rro~ external sources to ~prove its c~~ 

pOSition, to meet its b~ borroWings, nnd thus to finance permanently 

~ p~rt of ~~e cost of its construction progr~. There is presented 

in this proceeding, however, the ~uestion as to the form its addi­

tional fino.."1.cing should take. 

In the past, applicant has issued debentures, short-ter.m 

:'l.otes and shares of preferred and COIn!:'lon stock~ 2nd has used earnings 

from operations in ~eeting the cost of its properties •. In Exhibit 1 

it sets forth its estimated capit~ structure as of Dcc~ber 31~ 

1951, in ~~e aggregate amount of $1,094,843,986 and its capital 

ratios before ~d after giving effect to the proposed financing, as 

follows: 
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Debt 
Preferred stock 
Common stock and surplus 

Total 

Before Financing 

4:5.9% 
'7.5 

JJ.;.6 

100.0% 

After Finnncing 

40.1% 
7.5 

52.4 

100.0% 

Eowcvcr~ npplic~~t reports ~at it is f~ced ~th subst~tial 

construction expenditures during 1952, ~d that 1 t Will be compelled. 

to borrow in that yc~r an additional $lOO~OOO,ooo whiCh will bring 

its debt ratio up to 45%. 

Applicant presented three witnesses(l) who testified in 

support of its request to fin~ce its expenditures at this time in 

p~rt through the issue of Shares of common stock instead of entirely 

through the issue of debentu:oes. In Exhibit 1, it reports thc.t its 

outstanding debt, preferred stock, and com=on stock and ~~rp1us had 

incre~sed from $419~954,467 at the close or 1945 to $1~051,070,576 

at June 30, 1951, ~d its debt ratio from 20.7% to appro~tely 44% 

dUring the same period. App1ica.."'1t is of the opinion that its low 

debt ra.tio ::l.t the beginning of the post-war period made it possible 

for it to borrow moneys to meet its capital requireocnts, and th~t it 

now is dcsirc.ble for it to restore its borroWing capacity through the 

issue of equity capital so as to place it in c strong position to 

meet demands L"'l the future for new capital. In Exhibit 6 nnd Exhibit 

7, applicant sets forth cert~in statistical dat~ designed to Show 

that the quc.li ty of both bonds ond common stock deteriorates as the 

debt retio increases, ~nd that the lower the debt ratio 'of ~ utility, 

the lower the rate of return required by it. 

Applicantfs proposed finanCing, in effect, is a substitu­

tion of permanent securities for short-term. bank loans. Applicmlt 

(1) 
S.'W. C~pbell, Vice-Presieent and Co~ptroller> and Robert w. 

Mason, Assist~"'lt Vice-President of applicant, and LoUis A. M~oney, 
Vic~-President of Halsey, Stuart & Co., Inc. 
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introduced into the record" in Exhibit 2, data. designed to show the 

effect upon earnings of substituting al terna.te forms of permanent 

capital for $63,000,000 of short-term bank lo~~s. Table 6 of that 

exhibi t shows that the issue of shares of stock" ~s now proposed, 

would rcsul t in to,xes on income, using the present 47% tsx rate, in 

t."le amount of approxitlatcly $1,000,000 higher tbon they would be if 

the financing were to be accomplished through the issue of 3-1/4% 

debentures. The effect on the rate of return ':In total c~pi tal as a. 

rcsul t of isSUing shares of co:rm::on stock inste~d of debentures would 

i..-' be to decrease S"J.ch return by .09%.. Applicant introduced evidence to 

show that a decrea.se in earnings of t..i.is extent is no greater in 

magni tude th.:n thc.t which it has experienced from time to time as a 

result of mont.~-to-month fluctuation in earnings. 

It is clear that should ~pplicznt ~~gage 10 debt financing 

to meet its capital re~uirements at t.~s time" ~~stea.d of providing 

fo!' them in part through the is~e of shares of common stock, it 

would realize certain savings ir. t~es on income. If it were neces­

sary to give considera.tion only to·~"le comp~yrs current need for 

additional pe~anent capital, these savings, no doubt" might ~a.rrznt 

the fine.ncing of the expenditures through the issue of debentures. 

However> other fnctors also ~st ~G taken into con~idcr~tion by the 

Commission in the d~tcrm1nation to be re~chcd in this proceeding. The 

Co~~ssion is fully ~w~re o~ the f~ct th~t ~pplic~t's construction 

progrmn is continuing omd t.i..:lt m'lr.'l4al1y it ::'J.st ro.1se subst&ntial 

funds to meet dcmonds for se~vicc.(2) It is importent ~d.~ecessary 

for applic~t to extend ~~d improve its facilities ~~d to provide 

service for new customers =.s cxpedi tio1;.sly ~s possible ~"l.d clcc.rly 

it is in the public interest for applicont" in <lrraneing its 

(2) 
EXhibit 5 shows for 1951, total estimated gross expenditures for 

pl~t in the ~oun~ of $172,990>000 and for 1952, $198,902,000. 
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financing, to endeavor to provide for a structure sufficiently 

flexible to permit it to obtain u.~der favorable te~s the additional 

capi t:ll it will need in the future when different economic cenCi tions 

m.ay prevo.il. The record in this proceeding indicates that funds now 

should be available through the issue of shares of common stock, and 

in the opinion of the COIl'llT.d.ssion o.pplicant should take advantage of 

its ability to sell ~Ch shares and thus to reserve its borro~g 

capaci ty for a later date 'When equity fina.."'lcing might 'o€: difficult. 

Accordingly, the order in this I!l:ltter ~ll authorize the 

issue of sho.rcs of common steclt and de'bentures in accordance 'With 

applicont's request. In ~ing this order, however, the Commission 

Wishes to plllce applicmlt upon notice thC.t it "Will not regard the 

divi~cnds p~id on its shurcs of common stock ~s deter.m1 n ing or fixing 

the r~te of return 'Which it should be ollowcd to earn on its invest­

ment in plant. 

In the pc.st, the Commission h~s found th~t certain payments 

to the Amcric~ Telephone and Telegraph Company ~d it? Subsidiary, 

Western Electric Comp~y, Inc., have been excessive. Applicmlt sl:ould 

call this statement to the attention of its stockholdel's in ony 

offel'ing of stock !t m~y make. 

o R D E R 
---1"!!ImI 

A pub~~c hcar~g h~~~g coen hc~d on the above entitled 

m~ttcr> ~d the Commission ha~g considered the eVidence ~~d be~g 

of the opinion that the ~pplicntion shoulc. be grnnted, as herein pro­

vided; th~t the money, property or labol' to be procure~ or p~id for 

through the issue of the shcres of common stock and deo(!Otures herein 

~uthorized is reasonably re~uired by applic~t ror the purposes 

specified herein; and that suCh purposes, except as otherwise author-

ized, ~rc not, in whole or in pcrt> rc~son~bly cnargenble to opcr~ting 

expenses or to income; therefore, 

IT IS HEREBY ORDEPED as follows: 
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1. The Pacific Telephone ~d Telegraph Company, after the 

effective date hereof .Ed on or before March 31, 1952, may offer 

633,274 Shares of its co~on stock for subscription and sale, for 

cash ~t $100 <=. shere" to the holders of its outst::nding shares of 

p~eferrcd and common stock in the proportion of one (1) common Sh~re 

for oo.ch nine (9) preferred ond/or common sh~res standing in the nome 

of each sh~reho1der of record on the stock books of applicant ~t the 

close of business on a d~te to be fixed hcrc~fter, and upon receipt 

by ~pplic~t of subscriptions properly executed ond the necessary 

funds, to issue certific<=.tcs for the cppropriate number of Sh~res. 

2. The Pacific Telephone ~d Tclegr~ph Comp~~y, after the 

effective d~te hereof .:md on or before Dcc~ber 31, 1951, ~y execute 

nnd deliver en indenture to be dated November 15" 1951, in substan­

tially the s~e form as that filed in this proceeding ~s Exhibit C" 

~~d molY issue ~d sell $30,000,000 principal ~ount of Thirty Yc~r 

Debentures due November 15" 1981, at a price to be fixed by the COm­

mission in a supplemental order in this proceeding. 

3. The Pacific Telephone and Telegraph Company shall use 

the proceeds to be received from the issue and S:llC of said sharcs of 

stock :md debentures" other th~ accrued interest, for the purposes 

set forth in this applicat~on- The accrued inte:::-est may be used for 

g~cr~l corporate purposes. 

4. The P~cific Telephone ~~d Telegraph Comp~y shall file 

with the Commission monthly reports as required by General Order 

No. 24-A, whiCh order, insofar as ~pplic~ble, is made a part of this 

order .. 

5. The aut.'1ori ty herein grznted to issue and sell deben­

tures 'Will become effective when the Commissiox:. by a su:pplemental 
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order has fixed. the price at which they may be sold" and wen a'Ppli­

c~t h~s paid the fee prescribed by Section 57 of the Public Utilit1es 

Act, whiCh fee is ten thous~d five hundred ($10,,500.00) dollars. In 

other respects, the authority herein gr~ted ~ll become effective 

twenty (20) days after the date hereof. 

Dated ~t San FrDncisco, California, this !/d day of 

September, 1951. 
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