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Deeision No. 90104 , MAR 27 1919 
BEFORE 'I'HE PUBLIC UTILITIES COMMISSION OF TEE S'I'A'I'E. OF Cl~I.IFOIN!A 

In the m~tter of ehe applieation of ) 
So~thern Pacific Communications Company ) 
for authority to issue $50,000,000 ) 
a.ggreg<:l.te principal amount of its 10"10 ) 
Notes Que 1999 and to exempt such Notes ) 
from competitive bidding- ) 

) 

OPINION --------

Applieation No- 5867:' 
(Fi~ed Feoruary 14, 1979) 

sou~~ern Paeifie Co~~unioations Company (SPCC) seeks 
authority to issue and sell, through private placement, $50,000,000 
aggregate principal amount of its l~hNotes due 1999. Notice of 
the filing of the application was publisheQ on the Commission's 
calendar of February 16, 1979. 

speC was incorporated on January 23, 1970, under the 
laws of the State of Delaware, and is a"wholly-owned sUbsidiary 
of So~thern pacific Company. The applicant is a specialized 
eommon carrier of telecommunications eurrently operating between 
San Francisco and Los Angeles on ~~e West Coast and such cities 
as Boston, New York, and washington on ~'le Ea.st Coast. In 
addition to holding lieenses and eonstruetion permits issued 
by the Federal Communications Commission, Spec possesses the 
certificate of public eonvenience and necessity granted by our 
Deeision No. 84167, dated March 4, 1975, (as affirmed by 
Decision No. 89580, dated OCtober 31, 1978) in Application 
NO. 55284, et al. The certificate authorizes S?CC, as <!l public 
utility, to establish intercity private line communication service 
for voice and data transmission between the cities of Bakersfield, 
Fresno, Los Angeles, Merced, S~~ Francisco, and Stockton. 

The co~~unications co~pany proposes to issue its 10% 
Notes due 1999 i~ an aggregate principal amount not exceeding 
$50,000,000 to two lenders, prudential Insurance company of 
America and Mutual Life Insurance company of New York (Lenders). 
Interest would be payable quarterly at the rate of l~/o per annum 
and commencing in 1986, SPCC would be obligated to make annual 
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tit rcp~y:;lents of $3,300,000 on princi?1:!.l, '..1ith n final payment 0: 
$3,800,000, due on ~at~rity in 19S5. The Note is~uancc wo~l~ ~~ 

subject to a cash ~cficiQncy agrcc~cn~ ~ctween Southern Pacific 
Co~pany; sPcc, an~ ~enders, provi~ing that Southern ?acific CoX?~~:' 

S,",,,1' ... '" , ' ... 1~1,.. ~o'" --.\, ....... ~~ o·e'::~c;I'>."""'" ~'~"'l.' ... - S~CC , .... ,..',,1,.., ,-, •• f.,J._~ .",..,. _ .... c ... ;,,; ... _ ...... ~~ .... '-t..L..:... • • .............. J .~U:.~T ... .. ~;; _ '"' .......... ..,J .... ......,: "- .. 

discharge its de~~ service obligations un~er the Acoi;ion~l 

Notct as they beco~e a~c. The evi6enec chows th~t wi:ho~~ 

=uc~ cash 6eficiency ::J.qrecmen=, SPCC could no~ obtain t~c 

SPCC wo~l~ expcnC the note precoces to meet 

Rae io ane :I.:.:.l t:iplex Bq'J.ipment 

S' . .;itcnes 

$13,971,000 

:;',602,000 
2,293,000 

2l,~8S,OOO 

2,532,000 

Other 3,11~,COC 

To~nl $30,000,000 
SPCC proposes to use so::\~ 0:; the tote p~oceecls ;';0':: 

rep~ying So~thetn Pacific Co~?any :o~ ~cvanccz u:ilize~ :0= ~ 

portion of such c~?i~~l expenoitures. 
AS justifica:ion for seeking exe:,:,:p~:io:",. froT':'. competitive 

~id~ing requirements with respect tc the note, the applica-

tion states the following: 
"Applicant reques~s th:"lt '::"').0 co:n.mission 

fin~ tha= the A'ditional Note~ ~~v be iss~c~, a= 
afo~esai:;, without bcinS' offe::-e:; ~or co~,pcti:ivc 
bic'iding. I'.: is not ciesirable or fe",sible for 
the A~clitional ~otes to ~e sold at com~etitivc 
bi~eing for the following reasons: -
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Since the date of its incor~ration 
in Delaware on January 23, lS70,·the Applicant 
has been continuously occupiccl in obtaining it: 
requireo licenses an~ permits from the FCC and 
other govern~enta1 agencies, in c~nstructing its 
cO:::t!11:.:mications SystC:"1 ana in :,::a=kcting its 
services to the business cO:l"~"nunit\·. Aoplicant 
co~~enced interstate Co~~on carrier cc~~unica­
tions service on Dcce~~cr 26, 1973. Since that 
ti~e, it has experienceo severe =ate co~petition 
fro:rt American Telephone anc1 Telegraph COr:\pany 
(and its operating subsi~ia:icz) ·..,hich h;'lS 

resulte~ L'l ~\pplicant opc=atins at a ne:: loss in 
each yea: through 1978. Despite AT&T's rate 
compctii:icn, Applicant is no.·,. S'enerating z. pocitivc 
cash flow ~nd had an opcr~ting profit of $1/2 ~illion 
in the fourth quarcer of 1978. ~pplicant expects to 
en~ the yea~ 1979 on an overall pro~ita~le basis. ~t 
the oresent ti:7le, Aoolicant C::oes not havc a historv 

of ea:nir..gs neccssary t(. con'..'"ncnCl secu':itie: t(. _. 
the investins pu,olic ane to ~ec, rating ~t~n~-
arcJs acccp'ti:l:,lc to .~pplicant. HO\<lever, due ~o 
confidence i~ the Applicant anc itz proposcc 
operntions, :he Lenoers arc p=ep~rcC: to loon 
necessa=y ~unC::;: upon the te=::l.~ s tn-tee'! i~ D:hi'oi:: 
C, which arc ~clievc:1 ~".! th'~ Ap::>licant to l)C 

:nore (lc;\!nnt?S'co'.lS than n~::- lo~n financing \ollhich 
co~ld b~ o~tainc~ ~v Aoolicant ~hroush co~oeti~ivc ... .. - ... 

Grcn tcr f1e;.:i:'il i ty is obtained :.,y plac ins; 
thiz Additional Note financing p=ivatcly with 
t~c Lencers rather than :nakin~ a pu~lic oi:::tri­
bu tion of securit ies. unexpccteo c)evcloptnen ts 
:nay occur in any nc~ ... enterp::ise anc it is of 
value to have its zecu::iciez closely holcl to 
ocr:-:ti t neccssQ.=~' chan-::oes to ~c neO'o~ia,;eo in ::hc 
event such aeve10prnen~s beco!:1c significant. 
Private Dlace~c~t~ of securities, incluain~ 
privatel~ nego~iatc~ loa~s, have been widciy 
adoote~ flr tho ~inancin~ o~ nc~ co~o~niec. 
Fur~hcrnore, the ~enderz'havc consid~rable 
J<nowlcdge oi Applicant IS proposeC: cO:':'I!'~,unications 
sy~tem and busines= opera~ion= by reason of 
p::ior negotiation: for the saie Aaditional Note 
financing. 

It is the consicere~ judg~cnt of Applicant, 
ana Applic~n: h~s been infor~eo ~y Applicant's 
investment banking representative that under 
present markc~ conditions, 10~n= on as favor~ble 
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ter~s as the proposed Addition~l Note financing 
c~nnot be obtained throuch the ou~lic offerine 
of Applicant's secu:itie;, or bv competitive ~ 
biccing. II .. 

The Finance Division believes th~t the cer~s of the 

proposed fi:lancinq V.re reasonable, given current :nar;<et concitions 
and the Applic~nt's short history. The Co~~unications Division 
has also reviewed the applicatio!'l a!ld a=fir::-.sthat the proposed 
fi:lancing is necessary to support the co~pany's construction 
prograln. 

1. 

2. 

4. 

s. 

6. 

.. 
I • 

After consiceration, we find that: 

~pplic~nt is a Delaware corporation subject 
to the jurisdiction of this Co~~ission. 

The proposed notes would be for proper purposes. 

Applicant has need for exte:nal funds fo: 
the purposes set forth in this ?:oceeding. 

The 10% ?C: ann~~ interest rate applica~le 
to the ~:c~csed notes i~ favorable to 
applicant ~de: ~urren: market conditions. 

The proposed cash deficiency agreement 
is reasonable. 

The issuance and sale of the ~roposed notes 
should not ae re~~ired to ~e effective 
through ccmpetitive bidding. 

The ~oney. property. or labor to ~e procured 
or paid for by the notes he:ein authorized 
is reasonably :cqui:ed for :he pu:poses 
specified herein. which pu:?oses ar~ not. 
in whole or in part. reasona~ly chargeable 
to operatir.q e:~enses or to i~co~e. 

On the basis of the foregoins findings, we conclude 
th~t the application should ~e grantee. 

There is no known opposition to the application. A 
public hearing is not necessary. The authorization herein 
granted is for the purpose of this proceeding only, and is not 
to be construed as indicative of amounts to be included ~ proceed­
ings for the determination of just and reasonable rates. 
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o R D E R - - - --
IT IS ORDERED th~t: 

1. The i::;sua:lcc ana ::;aie by southern Pacific Comrrn.mi­

c~tions Company of not exceeding $50,000,000 aggregate 

principal amount of it::: 10% Not~:; cue J.999 arc hereby 

c:·:cmptecJ ftom the Comrni~~ion's competitive bidding :ule :;et 

forth in Dcci:;ion No. 38614, dated J~nu~ry lS, 1946, ac 

amenced, in Cace No. 4761. 

2. Southern Pacific Co~unicationz Company may issue 

;:)'11Q :::e11 not exceeding $50,000, 000 aggregate principal amount 

of itz 10% Notes due 1999. 

~. Sou\;hcrn paci:Zic Com!'':'!unica::ions Co~p,:J.ny shall usc 
the proceeds from the notec herein authorized for the purposes 
spc.~ifiecl : .. n the application. 

4. Scu.thcrn Pacific Cornmunica tionc CO!':ip~ny shall file 

vlith ~hc co:':'t!'!'lission reportc required by Gencr;J,l Order NO. 24:'B, 

°dhich orc"k::r I insofar a:: .::!.pplicable, is hereby made a part of . e ~:hi:; orc1cr. 

~. This order sl;'.:111 become cf~cc!:ive ~·:hen Southern 

p~cific Communic;:),tion5 Corl1puny hns 1.';:).io the fcc prcccribcd by 

section 1904(b) of the ~~blic utilities Code, which fee ic 
$31,000. 

Dated at S~n ?r~nci~co, C~lifornia, this 

: ~,ARCH ,lSi9. 

.. 

Co=m1~~1oDcr R1cr~d D. Gr~volle~ being 
noee==~r11y nozont. d1~ not part1c1~te 
in the di:po~1~1o~ o~ thi~ proceeding • 
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