
A.52712 LOB 

Decision No. 78978 

BEFORE 'l'HE P'O'BLIC In'ILITIES COMI-1ISSION OF THE STATE OF CALIFORNJ:A 

In the matter of tho Application 
of 

THE PACIFIC TELEPIiONE AND 
TELEGRAPH COMPANY, a corporation, 

for an order authorizing it to 
undertrute equity financing in 
the amount of approxL~tcly 
$300,000,000 by the offering of 
not more than 17,455,,550 common 
zhares for subscription and 
~ale for cash to' the holders 
of its common and preferred 
shnrcs. 

" 

Application No. 52712 
Fileo June 25, 1971 

James A. DCBOis, for applicant. 
Thomas H. O'Connor, City Attorney, by Robert R. 
Laughcad, Rate ~nginccr, for City and county of 
San Francisco, interested party. 
Sidney J. Wobb, for the Commission staff. 

OPINION 
_1!111111111"'~""'1111111111'" 

The Pacific Telcphone and Telegraph Company see!':S 
an order of the Commission authorizing i'l: to issue and sell 
not exceeding 17,455,550 shares of it~ $14-2/7 par value 
commOn stock in order to realize proceeds approxL~tin9' 
$300,000,000. 

After due notice, a public: hearing on the abo~e
entitled matter was held ~fore Commissioner Symons and 
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Examiner Donovan in San Francisco on July 20, 1971, at the 
conclusion of which tho mntter was taken under submission. 
The Commission has xec~ived no protest~ in the proceeding. 

The utility proposes to use the common stock 
proceeds for partial rouru~ursQrnont of its treasury for capital 
e'~nditurcs. In this connection applie~nt reports that or. 
May 31, 1971, im unrcimbursed expenditures amounted to 
$1,718,895,575. The record shows that following reimbursement 
of the company's treasuxy on or about September 30, 1971, 
applicant contemplates applying approximately $300,000,000 
to reducing its then outstanding short-term borrowings to 
an e~timated amount of approximately $90,000,000. 

On or about Septcmbex S, 1971, applicant intends to 
mail to the shareholders of recoxd on August 27, 1971, warrants 
cviden~ins rights to subscribe fox the additional common sbMres. 
Such rights would expire at the close of business on September 30, 
lS7l. The subscription prl.cc would be ZS% of the clOSing m,arjcet 
price of applicant's common shares on the New Yorl: Stock Exchange 
on the day on which ~uch shares are traded on such exchange ne~~ 
preceding the day on which tho Regi=tration Statement relating 
to such shares becomes e~fective, rounded upward to the nearest 
oi9'h~ of one dollar. 

In order to re~lizo pro<::eeds approximating $300,000,000, 
applicant proposes to ~cc the offorin9 to its shareholders in the 
ratio of one eommon $h~e for each eight common shares outstanding 
and soven common shares for each eight preferred shares outstanding 
if the market price used in setting the sw~scription price is 
$20.50 or less. The 17,~55,550 number for the additional shares 
o:Z common stoc1~ is computed by adding coven-eighth:: of the 
820,000 outstanding shares of $lOO par value preferred ztock, 
or 717 I SOO, to one-eighth of the 133,904,400 o'ltstandi%lg' shares 
of $1~-2/7 par value common stodt, or 16,738,050. 
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In the event that the market price used in setting 
the subscription price is more than $20.50, applicant proposes 
to make the offering in the ratio, of one common share for each 
nine common shares outstanding and seven common shares for 
each nine preferred shares outstanding, which would involve 
an offericg of 15,516,044 common shares. 

Exhibit NO. 3 shows that American Telephone and 
Telegraph Company owns 78·.17% of applicant's 820,000 shares of 
preferred stock and 90.16% of the 133,904,400 shares of common 
stock. 

Assuming that the proposed offerin9 of common shares 
would yield $300,000,000, applicant estimates that its debt 
ratio would be 43.8% at Dece!Tlber 31, 1971, and would average 
45.7% for the year 1971. This is ~ signific~nt increase over 
the 37.4% debt ratio following the company's most recent 
offering of co~on shares in March of 1969. Recently, the 
Commission commented upon the company's debt ratio by stating, 
on page 46 of Decision No. 78SS1, aatea JUne 22, 1971, the 
following: 

"In prior decisions the Commission has been 
somewhat critical of Pacific's keeping its aebt ratio 
below 40 percent. Since the last rate proceeding, 
Pacific has taken steps to increase its debt ratio, 
which is expected to be over 43 percent by the end of 
the year. The higher debt ratio proviaes advantages 
to customers resulting from the reduction of pacific's 
income tax included in expenses. It also provides 
benefits to equity stockholders reSUlting from the 
leverage of a slinwcr equity. To the extent possible, 
consistent with ~intainin9 the high rating of Pacific's 
bonds, and dependent upon market conditions at the time 
of issuance of additional seeuritics., we would like to 
see Pacific maintain the higher debt ratio- or even 
increaso it somewha.t." 
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After consideration of the application, testimony 
and exhibits, and noting the absence of any opposition~ we 
find that: 

1. ':rhe proposed common stoclt issue is for a proper 
purpose .. 

2. Applicant has need for external funds for the 
purpose set forth in this proceeding. 

3. The terms and c::onditio~s of the proposed 
common stock offering are reasonable. 

4. The proposed debt ratio would be consistent 
with the Commission's expressed desire. 

5. The money, property or labor to ~c procured 
or paid for by the issu~ of the COmmon stock 
herein authorized is reasonably required for 
the purpose specified herein, which purpose 
is not, in whOle or in part, reason~ly 
chargeable to operating expenses or to income. 

On the basis of the foregoing findings we conclude 
that the app1ic~tion ~hould be,granted. In issuing our order 
herein, we place applicant and its shareholders on notice that 
we do not regard the nwrujCr of shares outstanding, the total 
par value of the shares nor the dividends paid as measuring 
the return it should be allowed to earn on its investment 
in plant, and that the authorization herein granted is not 
to be construed as a finding of the value of the company's 
stock or properties nor as indicative of amounts to be 
included in proceedings for the determination of just and 
rlcasonable rates. 
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ORDER ... - .... ~.-. 

IT IS ORDERED that: 
1. ~he Pacific Telephone and Telegraph Company may 

offer for sale for cash, in the manner and at a price to be 
determined as set forth in the foregoing opinion, not oxceeding 
17,455,550 additional shares of its common stock_ 

2. The Pacific Telephone and Telegraph Company may 
issue warrants ovidencing the righ~ to subscribe for the 
Qdditional shares to be offered pursuant to Ordering Paragraph 
NO., 1 hereof. 

3. The pacific Telephone and Telegraph Company may 
issue and sell, at a price determined in accordance with 
Oroering Paragraph No. 1 hereof, such of its not exceeding 
17,455,550 additional common shares a= shall be subscribed for 
pursuant to the exercise of said warrants. 

4. Upon receipt of properly executed subscriptions 
and the necessary funds, The Pacific Telephone and Telegraph 
Company may issue certificates for the appropriate number of 
its common shares. 

5. The Pacific Telephone and Telegraph Company shall 
use the proceeds to be derived from the issuanco and sale of 
said stock to reimburse, so far as possible, its treasury for 
funds expended as set forth in the application. 

6. Promptly after The Pacific Telephone and Telegraph 
Company determines tho precise number of shares of stock to be 
offored and the price at which the shares are to, be offered, it 
shall notify tho Commission of each in writing. 
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7. As soon as available, ~he Pacific Telephone and 
Telegraph Company shall filo with the Commission three copies 
of it~ prospectus relating to, the common stock herein authorized. 

3. Within thirty days after the closing date of 
~ubscription:: for shares of stock herein authorized to be issued, 
The Pacific Telephone and Telegraph Comp~y shall file with 
the Commission a report showing the number of shares of stock 
:>ubscribcd for by American Telephone and Telegraph company, 
tho nU1'rll:>er of shares of :::tocl-: subscribed for by others, ().nd 

the consideration received. Such statement shall be in lieu of 
a report under General Order No. 2t~B. 

S. T.his order shall become effective when Tho 
Pacific Telephone and Tclcgr().ph Company has paid the fee 
prescribed by Section 1904.1 of the Public Utilities Code. 
Any authority herein granted will expire if not exercised on 
or before January 1, 1972'. 

this 
Dated at _____ .:.~;;.;.:\l'I..--.Fr_A._n~e"""!"~w"__ __ , California, 

1.1,(. day of CdH~n~T, 1971. 

- G .. 

.'," 

Comm1s~1o~or 3. P. VUkGs1n~ Jr;. be1US 
neco=~~ri1yab=e~t. 414 not participate 
in tho 41:))OS1t10%l'ot W:;. procoo41ng. 


