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BEFORE TEES PUBLIC UTILITIES COMMISSION OF TEE STATE OF CALIFORNIA

ApPlication of General Telephone -
Cofipany of Californis to issue

and sell not exceeding 4,500,000

shares of its Common Stock (520

pas value); to issue and sell not

exceeding $50,000,000 par or Applicatiorn No. 60163
tated value of Preferred Stock; (Filed December 30, 1980)
and to issue and sell not exceed-

ing $250,000,000 principal amount

of Pirst NMortgage Bonds in one

or more series, and to execute

and deliver a Supplemental

Incenture(s).

General Telephome Company of Califormia (General) seeks
authority., pursusnt to Sections €16 through 818 and 851 of the
Public Utilities Code, for the fLollowing:

1. To issue and sell for cash $90,000,000 aggregate
par value of Gezmeral's Common Stock, %20 pax
value, to i%ts parent corporation, Gemeral Telephone &
Electronics Corporation, a New York corporation; 1/

to issue and sell for cash, in ome or more series,
General's Preferred Stock, §100 par or stated
value, not to exceed $50,000,000;

to issue and sell for cash not To exceed
$250,000,000 principal amount of Genmeral's First
Mortgage Bonds (New Bonds) in one or more series; and

to execute and deliver a Supplemental Imdenture
or Indentures.

1/ General Telephone & Electronics Corporation owns all of the
Commor Stock of General Telephone Company of Califoraia.
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Iz conmection with this proceeding, General paid a fee
of $21%,000. EHowever, the fee prescrided by Sections -FO04(»)
and 1904.1 of the Public Utilities Code is §196,000, after takxing
credit for the refunding of $10,000,000 principal amoutt of First
Mortgage Bonds, due in October 1980. Gemeral is, therefore,
entitled to a refund of $17,000.

Notice of the filing of the application appeared on the
Commission's Daily Calexndar on January 6, 1981. No protests have
been received.

Gemeral, a Califoraia corporation, engages in the dbusiness
of providing telephone service to its customers located in portions
oL 20 California Counties. TFor the twelve months ended November 720,
1980, General reports it generated total operating revenues of

- $1,215,094,000 azd net income of $64,452,000, as showr in the
application as part of Exhibit A.

General's Balance Sheet as of November %0, 1980, shown in

the applicatioz as part of Exhibit A, is summarized as follows:

Assets Amount

Net Telephone Plant $3,075,076,000
Other Investments 3,347,000
Current Assets 267,967,000
Deferred Dedbits 29,229,000

Total 33158596199000
Liabilities and Eouity

Common Stock Equity 980,671,000
Preferred Stock 194,98%,000
Long-Term Debt 1,221,052,000
Current Liabilities 429,717,000
Acerued Liabilities 96,298,000
Deferred Charges 462,891,000

Total $%.,3%85.619,000
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The purpose of issuing additional securities is to reimdburse
the utility for monies actually expended for capital purposes but
not obtained from external sources. The utility reports that as of
November 30, 1980, there is $505,408,000 of plant available for +the
issuance of additional securities, as set forth in the application
as part of Exhibit B and as shown in the following summazy:

Amount
Telephone Plant, Net of Depreciation $3,075,076,000

Less: Deferred Taxes $ 294,484,000
Unanortized Investment Credit 157,017,000 451,501,000

Total Telephone Plart Available for
the Issuance of Securities $2,62%,575,000

Less Securities Quistanding:
Proceeds from Sale of Common Stock $§ 703,764,000
Proceeds from Sale of Preferred
Stock 193, 344,000
Principal Amount of Long-Term Dedt 1.221,058.000 2.118.167.000

Total Telephone Plant Available for
the Issuance of Additional

Securities $ 505,408,000

Genexral estimates its chort-term indebtedness as of the
dates shown below, which dates correspond with dates on which the
financings will take place, to be as follows:

a. March 31, 1981 (before the anticipated
issuance of $35,000,000 of Commor Stock
and $150,000,000 of First Mortgage
Bonds). $266,1%9,000

June 30, 1981 (before the anticipated
issuance of 50,000,000 of Preferred
Stock). 8 §215,224,000

¢. November 30, 1981 (before the

anticipated issuance of $55,000,000
of Commoz Stock améd $100,000,000 of

First Mortgage Bonds). $250,035,000
. All proceeds are plamned to be spent for capital pu:'posgs.

-3-




A.5016% RR/lq

The staff of the Commission's Revenue Requiremeats Division
has evaluated Genmeral's comstruction expenditures totaling $659,000,000
for calendar year 1980. The staff has also reviewed Gexeral's gross
construction expenditure estimates for 1981 and 1982 estimated as of
October 20, 1980, and summarized as follows:

Purnose 1981 1982

Buildings $ 18,585,000 § 19,583,000
Ceatral Office Equipment 353,852,000 352,542,000
tation Equipment 177,221,000 23%6,388,000
Qutside Plant 141,969,000 15%,871,000
Other (Land and General ' ' -

Equipment) 12,098,000 15,409,000
Total $70%,725.000  $777.793%,000

The staff concludes that the estimated conmstruction
expenditures are reasonable and has no objection to the proposed
security issues specified in the application. The division reserves
the right, however, to reconsider the reasonadbleness of any comstruction
expenditures in the curreat or future rate proceedings.

The gpplication indicates that General's management believes,
based on information received from its financial advisers, that the
sale of all or part of the $250,000,000 First Mortgage Bonds by
private placexent rather than through competitive bidding may enable
the utility to obtain a more favorable interest rate on the bonds.
Anong other things, a private placement should enabdle General o
tailor the maturity schedule of the bonds sold to the preference of
the imstitutional purchasers in exchange for a more favorable
interest rate than would otherwise be available if that amount of
bonds were financed through competitive bidding. General, therefore,
requests an exemption from the competitive bidding rule for the
issuance and sale of the $250,000,000 First Mortgage Bonds.




4.60163 RR/lg

In Decision No. 91984, dated July 2, 1980, for.the San Diego
Gas & Electric Company, Application No. 59633, we discuSsed the
granting of exemptions from the competitive dbidding rule, and we
clarzfled the nature of the compelling showing tThat must be made to
warrant an exenption from the xrule. We served notice that assertions
regarding the volatility of the market, the flexibility provided by
a negotiated sale, and the impoxrtance of maximizing the effectiveness
of the underwriting will not serve as compelling reasons, individwally
or collectively, for granting an exemption from the competitive
vidding rule.

Because of the possibility that the proposed bhonds will be
sold by private placement on terms which will be negotiated after the
issuance of this decision and because of the staff's conclusion ané
belief that the bonds will be sold at a cost asg low, if not lower,
than would prevail if the bonds were to be sold at competitive bidding,
we gre of the opiniozn that applying, in this proceeding, the
Commission's competitive bidding requirements and conditions set forth
in Decision No. 91984, would not be im the best interests of General
or its ratepayers. The rule would not operate in a mammer so as to allow
General's sale of the New Bonds at the most favorable cost of money.

General is put om motice that in its mext gemeral rate
proceeding before the Commission, the reasonableness of the resulting
interest rate and cost of money to the company will De closely
scrutinized and may result iz a disallowance of interest expense if it
is determined that the cost of money incurred was not the most prudent.
We will also regquire General to provide us with a showing that the
resulting interest rate and cost of money were the most advantageous
to the company and its ratepayers. We will require this showing

within a reasonable period of time affTer the issuance and sale of
the proposel donds.
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General's capital ratios reported as of November 30, 1980,
and as estimated as of December 31, 1981, after giving effect to %the
following:

-

a—

- 1. The proposed issue or issues and sale of not to

exceed $250,000,000 prircipal amount of General's
First Mortgage Bonds;

the proposed issuance and sale of not to exceed
$50,000,000 principal amount of General's Preferred
Stock, $100 par or stated amount;

the proposed issuance axd sale of not to exceed
4,500,000 shares of Gezmeral's Common Stock, $20 par
value, to produce zet proceeds of $90,000,000;

the issuance and sale of $100,000,000 of Firse
Mortgage Bonds, Series E, on December 1, 1980; 1/

the issuance axnd sale of 1,250,000 shares of Common
Stock on December 31, 1980, providing net proceeds
of $25,000,000; and

6. the retirement of $10,000,000 of Pirst Mortgage Bonds,
Series G, oz October 1, 1981,2/

are summarized as follows from Exhidbit B, attached %o the application:

November %0, 1980 Pro TForma

Long-Term Dedt 50.%% 52.1%
Preferred Stock 8.2 8.3

Common Equity 40.9 39.6
Total 100.0% 00.0%

General's proposed issue of 4,500,000 shares of $20 par
value Common Stock is to be sold to Genmeral's parent corporation,

Genexral Telephone & Electronics Corporation, on or before
December 31, 1981.

1/ gecigéggéNo. 92416, dated November 16, 1980, in Application
o. -

. 2/ Exhidit A, Page 5, Item (d).
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General proposes to issue and sell, in one or more series,
Prefexrred Stock mot to exceed $50,000,000 of 8100 par or stated
value oz or before December 31, 198L. Gereral anticipates the
Preferred Stock will be sold by private placement. A {inal decision
as. to the method of sale, whether by public offering or private
placement, will be made by the utility at a date closger 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 amd will
be determined by market conditions prevalent at the time of
negotiation. ZHowever, it isc General's best estimate, based on
current market conditions, that the Preferxred Stock will have terms,
rights and preferences which will not vary materially from prior
series. A summary of the proposed terms of the issue is showzn below:

a. Price and par value: Either $100 or a stated
value, the ¢otal of which will foxr all shares
issued not exceed $50,000,000.

ividends: Not to exceed sz anount to de determined
by market conditions at the date of sale.

Liquidation Preference: Asset preference over
Common Stock.

Voting Rights: Only if dividends are in defaul®.

Sinking Fund: If established, will not exceed a
nunmbexr of years €0 be determined.

Redemption: At the option of the utility, at par

or stated value plus a premium in the first year
declining thereafter ix approximately equal amounts
pexr share for an as yet undetermined numbexr of years
with restrictions on the sources of funds from which
redemptions can be made.

General will advice the Commission by letter, after the
date of sale of the Preferred Stock, of the terms and conditions
of the Preferred Stock $0 be sold by the utility.
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General proposes to issue ané sell, in ome Or more series,
ite First Mortgage Bonds not to exceed $250,000,000 pr;ncipal amount
on or before December 31, 1981. It is anticipated the maturity
dates of the New Bonds will not exceed 20 years. Genefal proposes
t¢ issue the donds in either a private placement .or by c¢ompetitive
bidding. For reasons set forth below, General requests exemption
from the competitive bidding regquirement of the Commission as set
forth in Decision No. 38614 as amended by sudbsequent decisions
in Case No. 4761l. The New Bonds are to bDe issued in accordance with,
secured by, and are to have the terms and conditions as set forth
in the Indeature dated December 1, 1939, executed and delivered by
the utility to Security Pacific National Bank, as Trustee, as amended
by Supplemental Indentures, and the proposed Supplemental Incdenture
dated as of the date of issuance and attached to the application
as Exhidit C. If the New Bornds, or a series thereof, have a 30-year
maturity, they will contain a provision, among other things, that
the New Bonds may not be redeemel at a lesser cost of money for a
vexriod of five years. New Bonds, or series thereof, of shoxter
maturities shall contain redempition provisions consistent with the
requirenents of the fimancial markets at the time of sale of the
New Eoncs.

The Revenue Regquirements Divisiorn has reviewed the
application and has concluded that the proposed financing is necessary
to implement the company's construction program.

Findings of Fact

1. General is a Califormia corporation operating undexr the
Jurisdiction of this Commission.

2. The proposed Commox Stock, Preferred Stock, and First
Moxtgage Bonds would be for proper purposes.

3. General has need for extermal funds £for the purposes set
forth in the application.

4. The proposed redemption provisions, for the First Mortgage
Bonds, are reasonable. =
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5. The moxey, property or labor to be procured or paid for
by the issuance and sale of Common Stock, Preferred Stack, and the
First Nortgage Bonds, herein authorized, is reasonably required for
the purposes specified herein, which purposes are not,—in whole ox
iz paxrt, reasonably chargeadle to operating expenses Or to income.

6. The sale of the proposed First Mortgage Bonds should not
e required to be through competitive biddizg.

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

8. General has overpaid the fee to the Commission in the
amouznt of $17,000. General is entitled to a refund of $17,000.

9. There is no known opposition and 1o reason to delay granting
the authority requested.
Conclusions of Law

1. A public hearing is not necessary.

2. The application should e granted to the extent set for+h
in the order which follows.

Iz issuing our order herein, 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 or the dividends paid
as measuring the return it should be allowed to earn on its
investment iz plant. The authorization, granted herein, is ot
tO be comstrued as indicative of amounts to be included in proceedings
for the determination of just and reasonabdle rates.
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z

IT IS ORDERED that: -

1. General Telephone Company of California, on or after the
ef?ective date hereof ancd on or before December 31, 19§i, may issue,
sell, anc deliver, at one Time or from time +o time, %o General
Telephone & Electronics Corporation, at par £or cash, 2ot to exceed
4,500,000 additional shares of its Commorn Stock, $20 par value.

2. General Telephone Company of Califormia on or after the
effective date hereol and on or before December 31, 1981, may iczsue,
sell, and deliver for cash $50,000,000 par or stated value of
Preferred Stock by private placement or, at General'S'Eption, by
pudblic offering, in one or more series, subject to the Terms and
conditions of purchase agreemernts to be entered into witk purchasers
of the Preferred Stock.

3. Within 20 days after issuing, selling, and delivering axy
referred Stock, General Telephone Company of Califormia skall file,

with the Commission, a letter setting forth the exact aggregate
amouat, the terms and conditions, and the nature and extent of the
preferences of the Preferred Stock and the form of the purchase
agreemext.

L. In the event General Telephone Company of California
utilizes its option to sell the Preferred Stock by public offering,
it shall file as soon as avalilable three copies of its final
prospectus relating to the Preferred Stock.

5. General Telephone Company of Califorzia may execute and
deliver a Supplemental Indenture or Indentures in substantially the
form of Exhidit C attached to the application.

6. Oz or before December 31, 1981, General Telephone Company
of California nmay issue, sell, and deliver for cash, in one or
more series, its First Mortgage Bonds in the aggregate principal
amownt not to exceed $250,000,000 at a price obtained by private
placement or, if by competitive bidding, at the price offered in
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2 bid which would result in the lowest amnual cost of momey to it
calculated in the manmer provided in the Invitation for Bide, a
copy of which, in substantially the form to be used, is attached
ta the application as a part of Exhidit D. -

- 7. The sale by Generzl Telephone Company of Califormia of
its First Moxrtgage Bonds irn the aggregate principal amount not to
exceed $250,000,000, is hereby exempted from the Commission's
coppetitive bidding rule set forth in Decision No. 38614, dated
Jazuary 15, 1946, as amended, in Case No. 476l for the limited
purpose of permitting the sale of Genmeral's First Mortgage Bonds, or
any sexies thereof, by private placement.

8. 1If the First Moxrtgage Boads, or any series thereof, are
sold By competitive bidding, General Telephone Company of California
shall file a written report with the Commission promptly after
awarding the coxtract for the sale of the First Mortgage Bonds
showing, as to each bid received, the name of the bidder, the price,
the interest rate, and cost of money t¢ it based upon such price axd
interest rate.

9. If the First Mortgage Bonds are sold on a private placement
basis, Gereral Telephoze Company of California shall file a copy of
the purchase agreement and a written report with the Commissiorn showing
the interest rate and cost of money to Gemeral based upon the price
and interest rate.

10. If the First Moxrtgage Bonds are sold on a private placemexnt
basis, within thirty days after their issuance and sale, General
Telephone Company of Califormia shall file with the Commission a
report showing that the resulting intereszt rate and cost of money
to the company were the most advantageous to the company and its
ratepayers.

1l. If the First Mortgage Bonds, or any series thereof, are
8014 by competitive bidding, as soor as availadble, Gemexrsl Telephone
Company of California shall file witk the Commission three copies
of its fLinal prospectus relating to the First Mortgage Bonds.
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12. Germeral Telephome Company of Califormia 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
applicatioxn. _

:' 13. Withia 20 days after issuing, selling, and delivering
any of the Common Stock, Preferred Stock, or First Mortgage Bonds,
herein authorized, General Telephone Company of Califormia shall
file with the Commission a statement in accordance with General
Oxcder No. 24-B, disclosizg the purposes for which the proceeds
were used.

14. The effective date of this order is the date hereof since
Gexeral Telephone Company of Califorzia has paid the fee prescribed
by Section 1904(d) and 1904.1 of the Public Utilities Code, which
fee is $196,000, after taking credit for the retirement of
$10,000,000 principal amount of First Mortgage Bonds due in
October 198l1.

5. A refund of $17.000 be made to General Telephone Company
of California to cover an overpayment of the fee prescribed by
Sections 1904(b) and 1904.1 of the Public Utilities Code.

Dated __FEB 18 (981 . . at San Frapeisco, Californmia.

8/

.

commissioners




