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Application of 1HE PACIFIC TELEPHONE ) 
AND TELEGRAPH COMPANY, to issue and ) 
'sell Dot to exceed $100,000,000 par ) 
value of non-voting preferred shares ) 

------------------------------) 

• 
-- ......... 
-, '-w 

Application No. 59354 
(Filed December 2&, 1979) 

Zbe Pacific Telephone and Telegraph Company (pacific 
Telephone) requests authority to issue and sell not ~ exceed 

$100,000,000 aggregate par value of non-voting cumulative preferred 
shares, consistiDg of up 1:0 4,000,000 shares having a par value 
of $25 per share. 

Authority is so'Q9ht p-arsuant to Sections Sl& through SIS 

of ~e PUblic Utilities Code. Notice of the filing of the'application 
appeared on the commission's Daily calendar of January 2, 1980. 

~e proposed preferred shares would constitute the fifth 
and sixth series of Pacific Telephone's class of non-voting preferred 
shares. This class of preferred shares is referred to herein as 
"non-voting" shares to distin~lish it from the previously existing 

class of preferred shares, which is referred' to as "voting" preferred 
shares. The class of non-voting preferred shares, however, has 
lilni.ted. voting rights in the event of certain defaults· in dividends or 
certain other changes affecting its interests, as provided in 

Pacific Telephone· s Articles of Ineorporat"ion, as amended. 'I"he 

holders of non-voting preferred shares have no preferential right to 
sUbscribe for newly issued shares of any class of common or preferred 
steck, or rights thereto, or any securities convertible into suc:h 
shares. 
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• 
T".o.e proyosec. ho1c.ers of sha::'ez of 'the p:-oposed'!'i!':b., 

(the 10.5QC" Series) and sixth (the 11 .. 25% Series) series o~ non-

voting preferred s~ares will be en~i~led ~o receive, when and as 

declared ~y the Board of Directors of the corporation, dividends 

at the rate of lO.$O~ ~ne.ll.2St respectively, of the par value 

10 

thereof per a:mu::l., and no xnore, payable quarterly. SUch dividends 

will be cumulative with respect to each share from the d~te of 

issuance thereof. Any partial pa~er.t of dividends wou14!)e 

made on ~ ~ro rata basis for all issues of preferred shares --
(including votinS preferred and non.-vo~in9' preferred). 

The s~ares of the lO.50% Series ~y be redeemed at the 

option of Paci:ic Telephone, in whole or in part, upon thirty 

(30) days' notice, on any date on or after March 15-, 198'5, at 
, 

',' 
,', 

per share prices dec~ininq a:l.."lually anc. proportionately from $2~ 

plus a ?=e::ti~ equal to $::' .17 to a.."'l.d includins V.arch 14', 19S6- to 

S2S on or after March 15, 1989, plus, in each case, dividends 

accrued but unpaic. to the eate fixee fo= redemption. However, 

shares of ~~e 10.50% Series will ~ot be optionally redee~le 

throu~h the issuance of eel:>t at a~ interest cost (ealculated. in 

accordance with ~enerally acceptee financial practice) of less 

than 10.50% per a~~um or th=ou~h the issua~ce of shares ranking 

prior to the COIr'.mon shares a:-.d hAvin~ a dividend. cost' of less 

than10.SO% o~ the o!ferin~ price of such shares. 

The shares of the 11.2s~ Series may be redeemed at the 

option of Pacific 'I'elephone, in whole or in part, upon t..urty (~) 
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• 
days' notice, on any date on or after March 15, 1985, at ~r 

share prices declining annually and. proportionately from $25-

plus a premium equal to $2.07 to and including March 1"', 19S6, 

to $25 on or after March lS, 1999, plus, in each ease, dividends 

accrued but unpaid to the· date fixed for redemption. Prior to· 

March 15, 1990, such shares will not be optionally redeemable 

through the issuance of debt at an interest cost (calculated in 

accordance with generally accepted. financial practice) 0: less 

than 11.25% per annu: or through ~~e issuance of shares rariki~g 

prior to the co:n."non shares a.~d having a dividend cost· of less 

than 11.25\ of the offering price of such shares. 

The shares of both series will be subject to rede."':\p­

tion through the operation of a sinking fund. Pacific Telephone 

will be required to set aside in cash, a.."'lnually on March 1 S, 

cO~"nencin9 wi~~ March 15, 1986, ~~ ~"nount sufficient to redeem 

20\ of the shares of the 10.50%. Series, ana. an..~ually on Y.arch 15, 

commencing with March 15, 1985, ~~ amount sufficient to redeem 

6.25~ of the shares of the 11.25\ Series, in each case at a 
.' price 0: $25 per share plus dividends accrued but unpaid to t."'le 

date fixed for redemption. Pacific Telephone will have the non-

cmnulative option on any such a:l.'"lual redemption c.ate to; do~le 

the nu."":Iber of shares of each series to. be reeee:'O.ed, provi<iee, 

however, tha~ the ~otal number of shares of each series addi-

tionally so redeemed shall be li~tec. to 30% of the ~~a=es of 

the 10.50% Se=ies a:lc. 30\. of the shares of the 11:25% Series. 
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A.59354 .• • 
NO cash di vid.ends may be paid. or declared on common 

shares if any annual redemption payment or any dividend on· the 
shares of either series is in arrears. 

pacific Telephone intends to issue and sell the proposed 
non-voting preferred shares by means of private placement toa 
limited number of institut10nal investors. The shares will not be 

registered und.er the Securities Act of 1933. Pacific Telephone has 

engac;eCt an investment banking firm to place the shares directly. 
Paei£ie Telephone anticipates that some shares of each series wi.Ll 
be issued and payment~therefor received on or about March 12, 1980; 

the remaining shares of each series will be issued and payment 
therefor received on or about July 16, 1880. 

In its application, Pacific Telephone states that it has 
need to raise capital to enable it to· meet its eonstruction budget. 
The Revenue Requirements Division of the Commission staff has reviewed 
Pacific Telephone's gross construction outlays planned for the year 
1980 which indicate the need for approximately $2,376,OOO,000~ 
related to customer growth and movement, and for plant moaernization 

.. \, 

and replacement as follows: " 

~ 

CUStomer growth 
CUStomer movement 
Plant modernization 
Plant replacement 

Total 

$1,39S,000,000 
420,000,000 . 
396,000·,000 
165,000,000 

, ,", 

$2,376,000,.000·: 

Review of these estimates by the staff of the Revenue Requirements 
Division confirms the necessity for the proposed financing: the 

Division reserves the right, however, to reeonsiaer ~e reasonabless 
of any consCruction expenditures in future rate proceedings. 
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Pacific Telephone proposes to use the proceeds receivee 

from the issuance of these non-voting preferred shares for the 

reimburseo.ent of its treasury, -:0 the extent such proceeds are 

sufficient therefor, for monies act~ally expended since 

October 31, lS22, from income and fro:n other treas~ry func.s, 

which. expenditures on Octo})er 31, 1979, .amounted to the su:n 

of $2,793,038,682, said sum having been expended !or the 

a"equisi tion o~ pr0?erty and for t.i.e construction, completiO:l,. , 

extension and i:tp;:,ove::nent of plant and facilities. Exhibit B 

attaehed to the application contains a tabulation of such 

unreimbursed expendi tt:res whic=. are s'U..":lXtlari zed herein as.,i 

fOllows: 

A..'TIount 

Toul capi tal., expendi tures , 
October 31, 1922 to October 31, 1979 $13',865,04S,092 

Oeduct proceeds of: 

Stoek issues 
Promi$so~ notes 
rundcd debt 
Other 

Total deductions 
Balanee obtained from 

other sources 
Less: Reserve for 

Depreciation 

Unreimb~sed balance 

$3,111,8.14,207 
414,308,000 

4,772 ,:7S1 ,100 
1.~·7,63S. ,231 

8,446 ;538,538 

5 ;4l'8, S:06',S5~" 

2' ,62$',,4&1 ;S72 

$ z .. 793 ,0'38",5&:2' 

, 
I . 

P4cific Telephone~s ca?i~a1 ratios as 0: 9ctober 31, 

1979 and its pro fo:-ma ca?ital ratios <l": :c:,::::t;~ry2'9, :"SO" S'ivin9'. 
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A.59354 ~ • 
effect to (1) the sale on November 14,. 1979 of· $300,000,000 

principal ~unt of Forty Year l2_7~~ De~ntu:es due November 15, 
2019 .. 1.1 (2) the retirement at maturity of $35,000,000 principal 

amount of 'l'\tlenty-Seven Year 3-1/4% Debentures on November lS, 
1979, (3) the proposed ~le of $300,000,000 aggregate principal 

amount of debt securities on or about February 26, 1980'y (4) the 

retirement at maturity of $100,000,000 principal amount of 

Applieant's Seven Year 7-1/4% Noces due June 1, 1980, and (5) the 

proposed sale of $100,000,000 par value of non-voting preferred 

shares on or 1:>efore December 31~, 1980, are as follows: 

Common Zquity 
Preferred Stock 
Debt 

Octol:>cr 31, 1979 

38.6% 
6.1 

55.:3 

100'.0% 

Pro Forma 
36.7% 
6.S 

56:.5' . 

·100.0% 

The Revenue Requirements Divisionnas reviewed pacific 

Telephone's cash requirements and concludes. that the proposed 

preferred stock issue is n4~cessary. 

Findincrs of Fact 

1. Pacific Telephone is a Californiaeorporation operating 

unaer the jurisdiction of this Commission. 

2. The proposed sale of preferred stock is for proper 
purpo::.es. 

3. Pacific Telephone has need for external fu.."lds for the 

parposes set forth in this proceeding. 

10 

4. The terms and conditions of the proposed issue and sale·of 

preferred shares ~e j~t and reasonal>le and in the pUblic interest • 

. , 
" 

Y Authorized by Decision No. 90884, dated October 10, 1979," 
in Applieatl.on No ... 59090. 

2/ . Authorized by DeciSion No. 91327, dated Feo:-ua..-y 13, 1980~ 
i:l Application No_ 59327. 
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.. A.S9354 • • 
5. The money, preperty er 1al:>or to. be procured o.r paid 

fer by the issuance and sale o.f the preferred Shares herein 

authorized is reasonably re~d tor the purposes speei!ied 
herein, which purposes are net, l.n whcle cr in part, reasonably 

eharg'lble to operating expenses 0.: to. inc::ome. 
6. There is no. known epposit~en an~ there is no. reason to. 

delay grantins the, a~ority requested. 

Conclusiens of Law 

1. A public hearing is not neeessar,r. 
2. 'the app~icaticn shculd. be granted to. the extent set 

forth in the order which fellews. 
In ~s$uin9' cur crder herein, we place Pacific Telephene 

and its sharehelders en netice that we de not regard the number 
of Shares otr:cstanding, the tctal par value of, the shares nor the 

di v~dend.s paid as measuring the return it snould be allewed to.' 
earn en its investment in. plant, and that the authority herein 

granted is Det to. be censtrued as a finding o.f the value of the 
cc~y' s stock er pro.perties ncr as :i.ndica.tive o.f amo.unts. to be 

inc.1.uded in proeee<lings fer the determinatien e:t jus·t and reasenaJ:>le 

ra.tes. 

O.B~~E 

IT' IS ORDElU:I) that:' 

1. The Pacific Telephene ana Telegraph Company is hereby 

authorized to- issue and sell fer cash, CD er befcre December 31, 1980, 

net to exceed $100,000,000 par value of non-voting preferred shares, , 

in the form and manner as set fcrth in. its applicatien and in this. 
opinien. 

2. The Pacific Telephone and Telegraph Cempany Shall use 

the proceeds. to. be derived from. the issuance and sale e:t said 
non-voting preferred snares to. reimburse,. so. far as possible, 

its treasury fer funds expended as set fo.rth in· its: applicatio.n 

and this ep~on. 
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3.. "ili 1:hi:l 30 days after all the non-voting preferred 

shares herein au~~orized have been issued and payment therefor 

received, The Pacific Telephone and. Telegraph Company shall 

fil,e with t."le co:c:nission a letter reporting the number of s~ch . 
shares issued and sold and the use of the proceeds therefro~ 

substantially in the format set forth·, in Appendix C of Decisio:l 

No .. 852S7, dated December 30, 1975, in Application No .. 55214 

and Case No. 9832. It shall also include in this letter ·the 

amounts of all fees paid ~o investment banking fi:-:ns for 

services rendered by them in placing the shares. 

4. This order shall become effective when 'l'hePacific 

Telephone and Telegraph Company has paid. the fee prescribed 

by Section 190~.l of the Public Utilities Code, which .fee is 

$56,000. 

Datec. MAR 4 .. 
------~--~~~~~ 


