BEFORE THE PUBLIC UTILITIES COMMISSION OF THEE STATE OF CALIFORMIA

In the matter of the Application
©Z THE PACIFIC TELEPHONE AND
TELEGRAPH COMPANY, a corporation,
for an order authorizing it (a)
to issue and sell $200,000,000
principal amount of Thirty=-Six
Year Dekentures due June l, 2009,
() to isswe and sell $100,000,000.
principal amount of Seven Year
Notes due June L, 1920, and (<)
to execute and deliver Indentures
to be dated as of June 1, 1973.

Application No. 53806
(Filed Januwary 26, 1973)

CPINION

The Pacific Telephone and Telegraph Company seeks
authority to execute and deliver two indentures and to issue
and sell, at c¢ompetitive hidding, $200,000,000 principal
amount of debentuxes and $100,000,000 principal amount of
notes.

Applicant proposes to usc the debenture and note
proceeds for partial reimbursement of its treasury for capital
expenditures. The utility reports that on Novembexr 30, 1972,
its uareimbursed capital expenditures amounted to $2,101,200,301.
By Decision No. 80347, dated August 8, 1972, the Commission,
among othexr things, oxdered applicant herein to install at least
$750,000,000 of plant additiovns during the year 1973. Upon
reinmbursenent of the company's treasury, applicant contemplates
applying $300,000,000 to reducing the amount of its then out—
standing short-term borrowings, estimated to approximate
$650,000,000 as of June 30, 1573 in the absence of financing.
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After giving effect to the financing proposed herein
and t¢ $300,000,000 of proposed equity financing, applicant
catimates that its debt ratio would be 46.0% at December 31,
1973, and would average 47.1% for the year 1973. Recently,
the Commission commented upon the company's debt ratio by

stating, on page {41 of Decisiorn No. 80347, dated August 8,
1972, the following:

"In prior decisions the Commission has been
eritical of Pacific's holding its debt 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 hicher debt ratio provides advantages
to customers resulting f£from the reduction of Pacific's
income tax. It also provides bencfits to equity
stockholders resulting from the leverage of a slimmer
equity. To the extent possible, consistent with
maintairning the hich rating of Pacific's bonds, and
depending upon maxket conditions at the time of
issvance of additional securities, we would like to
see Pacific maintain the 43 pexcent debt ratio or
even increase it."

The company proposes to sell‘said debentures and notes
by means of separate public offerings through ccmpetitive bidding,
the successful bids to determine the respective interest rates.
The debentures and notes would be issued urnder separate indentures
to be dated as of June 1, 1973. The debentures would mature
June 1, 2009, and the notes would mature June 1, 1980. Each -

issue would be subject to a restricted redemption provision until
June 1, 1978. ‘
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After consideration the Commission finds that:

The proposed debenture and note issues are for
ProOper purposcs.

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

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

The proposed restricted redemption provisions
are¢ reascnable.

The proposed indentures would not be adverse
to the public interest.

The Commission has oxdered applicant to
install at least $750,000,000 of plant
additions during the current yeax.

The money, property or labor to be procured

or paid for by the issues of the debentures
and notes herein authorized is xeasonably
required for the purposes specified herein.
which purposes, except as otherwise auvthorized
for accrued interxest, are not, in whole or in
paxt, reasonably chargeable to operating
expenses or to income.

On the basis of the foregoing findings we conclude
that the application should be granted. a pPublic hearing is
not necessaxy. The authorization herein granted is for the .
purpose of this proceeding only and is not to be construed as
indicative of amounts to be included in proceedings for the
detexmination of just and reasonable rates.

ORDER

IT IS ORDERED that:

l. The Pacific Telephone and Telegraph Company may
execute and deliver indentures in substantially the same forms
as Exhibits C and D, attached to the application.
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2. The Pacific Telephone and Telegraph Company may
invite the submission of separate written sealed »ids for the
puxchase of not exceeding $200,000,000 aggregate principal
amount of its Thirty-Six Yeaxr Debentures due June 1, 2009 and
$100,000,000 aggregate principal amount of its Seven Yeaxr Notes
duc Sune 1, 1980.

3. The Pacific Telephozne and Telegraph Company may
issue and sell said debentures and notes in the aggregate
»rincipal amounts of not exceeding $200,000,000 and $100,000,000,
respectively, at the prices offered in said »hids which would
result in the lowest cost of money to applicant calculated in the
manner provided in the Statements of Terms and Conditions Relating
to 3ids filed in this procceding as parts of Exhibits E and F.

4. The Pacific Telephone and Telecgraph Company shall
use the proceeds to be derived f£rom the issuvance and sale of
said debentures and notes, exclusive of accrued interest, to
reimburse, so far as possible, its treasury for funds expended
as set forth in the application. The accrued interest may be
used for such purpose or for general corporate purposes.

5. Promptly after awarding the contracts for the
sale of said debentures and'notes, The'Pacific Telephone and
Telegraph Company shall f£ile with the Commission a written
report £for each issue showing, as to each bid received, the
name of the hidder, the price, the interest rate, and the cost
of money to applicant “ased upon said price and interest rate.

6. As soon as available, Thae Pacific Telephore and
Telecraph Company shall file with the Commission three copies
of each pfospectus pertaining to said debentures and notes.
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7. wWithin onc month after sclling the debentures
ané notes herein authorized, The Pacific Telephone and Telegraph
Company shall £ile with the Comaission a statement, in lieu of
a report under Gencral Order No. 24-3, diseclosing the purposes
fox which it used the delenture and note nroceeds. |

8. Tris order shall become effective when The Pacific
Telephone and Telegraph Company has paid the fee presexibed by
Section 1904 (b) of the Publie Utilities Code, which fee is
$156,000. , |

9. Unless exercised, any author;ty herein granted
will expixe November 1, 1973.

Dated at San Francisen , California, this & 3‘”"Q
day of FER™MIADY , 1973,

S)M £
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