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Decision No. _-.;9=-2~2~~::..:7:.....-__ SEP 16 d 
BEFORE THE PUBLIC UTILI~IES CO~ISSION OF THE STATE OF CALIFO~~ 

Application or CON~INEN~AL TELEPHONE 
COMPANY OF CALIFORNIA, a corporation, 
ror an order authorizing it to issue 
and sell $30,000,000 of its First 
Mortgage Bonds, Series Q, through a 
negotiated private placement, and to 
execute a Nineteenth Supplemental 
lndenture. 

OPINION 
~ .............. ---

@~~lrn~OOA~ 
Application No. 59874 

(Filed August 12, 1980) 

Continental Telephone Company or California (Continental) 
requests authority, pursuant to Sections 816 through 818 and 851 or 
the Public Utilities Code, (a) to issue and sell through private 
placement its First Mortgage Bonds, Series Q, Orew Bonds) in an 
aggregate principal amount not to exceed $30,000,000 and (~) to 
execute and deliver a Nineteenth Supplemental Indenture. Notiee of 
the riling or the application appeared on the Commission'S Daily 
Calendar or August 14, 1980. 

Continental is a California corporation (a subsidiar.y or 
Continental Telephone Corporation, a Delaware corporation) primarily 
~gaged in the business or furnishing local and toll telephone service 
in portions of Arizona, Calirornia and Nevada. For the Calendar ';leu 
1979, Continental reported total operating revenue or $l;l, 702, 732 
a:c.d net income ot $17,84;,151. In the twelve months ended June ;0, 

1980, Continental reported total operating revenues or $1;6,88;,666 
and net income of $17,547,282. 

Continental proposes to issue BJld sell $;0,000,000 aggregate 
principal 8lIlount or its First Mortgage Bonds, Series Q, under an 
existing indenture as hereto!ore amended and supplemented and to be 
further supplemented and amended by a proposed Nineteenth Supplemental 
Ind.enture. ~b.e proposed supplemental i:c.denture is to be substantially 
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in the SaJlle 1"orm as the torm 01" the Eighteenth Supplemental Indenture 
attached as EY~ibit C to Application No. 5969~' (1"iled May 27, 1980, 
and authorized by Decision No. 91983, dated July 2, 1980), with such 
changes as are required to retlect the terms negotiated tor the 
New'Bonds. 

It is proposed that the New ~onds will be sold by private 
p1aeement to institutional investorc. Immediately after the issuance 
o! this decision, Continental intends to negotiate the terms 01" the 
New Bonds, with issuance and delivery delayed to Februar,y 1981. The 
terms 01" the New Bonds will be fixed at the ti:me 01" such negotiation 
and will be embodied in a purchase agreement substantially in the s3lIle 
1"or.m as Exhibit E to Application No. 5969;, with such changes as are 
necessary to re1"lect the terms 01" the New ~nds. Continental expects to 
execute the purchase agreement be!ore the end 01" September 1980. 

The proceeds 01" the sale or the New ~ond$ will be applied to 
retire Short-term debt (estimated to be $28,580,000 at December 31, 1980 
and in excess or $:;0,000,000 at the time the New Bonds are issued). 
The proceeds 01" such short-term obligations have been spent by the 
utility tor capital additions and improve~ents. The expenses 01" the 
issue will be paid 1"rom the company's general funds and not from the 
proceeds received rrom the sale 01" the New Bonds. 

Continental's balance sheet as 01" June ;0, 1980, attached to 
the application as Exhibit A, is summarized as follows: 

Assets 
Total Telephone Plant Less 

Accumulated Depreciation 
Investments 
Current Assets 
Deferred Charges 

~otal 

Liabilities and Other Credits 
Common Equity 
he.ferred Stock 
Long-Term Debt 
Current Liabilities 
Deterred Credits 

~otal 
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Amount 

$316,556,117 
657,411 

24,496,879 
856,922 

$342, 567,339 

$137,362,806 
l4, 555, 100 

147,832,146 
27,810,428 
15,006,859 . 

.• $2:±2, 567, 333 
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Continental's estimated capital ratios at December ?1~ 1~80~ 
and adjusted on a ~ro forma basis to ~ve ettect to the sale of the 
New Bonds~ are S'l.UC.mSl'ized trom Exhibit B attached to the application 
as follows: December 31, 1980 Pro Forma 

Long-Term Debt 48.~~ 53.5% 
Preterred Stock 4.8 4.4 
Common Equity 46.3 42.1 

Total ' 100.0"~ 100 .. 0% 

Continental's plant available for the issuance ot additional 
securities at June ;0, 1980 is summarized from Exhibit B to the 
application as follows: 

Telephone Plant, Net or 
Deprecia.tion 

Less: Deterred Taxes 
Unamortized Investment 

Credit 
Telephone Plant Available 'Ior 

Issuance or Securities 
Less Securities Outstanding: 

Proceeds 'Irom Common Stock 
Proceeds trom Preferred Stock 
Principal Amount of Long-Term 

Debt 
Total Telephone Plant Available 

for Issuance or Additio:c.al 
Seeurities 

Detail 

$,,916,000 

8,264,000 

S l2,;45,000 
15,111,000 

149,409,000 

Am01.mt 

$;16~;30,000 

12,180..:000 

$:;04,150,000 

177,065,000 

$127,085,000 

Continental requests an exemptio::l tor the proposed sale or 
the New Bonds tram the Commission's competitive bidding rule established 
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by Decision No. ;8614, dated Janu~ 15, 1946, as amended trom 
time-to-t:iJ::le in Case No. 4761. Continental's reasons for requesting 
an exemption a:re set torth in its application as follows: 

" (a) In the past !i ve years, Continental has been successful 
in raising substantial long-term debt capital through 
private placement at ettective interest costs at least 
as tavorable as those which would have been available 
through a competitive bid public offering. This has 
resulted trom both the timing flexibility or and the 
lower costs associated with a private placement. 
Applicant believes that the cost savings tor the 
proposed New Bonds in the !or.m or reduced tiling tees, 
printing costs, accountant's tees, attorney's tees and 
underwriting discounts will amount to approximately 
20-25 oasis points on $;0,000,000. II 

"(b) Based on applicant's analysis or current market 
conditions, applicant believes that a private placement 
negotiated and committed in September 1980 tor delayed 
delivery in Februar,y 1981 will result in a lower no=inal 
interest rate than the sale ot New Bonds at competitive 
bid in Februa.-y 1981. Applicant believes that private 
placement is the only practicable method to achieve the 
del~ed delivery arra.:c.get1ents proposed. This can only 
be accomplished with an exemption trom competitive 
bidding requirements." 

"(c) As shown in E,...hibit B, the substantial a:lou:o.ts or capital 
which applicant is required to raise in the long-term 
debt market to tinance its construction program is 
depressing applicant's long-term interest coverage. In 
addition to the proposed New Bonds to be sold. in Februa.~ 
1981, applicant must issue $25,000,000 of additional bonds 
in December 1981 to refund its outstanding Series Ie Bonds 
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maturing on J~~unrJ 15, 1982. Ap~lic~~t oelieves it must 
keep ~ts interest Covc~3~e ~bovc ,.Ox in order to maintain 
O::l. II A" rating on its oones. A?plicnnt e:r.pects, ho\>,'ever, 
that until it ootains rate relief in it::: pending NOr No. 27 
~~/or in Pacific Tele~hone ~~e Teler,raph Comp~~y's pending 
Applic~tion No. 59849, itc interest cove~~~e will otay 
:::lightly oelow ,.Ox. Applicant believes that this 
circumsto.ncc will h~vc less of. an nc.veroe impnct on the 
interest r~te ~o~ the Ne'.oJ Bonds if they nrc sold at 
private ~laccmcnt r~thcr th~~ in 0. co~petitive oid public 
offerine;." 

In Decicion No. 91984, datec July 2, 1980 tor the San Diego 
Ca~ & Electric Compn...""lY, AppliC:ltion No. )<)Pj~. we d iscu::;::;cd the granting 

of cy.emptions from the competitive biddin~ rule, and we clarified the 
n~ture of the cotl'pcl1 inr. ~howini!. tho.t rnur;t b~ m:l.dc to wo.rra..."lt an 

ey.e~?tion from the rule. We sc~cd notice that assertions rcg3rdi::l.~ 
"h ' . 1 . ... ~ h ' t...... f1 . '10.. • 1 . . d db ... · t d ..... e VO ... o.tl l ... y 0 ... t.c :l.'lr.r:et, •• c CY.liJJ. ~.ty P::"OVl. t"! Y a. nee;o ... l.~ ~ 
~o.lc. tl."'ld the import:U1cc of mny.imiz'inr.: th~ ~~fcctivcnc~t:: of the 
t.l.."lc!.crwritine grou:p ..... ill not ccrve i-iS co~?cllin,r. r~asonc, individun.:ly 
or collectively, for gr~ting ~~ ey.em?tion fro~ the co~?etitive bidding 

rule. 
Bcc~u~e the propo~ea New Bond~ will be zold by pr~v~te 

p1~cerncnt on terms which will be nC90ti~ted ~fter the is~~nce of this 
decision ~nd bec~use of the st~ff's conclusion ~nd belief that the 
New Bonds will be sold ~ t (l cos t ~s low, if not 10\'ler, than would 
prev~i1 if the New Bonds were eo be oold Qt competitive bidding, we 
~rc of the opinion that applying, in this proceeding, the CO~~$zion·$ 
competitive bidding rcquirement~ ~nd conditions set forth in Decision 
No. 91984, .... /ou1d not be in the best. interccts of Continental or it.s 
r~tcp~ycrs. The rule would not operate in a manner so as to ~llow 
Contincnt~l's s~le of the New Bonds at the mo~t f~vorable cost of money. 

However, we will also gr~nt continental the authority to issue the I 
proposed New Bonds by ~eans of a competitive offering. 

Continental is put on notice that in its next general rate 
proceeding before the Commission, the re~son~blcncss of the rc~ult.in9 
interest =atc and cost of money to the company will be closely scru­
tinized ~nd m~y result in a diz~llowance of interest expense if it is 
determined that thc cose of money incurred w~s not the most prudent. 
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EY~ibit B to the application shows Continental's estimated 
net construction e~enditures estimated tor calendar years 1980 

and 1981 will approximate 5111,221,000. Ey~ibit B sets forth in detail 
the company's construction program estimated as follows: 

Construction and Plant Expenditures 
(Including Cost or Removal): 
Station Apparatus and Connections 
Other Operations (Key Systems, 

Special Systems , Furniture and 
Work EqUipment) 

Outside Plant 
Central Office Equipment 
Land and Buildings 
Other 
Overheads 

~otal CoDstruction and Plant 
Expenditures 

Salvage Value 
Net Construction and Plant 

Expenditures 

(In Thousands ot Dollars) 
1980 1981 Total 

$ 7,448 S 3,88~ $ 11,33? 

4,598 4,?62 9,~ 
15,959 l6,2'79 32,2~ 

I 

19,83? 
I 

20,408 40,245 
837 

, 
902 1,?39 

2,538 2,169 4,?07 
7,666 8,788 16,454-

558,88; $5?,197 Sl16,080 
(2,712) (2,142) (4,822) 

$,,26,166 S55,055 $111,221 

The Revenue Requirements Division and the Communications 
Division have reviewed the application and have concluded that the 
proposed financing is necessary to implement the company's construction 
program. The Divisions reserve the right, however, to reconsider· the 
reasonableness of any construction expenditures in future rate 
proceedi:c.gs. 

11 Assumes station connections will be expensed in 1981. 
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Findill~s of Fact 

1. Continental is a Cali!ornia corporation operating under 
the jurisdiction ot this Commission. 

2. The proposed First Mortgage Bonds, Series Q., would be for 
proper purposes. 

:;. Applicant has need ror external ru:o.ds ror the purposes set 
forth in the application. 

4. Continental believes it will be able to obtain aD effective 
interest rate on its First Mortgage Bonds through negotiated private 
placement for delayed delivery in Februar,y 1981, as low as or lower 
tha: it could obtain from a competitive bid public ofrering or such 
bonds in FebX'Uar,y 1981 and should be authorized to proceed in the 
manner described in the application. 

5. The money, :property or labor to be procured or paid for by 
the issuance and sale of the First Mortgage Bonds, herein authorized, 
is reasonably required for the purposes specified herein, which 
purposes are not, in whole or in part, reasonably chargeable to 
operating expenses or to income. 

6. The sale of the proposed bonds should not be required to be 
through co~etitive bidding. 

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

S. ~here is no known opposition a:c.d no reason to delay granting 
the authority requested. 

Conclusions of Law 

1. A public hearing is not necessary. 
2. The application should be granted to the extent set forth 

in the order which follows. 
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The nction taken herein i~ for the ?U]~O~Cs of this 
proceeding only ~~d is not to be construed a~ indicative of amounts 
to be included in proceedin~z for the d6te~ination of just and 
reasonable rates. 

o R D E R 

IT IS ORDERED that: 

. , 

1. Continental Telephone COl':lpa..."'lY of C::lli!ornia on or after the 
effective date hereof ~"'ld on or before December 31, 1980, m~ is~ue, 
sell and deliver its First ~ortt.age Bonds, Series Q, in an aggregate 
principal ~ount not to exceed $30,000,000 hereby exempted from the 
Commission's competitive biddinr, rule ~"'lC in accordance with the terms 
and conditions to be nceoti~ted as described in the application, or 
m~ issue, sell and deliver these bonds by means ot a competitive 

o.ffering. 
2. Continento.l Telephone Compo..'1Y of California. mo.y execute and 

deliver a Nineteenth Supplemental Indenture in s~bztnntially the sacc 
form as that attached. to Application No. 59693, filed !"lay 27, 1980, 
as EY •• "l.ioi t C with such cho...'1e;c:::; therein n:::; are required to reflect the 
terms negotiated for the First Mortgace Bonds, Series Q. 

3. Continental Telephone Co~p~y of Califo~ia shall apply the 
~roceeds from the sale of its First ~ortgage Bo~ds, Seriez Q, to the 
purpo~es set forth in the application. , 

4. P~om?tly after executine the contract for the cale of its 
First ~o~tgage Bonds, Se~ies 0., Continental Telephone Co~pany or 
California shall ~ile a copy 01 the ccntract ~~d a written ~cport with 
the Commission, showing the interest rate and the cost of money to 
Continental based on such price and inte=est rate. 

;. As soon as available, Continental Telephone Company o! 
California shall file a conformed copy of the ~urchase agreement tor 
the First Mortga~e Bonds, Seriee Q, and the definite form of the 
Nineteenth L"'ldenturc. 

- 8 -
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6. Continental ~elephone Company ot Calitomia shall tile with 
the Commission a report, or reports, as required by General Order 
No. 24-B, which order, inso1"ar as applicable is h:reby made a part 
01" this order. 

7. ~his order shall become effective when Continental Telephone 
Comp~ 01' Cali1'ornia has paid the tee prescribed by Section 1904(b) 
01' the Public Utilities Code, which tee is S21,000. 

Cali!ornia. 

- 9 -


