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5·....,~ -1'1 Decision No. ___ ,_t_:;;:_'JI_..L __ 

BEFORE ~ PUBLIC UTILITIES COMMISSION OF THE STATE OF CP~IFORNIA 

In th~ Matter of the Ap~lication of 

~ PACIFIC TELEPHONE ~ TETJECRAPH 
COMPJU~y~ ~ corporat10n~ 

for an order authorizing it (a) to 
issue and sell $SO~OOO~OOO pr1ncipal 
~ount of TAirty-two Year % 
De'bentu.:-es due ~jovember l" l~90" 
(b) to execute and deliver an 
Inde:ntrlre to be da.ted November 1" 
1953, and (c) to offer 1,594,604 
common shares for SUbscription and 
sale fo= cash at $100 per share to 
the holders or its preferred ~d 
co::mn.on sh.a.re s • 

Application No. 40372 

A· 1. Georg~" for applicant; 
Edward k. Blincoe, in propria 
persona, protestant. 

o PIN ION - .... ~- ....... --.. 

!n this application the Commission is asked to· ~~O its 

order authorizing The Pacific Telephone and Telegraph Company 
" 

(1) to issue and sell $SO"OOO"OOOpr1ncipal ~ount of debentures, 

(2) to execute and deliver an ind¢nture and (3) to issue and sell 

1,,594,604 shares of itz common stock of the aggregate par value" 

of $159,460,400. 

Th~ app1ieation was riled on August 22, 1958. A public 

he~ing, ~ter due notice, was held 'before Examiner Coleman in 

San Francisco on-September 22" 1958, at Which time the matter 

'Was taken under submission. 
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Sale of Secur1tie~ 

Under the provisions of applic~tfs Articles of 

Incorporation the holders of the presently outstanding shares of 

stock, 'both prefer:-ed and ec:mn.on, have the pre-emptive right to 

~'bscribe to any new' issues of common shares. 

Accordingly, applic~t proposes to offer the 1,594,604 

shares of cOmQon stock at par to the holders of its outstand1ng 

preforred and common shares 1n the proportion of one n~N comcon 

share for each eight preferred and/or common shares outst~ding 

in the n~e of each shareholder of record on the stock books of 

applicant at the close of bus1ness on a date to be fixed by the ]J . 
board. of directors. 

The· company proposes to invite bids for the purch~so ot 
the $$0,000,000 of debentures, the W1nn~g bid to deter.mine the 

interest rate.. The debentures are to be issued under a new 

indenture to be d~ted November 1, 1958, between applicant and The 

B~ of California> National Assoc1~t1on, as trustee. They will 

be dated November 1, 1958, 'Will matil.re November 1, 1990, and 'Will 

'be redeemable at the option of the corporation, as a 'Whole or in . 
p~rt, on any date prior to matur1ty~ upon at least 30 dayzT notiee~ 

up to and 1nclud~~g October 31, 1960, ~t a price five pOints ~bove 

the puolic offering price and there~.fter :l t annually reducing 

premiums. 

According to EXhibit 1, the Americ~ Telephone and Te1cgr~ph 
Company presently ownz 89.61% of applic~trs outstanding 
shares or stock. . 
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It is estimated that the sale of the debentures 'Will be 

completed 1n November and of the common shares 1n December. 

Use of Proceeds 

Applicant proposes to use the proceeds to be received 

from the issue of its debentures and stock for the purpose or 

retmburstng its treasury, to the extent ~ch proceeds are suffi­

Cient, for moneys actually e~~ended since October 31, 1922, from 

income or other treasury funds of applic~t a~d its sUbsidiary tor 

the acquisition of property and for the construction, completion, 

extension and 1mprovement of facilities. Applic~t reports that 

as of June 30, 1958, such u:o.reimbursed expenditures 3ll'lO\lnted to 

$.602,085,536.48, the amount having been paid or provided for 

primarily witn money represented by reserves, retained earnings 

and curren'l: accounts. 

Applicant at this time does not seek 1'lll1 reimbursement. 

It asserts that it has need for cash through the issue of the 

se~1t1es covered by this application in order to repay outstand­

ing temporary loans from American Telephonc~d ~elegr~ph Company, 

to provide for extenSions, additions and improvements to its 

telephone and telegraph plant and to provide funds for similar 

requirements of' its subsidiary, Bell Telephone Compony of Nevollda,. 

~d for other corporate purposes. It reports ~s of June 30, 1958, 

that its short-ter.m borrOwings from its parent company amounted to 

S206,OOO,000 and it estimates thnt, in the absence of permanent 
, . 

f~c1ng, it would owe $262,000,000 by the end of 1958. Follo~~g 

- 3 -



e 
A.40372'* MON 

the sale and. issue or common shares and deoenture's" however" 

1 t is antic1pa ted that its 'borro't-7ing:> will be reduced. to 

appro:~tely $23,,000,000. 

C~:ci tal Structure 

Accord~g to the record" the company has endeavored, 

by alternating debt and stock fin~cing, to maintain a capital 

structure with a', debt ratio at Co level considered 'by it as 

prudent, in view of its continuing large amo'Unt of construc­

tion. Applicar~t reports that in 1955 it sold $200,842,000 of 

stock and debentures, in 1956, $234,154,,000, in 1957, 

$272,169,,000, ~d it est~ates it will obtain approXimately 

$239,460,000 from its 1958 issues. Its Ctl,p 1 tal ratios arc 

shown as follows: 

Pro Forma 
December 31, June 30, December 31, 1957 1258 195$ 

Debt 37.6% 40.$% 35.3% Preferred stock 3.7 ' 3.5 3.4-Common stock al'ld. 
surplus 5S.7 55.7 61 .. :2 
Tota~ 100 .. 0% 100.Q% 100.0% 

It appears thct upon conclusion of the present 

finanCing" ~pplic~t will ag~tn build up its debt ra~io by 

borro'Wings ~s it proceeds with its 1959 construction progr:;:un. 
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protest 

A ratepayer appearing in his own behalf, took excep­

tion to the issue, by applicant, of common stock 1n the ~ount 

:md at the price 1..'"ldicated, allcgine that the company', s proposal 

vlll result in tncreased cost to the ratepayer. He re~uested 

that the COmmission deny the company'.s request to issue common 

stock ~d that an e~erfs report be issued so that exception 

could be tiken prior to the issuance of the final decision by 

th~ Commission. 

Conclusions 

Upon a full conSideration of the record, we ~re of 

the op~on that protestant's requests should be denied and 

that the application should be granted. In mclting ou.r order 

herein we again place applicant on notice that we will not 

regard the dividends paid on its 5hz.res of stock as detenn1ning 

or fixing the rate of return it should be allowed to ear.a on 

its investment in pl:mt and that the approval herein given is 

not to 'be construed as indicative of runounts to 'be included in 

a tuture rate 'base for the J'U,rpose of determining just and 

reasonable r~tes. In the past, the COmmission has excluded 

from applic~trs rate b~se, as excessive, certain 
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pay,mcnts made to the American Telephone and Telegr~ph Company ~d 

to \·Tester.n Electric Company but b~c::.usc of the margin betw'een 

~~plic~tfs unc~pital1zed expenditures, on the one hand, and the 

sccu.rities it intends to issue, on the other hand, there is no 

re~:on for modifying the ~ounts of the proposed issues. In its 

stock offering to its sh~eho1ders applicant should set forth this 

exclusion by the Commission from the rate base heretofore found 

reasonable. 

o R D E R 
.-,~ ...... ~--

A ,ub11c hear1ng having been held on the above-entitl~d 

~tter, and the Commission haVing considered the eVidenee ~d 

being or tAO opinion that the application should bo granted, as 

herein provided; that the money, property or labor to be procured 

or paid for through the is~e of the $~res of common stock ~d 

debentures herein zuthor1zed is reasonably required by app11cant 

for the purpose specified here1n; ~d that such purpose, e~cept 

o.s otherw-i:.:;c authorized, is not, in whole or in part". reasonably . 
chcrgeabl~ to operating eA~enses or to income; therefore, 

IT IS F..EP3BY ORDERED ;:~s follows: 

1. The Pacific Telephone and ~elcgraph Company, &ftcr 

the eff~ctive date hereof and on or before April 30". 1959, may 

offer no~to exceed 1,,594,604 shares of its common stock for 

subscription and se.1e" for cash .?t ::~lOO a. sh~rc,. to the holders 

of its outs~~ding shares of preferred ~d common stock tn the 

proportion of one common shzre for each eight ~rererrcd and/or 
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common shares standing in the n~e of each shareholder of reeord 

on tho stock books of ~pplicant ~t the clooe of bUsiness on a d~te 

to be fixed hereafter. Upon receipt by oppl1cant of zu~seript1onz 

properly executed ~d tae necess~ry funds, applic~t may thereafter 

is~ue certificates ror the ~ppropriatc number of shares. 

2. The Pacific Telephone and Telegraph Company, after 

the effective date hereof and on or bOfore April .30, 1959, may 

exe~te and deliver an indenture to be dated November 1, 195e, 

in substantially the s~e form ~s that filed 1n this proceeding 

as E:-:h1"oi t C, and may issuo and sell $80,000,000 prinCipal amount 

of Thirty-two Year Debentures due November 1, 1990, at a price 

which 'Will result 1n the lowest :mnuc.l cost of' money to appliccnt. 

3. The PaCific Telephon~ and Telegraph Company shall 

usc the proceeds to be received from the issue and sale of said 

shares of stock and debentures, other than accrued inte:est, for 

the purpose set forth ~ ~1s ~pp11cation. Xl1C accrued interest 

may be used for said purpose or for general corporate purposes. 

4. Immediately upon awarding the contr~ct for the 

sale of said $80,000,000 or debentures, The P~cif1c Telephone and 

Telegraph Company shall file a written report with the Commission 

sho~,'inS, as to each bid received, the name of the 'b1dder.1 the 

arllount of the bid, the i."lterest rate und cost of money to: 

applicant based upon such price and interest rate, and the n~e 

of the bidder to whom the contr~ct tor the s~le of .the debentures 
was awarded. 
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s. 107ithin.30 days a.fter the iszuc and s31e of the 

debentures under the authorization herein gr~ted, TheP~cific 

lclephone ~d ~elegraph Co~pany shall file a report with the 

COmmission showing the date on which such debentures were sold 

and the consideration received, ~d wi~~in .30 days after the 

closing d~te of subscriptions for 'che shares of stock herein 

authorized to be issued, app11c~nt zhR.ll file with the 

Commission a report shOwing the number of shares ot stock 

su~scribed for by Americ~ Telephone ~~d Telegraph Company, 

the number of shares of stocl~ subscribed for by others, the 

con.sideration received, ond the pUl"pose for 'Which the proceeds 

....... ere expended. 

6. As soon as availo.ble~ The PaCific Telephone ~d 

Te1'Z:graph Company shall file '1',1'1 th the Coro:mission three copies 

of its prospectus. 

7. The authority herein gr:lllted to is~ue and sell 

debentures Will become effective ~rhcn applicant has paid the fce 

prescribed by Section 1904(0) of the Public Utilities Code, .~~lich 

tee is $23,000. In oth0r r~s~ects, the uuthorizo.tion herein 

gr~~ted will become effective on tho 6ate hereof. 
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s. The request or ,rotest~t for an exzminer'z report 

is denied. 

? Californ1~, this 


