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BEFORE TEE PUBLIC UTILITIES COMMISSION'OF THE STATE OF CALIFORNIA

In the Matter of the Application of

TZE PACIFIC TELEPHONE AND TELEGRAPH
COMPANY, 2 corporation,

for an order authorizing it (a) to
issue 703,375 common shares for sud-
seription and sale for cash at 8100
per share to the holders of its pre-
ferred and cormon shares, (b) to
issue and sell §£35,000,000 principal
aaount of Twenty-seven Year '
Debentures due November 15, 1979,
and (c¢) to execute and deliver an
Indenture to be dated November 15,
1952.

Applicution
No. 33643
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Arthor T. George for applicant; Charles H. Heltzel,
Public Utilities Commissioner of the State ot ‘
Oregon; John F. Donovan, for tne Commission's staff.

In this application The Pacific Telephone;and Telegraph
Company requests the Commission to enter an order authoriZing it o
issue and sell, at.par, 702,275 shares of its common sfock of the
aggregate par value of 370,337,500, and to issue and sell $35,000,000
in principal amount of Twenty-seven Year Debentures due November 15,

1979. Applicant intends to offer the shares of stock for subscrip-

tion, at par, to the holders of its outstanding shares of preferrédf

and common stock in the‘proportion of one new common share for each
nine preferred.and/or common shares standing in the name of cach
sharenolder of record at the close of business on a date hereéfter\
to be fixed, and to offer the debentures for sale at competitive
bidding. The debentures will bear interest at the rate to be
specified in the successful bid.
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The purpose of the proposed financing 15 to reimburse the
treasury, in part, for moneys expended up to June 30, 1952, for the
acquisition of properties and for the construction, completion,
extension and improvement of applicant’'s facilities and d; those of
its subsidiary, and through such reimbursement to obtain funds to
repay temporary bank loans whicn applicant reports amounted to
$55,700,000 on June 30, 1952, and which it estimeates will aggregate
approximately $114,000,000 at the close of the year. In a balancg
sheet filed in tnis”proceeding,_applicant reports current assets as
of June 30, 1952, in the amount of $25,576,395.38, and current and
accrued liabilities as of the same date, in the amount of

$159,981,386.35, including the short term bank loans of $55,700,000.

It clearly appears that applicant will have need .for
acditional capital funds from external sources to improve its cash
position, to meet its bank borrowings and to finance permanently a

part of the cost of its construction program, as well as o place

itself in a position to meet future requirements. Consideration,

however, must be given to the form the proposed financing will take.

The record shows that during the peried from l946ito 1951,
inclusive, applicant’™s gross expenditures for plant amounted to
s1;07o,1zo,ooo and that during 1952, accordinglto Exhibit 5, they
will aggregate 5205,402,000 and during 1953, $244,555,000. It has
been, and apparently will continue'ﬁo be, applicant's practice to
meet 1ts capital requirementc with temporary financing in the form
of short-tern bank borrowings and periodically to refinance itcell
with permanent securities consisting of debt and equity capital.
In this proceeding Applicant presented testimony through three
witnesses in support of its position that a cubstantial portion of
its present financing caould be acecomplished through the issue of

common Stock rather than some other form of security.

"
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In Exnibit 1 applicant presented 2 series of chearts
showing its capitalization ratios as of Lecember 3L, 1945, and
June 20, 1952, and estimated for December 31, 1952, giving effect
to the proposed finanéing. ‘These ratios are 25 follows:

 Dee. 31, 1945 June 30. 1952 Deg. 31, %25
Debt 20.7% 43 g% BZ oy

greferred Stock 19.5 . : 8
Guity capital 59.8 50;3
Total 100.0% L100.0% 100.0%-

Bowever, applicant reports it is fuced with additional

oorrowings in the amount of 135,000,000 daring 1953 waich will

incresse its debt ratio to 45.5%. Should it finance itself‘entirely
tn?ougn the medium of borrowed momey at this time, instead of
through the Ilssue of common shares as proposed tne deot capital
would rise %o approximutely 51% in 1953, accordinz to +hc calcula—
tions thit huve been yuonitted in the emhibit In~thiu connection, ‘
applicunt asserts that its low debt rapiq at the beginn;ng ofiggékbét |
war period was a2 controlling factor in_pnao;ing it to borroy:noney
T0 meet its‘capital-requipements and bepause these :equirements afe‘
continuing at a high level, it urges that 1t now ic desirablé for it
to restore 1vs borrowing capacity through the ise uc of comron qtock

PR §cy

SO as'to place itself in a stronger position *or the futurc.

In Exaibit zﬂnppliCant‘introduced data showing the
estimated effect on earnings of'subspituting'alternate forms of
permanent capitai for 370,000;000 of snort-term notes.  The exhibit
indicates that'giving effect to federal taxes on income, the issue
of shares of common stock, ;n"tend of J-1/47 debentures, would
decrease the net income available to the common shares by
$1,058,089, but thot this-amount would be equivalént ﬁo a2 reduction
in tne rate of retura on total capital of one-tenth of one percent.
The exnibit shows that 2 deerezse in earnings of this extent is no

greater in magnitude then that which is experiénced from time to
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time as 2 result of month to month fluctuations in revenues.

Exaibit 7 contains statistical data showing that the in-
vestmenthuality of not only debt capita; but also of cbmmon s%ock
deteriorates as tne debt fatio increzses. The exhibit includes a
graphic presentation indicating that for utilities having debt R
ratios of between 30% and 70% the return on total cabital decreases
2s the dedbt ratio decresses, and, coﬁversely, that the return

required on total capital increases as the debt ratio inereases.

In reviewing this matter it is clear that should applicant
engage in devt financing to meet its present requirements, instead
of providing for them iﬁ paft through the issue of .stock, it would
realize at the outset certain savings in taxes on income. If it

were necessary to give consideration only to the current need for

additional permanent capital these savings, no doubt, might warrant

the financing of the expendituies through the issue of debentures.
However, other factors must also be taken into consideration by the
Commission in the determination to be reached in th13-pr9ceeding.
The evidence 1s clear and the Commission is cognizaﬁt.of the fact .
that applicant must continue to raise substantial sums of noney to
meet future demands of 1ts customers. 7To. provide for sucn future
demands and to assure continuing adéquate service, it is in the
public interest that applicant, in arranging its financing, should.
look to the long range effect rather than to the present time, and
saould endeavor to establish a balanced and elastic capital
structure which will permit it to obtain under the most favorable
terms the additional capital it will need In the future when
different economic cenditions may prevail, The record in this
proceading indicates that a portion of fhe funds now required can
e oStained thréugh the issue of shares of common stock and ‘it is

the opinion of the Commission that applicant should, take advantage

oy




of its ability to sell such shares andlfnus'to reserve its borrowing

capacity for a future date when equify financing night not be

feasible.

Accordingly, the order in this matter will authorize the
issue of shares of common stock and debentures ir line ?ith appli-
cent's request. Inhmaking.thisiorder, however, the Commission
wishes 10 place applicant upon hoticé that it will not regard the
dividends paid bn its shares of common stock as determining or
fixing tone rate of return which applicant should be allowed %o

earn on its investment in plant.

QRDER

A public hearing having been held on the above entitled.
matter and the Commission having considered the evidence and being
of the opinion that fhe application should ve granted, as herein
provided, that the money, property or labor to bde procured or paid
for through the icsue of the shares of common stock and debentures
herein authorized is reasonably required by applicant for the
purpoées specified herein-and that such purposes, eicept as other-
wise authorized, are nos, in whole or in part, reasonubly chargea-

ble to operating expenses or to income; therefore,
IT IS HEREBY ORDERED as follows:

1. The Pacific Telephone and Telegraph Company, after

" the effective date hereol and on or before March 31, 1952, may
offer 703,375 shares of its common 3tock for subscription and sale,
for cash at 3100 a share, to the holders of iés outstanding shares
of preferred and common stock, in the proportion of ore new commor

share for each nine preferred and/or common shares stending in the
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name of eacﬁ shareholder of record on'fhe'stock books or'applicant
at the close of business on a date to Be fixed nereafter, and upon
receipt by applicant of'suiéériptions properly executed'and the:
necessary funds,to issue certificates for the appropriate number of

shares.

2. The Pacific Telephone and Telegraph Company, after

the effective date hereof and on or before March 31, 1953, na
execute and deliver an indenture to be dated November 15, 1952; in |
substantially the same form as that filed in this proceeding as an

- exhibit attached to @he'application, and may issue and sell
835«600 000 in princiﬁal snount of Iwenty-seven Year Debentures due
November 15, 1979, at'a price to be fixed by the Comm;s*ion in a

Supplemental order in this proceeding.

3. The Pacif;c Telephone and Telegraph'Company shall use
the proceeds to be received from the issue aﬁd s2le of said shares
of stock and debentures,.other than acerued inierést, for the

forth in this application. 'Iné accrued interest may.bé

used for sald purposes, or for general cor orate, purposes.
b4

4. The Pacific Telephone and Telcgraph Company shall
file with the Commission monthly Teports as required by General
Order No. 24-A, which order, insofar as applicadble, is made a
part of this order. As soon as available, applicant‘ahall'file

three coples of ite prospectus.

5. The authority herein, granted tb exedﬁte an
indenture and to issue and sell debentures will besome
effective vnen the Commiszsion by supplemental order has fixed
the price at which said debentures may be so0ld and when

‘applicant has pald the fee preseribed by Seetion 1904 of the
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Public Utilities Code, which fee is $11,750. In other respects,

the authority herein granted will become effective twenty (20)
days after the date hereof. '

o Dated at San Francisco, California, this §2~f(day of
w, 1952.

President*

Commissioners, :




