1lg

becision o, 1435 AR 16 1980 @RB @IH N&l

BEFORE TEE PUBLIC UTILITIES COMMISSICN OF THE STATE OF CALIFORNIA

Application of General Telepkone

Compary of California %o issue

and sell 3,000,000 shares of its

Commoz Stock ($20 par value); to Application No. 59401
issue and sell not exceeding (Filed Jammary 24, 1980)
265,000,000 paxr or stated value and

of Preferred axd/or Preference Anmendment

Stock: to issue and sell, not (Filed Februsxry 20, 1980)
exceeding $125,000,00C principal

amount of First Mortgage Boxnds,

Sexies CC, Due 2010, axd %o

execute and deliver a Supplemental

Indenture.

)

FIOX |
General Telephore Company of California (Gezeral) seeks
authority (=) to issue and sell $60,000,000 aggregate par value of
its Coxxon Stock to its parent corporation, Gezeral Telephone &
Electroznics Corporation, a New York corpo:ationié (®) to issue azd
sell iz one or more issues not exceeding $65,000,000 par or stated
value of Preferred and/or Preference Stock (hereinafter Preferred
tock); (¢) to issue and sell mot exceeding $125,000,000 principal
amount of First Mortgage Bonds (New Bonds) in one or more series; 7
and (d) to execute and deliver a Supplemental Incdemture or Indentures.
Gezeral recuests this authority pursuant to Sections £16
through 818 and Section 851 of the Public Utilities Cole. Notices
of the filing of the Application and Amendment were published oz the

Commission's Daily Calendars of January 28, and Februasry 22, 1980,
respectively.

1/ General Telephone & Electronics Corperation owns all of the
Commeon Stock of Gereral Telephone Company of California.
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General is a Californmia corporation engaged in the
business of providing telephone service to customers im portiozns
of 20 California Counties. For the 12 months exnded November 30,
1979, the utility reported total operating revenues of
$1,100,250,000 and net income of $113,193,000.

General's Balance Sheet as of November 30, 1979, attached
to the Application as Exhibit A, is summarized as follows:

Assets Anount

Telephone Plant Less
Accumulated Depreciatioz $2,698,064,000

Investments 2,707,000

Current Assets 207,892,000

Deferred Charges 29,692,000

Total $2,9%8,355,000

Liabilities and Common Eouity
Common Equity $1,084,962,000

Long=-Term Debt 1,099,290,000
Current Liabilities 277,710,000
Accrued Liabilities 80,993,000
Deferred Charges 385,400,000

Total $2,938,355,000
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The purpose for issuing additional securities is to
reimburse the utility for monies actually expended for capital
purposes but not obtained from external sources. The utility reports

that as of November 30, 1979, there is $406,195,000 of plant available
for the issuance of additional securities, as set forth in the
following sunmary:

mount
Telephone Plant, Net of Depreciation $2,698,064,000

Less: Deferred Taxes 265,£87,000
Unanortized Investment Credit 119, %72,000 285,059,000

Total Telephone. Plant Available for
The Issuance of Securities $2,%1%,005,000
Less Securities Outstaxnding:

Proceeds from Sale of Common Stock 643,764,000
Proceeds from Sale of Preferred

Stock \ 16%,756,000
Principal Amount of Long-Term Dedt 1,099,290,000 1,906,810,000
Total Telephone Plant Availadle for
the Issuance of Additiomal

Securities § 406,195,000

General estimates its short-term indebtedness as of the dates

showz below, which dates correspond with dates or which the financirzgs
will take place, to be as follows:

1. March 31, 1980 (before the axticipated
issuance of $20,000,000 of Common Stock) $205,63%7,000

2. April 30, 1980 (before the articipated
issuance of $175,000,000 of First
Mortgage Bonds and §$40,000,000 of
Preferred Stock) $22%,837,000

July 31, 1980 (before the anticipated
issuance of $40,000,000 of Commoxz Stock $128,43%7,000

Septembexr 30, 1980 (before the
anticipated issuance of $25,000,000
of Preferred Stock) 1%1,8%7,000

411 proceeds are planned to spent for capital purposes.
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The Revenue Requirements Division of the Commission's
staff has evaluated the comstruction expenditures of General for
the past two years ending Decembexr 31, 1979. The gross expenditures
for the years 1978 and 1979, totaled $1,032,653,000. Review by the
staff of the Revenue Requirements Division of the 1980 estimates
macde by General confirms the need for gross construction expernditures
in excess of $610,000,000. This increase in construction expexditures
is consistent with inflationary trends and the past and projected
increase in the number of main stations. The estimated expenditures
required to provide plamned additions to duildings, central office
equipment, station equipment, outside plant and other plant and
equipment are necessary to meet customer growth and movement,
modernization and plant replacement. The Revenue Recuirements
Division reserves the right, however, to reconsider the reasonableness
of axy construction expenditures in future proceedings.

General's proposed issue of 3,000,000 skhares of $20 pax
value Common Stock is to be sold to Gerneral's parent corporation,
General Telephone & Electronics Corporation, on or dbelore
September 30, 1980.

Gerersal proposes to issue and sell, in one or more series,
Preferred Stock not exceeding $65,000,000 of $100 par or stated
value or or before September 30, 1980. Gexneral anticipates the
Preferred Stock will be sold by private placement. A final decision
as to the method of sale, whether by competitive bidding, negotiated
sale, or private placement, will be made by the utility at a date
closer to the actual sale. The number of issues, the exact aggregate
amount, the terms, and the nature and extent of the preference of the
Preferred Stock to be issued by General have not yet been negotiated
and will be determined by market conditions prevalent at the time of
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negotiation. However, it is General's best estimate, based on

current market conditions, that the Preferred Stock will have

terms, rights and preferences which will not vary materially from

prioxr series. A summary of the terms of the issue is shown below:
a. Price and par value: ZEither $100 or a stated wvalue,

the totsl of whickh will for gll shares issued
not exceed §$65,000,000.

Dividends: Not to exceed an amount to be determired
by market conditions at the date of sale.

giquidation preference: Asset preference over Commor
tock.

Voting Rights: Only if dividends are in default.

Sixking Fund: If established, probadly will zot exceed
twenty-Live years.

Redemption: At the option of the utility, the stock

would declize from $100 plus a premiux in the first

year to approximately $100 per share in the twenty-Lilth

year, with restrictions orn the sources of funds from

whick redexmptions can be made.

General will advise the Commission by letter, prior to tke
date of sale of the Preferred Stock, of the terms and conditions of
the Preferred Stock to be sold by the utility.

General proposes to issue and sell, in one or more series,
its First Mortgage Bonds not exceeding $125,000,000 principal amount
on or before Jume %0, 1980. General proposes to issue the dbonds
pursuant to either a negotiated sale or by competitive bidding. For
reasons set forth below, General requests exemptiorn from the competitive
bidding requirement of the Commissiorn as set forth in Decision
No. 38614 as amended by subsequent decisions in Case No. 476l. The
Few Bonds are to be issued in accordance with, secured by, and are
to bave the temms and conditions as set forth in the Indenture dated
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Decexber 1, 1839, executed and celivered by the utility to Security

Pacific Natioral Bank, as Trustee, as azmended by Supplexmental

Incentures, and the proposed Supnlemexntal Indenture dated Apxil 1,

1980 and attached to the Application as Exhidit C. Exhidit C provides
amozg; other things that the New Bonds may not bYe redeemed for a period
£ five years. -

General's reasons £or requesting exe*ptzon Irom the
competitive didding mequirement as se% fo*th in the Application
are as follows:

a. Eigh demaxnd for fuxds by dorrow #Q, together
wz*h interest rates at or zear all-tixme highs, have

created conditions uhe*eby lenders axre very selective
in credit markets.

In Septexber 1979, Standard and Poor's, a securities
rating agency, downgraded upp’icaﬁf‘s credit ratizng
for First lMortgage Bonds from A+ o A, cinking fund
debentures from 3BB- to B3B3, and preferrcd stock
om A+ O A=, and there is a- ot“o-g possibility of
rther downgrading prior to the sale of the New ZBonds.

General's times i terest coverage declined to <he

extent that in March, 1¢80, the uu-;-,y will not neet

the earnings %o _ﬁxed cha_ges of not less than 2.25

to 1 cov'rage requirements of a $30,000,000 promissory

note, theredby permitting the lender to call the loan.
General states that the above conditions require it to have greater
flexibility in determing the method of sale of the New Boands, i.e.
by negotiated sale or by competitive bidding in the best interest of
the utility and its shareholders.

General states in the Applicaticn that the pre-offerixg
marketing efforts will aid ix the successful sale of the New Boxnds
because underwriters and dealers who are paxt of a negotiating growp
can zore precisely ascertain in advance the marketadbility of the

ffering. Genexral states that wader competitive bidding, pre-marketing
efforts are not as effective since each bidding group does not kaow
that it will Ye the successful bidder until after the bids axe
received, thus, the cost of money to General ir a negotiated
tracsaction may bYe lower where pre-marketing efforts have been made.
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General alleges, that due to the market conditions and
the utility's credit rating, it must have flexibility to make
decisions concerning the timing of the offering in order to control
the offering as close to the proposed date of sale as possible.
General states it can odbtain more flexidility through a negotiated
sale than would be the case if the sale were subdject to competitive
bidding.

General states that the size of the offering of its New
Bords is suchk that their marketability and distridution will he
enhanced by participation from as large a group of urnderwriters
and dealers as possidle. Genmeral believes competitive bidding wouwld
restrict the available number of underwriters and dealers and would
result in segmented bidding groups whkich would result in a smallexr

group of bidders and the cost to the utility would be higher as a
result. |

General's capital ratios reported as of November 30, 1979,

- and as estimated as of September 30, 1980 after giving effect to

the proposed issuance of 3,000,000 shares of Common Stock at $20
par value to produce net proceeds of $60,000,000; the proposed
issuance and sale of $€5,000,000 par or stated value of Preferred
and/or Preference Stock; and the issue or issues and sale of
$125,000,000 principal amount of First Mortgage Bonds are summarized
as follows from Exhibit B, attached to the Application:

November %0, 1979 Pro Forma
Long-Term Debt 50.%% 0. 3%
Preferred Stock 7.6 Qb
Common Eguity 42.1 40.%

T —————

Total 100.0% 100.0%

The Reverue Requirements Division has reviewed the
Application and has concluded that the proposed fipnancing is
necessary to implement the compaxy's constructiorn program.
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Findings of Fact

1. Genmeral is a Califormia corporation operating undex the
Jurisdiction of this Commission.

2. The proposed Common Stock, Preferred Stock or Preferexnce
Stock and First Mortgage Bonds, would be for proper purposes.

3. Gereral has need for external funds for the purposes set
forth in the Application.

4. The proposed five-year restricted redemption provision,
for the First Mortgsge Bonds, is reasonable.

5. The money, property or lsdor to be procured or paid Lo
by the issuance and sale of Common Stock, Prefexrred Stock aud the
First Mortgage Bonds, herein authorized, is reasonadbly required for
the purposes specified herein, which purposes are not, iz whole or
in part, reasozably chargeable to operating expenses or to imncome.

6. The sale of the proposed bords should not be required to
be through competitive bdidding.

7. The proposed Supplemental Indenture would not be adverse
to the pudlic interest.

8. There is no known opposition and no reason to delay
granting the authority requested.

Cozneclusions of Law

1. A pudblic hearing is not necessary.
2. The Application should be granted to the extent set forth
in the oxder wkich follows.

In issuing our order hereirn, we place General and its
shareholders on notice that we do not regard the number of shares
outstanding, the total par value of the shares nor the dividends
paid as measuring the return it should be allowed to earn oxn its
investment in plant, and that the authorization graated herein
is not to be comstrued as indicative of amounts to be included in
proceedings for the determination of just and reasonsable rates.
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IT IS ORDERED that:

1. Genersl Telephone Company of Califorria, on or after
the effective date hereof and on or before September 30, 1980,
may issue, sell and deliver, at ope time or from time to time, to
General Telephome & Electronics Corporatiorn, at par for cash, not
exceeding 3,000,000 additional shares of its $20 par value Commoz
Stock. |

2. General Telephone Compary of California on or after the
effective date hereof, and on or before September 30, 1980 may
issue, sell and deliver £65,000,000 par or stated value of
Preferred Stock by private placement, or at Genmeral's option by
negotiated sale or competitive biddirng, in one or more series, and
subject to terms and conditions of a purchase agreement to be entered
irto with purchasers of the Preferred Stock.

3. Within 30 days after issuing, selling snd delivering any
Preferred Stock, General Telephore Company of Californmia shall file
with the Commission, a letter setting forth the exact aggregate amouzt,

the terms and conditions, and the nature and extent of the prefererces
of the Preferred Stock.

4. Tn the event General Telephorne of California utilizes its
optior %o sell the Preferred Stock either by competitive bidding or
by a negotiated offering, it shall file as so¢n as available thxee
copies of its final prospectus relating to the Preferred Stock.

5. General Telephone Company of Califormia may execute and
deliver a Supplemental Imderture or Indentures in substantially the
form of Exhibit C attached to the Application.

6. On or before June 30, 1980, General Telephone Compazy of
California may issue, sell and deliver, in one or more series,its
Pirst Mortgage Bonds in the aggregate principal amount not exceeding
$125,000,000 at a price obtained by negotisted sale, or if by
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competitive bidding, at the price or prices offered in a bid whick
would result in the lowest annual cost of money to it calculated

in the manner provided in the Invitation for Bids, a copy of which is
attached to the Application as a part of Exhibit D.

7. The sale by General Telephbone Company of Califorzia of its
First Nortgage Bonds in the aggregate principal amount not exceeding
$125,000,000, is hereby exempted from the Commission's competitive
bidding rule set forth in Decision No. 38614, dated Januaxy 15, 1946,
as amended, in Case No. 476l.

8. IL the First Mortgage Bonds are sold by competitive bidding,
General Telephone Company of Califormia shall file a written report
with the Commission promptly after awarding the comtract for the
sale of First Mortgage Bonds showing, as to each bid received, the
name of the bidder, the price, the interest rate and cost of mozey
to it based upon such price and interest rate.

9. As soon as available, General Telephone Company of
California shall file with the Commission three copies of its fizal
prospectus relating to the First Mortgage Bonds.

10. Gexeral Telephone Company of Califorria shall apply the net
proceeds from the sale of the Common Stock, Preferred Stock, and the
First Mortgage Bonds to the purposes set forth in the Applicatioxz.

1l. Within thirty days after issuing, selling and delivering
ary of the Common Stock, Preferred Stock, or First Mortgage Boads
herein suthorized, Gezeral Telephone Compaxy of Califormia shall file
with the Commission a statement in accordance with General Order

No. 24=-B, disclosinz.the vurposes for which the vroceeds were used.
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12. This order shall become effective when General Telephone
Company of Califormia bas paid the fee prescribed by Section 1904(b)
and 1904.1 of the Public Utilities Code, which fee is $143%,000.

Dated MAR 18 1980 , at San Francisco, California.

Yol &

~ Presidext
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PURLIG DI COMISSON | //__;. 2F /7
b‘ATE OJ CJLI..“ a 1 / . l

/ OMmLSsoners

Cozzigsioner Claire T. Dedrick, deing
zecessarily absont, did zov participate
In tko disposition of +tris prococdlizg.




