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Decision ___ S_Z ___ 04 ____ 0_~_ ftFR -6. 
BEFORE 'IRE PUBLIC UTILITIES COMMISSION OF '!HE STATE OF CALIFORNIA 

Application of !HE PACIFIC ) 
TELEPHONE AND TELEGRAPH COMP A..~, to) 
issue on a negotiated, basis a ) 
promissory note or notes in an ) 
a~srep:ateprineipal amount not to ) 
exceed S250 r OOO.OOO; and for an ) 
exemption of such proposed issuance) 
from the requirements of tile ) 
Competitive Bidding Rule. ) 

-----------------------------) 
OPINION -------

Application 82-03-0S 
(Filed March- 1,1982) 

,/ 

..... J 

: 

!he Pacific Telephone and Telegraph Company (PaCific) 

requests authori~ under Public Utilities (PU) Code, Seeti~ns 816 

through 818, to enter into an agreement or agreements to ~ssue and 

sellon a ne~otiated baSis by private placement an unsecured 

promissory note or notes (Term Notes) in an aggregate principal 

amoun:t of up to $-250,000,000, exempt from the Commissio:l's 

competitive bidding rule and with a term or terms of Dot to- exceed 

six years. 

Nor;'ice of the filing of the application appeared' on the 

Commission's Daily Calendar of March 3, 1982. No protests have 

been received • 
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Pacific~ a California cor?ora~ion~ is sole owner of Bell 

Telephone Company of Nevada. and a s\7bsidiary of the American 

Telephone and Telegraph Company which owns 91.5% of Pacific's 

common shares. Pacific is a public utility telephone company 

en~aged in ~he business of providin~ local and long-distance 

telephone service in the State of California. Pacific's system is 

comprised of local and long-distance telephone lines and exchanges~ 

buildings~ ri~hts-of-way, franchises~ and equipment. For calendar 

year 1981, Pacific reports total consolidated operating revenUeS of 

$6,818-,900,000 and net income of $438,800,000. 

Pacific proposes to enter into an agreement or agreements 

to issue and' sellon a negotiated basis by private placement Term 

Notes in the a~gre~ate principal amount of up to $250,000,000 

having a term or terms not to exceed six years. The number of Term 

Notes, the exact a~regate amount~ the formes) and character, and' 

the terms and conditions, such as maturity, the interest rate or 

rates, and any special features pertaining. to redemption shall be 

determined by' Pacific,'s chairma? of the board of directors, 

president, executive vice president and chief financial officer, or 

treasurer. It is expected, however, that the Term Notes will be 

cancellable by Pacific in whole or in part at any time to provide 

needed flexibility. 

" 
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,I, 

Pacific anticipates that the 'I'e:r:m Notes will be

completely placed before July 1 ~ 1982. Pacific expects to apply 

the proceeds (other than accrued interest which would- be used for 

general corporate purposes) for the mandatory redemption of 

$12~500.000 of 7.88% Preferred Shares due July'. 1982 and toward 

reimbursement of its treasury. When the treasury has been 

reimbursed~ Pacific intends to apply an equivalent amount to' . 
repayment of its then outstanding short-term borrowings. whiCh are 

expected to be about $1.2 billion b~ the end of April 1982 in the 
' ... 

absence of the proposed financin~. 

Pacific further states that due to the' nature of th~ 

• transactions involved in privately placing note issues,. it would 

not be appropriate for this Commission to apply its competitive 

bidding rule. Pacific also points out that the proposed financing 

does not require any Securities and Exchange Commission (SEC) 

registration. prospectus, or listin~ on the exch~nges. A public 

debt offering involves accountants' fees, SEC filin~ fees. and, 

substantially' hi~er printing costs. A public offering would' 

entail underwriting costs which are normally ~reater than private 

placement agent fees. PaCific, therefore, states its belief that 

the private placement of debt, as proposed, will be accomplished at 

a cost as low,. if not lower, than would prevail if securities were 

sold at competitive bidding through a public offering • 
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The Revenue Requirements Division has reviewed the 

foregoing reasons and concu~;ts with Pacific that offering its debt 

sec~rities by means of a public sale at competitive bidding would 

be more costly than a sale by private placement. The Division 

believes and concludes that a private placement of the proposed 

Term Notes is less co~tly because of reduced filing fees, printing 
;: 

costs, accountant's fees, attorney's f-ees, and underwriting fees. 

In Decision (D.) 91984, dated' July 2, 1980 for San Diego 

Gas & Electric Company's Application (A.) 59633, we discussed the 

granting of exemptions from the competitive bidding rule, and we 

cl,f~rified the nature of the compellin~ showing tha.t must be ma.de to 

warrant an exemption from the rul~. We served notice that 

assertions regarding the volatility of the market,. the flexibility 

provided by a negotiated sale" and the importance of maximizin~ 

th.e effectiveness of the underwritin~ group will not serve as 

compelling reasons, individually or collectively, for grantin~ an 

exemption from the competitive bidding rule~ 

Because Pacific intends to sell the proposed Term Notes 

by private placement on terms which will be negotiated after ,the 

is~uance of this decision and because of the staff's' conclusion and 

belief that the Term Notes will be sold at a cost as low, if n~t 

lower. than if the Term Notes were to be sold at competitive 

biddIng, we are of the opinion that applying:eh:e Commiss:Lon·s 

cOl?petitive bidding requirements and conditions set forth in 
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D.91984 in this proceedin~ would not be in the best interests :of 
" Pacific or its ratepayers. The rule would not operatet~ ensure 

that Pacific's sale of the T(::rTn Notes would be at the'most. 

favorable cost of money. HoweverI' in order not t~ preclude the 

cO:lpetitive bid optionl' we \Jill also ~ant Pacific the. authority to 

issue the proposed Term Notes by means of a competitive offering. 

In D.93380, dated Au~st 4, 1981 for Pacific's A.606S'6, 

we emphasized our '~firm expectations tt that there will be a 

"massive" infusion of equity into PacificI' and emphasized a 

dissatisfaction with Pacific's high debt ratio. We pointed out, 

however, that these concerns did not mean that we would disapprove 

~ all new debt offerings by PacificI' but rather that we would review 

such applications thoroughly. Since D.93380, Pacific has sold 

approximately 23 million shares of equity in connection wi~ a 

rights offering and more than one million shares in connection 'With 

the Bell System Employees Stock Ownership Plan, both in September 

of 1981. Furthermore, Pacific has filed in compliance with D .. 93367 

its financin¢ plans throu~ September 30, 1983.. These plans 

provide for a very high proportion of equity financing, Sl'HJ the 

presently proposed debt financing is not inconsistent therewith. 

Finally, the pending mer~er application proceeding (A.&'04$~ filed 

11/6/81)J as Pacific points out in its ap~lication~ makes equity 

" 
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" 

financing for Pacifi.c',at this time difficult: p if not: impossible. 

Therefore. although we are approving this debt application. we-
" 

again emphasize the i~?Ortance of Pacific subst:.antially reducing 
'" 

its:, present hi~h debt' ratio .. 

The purpose'of t.he proposed fillancin~ is for the 

mandatory redemption of $12.500.000 of 7.88% Preferred Shares due 

July 1. , 982 and to reimburse Pacific's treasury for moneys 

actually expended for capit:al purposes from income and from other 

treasury funds of Pacific and its St1bsidiary.. These expend'itures 

amounted to' a cumulative total of $3.791,157.79" as of December 3-1, 

1981 .. 

Pacific's estimae.es for the year 1982 indicate e.he need 

for $2,767.300.000 ~ross construction outlays relat:ed to cust:omer 

growth and ~ovement and for plant modernizat:ion and replacement as 

follows: 

Purpose 

Cus,tome'I' Growth 
Customer Movement 
Plant ModerDization 
Plan't: Replacement 

Total 
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Alnount 

$1.820,300,000 
282,,400.000 
470.200,000 
194,400,000 

$2,7&7.,.300,000 
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The Commission's Revenue Requirements Division has 

reviewed Pacific's application and its 1982 construction program. 

Pacific, as previously indicated in this opinion, intends to use 

the proceeds from the sale of the Term Notes for the mandatory 

redemption of $12.500.000 of 7.88% Preferred Shares due July 1. 

1982, to reimburse the treasury, and to repay short-term borrowings 

which are expected to be about $1.2 billion by the end of April 

1982 in the absence of the proposed financing (Exhibit B of the 

application). The Division reserves the ri~ht to reconsider the 

reasonableness of any specific construction expenditure in future 

rate proceedin~s • 

Pacific is put on notice that in its next general rate 

proceeding before the Commission. the reasonableness of the result

ing interest rate and cost of money to the company ~ll be closely 

scrutinized and may result in a disallowance of the interest 

expense if it is determined that the cost of money incurred was not 

the most prudent. 

. 
' .. 
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Pacific's capital ratios as recorded on December 31 10 

1981, and as adjusted': to April 30. , 98.2. to ~ive pro forma effect 

to the mandatory redemp~ion on July'. 1982 of $12.500.000 

principal amoun~ of 7.88% Preferred Shares. and the proposed 

placement of up to $250.000.000 aggregate principal amount of Term 

Notes be~inning in April 1982 are as follows: 

lon~-Term Debt 
Short-Term Debt 

Total Debt 
Preferred Stock 
Common Equity 

Total 

Recorded 

51 .. 2% 
6.2 

57.4X 
5 .. , 

37.5 
100.0% 

Pro- Forma 

51.4% 
7.5 
58.9~ 
4.8: 

36 .. 3· 
100.0% 

• Findings of Fact 

.~ 

1. Pacific, a California corporation. operates as a public 

telephone utility under the jurisdiction of this Commissiox:. 

2. The proposed issuance and private placement of Pacific's 

Term Notes are for. proper purposes. 
,. 

3. Pacific has need for external funds for the purPoses set 

forth in thi~ proceedin~. 

4. Pacific believes it will be able to issue and sell its 

Term Notes through a negotiated private placement at a cost to the 

company as low,. or lower,. than it could obtain from an offering by" 

competitive bidding. 

" 

'. 
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5. Pacific should be authorized to issue and sell up to 

$250,000,000 of Term Notes, either through private placement or by 

competitive bidding, upon terms and at a time which Pacific 
'. 

determines to 'be most advantageous to it and, its ratepayers. 
/. 

,/,1 

6. !he debt seC1:.rities are unsecured since no California 
,""". 

property would become e~~u~bered. 
7 • The money t property, or labor to be procured or paid for 

by the proposed debt securities is reasonably required for the 

purposes specified in 'the application. 

8. !here is no known opposition to the application and no 

reason to delay granting the authority 'C'equested • 

Conclusions of Law 

,. A public hearing is not necessary. 

2. The application should 'be granted to the 'extent set forth 

in the order which follows .. 

The proposed security issue is for lawful purposes and" 

the money, property, or labor to be obtained by it are required for' 

these purpose's. Proceeds from the security issue may not be 

char~ed to operating expenses or income. 

The following order should be effective on the date of 

signature and payment of the fee set by PU Cod'e Section 1904(b) to 

enable Pacific to issue its Term Notes expeditiously-
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o R D E R -- - -- ,~\\ 

" >,"" "-IT IS ORDERED that: '<;,'\ ,\' , ..... ':<...., ~\ .. ~ ~, ........ \ ~, 
'(;,\,:~.,..~.~ 

, • The Pacific Telephone and Telegraph Co':i1pe~'~j~; (Pacific) may 
I' 'I,' 
'/ ' 

enter into an agreement or agreements and issue on a negotiated 

basis by private placment on or before December 31,. 1982 an 

unsecured Promissory Note or Notes in 'Che a~re~ate principal 
I, 

amount of up to $250,.000,000 wi'Ch a 'Cerm or ''Cerms each not to 

exceed six years,. and with S1lch terms and conditions, interest rate 

or rates,. and any redemption prOvisions or o:ther special features 

as may be determined necessary or advisable in accordance with the 

application • 

2. The proposed issuance on a negotiated basis and private 

placement of the debt is exempted from the C<:>mmission's competitive 

bidding rule set forth in D.38614,. dated January 15. 1946,., as 

amended,., in Case 47&1; alternatively. Pacific' may issue, sell. and 

deliver these debt securities by means of a competitive offering. 

3. Pacific shall use the proceed's of· the issuance and 

private placement of the debt securities for the purposes set forth 

in the app~ication. 

4. As soon as available. Pacific shall \ file a conformed copy 

of each Promissory Note and Agreement or instrument executed and 

delivered by it in connection with the debt se'curities • 
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5. 'W'i1:hin 30 days af1:er the proceeds from the priva1:e 

placement of the debt securities are available. Pacific shall file 

with the Commission a letter reporting the amount of the debt 

issued. whether privately or competitively placed. ana the use of 

the proceeds subst:antially in 1:he format set forth in app-end'ix C of/ 

D.85287. dated December 30,. '975. in A • .55214 and C.9832., 

6. If the debt securities are sold by competitive bid'ding. 

as soon as available, PaCific shall file with the Commission three 

copies of its final prospectus pertaining to its. debt securities .. , 

7. This order shall become effective when Pacific has paid' 

the $124,750 fee set by PO Code Section 1904(b) after taking credit 

for the mandatory redemption of S12.500.000 principal amount of its 
/) 

.',.-7.88% Preferred Shares due July 1,. 1982. 

Dated APR . 61982 ,. at San Fr'ancf's,co., California. 
--------- r,: 

.' 


