
Decision No. 
82~36 

BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE S~T.E O~ ~FORNIA 

In the matter of the Application of 
THE PACIFIC TELEPHONE Atm' TELE<7RAPB 
COMPANY, a corporation~ 

} 
) 
) 
) 

for an order authorizing it (a) to ) 
issue and soll $100,000,000 principal) 
amotlnt .. of Seven Year Notes duc ) 
June lS" 1981, and (b) to execute ) 
and doliver an Indenture to' be dateo ) 
as of June lS, 1974. ) 

) 

Application No. 54775 
Petition for Modification 

(Filed May 24, 1974) 

FIRST SUPPLEMENTAL O?INION 

By Decision No. 82782, dated April 2~, 1974, in the 
above-entitlcd matter, the Commission authorized The Pacific 
Telephone and Telegraph Company to exocute and deliver an indenture 
and to issue anCl soll, at compotitive bidding,' $100,000,000' 
aggregate principal amount of its Seven yoar Notes duo Juric 15, 

, 
1981. 

petitioner seeks authority to make appropriate changes 
in the proposed documents in order to retain flcx~ility with 

respect to the issllance, maturity and interest payment dates so 
as to reflect the actual offering date. 

After consideration the Commission rcaffixms its findinqs 
in said Decision No. 82732 ana further finds that ~ pro.poscd 

~ changos are reasonable. on the basis of these. findings we 
conclude that the petition should be granted. A public hoaring is 
not no.cessary. .. .. 
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Zhc authority herein ~antcd is for the purpos~ of this 
proceeding only and is not to be construed as indicative of amounts 
to be included in proceodings for the determination of just and 
reasonable rates. 

FIRST SUPPLEMENTAL ORDER 

IT IS OR.'OERED that ordering paragraphs Nos.. 1 and 2 of 
Decision No. 82782 are hereby amended to read as follows: 

l. Tho Pacific Telephone and Telegraph 
company may exocute and deliver ~ indenture in 
st.Wstantially the same fo:cn as Exhibit B 
attaChed to Application No. 54775 with 
appropriate chm1gos in the issuance, maturity 
and intorest payment (latcs in Exhibit B to ' 
refloct the actual offerin~ oatc in the issue 

• and sale of notcxceedin9' $100,000,000 of 
$Oven Year Notes. 

2.. ~e Pacific Tc,lcphone and Telograph 
Com~ny raay invite the submission of written 
scaled bids for the purchase of not exceeding 
$100,000,000 a99%cgate principal amount of its 
Seven Year Notes. 

The effectivo date of this First Supplemental Order is 
the date hereof. 

Dated at San Frnnciseo, cnlifornia, this L day 
of • IAV , 1974. 

... c:: 

C; $~&:.".J"/' 
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:Decision No. _______ _ 

BEFOR:e 'l'HE PUBLIC TJ'ln,ITIES COMMISSION OF 'l'EE s.t'A1'E OF CALIFORNXA 

In the matter of the Application ) 
of THE PACIFIC TELEPHONE AND ) 
TELEGRAPH COMPANY, a corporation,) 
for an order authorizing it ) 
(a) to issue and sell Thirty- ) 
Eight Year Debentures due ) 
October 15, 2012 in an aggregate ) 
principal amount not exceeding ) 
$300,000,000, (b) to execute ) 
and <ieliver an Indentw:e and ) 
(c) for the exemption of such ) 
proposed issue of Debentures ) 
from the requirements of the ) 
competitive bidding rule ) 
established in the Commission's ) 
:Decisions NOS. 38614, 49941, ) 
75556 and a190S. ) 

---------------------------) , ) 
In the matter of the Application ) 
of THE PACIFIC TELEPHONE AND ) 
~ELEGRAPB COMPANY, a corporation,) 
for an order authorizinq it ) 
(a) to issue and sell, ) 
$100,000,000 principal amount , 
of Seven Year Notes due ) 
JUne 15-, 1981, and (1:» to ) 
execute and deliver an ) 
IndentUX'e to be dated as of ) 
June' lS, 1974. ) 

) 

Application No. 55130 
(Filed August 23" 1974) 
ReqUest £or Dismissal 

(Filed September· 27, 1974) 

Application No. 54i75 
Petition £or MOdifica.tion 

<Filed August 23., 1974) , 
Petition' forFurt.hcr' 

.. ' Modification· 
(Filed SCp"'"~r27., 1974) 

Milton J. Morris, Attorney at Law, for 
applicant and petitioner. 

~obert w. Russell, for City of LOs Angeles, 
interested party. 

Ira R. Alderson, Jr .. , Attorney at Law, and 
Sidney J .. Webb, for the Commission staff. 
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OPINION .... --- ...... ~--.. 
'rho Pacific Talcphone ana 'I'elosraph Company scola; 

authority to execute <ma deli vcr two indentures and to issuo ana 

sell, either by competitive bidding or negotiation, notes in t.~c 

aggregate principal amount of not exceeding $300,000,000. 'l'he 

notes would be in the forms of not exceedin9 $150,000,000 aggregate 
l?rineipal amount of seven Yoar Notos due October 15, 1981, and 

not exceeding $150,000,000 aggregate principal amount of Ten Year 

Notes duo OCtober 15·, 1984. 

After due notice, a pUblic hearing in the abovc-cntitlee 
matters was held before Commissioner S"cUX'9CotJ. :md/or Examinor 
Donovan in san Fr:lncisco on Septom:bcr G ane 16, 1974, at the 

conclusion of which the matters were t~~ under submission. 

By. brief ana oral argument staff counsel opposed the company f, s 

proposal to restrict the California marltcr', for the securi tics .. 

The comp<my proposes .to usc the note proceeds for· 
partial reimbursement of its treasury for capital expenditures. 
In this connection, Exhibit c attached to Application No. 55130 
shows unreimbursed capital expenditures amounting t.o- $2,505,.602,816 

on July 3l, 1974. Upon reim:burscmcnt of the company's treasw:y, 

the utility contcmpl<!tcs applying $250,000,000 to repaying short

term promissory notes, which notes in the absence of. financing 

are estimated to approximate $250,000,000 as ofOetober 24, .1974 

and $365,000,000 by the end of Docccbor, 1974. 
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After giving effect to the financing proposed hexcin, 
the company est~tes that its debt ratio would be 48.7ft" on 
Octob~r 31, 1974. 

The thzee material issues £or ~he Commission to con
sider·in these proceedings are whcth~ or not (a) the sale of, 
the proposed securities should be required to be through 
competitive bidding, (b) special restrictions should apply to 
California residents with res~ct to interest ra~e limitations, 
and (c) the maximum interest rate provisions of Art~cle XX, 
Section 22 of tbe California COnstitution are applicable to 
t~e prcposed security issues. 

As closing remaxks supporting the request for 
exemption fxom competitive bidding requirements, the' utility's 
t:easurer testified II ••• we a:e being influenced by·the 
coneitions now oXisting in the financial markets. Interest 
rate pressures are intense, reflecting a lessening of credit 
availability and a strong demand for funds. InVestors are 
shOWing their concern by placing great emphasis on the ~lity 
of issues and by being very selective in cOmmitting long-term 
money ... 

~he evidence in these procceaings persuades us that 
the present unsettled mazket conditions justify negotiated 
offering'S of the seew:ities. Although the utility's present 
plans contemplate $C~ling' the securities on a neg'otiatcd basis 
<llld underwritten by a nationwide g'X'oup, or qroups, of invest

ment banking firms, the company desiX'es alternative authority 

to sell them pursuant to competitive bidding in the event of 
substantially improved market conditions. We cc>·not find that a 
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nCg'otiateo sale is always neeessarily in· the ptl.blic interest... This 
oecision is not intenocd to modify the competitive bidding' rule as 
initially set" out in Decision NO .. 38614 (46 cal.R.C. 283. (1946»_ 

The notes arc not proposed to be offered or initially 
sold in the State of california or to california residents if the 

intorest rate thereon exceeds l~~ per annum. Petitioner asserts 
that in view of the california tTsUX"'j' Law the notes and indentures 
should "contain special provisions applicable to california 

residents whic..'l will have the effect, in the event tho interest 
rate on the Notes exceeds lOO~ per annum, of limiting the interest 
which may be received by sueh residents,. other ~:han lenders 

exempted by the ca lifornia Constitution, to 10% per annum." Xhe 
record docs not support this assertion .. 

In any event tho proposed restriction is unnecessary 
in view of our recent holding in Decision No. 8341l, dated 
September 4, 1974, in Application No. 55080, relating to. Southern 
California Gas Company, and Decision NO. 83504, dated Scptemher 24, 

1974, in Application NO. 55116, relating to Pacific Gas and Eleetrie 
Company, thZlt the California Usury Law docs not apply to the 
issuance and sale of securities authorized by this commission. 
We rcaffim this holding and conclude that if the interest li::1itation 
of the california Usury Law is exceeded but it is dete:mined that 
the tra:lsaetion, whether negotiated or by compcti tive bid, is the 
best tho utility ean obtain becau.se of markot conai1:ions, then the 

public interest requires this Commission to authorize the issuance 
and sale of the debt instr"l:tnents., 

After eonsideration the commission finds that: 
1. Petitioner is a california corporation operating 

under the jurisdiction of this commission. 
2. Petitioner seeks modifications of Decision 

No. 82782, dated April 23, 1974, as amended 
by Decision No. 82938, dated.May 29,. 1974, 
whiCh re~ired an unpaid $56,000 fec for 
authorizUlg not exceeding $100', 000,000 of 
seven Year Notes. 
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3 - 'l'he proposed notes woald be for proper purposcs. 
4. The utility has neocl for cX,tcrnal funds for the 

purposes set forth in these proceedings. 
5. It has not been established to our satisfaction 

that the proposed restrictions on califor.nia 
sales woald be in the pUblic interest. -

6. The proposed use of fivo-ycar rcd~ption 
provisions is reasonablo. 

7. 'l'bc money, property or labor to be procured 
or paid for by the issuanco and sale of the . 
notes berein authorized is reasonably 
required for the pu~oses specified heroin, 
whieh puxposes, except as othorwise authorized 
for accrued interest,- arc not, in whole or in 
part, reasonably chargeable to oporating 
expanses or to income.-

a. The sale of the proposed notes should not be 
required to be at competitive bidding_ 

9. The notes being unsecureCf, no california 
proporty would becamo oncumberod thereby. 

10. Prevailing market conditions may necessitate 
that petitioner's proposed notes will be 
issued and sold with a rate- of interest 
exceeding the limitations provided in 
Article XX, scction 22 of the california 
Constitution. 

11. PUrsuant to plenary powers granted to the 
Legislature by Article XII, Soctions 22 ana 23 
of the california Constitution, the ~9islature 
is authorizod to confer additional consistent 
powers upon the Public Utilities Commission as 
it doems necessary and appropriate, unrestricted 
by any other prOVisions of the California 
Constitution, except those dir~etly relating to 
the Commission. 

12. The Lc9islaturc has conferroe upon the Public 
Utilities Commission the authority to regulate 
the issuance of pUblic utility scc:uritics, 
including evidences of indebtedness, ana to 
prescribe restrictions and conditions as it 
deems reasonable and necessary, (SCetions 816 
et saq. of the Public Utilities Code). 
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13. Pursuant to the plenary powers granted to the 
Lcsislature in Article XII, SCctions 22 and 23 
of th~ california Constitution, it conferred 
upon the PUblic Utilities Commission 
comprehensive ana exclusive power ovor tho 
issuanco of pUblic utility securities, 
including evidences of indebtedness, and the 
Usury Law cannot be applied as a restriction 
on the Public Utilities COmmission's regulation 
of such issuances of public utility securities, 
including the establishment of a reasonable 
rate of interest. 

14. In addition to tho plenary powers granted to 
the Legislature by tho california Constitution 
pursuant to which the Le¢slaturo conferred 
upon the PUblic Utilities Commission exclusive 
authority to regulate the issuance of notes by 
public utilities (Sections 316 at seq. of the 
PUblic Utilities Code), irrespective of the 
Usury Law,. judicial intcrprc"cation of the 
California Usury Law has CXCI:1ptod corporate 
notes of pUblic utilities frOQ operation of 
the usw:y ]JaW. 

15. If the usury li%:litation contained in Article ;)OC, 
Section 22 of tho California Constitution and the 
Usury Law Initiative Act is exceeded, but the 
transaction is authoriZGd by tbisCOmmission and 
is the best peti tioncr can obtain bceaus~ of 
market conditions, petitioner utility, its 
assignees or successors in interest, will have 
no occasion to and cannot assert any claim or 
clefensc under the California Usury Law: further, 
and necessarily, because of lawful issuance by 
petitioner of notes in compliance with authorization 
by the PUblic Utilities Commission, persons 
collecting interest on such authorized notes are 
not sUbject to the Usury Law sanctions. 

16. The Commission docs not find objectionable 
petitioner's pr~osa1 to situate and structure 
the proposec1 issuance and sale of said notes 
outside Califor.nia. 
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On the basis of the foregoing findings we conclude'thzLt 
(1) DccilZions Nols. 82732 and 82938 should be rescinded, (2) the 
utility should be authori:cG to i~suc and =011 $300,000,000 of 
seeuri".:ies in the forms anG l:Ulnners ~s requested,. except 't:hat no 
spcci~l restrictions shall apply to California rcsidcr.ts, ar-d 
(3) the California 'C'$ury' Law has no application to 'the i::suan~e 
and sale of·the utility's notes. 

'nlc authorizatiol:. herein <r.antcd is for the purpose of 
these p:occedings only, ~d is ~ot to be construed as indicative 
of ~ounts to ·be included in p=ccoeding= for the dcte:cni~tio:l of 
just ana ro~~lc ratez. ~~C u'tility is hereby pl~ccd on 
notico ~t, if thcCommiscion believes that the negotiated 
prices or interest rates pertair~g to the proposed security izsues 
will result in excessive c~fective interest co~ts, it "'1:11 take 
into· consideration in rate proceedings only thzt which it deems 
reasonable. 

IT IS ORDERED that: 

1. Dceisions Nos. 32782 and S2930· ~re hereby rcscinc1ec1, 
and Application No. 55130 is h~rcby dismissed. 

2. The sale by Tho Pacific Telephone ~d Telegraph Company 
of not exceeding $150,000,000 a9g:C9'~te principal amount of its 

I . 

Seven Year Notes due october 15·, 1981, and not cxeood:L.n9' 
$150,000,000 a9gregatc principal amount of its'Ten ~ear Notes due 
oetober lS, 1984, is hereby exempted from the. commission's 
compctitiv~ bidding rulo set forth in Doeision N~ .. 38614, elated 
Janua%'y' 15, 1946, as amenC:cd, i:l. case No. 4761. 
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3. Tho Pacific Telephone and Telegraph Company may execute 
and deliver indentures in sUbstantially tho same for.ms as Exhibit E 
in Application No. 54775, appropriately modified to· comply with 

ti~s order includin9 deletion of the· Restrictions Applicable to· 

California Residents paragraph and· the related sUbsection 9 .. 01(0). 
4. ~e Pacific Telephone and Telegraph Company may issue 

and sell notes in the aggregate principal amount of not exceeding 
$300,000,000 in the for.os of not exceeding $lSO,OOO,OOOaggrcgate 
prinCipal amount of Seven Year Notes due OCtober lS, 1981, anCI 

not cxcceaing $l50,OOO,000 a9gre9ate principal amount of Ten Year 
Notes due October lS, 1984, all in accordance with ~e ~lcadin9s, 
tes~~ony and ~its modified tob¢ consistent with· paragraph 3· 
hereof. 

S. Neither The Pacific ~clephone and Telegraph company nor 
any person purporting to act on its behalf 3Mll at any time :J.szcrt 
in :any manner, or attempt to raise OlS a claim or· defense in any 
proceeding, that the interest on said notes exceeds the maximum 
por.mittcd to be charged under the California Usury Law· or. any 
similar law establishing the maximum rate of interest that can be 

chargod to or received from a borrower. 
6. 'the pacific Telephone and ':celo9raph COmpany shall usc 

the procecds of the issuance and sale of sai4 securities, exclusive 
of accrued interest, to reimburse, so far as possiblo, its treasury 
for funds expQndea as set forth in tho rocord. '!hQ aCc:uOd 

interest may be usod for suCh p~so or for gcncraleorporate 
purpoaes. 

7. Promptly after The pacific Telephone ana Tolegraph 
Company dcto:mines tho price or prices and interest rate or ratos 
pertaining to the securities heroin authorizcc1, it shall notify 
. the COI:.'Imi.ssion thereof in wri tinS'. 
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S. In the event The Pacific Telephone and Telegra.ph Company 
utilizes compotitive bidding, in lieu of the notification required 
by p~agra.ph 7 hereof tho company shall filo' with tho Commission 

a written report showing as to ea.ch bid reeeivoQ, tho name of tho 

bidders, the price, the interest rate, and the cost of money to 
it based upon said price and interest rate. 

9.. As soon as available, The Pacific Telephone and 'l'eleg-raph 
Co=pany shall file with the Commission three copies of each 
prospectus pertaining to said securities. 

10. Within one month after issuing' and selling the securities 
herein authorized, ~o Pacific Telephone and Telegraph Company 

shall file with the Commission a statement, in lieu of a report 
under Gancral Order No. ,24-B,· disclosing' thO' pw:poses for which 

it used the security issue proceeds. 
ll. This order Shall bocome effective whon The Pacific 

Telephono and Telegraph Company has paid the fce prescribed by' 
Section 1904{b) of the Public 'O'tilitics Codo, which £cc is 

$156,000. 
Sa:a. Fr3nd3eo Dated at _______ ~, C~llfornia,. this /.#C 

day of __ O~C;..,;.T_08_E;;;,;.,.R~-J' 1974. 
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/".." .' ,. 
'~:(>;-~-'.~'~ .. "'~ , 

V'ER...",\ON L. STURGEON 
'Presi4ellt 

'W'J!.:U..A..Vf.SY.MONS; ~JR. 
l ~., ''U''f''I''U' A COIN '."JR,;:" ' , 

'" 11:. Y vn.t''..;)" " 

THOMAS, MOR.A.."'T:':· . 
D~ W. HOLMES.: , ' 
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