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Decision No. 90104 ) WAR 27 18719

BEFORE THE PUBLIC UTILITiES COMMISSION OF THE STATE OF CALIFORVIA

In the matter of the application of ) )
southern Pacific Communications Company )
for authority to issue $50,000,000 ) Application No. 58675
aggregate principal amount of its 10% ) (Filed Februaxy 14, 1979)
Notes duve 19929 and to exempt such Notes )
from competitive bidding. : )

)

Southern Pacific Communications Company (SPCC) seeks
authority to issue and sell, through private placement, $50,000,000
aggregate principal amount of its 10% Notes due 1999. Notice of
the filing of the application was published on the Commission's
Calendar of February 16, 1979.

SPCC was incorporated on January 23, 1970, under the
laws of the State of Delaware, and is 2 wholly-owned subsidiary
of Southern Pacific Company. The applicant is a specialized
common carrier of telecommunications currently operating between
San Francisco and Los Angeles on the West Coast and such cities
as Boston, New York, and Washington on the East Coast. In
addition to holding licenses anéd construction permits issued
by the Federal Communications Commission, SPCC possesses the
certificate of public convenience and necessity granted by our
Decision No. 84L67, dated Maxch 4, 1975, (as affirmed by
Decision No. 89580, dated October 31, 1978) in Application
No. 55284, et al. The certificate authorizes S2CC, as a public
utility, to establish intercity private line communication service
for voice and data transmission between the cities of Bakersfieldz
Fresno, Los Angeles, Merced, San Francisco, and Stockton.

The communications company proposes to issue its 10%
Notes due 1999 in 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 ¢uarterly at the rate of 10% per annum
and commencing in 1986, SPCC would be obligated to make annual
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repayments of $3,300,000 on principal, with a f£inal payment ol
$3,800,000, due on maturity . The Note issuance would Lo

subject o a cash deficiency agrec Detween Southern Paciific
Company, SPCC, and Lenderxs, r that Southern Pacific Company

shall me liable for zn
gischarge its debt se
Noter as they become
suen cash deficiency a
leans and favoranble
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ng Southexn Pacific Company for acdvances
£ such capital expenditures.
for seeking exemptio
k¢ the note,

v O

f)m,_;
2O 0O 6

aforesaisd,

bidding. It

the additional Notes
widding for the followin

om0 et
U MMOo Y

ul oM

4




A.58675 dd

Since the date of its incormoration

in Delawaxe on January 23, 1870, the Apo;icant
hag been continuous lv occupied in obtaining it
required liceases and permits f£rom the FCC and

other governmental agencies, in constructing its
communications cystem and in marketing its
sexvicee toO the business comnunity. Applicant
commenced interstate common carrier communica-
tions service on December 25, 1973. Since tha
tinme, it has experienced severe rate competition
from American 'I‘elephonn and ;elec*aph Company
(and its operatinc subsiliaries) which has
resulted in Applicant operating at a net loss in
cach year through 1978. Deszite AT&T's rate
competiticn, Applicant is now generating a positi
cash flow and had an opecrating »
in the fourth guarter 0%
end the vearx 1879 on an overall profitable basis.
the pzesent time, Applicant does not have a hise

o< carnings necessary t¢ commend securisies 4
the invcs:ing pudblic and to mee: rating stand-
ards acceptable to aApplicanit. However, due Lo
confidence in the applicant and its proposed
operations, the Lendexrs are prepaxred £o loan
necessary funfs upon the tern ated in Sxhibit

le]

C, which are kelieved by the 3 can“ to he
more 6va1“a,eous than any loa. ancing which
could he obtained »v Apvlicant :._oagn COWD”“luiVC

pidding.
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Greater {lexibility iz obiained 9y placsing
thic aAddix lonal Note £ina 1cing Privately with
the Lenders rather than making a public distrie-

.

bution of securities. Uaexpcc“c¢ developments
may occur in any new enterdrise and it is of
value to have its securities closely heléd o
permit necessary changes to be negotiated in the
event such cvelopmen pbecome significant,
Private placenents of securities, including
pr1v~“elv ueﬂo;~atﬂ loans, have been widely
acopted Ix the financing of naw companies
Furthernore, the Lenders nave considcrable
knowledge of appplicant'z proposed communications
system and Dusiness operations by reason of
prior necgotiations foxr the saicd Additional Nose
flnaﬂ-;nj.

¢t iz the considered juog"cnt of Aopl;caut
and Applicant has been informed by Applicant's
investment banking representative that under
present market conditions, loans on as favorable

rofit of g1l/2 w;’lion
1978. Applicant expects “o
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terms as the proposed Additienal Note f£inancing

cannot be obtained throuch the pudblic offering

of Applicant's securities, or by competitive

bidding."

The Finance Division believes that the terms of the
proposed financing are reasonadle, given current market conditions
and the Applicant's shoxt history. The Communications Division
has also reviewed the application and affirms that the proposed
£inancing is nrecessary to support the company'’'s constzuction
program.

After consideration, we find that:

1. 2Applicant is a Delaware corporation subdbject
to the jurisdiction of this Commission.
The proposed notes would be for proper purposes.

Applicant nas need for external funds for
the purposes set foxth in this proceeding.

The 10% per annum interest rate applicable

to the pronased notes 18 favoraple o

aprlicant under current market conditions.

The proposed cash deficlency acreement
is reasonable.

The issuznce ané sale of the proposed notes
should not ve reguired to be effective
throuch ccmpetitive bidding.

The money, property, or labor to be procured
or paié for by the notes herein authorized

is reasonably required for the burroses

specified herein, which purposes are not,

in whole or in part, zeasonadbly chaxgeable

to operating expenses or to income.

on the basiz of the foregoing findincs, we conclude
that the application saouléd he granted.

There is no known opposition to the application. A
public hearing is not necessary. The authorization herein
granted is for the puxpose of th is proceeding only, and is not
to be construed as indicative of amounts to be included in proceed-

ings for the determination of just and reasonable rates.




ORDER
IT IS ORDERED that:

1. 7The issuwance and Sale by southern Pacific Communi-
cations Company ©£ not exccedihg $50,000,000 aggregate
principal amount of its 10% Notks duc 1999 are hereby
exenpted from the Commisscion's competitive bidding rule set
forth in Decizion No. 14, dated Jaauvary 15, 1946, acs

386
amended, in Case No. 4761.

2. Southern rPacific Compunications Company may issue

and sell not exceeding $50,000,000 aggregate principal amount
L its L0% Notes due 1999.

3. Southern Pacific Communicactions Company shall use
the proceceds from the notes herein authorized for the purposes
specified in the application.

4. Southern Pacific Communications Company shall file

with the Commission report cguired by General Oxder No. 24-=3,

-

which order, insofar as appl nerzedy made a part of

“his oxder.

5. This order shall become effcciive when Southern
Pacific Communications Company has n: c fee »yescribed by
Section 1204 (b) of the Public U tie Je, which fee is
$31,000.

Dated at San Franciseo, California,
day of * MERCH , ic79.
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Commicsioner Richard D. Gravelle, dolag
necessarily absent. did not participate
in the dispositlon of this procecding.,




