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Deciston No. I TIL 0 R le‘ﬂ A‘L

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
I8E PACIFIC TELEPEONE AND TELEGRAPE

COMPANY, a corporation,

for an order authorizing it (a) to
issue and sell $67,000,000 prineipal
amount of Thirty-six Year A
Debentures due August 15, 1991,

(b) to execute and deliver an
Indenture to be dated August 15,
1955, and (e} to issue 1,339,196
common ghares for subseription and
sale for cash at $100 per share to
the holders of its preferred 2nd

Application
No. 37051

common shares.
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Arthur T. George, for applicant; Dionm R. Solm
City Attorney, and Peul L. Beek, Ohier ’
Vhluatio? anngate Eng%nee?iié thg City "
Attomey's office, by Paul L. Beck, for the
City and County of San Franeisco, interested
party: Donal¢ E. Hall, for Washington Publie
Service Comnlssion, interested party.

QEINION

In this application The Pacific Telephone and Telegraph
Company seeks-autnprizatidn'to issue and sell $67,000,000 principal
amount of Thirty-six !earﬂbepentureS'due August 15, 1991, to exe-

cute and deliver an indenture, and to {issue and sell 1,339,196 shares
of 1ts common stock of the aggregate par value of $133,919, 600.

Theappiiéaﬁion;was.;§}ed with the Commissidn on June 21,L
1955. Thereafter, a-puﬁlic hééﬁing was held before Exgminer Coleman
in San Francisco on July 6, 1955, at which time the matter was taken
under submission. The Commission has received no protests in the

proceeding.
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Presently, applicant has outstanding capital stock in the
aggregate amount of $803,518,000, consisting of $82;0b0;000‘of‘pre-.

ferred stock and $721,518,000 of common stock, divided into shares

of the par value of $100 each.

According to the testimony, American

Telephone and Telegraph Company. owns 78.17% of the outstanding pre-
ferred shares and 90. 89% of the outstanding common share s, 1ts
comb&ngd.stock ownership amounting to 89.59% of all’ outstanding
shares, and other shareholders, mumbering 11,810, own the remaining

10.41%. Applicant has paid cumulative dividends on its preferred

shares at the rate of 6% per ammum and, for a number of years, annual

dividends on its common stock at the rate of 7% per annum.

A consolidated.statement of applicant’s assets and

liabilities as of May éi; 1955, 4is as follows:

Assets

Telephone plant, less reserves

Other investments
Current assets -
Cash and deposits
Accounts receivable
Materials and supplies
Total current assets
Prepaid accommts.
Deferred charges

it

Debentures
Current liabilities -

Notes payable

Accounts payadble

Accrued liabilities
, Total current .liabilities
Deferred credits
Preferred stock
Common stock equity -

Common stock

Surplus ,

Total commen, ,tock equity

$1, 519,806 251
8 883

$ 22,130,358
%o 779 2406
M 118,057, 691
16 062 486

$1, 658,810,245

$ 515,000,000

$136,050,000
66 400 099
69 7487798

272,198,897
5 470 611 -
82,000,0007

Y D
721, 518,000
igm§22.722
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Generally speaking, it has been applicant's practice to
finance itselfl temporarily with funds raised from internal sources
and with short-term bank borrowings and, from time to time, to
reimturse 1ts treasury end to refinance its chort-term debt with
proceeds from the sale of debentures and shares of common stock.
Since 1945, according to Exhibit 4, it has issued and sold
$440,000,000 in principal amount of its debentures and $475,393,000

aggregate par value of common stock.

In the present proceeding applicant reports expenditures
for capital purposes of $491,594,875 for which it has not been
reimbursed through the issue and sale of permanent securities, the
anount having been provided By noneys represented by reserves, by
earnings from operation, wund by current accounts. In addition, it
reports that as of the date of the balance sheet 1t had incurred
short~term 3% bank loans of $136,050,000 and that it expects 1%t will
increase such borrowings to $172,000,000 by the end of August of
this year. In this comnection 1t shows, in Exhibit 2, that 1t is
engaged in a construction program which will call for expenditures
on its system and on the system of Bell Telephone Company of Nevada,

its wholly-owned subsidiary, during 1955 and 1956, of the following
amounts:

1955 1956

Right of way $ 730,000 $ 728,000
Land and duildings 2,947,000 25,705,000
Central office equipment 72,687,000 110,381,000 .
Station equipment | 104,636,000 111, 642,000
Exchange lines 73,456,000 72,370,000
Toll.lines. 12, 86/,,000 15,160,000
General equipment 17,789,000 12,323,000

Totals $204,109,000  §253,309,000

Applicant seeks to0 use the proceeds from its presmfly

proposed financing to relmburse its treasury for expenditures
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heretofore made for capital purposes and, through such reimbursement, .
to obtain fundes to repay its temporary bank loans and to enable it
o continue with its construction activities. It intends to market
its securities by the same means it has followed in the past and %o
offer the $67,000,000 of debentures for sale at competitive bidding
during August of this year, the successful bld to specify the rate
of interest, and to offer the 1,339,196 shares of common stock
during September to the holders of its presently out_stending shares
of preferred and common stock, pursuant to their preemptive rights,
for subscription and sale, for cash at par, on the basis of one new
share of common stock for each six chares standing in the name of
each shareholder of record on the stock books of applicant at the
close of business on a date herecalfter 0 be fixed by zpplicantt?s
board of directors. 7The testimony given: in this proceeding shows

the effect of the financixig on applicantts caplital ratios as follows:

Pro Forma

DQQ‘ 33 32"24 Dgg. 21 ;255
Debt capital Ll.6% 38.1%
Preferred stock 5.6 .. 5.0
Commen stock and surplus 52,8 56.9

Totals 300.0% 100.0%

IThis company has been before the Commission on numerous
occasions during the last 10 yéars for authorization to issue
securities and to incrcase rates, and the Commission is 'fagniliar
with its comstruction program and with the demands for service with
waich it is faced. From a review of the information before us, it.
clearly is apparent that applicant has maée expenditures for plant,
well in excess of the proposed security issues, for which it has
not been reimbursed with funds from permanent capitalization.‘ It
is equally apparent that applicant will‘ have need for the proceeds
which it will’ receive from the two proposed offerings to liqﬁidatg ‘
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its outsta:;ding short-term indebtedness, to improve iLts cash position,
and to enable 1t t procced with the expansion of 4its piant and
facilities. With the volume of construction facing applicant it is
obvious that a large part of its requirements must be met with equity
funds in order that it might establish and preserve an elastic
capital structure which will enable it to obtain additional capital
in the future under favorable tems.

Upon the record made in thlis matter we will enter an order

approving applicant's requests. In selling the shares of stock at

par vwhen the market is above par, applicant’s vice president and,
comptroller stated that such action would not affect the rate of
return applicantj:rpu}.d be .mti'tl‘ed to receive on 1ts investment _:Lh
plant and prope:rﬁy and hence the sefvice rates the customers would be
asked to pay. Furthermore, in making this order we place -applicant
on notice that we will not regard the dividends paid on its shares of
common stock as detemining or‘fixing tb.g rate of return which appli-
cant, chould be allowed to earn on its investment in plant.

OCRDER

A public hearing having been held on the above entitled
matter and the Commission having considered the evidence and being of
the opinion that the application should be granted, as herein proﬁded',
that the money, pi-oper'ty.'or lador to be procured or ﬁaid for by the
issue and sale of ’che.'de.bmtpreg and sha:fes of stock herein suthor-
ized is reascnably ‘reqwﬁred by appiicant.for the purposes specified
herein, and that such purposés., except as otherwise au‘d:iorized,@ are
not, in vhole or in part, reasonably chargeablé o opei'ating expenses
or to income, therecfore,

IT IS HEREBY ORDERED as follows:

‘1. The Pacific Telephone and Telegraph Compa;xy, on and .
after the effective date hereof and on or before December 31, 1955,
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may execute and deliver an indenture to be dated August 15, 1955, in
substantially the same form as that filed in this proceeding as
Exhibit ﬁ, and may issue and sell $67,000,000 in principal amount of
Thirty-six Year Debentures due August 15, 1991, at competitive bid-
ding at the price which will result in the lowest amual cost of
money to applicant.

2. The Pacific Telephone and Telegraph Company, on and
after the effective date hereof and on or before December 31, 1955,
may offer to the holders of L ts preferred and common shares 1,339,196
shares of its common stock for subsceription and salé, for cash at
$100 a share, in the proportion of one new common share for each |
six preferred and/or common shares standing in the name of each
shareholder of record on the stock books of applicant at the close
of business on a date herecafter to be fixed and, upon receipt by
applicant of subscriptions properly executed, together with the |
necessary funds, t0 issue certificates for the appropriate number of "
cshares.

3.. The Pacific Telephone and Telegraph Company shall use
the proceeds to be received from the issue and sale of sald shares

of stock and debentures, other than accrued fnterest, for the pur-
voses set forth in this application. The accrued interest may be

used for such purposes or for general corporate purposes.

4. Immediately upon awarding the contract for the sale of
said $67,000,000 of debentures, The Pacific Telephone and Telegraph
Company shall fi;.e a written report with the Commission showing, as
to each bid received, the name of the bidder, the amount of .tb.e bid,
the interest rate and cost of money %0 applicant based apon. suéh
price and interest rate, and the name of the bidder to whom the

¢ontract -er the sale of the debentures was awarded..
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5. Within 30 days after the issue and sale of the deben-
tures wnder the authorization herein granted, The Paclfic Telephome
and Telegraph Company shall file a report with the Commission showing
the date on which such debentures were sold, the names of those o
whoml s0ld, the amount 3501d to each and the comsideration recelved,
and within 30 days after the closing date of subscriptions for the
shares of stock herein authorized to be issued, applicant shall file
with the Commlssion a report showing the number of sheres of stock
subsceribed for by American Telephone and Telegraph Company, the
numver of shares of stock subscribed for by others, the consideration
received, and the purposes for which the proceeds weré'expmded.

6. As soon as availa‘ble; The Pacific Telephone and Tele-
graph Company shall file with the Commission three coples of 4its
prospectus.

7. The zuthority herein granted to issue debentures will
becone effective when applicant has paid the fee prescribed by
Sectlon 1904(b) of the Public Utilities Code, which fee is $19,750.

In other respects the aumoi-ization herein granted will become
effective on the date hereof.

Dated at Sao Franclsco =~ | California, this 5_73_5__‘_?;_0 )
day Of%%;‘ 1955. — -

PUBLIC UTILITIES CoMMission | ,
STATE OF CALINORITIA

i T o

Commd, ssioners

. L
comisaioner ?01-0!‘ I Il.'tchﬁ Mim

necesaarily cbsent, ¢1d not participato
dz tho &isposition of this procoeding.




