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92878 .APR '7 1~81 
Decision No. ------

BEFORE THE PUBLIC UTILITIES COMMISSION OP THE 

Application of CONTINENTAL TELEPHONE ) 
~OMPA~ OF CALIFO&~IA, a corporation, ) 
for a~ oreer autho=izin~ it to iz:~c ) 
and sell $35,000,000 of-it: Fir:t ) 
Mortgage Bonds, Series R, through a ) 
negoti~ted priv~t~ plaee~ent, ~ne to ) 
execute a Twentieth Supple~cntal ) 
Indenture. ) 

------------~--------~-------) .... ,..... . 
.. o PIN ION ----- ... -

Application 60262 
(Filed February 13, 1981) 

Continent~l Telephone Company of C~lifornia (Continental) 
requestz ~uthority, pursuant to Section: 81G through SlS and 851 of 
the Public Utili tics codc, for the follo'l/in~: .. 

1. To i~:ue aoe sell through negotiatec private 
pl~cemcnt or competitive offering it: Fir:t 
Mortgage ~oncl~, Scr~c: R, (New Bonds) in an 
aggreg~te principal ~mount not to exceed 
$35,000,000: 

2 .. To execute and deliver a 'l\'lcnticth Su"O"Olemcnt~l .. .. 
Indenture. 

Notice of the filing of the Application appeared 
on the Co~~ission's Daily calendar of Fe~raury 19, 1981. ~o 

protests have been received. 
continental is a Cali;ornia corporation (a subsidiary 

of Continental Telephone Corpor~tion, a Del~ware corporation) 
primarily CnS39cd in ~hc b~siness of furnishing loc~l ~nd toll 
telephone service in portions of Arizon~, C~liforni~ and Ncv~da. 
For the calcncar year 1980, continental reported total operating 
revenue of $140,037,157 and net income of $18,520,152. 

Continental proposes to issue and sell $35,000,000 aggregate 
principal amount of its New Bonds under ~n existing indenture as here
tofore amended and supPUnented and to be further amended and supple
mented by a proposed Twentieth Supplemental Indenture. The proposed 
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supplemcnt~l indenture i~ to be zUbct~nti~lly in the same form a~ 
the form of the Eighteenth Supp1ement~1 Indenture att:~chco as 
ZXhibit C to Applic~tion (A .. ) 5~G93, oated May 27, 19S0,ano authorizco 
~y Decision CD .. ) 91983, d~ted July 2, 1980, with such changes as are 
re~uirca to reflect the terms of the New Bonds .. 

contincn~~l, with the ~s~istance of one or more investment: 
b~nkcrs, intends to negotiate for the priv~te placement of the New 
Bonds for issuance and delivery in l'atc 1981 or early 1982, close to 
the ti~e at which Continental's Series K Bonds must be retired. In 
addition, continental re~uests alternative authorization to sell the 
New Bonds in ~ competitive offering, should its view of market con
ditione ch~nge prior to a co~~itment for a sale of the Ncw Bonos. 
In the event of ~ priv~te p1~cement, the terms of the Ncw Bonds will 
be fixed at the time of negotiation and will be embodi'ed in a purchase 
~9recmcnl: in ~ fo:,m subst~nl:ially similar to Exhibit E to A'.S9693, 

which Continental ex~ects to execute within a reasonable time ~fter . . 
negotiations are complete, even if delivery of the Ncw Bonds is to be 
delayed for several months .. 

Continent~l st~tes 

addition to authoriz~tion of 
the com~etitive biddino rule . -

in the Application that' it believes, in 
a competitive offering, an exemption from 
should be granted in order to permit a 

negotiated private placement of the New Bonds .. This would allow .. 
for the New Bond continental reasonable flexibility in planning 

financing and the retirement of its Series K Bonds. Contincncal states 
that it believes it ean sell the New Bonds at as l¢w, if not lower, a 
eost than would prevail if the Ne,.,. Bonds were sold at competitive . 
bidding ~nd that this will result in the, lowest cost to its ratepa~ers. 
Based on such belief, Continental stal:es' that it would be in the 
publie intercct to exempt the s~le of New Bonds from the commission's 

competitive bidding requirements .. 
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The proceeds 0: the s~le of the New Bonds will be applied 
to retire $25,000,000 of Continental's Series K Bonds at maturity 
on January 15, 1982 and to retire $10,000,000 of short-term indebted
ness incurred to partially a~d temporarily finance Continental's 
construction progr~m. Continental estimates that its inQcbteencss to 
holders of short-term obligations will exceed SlO,OOO,OOO at the time 
the New Bo~ds are issued. All proeeeds of sueh Series K Bonds and 
short-term obligations will. have been spent by Continental ~r capital 
additions and improvements. The expenses of the issue wil~id from 
Continental's general funds and noe from the proce~ds received from 
the sale of the New Bonds. 

Continent~l's Balance Sheet as of December 31, 1980, attached 
to the Applic~tion as Exhibit A, is summarized as follows: 

Assets 
Total Telephone Plant 

Less Accumulated Depreciation 
Investments 
Current Assets 
Deferred Charges 

Total 
Liabilities and Other Credits 
Corn:non Equi ty 
Prefcrree Stock 
Long-Term Deb t 
Current Liabilities 
Deferred Creclits 

Total 

Amount 

$334,904,398 
1,196,709 

21,008,286 
961,110 

$358,070& 503 .• 

$141,073,540 
14,645,100 

146,764,188 
40,144,.348 
15&443,327 

$358,070&503 
Continental's eapital ratios at December 31, 1980 and 

adjusted on a pro forma basis to give effect to the·sale of the New 
Bonds are s~~rized from Exhibit B attached to the Application as • 
follows: 
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Long-Term Debt 
Preferred Stock 
Common Equi ty 

Total 

December 31, 1980 

43.79t''' 
4.82 

46.39 
100.0lY'/o 

Pro Forrn~ 
50.40% 
4.02 

45.58 

100.00«'''' 

Co~tinent~l's plant av~il~blc for the issuance of additional 
securities at December 31, 1980 is su~rized from Exhibit B to the 
Application ~s follows: 

Telepbone Plant, Net of Depre
ci~tion 

Less: Deferred T~xcs 
Un~~~rtized Investment 
Credit 

Telephone Plant Av~ilable for 
Issuance of Securi~ies 

Less Securities Oucst~nding: 
Proceeds from Co~on Stock 
Proceeds from Preferred Stock 
Princip~l ~~ount o~ Long-Term 
Debt 
Tot~l Telephone Pl~nt Av~il~blc 
for Issuance of Additional 
Securities 

Detail Amount: 

$334,705,874 
$3,852,180 

9,444,124 13,2964 304 

$ 12,545,115 
14,645,100 

. $321,409,570 

. 
143=,352,492 175J 542,707 

. . 
$145,866,863 

Continental rc~uests ~n exemption for the proposed sal~ of 
the New Bonds from the Co~~ission's competitive'bidding rule established 
by D.3S6l4, dated J~n~ary 15, 1946, as a~endcd from time-to-time in 
C~se 4761. Continent~l's re~sons for this request were set forth 
in its 1ettecto the Co~~ission's staff dated March 6 and 18, 1981, 
as follows: 

a. A private placement is considerably less expensive 
than a public offering_ Private placement: avoids 
the costs of registration ,under the Securities Act 
of 1933, thus avoiding legal fees. Printing costs 
~re 10.,.,er _ Also, fees paid to agcnts are lower than 
for public offerin9z • 
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b. An~ly~i~ of Continental's underwritingcosts shows 
th~t competitive ~idding co~ts are more than three 
time~ cre~tcr th~n for private pl~cements. Privately 
pl~ced·i~sues were compared to those competitively 
pl~ced. The compari~on is based on the weighted 
average undcrwritinq discounts of privately vs. 
compeei~ively plQcco issues. A co-~a~ianc7 analysis 
of the weighted aver~ges of undcrw~t~ng d~scounts 
demonstrated that the greater ~gnitude of prineipal 
amounts of competitively placed issues was not the 
cause of the higher ~~erwritirig, co~t~. 

c. The hi~toric weighted average of underwriting diseount~ 
, for privately placed issues is .4297% and for competi

tively placed issues is 1.2437%. For a $35 million 
issue, at a market rate of 14.5%, the differential. 
effective yield ~et"'/een a privately and competitively 
placed iscue wo~ld be approximMtcly 12 basis points 
($285,000) • 

d. Otber costs in addition to underwriting 6f a competitive 
pUblic offering are printing fees, accountant's fees, 
legal fees, and filing fees. These extra costs (from 
$154,000 to $294,000) would add an additional 6,to 12 
basis points to the differential effective yield. 

e. The total differential yield between privately placed 
debt ~nd competitively placed debt would be 18 to 24 
b~sis pointz (from $439,000 to $579,OOO'~ 

The ~taff of the Revenue Requirements Division has reviewed 
the foregoins rea:;ons and concurs with Continent~l r:h~t .~~.;~~i~g its 

debt securities by means 0: a public sale, such as a, .ne90.t:.ia.t~.cl 
0: competitive offc:inS, would be more costly tban a sale by private 
placement. The ~taff believes ~nd concludcz that a private place
ment of the pro~o~ccl New Bones is lezz costly because of redueee 
filing feez, p:inting costs, ~ccount~ntfs fees, attorney's fees 
and undc~~:iting fees • 
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In D.91984, d~ted July 2, 1980, for San Diego Gas & 

Electric company's A.59633,. we discussed the granting of exemptions 
from the competitive bidding rule, and we cl~rified the nature - . 
of the compelli~g showing that mu~t be ~de to warrant an exemption 
from the rule. We served notice that assertions regarding the 
volatility of the market, the flexibility provided by a negociated 

sale, and the importance of maximizing the effectiveness of the 
underwriting gro~p will not, ~erve as compelling reasons, individually ... ;-".. . 
or COllectively, for granting an exemption from the competitive 
bidding rule. 

Because Continental intends to sell the proposed New 
Bonds by pri~te placement on terms which will be negotiated after 
the issuance of this decision and because of the staff'~ conclusion 
and belief that the New Bonds will be sold at a eost as low, if 
not lower than would prevail if the New Bonds were to be sold at 
competitive bidding, we are of the opinion that applying the Co~~s
sion's co~petitive bidding requirements and conditions set forth in 
D.S19~ in this proeeedins would not be in the best interests of 

. Continental or its ratepayers. The rule would not ooerate to ensure 
that Continental's sale of the Ncw Bones would be at the most 

favorable cost of money. However, in order not to preclude the com
petitive bid option, we will also grant Continental the authority to 
issue the proposed New Bonds by means of a competitive offering. 

Continental is put on notice that in its next general 
rate proceeding before the Commission, the reasonableness of the 
resulting interest rate and cost of money to the company will be closely 
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scrutinizca ana may result in ~ dis~llowancc of the interest 
expense if it is determinea that the coce of money incurred 
was not the most pruaent. 

Exhibit B to the Aoolication ~hows Continental's .. .. 
estimated net construction expenditures for calendar year 1981 
will approxi~te $61,090,000. EXhibit B sets forth in detail 
the company's construction program ~stimatcd ac follows: . 

l~Sl -
(Dollars in Thousands) 

construction ~nd Plant Expcnai
tures (Including Cost of Removal:) 

Station App~r~t~s and Conneetionc 
Othcr OQerations (Key Systems, 
spcciai Systcms, Furniture and 
Work Ecruipment) 

OutsiclC Pl~nt 
Central Office Equipment 
Lancl and Buildin9s 
Other 
Overheads 

Tot~l Construction and P1~nt 
EXpenditures 

S~lvZl.ge Value 

Net Construction and Plant 
Expenclitures 

11 Assumcs station connections 
will bc expensed in 1981 • 
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5,381 

21,122 
18,009 

1,657 

3,362 . . 
8,534 

$63,234 
(2J 144) 

$61,090 



". s .. . - '.' . . 

'. A.60262 RR/mcm 

• 

• 

The Revenue Requirement:::: Divi::ion and the CommunieatiC?~~ 
Division have reviewed the ~pplic<lt:.ion .c.nd have concluded that the 
?ropo~ed fin<lncing i: nece~s<lry to implement the company's eon
st:ruction progr.c.rn_ The Div~.on: recerve t:he right:, however, to 
reeoncider the re<l:onableness of <lny construction expenditures in 
future r~te proeeeclin~s. 
Findinc: of Fact 

1. Continent<ll ic a.C<lliforn~<l corporation operating under 
the juricdict:ion of this co~~ic=ion_ 

2. The proposed New Bonds woule be for proper purposes. 
3. Continent<ll ha:: need for external funds for the purposes 

set forth in the Applic<ltion. 

4_ Continental believes it will be able to obtain an effective 
interest rate on its Ne\-: Bonds through negotiated private placement 
for delayed delivery in late 1931 or early 1982, as low as or lower 
than it could obtain from a competitive bid pUblic offering o~ such 
bonds and should be authorized to proceed in the manner described 
in the A~~lic<ltion. -. 

S. Continental should be authorized to issue and sell up to 
$35,000,000 princip<ll amount of New Bonds, either through private 
pl~ccrnent or by competitive bidding upon terms and at a time whieh 
Continental determines to be the most advantageous to it and its 
ratepayers. 

6. The money, property or labor to be procured or paid for by 
the issu<lnce and z<lle of the New Eonds, h~rein authorized, is 
reasonably rc~uiree for the purposes cpecifiod herein, which purposes 
are not, in wholc or in p~rt, re~son~bly chargeablc' to operating 
expenses or to income. 

,. The s~le of the propo~ed bond~ ~hould not be required 
to be through competitive biddins_ 
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8. The proposed Supplement~l Indenture would not be adverse 
to the pUblie interest. 

9. There is no known opposition ~nd no reason to delay 
granting the ~uthority re~uested. 
Conclusions of L~w 

1. A pUblic he~ring is not necessary. 
2. The Application should be granted to the extent set forth 

in the order which follo\.,s •. 
The action taken herein is for the purposes of this 

proceeding only ~nd is not to be construed as indieative of amounts 
to be includee in proceceingz for the determination of just and 
re~sonable rates • 

the 

IT IS ORDERED that: 
1. Continental Telephone Company of California, on or after 

effective d~tc hereof ~nd on or before Deeember 21, 1981, 'may 
enter into a contr~ct or contr~ctz for iszu~nee, s~le ~nd delivery 
of its First Mortgage Bonds, Se=ics R, in an a99re9ate~principa1 
am~unt not to exeeed $35,000,000, for future delivery in ~ccordanec 
with the tc~s and eonditions to be negotiated as described in the 
Applieation. This sale is hereby exemp:ed from the Commission's 

competitive bidding rule; ~lternatively, Continental Telephone 
company of California may issue, sell and deliver these bonds by 
means of a eompetitive offering. 

2. Continent~l Telephone company of California may exeeute 
and deliver a Twentieth Supplemental Indenture in sUbstantially the 
za:ne fo=rn as that attached 1:0 2\.59693, d.~l:ed. May 27, 19S0, as 
EXhibit C with such ch~nses the:ein as a:re required to reflect the 
terms of the First Mortgage Bones, Series R • 

• 
-9-' 



• A.60262 M/mcm 

., 
0,1. Continent~l Telephone Comp~ny of California shall apply 

the p:oceccl= from the sale of its Fi:st Mo:tg~ge Bonas, Series R, 
to the pu~posez set forth in the Application. 

4. Promptly after executing a contract for the sale of its 
Fi=:::t Ho=tgagc Bonds, Series R, Continental Telephone Company of 
California shall file a copy of the contract and a written report 
with the Co~~ission, showing the interest rate and the cost of 
money to Continental ba~ed on such price and in~crest rate. 

S. As soon as available, Continental Telephone Company of 
California shall file a conformed copy of the purehase agreement 
for the Fi==t Mortgage Bonds, Series R, and the definite form of 
the Twentieth Supplemental Indenturc. 

G. If the Fir=t ~ortgage Bonds, Series R, arc 'sold by 
comoetitive bicldinc, as soon as ~vailable, Continental'Telephone 

.. J # ' 

• Company of california shall file with the Commission three copies 
of its final p:ozpectuz pertaining to these bonds. , 

• 

7. Continental Tclephone Co~pany of California shall file 
the reports requir.ed by Ceneral Order No. 24. 

8.. This ol:'dc:' ::hall beco:ne effective when Conti'nental 
Telephone Co:npany of Californi~ has paie the fcc prescribed by 
Section l~O~{b) of the PUblic Utilities Code, which· fee is $11,000, 
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~ftcr t~kins c:cdit ior the retirement of $25,000,000 princip~l 
;l;:'tount o~ 10% Fiy.st ,'·!orts.:lSc Donc1.:;, Serio:::: 1<, due J.:l!"lu.:lry lS,- 1982. 

i);:: ted APR 7 l~~l , ~t S~n Francizco, 
C~li fo,::n~. \~ • 

f· ,~.I;... . , 
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