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Decision No. 74389

BEFORE TEE PUBLIC UTILITIES COMMISSION OP\THE‘STATE-OF‘CALIFORNIA

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 $165,000,000 ) Applmcatmon No. 50105
principal amount of Thirty-Five Filed Maxch 22, 1968
Year % Debentures due . and Amendments f,
July 1, 2003, (b) to execute Piled: Aprzl 18 1968
and deliver an Indenture to be

dated July 1, 1968, and {¢) to

do equity financing in the

amount of approximately

$165,000,000 by the offering of

common shares for subscription

and sale for cash to the holders

of its conmon and prefcrred

shares.
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William C. Taylor, Deputy City Attorney, and Robert R. Lauchead,
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Dennis T. Peacocke, for Calzfornxa Labor Federat;on. Lnterested
party:

Heetor Annines and Leonard L. Snaidexr, fox the Commassxon.staff.' -
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In this application, as amended, TheVPacifiéirelephonef
and Telegraph Conmpany seeks an order of the Commzesxon author;z;ngg
it (3a) to execute and deliver an indenture, (b) to issue and sell‘

$165,000,000 Principal amount of . débentures by means. of a publxc

offering through competxtmve b;ddlng. and (c) to offer‘notvexceedfl”«:‘

ing 8, 763,728 add;t;onal conmon shares for subscrlptzon and sale B
for cash to the holders of 1ts common and preferred shares to
realize approximately $165,000,000. in proceeds, subject'tOMa 1ater
determination by thxs Commission, on the lemng of a supplemental

applzcatzon by applzcant. of the precise number of shares of stock»

to e offered, the prlce at which the shares are to- be offered.

and other terms and conditions of the offer.

After due aotzce, a public hear;ng in this matter was
held irn San Francisco on April 17 and 19, 1968, before COmmzssxoner
Gatov and Examiner Donovan with COmmissioner“Bennett‘invattendance'
on the first day and Commissioner Symons in attendance‘on both days.
Although some opposition to the issuance of common stock at th;s
time was voiced by staff and interested partles,'no party*appeared
2s a protestant in the proceeding. At the close—of the-hearlng the‘

tter was taken under submission subject to flllng of an exhxbmt
prepared by the Commission's Finance and Accounts D;vms;on and of

briefs, all of which have been received.
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The successful bid will determineithe-idteiest-faté fo“
the new debentures o be sold through competitive'biddinég, Such”
debentures will be issued under a new'indentu#é to<be€date&.

July 1, 1968. They will bear a maturity date ofiduly l,‘2863, and,
will not be redeemable prior to July 1L, 1973,_on whxch date Ehe
initial redemption price will be four and one-half poxnts dbove

'~ the publiec offering price. For subsequent years thejredempt;onq
price'will be at annually reducing'premiums,'provided-that'on”adﬁ.,‘
after July 1, 1998, said price will be 100% of the pr;ncanal
axmount. Accrued interest to the date fixed for redemptlan wxll b@

added in each xnstance.

Applicant propéses to dbtain‘approximately $1655000J06§f“

throush offering not exceed;ng 8,763,728 shares of its 314-2/7
par value common stock to shareholders of record on 1ts °“ock
books at the close of business on August 23, 1968,‘ On Ju;y 26,
1968, the company plans to file a supplemental applxcatlo_

setting forth the exact number of shares o be‘offered,'tnewp:icéf
at thch it intends to offer them, and other tcrms and”coﬁditions‘

. ’ b
of the offer. Exhibit No. 5 shows that apnl;cant s p*eaently-‘\ﬁ

outstanding stock consists of 820,000 shares of prefe*red sto¢k7ﬁ 
and 125,715,921 shares of common stock, of which 649,957 sharesJ::
(78.11%f'$nd 113,365,803 shares (90.18%7,vrespectively;-dre‘cwnea

by American Telephone and Telegraph Company.
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The record in this proceeding shows that the proceeds
(estimated at $330,000,000) to be derived by the-utilityfffoh*
selling said debentures and‘common stock will be'applied*towardﬂ-‘
reinbursing its treasuxy fox moneys actually expended‘fromviﬁccme
and from other treasury funds of applicant and its sdbéidiary¢
Bell Telephone Company of Nevada, for the aéquisitio# df‘§ropérty
and for the construction, completion, exténsion and impxdécmehﬁ of
facilities of the two corporations. Applicant‘rcpér s that as of
February 29, 1963, such unreimbursed expendmtuxcu amourted uO‘
$1.256,244,3561. =Exhibit No. 1, wh;ch relates to cons ructxon
expenditures, shows estimated 1968 gross audltzon amoqntiné to
$459,449,000 and $8,000,000 for The'Pacxfmc‘Telepnoné”andﬂ
Telegraph Company and Bell Telephone Company of Neéada.?:espcﬁtively.

Applicant anticipates using all-of the trcasury.ﬁunds:to'
be derived from the financing proposed in this p:oceedlng for
repaying temporary borrow;ngs from American Telephone and Tolegraph
Conmpany. The record shows that said temporary borrowzngs werc,'and
will be, utilized by applicant to carry out its construchlon 
prograx. It is estzmated that said bo*rowmngv wcul ’;imate
$354,000,000 by the end of September, 1968, in the aadunce of

permanent financing. The excess, if any, of funds to bc p*ovidéd-

by the proposed financing will be used for construct;on and other k

Proper corporate DPUrposes.
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It appears that the proposed flnancxng w;ll result.zn a
slight increase in the debt ratxo of applxcant as compared wnth
that prevailing after the last offering of the company‘sscommon
shares. The debt ratio, with due regard to ant;czpated short—
term borrowings, is estzmated to-average 38.8% for' the yeaxr 1968
and 38.9% for the year 1969, assum;ng the issvance of the. pr0posed;“
securities. Although applicant had been endeavor;ng to maxntamn
an average debt ratio in the nelghborhood of‘35£, 1t‘155nowu wmth
apparent reluctance, moving towafo an‘objectivefof.a-4075r$nge;
The company alleges that such objective is substantlally adhzeved
through the proposed f;nanc;ng and that, in any event,_a larger
debenture issue would be undeszrable partlcularly mn‘vxew‘of
existing market conditions. Exhxbxt No. 6 shows that the proposea~
financing consisting of approxzmately one—half débt and one—half

equity represents an inecreage in the propoxtzon of débt financmng

as compared with approximately one-third debt gonora;ly_p:evallzogﬁ,,

in the previous decade.
The brief of the commission's.Legai DiVioioo“urgés ohé.”\’
Commission not to authorize the common stock portxon of the pro—
Posed financing. Its conclusmon is based upon (a) the dbsonce
of details to be supplied by'a supplerental application pertaining)a
to the proposed common stock offering, andA(b);tho-posoiﬁle'éffecﬁ

on rate making of the company's relatively low debt ratio.
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A statement of the Attorney General of the State of

California explains his participation as follows.

“The Attorney General is participating in this

proceeding as an interested party because the
issues brought before the Commission by the
applicant here have an important bearing

upon certain key issues of Application

No. 49142, in which the Attorney Generxal also
is a party.”

Mr. Dennis T. Peacocke,-Reééarch-Assoéiate, California
Labor Federation, AFL~CIO, in addition to-relating“this'financihg
proceeding to said Application No. 49142, is eritical of an aspect
of the internal functioning of this Commission as follows:

"It is also apparent that the application
already has been substantively approved by the
Hearing Examiner (Tr. 130). In this regard it
is clear that in the future such applications
sheuld be heard by an examiner not called upon
to pass judgment on his own handiworlk."

Commission staff,counsei, through extensive'cross-
examination of applicant's withess and‘by‘brief'fiied in this .
proceeding, raised questioas xegarding (1) the relationship of
applicant with its parent, Ameriéan-Telephoné~and Telegr;ph 
Company, (2) the decision of applicant to maintain a ratio of debt
to total capitalization in-ﬁhe-range‘of 40%, and (3):thé,impédt:
that the proposed financing might have on applicant's‘ratés.:'xt'
appears appropriate to set forth our observations on these as well

as similar issues raised by other parties.




A.50105* MM

It is of record in‘fhis‘proceeding thathmeriean~‘
Telephone and Telegraph Company owns approximately 90% of“
applicant ‘s outstanding capital stock. By reason of such stock
ownership Amerzcan Telephone and Telegraph COmpany is xn avpos;tlon
to direct the policies of applmcant. For purposes of thxs pro-'
ceedzng, however, it is immaterial whether Amerlcan Telephone and
Telegraph Company's ox applxcant s management establashes the'
Policies followed by applicant or dzctated the language~of Ehe
application. In this proceeding we have before us request of
applicant to issue securatxes and it wlll be granted or denxed
on the basls of the record.

A long standing policy of‘applicant hasfbeen'popmaintain{*
2 debt ratio substantially belom-those of.other.lafge.utilitiesj
operating in California subject to the Jur;sdmctxon of thas
Commission. The policy has'been nmentioned w;th dasfavor by fhxs .
Commission in a number of prior decxsaons. |

By enploying a hypotheticalidebt ratio;'as it‘has done on
occasion in fixing rates of other ut;lmtxes,_the Commiss 1on could
¢ounteract any impact the proposed financing might‘have on
applieanp's rates. Pon examples, in West cant Telephone Company

of California, 60 CPUC 759, 765 (1963) and Citizens Utilities

Company of California, 61 cPUC'37,‘42”(1963):ﬁhe”cemmieSionnemployedit

hypothetical ratios.
At this point, it is well to mention some_excerpts from
Exhibit No. 8, a memorandum of applidant to Amerxican Telephone*h

and Telegraph Company on strategy and timings:
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"While we would thus attain the objective
range of 40% comewhat faster than the Bell
System as a whole, we believe we could do
this without embarrassment to the System
and with considerable advantage in ouxr
present posture belore the PUC."

"Public announcement -of the Company's
financing plans in March and the filing of
a financing application with the Commission
shortly thereafter may be expected to have
2 favorable effeect on the rate oxrder itself.
It should impress the Commission with the
need for prompt action in the rate case to
carry through the scheduled financing."

"Some of the present Commisscioners feel
strongly that our debt ratio should be
considerably higher than it is today, but

we believe that this plan to gradually
increase our dcht ratio over tho next two

or three years will impress them favorably."
"However, the announcement andvthe:filing_of
2 petition which mentions cgual amounts ¢f
debt and equity will have cefinite advantages
in our relations with the Commiszaion."

This application mightteasily be deniéd'injitsnénti:ety"”
on the premise it is largely 2 stratagem coatrived to have an
effect on agplicant's rate case (Application~No-549142);

It is clear that applicant's short=-term loan arrangemeat”
with American Telephone and Telegraph Company can be extended

reasonably without serious consequences, in which case even the

precise timing indicated essentialtby'applicant does not‘appeérh

to be exitical.
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What we have here in substance is a minor chnnge-inv
applicant’s heretofore intransigent position on debt,rnrio;lf*
indeed we wereﬂfavorably impressed by this gesture, it;eludes”usv
as.to how it is 311 translarabie-into the possibiiity weuwould'
thereafter (a) be prompted to accelerate'deliberation in a rate.
case, (b) get impressions generally resulting in actaons favorablevu
to the applicant in the subject case, and (e) agree Wlth the |
company ‘s view that it would “have defmn;te advantages in our

relations with the Commission." This need not:preventius*from )

reaching a decision on applicant‘s need for a more“permanent‘form

of financing, as opposed to continued short—term.borrowings from
American Telephone and Telegraph Company of sums’ exceedlng severa1:
hundred millions of dollars. |

The financing proposed by applicantrwili nonenffectiitn’ﬁ”’
rates, whien may“be fixed only in a rate proceedmng such as that
pending before this Commnss;on in Applzcatxon Nb.‘49142 | In rate
proceedxngs this COmmnss;on does give careful consxderat;on to'ther.
capmtal structure mazntalned by appllcants. Because ofithe-lowf
leverage position desired by thms applmcant. however. the‘rateeof
return found reasonable obviously prov;des for earnzngs on equxty
capital at a lower rate than if applrcant were to marntamn a
higher debt ratmo; The end result of marntaznxng a low‘debt ratio

iz, of course, to reduce the return per common stock share.
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Applicant's desire to maintain a conservati#e.capitai\strﬁcture 
will not, however, result in hlgher rates to its oubscrlbers ghan
would occur with a higher and, we feel, a more realxstzc debt ratlo.]

The advisability if not the proprmety of perm;ttxng the 
Director of the Commission's Finance and Accounts ulVlSlon to
function also as therpresiding examiner in this p:oceeding was
questioned. This long standing procedure has hevérfbéen shownNtd
be unfair, or unreasonable, and has'never-been/héretofbté

suspect of Dbeing detr;mental to the public or to appllcants.

It endbles the Commission to make h;ghly tedhnmcal deczs;ons

econonmically, efficlently and with dispatch. We are not;disposéd

to change this procedure on the basis of the recora in”ﬁhi§ pro-
ceeding. In any event, the Commission, and noﬁ'a'pa:ticulér
examiner, must pass judgment on 2ll aspects of thé‘précee&ihg.
Futhermore, in this particular instance, said examine:fpresidéd“
jointly with a commissionér, and most of ﬁhe-time*one'or'tw6~§ther
commissioners were in attendance at the hearing;

Witk respect to the incomplete record perta;nmng to ﬁhe ."
common stock offering, Sectzon 819 of the Punllc Ut;lxt;es Codh
authorizes the Commission to grant permission toamssuc'securlﬁx s
subject to such conditions as it deems reasonabiefand nécéssa:y.-
By way of comparison the unknown items of price and inte*est :ateL-

pertaining to the proposedfdebentures are not questioned. The
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final details relating to the common stock offéringfmust‘bé a¢¢ept-f
2ble to the Commission, or the company may not consummate the

transaction.

After consideration the Commission finds that:

1. The Pacific Telephone and Telegraph COmpany.
applicant herein, is a California corporation
operating as a public utility subject to-the
jurisdiction of this Commission. -

Applicant's reported unreimbursed capital
expenditures as of February 29, 1968,
amounted to $1,256,244,361.

Applicant seeks authority to issue and sell
securities on or before December 1, 1968,
which will produce approximately $330,000,000
of proceeds for reimbursing its treasury.

Applicant's urreirkursed capital expendxtures
far exceed $330,000,000.

The proposed debenture and common stock 1ssues
are for - proper" purposes. T

" Applicant his' need’for" funds from’ exteérnal
sources for the purposes set forth in this
proceeding.

"Thélshi?“wifnéES"in‘éhié'piocée&ihg was' "¢
Mr. John Einerman, Vice-President and
Comptxoller of applzcant. o :Mrt RET

LT N e
AR NN

All ev1dence 1n this groceedlng is unrefuted.

The proposed ;ndenture provzdes for a five-
year restxzcted redemptxon prov;sxon ‘with

respect to the’ proposed $165 000, 000" prlncxpal
anount ' of debentures.- s
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Applicant will be required to pay interest

at a lower effective rate than it would in
the a2bsence of the proposed restrxcted
redemption provision.

The proposed 1ndenture will not be adverse
to the publzc Lnterest.-

The debenture and indenture portions of this
proceeding are not subjects of dispute.

The money, property or labor to be procured

or paid for by the issue of the debentures

and common stock herein authorized is
reasonably required for the purposes specmfled ,
herein, and such purposes., except .as- otherwise
authorized for accrued interest, are not, in
whole or in part, reasonably chargeable to
operating expenses or to income. ,

During the past decade it has been applicant's
general policy to offer securities in- propor-
tzons of 1/3 debentures and 2/3 common stock.

Recently, applicant changed its pollcy of
seeking to maintain a 35% debt ratio by chang;ng
such objective to 40%.

The present proposal to offer 50% debentures
and 50% common stock would increase: insigni-
ficantly applicant's proportion of débt as
compared with equity. \

This proceeding differs from many similax
pxoceedings instituted by applicant . in the past
Principally by proposxng to increase the propor-
tion of debentures by issuing approximately . -
half debentures and half common stock, and by
postponing: the determination of the offering .
price and other terms: and condxt:ons of the
common stock offering.




The Commission has recently closed the record
on a statewide rate proceeding (A.49142)
pertaining to applicant.

No evidence in this proceeding is a part of
the record in said rate proceeding.

The principal issue in this proceedzng pertamns
to the relatively low debt ratio of applmcant.

The payment of additional interest LnsteadAof
dividends as a result of issuing debentures in -
lieuw of common stock would reduce—the-buxden

of taxes based on income.

In fixing just and reasonable rates this
Commission can and has disregarded actual
debt-cquity ratios and established hypothe~
tical ratios.

In view of applicant's relatively low debt
ratio, holders of shares of its common stock
must be prepared to receive a diminished return‘
on their equity.. :

The theoretical effect on rates axms;ng from
the igsue of additional securities 15 1mmater1al
in this proceeding.

The relationship between debt and equity is a
subject for managerial judgment in the absence
of an impairment of financial stability or an
abuse of discretion.

The proposal to issue additional equity securxtles
will not adversely affect applicant’s financial
stab;llty. ‘

The record in this proceeding is devdid of any
evidence of abuse of managerial disecretion.

In accordance with Section 819 of the Public
Utilities Code the Commission may grant permission
to issue stock subject to such coaditions as it
deems reasonable and necessary. - ’
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29.

30.

31.

32.

33.

34.

35.

36.

On July 26, 1968 applicant proposes to file
in this proceeding a supplemental applicaticn
setting forth the precise number of shares of
common stock to be offered, the price at which
the shares are to be offered, and other terms
and conditions of the offer.

The record contains no opﬁosition to a public _
hearing on the proposed supplemental application
pertaining to the common stock offering.

Applicant is controlled through stock cwneﬁship
by American Telephone and Telegraph Company.

As of December 31, 1967, applicant had 2,506
and 57,276 reported preferred and common
shareholders, respectively, in addition to
American Telephone and Telegraph Company.:

Applicént's financial stability snould continue
to remain on a sound footing irresgpective of its
affiliation with American Telephone and Telegraph

Company.

Insofar as this proceceding is concerned, it is

immaterial whether or not applicant's financing
policies are established by American Telephonc

and Telegraph chpany.

Although the Director of the Commission's
Finance and Accounts Division presided jointly
with a Commissioner at the hearing in this.

proceeding, only members of the COmmzssxon, itself,

can deczde the matter.

No party is adve sely affected by the fact that
the Director of the Commission's Finance and
Accounts Dzvzsxon acted as an examiner in this
proceed;ng.v B

On the basis of the foregoing findings we conelude

that:

l.

The application, as amended, should be granted as
specified in the ensuing oxder.

- 14 -
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2. On July 31, 1968, a hearing should be held on

the proposed supplemental appllcat;on pex taining
to the common stock offering. -

In issuing oux ordexr herein, we place'applicant ahdritsv_
stockholders on notice that we do not regard the number of shares
outstanding, the total par value of the shares nox thefdiﬁiaendsv'
paid as measurxng the return applxcant should be allowed to eaxn’
on its investment in plant, and that the author;zatxon.heremn

granted is not to be construed as avfxndxng of the‘value of

applicant’s stock or properties nor as indicative of amounts to be

included in proceedings for the determination of just and‘:easonablei

rates..
OQRDER

IT IS ORDERED that:

l. The Pacific Telephone and Telegraph Cémpany may
execute and deliver an indenture in the same'form, orin substan—
tially the same form, as that attached to the applmcatlon as
Exhidbit C.

2. The Pacific Telephone and TelegraphVCOmpany méyj_’
invite the submission of written sealed bids fo?jfhe purchasévof 
not exceeding $165,000,000 aggregate prinecipal amount. of 1ts

Thirty=-Five Year Debentures due July l, 2003.
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3. The Pacific Telephone and Telegraph COmpanj_mayd
issue and sell said debentures in the aggregdte prineiﬁalzamoﬁdt
of not exceeding $165,000,000 at the price effeied'in‘saidfﬁidse
which w111 result in the lowest cost of money to applxcane calcu-'
lated in the manner provided in the Statement of Terms and
COndltacns Relating to Bids attached‘tOvthe_appllcatxon as a

part of Exhibit D.

4. Immediately-upon‘awardingethe conttactrforfthe'saie*

of said debentures, The PaCLELC Telephone and Telegraph cOmpanv
shall file a written report w:th the COmm1331on BhCWlng as’ to
each bid received, the name of the badder, the prlce. the 1ntercst
rate and the cost of money to appl;cant based wpon such price and
interest rate, together with the name of the bidder to»whom the
contract for the sale of the decbentures was"awarded,

5. The Pacific Telephone and TelegraphCompanyshall\use
the proceeds to be derived from the iseuance and salefdf Said
debentures, other than accrued interési to relmbuxue, so far as,
possidle, its treasury for funds expended as set ‘orth in the
application, The accrued ;ntere,t may,be used for sudh purposek
or fer gene;ai corporate purpeees.

6. Asrseon as avaiiabie, The Pacifie Teieﬁhone.and.
Telegraph Company shall file with the Commission ﬁhrce'cepies off"'”
its prospectus :elatihg te the debentures»herein‘authorized te ;"'

e issuved and sold.
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7. Within thirty daysiaftor:the.isouogond sale of the
debentures herein authorized, The Pacific Telephohe ondiTeiegraph
Company shall file with the Commission a statemenf, 1@ lioﬁ-of of"
report under General Order No. 24-B, disolosinq tﬁé p#rposes for‘

which the debenture proceeds were used. .

8. Subject’ to-the  filing of a supplementai appiioétion

by applicant and a subsedﬁent determination byithié Commiosion.by
supplemental order thereon, all pertaining to thé-pteoisé_n@ﬁbefof
shares of stock to be offered, the pricé‘it whioh.the;Shafes;are
to be offered, and other terms and conditiohs of ﬁhe offe%}oThe
Pacific Telephone and Telegraph Company may offer not exceedxng
8,763,728 additional common shares for subscrxptlon and sale for
cash to the holders of its common and preferred shares tow;oalmze
approximately $165,000,000 in pfoceeds.

9. The Pacific Telephone and Telegraph COmpany*ohall‘
use the proceéds to be derived from the issuance and*sale‘of'oaid’
stock to reimburse, so far as possxble, its treasury for funds |
expended as set forth in the applzcatxon-

10. A public hearing is hereby seé for said 3upplementai'
application before Commissioner Gatov and Exam;ner Donovan for
Wednesday, July 31, 1968, at 10:00 a.m., in the Commlssxon )
Courtroom. State Building, San Prancxsco. Cal;forn;a, at wh;ch

time and place all interested parties maywappear‘andrbe'hcaxd;




.
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ll. Transmittal by the cemmission‘s,Seeretery}ef'e
copy of this decision to each appearance of-recoré inrfhie‘
proceeding shall fulfill the official notmfzcatlon requ;remcnt‘
pertaining to the publmc hear;ng herein set for wednesday,

July 31, 1968.

12. Ordering Paragraph No. 8 hereef shall beeoreg
effective when the Commission, by supplemental order,‘has made‘
the determznat;on referred to therexn. In all other respects
this order shall become effective when The Pacxfxc Telephone and
Telegraph COmpany has paid the fee prescribed by Sectzon 1904(b)
of the Publzc Dtilities Code, wh;ch fee 15 544 250 Any author;ty k'
herein granted wzll expxre if not exerczsed on or before .

: DeceMber 1, 1968. |
Dated at ____San Franciseg , _Cali'fyornia, .

this 47% _ day of o hdwy s -',,19563;-7,}"

¢f2>§"4(1444~ﬂ444j

Commissioners

PUBLIC UTILITIES COMPISION S~ -
‘ ‘suaaoréiypwﬁkm,\ux 3
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WILLIAM BENNETT, COMMISSIONER, DISSENTING

I disgsent. From ﬁhe standpoint of due process and-fairness‘
let alone meaningful participation by the Commission staff the
aprroval of this decision represents a disregard for~basic concepts
of a fair hearing. Applicant .here worked out the details of this
application with the Director of Finance-and Acecounts anc~obtcined
his approval of the proposed rinaﬁcing in advance of thcfhearing.
Thereafter the Director acted as examiner in this procceding; heard
the testimony, and thereafter wrote tcday's-opinion'and'crderﬁcigned: |
by the chority. This 1s self-judgment at 1ts worst. The Directcr |
of Finance and examiner firds no fault with the prccess whereby hc
prejudges an application, gives his approval to the utility applicant
and then sits in Jjudgment upon the hearing and thereafter-writes
the decislon. Self-Judgment is usually kindly and this case 13 no
exception. As a lawyer famillar with the concepts of due process
and a fair hearing I cémnot concur In today's order_on.thatrbasia
alone. | | | |

A most Important defect exists in fhe-present record The
public protection and the advice and testimony which might ctherwise ‘
have come to the Commission was denied it because the Director of
Finance (the examiner) elected not to make any shcwicg-with the
expertise in his division either critical or in approvalof.thc
application. The staff comsel herein was allocatedc‘byuahy:staﬁr',
showing simply because the Division of Finsnce and ‘Acccv‘.n‘cs; defaulted
upon 1ts responsibility. ' - | |

This decision before the promulgation of‘theVrate'ordcr Is

premature. It goes against the obJjective of this Commission that
the capital ratios of Pacific Telephone and Telegraph Company be
inproved. This decision will in fact aggravate a condition the
Commission has in the past criticized. There 1is ncthins in this
record and there might have been by way of a showing which would
permlt more issuance of debt.agcurity”éhan Pacific reqﬁestedc And
I am not impreﬁsed with arguments that thic amountrofjdebt‘capital
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could not be raised in today's market. Thofe*are:t;metables*and
there are dedbt financing applications whlch can be placed-ih:blts
and pleces rather than in one whole.

is quite obvious from the excerpts in Exhibit 8 that
Pacific deliberately sought by this financing application to affect |
the applicant's rate case. Indeed the majority opinion 50 holds and
also finds that this financing at this time 1s not_nocessary.
Consis®ent, however, with the non sedﬁi@ur of the majorltylas.toythe:
qualifications of the Director of Finahcevthe-Commissionétheo goes?
on to approve the debt financing. _‘.

The strangest part of the order, however,flies_;nlthe~
commitment the mejority has made to the equity financing by chific’:’.“
The Commission goes out of 1ts way to encourage a supplemgﬁtal.
application, which indi&entally avoids'on.additlonal.filingfee.

But the languége 1s quite clear that the Comﬁissionis_'
committing itself not to furtber flnancing by dobt.capltal but by
common equity. All the Commission wants to know is the preEISe‘humber"'
of shares and the price thereof. These are the issues—;nothing-is
sald ahout whethexr or not\rurther debt flnanoing.should be compelled |
and Jothing is sald about the impact of the addltional common upon
earnings per share. It is myth even in view of rate of return
techniques to suppose that the dilution of existing common.equlty
will not have an effect and . aniimpact upon*earnings bé;o 
share and lend credence to the chant of Pacifioever-heard that 1ts:
earnings per share are dangerously low. Pacific is contributing
to that condition today with Commissioa approval. I would reopen o
these proceedings to inquire further into~thelréal meap_ng of |
Exhibit 8 and to inquire further into whether'or7not.Pacific-is;in‘
fact free to affect and to comstruct 1t3\¢nmzoép1£alfs£bﬁoto§e."1I”” |
want to know whether Pacific is merely reacting to directlves from?' |
Axnerican Telephone and Telegraph Company which I strongly suspeot

42 the case. The record herein disclogses that Commissioner:Bennett:"'

requested the presence of Jerome Hull, President of PooiflcoToléphonégl““

-
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and Telegraph Company, for examination and for testimony'by him
concerning the complete financing arrangements-containéd in the
application. Despite the fact that request was made to Commissioner
Gatov by Commissioner Bemnett for special day 1n which to examine
Mr. Hull and despite the fact that therewms an understanding about
such arrangement the matter was submitted*euﬂrku Hnll was excused
from giving testimony. It is a strange practice and*one‘promptins,
wonder and concern when one commissioner's reouest‘is arbitrarily
dended by another member of this Commxsion. o Y

If the public interest is to ve metrby this Commission and
the staff thereof, 1t . should promptly discontinue the.highly ‘
suspect, indeed improper, practice whéreby‘Commission.pefsonmel\are\-
assigned to sit in Judgment upon cases after havingimade_predudgments
thereon. Of course, the climate of regulation today:with.puolicl' V
utility influence widespread if not dominant in a_sénée'makes”
lxelevant improprieties which may or may not benefituutil}ties upon.
the part of staff members. o

The Commission i3 presently operating under the curious
notion that the mere power of mortal vote usually 4 - 1 1In some
upknown manner repeals provisions of ﬁhe California*ConStitution,
tre Public Utilities Act and the basic requivements of due process.
I disegree, of course, and again would set this matter doﬁn‘for
furtrer hearing to determine whether or not debt financing should be
Increased and I would deny that portion of the appliéatiom which
sought and got an advisory opinion in advance. L

/s/ WILLIAM M. BENNETT

‘ an . SO0 _
Dated: San Francisco, California - - - Commissioner
July 9, 1968 o
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COMMISSTONER FRED P. MORRISSEY DISSENTING.

I dissent from the majority opinion and order because I
disagree with the policy and'procedure_whichlthe‘Commissiohvépplied
in this case. Specifically my‘objections are aimed at (l} the |
inadequate record and hasty procedure fdr review 6fla‘majgrfutility's

proposed financing, (2) the undue emphasis placed‘on‘iﬁmateriél.

evidence, and (3) the unfounded charge of foul play witﬁin th§~f‘

Comm;ss;on.

Wirh regard to the portion of the order dealmng wzth capztal ‘
strecture and the issuance of new securities, some observatmons\are-mnf‘v'
order. While the majority decision approves the tfend‘téward~a"ﬁigher |
debt ratio, the Commission's hasty involvement in capztal structure ‘

determination, without an adequate investigation ;nto all the fact
leaves much to be desired. |

This Commission has on a numbef'of occasiohs expresseé‘its‘ 
displeasure with appl;cant's capital structure, specmfzcal y the low
proportion of debt capital that applicant has utilized. I, too, share
the Commission's beldief thatlaﬁplicant can inerease its.debt ratio ,
without prejudice to its financial strength. As stated in<thef0pinion; 
the Company is moving to a highex debt ratio, specificallyiadx;vwifh' _
the present financing establishing about a 39%»fqtio. Thus tﬁeﬁcdmﬁany“
is taking a step in the right direction, in my view. ‘ ’

It appears to be the policy of this Commi#sion t¢‘feyi¢w'a<
utility's capital structure and proposed financingiwhéﬂ\an appliCétioﬁ‘°’
for new f£inancing approval is sought. we look ac thé'proposed secﬁrﬁfyi‘
issues in the light of interest ratcs, cost of cap;tal, fixed charae o
coverage, conventional or accepted capital structure ra:mos, etc, 
These procedures would appear adequate when the dtility\iS«maintainiﬂg
a conventional financing policy and where no app*eczable change is

occurring in capital structure, financing znstruments, or the capatal




market. At present, however, theAcapital markét\is‘extiemelyivolatile;‘
even unstable, with substantiél fluctuations in inﬁereséfcost'frdmf;
month to month, albeit with a $trong upward tendency.  The‘éh§rm§us‘
demands for capital by California utilities, in'exce*S'of‘a‘billién?
dollars last year, and expectatlons for glmllar amounts 1n 1968 and
19569, further complicate the uncertalntles and difficulties to be
encountered.

As a regulatory bodv work;ng within this economlc communzty,
we should neither blindly accept any~proposal put forth by-the utlllty'
nor unduly delay a financing appl;cat;on through 1rresponsxble actmcnSy’
and untimely inquiries. Instead, the most serlous study and attent:on«“

should be given to the Commission procedures for analyz;ng and approvzng

utility financing proposals.

Qur policy of reviewing a utility's financing hés,fwd'short4  

comings, in my view. First of all, the~procedure'isltcégclosel§¥bciatéd
<0 the immediacies of issuing additional sécufities,‘aﬁd,ksécégély;:itﬁ'
lacks adequate attention to a. long-term (cwovto~fivéfyéa:55 finaﬁciélﬂ'
plan of the utility. | | _:‘
As mentioned before, the majority has seen fzt to—mntergect '

itself into the capital strueture determanatzon of the applzcant in
this case. To embark upon such a task without a full 1nvestmgataon
into varicus financial plans for the future is lack;ng in fores;ght..‘
In the present sophisticated corporate world, capztal 1nvestment needs
and methods of f*nancmng mist be projected for several years. Management
St prepare alternate financing plans for the. future just. as they-prepare; .
capital ceonstruction budgets. Thus before this Comm;ssmon can ser;ously
involve itself with capital structure determ;nat:on,‘we sbould navc
befo:c us alternate plans or proposals for future’ fmvanc;ng. To use thc

tility's request for 1nmed1ate f;nanc;ng a0 a platform for~enunc1a:1ng
policy statements with regard to capital structure is untlmely and |

dangerous. It is untimely because the capital market is already informed

2.‘.




of the proposed financing, its magnitude and'timing,nand«any delays
or doupcs caused by Conmission“aotion will increése‘financingvoosts toi.‘
the utility. And it is dangercus because any substantial ohonges_
required by the Comnission may well be proposed wiﬁhoutuadeoﬁo;é“
information on financing needs in the future;' Fortconporationofreriring‘
réepeated recourse to the capital market, the Type of secur:ty issued -
currently may well determine the type of securlty that must be 1ssued
in the next round of financing. Hence any. Commzss;on mod;fxcat¢ons of
finanoing proposals attendant upon applxcatmonSrfor<approval of new
security issues are likely o De misdirectéd; ‘Thisvéommission'should
remove itself from these ad hoc decisions and cons:der secur;ty-;ssue _‘i
approval in the light of long-term f;nanczal plans prevmously‘revnewed
by the Commission. | ‘ |
Exhibit Ne. 8 in my view is ent:rely zrrelevant to' the
application and resultant dec;smon. What was 1n an executmve sfmlnd.
leading up to the filing of the . appl:catzon is entmrcly wlthout
significance for this COmm;ssxon. Exhibit No. & is an 1nternal
memorandum of the Company, apparently'detaallng an cxecutlve’s |
reasonzmg on the financing proposal. Why“we should be 1nterested 1n
what motmvates a utility to f;ne an applmcatxon is beyond mo - rather
the appl;cat:on 1tself and the testimony and evmdence offered are what |
we should base oux decision upon. There is no one on the COmmloszon
qualified to aet as a psychiatrist and ro 1nterpret alleged‘mot:vat;ons,
and we should not try. Accordingly Exhibit No. 8 should have been

disregarded entirely in the decision and order.'

Finally, the criticism of the Director of anance and Accounts,

Mr. Donovan, and his relationship in this case is unneceasary.‘

Mr. Donovan has sexved ‘reqpently as .hc PCanung Examirer in f;ﬂancnng
applications such as this one. In fact, thls dual functlon has-oeen ‘
the long-establlshod practice not only for Mr Donovan but also hls

predecessors, Mr. Freyman Coleman and Mr. W. C. Fankhauser; Furthermore, f
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it is ¢lear to all parties that any deciéion emanatihg fro& this' )
Commission is the product of the Commission. We smgn the orders and «
must accept responsibility for their content. Hence it 15~mean1ngless‘A
TO suggest that the application ". .. has been.: substant:vely approvedt(
by the Hcarang Exam;ner e o oo M because only-the Commlssmon can,make
the uvltimate decision. |

It is even more astonishing to find Commissioner Bénnett 
alleging claims of 7. . . disregard‘for basic«cdnce§£$ $f é“fair‘
hearing. . . .“ in his dissent to this deécision when he lS fu&Jy awa“e that
it has been the standard practice of this Commission to have the |
Direct or of Finance and Accounts serve as Bxam;ner 1n\f1nanc1ng
appl;cat;ons - zn‘fact, it haS'been'done repeatedly 1n’the ten years
while Commissioner Bennett served as Cbmmissioner, Preéideﬁt;'éhd'Chiéf:
Counsei to.this Commission. He is also aware of our polzcy of asszgn;ng
cases to a Commxsszoner and an Examiner. The proposed as s;gnments a:eh
submztted £o the full Commission and approved‘§gringvicsiréguiérjweékly . |
neeting. Aecordingly each Commissioner is\fuliy'aware\of/fhéfcémmiséiénérf‘U‘:
and Examiner who will bé responsible for an application or ﬁroﬁosedw
investigation before a hearing date is set. COmmasszoncr Bennett could
have easily vozced his objection at the time tne ass;gnmcnt l;st was |
circulated or at the Commission conference. wa, however, he would have
the public believe that “due proceés" is suddenly be;ng den;ed,because'
of "utility influenée" and improper'preSSures uponVStaff'members;‘ Onél-
nust wonder what suddenly motivates his abhorrence of thzs practzce
after he has approved it for 50 many years, lncludmng its use 1n>a number a
of previous financing cases of the present applzcant.

In the light of this background any allegatzon of foul p;ay
arising £rom the Hearing Examinex's p*mor approva*“ of tne appllcatxcn
is both improper and misguided. IZ there is somethmﬁg 1ncorrect or\ ‘
improper in the long-established practice of havmng the” head of anance

and Accounts Sit as Examiner, the Commission c¢an easzly correct 1t
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without countenancing a challenge to The 'm?:egrity of a ded‘i“éatéc_i

Fred E? M?rrissey;,_Comm:‘,ssione;»‘," O

. '\‘\]
vl
S

public servant.

San Francisco, California
July 16, 1968 |




