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Decision No. 68§92 "

BEFORE THE PUBLIC UTILITIES COMMISSION OF '.r.'zm S’I‘A’I’E os' CALIFORNIAV,}W L

In the Matter of the'Application of

THE PACIFIC TELEPHONE AND TELEGRAPH
COMPANY. a corporation,

for an order authorizing it. (a) to
issue and sell $125,000,000
principal amount of Thirty~Iive
Year. = % Debentures due May 1,
2000, (b) to execute and deliver
an Indenture to be dated May 1,
1965, and (¢) to offer 10,045,175
common shares for subsceription and
sale for cash at $20 per share to
the holders of its common and
preferred shares.
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Applxcatxon No- 47362
leed February 26, 1965

Arthur T. George, for appl;cant, : L
Charles W. Sullivan, for City of Los Angeles,.

interested. party:

Joseph D. Patello, for City of San,Dxego,

interested party,

Thomas M. O'Connor, c:ty-Attorney, by Orville '
I. Wricht, Deputy City Attorney,: and Robert
R._Laughead, Chief Valuation and Rate
Engineer, for City and County of San
Francisco, interested party;

Edward L. Blincoe, in propria persona and for
Utility User's League of Caleornxa,

interested parties; and

Sidney J. Webb, for the Commission staff. .

OQPINION

This is an applmcatlon for an ordex: of the COmmxssaon _"

authorizing The Pacmfxc Telephone and Telegraph COmpany to

execute and deliver an 1ndentuxe, and totxssue and sell

$125,000,000 prmca.pal amount. of debentures and 10 o4s 176 o

shares of common stock
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After due notice, a publ:.c hear:.ng in th:.s matter was ;“"' .
held before Examiner Donovan in San Franc:.sco, on March 18 and
23, 1965, and on the latter date the matter was taken under

submigsion.

The ccmpany proposes to :.nva.te b:.ds for the purchase
of the $125,000,000 of debentures, the w:.nn::.ng b:x.d to determ.ne
the interest rate. The debentures are to be :.ssued under a new "
indenture to be dated May 1, 1965 between applz.cant and 'I‘he., '
Bank of California, National Assoc;at:.on, as trustee. Theyiﬂ
will mature May 1, 2000 and wa.ll not be redeemable pr:xor to, -
May 1, 1970, on which date the :.n.xt:.al rede:npt:.on pr:.ce w:.lJ.
be four poa.nts above the publ:x.e offer:.ng pr::.ce. E'or subsequent
yvears the redemption price w:.ll ‘be at annually reduc:.ng prem:.mns,_"
provided that on and after May 1, 1995, said pr:.ce wn.ll be 100 N
percent of the principal amount. Accrued J.nterest to the date o

f:.xed for redemptn.on will be added in each :.nstance.

Subject to rece:.v;ng ‘the requ:nred regulatory authon- 3 :

zation, applicant proposes to offer 10,045,176 shares of a.ts :
common stock at $20 per share to shareholders of record on o

May 27, 1965, in the rat:.o of one common share rfor each"- eleven.‘ e
common shares outstanding and seven common shares foxr eaeh \
eleven preferred shares outstandn.ng. Exha.b:.t No.‘ l shows that
applicant's presently outstand:.ng stock cons:.sts of 820 000

shares of $100 par value preferred stock and 104 756 943 shares '3-1

of $l4-2/7 par value common ‘stock, of wh:.ch 640 95’7 shares

(78.17%) and 94,542, 139 shares (90 25,6), respecta.vely, are

owned by Amern.can 'relephone and Telegraph COmpany'.




A:47362 M’

Applicant.proposeeﬂto.use‘the estiratedtsizs)Qoo;OOO”“
of proceeds to be xeceived from iseuing said*debenteree aaa"
comnmon stock for the purpose of re;mbursmng its treasury. to |
~the extent such’ proceeds axe sufficaent, for moneys actually
expended sance October 31, 1922, from 1ncome and’ other treasary fT*
funds of applxeant for the acquisition of prOperty and fbr the
construction, completaon. extensmon and 1mprovement of plant
facilities of The Pacific Telephone and Telegraph COmpany~and
its subsidiary, Bell Telephone Company of Nevada- Appl:cant
reports that as of December 31, 1964, such unrexmbursed expend;-e‘ |
tures amounted to $915,534,030.33. Exhibit No. 2, which zelates
to construction expendztures, shows estamated 1965 gross ad- o
ditions amounting to $445, 350 OOO and $l4 400 OOO for The |
Pacxf;e Telephone and Telegraph Company and Bell Telephone 5'
COmpany of Nevada, respectavely. B

Applicant expects that.all of the treaéury“funde tot
be derxived from the fxnancxng proposed rn‘thls proceedlng wall

be used to repay temporary-borrowlngs from Amerzcan Telephone

and Telegraph COmpany. Sald temporary borrowlngs were utalmzed‘ -

by applicant to carry out its construetaon program, and 1t LS
estimated that said borrow:ngs wall amount to $337,000 000 by
June 30, 1965, an the absence of permanent fananc;ng./ The
exg¢ess, if any, of funds to be provaded by the proposed
flnanclng will be used for construct;on and- other prOper .[

corporate purposes.
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Appearances on behalf of the c;ties of Los Angeles [ﬁf.*:" e

and San Diego, the City and County of San Francasco and the ,
Utility Usex' s League of Calzfornza, together wath Edward L-‘
Blincoe individually, subjected applacant 5 watness to ex~

tensive cross-examination dmrected pmumarxly to the prrce at

which applicant proposes to Lssue-andvsell ats shares of'

common stock, and to its proposal to 1ssue and sell both

shares of common stock and debentures, Lnstead of onky ’
debentures, so as to finance its requ;rements Ln-accordance : ‘
with an objective of ma;ntalnang aAdebt ratio 1n«the neaghbor-~ .
hood of 35 per cent. However, none of the appearances protestedii"

the grantang of the appllcataon.

For many years appl;cant has followed the pract;ce :
of offering to its shareholders, pursuant to the;r pre-emptave
rights, ‘additional shares or lts common, stodk at thear par |
value even though both the book value and market value of
the common shares were in excess of par. The proposed
offering of common stock in thas.proceedrug at a prlce 1n
excess of par value is a departure from its prior practace.'
The company attributes such departure to the substantaal
lncrease during recent years xn the book value of lts common
stoc.'lc result:.ng from‘::.he sale of its northwest propert:res.‘ ,
Said book value amountedwto approxlmately $18-per share as “
of December 31, 1964, and the market pr;ce was around $30

per share at the time of the’ hearlng.

It is applrcant s pos;taon that 1t is des;rable for |
the minority shareholders to contanue therr partrczpatron.xn

the company anc¢ that an,offermnngn excessuofpthe $20-pr;ce; ;f‘
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per share might discourage suchfcentihued §A£ti¢593§i§n;ti*"°7
Applicant also points out that'the‘ameuntlef‘éaidiiufeuﬁifeil
would be the same if the 10, 045,176 shaxes were to‘be sold at’
$20 ox a lesser number at a highexr’ price than $20 per share-‘
Its vice-president and comptroller testlfzed that the sale of .
stock at a price less than the market does not affect the
rate of return which the company is entitled to-reeezveuon '

its investment in operative property and hence dqesfuet”‘f

affect the rates which customers wouidfbe‘askedjteﬁpuyifotQ:

service.

Applicant stated that it has been endeavor;ng, 5y“if‘
the use of both debt and stock fxnancxng, to ma;ntaxn a capmtalﬁ"
structure with a debt ratio consmdered by lt to be prudent in’
view of its continuing large amount of constxuct;on. The
company reports that it sold stodk and debentures aggregat;ng
$234,154,000 in 1956, $272,169, 300 in 1957, $239 406 500 ln
1958, $215,437,844 in 1900, ‘and ‘that it sold $100 000 000 of
debentures but no stock in 1964. Inasmuch as. applxcant had
available approxlmately $682,000,000 frcm the sale of Lts
northwest properties, it did not deemelt necessary to sell
any securztxes.durzng the. years 196X, 1962 or 1963 and sold
only debentures in 1964 C

In order to obtain: funds to fxnance, ;n part, the ‘J-
1965 construction program of appllcant and 1ts sdbsxdmary

The Pacxfzc Telephone and Telegraph cqmpany proposes to sell
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stock and debentures contemplated to produce proceeds approx:.- a
mating $325, 900 000. Appl:.cant ant:.cxpates that f:.nanc:.ng :.n
the immediate future w:.ll be at approx:.mately the same dollar
volume per annum, although 1t does not contemplate any perma— o
nent financing during 1966. Appllcant s reported capa.tal:.zat:.on ‘
- ratios, with advances from Amera.can 'relephone and 'I‘elegraph
Company included in debt, at December 31, 1964, and est:unated
at June 30, 1965 and December 31, 1965, g:.v:.ng effec\: to the
financing proposed in tm.s proceed:.ng, are as follows. .
Actual - Pro Fomie

Dec. 31, June 30,  Dec. 31,
1964 1965~ _ 1965

Debt C 37.8% 34 lA "L3s.SAE:‘

Preferred stock 2.6 2.5 . .2-;4;[' c
Common stock and surplus 59.5. 63.4. - _62.1

Total 100, S od’.‘o% C200.0%7

The comm.ssa.on. in nmnerous f:.nanc:.ng proceed:.ngs
involving th:.s applzcant as well as other appl:.can..s, has
considered the possible effect on the’ ratepayers whn.ch m::.glxt
result from the ra.:.smg of money through the :.ssue of equ:.ty
securities ra.ther than debt While ::ecogm.zmg the £act that,
in some proceed:.ngs such as the one now before us, management
desires to ma:mtan.n a debt rat:.o wh.xch a.s somewhat lower than
that maintained by othex ut:.la.t:.es, the Comm:.ss:.on 15 of the

opinion that it should not in this proceed:.ng :.nterfere 7'- ‘

w:v.th the judgment of management._ - ln the proceed:.ng now




A47362 MOL’

before us applicant presented eva.dence show:.ng that- (a) total

debt f:.nanc:.ng in place of the comb:.na.t:.on of equ:.ty and debt

financing now contemplated would cause its debt rat:.o to mcrcase ERRE

to approxn.mately 2 percent by thc end of . 1965-- (b) :.t.; cap:.tal
obligations would increase by approxmately lo percent through
the proposed issue of fecurn.ta.es w:.th a.nt:.c:.patcd proceeds
amounting to arownd §325,900,000; and (¢) under these cn.r-""
cumstances and knowing that a.uture capzta.r requn.rements would
be of like magnitude, appl:.cant would be rem:.ss :.n J-'L..'r du.t:t.ef~
were it not to coneerve its borrow:.ng capac:\.ty 50" ae to man.nta:.n
...teelf in a pos:.ta.on enabl:.ng it to f:.nance when necessary under
varying, including unfavorable, condn.ta.ons. o
From a review of the a.nformata.on before us. l\- 1.5
clear that applicant, both now and in the ;.uture, wa.ll be
regquirxed to raise large sums of new cap:.tal to f:x.nance :.t:s |
construction program, and that its proposed method o.E :.:.nanc:.ngf}_li‘ |
the 1965 construction. program is part of a long range program |
which anticipates that a large part of the cap:.tal requ:.rements}'}
must be met with equity fund... in order that a flex:.ble cap:.tal

structure be maintained which will make poss:.ble the obta:.m.ng

of additiornal capital funds in- the future at a reasonable cost. :

Upon consn.deret:.on of the record J.n th:.s proceed:.ng

the Commission finds that-

o
ML

1. Applicant will be. rcqu.:.red in the future to ran.se

substantial sums of money each year to. r:.nance :.ts
constructn.on program._ ‘
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This is a proceeding involving the issuance of
securities and not the fixing of rates.

Definitive ev:dence that the proposed form of
rznanc;ng'wall result in an undue burden on the
ratepzyer is abs ent.

When f;xlng rates the Commission can.and does gnve
such consideration as it decems necessary to the
methods employed by applicant in financing its.
construction program.

In view.of the prevailing circumstances as developed -
in this procecding,  the COmm&ss;on should not ;nter- ‘
fere with the decision of applicant's management

as to the tvpe of securrt&es to be Lssued.

The proposed debenture and common stock lsﬂues are.
for proper purposes.

Appllcant will have need £or funds from external o
sourees for the purposes set forth in thls proceed:ng.

The inclusion of a f;veﬁyear restrxcteo reoemptlon S
provision in the texms oI the debentures will enable
applicant to obtain funds at a lower annual- cost

than it otherwise couldl.

The nmoney, property or labor toibe_procured-or?pai&
for by the issue of the debentures and common stock:

hexein authorized is reasonably required for the
purposes specified herein, and such purposes, .

except as otherwise authorized for accrued 1ntereét
are not, in whole or in part, reasondbly~chargedble
to operating expense; or to anome.

On the- basls of the foregomng rxnozngs we conclude thatf}er
the application should be granted. In 1ssu1ng our . order herexn, “
we place applicant ana 1ts snareholoers on not;cc that we do not :
regard the number of shares outstandlng, the total par value o’
the shares nor the dxvzdends paid as measur;ng the recurn apolr-in
cant should be allowed to earn on rts rnvestment xn plant and
that the.authorization herein glven Ls not to'be construed as a
£inding of the value of applxcant s 'steck or propertres nor as

indicative of amounts to be ;ncluoeo in proceedlngs for the

determination of just and reasonable rates.
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ORRDER
IT IS ORDERED that:

l. The PaCLflc Telephone and Telegraph Company,‘on
or after the effective dete hereof and on or belore November l,ly~"l
1965, may execute and delaver an andenture to-be dated May*l
1965, in the same form, or. in oubstantlally ‘the same form, as
that filed in this proceeolng as Exhablt c, and may'assue and
sell no* to exceed $125, 000,000 aggregate prlncapal amount of
its Thirty-Five Year Debentures due May 1, 2000, at competatave‘”l'
badoang to the purchaser, or purchaeers, offerang to it the i

most favorable terms as dasclosed by the bxds receaved.ie S

2. The Pacific Telephone anetrelegraph Company, on
or after the eifective date hereol and on or oefore November l
1965, may offer not t04exceed 10, 045 176 shares of ats-common
stock, for subscription and sale for cash at. $20 per share,’}'.
to the holders of mts common and- preferred shares 1n the o
p’oportaon of one conmon share for each eleven common sharee '
'and seven common shares for eachceleven prefcrred ehares
starnding in the name of each shareholder of record on the stock
Pooks of zpplicant at the close of busaness on.May 27, 1965,
and, upon receipt by appllcant of prOperly executed subscrlptaons e
and necessary funds, may lssue certlf;cates for the approprlate

rumber of. ohares..
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3. The Paca'flc Telephm"-‘ and Telegraph Company shallf'"l S

use the proceeds from the salc of said stock and débontures,\'

other than.accrued 1ntcrest, to rclmburse, so far av possxblc,j
its treasury Zor ‘funds expendcd by applxcant as set corth ;nx_’
the appllcat;on. The accrued Lntorest to~be recelved may bo;,‘

used for said ourposc or - for general corporate purposos.‘f,f

4. Immediately upon award*ng the contract £or thc'J”“"
sale. of said delentures, The Dac1f1c~Telcphone and Telegrapb -
Ceompany shall file a wr;ttcn report wath the Commxssmon u
showing, as to each bid rccezveo, tho namc of the blcder, theov 
price, the znteresc rate and dhe cost of money to-appl;cant
based upon such price and Lnterest rate, together wmtn ﬁhe
name of the bidder to'whom‘the contract for- the salc of the

debentures was awarded

5. Within ﬁhxrty days axter Ehe clo lng daxe of
subscriptions for the shares of stock herexn authorxzed to
be issued, The Pacific Telcphone and Tclegraph Company chall
file with the Commission a report show:ng the number of Shares
of stock subscribed for by American Telephono and Telegraph
Conpany, the nunber of shares of stock subscrlbed for by
others, and the conslderatxon rece;ved.« Such staxemont ohall .
be filed zn lieu of a report, oxr roports, unoer Goneral Order

NO- 24-3.

6. As soon as available, The Pacific Telephone and.
Telegraph Company shall file with the Commission th're‘o‘ éopiés"
of its prospectus’ relatlng to the debentures and threo copaes

oL its prospoctus rolat;ng to the common stock
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7. This order, :.nsofar as :.t perta:ms to debentures‘
and the related indenture, shall become effect.we when ':’he

Pacific Telephone and Telegraph COmpany has pa:xd the fee
prescribed by Section 1904 (b) of the Pu:bl:.c: Ut:.l:i.t:.es Code, :

wh.‘LCh fee is $34, 250. In all other reapects t.h:.s order shall

becone effective ten day.a after the date hereof -

Dated at | &h!'mndm\ -, Cal:.foma, th:.s "
/3 day of " APRIL. , 1965. |

COnmisea.oners

T Pm-,uc T NTHE)
S _STATI OF CAZIFORNIA




