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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Decision No.

In the Matter of the Application

of General ‘I‘elephone Company of o , : ‘
Californiz for authority to ° )y PR Co e
Zssue and sell 500,000 shares of: = ) - Application No. 43169 -

5% Cumlative Preferred. Stock, ) : S oo
without competitive: p1dding.

Harry L. Dunn, of O'Melveny & Myers, and A Ha
Tor Foplicant; Edward L. Blincoe .for Utﬂ.'it “Use
Ieague, Interested Party; ~oidney J. Webb: _ro : h '
Commission Staff. - R ' o

OPINIO“N

General Telephone Company of California has filed 'ch:!.s.
application for authomzation to issue and sell 500,000 shares |
($10,(.OOQ,OOO par value)_ of it is 5% me.zl‘e‘.tiv,e’ Preferr_ed\ Stqck,_;_L o
without competitive b:.ddiné- T

The application was f:ned with the Commission on
Fedruaxy 17, 1961, and came up for public hearings berore
Comlssioner Grover and ]Ebcam:l.ner Coleman in San Franc:r.sco
on March 8, 1961, and in Los Angeles on March 3.7’, 1961
The matter has been taken under submiss:r.on and now 1s
ready for ctlecision_,
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Purpose of Financing

The purpose of the proposed f:inancing is to provide

applicant with iunds for the acquisition of property and the
construction, completion, extension and/or improvement of
facilities; and/or for the improvement and/or maintenance of
sexrvice; and/or for the payment, in whole or in part, oft any |
indebtedness to banks which may have been incurred for said
purposes at the time the stock proceeds become available, and/or |
for the reimbursem«ent of moneys heretorore or hereafter c:cpended 3
Tor sa1d purposes from income or f:mm any other money in the
treasury not secured 'by or obtained from the issue oi‘ securities.‘
Applicant reports that at the end of 3.960 it had expended ror '
plant the sum of $118 034 881 which had not been provided by
the issue of securities but which represented, primarily,
retained earnings and depreciation accruals invested :I.n the
ssets, that its outstanding short- term borrowings aggregated |
$18,000,000, ard that during 1961, as shown’ in Exhibit B to. the
application, 1t will be raced with capits.l expenditures of
$61,055,000 which 1t estimates will be obtained i‘rom the
| rollowing sources

ternal sources . . SR | $27,1L01,OOO¢“ :
Carrent assets and miscellaneous : o ,311& 000-, :
Sales. of securities (net after - \
expenses of issue) - \ |
Bonds. ' $19, 8-’4-0,000 -
Prefervred stock 9,500 ooo ‘ 29,340 ooo

Total B ;$61,05§,ooo-?jif; !
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Applica.nt report:s that :Lt has need for mnds upon

replenishing 1ts treasury 't:o J.iqudate outstanding obligations
and to Lmprove 1ts cash position. -

Financing of Prooerties*

It has been appl...oant's pract:!.ce, among other ‘ch:!.nga,
to borrow money from banks for dnterdm financing, of 11:3 require— |
ments and to repay and rehorrow such amounts i‘rom t:!.me to t:!.me
and periodiczlly to refinance primarily through the :Lssue of'
bonds, debentures and . shares of prererred and oommon stock- o

| Its capital ratios, :r.ncluding shor't-term borrowings, as of
Decemder 31, 1960, and after giving effec‘o to 'che proposed
preferred stock offering, are as rollows- | _ -
Dec. 31, 13_50 Pro Forma .
%2223\ S 43'6&% | 74§.g;%

Preferred stock. | g _ 15.66:
Common stock equity 48 - _37.94

’-

Total 100. | 1oo;o‘

Applican’c seeks authorization to 1ssue preferrec‘t
shares at this time :I.n.stead of some other form of security
in order to take advantage off what 1t considers a favorable
preferred stook market and a:!.so to provide a broader base of.“
equity capital to support future debt rinancina;- It will e
o'bse*ved in this connection that appl:!:cant is contemplating |

the sale or $20 OOO 000 of bonds at a 1a:ter time during th:!.s"l o

year. .
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Proposed Sale of Preferred Shares -

| Subject to receiving authorization from the Commission,L;_,f
applicant plans to dispose of 1ts preferred shares by'means of a -
negotiated underwritins with a group of‘underwriters under
arrangements whereby such underwriters-are given the option -
~ to take down the shares at.one time, or’ from time to—time, as E
they go forward with their sales program. '

Applicant has not entered inte any contract or agree- :
ment fo* the sale of 1its shares and, 1f authorized to. do so, it
will undertake negotiations and will file a’ supplemental ‘
‘applica*ion at a later date, se,ting forth the terms and
conditions under which it proposes to dispose of 1ts shares.

It appears that applicant intends to. enter into
arrangements similar to those 1t has employed on’ twelve

oceasions in the. past

Eremp;ion from Competitive Eﬁddigg

Applicant seeks. exemption from‘the Commission's
competitive bidding rule with respect‘to security,issues‘-'

in order that it may proceed with negotiationsffor'the?sale
of 1ts preferred shares.. L |

It appears from.the testimony that as & result of
past experience under negotiated arrangements the underwriters
who participated in applicant's earlier ofrerings of preferred
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shnres have—developed‘an active receptivegmarketfamongiindif.
vidual investors»in 1ts service areas. ”Appiicant’aSSerts*that
its marketing methods have permitted advance preparation ror ‘
the orrerings and have resulted in a8 wide distribution of its
shares at reasonable prices- It desires to take advantage of
this market which appears to-be availahle to it and itthae '
concluded that this obJective can best be accomplished through
the use of the underwriters who have contributed to the j[‘.,.'
establishment of such market.

In support‘of the requested exemption applicant'e
financial officers presented testimony and a series of .
exhibits mhich show, among othexr things, that in fifteen
regent utility preferred share ofrerings which have character-'
istics somewhat similar to those of applicant there were nine~..
sales made under negotiated underwritings and six'under
competitive bidding and that the eost oi money to the issuing
compRny was highex than the cost incurred by*applioant during
the same period in eight of the nine sales under nesotiated
arrangements and in three of the six sales at competitive |
bidding, the lower costs in each case heing‘realized‘byhgaet'
and electric dis ributing utilities rather than telephone
utilities. Moreover, the record shows that in.the past -
anplicant has been successful in negotiating sales of its .
prefexrred shares at prices competitive with prevailing market
prices and that, in ract, the orrering prices of its preferred
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shares more nearly approached the yields on outstanding pre- -

ferred shares than the prices of 31l but two ©of the offerings
ol the,other utilities listed in the exhibits. In 1959, in

_pplicant's most recent preferred stock i‘inancing, for. e:cample, ] '
the new shares were ofi‘ered at $20 while the over—the-counter

cuotations at the same time were $19 bid $20-‘3/8’ asked

test.

An appearance was entered in the proceeding by _
the president of the Utility Users I.eague, an unincorporated
nonprofit association or approximately 100 members, some oi‘
whom ave reported to be subscribers to applicant's telephone
service. Wnile the appearance was entered as an intercsted
party 1t appears that such ' appearance was in protest to the
application and secordingly will be referred to in "he |

discussion herein, Tor convenience, as protestant

The protestant obJected to the issue of stock‘ by
applicant, to vhe proposed methods of disposing of such stock,\
to the dssue 'oy applicant oi‘ short—term notes without :
Cormission: authorization, to the use or stock proceeds to
pay short-term notes and to reimburse the treasury, and to
the request or tne compamr for an expedited ei'fective date ‘
should the Commission ¢onclude to enter an order approving

the application. At the conclusion or the hearine;, protestant
m2de flve motlons as i‘ollows.




That the Commission state as & matter of dbasic
policy that orders effective in less than 20
days are unlawful, being contrary to Sectlons
1705 and so forth, and 1713-33 of the Public
Utilities Code 1ntend1ng to deny rights for
rehearing and appeal contrary to constitutional
requirements of due process of law. .

That the Commission require thatuallroosts,‘fees
‘and expenses of every nature incurred dy the
utlility under this application to issue equity.
securlties be charged by the utility to earned
surplus and not as an operating expense.

That the Commission state as a basic policy
that reimbursement from sale of long-term
securities will be permitted only for such-
lawful expenditures as the Commission shall
have approved as proper in advance of their
expenditure Iin conformance with Public Utilities -
Code Sections 816 and 817, or where the Commission
finds as a result of investigation, which finding
shall be presented at the hearing, that such -
relrbursement conforms to Section 817(h) and
Rules 25 and 26. . _

That the Commission state—as a matter of:basic‘

policy that depreclation reserves be treated
as trust funds provided by the ratepayers for
the retirement of plant or lessening of the
base on which & rate of return 1s calculated,
and, further, that the depreciation reserve:
1s not. treasury funds of the utility or for
the use of the utility except as specifically
provided in Public Utilities Code Section 795
both as to bhasic sums and income therefrom.

That the Commission state that citizens have. the
right and standing to be heard In a place con-
venlent %o the scene of operations of the utility.‘,
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Sumary and Conclu51ons

A revieW'and analysis of applicant‘s financial

statements and exhibits of record 1ndicate that 1ts recorded

investments and sources of funds, as of December~3l, 1960, .

are as follows,

Inveqtmcnts.

: Utility'blant :
Miscellaneous

Total investments

Sources of Fﬁﬁds;

Cunrent accounts -
Short-term notes

Other current liabilities.

and deferred credits
Subtotal :
LesSf Carrent assets and

deferred credits -

& Net current accounts
Depreciation reserves
Long~term debt.

Preferred stock ‘
Common stock equity

Total‘sburéesyof funds

$48&,831 781

;$ 18 ooo ooo"“

gau 898 108 ;:\' 

g)-&’zgﬂs:l&g?f .

046,056
75,861,007
179,218,000 . -
54,983,480
l55l715 135 |

§u84 ;828;1081‘:1“ o

The common $tock equity capital fncludes retained};'

earnings of $19,359,910. The current assets include cash and

working funds of $3,711,481. Tre. currenz 11abilities 1nclude .
acerued l;abilitie° of $19,790,595.
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Upon full consideration of applicantfs financial

condition as reflected by the record we conclude that it
has utilized short-term borrowinQS'and investor-owned funds
rep*esented by depreciation accruals and~reta1ned earnings
in extending and adding to its plants and facilities, that
its current cash resources and the 1nternally generated funds _
it reasonably can expect to receive will not suffice to enable
1t to meet 1ts obligations and to provide its capital require- o
ments, and that it has need for additional funds from the sale |
of securities-to improve 1ts cash position and to replenish 1ts

treasury and thereby'provide the means to go forward with 1ts

*eouired construction program.

We are of the-opinion, and so. conclude, that applicant«
nas sustained the durden of proof'with respect to 1ts request _‘
for‘exemption from competitive bidding. We conclude, rurther,
that in the past applicant has endeavored to. obtain, and haq
obtained, a satisfactory price for 1ts prererred shares, that |
it has developed 2 ready‘source of preferred stock money, and o
that ro g00d reason has been shown - why it should Dot be- author—rfv‘
1zed to continue financing methods 1t has successfully'employed

orn other occasions with no adverse effect on the public.

Coming‘now %o the protest’made in‘thia.proceeding, it'
appears to be the positior of the'protestant that the company
should engage in debt rinancing rather than stock financing 1n
order to establish dednctible fixed charges for 1ncome tax ( ,,f :
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purposes and that increasing the load of borrowed money
will thereby redound to the benefit or the ratepayer. ‘

This position'has beeh‘ﬁrsed 1nfthe‘pest'but
has been rejected.  As 'was pointed out in our Decioion "
No. 59485, issued last year in connection with an appﬁi-
cation by The Pacific Telephone and Telegraph Company,
it has been the policy of this COmmiss*on to allow to
the management of each public utility a substantial
diseretion in deciding upon the proper debt-equity rateo.
Many factors must be weighed in each case, and the ract ‘.:
~ that income taxes may be greater in the case of‘equity‘ o
financing 1s only one consideration; -Apother'i;ithei‘v‘
effect which inereasing the'debtlretiolwould»bavevupon
the cost of capital. Increasing the‘debt racio aboﬁe'
a reasonabdble limit would adversely afrect the asset
coverage of the long-term debt and the 1nterest coverage '
Of the fixed charges and this, In turn, would add to-ene,'
Tisk of the debt capital and;tcorrespondinely,.to‘its“
cost. Obvviously, too, as a general propoSition;'thc

resultant decrease in the equity'ratio wou1dradd to.

the risk and to the required returnfon eQuity.capital.
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Experience has shown that a well balanced capital ‘
structure is necessary if a utility is to realige the lowest“
possidle cost of money and, what Is probably"more-1mportant,..
if 1t 1s to be able to obtain required capital runds under
reasonable terms, in the amounts, and at the times when
necessary, to enable the utility to serve the public
adequat ely and to meet demands for a&ditional and 1mproved
sexvice. Adherence to sound financing,pragtices in the_‘ ‘
past, by the California uxilities'and by‘the‘CommiSSion; o
has been 1nstrumental 1n making it possiblevfor California
utilities to meet problems caused by the grow*h of the
state since World War IT and by'increaginggdemanﬁs fOP:
more and better service and has énabied the‘utilities“
to obtain capital funds under reasonablc terms and to
offer their utility services to the public at reasonable

rates.

It is apparent that the protestans's argument
in this respect goes to a broad question of‘Commission
policy, and it 1s equally appa:enx that’ 1t cannot be
adequately'consideredlqn therliﬁitédishowingJWhich :

protestant has made in thisjproceeding; “Any‘chaﬁge‘q_
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in oui pollcy should be uhdertaken, we beliéve; on1§ onithéQV‘
pasis of a thorough financial and econcmic study and 1n a :
p*oceeding in which all afrected companiesrand interested
parties may. de heard. The stock issue'here 1nvolved will

not materially altexr applicant's debt-equity ratio and in

any event wi 211 be more than offset by the $20 OOO OOO‘bond
issue planned for later this year._ Espccially in view of

the faet that-this question. necessarily remains open for |
ouxr consideration at the next rate proceeding 1nvolv1ns
applicant, we do not believe iv would be in the‘public

interest to prohibit the ZIssuance of these securities.j(u

We have given carerul consideration to
protestant’s motions and have concluded that thcy
should be dented. | |

The first. motion calls for a eo-day'waiting
pe“ioc for all Commission decislons The COmmission, '
in Its Judgment, may 1awfully shorten the eo-day waiting
period and there are many cases where it 13 obviously
desirable and practical to do 30.. In financing matters
especizlly, delays in the effective date of our

authorizations could well have an unravorable effect o
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on the price to be paid for securitie‘s 'and‘ aecordingly,- R
would de adverse to the public interest. Protestant will not
be ‘denled his right to petition i'or rehearing or to obtain

appropriate review in the courts. It is rather the applicant L

who takes the. risk following the efi‘ective date of.‘ this
decision, that our order may. e modified on rehearing or
Judicially annulled. Moreover, protestant's concern is

vhat -1 burden may be placed upon ratepayers, : however, such

a burden would not ma*erialize until rates foxr this utility ‘
are again determined, which would be well after the time when 1
action may be expected to have 'been taken on any petition i‘or

rehea"'ing or review.

'.the second motion involves accountine; for expenses
:anident to stock issues. Under the unii‘orm system of accounts
which has been prescribed dy the Commission such expenses are
not chargeable to operatin.g expenses but to "Capital stock .
expense.” The systen of accounts provides that the expenses
may be written off to surplus accounts., There is no need to
repeat this.directive. | | o

The third motion would have the Commission approve
construction expenditures bei‘ore they are undertaken. Ihe

Comrission now has authority, a.nd does exercise such authority, |

in passing on security and rate matters, to inquire into the

acowracy and necessity of reported capital expenditures. It f o

1s the Commission's practice to authorize the issue oi‘ E

-13 -

»
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securities to reimburse the~treasury“on1y'when-1t cléari&ﬁapoearsﬂ"

that the utility has had earnings in excess of the proposed

reimbursement, that such earnings have been invested 1n the _
assets and that the utility has need for the moneys with which -
1t seeks to reimburse itself. If. the utility has made permarentfie'

expenditures for plant 1t very properly may‘issue securities
3ga1nst such expenditures. |

i

The fourth motion is not-clear., The . motion apparentlyf“:
confuses depreciation reserves with depreciation funds, a creditr"
Witk 2 debit. The Commfssion does deduct from.investment 1n o
plant the accummlated depreciation reservos 1n arriving at the
rate base on whicn a return is calculated. The moneys repre— :
sented by the amnual accruals for: depreciation of - course belons'
to the company the company has 1nvested runds 1n prOpcrty and
by these amnual depreclation accruals recovers its investment |
If 1%t chooses to place this sun S0 recovered 1n additions toi*"
plant it may properly be reimbursed at a. later date by'the

issue of securities.

A3 to the last motion, the Commission endeavors to o
set hearings: so far as possible, to meet the convenience of
all parties. There may be oceasi ons wnere 1t is desirable

and practical to hold a hearing ouzoide the service area.‘l,j-;
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Findings

We have considered carefuily?the.evidenceegiven{in

this proceeding and the motions and arguments. We find -

That protestant's motions should be denied-.

That 1t 1s in the public interest for applicant
to establish and maintain a flexible capital
structure with a reasonadle bhalance between
debt capital and equity capital and that the
issue of additional preferred shares at this
time will not be adverse to the public

verest.

That the record warrants*approval of appli cant'S‘
proposed financing arrangements and exemption
{ron competitive bidding with respect to the
shares of preferred stock which are the

subject of this proceeding. :

That applicant has need for the proceeds from
the sale of such preferred shares and that the
purposes for which it proposes to expend such
Proceeds are proper purposes, including the
payment of shoxrt-term notes and reimbursement
of the treasury for expenditures ‘made for
capital lmprovements.

That the money, property or labor to be procured
or paid for by the 1ssue of the preferred shares
herein authorized 1s reasonably required for: said
purposes, which purposes are not, in whole or in .
vart, reasonadly chargeable to operating expenses

o %o income.

On the basis of our conciusions and,findings-we*will,
enter our order granting the application. In“making'this order,
we place appllicant on notice that we will not regard dividendu
paid as fixing the rate of return applicanr should be allowedf

to earn on 1its investment in plant,andethat'we do not reéard1e
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the approval indicated herein as 1ndicative 6f»ax’nount’-§ to be
Included in a future ‘rai:e- base or in ﬂoperatiné. expeziées- \fo_r“ :
the determination of Just and reasonable rates. me aizt‘hor?
ization herein granted is only for the issue of stock

Public hearings having been held on the above-
-entitled matter and the Commission having considered the
evidence and being fully apprised in the’ premises,

IT IS HEREBY ORDERED that -

. 1. The issue and sale by Geneii‘raI\ Telephone ,:Compapy |
of California of 500,000 shares of 5% Cunmalative Prererred-
Stock hereby 1s exempted from the Coxinnission's cbmpe’citiveﬁ '
bidding rule set forth in Decision No. 38614, dated '
Januvary 15, 19#6, as amended, provided applicant : receives
for said shares 2 price satisfactory to the Commtssion.

2. General Telephone Company of . Calirorhia ,v after
the effective date hereof and on or before December 31, 1961
may Issue and sell sald 500 000 shares at a priee to be fixed“
by the Commission in a3 supplemental order.

3. General Tele‘phone, Company of California shall

us¢ the proceeds to be received froni the 1ssue’ and sale d'r_"

said shares for the purposes set- forth in this application.
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4. The’ authord.ty here:r.n granted %o :Lssue and
sell shares of preferred stock will become effect:r.ve when |
the Commission by supplemental order has r:!.xed the price at
which they may be sold. In other reSpects, the authority

herein granted will become effective seven days after the
date hereof. '

5; General Telephone Company of California sha.ll
file with the Commission, as soon as, availa‘ole ’ three copies
of 1ts prospectus and a report, or reporta, as required by
General Order No. eh-.b., wh:.eh order, 1naorar as: appl:.cable,
is made a part of this order.

- The motions made by the representative oi‘ the
Ttility Users I.eague are denied |

A
‘\»

Dated at San Francisco, Cal:.rornie, this 02*’2 X ‘/ -
day of _ >7fzzzsx,'/ 1961. B

. -
-v..t..«

, 'Contnfssiorzers-f" |




