v o ORIGINAL
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE:OF CALIFORNTA .

Application of The Pacific Telephone)

and Telegraph Company, o issue and’

sell not %o exceed 3300,000,000 o
aggregate prineipal amount of Application No. 59327
Debentures and/or Notes and o ' (:zged December 12, 1979)
execute and del_ver an Indenture or

Indentures; and for an exemption

ol such proposed issue or issues of

Debentures and/b“ Notes from the

requirements of the Competitive

Bidding Rule. ' .

William F. ﬁderson, ttorney at lLaw, for
“he raciric Telephone and Telegraph
Company, appl*cant.

Sidnev J. Yebd, for himself, protestant.

Leonare L. Snaider, Dpouuy City Attormey,
for George Agnost, City Attormey, City
and County of San ?rancm o, interested
prt. . :

Crant ZY Tanner, Attormey at Law, for the
bonﬂISSlon staff. :

‘o’;v INIONXN

The Pacific Telephone and Telegraph Conoany (“acxfzc)
Tequests authority o execuse and deliver an indenture or in dentures |
and o issue and sell, either by competitive bidding or negotiation, "
not to exceed 3300,000,000. agoregate principal amount of deventures
and/or notes havxng a term or terms each not exceedi ng *orty‘years.
The purpose of the proposed financing is to retire at
maturity its Seven Year 7% percent Notes due June 1, 1980
anc to reimdburse Pacific's treasury ’or'moueys actually expéadéd
for capital purposes from income and from‘ou“er treasury -
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funds of Pacific and its subsidiary. Such eroeﬁd‘turcé amountved
to a cumslative total of 52,793,038, 682 as of Cctober 31, 1979,
as set forth in the following summary:

- Amount

Total capital expenditures, R
October 31, 1922 to October 31, 1979 ' $13,865,0L5,092
Deduet proceeds of: . .
- 8tock issues $3,111,81L,207 -
Promissory notes ‘ L14,308,000
Tunded debt L,772,781,100
ther. 147,635,231 | o
Total deduetions S g Lh6-538'538ﬂ
Balance obtained from other
sources . 5~A18 506,55L
Less: Reserve for :
Depreciavion | 2, 625 h67,372‘
Unreimbursed balance S 2;793 038 682

Pacific anticipates that the proceeds from uhe‘sa*e
would be available on or about March 5, 1980. Accordi ngly, Pacific
expects to hold S$100,000,000 of the proceeds for o :e“lod of
about 1l weeks before those proceeds are used %o retire at maturity
the outstanding 7% percent Notes on June 1, 1980 as previously
mentioned herein. In the interim, Pacific will use an equivalent
amount to repay short-term borrowings. Pacific erpéctv to apply
the remainder of the proceeds (ouher than accrued interest which
would be used for general corporate purposes) toward relmbursement
of the treasury as previously measioned herein. When the.treasury
has been reimdbursed, Pacific intends %o apply an equivalén‘
AmouUnT to Tepayment o its then outstanding short-term borrowings
which would otherwise exceed 3600,000,000 by February 29, 1980.
Such borrowings may ve further increased when this Commission
approves a refund plan in connecst tion with anouhe* matver before 1t.
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Pacific's capital ratios as recorded on Octoder 31,
1979 and as adjusted at February 29, 1980 to give ef ect to.
(1) the sale on Noveamber 1li, 1972 of $300,000,000 principal
amount of debensures, (2) the retirement at maturity of 335,000,000
principal amount of debentures on November 15, 1979, (3)
proposed sale of $300,000,000 aggregate principal amount of debt
securities on or about Veb*ua*y 26, 1980, and (4) the *etirement :
of $100,000,000 principal amount of notes due June l, 1980 are .
as follows:
Becorded  Pro Forma

Common equity 38.6%  36.7%
Preferred stock 6.1 5.8
Punded debdt 51.0 53.2
Short-teram vorrowings L.3 L3
100.0% 100.0%
Pacific's estimates for the year 19€0 indicate the need for
$2,376,000,000 gross construction outlays related to customer

groweh ané moveme“., and for plant modermization. and *eplaceme“t
as follows:

Item

Customer growth - 81,395,000,000
Sustomer movenent 420,000,000
Plant modernization 306 000,000

Plant replacement 165,000,000

Toval $2,376,000,000
Review of these estimates confirms that at this time they do not
appear wreasonable. The Commission reserves the right‘-hdwever

to reconsider the reasonableness of any comstruction expendltures
in future rate proceedings.

The proposed debt securities are to be. issued under an

indenture or indentures between Pacific and The Bank of’Cal-fornla
National Association, as trustee. In previous is sues of Dac1f:z.c'° cedbt

|
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securizies, the form of indenture provided that the securities
could not be redeemed until on or after a date live years from the
date of the indeature. Pacific expects that a similar p*oviéion
will be employed for the proposed 1squc\s) of debt securities.
However, ma*zcev condizions and Pacific's financial situation ¢n

or about the salc date may reguire so ome altermative redemption
srovision. Thus, the debt securities will be either noaredeemable
or redeemable, and if redeemadle the terms and condmt:ons.of such
redemption, all as the chairman of the Board of Directors, the
oresident, the vice president azd secretary, or the treasurer of
Pacific shall determine. ' _

If market conditions dictate, Pacific propeses to sell
the debt securities by means of a negotiated underwrmt ng by a
nationwide group or groups of investment banking firms. In such
event, the underwriters would purchase all of the debt securities,
in accordance with 2 purchase agreement or agreements substdnulally
ir the form attached to :he'application as part of Exhibit E. _

Accordingly, Pacific requests exemption from compesitive
vidding recuirements dbecause of the eize of :he;proposed'iséue(s)
and decause substantial demands for funds, both in the private
and public sectors, coupled with investors® expectations £ nigh
inflation rates have resulted in high interest rates and a volatile
marxet. Pacifie states in Iits applica*‘oa that these and other
factors would moke preoffering efforts by a la_ge aumber of
underwriters ané dealers essentzal and that such ef*o** could best
be obtained by the use of a negotiated underwriting.

AL% vhough the utility's present plans cont templatve gellxng
the debt secu**txes on a egoamaved basis, Pacific deez“ef alterna=~
tive authority to sell them pursuant o competltzve blddmn¢ in
the event of substantd ally zmproved .arﬂev_cond;:zons.
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On January 10 and 11, 1980, public hearings were‘hcld ia.
San Francisco before Administrative Law Judge Rober:t T. Baer.
Evidence was received from Pacific and the Commission st aff and after
oral argument the matter was submitted subject to the receipt
of a late-filed exhibit which is now in hand. The proceeding 1s
ready for decision.

Discussion .

The central issue in this proceeding is'appro riately
introduced by the staff’'s recommendation, which is that "Pacific
Telephone not be allowed to issue additional loag-term debt _
securities until it has first issued additional shares of common
svock which this Commission suthorized in Decxsxous \ou.‘90652
cated August 1k, 1979 and...911ik, dated Decemder 18, 1979 in
Application No. 58989." (Tr. 86.)

Iz order %o understand the stafs recommendation, it must
be placed in its historical context. On July 31, %979,‘vhe |
Commission issued Decision No. 906&2 in Pacific’s échéral rate

roceecing,Application No. 5€223. That decision adopted the
staff's recommended capital structure of 50. oL percent 1ong—term
deby, 4.2L percent preferred stock, and L5. 72 percent commo

equity. Iz the decision the Commission stated that

"The principal difference between the canltal st“ucuure
recommended by the staff and the anp’xcant's witnes

Ls that the staff substituted an 1ssue of $300,000 OOO
i common equity in place of one of the two 300,000, 000

;ong-ve*m debt issues proposed by Pacific.” (Deczuzon
1-0- 906&2 at p- 26-) , .

The reason for the Comﬁi ssion's adoption of the sta”'
recommended capital structure is expla_red as follows:

"The sva”'s recommended ¢capival structure is ,
Testil uo as being the more reasonable in that
Pacific's long=term devt rotio is maintained a3t
approximately 50 percent, which is comparadle
L0 its December 3¢, ¢977 evel, and is in accoxrd
with the applicant stated goal of decreasing ivs
long-term deo avlo Lo L5 percent.” (bed., P. 27.)

-5 -
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In Decision No. 909192/ dated October 10, 1979, in
Application No. 58223 et al. the Commission rcaffirmed the
capital structurc which it had adopted in Decision No. 90642.
The Commission specifically Jound that: \

"The capital ratios and return oOn common equity
adopted in Decision No. 906L2 are reasonadble and
are nog subject to rehearing.” (Decision No. 90919,
Po 350 '

In Decision No. 91121,3/‘dated_Decehber 18, 1979, in
Application No. 58223 et al. the Commission alse réaffirmed the
capitol structure adopted in Decision No. 90642. (See‘Degision
No. 91121, pp- 2, &, 5, 6, 7, and 11.) Regarding capital
structure, the Commission stated: o

"Our use of a theoretical capital structure in
Decision No. 906L2 together with language contained
in Neeision No. 9088L in Application No. 59090
cencerning Pacific's most recent reguest for
authorization to issue 3300 million of
debentures clearly sets forth this Commission's
position fhat addivional common ecuity

ffering in the immeciate future is concidered
erivical Yy this Commission if Pacific expects
favorable action by the Commission on its ‘
various requests.” (Decision No. 91121, at
op. 11-12.)

 Oa July 10, 1979, Pacific filed Application No. 58989,
which sought authority to issue 10,000,000 common shares. The
authority was granted August 1L, 1979, by Decision No. 90652.

By the terms of the order the authority was to terminate on
December 31, 1979. On October 26, 1975, Pacific soughs authority .

Order Modifying Decision No. 90642 aad Granting Partial:
Fehearing.

5rger Modifying Decisions Nos. 906L2 and 90919 Upon Parsial
Fehearing. ‘
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by a Petition for Modification to extend the termination_datg; |
of the authority granted by Decision No. 90652 un;il‘ngy 31,jl980-
The extension of time was granted'by_zecision No. 9111k, cdated
December 18, l979-§/~ | .

The Commission discussed the issue of capital structure
in Decision No. 9088L, dated October 10, 1979, in Application '
No. 59090. The Commission stated: B

"We have in the past stressed the importance of
utilities maintaining a balanced capital structure
in orcder to be financially sound, To maintain
firancial flexibility, and to be able to attract
capital at reasonable rates. We are, therefore,
deeply concerned with Pacific Telephone's post-—
porement of its 10 million share common stock
offering authorized dy Decision No. 90652 on
August 1L, 1979, as we believe 2 common stock
offering is necessary to balance the large debt
o-ferings issued or planned for 1979. On <he
other hand, we are cognizant of recent
materially imporitant events and regulatory.
developmeats which may have an adverse effect
on such common stock offering especially at a

ime when the capital markets are extremely
unstable, which may justify a temporary
postponenment. We will place Pacific Telephone
on novice that the Commission ¢onsiders such deferral
0 de temporary and should Pacific Telephone
seek authorization to issue additional deb: ‘
securizies vefore the common stock sale has been
consummated, we will require Pacifiec Televhone
o make a strong showing justifyinz such.
fur;hﬁr postponement.”™ (Decision No. 9088L,
Pe /- . '

IT is noteworthy that Decision No. 91114 is not effective,

since Pacific has not paid the additional fee preseri

by Section 190L.1 of the Public Usilities Code. It appears
sikely that the authority granted by Decision No. 90652

lapsed on December 31, 1979, and that since Decision No. 91114
was notv effective priorathereto, it cannot now act nune

DIo tuiac, Lo preserve the authority granted by Decision

6. J0B52, absent further order of-tge,Commisgﬁon.

-7=
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With this warning, the Commission authorized Pacific
vo sell $300,000,000 of debentures. o

hile the Commission has assumed that a long-temrm
debt ratio of 50 percent is reasonable (Decisions Nos. 90642,
90919, and J1121), Pacific's long~term deb;‘ratio‘has been
increasing. On May 31, 1979, Pacifé;'s recorded long-term
dedt razio was 52.2 percent.é/ Onzduly 31,,1979,vit'was&53.5_
percent (Decision No. 9088L, p. 3).% On October 31, 1979, it was
53.3 perceat. (Application No. 59327, p. 5.) On February 29, .
1980, Pacific estimates its long-term debt ratio to bde 55}6 percentai/
Giving effect to the $200,000,000 issue of preferred stock for |
which Pacific sought authority in Application No. 59354, filed
December 26, 1979, the long-term debt ratio last mentioned becomes
55 percent. | R

It can be readily seen how drastically Pacific’s
projected long-term debt ratio aiffers from that considered reason-
adble by the Commission in Pacific's last generalurape proceeding. .
IS the short~term borrowing of $332,000,000 (pro forma from
hoplication No. 59354, p. 7) were added to the long-term debt,
the ratio would be 56.5 percent. ' -

L/ This figure and the succeeding long-term debt ratios exclud

! 3 e
shori-tern borrowings.

)
5/ This fighre is adjusted to reflect (1) the sale on November 1h,
1979, of $300,000,000 of Forty-Year 12.70 percent Debenturds,
(2) zne iegzrement of $35,000,000 of Twenty-Seven-Year 24
percent Debentures on Novemder 15, 1979, (3) the proposed
sale of s%go,gggéoo%-of debs secu;iziesron orvabcgt T ‘
February 25, this application), and (L) the retiremens
9588100,000,000 of Seven-Year 72 peré%nt Notes due June 1,

R




A.59327 k:. ‘ )

Pacifie’s Showine ‘ ,
In the opinion of Pacific’s witness the common equity
portion of the financial market is realistically’denied to
Pacific at this time. This opinioz was based on the following
considerations: | '

(L) Pacific is confronted with a possible ratve
reduction of approximately $56,000,000
aanually as the result of the remand
cage.

(2) Refunds r sulzing from the remand case currently
exceed 3365,000,000, and, depeading upon the’
plan adopted by the Commission, the refunds
in 1980 could range from $120,000,000 o
$365,000,000. ) ‘

ot

ne adverse outcome of Application No. 58223,
which originally sought $470,000,000, is
still prominently in the mind of the invess-
ment community.

As a result of the foregoing uncertainties,
Pocific has been and is unadble to ascure
continuivy of the current annual common
Cividend rate of 31.40 per share.

As noted above, Pacific’s long-term debt ratio

has been increasing.

Short-term borrowings have been increasing as.
wgll,‘and will exceed $60C,000,00C by the end
of Fedbruary without the instant fin acing.

ey
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- The credit ratings of Paciflic’'s long~term
cebt icsues have declined. Standard and Poor's
reduced 1ts raving from AAA iz May 1973 %o A in
September 197G.  Nooly's Investors Service, Inc.
lowered its ratings from Aaa to Aa in December 1977
and to A in Jazuary 1979. In November 1979
Yoody's lowered its rating of Pacific's short-
term unsecured notes Irom Prime-l TO Prime=2.

For the period of January through November 1979,
Pacilic’'s post-tax interest coverage, reflecting
all interes:t aceruals, was 1.76, whicly reflects:
a coatinuing deterioration.

Pacific's common stock was one of the Bay Area's
worst performances in 1979, ¢losing at lL=3/4

on Decemder 29, 1978, and at 11-7/& on December 31,
1979, 2 decline of 19.5 percent in market price.
This is in contrast to book value of $21.50 to
$22.00 per share. ‘ ‘

Lastly, Pacific's witness testified that
progpeciive investors and purchasers can neither
iznore nor minimize the serious adverse effects
ol rec¢ent materially important events and

regulatory developments involving Pacific and
the Commission. : S S

Pacific cites "regulasory developments™ as the factor
upon which the remainder of the above ten points depend. Its

kg

failure o obtain substantial rate relief and the impact of the
reman¢ cas¢ are the primary, if not the sole, examples of these
"developments.™ ‘ I
Pacilic points to Application No. 58223, and observes
that instead of the SL70 million rate increase it sought, it
received a rate decrease of $L2.2 million. However, later Commission
actions have ameliorated to an extent the impact of the rate decrease,
as follows: _ o ‘
1. In Decision No. 90919, dated October 10, 1979,
in Application No. 58223, the Commission found
that Pacific had an additional revenue requirement
L 343.5 million. This finding resulted in a
rescission of the $42.2 million rate decrease and
the granting of a rate inercase of $1.3 million.

~10-
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In Decision No. 91121, dated December 18, 1979,
in Application No. 58223, the Commission
increased Pacific’s rate of retura {roa

2.73 percent to 10.25 percent, which in turn
required an additional increase in revenuves of
S356.6 million.

In interim Decision No. 90842, dated September 28,
1979, in Application No. 57465 the Commission
uthorized Pacific to increase its rates for
classified directory advertising by $23.3 million
based upon a 1976-1977 test year. However, the
Commission also found thet "Pacific will not reslize
the full impact of the increase authorized herein
for approximetely two and one-half years after the
effective date of this decision.” (Ibid., p. 1&4.)
The eflective date was September 25, 1379. Interim
Decision No. 90842 was made finsl by Decision

No. 91059, cdated November 20, 1979.

Cn November 13, 1979, Pacific filed, ané the |
Commission accepted for filing, Pacific's Application
No. 53209 for increased rates of $3&1 million
TO support financing requirements in 1980.

The application sought rate relief on an interinm
basis and was filed outside the purview of the
Comzission's regulatory lag plan. (Resolution
No. M=L706, dated June 5, 1979.) The test year
for Application No. 59269 is 1980, whereas the
regulatory lag plan requires Pacific’'s next test
year to be 1981. The application specifically
invokes the following language of Resolution

"...utilities may always request emergency interim
relief if a financial emergency exists because

of a sudden, significant, and unforeseen change
in operating conditions." \

Public hearings commenced January 15, 1980, and

the initial phase has been submitred subject \/Cgf
to oral argument on February/9, 1980. I o
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Pacific also directs the attention of the Commission to
developments concerning the remand cases. These developments are
somewhat mixed in their impact on'?acxfxc, Cn the one hand, the
Internal Reveaue Service (IRS) did not assess Pacific for back taxes
for the years 1971, 1972, end 1973 before the statute of limitations
expired on June 30, 1978. Accordingly, Pacific's potential
exposure o additional tax liabilities was reduced eubstan zally.é/
On the other hané, the IRS did assess °acx.-' for a def lcxeqby for
the tax year 1974L. The assessment was $89 million principal plus
823 million of interest through Janvary 1980, about $30 million
less than Pacific had expected. Pacific expects to “eceive a
5ill for these sums in January, and has elected o pay the bill
rather than pay further amounts of interest at 12 percent per
aanuz. Pacilic has *eta.ned outside counsel to dmspuve the.

sessment and, for the purposes of the liti igation with the IrRS,

_l argue that the Commission's posxtxon cuaref‘ zth'theyInte:nal7
Revenue Code and thé regulations. |
Recommendations the Parties

Pacific, of course, would have the VOﬂmxss;on autho*mze
the issue of S300 million of debentures without condition and with .

all due dispatch in order to meet its target date of -ebruary'26 1980.

The staff would have the Commission auvho*zze <he lssuance

f debenvures but make the actual sale sudject to a condition
precedent that Pocific first issve and sell the 10, 000,000 shores
of common stock which Decisions Nos. $0652, dated Aupgust 1L, 1979,
and 91114, dated December 18, 1579, authorized. _ ‘.
The City and County of San Francisco recommended that the
application be granted, but that the exercise of |

the authority be
concivioned upon receivi

from American Telephone and Teiegraph

&/ The record does not reflect the actual amount oI the potential
tax liadbilities thus avoided, but the amounts suggested were
in the $100 million <0 3300 million ronge. o

-
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Company (AT&T) an absoluue assurance that it will subscribde To
future equily offe.-“vv of Pacific in the immediate ’utu*e.
Sidney J. Webo (Webd) recommended outright denial as the
medicine that would, in his opinion, curc the financial sickn eSS
that 1is causing the parent AT&T to Shun‘i:s‘child'Pacxf* .. Moreover,
he suggested that an order prohiditing the distribution of
ividends by Pacific to AT&T might be an even more effective remedy.
0f these four recommendations that of the staffﬂ&??earsv' a///'
most reasonable. First, it is consisteat with our own decisiohs_
over the last scveral months, wherein we have rébeazedly expressed
reat concern for Pacific’s declining common equity ratio. Second,
it is consistent with Pacific's own expressed g011 of *nc*eaul
the percentage of common ecuity in its canlual °t“uc Ture. ”hﬁrd,
such 3 recommendation, if adopted, would de likely to *eznvolve
AT&T in the finasacial affairs of its subsidiary.
Regarding the last item, the evidence showed that on
June 19, 1978 AT&T issued a press release announcing that it would
make no further common ecuity investments in Pacific as long as an
"adverse regulatory.climate"fprevailed in Califoraia. It cited
s the event which orovoked i:s announcement the Commission” s
refusal to Join with Pacific in peti
Court o remand certain federal tax~r

Lated cases to the Commission
for reconsideration in light of an I?S ruling of June 8, 1978. o
(Exhibit 2.) Until this proceeding it was not xn own that AT&T'WQle *1,//
not extend any short-term loans to Pacific except on a case-by—case
basis. This policy went into effect at the sam
release was :ssued.

We are, of course, H—M ATET'S R siinmmimtn W‘” z’

inavgurat>rue these policies and are troudled by Pacific's docile

atvitude toward them. Apparently, Pacific has made 20 effort to
counsel with AT&T regsrding the revocation or revision of these

;onzng the California Supreme

time the press

_;3;
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policies. From Pacific's point of view it would de less ekneq*‘ve
+o borrow some of its short-term money from AT&T, and it would be
easier %o sell common stock if AT&T purchased its 90 percequ of
a2 given issue pursuaznt Lo *ts preemprive rights.

The 38l cites a fourth reason for recuiring an issue
of common Stock. The staff witness testified that Pacific:muSz
go vefore the rating agencies before it issues and sells the proposed
dedbt securities. Since a debt issue further increases the company's
-ong—uerm dedt ratio, a“d,conuecuent y; P"fﬁhe* ercdes the company's
interest coverage, such a financing p*oposa; place* the conpany
in immediate danger of further down rati ng. Any cown rating
will increase the cost to the company of the funds it borrows. If
Pacific were down rated to B33, it is estimated that ;cs interest
cost would inerease from 12 percent %o 12.7 or 12 75 percent.

The staff further estimazes that if a debt of fering is
postponed by an issue of common SvQCR, the cost of cebt may- be
more favorable. The staff witness cized the decline in the prnme
rate over the last twe months as he basis for h1 - est imaze.z/ 

7/ The testimony was given January 10, 1980. Since‘tbat‘zime
the n._me rate has :“creaspa agamn. Also, on January 16, 1980
the Wall Street Jowrnal repors vha° Southwestern Bell
Telephone Company's QLSO ﬂ_l**o“ of new triple-A rated
debentures met stubborn investor resistance even thoug“ vhey

rovided a record h‘g znve*esv relurn

ret (l*.&7 percent **elc
fo* any Zell System issue. _ jﬂ )
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The beginning of a solution. to Pacific's declining
common equity ratio and increasing long-tern debt ratic, and an
answer to the recommendations of the parties generated therxeby,
appears to have been reached. Om February 8, 1980, AT&T
announced that it would azain purchase Pacific's common stock.
This change in AT&T policy will assure the success of Pacific's
issue of common stock, which we auchorxzed in Decision No. 90652
dated August 14, 1979, and Decision No. 9111&, dated December 18,
1979, in Application No. 58989. The chief impediment ‘to the issue
of common stock heving been removed, we need not act upon the
recommendations of the staff, Mr. Webb and San Francisco. We
are confident that common stock will in Zaet be sold in a timely
fashion even though the order which follows grantS'the“authéficy
sought by Pacific unconditionally. Were it not fbr the annodnced‘
participation of AT&T in Pzcific’'s equity. of‘erzng we would: have
been constrained to condition the authority granted herxein. We
strongly believe that AT&T's actlon coupled with uncondxtxonal
authorization of this debt issue on our part should constzcute
a significant improvement in Pacific's future fznanczul.prospects
which must be recognized by cﬁe'finangial':ommﬁnity‘iﬁ its

treatment of Pacific’s financing requirements.
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madines of Fact ‘ ‘
1. Pacific is a Callforu-a corpo*a.lon one“atlng under Tne
Jurisdicvion of this Commission. .
2. The proposed sale of debt securitiés‘is‘for‘prcper
purposes. | B

3. The utilizty has need for ext ernal fu“d for the purposes
set forth in these proceedings. | | B o )

L. The terms and conditions of the propcséd~issuance‘and‘
sale of dedt securities are just and reasoﬁable’and‘in'zhe‘public
interest. B

5. The money, propefty;or labor to de p“ocurca or pald :
for by the issuance and sale of the debt securities herein auvhormzed
is reasonably required for the pdTpOSQS specmf;ed hcreln, which
purposes, except as otherwise authorized for accrned lntere t, are
n0t, in whole or in part, reasonably chargeabdble to operan ng
expenses or %0 income.

6. The sale of the proposed debt securl-xes shoa*d not be.
recuired to ove at comoetzt ve bidding.

7. The debt securities being unsecured, no Califo“*
property would become encumbered thereby.

8. The present unsettled market conditions, the size of |
the offering, and other factors Justify 2 acgov aved offerz g of the
debd securities. ‘ o

9. A sale on a competitive=bié basis is not alwaysfnecéésaril?=
in the public interest. | ' |
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Conclusions of Law

1. This decision is not intended to modify. the competitive
bidding rule as initially set out in Decision No. 386lh <a6 CRC 281 -
(1948)). -

2. The authorization granted herein is ’o*‘thc'uurpoqea of
this proceeding only, and is not %o be cons rued as z.clcatzve of
the amounts to ve included in proceedings for the detormlna lon of
Jjust and reasonable rates. ,

3. The application should be granted.

QRDER
Lo

IT IS CRDERED that: :
1. The Pacific Telephone and Telegraph Company (Pacxf_c)
may issue, sell and deliver, on or before April 30, 1980 not,exceedlng
3300,000,000 aggregate principal amount of debt secur*tle in accordance
with the application and the':é,.s and p'ovxszon of a bu*chaee
agreement or ggreements substantial’y in the form filed as a part
£ Zxhibit E o the application, with a Term or terms each not. to
exceed forty years, with a maturity date or dates *e’aved T0. uhe
actual sale date and with *edemnvlo features apb*oprlqte 0
market conditions existing at about that time.
2. Said issuance and sale is hereby exempted from vh
Commission‘s compecizive bidding rule set forth in Dec smon‘Né; 3361&,
dated January 15, 1946, as omended. L ‘
3. Pacific is authorized to execute and de iver an 1nce1vure
or incentures subdstantially in the form -1_cd as Exhiba.v 3 %o the
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application, with maturity, interest payment and other relevant
dates appropriate to the actual sale date of said_deov uecurlg*es,
except that the redemptiion proviéion may be modified or délé:cé
ac provided in the application. -

L. Pacific shall use the proceeds of the issuance and sale
of nos exceeding $300,000,000 principal amount of said debt
securities for the purposes stated in the abb’xcaVLOﬁ (acc*ued
interest may be used for general corporate pu*boses)._

5. Promptly after Pacific determines the price or prices -
and interest rate or rates pertaining o the debt uecu tmes herei
authorized, it shall notify the Commission thereof in writ ng.

6. In the event Pacific utilizes compeulvlve bxdczng, in,
lieu of the notification regquired by paragraph 7 hereof
Pacific shall file with the Commission a written “epo.u sHowing‘
as to each Yid received, the namehof‘v“e oldders, the price, the

interest rate, and the cost of mo&ey %0 it based upo saad,prmce
ané interest rate. \ . o
7. As soon as ava,lable, °aczfzc shall file with the

Commission three copies of each brogpectus pertaining to wa:.d
debt securities.

€. Within thirty days afzergselling,the debt securities
herein authorized to be issued andfsold, Pacific shaL;'file with
vhe Commission a letter reporting the amount of such deby securi‘*es |
issued and sold and the use of the proceeds therefrom s substan
in the format set forth in Appendix C of Decision No. 85287,
daved Decexber 30, 1975, in Applicatiorn No. SSZlL and Case Nb. 98,2.

a.l/
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9. This order shall become effective when Pacific nhas paid
the fee prescribed by Section 190L(b) of the Public Usilivies Code,
which fee is $106,000 after taking credit for the revirement of
3100,000,000 principal amount of Swe*x-Year 7% percent Notes
due Jurne 1, 1980. S |
' Dated FEB 13 7980 y 3% San Francisco, if{ornia.




