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Decisio:l. No. 91.327 

3EFORE Th3 PUBLIC UT!LITIES corrosS!ON OF' THE STATE: OF'CA1!FORNIA 

Applic~tio:l. of The Pacific Telephone) 
and T~legraph Company,. ~o i$s~e and ) 
sell no~ ~o exceed $300,.000 7 000 ) 
aggrega~e principal a~o~~t of ) 
Deb{!r:ttures and/or Not.es and. to ) 
execut.e and deliver ~~ L~denture or ) 
Indentures; and for an exem~tion ) 
of S'J.ch 'Oroposed issue o'r issues of'·) 
Deben":.ures a...~d/ or Notes from .the ) 
re~irements oft.he Competitive ) 
Bidding fO.lle. ) 

-----------------------------) 

Application No.' 59327 
(Filed Decernb~r; 12', 1979) 

~·Jil1ia.-n F. Anderson, Attorney at. Law, for 
The Pacific Telephone and Telegroph 
Co:::rpa.'"lY, applicantop 

Sidney J. ~ebb, for hl-~elf,protestant. 
Leonar~ L. Snaider, Deputy City At":.orney, 

for George Agnost, City Attol"!'lcy, City 
and County of" San. F'rancir:co, inte:-csted 
party. 

Grant Z. T.';lnner,. Attorney at. Law, for the' 
Co~~ission staff. 

,O'? I N ION 
-', - - --- -- -. -

" 

'!'eJ.ep~one and Telegraph Company' (P~ci£ic) 
rcq,uests authori tyte, e:x:ecut;.e and deliver an indenture or indentures 
and ~o issue and sell y ei~her by competitive bidding or negotiation, , 
not to cxce~ $300,,000,000. auregate principal a.."noun'C- of debentures 
and/or notes having a 'te:m or t.erms each not exceeding forty years. 

The pu~se of the proposed financing iz to retire~t 
" maturity it.s Seven Ye~r 7i percent Notes due June 1, 1980 

and to reimburse ?acific· s t:-easury for moneys actually e:x:pendeci 
for capital pu:,,?oscsfrom income and from other treasury 
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funds of Pacific and its subsidiary. Such exp~nditures ~oun~ed 
U) .;} cw=ulative total of $2,793,038,682', as of October 31to 1979, 
as set forth in the tol10wi~g $u~a~: 

Tot.al capital expcndi tures, ' 
October 31, 1922 to October 31, 1979 

Deduct proceeds of: 
Stock issues 
?ro~ssory notes 
:unded debt 
Other· 

Total deductions 
Balance obtained from other 

sources, 
Less: Reserve for 

Depreci;3tion 
Unreirnbursed balance 

$3,111,814,.207 
414,.30$',000 . 

4,772,7$1,100 
147,635 t 211 

Al'l'lOunt 

S,446,5JS,538 

$,418,506,554 

Z,625,467~S72: . 
$ Z,79)',038,.682 

?aci~ic anticipates that the proceeds from the sale 
would be available on or abo'C.t P"Klrch 5,. 1980. Accordingly,. Pacific 
expects to hold S100,000,000 of the proceeds for 3.'periodof 
about 11 weeks before those proceeds are used ~o retire at. O.:lt.urit.y 
the outstanding 7i percent Notes on June 1, 1980 as previously 
mentioned herein. In :the ir.:eerl=:., Pacific will use all equivalent 
.a:nount 'to repay short-ter:l borrowings. ?acific exPects .to app-ly 
the :emainder of the proceeds (other than accrued interest which 
would be used for general corporate purposes) toward reir:lbursement 
of the t::-easury as previously me:l-:.ionec. herein.. 'Ttlhen the. trea.sury 
has been rei~bursed, Paci~ic intends t¢ apply an equivalent 
amount to repayment of its ther. out.sta.~din& short-te~ borrOwings 
which would other-"":'se exceed s600,000,000 by February 29, 19eo~ 
Such borro .... 'ings may be further increased when t.his C¢mmission . 

npproves a re!und plan in con."'lection with anothe:::" matter before'it. 
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Pacific t scapi t.al rat.ios as' recorded on Oct.ober 31~ 
1979 and as adjust.ed at. February 29, 1980 to give effeet t.o 
(1) t.he sale on Noye:nber l4~ 1979 of $)00,000,000 principal 
a.":'lount. o~ ci.ebent.ures~ (Z) the retirement. at oaturit.y of S35,000,000 
principal a:nou."lt of> c.ebentures on Nove:nber 15, 1979, (3) the, 
p~o?ozed sale of $300,000,000 aggregat.e principal amount of debt. 
securit.ies on or about Feb~ary 26~ 19$0~ ~"ld (4) the ret.irement. 
of Sloo,OOO,ooo principal amount or notes due June 1, 19$0 are 
as follows: 

Co::nmon eql.:.i t.y 
?:-eferrcc. stock 
Funded. debt, 
Short-t.e~ borrowings 

Recorded 
38.6% 
6.1 
51~O 
4.1 

100.0% 

Pro For.na 
36,.7% 

5.:8 
53·2' 
4., 

100.;0~ 

Pacific's esti~ates tor the year 1980 indicate the need £or 
32,376,000,000 grosz construction otlt::'ays relat.ed to custooer 
grow:h .:3nd movemcn-;., a::d for plant moe.e:-niza,-;.ior .. and replacement. 
3S follo'w'/S: 

Custooer growth 
Customer :noveoent 
Plant. :Iloeernization 
?l~"lt rep1aceoent 

Total 

Sl, 3,95,000,000 
420,OOO~OOO 
396~000,,000 
165rOOO%000. 

S2,.376~OOO',OOO 
Review of these estimates confirms that at this time they' do not 
appear \:'lreason."lble.. The Commission rcser.res the right,. however,. 

to reconsider the reasonableness of any construction expenditures 
in fu~re rate proceedings. 

The proposed ~ebt securities ~re to be issued under an 
inc.en'tl:.re or inc.entures between Pacific and The B~ o~ California , , 

{ 

~ational ft.ssoci.:r~ion, as trus'tee. In p:"'¢viou$ issues of"' Pae:Lfic·s c:.ebt 
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securi-:.ies, the form of indenture provided that -:.he securities 
, .-iI b ..I ..I • • , 0- "'f~er '" d .... ""e ... ~';ve vea·.....,. .;-.... orn ·he· cou.~ no~ e re~eeme~ unv~_ on • Q ~ Q ~~ ... J .Q.. . ~. 

dote of the indentu~e_ ?aci!ic expects -:.h~t ~ similar provision 
..... -ill be et:lployed for -:.he proposed issuc(s) of debt securities. 
However, :na:::-ket condi -:ions <lne Pacific "5 financial' si::.uation on 
or ~bout the sale dote :nay re~uire some alternative rede~ption 
provision~ Thus, the debt securities will be eit.her nonredeemable 
or redeemable, and ii' redeemable thete:":"'...s c'3:ld conditions of such 
redemption, all a.s the ch.'lir:nan of t.he Board of Directors., the 
president,. the vice president and secret.ary, or the t.reasure':"' of 
?.'lcific shall dete~~ne. 

If market conditions dictate, P.:lcific proposes to sell' 
the debt securities by means of a negot.iated underWriting by a 
natiol~wide group or groups of investmen't ba..."lking firms. In such 
event, the ~~de~iters would purchase all of the debt securities, 
in accordance -,n. t.h a purchasa agrcemen-:. or ae;ree:nen.t.s substantially 
in ~he f"o:m att.ached t.o the applica'tion as pa:-t of Exhibit: E. 

Accordir.gly~ P~ci!'ic requests exe::ptiontror:: compet.itive 
bidd.ing require:nents because of" the size of the .. proposed issue(s;) 
nnd because substantial demands for funds, botb" in t.he private 
and public sect.o!'"S,. coupled. ...n.th inves-:.ors" expectAtions of high 
inflation rat.es h~ve rcsu1ted in high int~rest r~~es and a volat.ile 
m.'Jrket.. ?:tcitic st:!ttes in i t.s a1'1'1 ication that. -:.hese' and ot.her 
factors would ~~ke preotfering efforts by a large n~~bero~ 
unc.er-..r.:-i te:"s and dealers essential and t.hat such er!'o:""'"~ could best 
be obtained by t.he ~se of a negot.iat.ed ur.de~~ting. 

Al though the ut.ility's present. plA.."'l.S cont.e::'1plateselling 
the cebt securit.ies on a negotiated basiS, Pacific desir,es alterna­
t.i ve oRU tho ri t.y t.o sell t.he~' pursua.~t to competi ti ve bidding in 
t.he event. of: suost8ntially 'i:nproved :r.arket.conditions. 
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On Janu.nry 10 .jnd 11. 1980, public he~rinss were held in 

San Frn~cisco before A~i~istr~~ive L~w Judge Robert T. Baer. 
Evide~ce was received ~ro~ ?~ciric and the Co~~ission staff ~~d ofter 

o::-etl arzu,.-nent t.he r:att.er .... -as submitted subject to the recelp-t' 
of d l03~C-filcc. ex.".ibi t ..... hich is now in h;):lc.. The proceeding is 
ready for decision. 
Discussion 

The centrAl issue in this proceeding is ~ppropriately 
introduced by the staf!" , s recom:nend~tion, which is that '''Pacific 
Telephone no~ be allowed to issue :~ddi tional J ong~tel"iTl,debt 
securit.ies until it has first issued additional shares of com:non 
stock wiJ.ich this Corr.:nission :3uthorizcd in Decisions Xos. 90652, 
dat.ed AUgust. 14, 1979 ~"'ld ~ .... 91114, eo. tee. Dec ember lS, 1979' in 
Applica.tion ~o .. ,e989oo t. (Tr., $6.) 

I:1 oreer 'to unc.erst.a."'ld: the st.afi' rc-co:'n.":lcnc..j.tion" , it,' must 
" 

be placed in its historical con'text.. On July 31, ~.979, the 
Commission issued.Decision No. 90642 in Pacific"s icneral rate 
proceec.ing,Application No. 58223. That decision adop'tee thc' 
ztaff"s reco:nmended capit:ll structure of 50.04 percent lons-tc':-r:l 
dcb"t,4.2J... percent prei"er:-ed stock, and 45.72 pc:'cen,t com:non 
equity. In 'the decision the Cor.-.:nission sta'ted that: 

"The 'Orinci-oal diffe:-ence between the ca'Cital structure 
recommended by the starf and t.he applic~nt·switness 
is that the stafr substitutcd an issue of $3'00,000 000 
in corn.~on equity in pl<l;cC crcne of the twO' $)00,000,000 
long-t.erm debt issues F~:-oposed by Pacific." (Decision' 
No. 90642, at p. 26 •. ) , 

The reason for the eor:-mitission:s adoption of thc'staff·s 
recoI:.":lencied c.:).pi tal st.ructure is exploined as follows: 

, . 
"The st.affts reco:~:"'lle'nded capital structure is 

- t·~·~~· ~. ~ '0' . h ... es :1. ... ::.= ... 0' ~.S ",el.ng t •. e more reClson:l ... C ::.n t ,"It 
~"'c~ ~.,f C t S ' 0'" ... cr- ..I '.. .. • • ~ • ....l .u ......... oJ. •• :;- .... " ... eo ... r~ ... ::.o, low ::'l03::.nt:ll.ne .... .::It 
approximately 50 percent, which is cOr.l?~rable 
to its December 31, 1977 level, ~nd is in accord 
'Hith thc .9pp~icant: s s-:.ated. goal of c.ecreasingi tS 
long-tern: deot retlo to 1.0.5 percent." (Ibid., p.. 27.) 
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In Decision No. 90919bi dated October 10, 1979, in 
Applicotion No. 5$223 etal. the Co~mission reaffirmed the 
c.1pit.a.l st:-ucturc which it h"d .:tdopt.ed in D~cision No. 90642. 
~c Commission ~~¢cirical1y !ound t.ha.t.: 

,... "., 

"':he c~?i t.;)). rat.ios a.."l.C ret.urn on com:non equi t.y 
ado'Oted in Decision No. 90642 are reasonable and 
a:,e~not. subject. to rehearing." (Decision No. 90919, 
p • .35.) 
In Decision No. 91121,y' dated Decemcer 1$,. 1979,. in 

Applicotion No. 58223 et. al. the CO::l."!lission.a.lso reafi";rmed the 
capit,::Jl structure ::Iciopted in Decision ~o. 90642. (See Decision 
No. 91121,. pp. 2, 4, 5, 6, 7, and 11.) Regarding cnpita1 
st.ructure, the Co~~ssion stated: 

'·Our use of' a theoretica.l capi tal structure in 
Decision No. 90642 together with la.nguage contained 
in Decision No. 908$4 in Applicat.ion No. 59090 
concerning P:)cific's cost. recent. request for 
authorization to issue $)00 million of 
debent.u~es clearly sets fort.h t.his Commission's 
1'osi t.ior.. chat. addi t.ional com."':lon ec.uity 
offering in ~e im.'nec.iate fut.ure 'is considered 
cri~ieal by t.his Commission if Pacific expects 
favorable action by· the Commission on its . 
various request.s." (Decision No. 91121~ at. 
pp. 11-12 .. ) 
On July 10, 1979, Pacific filed Application No. 5S9S9, 

which sought aut.hority t.o issue 10,000,000 COQl':lon shares_ . The 
authority WJS grant.ec. Aueust. 14, 1979, by DeciSion No. 90652. 
By t.he t.er=s of t.he oreer the authority was to termin.;ltc on 
December 31, 1979. On October 26, 1979, Pacific se'ughtauthority 

11 Order l-Todi!'yi:lg Decision No. 9064.2. and Cran-:.ing Partial:. 
1:.' '- • .. enear:.ng. 

Y Crder !t.oc.ifyi:lg Decisio:cs Nos.. 90642 a:'lC 90919 Upon Partia1 
?'ehea:-ing. 
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by 3. Pe-:.i tion for N:oc.ii"ica-:'ion t.o exte,nd t.he -:.ermination date 
of the authorit.y erant.ed by Decision No. 90652 unt.il July 31, 19$0. 
The extension of time was gra~-:.ed by~ecision No. 91114, dated 
December lS, 1979.21 

The CO!':l.-:Ussion discussed the issue of capital struct.ure 
in Decizion No. 90$$4, dat.ed Oct.ober 10~ 1979,. in Applic.ation 
No. 59090. The Co~~ssion st.ated: 

"~:e have in the past. st:-essed the i!'ll:>o:-tance of 
utilities maintaining a balanced capital structure 
in orde:- to be fin~~cially sound, to maintain 
finanCial flexibili-:.y, and -:'0 be able to attract 
capit,';l1 3t reasona.ble rat.es. We are, therefore,· 
deeply concerned with Pacific Telephone's post­
'Oonecent of its 10 :2i1110n sha:e co:::non stock 
offering aut.horized by .Deci!C-"ion No. 9065Z on 
August 14,. 1979, as we believe a co~on stock 
offering is nece$$a:y to balance the l<l:-ge debt. 
o!'ferinss issued or plan."leC fo:, 1979. On the 
other hand, we are co~izant of :'ecent 
:'!lateria11y impO:'tant event.s ~"ld regul.:l.tory-' 
develop~en-:.s which may have an Adve:-se effect 
on such common stock offering especially ata 
time when the capital marke~s are ext:-emely 
unstab1e~ which:' !:lay justify :;J teopora:y. 
post?One~ent. We will place ?acific Telephone 
on no~ice ~hat the Co~~ssion considers such deferral 
~o be tem?O:-a:-y and should Pacific Telephone 
seek autho:-ization to issue additional debt . 
securi.-:.ies before the COt:ll'llOIl stock sale has been 
consu~ated, we will requi:-ePaeific Telephone 
to oake a st:-ong showing justifying such 
further postponeoent." (DeciSion No. 90804, 
?- 7.) . 

I':. is noteworthy that DeCision No. 91114 is not., effect.ive, 
since ?acific has no't. paid the' additio:'1a1 fee 'Oresc:-ibe<i 
by Section 1904.1 of the Public Utilities Code". It ap'Oears 
, "ko ' -h - -h -h 0. .~. D .. N 906·52 ... J. --.. ... y ..... a ...... e au ..... orJ....,Y gra."l,,~ oy ec::.s::.on ~ o. .., 
lapsed 0:'1 December .31, 1979, and that. since Decision No. 91114 
was not effective prior ~hereto, it cannot now act nunc 
~ tunc, to ?:-ese:-ve the authorit.y gr~"lted by DeciSIOn 
.. ~o~ ';100)2, abse!lt furthe:- order of the CO::l~ission_ 
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Wi~h ~his warning, the Co~~ission authorized Pacific 
to sell $300,000,000 of debentures. . 

~Jhile the Commission has 3szUl':'!ed 'tha.'e a long-term 
c.eb~ r<:ltio o~ 50 ~:"cen't is reasonable (Decisions Nos. 90642, 
90919, and 91121), Pacific's lone.-term debt ratio has been 
increasing. On M~y 31, 1979, P~ci!~c's recorded long-term 

debt ra~io W;.lS 52.2 p.ercen~.!::1 On ::Ju1y ;1,.1979, it was 53--5 
t . 

?ercen~ (Decision No. 9OSS4, p- 3)if: On October 31,. 1979', it was 
~ , 

53.3 perce:l~_' (Application No. 59327, p. 5.) On February 29, 
1980, Pa.cific estimat.es i~s long-~en:, deot ratio to be 55.6 percent • .2I 
Giving effect. to the $100,000,000 issue of prefer:-cd stock for' 
which Pacific soug."lt authority in Application No. 59}54:, filed 
December 26, 1979, the long-~e~ debt ra~io last. :'lentioned oecooes 
55 percent. 

It c~~ be :"eadily seen how dr~stically Pa.ci~ie·s 
projec-;ed l~nt;--;e:-m debt :-at.io differs l'ro:n that cons·ieered reason­

able by t.h~ Cor:z .. nissio~ in Pacific's last. general rate proceeding ... 
If t.he shor~-t.e~ bor:-o·~ng of $)32,000,000 (pro fo~~ from 

Application No. 59354, p .. 7) we'ie added to the long-term debt, 
the :-atio would be 56.5 percen~. 

V This !igure ~.nd the succeeding long-te:-m debt ratios exclude 
short-ter:n borrowings.. ',; \ 

21 This fi~re is adjusted t.o reflect (1) the sale on November:14,. 
1979, 0 ... S300,000pOOOof Fo:"'t.y-Year 12. 70 percen~ Debentures,. 
(2) the retire:ent o~ $35,000,000 o~ Twenty-Seven-Year J.z. 
perce:~::. Debe:ltures on Nove::ber 15, .1 ?79,. (J) the proposed 
sa~e of $)00,000,000 of c:cbt secur::. tJ.:es on or abou~ . 
Feoruary 26, 1980 (this application)) and (4) the retirement 
of $100,000,000 of Seven-Year 7~ ~ercen~ Notes ~U6 Ju~e· 1 19$0. .. • ..... "". ..., 
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?~cific's Sho~~n~ . 

In the opinion of ?~ci~ic's ~~tness the common e~uity 
portion of the financi~l market is realistically denied ~ 
~ c'r' • wh' t,' .. a 'l J.C a... ... 'lS 'lr.le. This opinion W3S based on the followin,g 
conside:-ations: 

(1) 

(2) 

(1.) 

(; ) 

(6) 

Pacific is confronted with a possible ,rate 
reduct.ion of approximtl'cely S55.000.000 
annu~11y as ~he result of the re~and 

Re!\mcs result.ing !"ror:l the, remar:~ c~se cu:-rently 
exceec. $365.000,000. anc. cepencJ.ng upon the 
pJ.~:l "dop~ by t!lC Co:r:.:is~io~.' the re£undc 
in J 980 could ra.."lgc fro:: Sl20 70007000 to 
$36; p 000 p 000. • 

7~e ~dverse outco~e o~ Application No. 582237 
which origin~lly sought $470rOOO,000, is 
still prominently in the mind of the invest-­
men t co!nmu.."li ty . 

;"s '" resuli; of t.he fo:-egoing uncert~int.ies, 
?:Jcific h~s been and is unable to os~ure, " 
continuity or the cur:-ent annuaJ co~on ' 
d.ividend rat.e of $1.40 per shAre. 

~s noted above. ?acific's long-term debt ratio 
h~z been increasin~. ' 
Sho:--t.-t.crm bo:"rO'Nings have been increasing as 
well, a."lC .... 'i11 exceed S600,000)OooO by the end 
of Fcbr~ary Wi~hout th~ inst~nt fi=ancing. 
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(7) 

(8) 

(9) 

(10) 

•••• 

The crec.it r.:lt.i!l~s of Pacifiers long-t.erm 
debt i$sues havC' declined. Standard ~nd Poor·:;: 
reduccd its rating i"rom AAA in May 197.3 to A in 
Se'Otc!:lbcr 1979. ~{oody's Investors ~rvice, Inc .. 
lowered i~ ratings from Aaa to Aa in December 1977 
and to A in Ja::.uary 197'1.. In November 1979 
:-iooc.y·s lowered its rt3.ting of Pacific's short-
term unseeu:-ed notes i"ro:n ?rime-l 'too P:"ime-2·. 

For the period of Janl.lary ~hrough. November 1979,. 
?ac:'!"ic· s post-tax intere~~ eovera,$e~refleeting 
all int.erest. ~':leeruals~ was 1.76, whietl: reflects 
~ cont.inuing deterioration. 
Pacific' $ COrru:lon s~oek W:3S one of the Bay Area"'s 
· .... or::':t !>eri'o:-mancesin 1979,e lOSing at. 14-3/4-
on Dece:n'oer 29, 1978~ anc. .:It 11-7/8 on Deee:n'oer 31~ 
1979. :J decline of 19.5 pe!"cent in :n~rket.priee •. 
This is in contr::tst to book va.lue o~ $21.50 to 
$22~OO per ~h3re. . 
Lastly, ?.::leii"ic·s ·..r.i.tness t.cst.ifiedthat 
prospec':ivc inve$tors and pu:,ch~$crs can neith:er 
i~ore no::- minimize 'the se:-i.ous adverse effect.s 
of :"eeent. mat.erially important events· 8.nd 
:"eg'.;lDtory developments involving Pacif'ie and 
the COmr.'lission. .. 

Pacii"ic cit.es "rcgul.'l'Cory deve1opoents." as t.hefactor 
upon which the !"c:nainder of the above ten pOints depend. Its 
i"ailu:"e to obtain subst.,antial rate relief'and the im~act of the 
:"ernanc. case a:-e the p·rirnary, if not the sole,. examples of these 
"develop!':ents." 

Paci~ic points to Applic~tion No. 5822),. and observes 
that inste:ld of: the S470 IT.illion rate increase it. sou~t,. it 
received ;I rste decrease o-r $42.2 million'. However., later Commission 
actio:ls have ameliorated to an extent. the impact. of the ,rat.e-decrease, 
as follows: , 

-* In Decision No. 90919, dat.ed October 10,"1~7':f', 
in Applica:tion No. 5822),. the Comrnission£ound 
t.hat ?aeifiehad an additional revenue requirement 
of $43.5 :nillion. This finding resulted ina 
:"C'scission of the $42.2 million ra:~e.deerease and 
the granting of a rClte increase of $1.;. millfon~ 

• ,,,II' 
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2. In Decision No. 91121, da~ed December lS, 1979, 
in Application No. ,e223 , the Co:n:~ission 
increased ?acific's rat,e or ret.urn fro=: 
?73 percent to 10.2;, percent, which in. t.urn 
re9-uire~ a:: additional increa.5e in revenues or­
$30.6 =~ll~on. 

3. !n int.e:"im Decision No. 90842, datee. Septe::ber2S, 
1979. in Application No .. 57465 the Co::-.r.:ission 
authorized Pacific 'to increase its rates for 
cl:lssiried directory advert.ising by $23 _3 million 
based upoc a 1976-l977 test yea:". However, the 
COr:l."!lission a.lso roune tho'':. "'?~ci!'ic will not re_lize 
the full impact of the increa~e authorized herein 
for ap?:"'oxim.?tely two <=InC. one-half years after the, 
~~ , d· r h' d . ~ .. (I'o·~ l' ) e •• ect~ve awe o. t lS ec~s~on~ l~., p~ ~.' 

The effective date was Septemoer 25, 1979. Interim 
Decision No. 90842 was made i"in~l by Decision 
No. 91059, dated Novemoe:- 20, 1979'. 

4. On Nover.lbe!' 13, 1979, Pacific filed, and the 
Com:ission accepted for filing, FDcific'sApplicatior. 
No. 59269 for inere"sed rat.es of $381 ::lillion 
~o support financing requirements in 1980. 
The application sought rate relief on an in-ceri= 
basis ~~d was filed outsi~e ~he purview o~ the 
CO::l."!lission· s regulatory lag plan. (Resolution 
No. M-4706, d3~ed Ju.."'le 57 1979.) The test year 
for Ap1>lication No. 59269 is 1980, whereas· the 
regulatory 1aSlp1an requires Pacific·s ne~ .test 
year to be 1901. The application specifically 
invokes the following l~~guage or Resolution 
No. M-4706: 

" ••• utilities may al\t,-aY$ request emergency int.erim 
relie£ i£ a ~in~~cial emergency exists beeause 
of a sudden, signiric~~t, and unforeseen change 
in operatillg conditions .. " . 

Public hearings co:mnenced Ja:nuary 15~ 1980, a.."ld' 
the initial phase has been Sllbmitted subj eet 
to oral a~ent: on February /9, 1980 .. 

. 
..J 

-11-



e· 

?",cific also directs the attention of the Co:n:nission to 
c.evelop:ncnt.s conce~ing t.ne remand cases. These developments are. 
so:newha~ mixec in ~heir impa.ct 0:'1 Pocific.. On the on~ ha.."l.c., ~he 
!ntern"l Revenue Service (IRS) c.idno~ assess Pacific for back. taxes. 
for the years 1971" 197~, .?nd 1973 before' the statute 0"£: limitations 
ex'Cired on J1.!ne 30, 1973. Accordingly, Pacific'S potential' 

e~osure to additional tax liabilities was reduced suosta.-:-tially.Y 

On the other hand, the IRS did. 3ssess PaCific for a defi.ciency for 
the tax year 197!... The assessme:lt was S89 million principal' . plus 
S23 :ni11ion of interest through January 1980, .;tbout $30 million 
less than Pacific had expected. Pacific expects to receive a 
bill for these sums in January, a.."ld h:lS elected to pa.y the bill 

rather than pay further amounts of: int.erest at 12 percent per 

an.."l1.l.":l. ?acific has retained outside counsel to dispute 't...i.e. 
assessment anc.,:or the purposes. of the lit.igationwiththeIP.s, 
will argue that the Commission's ?osition squares ~~th~he Internal 
Revenue Coce ~nc the regulations. 
Reco~enda~io~s o~ the Parties 

Pacific y of course, would have the COl:lOission authorize 
the issue of $300 ~i11ion 0: debentures without condition and with, 
all due dispatch in ordc~ to :neet its target date of February 26

y 
19$0. 

Th.e s-:..af'; woulQ h3ve the COTn!nission authorize theissl.lal'l.ce 
of debentures but make the actu~l s81e subject,: to aconcition 
precedent th.;lt ?ecif'ic f'irst issue and selJ. the 10,.000,000 sh"res 
o~ common stock which DeciSions Nos .. 90652, dated August 1.l..,·1979, 
and 91114,. d.ated ~ece:nber 18, 1979,. authorized. 

The City and County 0;''' San Fr.:ltlciscorecol':'J:lendec., that the 
application be erant.ee, but that the exercise of the authority be 
coedi tioned upon receiving fro:n' A::~e:-ica!'l Tele?!lone and Telegraph" 

Y The reco:-d does .not reflect the ~ctua1 .:lm.ot.:.nt of the potential 
~ax.li~bil~ti~~ ~hus avoieec, ~ut.the a~ounts suggested were 
~n ... he $10Q :n:J..I.b.o!l to S300m:.ll~on range. 
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Co:npany (AT&T) an .3:bsolute ~ssur.mce tn.j,t it will su.bscribe to' 
.(',·tu .... ~~ e'"'~-~r o~.,.e,...; ... IYc- o~ ?tlcific in the im.":lec.iate futu.re.; 
.. "'" .. ..... '":. ""' .. v ttl .. ...... .. ... ··v.;,) • 

Sic:1ey J., ','lebb '(r,lebb) recort.-:lcndec. ootright denial as the 

::lec.icir:.e tho.t wo'\;.ld, i:1 his opinion. cure the financial si,eknes$ 

th~t is ca\.:sing t.he parent. AT&T t.o shu.~ i t.s child Pacific., Moreover,. 

he suggest.ed t.hat. an order p:-ohibit.ine the dist.ribut.ion or 
divicenc.s by Pacific t.o AT&T might. be a.."l even more effect.ive remedy. 

or t.hese fo ..... r recorr'.::lencl.at.ions that. of the st'af!" appears 

oost :-easonable. :i rst. , it is consistent with o\.::" O'~ decisions . 
over the last. several months. wherein we have :-epe:.rtcdly expressed 
great concern fo:- ?~citic·s c.eclining co:::mon equit.y :-atio. Second,. 
it. is consist~nt. .... 'it.h ?a.cific f $ O\\n express.ed goal of: increasing 
the pe:-cent.age of cor::r.:on equity in its c;')pi t.;ll .. ,st.ructure. Third, 

such a :-ecom:nenccl't.ion, if ~dop~ed, would ~e likely 'to rCinvolve 
AT&T in the fin~nci~l ~ffairs of its subsidiary. 

Regarding ~h~ las~ item, the evidence showed that on 
J~nc 19, 1978, AT&T issued ~ p:-ess :-cle~se~~~ouncin& th~t it would 
:':lake no i'u:-ther COI'I".:non ~~ui t.y 'invest'.:lents i:1 ?~ci!ic as long as.l.."l' 
"adverse regulat.ory climat.e", pre'railed in California. It cited 
as the event which ?rovoked its announce~ent t.he Comoission·s, 
re.!'us<ll to joi:l with ?~cific in pet.i t.ioning the California Sup:-eo<l' '. 

Court to :-em.;lnc. cer~ain fecie:-al tax-:-ela::.ed cases to the COI:".r.C.ssion 
fo:- reconsideration i:1 light o~ a..."l IRS ruli!'l& of June $, 197e .. , 
(Exhil,jit Z.) Un~il this p:-oceeding it ..... as not kno~ that AT&T would 
n,ot ext.end .any short.-tern loa.."'lS 'toO ?aci!"ic except on a case-by-c.:lse 

oasis. T:'"lis ?olicy ..... e~~ in~o effect at, t,hc sa.:ne t.i:n.e the p'ress 

release was issued.. '.tIttf.~1.. ~, :4t 
.,-J We are, of cou~e, ~~ A":&7'5 £CC-]yoe ::T1' 

~inaugu:-at~e-these poliCies ~"ld a:-e t.roublec. by ?~cific~s docile 
3t.titude t.oward them. .Ap?a.rcn~ly, ?acific has =ade no effort. to 
counsel with AT&T :-egsrc.ing -:.he revoca.tion or revision of'thes'e 

-13-
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policies. ?rom ?acific's point. of vie· .... it. would 00 less expensive 
:CO bo:-row so:ne o! it.s short-t.er::l money f:-o:n AT&T, ;.InC. it would be 
easier "Co sel: cor.::non stock if AT&T pU'rchased it.$ 90 p~rcent. o! 
a gi ve::l iSSiol€'" pursuant. t.o i t.s pree:np'ti ve righ'ts'~ 

T:"le st.~i": cites a fourth re:lSon. ~or req,ui:-ing an issue 

of co:nr:on stock. The st,~ff '.oIitness t.est.ified that. Pacific l'r.ust 
go before the rat.ing agencies before it. issues <md sells the proposec 
debt securities. Since a debt issue further increc'lscs t.he eompany"s 
lO:'lg-t.e:r::: debt ra't.io, a.."'lC:~ consequently" !'uryher erodes t.he cO?1P.:t."lY's 
int.erest coverage, such rl finanCing proposal pl~ces the'company 

in i::::.:nediote c.a..."lger of !'urt.her doW:'l roting. Any down :-at.:'ng 
will increase the cos::;. to the compa."'ly of the funds it.. 'borrows. If 
Pacific were dO ..... "!'l rat.ed t.o 333, -it is estil'l".at.ec. "Chat' it-s interest 

cost would inc:::-ease fror.: 12 pe:-cent t.o 12.70:- 12.75 p~rcent. 
The sta.!:!' furthe:- esti!':lCltes t.ho.t if a debt-of"f'ering is 

postpo::l.ee by."n issue of common stock, the cost o-! .debt. may· be 
!':':ore f8lforaole. The s<t3~f wit.ness ci-:.edt.he decline in t.."'le :o-rime 
:-a-:.c ow!r 'the l'<)s't t.wo months as 'the basis _ .for his estim...'l~.Y 

11 The test.imony was ziven January 10, 1980.. Since that time 
the prime rat.e has increased aga.in.. Also, on. Janu3.ry 16-, '19$0 
t.he tlall S't:-eet Jou:-n31 reoorted t.ha't Southwestern 3ell 
Telephone Co~p~~y's 54.50 ~illion of new tri?le-A rat~d. 
dcbe::I.'~urC's met stuo,?o:-r.. invest.or resistance even thoug.."l they" 
p:-ovJ.c.ed a :-eco:-d hiE!h J.nteres·t return (11.47 perc:entyield) 
fo:- :::.ny BelJ. Syste:: :.ssue .. 
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The beginning of a solution, to Pacific's declining 
common equity ratio ~~d increasing lon~-ter= debt rati~, and an 
an~er to the reco::nmendations of the 'Parties generated thereby, 
.:lppears to have beetl rea.ched.. On Febru.:lry S,,: 1980, AT&T 

anno\..""nced that it would again purchase Pacific's common stoek~ 
'this change in AT&T -policy will assure the success of P::tcific's 
issue of common stock, which we autho:::-ized in Decision No.. 90652,. 
dated August 14, 1979,. and Decision No. 9'1114,. d:tted December 18" 

1979, in Application No. 58989.. The chief impediment to the issue 
of commOn stock ha.ving been removed,. we neeo, not act· u-pon the 

recoznend.:ltions of the stolfi,. Mr. Webb, and San Francisco. We 

are confident, that common stock will' in f::tct be sold in a timely 
fashion even tho\l~h the order which follows grants the authority 
sought by Pacific uncondition:tl1y.. Were it not for the announced' 
participation of AT&T in Pacific t s equity offering. we, would have 
been constrained to condition· the: authority graneed herein.. We 

strongly believe thB.t AT&T's act ibn coupled with: unconditional· 
authorization of this debt issue 'on our part should constitute 
a significant improvement in Paci:fic' s future financitl.l prospects 
which must be recognized by the financial community in its 
trea~ent of PacifieTs financin~ recruirements. 

I 
! 

I~' 
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Findinp;s of Fa.c:t. 

1. Pacific is a California corp<>r.o.~ion ope:-ating under ~he 
jurisdiction of this Co~mizsion. 

2. The proposed sale of debt. securities'is for'proper 
purposes. 

3. The utilit.y hasneec. for ext.ernal func.sfor 'Che purposes 
set forth in these proceedines. 

4. The t.erms and conditions of the proposed issuance and 
s~le of debt. securities arej'Ust fl.."'lc. reasonable and in the public 
inte:-est. 

5. The money., property, or labor t.o be procured or paid 
for by the issuance ,a..."'ld sale of t.he ,debt. securities herein auth¢rized 
is reason.:lbly'required for the purposes specified herein., which 
purposes, except o.S otherHise au~horized for accrUed interest., are 
not., in whole or in part, reasonably eh~rgeable to operating 
expenses or to inco~e. 

6. The sale of the proposed debt securities should not be 
required to be a~ competitive bidding. 

7. The debt securi~ies being unsecured, no California 
propert.y would b~co~e er..cumbcred ,. t.here'oy. 

S. The presec:. unset.t.lec. r.l.3.rket condit-ions, the size O'f 

t.he offering, and ot.her facto=s justify a negot.iat.ed offering o~ the 
deb" securit.ies. 

9.. A sale on a. com"etitive-bid basis is not alw;o.ys neceSsarily­
in the public in'terest.'. 

/~ 
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Conclusions of Law 
1. This decision is not intended to modify the com.petitive 

bidding rule as initially set. out in D~eision No .. J.861.4(46·CRC 2Sl 
(l946)) .. 

2.. The authorization g:-anted herein is for t.he purposes o~ 

this proceeding only 1 a .. ''lc. is not. to be. conztrucd. ,as in<i,~¢ati ve' of 
the a:nounts to be included in p:-oceedings fo:- t.he determination o~ 
just. and reasonable :-a-=.es_ 

3. The application should be gr~~ted .. 

o R D 3 R 
-~----

IT :S ORDERED that: 
1. Tae Pacific Telephone and Telegraph COr.lpany (Pacific) 

=:'oy iss'.le, sell and deliver, on orbetore April 30,19$0,. not exceeding 
i " $)00,000,.000 aggregate prinCipal a:'lount of debt securi titesinaccordance 

, I .. 
with 'the application a:ld the terms .:md provisions of a purchase 

, ' 

agree:nent or "gree:::ents sl.lost.antial1y in t.he ~or:n filed ~s .a part 
of Exhibit E to t.he <lpplicat.ion, -Hi th a t.e:-:n or terms e8~h not to' 

exceed fort.y years, .... '1. th ::J. rr.:.\'turi ty date or dates related: to. the 

actual sale da.te clnd wi th :-eder:pt.io~ i"eatu:-es approp:-ia:te't t.o 

:r.arket. co::.di t.10!lS existing at 3bout. that. t.i:ne," 

2. Said issuance ~~d $ale is hereby exempted' f:om the . . 
CO:!".:nissio:l· s compe~it.ive biddinz rule set forth in Decision No. 38614,. 
dated Januar"f 15, 19l;.6~ 8S "mended. 

].. Pacific is au~horized to execute and deliver an indenture 
or inde:~:~ures substantially in the fo:"m .filed as ExlUbi,t B t.othe 

17 
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a?plica~ion, with maturity, interest payment and other relevant 
dates aJ>?:-opriate to the actu:ll sZlle date of said debt zccurities, 
except th"-:' ~he :-edemption proviSion may be :nodificc. or dele'Ccd 
as provided in the application. 

4. ?<lci!'ic shall use the ?:"oceeds of the issuance and sale 
or no~ exceeding $>00,000,000 principal ~mount or s~id debt 
securities- for the purposes st8ted in -:.he application {accrued 
in'Cerest may be used for &eneral co:-por3te pUT?Oses). 

5 P- , "'... !) • I!'~ . d'" P' "h·' . ~ .ompt_y ~.~er .ac~~.c e~ermlnes y.e prlce or p~ces 
:Jnd interest rate or rates pert.aining to the debt securities: herein 
authorized, it shall notify t.he ComlT.ission -chereof in writing. 

6. In the event Pacific utilizes competitive bidding, in 
lieu of the notiric~tion requi~ed by paragraph 7 hereof 
?acific shall file with the Co~~ission n ·~tten repo~ showing 
as to each bid received, the name .. or- the bidders, the price,. the . - . 

int.erest. !"a~e, and the cost of :nor:~ey to it. based upon said price 
and interest. rate. 

I 

7. As soon ~s avail:lbl<:, ?slcific shall file with the, 
.' , 

Com!nission t.h:oee copies of each prOspec'tuspert.aining to saic. 
debt. securit.ies. 

s. Within t.hirt.y days after': selling t...~e debt. secuti ties 
herein :lut.horized 'to be issued. and sold, Pacific shal;li"ile wit.h 
t.he Commission a. letter report.ing the a:nou.."'l't of such c.ebt secur:L't;ies 
issued and sold and t.he use of the proceeds therefroCl substantially 
in t.he fo:mat set. fort.h i:l Appendix C of Decision No., $52$7" 

dat-eO. ~ce=ber JO,. 1975, in Ap-plication No. 55214' a.~d c~s~ No·,;. 983-2 .. ' 
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9 ...,. . _..I h ' 1 'I.. ~~.. • "" "C • 'f" . d • .I. .. :,s o ...... er s. a ... ' ;.>cco:ne e ...... ec ,,1 ve w •• cn • ac:. :.c .nas paJ. 

~he fee prescribed by Sectio:l 1901..(b) of the Public Utilit.iez Code, 
iI\'hich fee iz S106,000 after taking credit., fo-::- t.hereti-::-ementof 

S100,000,000 principal amount of Seven-Year 7-i percent Notes 

due June 1, 1980. 
___ FE_B_l_3_1S8O;;...;::;.::II:o,.' ___ , at. Sa.'"'l Francisco, Dated. 


