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Decision No. 51731 ORIIIIAl· 
BEFORE THE PUBLIC OTILITIES COMMISSION OF THE STATE OF CALIFOBJ.'JIA 

In the Matter 0 f the Application of ) 

TaB PACIFIC TELEPHONE ~ T£#EGRAER 
COMPANY, a corporation, 

for an order autborizing 1 t (a) to 
issue and sell $67,000,000 prin~al 
amO'1.mt of ~rty-$ix Year ~ 
Debentures due August 15, 1991, 
(0) to execute and de11ver an 
Inden ture to 'be dated August l5, 
1955, and (c) to issue 1,339,196 
common shares for sub:scription and 
sale for cash at $lOO per share to 
the holders of its preferred and 
common shares. 

· · ) 
· · ) , 

· · ) 
· · ) 
· · ) 
· · ) 
· · ) 
· * 

-~-~~~~~~~~---~~---~) I ,'. 

Application 
No.. 37051 

Arthur L.. George, tor applicant; Dion R. Holm, 
City Attorney, and Paul L. Beck, Chief 
Valuation and P~te Engineer in the City 
Attorney's office, by E,P.lul h :seck, for the 
C1 ty and County of San FrmlC1Seo,. interested 
party;: Donalg ~ fl?ll, for Wash1ngton Public 
Service Commission, interested party. 

In ~his application The Pa.cific Telephone and Telegra.ph 

Company seeks authorization to issue and sell $67,000,000 principal 
." 

amount of 'l'b.irty-s1x Year Debentures due August l5, 1991,. to, exe-
.', . \: 

cute and deliver an indenture, and to issue and sell 1,339,196 shares 

of 1 ts common stock. of the- a.ggregate par value of $133.,9l9,600 • 
,. .,.. ' .. . ',',. 

The application was filed with the COmmiSSion on June 21, 
'j ,,'; . '",:O-'t 

1955 •. Thereafter, a public hearing was held. before Examiner Cole:nan 
{, j,' : 

in San Francisco on July 6, 1955; at 'WhiCh tillle the matter was taken 
.: • ~ ". 'j :i~ .'. /. ' . , 

under submiSSion. The COmmiSSion has received no, protests in the 

pro ceeding. 
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Presently" applicant has outstanding capital stock in the 

aggregate amo~t or, $803"518·,,000,,. cons1sting of $82;doo,,~'ooo of 'pre- . 

ferred stock an~ $721" 518-, 000 of common stock" d1 vided 1nto shares 

of the par value or' $100 each. According to the test1mony" .American 

Telephone and Telegraph. Company, o'WnS 78 .. 17% of the outstanding pre­

ferred s~res and 90.89%' of the outstanding common' shares" 1 ts 

com.'bin~. stock O'Wllersl:l1p amounting to S9.59% of all: outstand1n'g 

shares" and other shareholders" n'Ulll'ber1ng 11,,810, 0'Wn the rema1ning 

10.41%. Applicant has paid cumulative dividends on its preferred. 

shares at, the rate of 6% per anntml. and~ tor a number of years., annual 

d1 vidends on its common stock at the rate of 7% per annum. 

A consolidated, statement of' applicant t s assets and 
, , 

l1a'b1li ties as of May .3~; 1955, is as follows: 

Assets, 

Telephone plant, . less r,eserves 
Otherinvestmen ts 
Cunent assets -

Cash and'deposits 
Accounts receivable 
Materials and supp11es 

Total current assets· 
Prepa1d accounts. 
Deferred charges 

tiaJali ties and Ca.pital 

Debeo.tures 
CUrrent liabilities -

.Notes payable 
Accotillts payable" 
Accrued l1abili t1 es 

, Totalcurrent.11a'bi11 t:t es 
Deferred credits 
Preferred stock 
Common stock equ1 ty -. . 

Common stock . 
Surplus ""., . ,', 

Total common sto~k equity 

-2 

'l'otal 

" 

$l36" 0 50,,000 
66, 400,,099 
69 , 74? 798 . 

Total' ., 

ll8;057,,691 . 
16,,062,,486 . 

3',124,9'34 

$1,658,810,2'45. 

$ 515" 000" 000 .. 

0, 

272"198,,,897 
5,470,611 . 

82 000 000' ., " . ". 

784.140.737 

il. 658"81°, 245 ;', 
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Generally spe~g~ it has been app11cant t s practice to 

f'PJ.llaxlCe itself temporarily 'With funds raised from 1nternal sources 

.:md 'Wi tb. short-term bank borro'Wing,s and, from. t1lne to time, to 

l"eimblrse 1 ts treasury and to refinance 1 ts short-term debt 'With 

proceeds from the sale of debentures and shares of common stock .. 

Since 1945, accor~ to EXhibit 4~ it has issued and sold 
, . 

$440,OOO~OOO in principal amount of its debentures and $475~J9J,OOO 

aggregate par value of cOm:llon stock. 

In the present proceeding applicant reports expenditures 

for capital purposes of $491~ 594,,875 tor Wb.1ch 1t bas not 'been 

reim1:ul"sed through the issue and sale or permanent seCUrities, the 

amount having been provided by moneys represented by reserves" by 

ea~gs from 0,erat10n, and by cul"l"ent accounts.. In addition" 1t 

reports that as or the o.ate of the balance sheet it hao. ineurred 

short-term J% 'bank loans of $136,050,000 and that 1t expects it 'Will 

increa.se such 'borro'W1ngs to $172, 000,,000 by the end of August of 

thi s year. In this coxmection 1 t shows, in Exh1 "01 t 2, that 1 t 1 s 

engaged in a construction program ~ch ~ll call for expenditures 

on its system and on the sys tem of Bell Telephone Company ot Nevada" 

:1. ts wb.olly-o'Wned subSidiary" during 1955 and 1956" of the foll'o'Wing 

amounts: 

Right of way 
Land and 'buildings 
Central office equipment 
Station equipment 
Exchangel1nes 
Toll. lines 
General equipment 

TotaJ.s 

1955 

$ 730,000 
21,,947,000 
72,,687,000 

104,,6:36,000 
7:3,456,000 
12~S64"OOO 
1 7 ! 789', QQQ ' 

*304, 109, Q90' 

1956 

$ 728)000 
29 " 705,,,000 

110" 3$1,,000 .. 
111" 642~,OOO 

.72,3,70,000" 
l5,,16O, 000'· 
l~', 32'3~000 ' 

S353.,3Q2',QOQ 

Applicant seeks to use the proceeds trom its presently 

proposed financing to reimburse its treasury for expenditures 
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heretofore made for cap1 tal purposes and, through such reim.bursement., . 

to obtain funds to repay its temporary bank loans and to enable it 

to continue 'With. its construction activities. It intends to market 

1 ts securities 'by the same means it has followed 1.n the pas·t and to 

offer the $67,OOO~OOO of debentures tor sale at competitive bidding 

du~g August of this year~ the ~ccessful bid to specify the rate 

of interest, and to of tel' the 1,339,196 shares or common stock 

during Septanber to the holders or its presently outstanding shares 

or l'reterred and common stock, pur$Uant to their preemptive rights" 

tor subscr1ption and sale~ 'lor cash at par, on the bas1s of one new 

share of' common ztoek for each six shares standing 1n the name of' 

each shareholder of' record on the stock books of' applicant at the 

close o! business _on a date hereafter to be fixed by applicant's 
. 

board of' directors. The- testimony given in this proceeding shows 

the effect o:f the f:tnancing on app11cant's capital rat10s as tollows: 

Debt capital 
Preferred stock 
Common stock and surplus 

~otals 

Dec. 31!19~ 

41.6% 
5.6 

52,8 

lOOtO~ 

Pro Forma. 
D~9 • .3l, 1925 

38.1% 
5.0-

56.9 

100.0$ 

1'b1s company has been be:f'ore the Commission on ntllllcrous 

occasions during the last 10 ye2.rs tor autho:rization to issue 

seCUrities and to increase rates~ and the COmmission is ~~11a~ 

'Wi tb. its construction prog·ram and :with the demands for service 'With: 

'Wbichit is :faced. From a review of the. information before us~ it. 

clearly is a,J;lparent that applicant has made expenditures 'tor plan:t~ 

well in excess of the proposed security issues, for 'Wb.1ch·1t has 

not been. reimbursed. 'With 1'Unds from permanent capitaJ.1zat10Il. It 

is equally apparent that applicant 'Will have need for the proceeds 

'Which it 'Will receive from the two proposed offerings to liquidate 
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1 ts outst2.nding short-term indebtedness,,' to improve its cash position" 

and to enable 1t to proeeed with. the expansion of' its plant and 

facilities. With the volume or constl'Uction f'acing a.pplicant it is , , 

obVious that a large part oti ts requ1rerl1.ents must be met 'With' equity 

1\mds 1n order that 1 t might establish and preserve an elastic 

cap1 tal structure whi eh 'Will enable 1 t to obtain add,i tional capital 

in the future under favorable terms. 

Upon'the record made in this matter we ~ll enter an order 

approving applicant t s requests. In selling the shares of' stock at 

par 'When the market is above par" applicant's Vice president and, 

comptroller stated that such action 'WOuld not at':f"ect the rate or , . 
return app11eant.,wpuld be entitled to receive on its investment in 

plan t and property and hence the service rates the customers 'WOuld 'be 

asked. to pay. Furthermore, in ma.k1ng this order ''We place 'app11cant 
I 

on notice tha~ ~e 'Will not regard the dividends paid on its shares of 

com."ilon stock as dete:rm1n1ng or fixing the rate of return 'Wh1ch app11-.. 
cant. should 'be allowed. to eam on its investment in plant. 

A public hearing haVing been held on tne above entitled 

matter and the Commission having considered the evidence ane being of 

the opinion '!nat the application should be gronted, as herein prov1ded., 

that the money, property or labor to be procured or paid. for by the 
.. ! J , • ~" , • , 

issue and saJ.e of the debentures Clnd sharos of stoek herein author-
" . 

ized. is reasonably req,uired by appl1can t for the purposes specified 

herein, and that such purposes, except as othe~se 8.utho l"1 zed". are 

not., in mole or :in part" reasonably chargea'bleto operating expenses 

or to income" tb.erefore., 

IT IS HEREBY ORDERED as tallows: 

'1. The Pacitic 'Xelephone and Telegraph Company, on and 

after the effective date hereot and on or 'before December 31, 195$, 

-s, 
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may execute and de11ver an indenture to be dated August 15~ 1955" in 

substantially the sQlll.e form. as that filed 1n this proceeding as 

E:xh1'b1 t D, and may issue and sell $67,000,000 in principal a..'D.Olm.t .of 

~rty-six Year Debentures due August l5, 1991, at competitive bid­

ding at the price "Which will result in the lowest annual cost of 

money to applicant. 

2.. The Pacific Telephone and Telegraph Comp~y, on and 

after the effective date hereof and on or before December 3l, 1955, 

may offer to the holders of 1 t~ preferred and common shares 1,339,l96 
. 

shares of 1 ts common stock for subscr1ption and sale, 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 hereafter to be fixed and" upon receipt by 

applicant of' subscriptions properly executed., together 'With the 

necessary 1'unds, to issue certi:f'icates 'for the appropr1ate n\lmber of 

~ares. 

3.. Tb.e Pacific telephone and ~elegraph Com;>any shall use 

the . proceeds to 'be received from the issue and sale or said shares 

of stock and debentures, other than accrued. interest, for the pur­

:poses set forth in this application. The accrued. interest may be 

used for such pur:poses or for general corporate purposes. 

4.- Immediately upon awarding the contract for the sale of 

said $67,OOO~OOO of debentures, ~e Pacific Telephone and Telegraph 

Company shall file a. wr1 tten report 'With the Comm1 ss10n show:tng, a.s 

to eaCh bid received, the name of the bidder, ·the amount or the bid, 

the interest rate and cost o~money to applicant based upon sucn 

'price and interest .rate, and the name of the bidder to 'Whom th.e 

contract 'for the sale of ·the debentures was awarded •. 
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5. Wi thin .30 days after the issue and sale or the deben­

tures under the authorization herein granted, l'he Pae1tic Telephone 

and Telegraph Company snall tile a report ~th the Commission sho~ 

the date on 'Which such debentures were sold, the names of those to 

W,Com solQ, the amount sold to eaca and the consideration received, 

and wi th1n 30 days after the clOSing d.ste of subscriptions tor the 

shares of stock herein authorized to be issued, applicant shall :file 

'With the CommiSSion a report showing the number ot shares of stock 

subscl"1bed for by American Telephone and Telegraph Company" the 

n=ber 0'£ shares of" stock subscribed for by others" the conSideration 

received, and the purposes tor 'Wb.1eh the proceeds were exper.tded.. 

6. As soon as ava11able~ The Pacific Telephone and T'ele­

graph Company sh:Ill file 'With the Commiss1on three copies or its 

:pro sp eetus. 

7. The authority herein granted to issue debentures 'Will 

'become effective 'When applicant ha.s paid the fee prescribed by 

Section 1904(0) of the Public Utilities Code, ~Ch fee is $l9~750. 

In other respects the autnor1zat1on herein granted Will become 

e:t"fective on the date hereof. 

Dated at San Fra.nclaeo 

day ot:~ 1955. 

«; 
• California, this e3~ -

COmm1ssioners ' 

, , 

-7 Jt.ter%. lU. 'tchol1 Commissionor... .. .. bo1%18 
.neeestJOoX':tly t.'bsent. 414 ,not ~1e1:PlJ.to 
-"'n tho 4.i~l1·t1ot\. ot th1~ ~roco~1ll£. 


