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D~eizion No. 49783 

BEFORE TEE PUBLIC UTILITIES COMMIgSION OF THE STATE OF ~AtIFORNIA 

In the Matter of the Application of 
CALIFORNIA INTERSTATE TELEPHONE COMPANY 

(lXld . 
INTERSTATE TELEGRAPH COMPANY 

and 
CAL!FOBNIA ELECTRIC POWER COX1P.ANY 
for an Order 

) 
· · ) 
· · ) 
· · ) · · ) 
· · ) 
· · 

(a) Authorizing Califor.nia Interstate T~le
phone Company to purch~se from California 
Electric Power Comp~y all the capital stock 
of Interstate Telegraph Company; 

, ) 

(b) Autho=izing Interstate Telegraph Co~pany 
to convey and tr~~$fcr to Califor.nia Inter-
state Telephone Company all its properties 
a."'ld assets; 

(c) Authorizing California Interstate Tele-
phone Co~pany to acquire all the properties 
ar..d assets and te. assume all the obligations 
~"'ld liabilities of Interstate Telegraph Company; 

(d) Authorizing Califor.nia I~terstate Tele-
phone Company to render service in the territory 
now served oy Interstate Telegraph Company in 
California; 

(e) Authorizing Interstate Telegraph Comp~y 
to discontinue service in such territory; and 

(r) Authorizing California Interstate Tele-
~honc Company (1) to issue and sell ;OO~OOO 
charcs of its co~~on stock ($5 par value)~ 
(2) to issue and sell $l15001000 principal 
~ou..."t of its 4-3/4% debentures, d'lC 1974, and 
to deliver to Cali£or.nia Trust Company, as 
t~stee, an indenture dated February 11 19541 
~~~~ ~espcct to said debentures1 and (3) to 
iss~e a"'lC sell $412001000 principal amount of 
its Fi=st Mortgage Bonds, 4-1/4% Series, due 
1979, and to deliver to Bank of A~erica National 
Trust and Savings Association 1ts indenture dated 
February 1, 19541 describing and securing said 
bonds. 
-,....., ... ----------- ...... -------~~--

· · ) 
· · ) 
· · ) 
· · ) 
· · ) 
· · ) 
· · ) 
· · ) 
· ) 
: 
) 
· · ) 
· · ) 
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· · ) 
: 
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· · ) 
· · 

Application 
No~ 35155 . 

J?mez ~ GtAene, of OfMelveny & Myers, for California 
Interstate Telephone . Company? Dona.ld :L.. Carman.., for 
Interstate Telegraph Company and California Electric 
Power Company; ~ ~ p$p~l, for California Farm Burea~ 
Federation, interested party; ~ ~ ~nlop, for the 
staff of the Commission. 
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o PIN ION --- ........ ~---
In this proceeding an order o'f the Commission is sought 

authorizing ~~e transfer of th~ stock ~d properties of Interstate 
Telegraph Company to California Interstate Telephone Company and the 
issue of bor..d$, debenturez and shares of common stock by California 
Interstate Te~ephone Company. 

Thl~ application was filed vl th tho Commission on February 

16, 1954. A ~ublic hearing was held before Commission~r Craemer and 
Exam1r.er Coleman in Riverside on March S, 1954~ at ~ich time the 
~atter was taken under submission. The Commission has received no 
protests to the granting of applicants f requests. 

Interstate Telegraph Company is a N~vada corporation ang2.ged 

in providing telephone service in portions of the counties of Alpine, 
Mono, Iny01 Kern a..",d Sa.,"'l Bernardino in California and in portions of 
the counties of Douglas~ Lyon, E~eralda and Mineral in Nevada. It 

is, and since its organization in 1910 has been, a wholly-owned sub-
sidiary of Ca~ifor.nia Electric Power Compa~y and its predecessors or 
affiliates ~d in the construction of its !ac11iti~s it has been 
fL~anced by those companies. At the close of 1953 it had lO,919 
company-owned telephones and a recorded net invostm'~t in its proper-

ties of $7,455 1 229. 

The application shows that Ca1ifor.nia Electric Power Company 
now desires to divest itself of ownership of Interstate Xelograph 
Company, so as to confine its activities primarily to the operation of 
its electric properties ~d business, and that it has entered into ~ 

agreement to sell all the outstanding capital stock of Interstate 
Telegraph Company to California Interstate Telephone Company for a 
base price of $7,500~OOO as of August .31~ 195:3.. !'hc arrangements 
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contemplate that l."nlD.ediately upon aCCJ.uizition of such stock Californio. 
Interstate Telephone Company will cause Interstate Telegraph Company 

to be dissolved ~d its properties conveyed to it. Upon thus 
Z".lccceding to the properties" California Interstate Tel'ephone Compa.¥).y 

proposes to continue with the operation of the telephone bUsiness and 
to undertake to carry to completion the construction program in which 

Interstate Telegraph Compan7now is engaged. 

To finance the acquisition of the existing properties and 
to provide funds for new construction" California Interstate Telephone 

Co~pany proposes" and now seeks authorization" to issue $4,,200,,000 ~ 

principal ~ount of First Mortgag~ Bonds" 4-1/4% Series" due 1979" 
$1" 500,,000 in principal amount of 4-')/4% debentures du~ 1974 and 
300,000 shares of common stock of the par value of $5 each. Suoject 

to receiving authorization from the Commission, it proposes to sell 

the bonds and debEntures by mGans of a d1r~ct placement at the:ir face 

value to sev~n institutional buyers and to so11 its shar~s of stock 

to a group of ~¥).derwritors rcpres~nted by William R. Staats & Co. for 

$9.765 a share for rosale to th~ public at $10.50. At the prices 

indicated" it will receive $2,,929,,500 for such shares and $5~700,,000 

for its bonds a¥).d dcb~tures, a total of $$,,629,,500. 

The testimony giv~"'l at the hearing indicates that at this 
ti."nC the: cost of the existing properties will be: approximately 

$7,9~0,000" which ~ould leave approxL~atcly ~700,,000 of security 
proceeds to pay organization and financing expensos and to m<;ct part 
of the 1954 construction pro'gram. !he 1954 construction 'budg€;t is 

reported in the gross amount of $1,475,,~.36, as shown in some detail 
in E~~ib1t S, and the organization and tinanc1ng costs are estimated 

at $209,500" includ.ing such it~"!ls as i'1ndel"sf :Coes" legal costs" 
underwri ting expenses in connection 'W"l th the debt issues and 
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miscellaneous i terns. A pro forma balance she~t as of Februc.:ry 28, 

1954, giving effect to the acquisition of properties by California 

Interstate Telcphon~ Company and the issue of its securities 1s, as 

follows: 

Aeeets 

Telephone and t~legraph plant--original 
of pltmt in service 

?l~~t acquisition adjus~cnt (excess of 
over origL~al cost) 

Cash 
Working runds 
Accounts receivable (net) 
Materials ~d supplies 
Prepaid accounts and deferred charges 
Debt exp~se 
Other debits 

cost 

cost 

Total assets ' 

Li?='oili ti~;;: 

Accounts payable 
Accruals for taxes, inter~=t and wages 
Customers' advances for construction 
Depreciation reserve 
Other reserves and deferred credits 
Bonds outsta.",ding 
Debentures outstanding 
Capital stock outstanding (par value $5 por share) 
Paid in surplus 

Total liabiliti~s 

$ 8,485,732 

189" 33,; 
777,272 

8,835 
219,320 
481,87S-. 
102;779 
130,000 

34·500 
!&to. 429 • 6~ 

$ 197,984 
42;,365 
293, 299-
847,,203 

36,300 
4,200,000 
1,500,000 
1,500,000 
1.429;590 

&10 t 4?9! 651 

In e~~ibits fi1~d during the course of the hearing appli-

cants have reported the gross revcnu~s from the operation of the 

bUsinesz for the past five years and the estimated gross revenues for 

1954, together with the income available for fixed charges, as folloW's: 

1949 
1950 
1951 
1952 
1953 
1954 

Gross 
revenues 

$ 958,153 
1,184,688 
1,,481,,250 
1,816,662 
2,252,;62 
2,604,,500 

Available for 
fixed char.ees 

$117,016 
161" 233 
167,146 
200, 767 
349,,082 
589,0;0 

The bus1ness has been increasing rapidly,. During thE: 

p~r1od from 1949 to 1953, both inclusive, the number of telephones 
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has increasod from 5,635 to 10,919 and the new construction is 
designed, in part, to meet the requirements of more subscribers. It 
Should be noted that by Decision No. 48230, dated February 2, 1953, 
the Commission approvo~ increases in rates for service after March l, 
1953. 

Upon ~"'e 'basis of ten mon'L:"s' operations in 1954 by Cali-

fornia Interstate Telep~one Company, it appears that the fix~d charges 
are estimated at $258,030 Which, under tl':i';' above estimate, wO'l.lld 

leave $3.31,020 available for eo.ui ty cap:r.:t.3J., an Dmount e'lui valent to 

abou.t 10% on such co-pi tal. 

It is clear that addi tional e~ternal financing 'Will 'be re-

q,uired to carryon thE: construction program which has be~ budgeted 

~or this telephone utility. Pr~$cntly, California Interstate Tele-

phone Company is giVing consideration to ~~ issue of $400,000 of 
bonds later in 1954 and to the issue of additional bonds and common 

stock in 1955. Its capital ratios at the'inception of its operations 

and as esti~ated for the close of 1954 ar~d 1955 arc report~d as 

fo110""",s: 
At De:cember Dec r..'Illb er 

Outset 1924 1955 

Bonds 48.67% 49.98% 5l.57% 
Debentures 17.38 l6-.30 15.06 
Common stock equity 33.95 33.72 33.37 

Totals tOO • .9.0~ .. 2,.QSl. OQ~. 100.00~ 

The new corporativn proposes to t3ke ov~r ~d to continue 

the pres€:nt operations at the same rates, to trans:re:..~ to 1 ts 'books 

the plant and deprecia t10n reserve accounts of th~ present operator~ 

and to continue the use of the straight line-rcmairlj.ng life method of 

computing depr~ciation. Tho testimony cl~arly indic~t~s that the n~ 

corporation should be in a position to finance itself ~d that it 

intonds to proc~ed wi. thout delay 'Wi th th~ constructicn and improv''Dlcnt 
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'Worl~ now under way and to be undertaken 1 ater in thE: year. According 

to thE;) record the new cor:!,oration intMds to t3.kc ov~r the personn01 

of Interstate Telegraph Company ~d it is clear that the proposed 

ma."ltlgcm.ont has had long (:xpcri~ce in t.."le construction ond operation 

or utility properti~s. 

The capit~ ratios include a high percentage or borrowed 

money. Th~ representatives of the new corporation, in discussing this 

foa~r0, apparently took the position that the d~bentures could be 
conside:'cd in the samE: category as preferred stock for this purpo,se. 

They point~e. out that the debenture issue will 'be a closed one, that 

such doben tuTtiS ~1.ll be held by the same institutions who 'Will hold 
the conds, ane. that by issuing d0ben tur~s instead or preferred stock 
the corporation will recoive tax :ldvantages. In addition, the pro-
posed. indenture, which will define the terms of the debentures, :will 
provide ror 3. sir.king fund, starting in 1957, to extinguish the 
debt. 

Under th~ circumstances set fo~th in this proc~cding we arc 

of t.."lc opinion that th~ proposed transfer will not be advQrsc to th~ 
public interest and that the issu~ of socuriti~s, as requcstGd, under 

negotiated arrang,ments, should "00 approved. The act~on taken h~re1n 

shall not be construed to be a ~inding of the value of the properties 
herein ~u~orized to be transf~~red. 

A public hearing having b~cn hold on the above €ntitl~d 
~att~r, .~cl the Commission having consider~d the cvid£nce ~d boing of 

tne opinion that the applieation should be gr~ted? :lS herein prov1dc~ 

that the monE:Y, property or labo:- to be procured or paid for by tho 
issu~ or the bonds, dcb~tur0s a"ld shares of stock heroin ~thorizcd 
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• 
is reasonably required by California Interstate Telephone Company for 

the purposes specified. herein, and that such purposes, except as 

oth~rwise authorized, are not, in whole or in part, reasonably ch~rge

~blc to op~rating expenses or to income; therefore, 

IT IS HEP.EBY ORDERED as follows: 

1. Califomia Electric Power Company may sell, and Cali-

fornia Int\':rstate Telephone Company may acquir€'1 all the outstanding 

c~pit~ stock of Intorstate T(:lograph Company. 

2. Int~rst3te Telogr~ph Com~any, in the cv~t that ill of 

its capital stock shall be acquir~d by Calif~r.nia Interstate Tele-

phone Company, may convey and transfer its prop0rt1es end assets to 

C~ifor.nia Int~rst~tc T~l~hono Company and may discontinue service 
in the terri tory in California in which it now op(;!r~tes. 

3. California Interstate Telcphon~ Comp~y" in the event 

that it shall sc~uire the properties and ass~ts of InterstDte Tele-

gr~ph Company, shall as~~ the obligations ~d l1abilitios of Intcr-

st.:1tc Telegraph Company and shtlll rooccr service in the terr1to,X7 in 

CQlifornia now served by Intcrstat~ Telegraph Comp~y. 

4. California Interstate Telephone Company m~y issue and 

sell not exceeding 300,000 shc.rcs of its common stock at ~ price of 
not less th~ $9.765 ~ shero, not oxceeding $1,500,000 in principal 

omount or 1 ts 4-3/4% debentur0s dUt; 197.4 llt ~ price 0 r 100% or the 

principcl amount plus accrued intcr~st, ~d not exc~eding $4,200,000 

in princip~ amount of its First Mortgage Bonds, 4-1/4fo Series, clue 

1979, ~t a price of 100% or the princlpcl ~ount plus accruee int~r
cst, for the purposes specified in this applic:: ... tion. The i szucs of 
sllid shcr~~ or common stock, debent~r~s ccd bonds are exompted from 

the provisions of the COmmissionTs competitive bidding rule set forth 

in Decision No. 38614, dated Jcnuery 15, 1946. 
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5. California Interstate Telephone Company may, execute and 
deliver to Bank of America National Trust and Savings Association an 
indenture in, or substantially in, the same form as that filed in this 
~roceeding as Exhloit 3, and may exeeute and deliver to Califor.nia 
Tl"1).:rt Company an indenture in, or substantially in, the same form as 
tn~t filed as Exhibit 11. 

6. Calil'o::nia Interstate Telephone Company shall file 'With 

the Commission monthly reports as required by General Order No. 24-A, 
Which order, insofar as applicable, is made a part of this order. 

7. The rates, rules and regulations of Interstate Telegraph 
Company now on file with the Commission shall be rei'iloC. wi thin 30 

days after the date of transfer under the name of Califor.nia Inter-

state Telephone Company, in accordance with the procedure prescribed 

by General Order No. 96, or, in lieu of such refiling, California 
Interstate Telaphone Company may file a notice of adoption of said 
prcscn tly fil,cd rates, rules an.cl. regulations. No increase in the 
present rates shall be made unless authorized by the Commission. 

s. On or before the date of actual transfer, Interstate 

Telegraph Company shall refund all deposits which customers are ~
titled to have refunded. Any unrefunded doposits shall be transferred 
to and become the obligation for refund of California Interstat~ 
T~lcphonc Company. 

9. On or before the date of actual transfer of the physic<l1 
properties under the authorization h~rcin granted, Interstate Tele-
graph Company shall transfer ~~d d0liver to California Interstate 
Telephone Company all records, m<;mlor~da ond papers p€:rtaining to the 

construction and operations of the properties of Intorstate Telegraph 
Co:np;;m.y. 
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10.. The authority h0rcin granted to issue bonds and 
debentures Will not become effective until California Interstate 
Telephone Company shall have paid th~ fee prescribod by Section 

1904(b) of the Public Utiliti~s Code, which fee is $3,350 .. 00. In all 
other r~spects, the authority herein granted will become effective 
upon the date hereof. 

11. If the authority herein granted to tr<msfer properties 
is exercised~ Califor.nia Interstate Telephone Company, ~th1n 30 'days 
thereafter, snall notify the Commission in writing of the date of 

com~letion of such transfer. The authority herein granted ~ll lapse 
unless exercised on or before September 30, 1954. 

Dated at San FranCiSCO, California, this 
M:lrch, 1954. 
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