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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application )
of Southern Pacifi¢ Communications ) Application No. 54255
Company Lor authority to issuce ) (Filed August 21, 1973)
notes and additional stock. )
‘ D)

Herbert A. Waterman and Richard S. Xopf, Attorneys
at Law, for applicant. Sidney J. Webb, for the
Commission staff.

CRINION

Southern Pacific Communications Company secks exemption
Zrom the Commission's competitive bidding rule, and authority to
issuc $24,000,000 aggregate principal amount of notes and
$5,900,000 aggregate par value of common stock.

After due notice, a public hearing on the above -~
entitled mattor wos held before Examiner Donovan in San Francisco
on Septomber 21, 1973, at the conclusion of which the matter was
taken under submission. The Commission has received no protests
in the procecding.

Applicant is a corporatxon incorporated on Januaxy 23,
1970 undex the laws of the State of Delaware, and is a wholly
owned subsidiary of Southern Pacific Company. Applicant is 2
specialized common caxriexr of toclecommunications prcseﬁtly
constructing 2 microwave communications system which will extend
from Secattle, Washzngton to San D;cgo, California, 2nd from
Los Angeles, California to East St. Louis, Illinois via
Houston, 7Texas.
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The communications company proposes to issue
$12,000,000 of notes in favor of Comnecticut General Life
Insurance Company, $12,000,000 of notes in favor of Teachers
Insurance and Annuity Association of America, and $5,900,000
aggregate par value of its common stock o Southcrn Pacific
Company. The proceeds of $29,900,000 would be applied towaxd
defraying the cost of construction and completion of the
facilitics for applicant's microwave conmunications system,

and toward repaying temporary advances obtained for such
construction and completion.

.

The notes aggregating $24,000,000 would be designated
as S-1/4% Notes due 1993, and Southern Pacific Company would be
the unconditional gquarantor. Commencing in 1979 applicant would
repay from $1,600,000 o $5,000,000 principal 2mount of the
notes annuwally. The notes would be non-refundable'for the:

£irst ten years with the proceeds of debt financing incurred
at an interaest cost lower than 8-1/4% per annum.

As justification for sccking cxemption from
competitive bidding regquirements with respect to the notes,
the application states the following:

"Applicant requests that the Commission Lind
that the Notes may be issucd, as aforesaid, without
being offcred for competitive bidding. It is not
desirable or fLcasiblce for the Notes to be sold at
competitive bidding for the following rcasons:

"Applicant has not engaged in the common
carricr communications business since the date of
its incorporation in Delawaxe on January 23, 1970,
having been continuously occupied since that date
in obtaining its regquired liceonses from the Federal
Communications Cemmission and in constructing its
s2id communications system. As Applicant has not
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yct ongaged in the communications business,
Applicant does not possess the background of
operating experience and carnings in that

business which may be necessary in order to
commend securitices to the investing public and

to provide standards for judging thoeir ratings

and quality. On the other hand, the said Lenders,
duc to their confidence in Applicant and its
proposced operations, are preparced to loan
necessary funds upon the texms stated, which are
believed by Applicant to be morc advantageous

and supcrior to any loan financing which could

be obtained by Applicant through competitive
bidding, both in respeet of terms of ropayment

and intecrest cost. Moreover, greater flexibility
is being provided by said loans being placed with
only two lenders, rather than being publicly held.
Unexpected developments may occur in any new ontor-
prisc, and it is of value to have its sccurities
closely held to pexmit necessary c¢hanges to be
negotiated in the event such developments become
significant. Private placemonts of securitics,
including privately ncgotiated loans, have been
widely adopted for the financing of new companics.
Furthexmore, cach of the said Lenders has consider-
able knowledge of Applicant'’s proposcd communications
system and business operations by recason of prior
negotiations for the said Notce financing.

"It is the considered judgment of Applicant,
and Applicant has been informed by persons who dre
actively engaged in the public offcring of sceurities
of communications companics, chat, under present
market conditions, loans on as Lavorable terms as
the proposed Note f£inancing cannot be obtained
through the public offcring of Applicant's securitics,
or by competitive bidding.”
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A summary of the rxeported congsolidated balance sheet of
Southern Pacific Company and subsidiarics at December 31, 1972,
in thousands of dollaxs, is as follows:

Assets

Current assets $ 337,090
Investments ' 95,465
Property =~ net 2,818,606
Other asscts and decfexred charges 42,098

Total $3,293,259

Liabilities

Current liabilitics $ 302,486
Long=-term debt 791,008
Deferred federal income taxes 424,715
Other liabilities and rcscrves 70,199
Ecuity of minority stockholders

in subsidiaxies 7,726
Stockholdexs' oquity 1,697,125

Total $3,293,259

Appl;cant presented evidence at¢ the publxc hearing for
supporting its request for exemption from conpetitive bidding and
for authority to issue notes and stock. |

| After consideration we £ind ¢hat:

The, proposed stock and note issucs are for propcr

purposes.

Applicant has need for oxternal funds for thc
purposes set forth in this procceding.

The proposed restricted prepayman provision
is reasonable.

The 8-1/4% peor annum interest rate applxcable

to the proposcd notes is favorable to applicant
under current market conditions.
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A financially strong guarantor of the proposed
notes controls applicant.

The issuc and sale of the proposed notes should
not be required to be effected at. competitive
bidding.

The money, property or labor o be procured or

paid for by the issues of the stock and notes

herein authorized is reasonably xcguired for

the purposes specified herein, which PUXPOses

are not, in whole or in part, rcasonably charge-

able to operating oxpenscs or o income. '

On the basis of the foregoing findings we conclude that
the application should be granted. The action taken herein is
for the purpose of this proceeding only, and is not'be be con-
strucd as indicative of amounts to be ineluded in proceedings
for the determination of just and reasonable rates, nor as.
including or implying irn this procceding the granting of any
authority to provide any intrastate services, cither gencrally
Or on any specific route.

OQRDER
IT IS ORDERED that:

L. The issue and sale by Southern Pacific Communications
Company of not cxceeding $24,000,000 aggregate principal amount
of its 8-1/4% Notes due 1993 are hercby excnpted £xom the Com-
mission's competitive bidding rule set Zorth in Decision No. 38614
dated January 15, 1946, as amended, in Case No. 476L.

2. Southern Pacific Communications Company may issue and
sell at 2 price of not less than 100% of their principal amount
not cxceeding §$24,000,000 aggregate principal amount of its 8-1/4%

7’
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Notes due 1993. cCommitment fees may be deducted from the price.

The notes shall be in s substantially the s2ne form as that in

evidence as Zxhibit No. 4 and subject o Note Agreements con~
taining terms consistent with Exhibit No. 5.

3. Southern Pacific Communications Company may issue
and sell to Southern Pzcific Company, at par for cash or in
repayment of temporary cdvances, not exceeding 590,000 dharcs
of $10 par valuc common stock.

4. Southern Pacific Communications Company shall use
the proceeds £rom the sale of the notes and stock herein
authorized for the purpoeses specificd in <his proceeding.

5. Southern Pacific Communications cOmpany'shall file
with the Commission reports required by General Ordcr No. 24-3,
vhich orxder, insofar as cpplicable, is hereby made. a part ox

oY,

this order.

6. This ordexr shall become cffective when Southern
Paclific Communications Company has paid the foes proscribed by
Scctions 1904(b) 2and 1904.1 of the Public Utilities Code,
which fees arc $18,000 and $6,900, respectively, or 2 total of
$24,900.

Dated a2t San Francisco, California, this éZ:j::ﬂday
of Octobex, 1973. I

PUBL'C UT‘UTLS COMIISSION
I' CALIIFORNIA

e / 4 i
$E758 ars.

. CommLS s;oncru
- @ Commis sionor Vernon L. Sturseon, being
necessarily absent, did not participate
Commissioner J. P. Vukasin, Jr., deing in tao disposition of this proceeding.
necessaril= sr-nnt, 212 not participate
1D e disnositt m of thiz nroceeding.




