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Decision No. 59485 -------
OR!GIIAl 

BEFORE mE PiJ.8LIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 

In the Matter of the Application of 

THE PACIFIC TELEPHONE AND TELEGRAPH 
~ANY, a corporat1on:--

for an order authorizing it (a) to 
issue and sell $72,000,000 principal 
amount of Thirty-three Year % 
Debentures due February 1, 1993, 
(b) to execute and deliver an 
Indenture to be dated February 1, 
1960, and (c) to offer 10,045,630 
common shares for subscription and 
sale for cash at $14-2/7 per share 
to the holders of its common and 
preferred shares. 

Application No. 41706 

Arthur T. Geor~e, for applicant; Edward L. 
Elincoe~ in propria persona and for utili~y 
User's League, intervenors; Dion R. Holm, 
City Attorney, Thomas M. O'Connor, Utility 
Counsel and Robert R. Laughead, Chief 
Valuation and Rate Engineer, by Robert R. 
Laughead, for the City and County of San 
Prancisco, interested party; Donald E. Hall, 
for Washington Public Service C0mm13sion;--­
interested party; Sidney l. Webb for the 
CommiSSion's staff. 

OPINION --------
In this application the Commission is asked to make 

its order authorizing The Pacific Telephone and Telegraph 

Company (1) to issue and sell $72,000,000 principal amount 

of debentures, (2) to execute and deliver an indenture and 

(3) to issue and sell 10,045,630 shares of its common stock 

of the aggregate par value of $143,509,000. 
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The application was tiled on November 30, 1959. After 

due notice, a public hearing was held before Exam1ner Donovan 1n 

San Franc1sco on December 21, 1959, at which time the matter was 

taken under submission. 

Sale of Secur1ties 

Applicant has come before the Commission on numerous 

occasions, in applications sim1lar in form to the one now under 

review, for authorizat1on to issue and sell debentures and 

common stock to finance the cost of property. At th1s t1me, 

it once again seeks to employ the same methods 1t has used in 

the past in dispos1ng of its securities and 1t proposes, upon 

rece1v1ng the necessary regulatory approval, to put up its 

debentures for sale at competitive bidding and to otfer the 

common shares to the holders of its presently outstanding shares 

of preferred and common stock, pursuant to the prov1s1ons of 1ts 

Articles of Incorporation, wh1ch confer upon the holders or its 

presently outstanding shares of stock, both preferred and common, 

the pre-emptive r1ght to subscribe to any new issues of common 

shares. 

Accordingly, applicant proposes to otfer the 10,045,630 

shares of common stock at par to the holders of 1ts outstanding 

preferred and common shares in the proportion of one new common 

share for each ten common shares and seven new common shares for 

each ten preferred shares standing in the name of each shareholder 

of record on 1ts stock books at the close of bUSiness on a date 

to be fixed by the board of directors. 
y 

y 
ACCOrding to Exhibit 1, the American Telephone and Telegraph 
Company presently owns 90.21% of applicant's outstanding 
shares of stock. 
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The company proposes to inv1te bids for the purchase of 

the $72,000,000 of debentures, the winning bid to determlne the 
/ 

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

indenture to be dated February 1, 1960, between applicant and 

The Bank of Californ1a 1 Nat10nal Assoc1ation, as trustee. They 

will be dated February 1, 1960, Will mature February 1, 1993 

and will be redeemable at the option of the corporat1on on any 

date prior to maturity upon not less than 30 nor more than go 

days! not1ce, to and includlng January 31, 1961, at a price s1x 

pOints above the public offering price and thereafter at annually 

reduc1ng premiums. 

It 1s estimated that the sale of the debentures will 

be completed in Februa~ 1960 and the sale of the common shares 

1n March, 1960. 

Use of Proceeds 

Applicant proposes to use the proceeds to be received 

from the 1ssue of 1ts debentures and stock for the purpose of 

re1mburs1ng 1ts treasury, to the extent such proceeds are 

sufficient, for moneys actually expended since October 31, 

1922, from income or other treasury funds of applicant and its 

subs1d1ary for the acquis1tion of property and for the construc­

tion, complet1on, extens10n and improvement of fac1lit1es. 

Applicant reports that as of September 30, 1959, such unrelm­

bursed expendltures amounted to $748,103,021.34 and that 

approximately 70 per cent of such amount had been paid or 

provided for with money represented by depreciation reserves, 

approximately 20 per cent by retained earnings and the balance 

primar1ly by current accounts. 
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Applicant, at this time, does not seek full reimburse­

ment. It asserts that 1t has need for the cash to be derived 

through the issue of the securities covered by this application 

1n order to repay outstanding temporary loans from American 

Telephone and Telegraph Company, to provide for extensions, 

additions A~d 1m~rov~m~ntS to lts t@lephone ~nd uelegraph 

subs~a1a~1 Bell Telephone Oomp~ny of Nevndn l and for other 

cor~orate purposes. It estimates that in the absence of 
permanent flnanc1nS I 1ts short-term ~orrow1nss rrom 1ts parent 

company ~ll amount to $l40, OOO I OOO as of February 24; 196o, 

and to $207,000,000 as of March 31, 1960. Following the sale 

and issue of the common shares and debentures and the receipt 

of the proceeds therefrom, 1t 1s ant1c1pated that 1ts short-term 

borrowings Will be paid in full. 

cap1tal Structure 

According to the record l the company has endeavored, 

by alternating debt and stock financing , to maintain a capital 

structure with a debt ratiO at a level cons1dered by it as 

prudent
l 

in view of its continuing large amount of construction. 

,Applioant reports that in 1956 it sold $234,154,000 of stock 

and debentures, in 1957, $272,169,000, in 1958, $239,407,000 

and it estimates that it will obtain $215,509,000 from the 

issuance of the securities for which authority is now being 

requested. Its capital ratiOS are as follows: 
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Pro Forma Pro Forma 
September 30, December 31, December 31, 

1222 1229 1260 

Debt 36.8% 38.3% 36.8% 
Preferred stock 3.2 3.2 2.9 
Common stock and 

sur:plus 60.0 58.5 60.3 

Total 100.O?f lOO.~ lOO.~ 

It appears that upon conclusion of the financing 

~resently proposed that applicant Will again build up ~ts debt 

ratio by borrowings as it proceeds with its 1960 construction 

program .. 

Protest 

An 1ntervenor, appearing in his own behalf as a rate­

payer and for Uti11ty User's League, took exception to the 

issue, by applicant, of common stock alleging that the company's 

proposal will result in 1ncreased cost to the ratepaye~. He 

requested (1) that an examiner's report be issued so that 

exceptions could be taken prior to the issuance of a final 

decision by the Commission; (2) that none of the common stock 

requested to be issued by appl1cant be author1zed at any price 

or for any purpose; (3) that none of the proceeds from the 

issue of the debentures be allowed to apply to the unre1mbursed 

expenditures of $748,103.021.34 shown in Exhibit E attached to 

the applicat1on; and (4) that the COmmiSSion, before authorizing 

the issue of debentures, ascertain that the proceeds to be 

derived from the issue of said debentures would be appl1ed to 

proper betterments and improvements and not to the refund1ng 

of short-term borrowings .. 
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Conclusions 

The Cornm.1ssion .. in numerous fina.nc1ng proceedings 

1nvolving this as well as other applicantf~ .. has considered the 

possible effect on the ratepayers which might result from the 

raising of money through the issue of equity rather than debt 

capital and while recognizing the fact that .. in some proceedings 

such as the one now before 1t .. management des1res to maintain a 

debt ratiO which is somewhat lower than that ma1ntained by the 

average ut111tY1 it 1$ of the opinion that 1t should not inter­

fere With the Judgment of management 1n this regard unless and 

until it can be demonstrated that the proposed form of f1nancing 

Will result in an undue burden on the ratepayer. In the 

proceeding now before us .. applicant .. by Exh1b1t 8 .. introduced 

evidence to show that the substitution of $143>509>000 of common 

stock for 4-1/2% short-term notes would have the effect of lower-

1ng its :-ate of return .14% and that such reduction i$ due to an 

1ncrease in state and federal taxes on income resulting from the 

loss of an interest deduction. App11cant turther introduced 

test1mony to the effect that the .14% variation in rate of return 

was less than it encounters in the regular month-to-month 

variation in its income. 

The company has been before the Commission on numerous 

occasions during the past 14 years for author1zation to issue 

secur1ties and to 1ncrease rates and the Comrn1ssion is familiar 

with its construction program and with the demands for service 

with which it is faced. From a review of the information before 

us .. it clearly is apparent that applicant has made expenditures 
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for plant well in excess of the proposed security issues for 

which it has not been reimbursed with funds from permanent 

cap1talizat1on. It is equally apparent that app11cant will 

have need for the proceeds wh1ch it Will receive from the two 

proposed offer1ngs to liquidate its outstanding short-term 

indebtedness 1 to 1mprove 1ts cash pos1tion and to enable it 

to proceed with the expansion of its plant and faci11t1es. 

With the volume of construction fac1ng applicant) 1t 1s obv1ous 

that a large part of its requ1rements must be met w1th equity 

runds 1n order that 1t might estab11sh and preserve an elast1c 

cap1tal structure wh1ch will enable 1t to obta1n additional 

capital in the future under favorable terms. 

Upon a full consideration of the record, we are of 

the op1n1on that 1ntervenors' requests should be den1ed ar.1 

that the app11cat1on should be granted. In making our order 

herein we again place app11cant on not1ce that the author1zation 

here1n 1s for the 1ssuance of secur1ties only and that we will 

not regard the d1v1dends paid on 1ts shares of stock as deter­

m1n1r~ or fixing the rate of return 1t should be allowed to earn 

on 1ts investment 1n plant and that the approval herein given 

1S not to be construed as 1nd1cative of amounts to be included 

in a tuture rate base for the purpose of determining just and 

reasonable rates. 
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o R D E R 

A public hearing having been held on the above-entitled 

matter and the Comm1sS1on having considered the eVidence and being 

of the opinion that the application should be granted, as here1n 

prov1ded; that the money, property or labor to be procured or 

pa1d for through the 1ssue of the shares of common stock and 
\ 

debentures here1n author1zed 1s reasonably req~1red by app11cant 

for the purposes spec1f1ed herein; and that such purposes~ 

except as otherw1se ~uthor1zed, are not, 1n whole or 1n part~ 

reasonably chargeable to operat1ng expenses or to 1ncome; 

therefore, 

IT IS F~Y ORDERED as follows: 

1. The Pacific Telephone and Telegraph Company, after 

the effective date hereof and on or before July 31, 196o~ may 

offer not to exceed 10,045,630 shares of,its common stock for 

subscr1ption and sale, for cash, at not less than $14-2/7 per 

share, to the holders of its outstand1ng shares of pr~~:f'erred 

and common stock 1n the proportion of one new common share for 

each ten common shares and seven new common shares for each ten 

preferred shares stand1ng in the name of each shareholder of record 

on 1ts stock books at the close of business on a date to be f1xed 

hereafter. Upon receipt by app11cant of subscript10ns properly 

executed and the necessary funds, applicant may thereafter issue 

cert1f1catesfbr the appropr1ate number of shares. 
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2. The Pacific Telephone and Telegraph Company, after 

the effect1ve date hereof and on or before July 31, 1960, may 

execute and de11ver an indenture to be dated February 1, 1960> 

1n substant1ally the same form as that filed in th1s proceeding 

as Exh1b1t C, and may 1ssue and sell $72,000,000 principal 

~~ount of Thirty-three Year Debentures due February 1, 1993, 

at a price which will result in the lowest a~~ual cost of 

money to app11cant. 

3. The Pacific Telephone and Telegraph Company shall 

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

shares of stock and debentures, other than accrued 1nterest, 

for the purposes set forth 1n this applicat1on. The accrued 

lnterest may be used for sald purposes or for general corporate 

purposes. 

4. Immediately upon awarding the contract for the 

sale of sa1d $72,000,000 of debentures, The Pacific ~elephone 

and Telegraph Company shall f1le a wr1tten report With the 

Commiss1on showing, as to each b1d received, the name of the 

bldder, the amount of the bid, the 1nterest rate and cost of 

money to applicant based upon such price and interest rate, 

and the name or the b~ddcr to whom the contract for the sale 

or the debenture~ was awar~ed. 

5. W1th1n 30 days arter the 1ssue ana ~a~e or the 

debentures under the authorization herein gr'anted, The Pacific 

Telephone and Telegraph Company shall file a report with the 

Comm1ss1on showing the date on which such debentures were sold 

and the conSideration rece1ved, and within 30 days after the 
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clos1ng date of subscriptions for the shares of stock herein 

authorized to be issued, applicant shall file With the 

COmmission a report shoWing the number of shares of stock 

subscribed for 'by Amer1can Telephone and Telegraph Company, 

the number of shares of stock subscr1bed for by others, the 

cons1deration received, and the purposes tor which the 

proceeds were expended • . 
6. As soon a.s available , The Pac1fic Telephone and 

Telegraph Company shall file w1th the Commission three copies 

of its prospectus. 

7. The authority herein granted to execute an 

indenture and to issue and sell df~bentures will become effective 

when applicant has paid the fee prescribed by Sect10n 1904(b) 

of the Public Utilities Code, which fce 1s $21,000. In other 

respects, the authorization herein granted will become effective 

20 days after the date hereof. 

8. The request of intervenors for an examiner's 

report 1s denied. 

Dated at ____ ....;Stm.=:...:F~, r,l.l,jln .... c..;.;:is.,.,.co _____ , California I this 

/Q:{zl day of _'::;;:'~~~~~,..--1 1960. 

, PUSLIC UTiLiTIES COMMISSION t 

STAnt OF' CA.LIP'O~.oA 
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