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Decision No .. ----------------

BEFORE 'I'BE PUBLIC UTILITIES COMMISSION OF 'l'HE STATE OF CALIFORNIA 

In the matter of the Application ) 
of TEE 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 deliver an Indenture 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 81908. ) 

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

) 

Application No. 55130 
(Filed August 23, 1974) 
Request for Dismissal 

(Filed September 27, 1974) 

Application No. 54775 
Petition for Modification 

(Filed August 23, 1974) 
Petition for FUrther 

Modification 
(FilGd Septembor 27, 1974) 

Milton J. Morris, Attorney at LaW, for 
applicant and-petitioner. 

Robert 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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o~~~~~~ 

The Pacific Telephone and Telegraph Company seeks 
authority to execute and deliver two indentures and to issuo and 
sell, either by competitive bidding or nesotiation, notes in the 
aggregate principal amount of not exceeding $300,000,000. The 

notes would be in the forms of not exceeding $150,000,000 aggregate 
principal amount of Seven Year Notes due October 15, 1981, and 
not exceeding $150,000,000 aggregate principal amount of Ten Year 
Notes due OCtober 15, 1984. 

After due notice, a public hearing in the above-entitled 
matters was held before Commissioner Sturgeon and/or Examiner 
Donovan in San Francisco on September 6 and 16, 1974, at the 
conclusion of which the matters were tru~en under sUbmission. 
By brief and oral argument staff counsel opposed the company's 
proposal to restrict the california ma~,et for the securities. 

The company proposes to use the note proceeds for 
partial reimbursement of its treasury for capital expenditures. 
In ~~is connection, Exhibit C attached to Application No. 55130 
shows unreimbursed capital expenditures amounting to $2,505,602,816 
on July 31, 1974. Upon reimbursement of the company's treasury, 
the utility contemplates applying $250,000,000 to repay.ing short
term promissory notes, which notes in the absence of financin9 
are estimated to approximate $250,000,000 as of October 24, 1974 
and $365,000,000 by the cnd of December, 1974. 
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After g~v~ng effect to the financing proposed herein, 
the company estimates that its debt ratio would be 48.1% on 
October 31, 1974. 

The three material issues for the commission to con
sider in these proceedings are whether 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,ect to interest ra~e l~itations, 
and (c) the maximum interest rate provisions of Article XX, 
Section 22 of the California Constitution are applicable to 
the prcposcd security issues. 

As closing remarks supporting the request for 
exemption from competitive bidding requirements, the utility's 
treasurer testified II • • • we are being influenced by the 
conditions 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 quality 
of issues and by being very selective in committing long-term 
money_ It 

The evidence in these proceedings persuades us that 
the present unsettled market conditions justify negotiated 
offerings of the securities. Although the utility's present 
plans contemplate sollinS the securities on a nesotiated basis 
and underwritten by a nationwide group, or groups, of invest
ment bankins firms, the company desires alternative authority 
to sell them pursuant to eompetitive bidding in the event of 
substantially improved market conditions. We do not find that a 
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negotiated sale is always necessarily in the public interest. This 
decision is not intended to modify the competitive bidding rule as 
initially set out in Decision NO. 38614 (46 Cal.R.C. 281 (1946». 

The notes are not proposed to be offered or initially 
sold in the State of california or to California residents if the 
interest rate thereon exceeds 10% per annum. Petitioner asserts 
that in view of the California usury Law the notes and indentures 
should "contain special provisions applicable to California 
residents which will have the effect, in the ovent the interest 
rate on the Notes exceeds 10% per annum, of limiting the interest 
which may be received by such residents, other than lenders 
cxompted by the C<llifornia constitution, to 10% per annum." The 
~ceo~e eooa not support this ~ssertion. 

In any event the proposed restriction is unnecessary 
in view of our recent holding in Decision No. 83411, dated 

\ 

September 4, 1974, in Application NO. 55080, relating to Southern 
California Gas Company, and Decision No. 83504, dated september 24, 

19;4, in Application No. 55116, relating to Pacific Gas and Electric 
Company, that the California Usury Law docs not apply to the 
issuance and sale of securitios authorized by this Commission. 
We reaffir.m this holding and conclude that if the interest l~itation 
of the california usury Law is exceeded but it is dete~ined that 
the transaction, whether negotiated or by competitive bid, is the 
best the utility can obtain because of mar7~et conditions, then the 
public interest requires this Commission to authorize the issuance 
and sale of the debt instruments. 

After consideration the Co~~ission finds that: 
1. Petitioner is a California corporation operating 

under the jurisdiction of this commission. 
2. Peti tioncr seel~s 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 fee for 
authoriz1ng not exceeding $100,000,000 of 
Seven Year Notes. 
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3. The proposed notes would be for proper purposes. 
4. The utility has need for external funds for the 

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

that the proposed restrictions on California 
sales would be in the public interest. 

6. The proposed usc of five-year redemption 
provisions is reasonable. 

7. The money, property or labor to be procured 
or paid for by the issuance and sale of the 
notes herein authorized is reasonably 
required for the purposes specified herein, 
which purposes, except as otherwise authorizod 
for accrued interest, are not, in whole or in 
part, reasonably chargeable to operating 
expenses or to income. 

s. The salo of the proposed notes should not be 
required to bc at compotitive bidding. 

9. The notes being unsecured, no California 
p~operty would bQcome oncumbered thereby. 

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

11. Pursuant to plenary powers granted to the 
Legislature by Article XII, sections 22 and 23 
of the California Constitution, the Legislature 
is authorized to confer additional consistent 
powers upon the PUblic utilities Commission as 
it deems necessary and appropriate, unrestricted 
by any other prOVisions of ~1e California 
Constitution, excopt those directly relatin9 to 
tho Commission. 

12. The Logislature has conferrecl upon the Public 
Utilities Commission the authority to regulate 
the issuance of public utility securities, 
including evidences of indebtedness, and to 
prescribe restrictions and conditions as it 
deoms reasonable and necessary (Sections 816 
at seq. of the PUblic Utilities Code) • 
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13. Pursuant to the plenary powers granted to the 
Le9islature in Article XlI, Sections 22 and 23 
of the California Constitution, it conferred 
upon the Public Utilities Commission 
comprehensive and exclusive power over the 
issuance of pUblic utility securities, 
includin9 evidences of indebtedness, and the 
Usury Law cannot be applied as a restriction 
on the PUblic Utilities Commission's rogulation 
of such issuances of pUblic utility securities, 
including the establishment of a reasonable 
rate of interest. 

14. In addition to the plenary powers granted to 
the Legislature by the California Constitution 
pursuant to which the Legislaturo conferred 
upon the PUblic utilities Commission exclusive 
authority to regulate the issuance of notes by 
public utilities (sections 316 et soq. of the 
Public utilities Code), irrespective of the 
usury Law, judicial interpretation of the 
California Usury Law has exempted corporate 
notes of pUblic utilities from operation of 
ehe Usury Law. 

15. If the usury limitation contained in Article XX, 
Section 22 of the California constitution and the 
Usury Law Initiative Act is exceeded, but the 
transaction is authorizod by this Commission and 
is the bestpotitioncrcan obtain because of 
market conditions, potitioncrutility, its 
assignees or successors in interest, will have 
no occasion to and cannot assert any cla~ or 
defense under the California Usury LaWi further, 
and necossarily, because of lawful issuance by 
petitioner of notes in compliance with authorization 
by the PUblic Utilities Commission, persons 
collecting interest on such authorized notes a~e 
not sUbjoct to the usury Law sanctions. 

16. The Commission does not find objectionable 
petitioner's proposal to situate and structure 
the proposed issuanco and sale of said notes 
outside California. 
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On the basis of the foregoing findings we conclude that 
(1) Decisions Nos. 82782 and 82938 should be rescinded, (2) the 
utility should be authorized to issue and sell $300,000,000 of 
securities in the forms and manners as requested, except that no 
special restrictions shall apply to california residents, ana 
(3) the California Usury Law has no application to the issuance 
and sale of the utility·s notes. 

~he authorization herein granted is for the purpose of 
these proceedings only, and is not to be construed as indicative 
of amounts to be included in proceedings for the determination of 
just ana rQa~able rates. The utility is hereby placed on 
no~ice that, if tho Commission believes that the negotiated 
prices or interest rates pertaining to the proposed security issues 
will result in excessive effective interest costs, it will take 
into consideration in rate proceedings only that which it deems 
reasonable. 

Q.B.Q.[R 

IT IS ORDERED th.at: 
l. Decisions Nos. 82782 and 82930 are hereby rescinded, 

and Application No. 55130 is hereby dismissed. 

2. The sale by The Pacific Telephone and Telegraph Company 
of not excoeding $150,000,000 aggregato principal amount of its 
Seven Year Notes due October 15, 1981~ and not exceeding 
$150,000,000 aggregate prinCipal amount of its Ten Year Notes due 
October 15, 1984, is hereby exempted from the Commission's 
competitive bidding rule set forth in Decision No. 38614, dated 
January 15, 1946, as amended, in case No. 4761. 
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3. Tho pacific Telephone and Telegraph Company may execute 
and deliver indentures in sUbstantially the same fo~s as Exhibit E 
in Application No. 54775, appropriately modified to eomply with 
this order includin9 deletion of the Restrictions Applicable to 
california Residents paragraph and the related subsection 9.01(e). 

4. The pacific Telephone and Telegraph Company may issue 
and sell notes in the aggregate principal amount of not exceeding 
$300,000,000 in the for.ms of not exceeding $150,000,000 aggregate 
principal amount of Seven Year Notes due October 15. 1981. and 

not exceeding $150,000,000 aggregate principal amount of Ten Year 
Notes due october 15, 1984, all in accordance with ~e pleadings, 
tos~~ony and exhibits modified to be consistent with paragraph 3 

hereof. 
s. Neither The pacific Telophone and ~ele9raph company nor 

any person purporting to act on its behalf shall at any time assert 
in any manner, or attempt to raise as a c1atm or defense in any 
proceeding, that the interest on said notes exceeds the maximum 
permitted to be charged under the California Usury Law or any 
similar law establishing the maximum rate of interest that can be 

charged to or received from a borrower. 
6. The pacific Telephone and Telegraph Company shall usc 

the proceeds of tho issuance and sale of said securities, exclusive 
of accrued interest, to reimburse, so far as possible, its treasury 
for funds expended as set forth in the record. The accrued 
interest may be used for such pu~ose or for general corporate 
purposos. 

7. promptly after The Pacific Telephone and Telegraph 
company deter.mines the prico or prices and interest rate or rates 
pertaining to the securities herein a~thorized, it shall notify 
the commission thereof in writing. 
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8. In tho ~vent. 'rhe Pacific: Tolephone and Tcleqraph Company 
utilizes compctitive bidding, in lieu of the notification required 
by paragraph 7 hereof the company shall file with the Commission 
a written report showing as to each bid received, the name o:i: the 
bidders, the price, the interest rate, and the cost of money to 
it based upon said price and interest rato. 

9. As soon as available, The Pacific Telephone and Telegraph 
Company 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, Tho pacific Telephone and Telegraph Company 
shall file with the Commission a statoment, in lieu of a report 
under General Order NO. 24-B, disclosing the purposes for which 
it used the socurity issue prococds. 

11. This order shall become effoc'1:i ve when The pacific 
Telephone and Telegraph Company has paid the fee prescribed by 
Section 1904 (b) of tho Public u-::ilities Code, whieh foc is 

$156,000. 
Dated at ____ &m __ Fnm ____ cls_~_' __ ~, California, this 

day of _--.;;..OC,,;;..T_O_B_ER_' __ , 1974. 

PUBLIC UTlln':$ :OMr:if$S .:'i 
STATE OF CALIFORl\."lA 

~~~,~. 

Comml.SSl.oners 
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