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' BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNTA

In the Matter of the Appl:.cat:.on
of

THE PACIFIC TELEPHONE AND
TELEGRAPH COMPANY, 2a corporation,
Application No. 48650

for ,?annorder authorizing it
: Filed July 22, 1966

(a) to issue and sell
$130,000,000 principal amount of
Thirty-Six Year % Debentures -
due November 1, 2002, (b) to
execute and deliver an Indenture -
to be dated November 1, 1966,
and (¢) to offer 10,956,942
cormon shares for subscription
and sale for cash at $18 -per
share to the holders of its
common and preferred shares,
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Arthur T. George, for appl:.cant- L

Ralph Hubbard, for Califormia Farm Bureau Federat:x.on,
interested party;

Themas M. O'Connor, City Attorney, by Robert R. Laughead,
Chief Valuation and Rate Engineer, for City and County
of San Francisco, interested party:

Sidney J. Webb, for the Commission staff,

ORPINION

This is an application for an order of the Commission
authorizing The Pacific Telephone and Telegraph Cmpany to ece-
cute and deliver an Indenture, and to issue and sell $130 »000,000
aggregate principal amount of debentures and .'1.0,956, 942 shares of |
common stock.
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After due npotice, a public hearing in th:.s matter
was held before Exzminer Donovan in San Franciséo; ‘on Augusf. 25,
1966, at which time the matter was taken undexr submissién.
Although the record in this proceeding contains no protests,
the xepresentative of the City and County of San Franecisco
vrged that applicant give sérious -consideration-to the greatex
utilization of debt capital in financing future construction
requircments, thus increasing the debt portion of its capital
structure to scmewhat 2bove the 35% _average‘_.it now ‘re.g'ard"s as
an objective. _' |

The compary intends: to sell its new debentuxes
through ccmpet:.t:.ve bidding, the successfu_ bid to determ.me
the interest rate. The debentures will be :.ssued tmder 2 new
Indenture to be dated November 1, 1966. They w:.ll bear a .
maturity date of November 1, 2002, and w::.ll not be redeemable
prior to November 1, 1571, on which date t,h‘g_‘;m.t:.al_ redesption
price will be four points above the publ:.c offering .priée._ Fox -
subsequent years the redeinption pricé wili be at. annua.lly \
reducing premiums, prov:.ded that on and after November 1 1, 1997, |

-said price will be 109% of the pr:.nc:.pa_ amount. Accrued

interest to the date fixed for redempt:.on w:z.ll e added in
cach instance, _ A

Applicant proposaes to offei: 1’0, 956. 942. shafes of'ii:s -
commor. stock at $18 per share to sha.reholders of record on
November 25, 1966, in the rat:x.o of one common sha::e for each

eleven commop shares outstanding and seven common shares for

each eleven preferred shares outstarndineg.: The '$‘:'L‘8“price
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| approximates the $18.36 per share book value of the cmpany s
common shares as of June 30, 1966. The market ‘price of approx:.-'
mately $22.50 per share at the time of the heanng would place
2 value of about 35 cents on each right. Such value per .:;ght
is considered by applicant as approaching the(m:.nimm value
which is necessary to secure a successful sale of the‘ 'sha.;;:es
to be offered. Exhibit No. 1, filed in this proceeding, shw.o. |
that appl:.cant's presently outstand.n.ng stock cons:.sts of
820,000 shares of $100 par value'preferred stock and. 114,786,371
shares of $l4-2/7 par value common stock, of which 640,957
shazes (78.17%) and 103,544,761 shazes (90.21%), respectively,
are owvned by American Telephone and Telecraph Company. |

The record in th:.s proceeding shows that t:ne proceeds
(estimated at $327,225,000) to be derived by appl:.ca.nt from
gelling said debentures and common stock will be appl:.ed
toward re:.mburs:.ng its treasury for moneys actually e:cpended
frem income and from other treasuxy funds of apphca.nt ana
its scbsidiary, Bell Telephone Company of Nevada, for the
acquisition of property and for the construct:.on, eomplet:.on,
extension and :.mprovement of facilities of the "wo co:porat:.ons.
Applicant xepoxrts that 2s of June 30, 1966, sueh unre:.mbu.:'sed
expend:.tures amounted to $1,017,534,159. Exh:.b:.t No'. 2, wh.:.ch
relates to construction e.xpend:.tm:es, shows. est:mated 1966 -
gross additions amomnting to $427,750,000 and $l4,600,000 fox
The Pacific Telephone and Telegraph COmpany and. Bell Telephone
Company of Nevada, respect:wely. S



Applicant expects that all of the treasury funds to

be derived from the financing proposed in this procéeding will
be used to repay temporary borrowings froﬁ American Telephone:
and Telcgraph Company. The record shows that said temporary
borrowings were, and will be, utilized by applicant to carxy
out its comstruction program and it is estimated that said
bo::cwingé will amount to $342,000,000 by December 31, 1966,
in the absence of permanent financing. The excess, if any,
of funds to be provided by the proposed financing will be
used for construction and othex proper corporate purposes.

It appears that appllcant has been endeavorz.ng to
maintain an average Gebt ratio in the neighborhood of 35%
and that the proposed financing will be consistent with such
cbjective, the estimated debt ratio at December 31, 1966,
being 34.7%. It is applica.nt":-: posi‘tif.on that an:mcrease in
the debt ratio would ke unwise in v:x.e'w of the previously
mentioned keavy construction expenditures. It doe'sunct. appear
that anyv diminution in the amount of construction exp&nditm.?es
can be anticipated in the foreseeable future

Considaration has bheen given in this proceﬂ-d:.ng as
well as in prior proceedings involving tm.s appl:.cant'-
finoncing programs to the fact that applxcant‘s management
desires to maintain a debt ratio which iz somewhat lower
thzn that generally maintained by other lé::ge ut:x'.iiti‘es.
Although the ut:.l:.zat:.on of debt secunt;\.es to f:.nance a
greater portion of its comstruction prog*am may act be
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advisable at this time due to prevailing market conditions,

it is presumed that applicant will continue to consider the

advisability of using 2 h:.gher debt rat::.o.

Upon consideration of the record in this proceed:.ng
the Commission £indsg that:

1. The proposed debenture and common stock
issues are for proper purpoOses.

2. Applicant has need for funds from exte::nal

sources for the purposes set forth in this
proceeding.

Applicant will be required to pay :.nterest
at a lower effective rate than it would . in
the absence of a restricted redemption '
provision.

The proposed Indenture will not be adverse
to the public intexest, and

The money, property or labor to be p::ocured
or paid for by the issue of the debenrures
and coumon stock herein authorized is

reasonably required for the purposes specified

herein, and such purposes, except as othexwise

authorized for accrued interest, are not, in

vhole or in part, reasonably chargeable to

operating expenses or to income_.

On the basis of the foregoing findings we conclude
that the application should be granted. In issuing our order
herein, we place applicant and its shareholders on notice that
we do not regard the n\mber of shares outstand:.ng, the total
par value of the shares nor the dividends paid as measur:.ng
the return applicant should be allowed-‘ to earn on :Lts :.nvest-
ment in plant and that the authorization herein granted is
not to be construed a.é. a fn".nding of the value of appliéa.ﬁt"s
stock or properties nor as indicative of amou.‘gts'to ‘be includea-
in proceedings for the determination of just and reasonable

rateg.




ORDER

IT IS ORDERED that:

l. The Pacific Telephone and Telegraph Canany may.

execute and deliver an Indenture in the same fom, or in sub-'

stantially the same form, as that attached to the appl:.cat:.on-
as Exhibit C. _ o o

2. The Pacific Telephone and 'releg*eo‘h Company may
invite the subm.ssion of mtten sealed bids for the purchase
of not to exceed $130,000,000 aggregate pmc:.pal amount of
its Thirty-Six Year Debentures due Novembexr 1, 2002.

3. The Pacific Telephone and Teleg.raph ‘Company may
:.ssue. and sell said debentures in the agg:egate pr:.ncxpal
amount of not to exceed $130,000,000 at the pr:.ce offered in
said bids which will result in the lowest cost‘ofv money tol;
applicant calculated in the manner provz‘.ded" in t‘he §tatment
of Texms and Conditions Relating to Bids attached to the ‘
application as a part of Exhibit D. N

4. Immediately upon award:.ng the contract :Eo;: the
sale of said debentures, The Pacific Telephone .md Telegxraph
Company shall file a written report with the Comn.ss:.on
showing as to each bid received, the name of the b:.dder,
the Price, the interest rate and the cost of money to ‘
applicant based upon such price and interest’ rai:e‘, together
with the name ©f the bidder to whom the. contra.ct for- the sale
of the debentures was awarded. |
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S. The Pacific Telephone and Teleg::aph Cmpany may
offer not to exceed 10,956,942 shares of its common stock,
for subseription and sale for cash at $18 per share, “to the
holders of its common and preferred shares in the proporf.ip:_z
of one common share for each eleven common shéxes-"and seven
common shares for each eleven preferred shares stand:mgm
the name of each sharcholder of record om its stock books |
at the close of business on November‘ 25, 1966. Upon receipt
of properly executed subscriptions and the necessa:y funds, :
applicant may issue cerxtificates for the appropr;ate nmnber
of shares. ‘

6. Within thirty days after the closing date of
subscriptions for the shares of stock here:m | mithbfized to
be issugd, The Pacific Telephone and Telegraph CQmpanyj shall
file with the Commission a report showing the number of sh_&res
of stock subscribed for by American Telephohe and"!rélyegraph‘
Company, the number of shares of stoch subscribed for by |
others, and the consn.deratn.on received. Such stabemen.t
shall be filed in lieu of a report:, or reports, under
General Order No. 24-B. -

7. The Pacific 'rclephbne and Telegraph tcOmpa.,ny
shall use the proceeds to be derived fram fhe issuande ‘and'
sale of said stock and debentures, other than acerued :.nterest,
to reimburse, so far as poss:ble, :.ts treasury for fu:nd..,‘
expended as set forth in the appl:.cat:x.on. The accrued |

interest may be used for such PuIPOSé;_ or for 'gexieral“’ "

corporate purposes,
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8. As soon as available, The Pacific Telephone and

Telegraph Company shall file with tl;é Commission three copies

of its prospectus relating to the debentures and three copies

of its prospectus relating to the comh;on stock.

9. This order, insofar as it pertains to debentures

4

and the related bids and Indenture, shall become effective

when The Pacific Telepbone and Telegraph Company has ‘paid the

fee prescribed by Section 1904(b) of the Public Utilities Code,

which fee is $35,500. In all other respects this order shall

become effective twenty days after the date hereof.

Dated at

o
this ZO —~~_day of

Los Angeles , célifornia,
SEPTEMBER 1e66. |
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X 2. Holoboll

Camilgsioners

Comzissioner Peter E. Miteholl, botng
necessarily adbsent, 212 not rarticivate
‘2 tze &isposition or this proveeding. .

1PUBLIC UTILITIES COMMISSIGN !
STATE Of CAILLZORNIA. :




