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BEFORZE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of
THE PACIEIC TELEPIONE AND TELEGRAPE

COMPANY, 2 corporation,

for an order authorizing it (2) to
i1ssue and sell $90,000,000 prineipal
amount of Twenty-threc Year
Debentures due August 1, 1980, Apnlication No. 39093
(b) %o execute and deliver an
Indenture to de dated Avgust 1,
1957, and (¢) to offer 1,822,523
common shares for subseription and
sele for cash a2t $1C0 per shore o
the holders of its »referred and
eommon shares.

Arthur 2. George, for opplicant.

The Pacific Telephone and Telegraph Company has f£iled

the above-entitled application for authorization (1) to issue

and sell $90,000,000 principal amount of debentures, (2) o

erecute and deliver an indenture defining the %erms thereos,
and (3) to issue and sell 1,822,522 shures of common stoek of

the aggregate par value of $182,252,300.

The appiication was filed on May 27, 1957. A pudblic
nearing wzz held bdefore Commizsioner Dooley and Examiner Colemsn
in San Francisco on June 18, 1957, at which time the matier was

taken under submission. The Commissicn has received no protests

in the proceeding.
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This company has come before the Commission on numerous
occasions, in applications cixilar in form <o the one now under
review, for authorization %o issue and sell deventures and com-
mon stock to finance the cost of property. At tais time, it
once agein seecks to employ the same methods 1t has used in the‘
past in dlsposing of ite securities and it proposes, upon receiv-
ing the requisite regulatory approval, 4o put up its dedbentures
for s2le a2t competitive bidding, the winning bid to determine
the interest rate, and to offer the common sharec to the holders
of Lts presently outstanding shaires ol preferred and common
stock, pursuant 1o their preemptive rights, for subscription
and sale, at par for cash, on the basis of one new share for
each $ix stonding in the name of eackh shareholder of record on
the stock books of the company at the close of business on a
date hereafter to be selected dy applicant's voard of directors.
According to Exhibit 2, the presently outstending stock consists
of 820,000 snares of preferred and 10,115,142 shares of cormon,

of which fmerican Telephone and Telegroph Company owns 39.61%.

The purpese of the p*ouo,ed financing 15 to reimburse

applicant's treasury for moneys actually expended froxm income,
and other treasury funds, for the accuisition of property and
for the comstruction, completion, extension and improvement of
its facilities and of those of Bell Telepnone Compary of Nevaéa,
its wholly-owned subsidiary. The record shows, in Exnibit 7,
capital expenditures of $584,303,502 as of March 31, 1957, waich
n2d not been paid or provided through the issue and sale of per-
menent securities dut which had been financed, in gereral, with

neys represented by reserves, retained ezrnings and current

acecounts.
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As to the necessity for the replenishing of the treasury
in the anounts now requested, applicant reports tkat Lt, and its
subsidiary, hed outstanding short-tern loans aggregating
$125,000,000 on Marck 31, 1957, that it is expacted that such
loans will increase to $227,000,000 by the end of susust, when
the dehenture proceeds will become availadle, and thet thereafter
additional borrowings will be made. It is éstimated thet the
stock proceeds will be received during September and will be
utilized to discharge the remaining loans existing at that tine
but that, even s0, there will be additionel loans which applicant
will be required +to meke Auring the last tvo months of the yeér
which will amount to $54,000,000. In this connection, applicant
reports in Exhibit 3, estimated gross construction expenditures
of 5404,667,000 during 1957 and it estimates that approximately
$160,000,000 of the funds thus recuired will be aveilable from

internal sources.

Upon & review of the evidence 1t is5 clear that applicont
has had unreimbursed copital expenditures well in excess of the
proposed security issues, thet 1t is entitled to and has need for
the reimbursement of its treasury in the amounts now requested
in order to ovtalin funds to liguidate its short-term borrowings,
to improve its cosn position and to encbhle Lt to nroceed with the
expansion of the telepaone facilities. When consideration is
given to the large volune of comstruction work whicen applicant
will De required %o perfornm in order €0 meet 1ts service recuire-
ments, 1t is obvious that it must resort to equity finoncing, as
well as dedbt financing, 12 it iz to meintain a c¢apital structure

sufficiently flexidble to permit it to obtain additional capital,

-3 -
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under favorable terms, when and a2s needed under whatever marzket
conditions may prevail in the future. Applicant’s canital ratios
as of December 31, 1956, ond 2s estimated as of Decexmber 31, 1957,
giving effect to the proposed financing, are as follows:

Pro forma

December 21, December 321,
1954 1947

Debt 37.7% 36.8%

7
Preferred stock 3 . 3.7
O EEQE
‘Total 100.0%

Common stock equity

Applicant has long been an exponent of par offerings to
its shareholders pursuant to thelr preemptive rights. Sxhinit 6
shows that there have been nine such offerings since 1945, waich
have produced in excess of $765,389,200 of equity money, and it
1s apperent that zpplicant will be required to go to its snare-
holders from time to time in the future for still more funds.
It Is apparent that the amount of paid-in copital would be the
same 17 the 1,822,523 shares were to be sold 2% por or o lesser
oumoer 2t a price higher than par. Its vice president and
comptroller vestiflied that the szle of stock at par vhen the
markat is above par does not affzet the rate of return which the
company is entitled to receive on its investment in operative
‘property and hence does not affect the rates which customers

would be asked to pay for service.

The record In this proceeding warrants the making of
an order approving applicantts requests. In meking such an

order we agein state the position we nave taken in the nast
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that we do not regard dividends paid on the shares of stock as
determining or fixing the rate of return 2pplicant should be
allowed to earn on 1ts rate base. The zuthorization herein
granted 1s for the issue cf securities only ane is not io be
construed as indicative of amounts to ve included in 2 future

rate base for the purpose of determining just znd reasonabdle rates.

A public hearing hoving been held on the zhove-entitled
matter and the Commission having considered the evidence and
belng of the opinion that the application should be granted, as
herein provided, that the money, property or labor to be procurel
or paid Ior by the issue and sale of <the debentures and shores of
stock herein a2uthorized is reasonadly required Dy apylicant for
the pdrposes specified Lerein, and thot such purposes, except as
otherwise zuthorized, are not, in whole or in part, reasomabdly

cha:geable to opera ting expenses or to income; therefore
2 >
IT IS EERERY ORDERED zas follows:

1. The Pacific Telephone and Telegraph Company, on
and after the effective date hereof and on or ?gfore Janmuary 21,
1958, may execute and deliver an indenture to de dated August 1,
1957, in substantially the same form zs that filed in thic pro=
ceeding as Exhidbit D, and may issue and sell £90,000,000 in
principal amount of Twenty-three Year Debeatures duec August 1,

1980, at competitive bidding at the price which will result in

the lowest anmual cost of money to applicant.
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2. The Pacific Telephone and Telegreph Company, on
and after the effective date hereof and on or hefore Januery 31,
1952, mey offer to the holders of its preferred zad cormon shares,
1,822,523 shares of Lits common stock for subscription 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 or 2 date hereafter o de
fixed and, upon receipt by applicant of subseriptions properly
executed, together with the necessary funds, to issue certificates

Tor the appropriazte mumber of shares.

2

3. The Pacillc Telephone and Telegraph Company shall
use the proceeds to be received from the issue and szle of said
shares of stock and debentures, other than accrued interest,
for the purposes set forth in this application. The acerued
interest may be used for such purposes or for zemeral corporate

purnoses.

L. TImmedizately upon awarding the contract for the sale

of said $90,000,000 of debentures, The Pacific Telephone znd

Telegraph Company shall file a2 writ<ien report with the Commission
showing, as to each bid received, the name of the bidder, the
amount of the bid, the interest rate and ecost of money to appli-
cant based upon such price and interest rate, and the name of

the bidder to whom the contract for the szle of the debentures

was awarded.
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5. Within 320 dzys after the issue and sale of the
debentures under the authorization herein granted, The Pac¢ifie
Telephone and Telegraph Company shall file a report with the
Cormission showing the date on waich such debentures were cold
and the consideration received, and within 20 days after the
¢losing cdate of subsceriptions for the sheres of stock herein
authorized to be issued, applicant shall file with the Commission
a2 report showing the number of shares of stock subscribed for by
American Telephone and Telegraph Company, the mumber of shares of
stock subscridbed for by others, the consideration received, and

the purposes for which the proceeds were expended.

6. As soon as availadble, The Pacific Telephone and
Telegraph Company shall file with the Commission three copies

of its prospectus.

7. The authority herein granted %o issue debentures will
beconme effective when applicant has paid the fee preseribed by
Section 1904(b) of the Public Ttilities Code, which fee is $25,500.
In other respects, the authorization herein granted will become
effective on the date hereof.

Dated at Son Froncises » Celifornia, this _ 7.7

: Y
gay of JUL ) 19577/"—h\\\

/

“PUBLIC UTILITIES COMMizSivid &

STATE OF CALIFOXNIA

JUL 8-
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