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Decision 53 06 COS JUN 1 1985 

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA 
In the Ma~~er of the Application ) 
of Southern Pacific Communications ) 
Company for authority to enter into) 
a Revolving Credit/T.erm Loan Agree-) 
ment and to issue $125~OOO,000 ) 
aggregate principal amount of i~s ) 
Promissory Notes due 1990 in ) 
connection therewith. ~ 

o PIN ION -..- ... _---

Application 83-04-20 
(Filed April 25~ 1983) 

Southern Pacific Communications Company (SPCC) seeks 

authority under Public Utilities (PU) Code Sections 817 and 818 to 

enter into a Revolving Credit/Term Loan Agreement (Agreement) with 
nine different banks and under that Agreement to issue its 

Promissory Notes (Notes) to eaCh of the participating lenders in 

the aggregate principal amount not to exceed $125,000,000. Also 

spec seeks an exemption from tbe Commission's competitive bidding 
rule .. 

Summary of Decision: 

'Ibis decision grants SPCC the authority requested in the 
application. 

Notice of the filing of ~he application was published on 

the Commission's Daily Calendar of April 12, 1983. No protests 
have been received. 
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SPCC is a Delaware corpora~ion and is a wholly-owned 
subsidiary of Sou~hern Pacific Company. SPCC is a specialized 

com~on carrier of ~elecommunica~ions curren~ly opera~ing between 

San Francisco, and Los Angeles on the West Coast and such cities as 

Boston, New York, and Washing~on, D.C. on the East Coast. In 

addi~ion ~o holding licenses and cons~ruc~ion permi~s issued by ~he 

Federal Communica~ions Commission, spec possesses a cer~ifica~e of 

public convenience and necessity granted by Commission Decision 

(D.) 84167, dated March 4, 1975, affirmed by D.89580, dated 

October 31, 1978, in Applica~ion (A.) 55284. The certifica~e 

authorizes SPCC, as a public utility, to es~ablish !nterciey 

priva~e line communica~ion service for voice and da~a ~ransmission 

be~een ~he cities of Bakersfield, Fresno, Los Angeles, Merced, San 

FranCiSCO, and Stockton. In addition to holding ~he ce~ifieate 

for California intrastate private line services, SPCC has filed an 

application with the Commission for a certificate of public conve-

nience and necessiey to provide switched intercity communica~ion 

services within California (A.83-01-02, filed January 13~ 1983.) 

SPCC proposes to enter in~o an Agreement in ~he aggrega~e 

prinCipal amount of $125,000,000 wi~h ~he follOwing banks for ~he 
following commit~ents: 
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Lender 

Irving Trust Company 
Securi~ Paeific National Bank 
Bank of America 
Ci~icorp (USA), Inc. 
Croeker National Bank 
Maryland Na~ional Bank 
Mellon Bank, N.A. 
Morgan Guaranty Trust Company 
'Wells Fargo Bank 

Toeal 

Amoune 

$20,000,000 
20,000,000 
10,000,000 
15,000,000 
10,000,000 
10,000,000 
15,000,000 
15,000,000 
10,000,000 

$125,000,000 
The proposed transaction will essentially creaee for SPCC 

a line of credit with each of ehe lenders from which SPCC may draw 

funds. Inciden~ to entering into the Agreemen~. SPCC will issue 

i~s Notes to each of the lenders in an amoun~ equal ~o ~heir 

respec~ive eommitmen~s. The revolving credit will be available 

for ewo years through Augus~ 31, 1985, wi~h all or part of the 

funds commi~ted at August 31. 1985, available as a term loan. SPCC 

Will make pro rata drawdowns of a minimum of $5,000,000. On August 

3', , 985 up to the full $125,000,000 can be converted into a ~erm 

loan, payable in equal semi-annual installments commencing March. 1, 
1986 with a final maturity of September 1, 1990. 

The applicaeion states that interest rate for each draw-
down during the revolving credit period, at SPCC's option will be: 

(1) 1/2 of 1% above the primary certificate 
of deposit rate of the reference bank 
for maturieies up to 180 days, adjuseed 
for then current Federal Deposit 
Insuranee Corporation (FDIC) reserve 
requirements, or 
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(2) 

(3) 

1/2 of 1% above ~he average London In~er­
bank Offering Ra~e (LIBOR) of ~he 
reference bank for one, three or six-
mon~h maturities, adjusted for then 
current Regulation D requirements, or 

Prime Rate of Irving Trust Company 
announced from time to time.l/ 

2 

The application indicates ~hat Southern Pacific Company, 

the parent of SPCC, shall unconditionally guarantee ~he obligations 

of SPCC. Applicant's attorney, by letter dated May 25, 1983, 

informed the Revenue Requirements Division that if the authority 

requestee in A.82-12-15 to transfer control of SPCC from Southern 

Pacific Company to GTE Corpora~ion is granted, the Stock Purchase 

Agreement attached to A.82-12-15 as part of Exhibit II indicates 

that GTE Corporation or one of i~s affiliates will assume the 

guarantees of SPCC's debt obligations. 

1/ On May 2, 1983 the prime certificate of deposit rate for 180 
days was 9.30%; the LIBOR rate for 180 da~s was 9.56%; and the 
Irving Trust Company prime rate was 10.75%. 
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SPCC proposes ~o use ~he proceeds of the Revolving Credi~ 

transaction to finance its 1983 capital projec~s. These capital 

projec~s include the purchase of radio~ multiplex and analog s~itch 

equipment to be ins~alled ~hroughou~ its net~ork. In addition~ 

spec ~ill also design and construct 14 satelli~e ear~h s~ations and 

their links to SPCC's terres~rial radio network. spec also plans 

smaller capital projects related to cons~ruction of fiher optics 

systems~ local distribution facilities, net~ork support sys~ems and 
internal data net~orks. 

spec requests an exe=p~ion from ~he Commission's competi-

tive bidding requirements ~ith respec~ to ~he proposed issuance of 

Notes. The application sets forth the follo~ing reasons as 
justification for an exemption: 
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"Since the date of its incorporation in Delaware 
on January 23, 1970, spee has been continuously 
occupied in obtaining i~s required licenses and 
permits from the FCe and other governmental 
agencies, in constructing its communications 
system and in marketing its services. spec 
commenced interstate common carrier communica-. 
tions service on December 26, 1973. spec 
generated a positive cash flow an earned and 
operating profit for the year 19S1 of 
$34,100,000. 

"'!his profitable t.rend has been continued through 
the fiscal year of 1982. However, at the 
present time, spec still does not have a history 
of earnings necessary to commend securities to 
the investing public and to meet rating 
standaros acceptable to SPCC. However, due to 
confidence in SPCC and its propcsed operations, 
the Lenders set. forth here are Erepared to 
establiSh a line of credit for sPCC upon the 
terms stated in Exhibit B attached to the 
application, which are believed by SPCC to be 
more advantageous than any loan financing which 
could be obtained by SPCC through compeeitive 
bidding .. " 

The Revenue Requirements Division believes that the 

proposed financings are reasonable, under current market conditions 

and spec's short history. !he Communications Division has also 
reviewed the application and affirms that the proposed financings 
are necessary to support SPCC's future growth objectives. 

In D.91984, dated July 2, 1980, for the San Diego Gas & 

Electric Company, A.59633, we discussed the granting of exemptions 

from the competitive bidding rule, and we clarified the nature of 

the compelling showing that must be made to warrant an exemption 

from the rule. We served notice that assertions regarding the 
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volatility of the market, the flexibility provided by a negotiated 
sale, and the importance of maximizing the effectiveness of the 

underwriting group will not serve as compelling reasons, indivi-

dually or collectively, for granting an exemption from the 

competitive bidding rule. 

Because the proposed debt securities will be placed 

privately to known parties, on terms which are reasonable under the 
Circumstances, we are of the opinion that applying, in this 

proceeding, the Commission's competitive bidding requirements and 

conditions set forth in D.91984, is not necessary. We will, 

however, also grant SPCC the authori~ to issue the proposed debt 
securities by means of a competitive offering. 

SPCC is put on notice that in the event of a general rate 

proceeding before the Commission, the reasonableness of the result-

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

scrutinized and may result in a disallowance of interest ~pense if 

it is determined that the cost of money incurred was not the most 

prudent. We will also require SPCC to provide the Commission with 

a showing that the interest rate on the proposed Notes and the 

resulting cost of money were the most advantageous to ~he company 

and its ratepayers. We will require this shOwing within a 

reasonable period after the issuance-and sale of the proposed 
securities. 
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SPCC also requests the Commission to find that the 
California Usury Law does not apply ~o ~he proposed transaction or 

issuance of the Notes. The Commission in exercising its authority 

to regulate public utility debt securities is not restricted by the 

California Usury Law (Article XV, Section 1 of the California 
Constitution). 
Findings of Fact 

1. SPCC is a Delaware corporation subject to the jurisdic-

tion of this Commission in that it operates as a public utility 
~thin the State of California. 

2. The proposed Revolving Credit/Term Loan and the Notes 

to be issued would be for proper purposes. 

3. SPCC has need for external funds for the purposes set 
forth in this proceeding. 

4. !he rates of interest applicable to the proposed Notes 

are favorable to SPCC under current market conditions. 

5. The proposed guarantee of Southern Pacific Company is 
reasonable. 

6. The transaction and issuance of the Notes should not be 

required to be effective through competitive bidding. 

7. The money, property, or labor to be procured or paid for 

by the Notes authorized is reasonably required for the purposes 

specified in the application. Proceeds from the securi~ issue may 
not be charged to operating expenses or to income. 

-7-



A.83-04-20 RR/TC/ARM/WPSC 

8. The California Usury Law (California Constitution, 

Article XV, Section 1) is not applicable to the issuance of the 
Notes proposed by SPCC. 

9. There is no known opposition to the application and no 
reason to delay granting the authoriey requested~ 
Conclusions of Law 

1. A public hearing is not necessary. 

2. Under the plenary powers granted to the Legislature by 
Article XII, Section 5, of the California Consti~tion, the Legis-

lature is authorized to confer additional consistent powers upon 
the Public Utilities Commission as it deems necessary and 

appropriate, unrestricted by any other provision of the California 
Constitution. 

S. The Legislature has conferred 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 deems reasonable and necessary 
(PO Code Section 816 et seq.). 

4. Under the plenary powers granted to the Legislature in 
Article XII, Section 5, of the California Constitution, it 

conferred on the Public Utilities Commission the comprehensive and 

exclusive power over the issuance of indebtedness; and the 

California Usury ~w cannot be applied as a restriction on the 
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Public Utilities Commission's regulation of such issuances of 

public utility securities, including its authorization of a 
reasonable rate of interest. 

S. If the usury limitation contained in Article XV of the 
California Constitution and Usury Law Initiative act is exceeded, 

but the transaction is authorized by this Commission and the terms 

are the best SPCC can obtain because of the market conditions, 

SPCC, its assignees or SUCcessors in interest, ~ll have no 

occasion to and cannot assert any claim or defense under the 

California Usury Law; further, because of the lawful issuance by 

SPCC of Notes in compliance ~th this authorization by the Public 

Utilities CommiSSion, persons collecting interest on such 

authorized Notes are not subject to the Usury Law's sanctions. 

6. The application should be granted to the ~tent set forth 
in the order which follows. 

The authority granted is for the purpose of this proceed-
ing only, and is not to be construed as indicative of amounts to be 

included in proceedings for the determination of just and 
reasonable rates. 

The following order should be effective on the date of 

signature and payment of the fee set by PU Code Section 1904(b) to 

enable SPCC to issue its Notes expeditiously. 
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o R D E R ------
IT IS ORDERED that: 

1. !he participation in the Revolving Credit/Term Loan and 

the issuance of Promissory Notes (Notes) by Southern Pacific 

Communications Company (SPCC) in the aggregate principal amount of 

$125,000,000 are hereby exempted from the Commission's competitive 

bidding rule set forth in Decision 38614, dated January 16, 1946, 
as amended in Case 4761. 

2. SPCC may issue Notes in an aggregate principal amount not 
to exceed $125,000,000. 

3. SPCC shall use the proceeds from the borrowings here 
authorized for the purposes stated in the application. 

4. SPCC is authorized to pay on such Notes an interest rate 

in excess of the maximum annual interest rate otherwise permitted 

under the California Usury Law, as contained in A~icle XV of the 

California Constitution and the Usury Law Act, if market conditions 
so require. 

S. If SPCC's Notes are issued and sold by private placement, 

within 30 days after their issuance and sale, SPCC shall file ~th 

the CommiSSion a report setting forth the reason the company 

believes the resulting interest rate and cost of money were 

advantageous to the company and its ratepayers. 
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6. SPCC shall file the reports required by General Order 
Series 24. 

The authorization to issue notes shall become effec~ive 

when SPCC pays $68,500. the fee set by PU Code Section 1904(b). 
In all other respects, this order is effective today. 

f' "N' 11M % Dated __ w_~...;·l_....;....;.;;.,;j-=-=..O'1 __ , at San Francisco, California. 

~M'ALj) vt..~~ COmm13Sio:le:"o _________ _ 

Present but :l.ot votiJlg~:;,'~;:~.:.::;:·. 

~APJ) H. GRIMES, JR. 
Proz1de1:J:: 

'V%<nOR CALve 
PlaSCILLA, c. Cf!Zl 

CO~::'=:i!v~~:; 


