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Decision 98-11-025 November 5. 1998 

BEFORE TilE PUDUClfflLlTlTES COMMISSION OFTIIB STATE OF CALIFORNIA 

In the Maller of the Application of GTE California ) 
Incorporated U-l 002-C. to issue and sell up to ) 
$600.000.000 of New INbt. ) 

----------------------------------~ 

OPINION 

Summar}' of Dcdslon 

Application 98-09-002 
(Filed September 2.1998) 

This decision grants GTE California Incorporated (GTEe) the authority reque.sted in 

Application (A.) 98-09-002 (Application). 

GTEC requests authority. pursuant to §§ 816 through 830' and § 851 of the Public 

Utilities (PU) Code. and Articles 2.5 and 8 of the Rules of Practice and Proccdure of the 
. . 

California Public Utilities Cocnlluission t() issue. sell. and delivcr up to $600,000,000 of Private 

Placement Notes Or Debentures (New Ikbt) in one Or more traI1saclions on the open market 

through underwriters (0 the public aflcr the cffective date of this order and on or before 

December 31.2001. 

Notice of the filing of the Application appeared on the Commission's Daily Calendar of 

September 4, 1998. No protests have ~cn recc&ved. 

Background 

GTEC. a California corporation. opcrate.s as a public utility telephone company under the 

jurisdiction of this Commission. GTEC owns and operates inlraLATA (local aCCi'-$s and 

transport arta) telecommunications systeuls in the states of Arizona. California. and Nevada. 

The.se systems consist mainly o( telephone access lines and facilities for their interconnection. 

including underground and aerial cable and lines, central office equipment, land and buildings 

tmd misceJJaneous equipment. Pursuant to Exhibit D to the Application, OTEC~s percent of 

California Net Property to GTE California is 98.62%. 
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For the year-to-date June 30. 1998. GTEC reports it generated total operating rewnues of 

S 1,464,900,000 and net income of S J 56,038,000, as shown in Exhibit A. attached to the 

Application. 

Also shown as part of Exhibit A is GTEC's Balance Sheet for the same period. which is 

summarized below! 

(Thousands of Dollars) 

Assets 

-Net Telephone Plant 
Short-term Notes Receivable 
Unamortiied Debt Issuance Expense 
Current Assets and Deferred Charges 

. Total 

Liabilitics and Eguity 

Current Liabilities 
Nonturrcnt' Ocferred Taxcsand 

Unamortized In\lestmen( Ta,< Credit 
Other' Ocferred Liabilities . 
Short-term Notes PayabJe . 
CUrrent hfaturilies of Long-tWil Debt 
Umg-ter'm Debt 

Subtotal 

Stockholders' r!<Juity and Retained Earnings 

Total 

Descrtpllon of Financing 

Anl0unt 

$4,617.769 
J~605 

·42.13t 
1,665,083 

$6.326.588 

Amount 
, -

S 812,219 

953,356 
662,7Ti 
340,393. 

212 
1.465,825 

$4.234,782 

2.091.806 

$6.326,588 

orEC proposes to issuc, sell. and deliver $600.000,000 of New ~bt in one or mor~ 

transaclions through underwriters to the publiC. OTEe requests (hat the authorization be 

effective until December 31. 2001. 'Pursuant 10 the Ap~1ication, the issue will be either by 

(ompclitiY~ bidding or negotiated sale on a private placement basis at a negoti~ted pIke. 
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GT~C states in the Application (hat a shelf registration for the issuance of the New Debt 

will be filed with the Securities and Exchange Commission (SEC). The life of a SEC shelf 

registration is lypically 2-3 years. 

l<:x(,lllptton from the Compclith'e Bidding nule 

Resolution F-616 state·s that the Conmlission would entertain requests for exemptions 

from the Competitive Bidding Rule for debt issues in excc·ss of $200,000,000 and would grant 

such exemptions upon a compelling showing by a utility that. because of the size of an issue. 

suth an exemption is warranted. 
. -

Pursuant to its supplemental infonnation (0 the. Application, GTEC states that compclting 

circumstances exist for an exemption for issues in excess of $200,(X)(),OOO principal amount and 

that such an exemption would provide GTEC the flexibility to meet its financing requirements 

on the most (a\'orab!c terms a.\'ailable. The size of a debt offering may detemlincwhClher -

competitive bidding or a negotiated offering wm result in the lowest cost. In a negotiated 

offering, an underwriting syndicate can be fomlCd that consists of virtuall)' the entire investnlent 

banking conlil1unily. In a COJll,Pctitivcly bid offering, the community is divided into competing 

bidding syndicates. with (ewer participants and increased risk fOr each participant .. Competitive 

bidding tends to fragment tllc capital conmlitment and placement capabilities of undcn\'riters, 

who must work against each other and have Jess time to gauge and build market demand for an 

offering. As a r~sul(. competitlvc bidding (or issue.s in excess of $200.000,000 is likely to rc-sult 

in a higher cost of funds. 

In addition. a ncgotiated offering may provide greater flexibility to adjust the timing and 

terms of a proposed debt offering to meet changing market conditions. 

In De-dsion (D.) 96-03-014 dat('d March 13. 1996 and D.94-03-03i dated March 9. J99.J, 

the Commission granted GTEC exemption from thc Compelith'c Bidding Rulc for issues in 

excess of $200.000,000 principal alllount to provide it the flexibility (0 meet its financing 

requirements on the most favorable lernIS available. 

Having explicitly determined them reasonable previously, we sec no reason to object to 

GTEC's request for exemption (rom the Competitive Bidding Rule with respect to debt issues in 

excess of S200.000,OOO. Because of the size of Ihe issue. a.n exemption is warranted. For this 
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Applicatio'1. wc wHi authorize an exemption (rom the Competitivc Bidding Rule for GTEC's 

New Debt issues in excess of S200,OOO.000 principaJ amount 

We place aTEC on notice that consistent with the CompNitivc Bidding Rule, GTEC -

should effect its dome.stic underwriHenpubHc offerings of fixed interest rate Dcbenture.s in the 

principal amount of S200.000.()(X) or rcss by nleans of competitive bidding. 

Capital J<;xpl'ndi1ut~s 

GTEC'~ projected capital ~xpcnditurcs by plant type arc as follows: 

(Thousands of Oo)Jars) 

Hem 1998 1999 2000 2001 

General Support Assets S 3'>.<» S38,733 S 38,138 S 40.159 
Central Office Equipment 371.505 368,569 362,903 :382,138 
lnConltation Origination! 
Termination Assets 10,980 10.894 1O,7i6 11.295 

Cablc and Wire Facilities 
Assets J56.166 154.932 152.550 160.636 

OlhcrAsscts 32,332 32,015 31,583 33,~56 

Total Capital Expcnditure.s $610.025 S605,203 S595.900 S627.484 

OTEC's projected capital txpcnditure.s raise no questions that should dissuade us (ronl 

giving (avorable consideration (0 the financing requt.stcd in the Application. The·se are 

necessary (or OTEC to provide for the continuing improvement and growth of its telephone 

system so as to meet the rapidJy increasing demands for telephone services it furnishes. 

We wiJl not. however. make a finding in this decision on the reasonableness of OTEC's 

projected expenditures. 

Em'lronmcl\lal Assessmcnt 

We place GTEC on notice that to the extent that the reque.sted funds may be used for the 

constntction of new (acilities. it should, as requiroo, comply with any apptitable envhonn~ntal 

regulations for any capital improvement undertaken relalivc to this decision. 
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Capital Ratlos 

GTEes capital ratios as of June 30, 1998, shown as part of Exhibit A to the Application, 

arc presented beJow as nxorded and adjusted to givc pro forma effect (0 the proposed issue of 

$600.000.000 of New (Rbt and $300.000.000 maturity of Series A I.kbenturcs; $294.000,000 

refunding of short-term debl; and jncrease of $6.000,000 in unamortized debt issuance expense: 

(Thousands of Dollars) 

Rctorded PrO· Forina 
Amount Percentage Anlount Percenlage 

Debt 
First Mortgage Bonds S 10.000 1.82% S 70.000 1.82% 
lkbcntures 1,400.000 36.32% J .700,000 44.10% 
Capital LeaSes 4i2 0.01% 422 0.01% 
Unamortized Premium! 

Discount (4,385) .. -0.11% (4;385) ·0.11% 
Unamortized IXbl 

JSSU~\l1CC Expense (42,131) -1.09% (48.t3l) . ~1.25% 

Short·(erm Funds· Net 338.788 8.19 44.788 1.16% 

Subtotal $1.762,694 45.14% $1,762,694 45.13% 

Preferred Stock 49,~83 1.30% 49,<)83 1.30% 
Common Equity 2,O·J) ,823 52.96% 2,041,823 52.97% 

Total $3,854,500 lOOJ)O% $3.854,$00 100.00% 

Under our New Regulator)' Franlewolk (or local exchange companies, capital structure is 

not a (actOr in seuing rates. We make no finding in this decision or the reasonableness of 

GTEC's projected capital ratios. 
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Cash How 

GTEC's projected cash flow statement for 1998thtough 2001 is summarized as follows: 

(Thousands of Dollars) 

1998 1999 2000 2001 

Cash Flows: 
From Operating Aclivities $1,114.185 $1,081.548 $1,102,645 $1,167,528 

From Investing Activities (610.025) (605.203) (595,900) (621,484) 

From Financing Activities (564,160) (482,345) (506.745) (540,044) 

Net Cash Flows 0 0 0 0 

Cash and Temporary Investments at 
End of Period 9.811 9.811 9.811 9.811 

Cash and Temporary Inve.stments at 
Beginning of Period 9.811 9,811 9,811 9,811 

Change in Cash Balance 0 0 0 0 

GTEC's projected cash nO\V statement indicates that it would tcquir6 additlonal funds 

from external sources amc>unting to $2.093,'294,000 (or 1998, 1999, ~OOO. and 2001. 

Usc of IJl'oc('cds 

GTEC states in the Application that the proceeds from the New Debt will be used (0 

refund shorHcnn obligations that have been or will be accumutated in caJling high-cost 

securities. replate $300,000,000 of maturing long-teml debt (Serks A Debentures, due Pebruary 

1,2001). 3.nd fund GTEC's. on-going operations and construction program. 

PUC Code §823(d) provides~ 

No note payable at a period of riot more than 12 months after the date of 
issuanco of such note shall, in whole or if) part. be refunded by any issue of 
stocks or stock certificateS or otbcr evidence 0( intere.st Of ownership. or of 
bonds, notes of any temi'ot character, Or any other cyidcnco of indebtedness, 
without the consent o( the commission. 
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PU ,Code 19(}.t(b) states that no fcc need be paid on such portion Of any such issue as may 

be used (0 guarantee. take o\'cr, refund. discharge. or retire any stock. bond. note or olh~r 

evidence of indebtedne,ss on which a fee has been paid to the commissIon. 

GlEC's propOsed use of proceeds is (or pro~r purpOse.s and is not adverse to the public 

interest. Fot purposes of this Application and pursuant to PU Code 818 and 823(d), we will , ' 

approve'(nEC'S intended use of pr6ce~ds(inciuding re(undingof short-teml debt) from the 

propOsed issue of New Debt 

, GlEC is placed on nolite that the pt&ceds (rom the Joan cannot be cMrgedto operating 

expense,s or income. ' 

InResolution (Res.) AU 176~3bOO datcdScptcmbcr 17. I 998.the COi1ll11isSion 

preliminarily categorittd this Applicaiion as rateseuingt a~d preJiminarily detenilined that 

hearingswere not necessary. No protests have ~enrecet\'cd: GiWfi t'hc.sedevelopments. a 
~ ~ ~,: . ~ , '. 

pub1i~ hearing i~ riot 'nete.ssMyt a~dther~ is noneed'to'altcr the' pr~1in~inarr detcmlinati6ns mad~ 

in Re.s. AU 116-3000 . 

• 'hidings or l<~act 
I. GTEC. a California corporation. is' a telephone utility subJctt t6 the jurisdiction Of ' 

Ihis Commission. 

2. GlEC hM need {or external funds (or th~ purPoses SCI forth in the Application. 

3. The proposed issuance an~ sale of New Debt is for prOper purposes. 

4. The money. property. Or labor to b¢ procured or paid (or by" the prOpos cd New Debt is 

reasonably required (or the purpose,s spedfied'in the Application. 

5. PU Code § 823(d) provides that nO note payable at period of not more that 12 months 

after the date of issuance of su.ch note shan be refundcd, in whole or in part. by any issue of 

stocks or stock t-crtificatc,s or olhu evidence of intere.st or ownership. or (;C bonds~ notes of any 

term or characlert or any other evidence. of indebtedness. without the consent of the Commission. 

6. PU Code § 1904(b) state,s that no (ee need be paid on such portion of any such issue 

as may be used (0 guarantee, take OVcr, refund. discharge. O( (eti~e any ~tock. bond, note or other 

evidence of indebtedness on which a fcc has bctn paid (0 (he Commission. 
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7. ~e.s. 11-616 states that the Commission may cntcrlain requests for exemption from the 

Compelith'e Bidding Rule for debt issues in excess of $200.000.000 and may grant such 

exemptions upon a com~lJjng showing by a utility. 

8. The Commission docs not by this decision determine that the capita) structure and 

cash requirements forecast presented herein arc necessary Or reasonable (or rate making purposes. 

9. Notice of the filing of the Application appeared on the Commission's Daily Calendar 

of September 4, 1998. and no protests have been received. There is no known opposition to the 

Application and flO reason to delay granting the authoritytcquestcd. 

Conclusions of I_aw 

1. A public heruing is not necessary. 

2. The Application should be granted to the ex lent set forth in the order which follows. 

3. The proposed issue of New Debt is (or law ful purpose.s and the J'noney, property. or 

Jabor to 00 obtained is required for these pu~scs. Proceeds from the New Debt may not be 

charged (0 operating expense Or income. 

4. This Application for financing app.roval docs not r~quirc environmental review. but 

constructioil with the ptocceds of this financing may. 

s. Bc('au~e of ttie size of the offcring l OTEC should 00 granted exemption from the 

Competitive Bidding Rule for debt issues in excess of $100.000.000. 

6. GTEC will pay the fee in accordance with PU Code § 19().j(b). 

7. The following order should be effeclive on the date of signature. 
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ORD)';R 

IT IS OnDERE!> that: 

I. GTE California Incorporated (GTEC), on or after the effecHvcdatc of this order and 

on or beforc DC"cemocr 3 1.2(0). is authorized (0 issue, sell and deJiver up to $600.000.000 of 

Privatc Placement Notes or Debentures (New Debt) in accordance with the terms and conditions 

set forth or contemplated in Application (A.) 98-09-002 (Application). 

2. GTEC shaH apply the proceeds from the sale of the New Debt (or the purposes set 

forth in the Applic3Jion. 

3. GTEC's propOsed issue of New Debt in anlOunts over $200.000.000 are exempted 

from the requirements oflhc COllunission's Comlktlti\'c Bidding Rule. 

4. On or before the 25th day of each ntonth, GTEC shaH file the repOrts required by 

General Order Series 24. 

5. The authority granted by this order shallix-come effective when GTEC pays 

$153,929. the fcc set forth by Public Utilities Code 1904(b). 

6. Application 98-09-002 is dosed. 

This order is cffective today. 

Dated November 5, 1998. at SM Francisco~ Califomia. 

. tlSIl." 4O~b7 
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Clfl<.11 070fJ8itA~ 
(lTD. "/2r;11~ 

RICHARD A. DlLAS 
President 

P.GREGORY CONLON 
JESSIE J. KNIGHT. JR. 
HENRY M. DUQUE 
JOSIAH L. NEEPER 

Commissioners 


