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:oocision No. 8:1961 

BEFORE THE PUBLIC UTILITIES COMMISSION OF T.aE STATE OF ~XFORNIA . 

In the Matter of the Application ) 
of Southern Pacific Communications ) 
Company for authority to issue } 
notes andadcli tional stoc:l~.. ) 

) 

Application NO. S42SS 
(Filocl AU9uSt '21, 1973) 

Herbert 10\... ~:aterman and RichC!rd S.. I(opf., Attorneys, 
at Law, for ~pplic:ant. Sicnoy J.. ~7cbb, for the 
Commission staff. 

OPINION .... ~ ...... -- ... .-
Southern Pacific communications Company seeks exemption 

from the commission's competitive bidding rule, and authority to 
issue $24,000,000 a99re9'atc principal amount of notes and 
$5,900,000 a9gregate par value of common stoc:lc. 

" After due notice, a public hoaring on tho above-
entitled matter w~s held before Examiner Donovan in San Francisco 
on September 21, 1973, at the conclusion of which the matter was 
taken under submission. The Commission has rcccivea no protests 
in tho proceeding. 

Applicant is a corporation inco~orated on January 23, 
1970 unoer the laws of "he State of Dela~laro, and is a wholly 
owned subsiaiary of SOllthern Pacific Company. Applicant is 021 

specialized common carrier of tclcco~~unications presently 
constructing a microwave communications sys~em which will extend 
from $Cattlc, Washin9ton to San Dio90~ California, and from 
Los 1.n9cles, California to East St. Louis, Illinois via· 
Houston, 'rcxas. 
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The communications company proposes to issue 
$12,000,000 of notes in favor of connecticut General Life 
Insurance company, $12,000,000 of notes in iavor of ~oaehcrs 
Insurance and Annuity Association of J'.merica, ~nd $5,,900,,000 

aggregate par value of i'GS common stock to Southern Pacific 
Company. The proceeds of $29,900,000 would b¢ applied toward 
defraying the cost of construction and completion of the 
f~cilitic$ for applicant's microwave co~~unic~tions system, 
and toward repaying tamporary advances obtained for suCh 
construction ~nd completion. 

The notes aggregating $24,000,000 would be desisnated 

as 3-1/4% Notes duo 1993, and Southern Pacific Company would be 
the unconditional 9uarantor. commencing in 197.9 applieant would 
repay from $1,600,000 to $5,000,000 principal amount of the 
notes annually _ The notes would be non-refunclablc' for the: 

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

As justification for seeking exemption from 
competitive bidding requirements with respect to the notes, 
the application states the following: 

"Applicant requests that the Commission find 
that the Notes may be issued~ as, aforesaid, without 
being offered for competitive biaoing_ It is not 
desirable or feasible for the Notes to be sold at 
competitive biddin9 for the following reasons: 

"Applicant has not enga9cd in tho common 
carrier communications business since the date of 
its incorporation in .'J:)Claware on January 23, 1970, 
havin9 been con'tinuously occupied since that date 
in obtaining its roquired licensos from the FeCleral 
Communications Commission. and in constructing 1ts 
said communications system. As Applicant has not 
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yet engagca in the communica~ions business, 
Applicant docs not possess the ba~~sround of 
operating experience and earnin9s in that 
business which may be necessary in order to 
commend securities to tho inve~ting p~lic and 
to provide standards for jud9ing thoir ratings 
and quality. On the other hOlnd, the said Lenders, 
duo to their confidence in Applicant ana its 
proposed opcraeions, are prop~rcd to loan 
necessary funds upon tho terms stated, which arc 
believed by Applicant to be moro advantageous 
and superior to any loan financing which could 
be obtained by Applicant through eompetitive 
bidding, both in respect of 'cerms of ropayment 
and interest eost. Moreover, greater flexibility 
is being provioed by said loans being placed with 
only two lenders,. rather than :bein9 publicly· held. 
Unexpected developments may occur in any new enter
prise, and it is of value to have its securities 
elosely held to pcr.mit necessary changes to be 
nogotiated in the event SUcl1 developments becomo 
sisnificant. Private placcmonts of securitios, 
includin9 privately negotiated loans, have been 
widely adopted for the financin9 of now companies. 
Further.morc, each of tho said Lenaers has eonsiaer
able knowledgo of Applieant· s proposed comxxn,mieations 
system and business operations by reason of prior 
negotiations for the said No'1:.c :Zinancin9. 

"It is tho considered judgment of Applicant, 
and Applicant has been infor.mod by persons who· ~re 
actively cn9a9cd in tho public offering of securities 
of communications companies, 'chat, under present 
market conditions, loans on as favorable tcr.m$ as 
the proposed Note financing cannot be obtained 
through the public offcrin9 of Applicant's securities, 
or by compotiti ve bioding." 
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A summary of the reported consolidated balance Sheet of 
Southern Pacific Company andsUbsicliarios at'Deccm]:,er 31, 1~72, 

in '..:.housands of dollars, is as follows: 

Assets 

Current assots 
Investments 
Property - net' 
Other assets and deferred Charges 

Total, 

Liabilities 

current liabilities 
Long-tom debt 
Deferred federal income taxes 
Other liabilities and reserves 
Equity of rninori'cy stocl~olders 

in sUbsiaiaries 
~,oc:kholaors' equi ty 

Total 

$ 337,090 
95,465-

2,818,606 
,42,098' 

$3-,293,259' 

$ 302,486 
791,.008, 
424,715 
- 70,199 

7,726 
1, G97, 125,_ 

~3, 293, 25-9 

Applicant presented evidence a', 'cl').c public hearin9 for 
supportins its request for exemption frOQ competitive bidcing ana 
for Zluthori ty to issue notes and stoele. 

After consideration we find 'clla't: 

1. 'the,. proposed stocl~ and note issuos are for proper. 
purposes. 

2. Applicant has need for oxternal funds for tho 
purposes set forth in this proceeding. 

3. The proposed restricted p~epay.mont provision 
is reasonable. 

~_ The 8-1/4% per annum interest rate applicable 
to· the proposed notes is favora~lc to applicant 
under current market conditions. 
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s. A financially stron9 guarantor of the proposed 
notes controls applicant. 

6. The issue and sale of '::he proposed notes should 
not be required tobc cffectee ~~,compctitivc 
biCIcing. 

7. The money, property or labor to be procured or 
paid for by t.he issues of t.."1.c stocle and notes 
herein ~uthorizcd is reasonably required for 
the purposes specified herein, ~n1ich purposes 
arc not, in whole or in part, re~son~bly ch41rge-
able to operating expenses or ~o income. ' 

On the basis of the foregoing findinqs we conclude th~t 
the application should be granted. The (,lc'i:ion ·t:a)tcnhorcin is 
for the purpose of this proccedin~ only, ~nd is not be be con
strued as indicative of &"ounts to be incluQeQ in proceedings 
for the dctcr.mination of just and reasonable rates, nor as 
including or ~plyin9 in ~lis proeeedinq tho gr(.lnting of a~y 
au~~ority to ~rovido any intrastate services, either generally 
or on (.lny specific route. 

ORDER .... ~~- .... 
IT IS ORDERED that: 

1. Zbe issuo ~nd s~lo by Southern P~eific communications 
Company of not exccedin9 $24,000,000, <l99rcg':l'cC principal amount 
of its 8-l/4% Notes cuo 1993 arc hereby c::craptcd from the COt:1-
mission' s competitive biddins rule SO"c :Zor'ch in Decision ,No,. 33614, 

da'ecd J~nuary lS, 1946, as ~mcndet1, in C(:Ise No. 4761. 
2. Southern P(.lcific Communic~tions Company may issue ~nd 

sell at a price of not less than 100% of thoir principal amount 
not exc:cedin9 $24,000,000 aggregate p:rinci~al amount of its 8-1/4% 
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Notos aue 1993. COt~i~ent fees m~y be deduetoa from the price. 
The no""wes shall :be in sUbstanti~lly tho s.amc form as thZlt in 

evioence ZlS :~hibit No. 4 and ~ubjcct to Note Agreements con
'.;ainin9 terrne consisten'i: ~li th Exhibi t ~10.. Z_ 

3. Southern p~cific Communic~tions Comp~ny may issue 
~~d sell to Southern P~ci~ic Company, ~t par for c~sh or in 

repayment of tcm~orary vdvanccs, not excoeding 590,000sh~res 
of $10 par value common stoc!t .. 

, 

4. Sou~1ern P~cific Communica~ions Company shall usc 
J.;he proceees from the s~le of the notes ~na s'cock herein 

authorized for the purposes s~cificd in this proceeding_ 

S - Sou'thorn Paci~ic Communie~tion!» Company' shall fi~c 
wi'i:1'l the Commission roper'cs required by General Oreer No,. 24-B, 

~lhich order, insofar as <::pplicable, is here~y ritadc, a part 0:1: 
this order. 

(5. This oreler shall become e£Zec'i:i vc when Southern 
Pzcific Communications Company has paid the fOes prescribed by 
Sections lS04(bJ <::nt1 1904 .. 1 of the PuJjlic U'i:ilitics Code" 
't'1hicb, fees ilrc $18,000 anci $6, 900 I rospccti vely, or ~ tot~l of 
$24,900 .. 

Dated at S~n Francisco, Californi~', this ~ay 
of Octobcr, 1973·. 

PUBLIC . UTILITIES COMMiSSION 
STA1:J!; 0l1' CfI..LIll'OR..VIA 

COm=1~~1oner ]. P. Vukas1n. ]r •• bo1ng 
nceos!':a.ril- f'~-:I:'~t. c1~ not J)srUc1p4to 
!!l ~o <!i::;!)o::a~J '-: -:,.~ th1: DrOCee~!ng. 


