Decision No.

s OREHAL

BEFORE THE PUBLIC UTILITIES COMMISSION OF TﬂE STATE OF CALIFORNIA

In the Matter of the Application of

CONTINENTAL TELEPHONE COMPANY ' ‘ '
OF CALIFORNIA, 2 California . Applzcatlon No. 51472
corporation, ‘ Petition for Mbdlfmcatmon
| F:Lled J‘anuazy 26, 1970
Zor an order authorizing it to
issue and sell $10,000,000
Principal Amount of its First
Mortgage Bonds, Series G
due 1954

Orrick, Herrington, Rowley & Sutcliffe,
by James P. Crafts, Jr., for paetitioner..
Sidney J. Webb, for the COliSSlOn staff,

FIRST SUPPLEMENTAL OPINION

By Ordering Paragraph No. 3 of Decision No. 76477, dated

Novexber 25, 1969, in the above-entitled matter, the Commission
authorized Continental Telephone Company of California to issue

and sell at competitive bidding not exceeding slo,boo,ood aggregate
principal axount of its First Mortgage Bonds, Series ¢ due 1994 :
Petitioner seeks an exemptlon from the competitive bl&d;ng rLlo sO

that the sale may take, place pursuant to a negotiated underwrﬁt;nc.
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Aftex due notice, a public hearing on the-Pétitionvfo:’
Modification was held before Examiner Donovan in San Francisco, on‘
February S, 1670, at the conclusion of which the matter was taken
under submission. The Commission has received no protests in the
proceeding. |

The record shows that after extensive discussions‘with
Salomon Bros. & Hutzler, an investment banking firm which is very

familiax with petitioner's bonds, the-utility has concluded that

a2 sale of its Series G bonds pursuant to a negotiated underwriting

would result in a substantially lower bankers' spfea&(thah—would .
2 sale through competitive biddiné. Thevrequestcd'exempfioﬁ fréﬁ'
competitive »idding is based upon market conditions déécribed in
the petition as follows:

"The market for first mortgage bonds of public utilities
has been characterized for some months by extreme upward
pressure on interest rates with minor interim downturns
irn yields and changing patterns in the marketing of the
securities by investment banking houses. Due to short-
ages of funds available for investment in such type of
securities by institutional investors and pre-~existing
commitments by such investors, an increasing number of
wbility £first mortgage bonds are bheing sold to individual
investors. A negotiated underwriting is far better
equipped to succeed in such 2 market than is an offering
by means of competitive bidding. In addition, a nego-
tiated underwriting provides greater flexibility of timing
and permits the issuer to take advantage of relatively
short-tern decreases in interest rates. Petitioaer has
been assured by SBE that, in view of current conditions,
3 negotiated sale of the Series G bonds will in all
likelihood provide applicant with a lower annual cost of
money than would a sale of such bonds at competitive
bidding in the first six months of 1S70. Since petitioner
nust proceed with permanent finaneing during the first
half of the current year, petitioner believes that it
should proceed with a negotiated sale as soon as market
conditions seem appropriate.” :
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After consideration of the petitidn‘as sﬁppd:ted«by o

evidence presented at the hearing, and notiﬁg the ab;encevof any
opposition, we find that the issue and sale of éaid Series G‘bonds‘
should not be required to be at competitive bidding. On the basis
of this finding we conclude that the petition shouldlbe g:anted; 
Petitioner is hereby placed on nqﬁice’that. if the

Commission believes that the negotiated price or interesﬁ rate
pertaining to the proposed bond issue will result in.an excessive
effective interest cost, it will take into consideratioh in future

rate proceedings only that whicﬁ?it deems recasonable.

PIRST SUPPLEMENTAL ORDER

IT IS ORDERED that: .

l. The issue and sale by CQntinehtal Telephone COmpany‘
of California of not exceeding'le,OO0,000'aggreg#te principai"
amount of its First Mortgage Bonds, Series G due 1994 areghereby
exenmpted from the Commission's coﬁpetitive bidding rule set forth“ '
in Decision No. 38614, dated Januvary 15, 1946, as amended, in
. Case No. 476l1. :
| 2. Continental Telephone Company of California may issue
and sell not exceeding $10,000,000 aggregate prihcipal'amoum; of
its First Mortgage Bonds, Series G due 1994, to-a‘group of undef-
writers at such price and otherwise uﬁon such terms and‘;onditioﬁs

as may be negotiated between petitioner and the undexwriters.
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3. On the date Continental Telephohe COmpany of

California determinesthe price and interest rate pertaining to

the bonds herein authorized, it shall notify the Commission thereof

by telegram.
4. Ordering Paragraphs Nos. 2, 3 and S of Deéision

No. 76477, dated November 25, 1969, are hereby rescinded.
5. Decision No. 76477, dated Novenmber 25, 1969}‘shail‘
remain iQ full force and effect, except as ﬁodified‘byﬁhis‘order.
6. éhe effective date of this order isvthe dhtef 

hereof.
Dated at San Frangised » California,

this 7 day of FESRUARY. , 1970.
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Commissioners,

Commissioner A. W.. Gatow, being |
Bocessarily absent, did not participate
in the diSpositicn\or:this proceoding;f-'

Ccmm!.ssiohbr. Je
Beceszarily absenu;*didﬁnbt"p&rticipate7

in the dispgsftion ol tﬁis;procooding“~f' '
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