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Decision No.

In the Matter of the Application of )

TUE UNITED FARMERS'! TELEPHONE AND :

o MP AT STATE i

TELEGRAPE COMPANY and INTERSTATE } ﬂp llcavlon
)

DDLDLRﬁBH GG:QANY for authority No. 30359

to merge.

Willard G. Wade ond H. M. Hammack, for Applicants;
Frank V. bhodes, ror Califomia Independent Tcle-
phone A;soc;atlon, interested party; J. G. Allard
Chairman of Public Service Commission of Nevada,
interested party.

In this application as amended, The United Farmers!
Telephone and Telegraph Company, herceinafter sometimes referred o
as United, andvInterstate Telegraph Company, hereinafter sometimes
referred to as Interstate, ask the Public Utilities Commission to
enter an order (a) authorizing Unitéd to merge into Interstate
pursuant to the terms of the merger agreement on file in this
application as Exhibit "27; (5) autnorizing United and Interstate
to file.and make effective on less than statutory notice and

coincidental with said merger the tariff withdrawal notices and the

revised tarif? sheotes chown in Exhibit "4" filed at the hearing had

on this application: and (¢) authorizing Interstate %6 lssue
83,125 shares of its comnon stock of the par value ol Ll »er share,
or such other amount of s*tock as found proper by the Commission to

effectuate the nerger of United into Interstate.
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United is a corporation organized on December 9, 1911,
wnder the laws of Nevada. It owns and operates a telephorne system
located in the County of Douglas and portions of the Counties of
Ormshy and Lyon in the State of Nevada, and in the County of Alpine
and portions of the Countics of El Dorado and Mone in the State of
California. The only central office bullding of United is lpcated
in the town of Gerdnerville, in Douglas County, Nevada. This
building houses, among other things, the business office of United
and a manual switchboard and other central office equipment. TFrom
This Gardnerville central office a toll line extends in a northerly
direection to Carson City, in Ormsby County, Nevada, where connection
is made with the Bell Telephone Company of Nevada. Exchange tele-~
phone lines alsovradiate from the central office and provide
exchange telephone service to the major portions of Douglas County,
Nevada, and Alpine County, California, and to minor portions of
Lyon County{ Nevada, 2nd El Dorado and Mono Counties, California.
The only telephone service provided by United in Lyon County,
Nevada, is to three subscribers at Wellington, and in El Dorado
County, California, service is rendered to one subscriber at Bijou.
Service in Mono County, California, is confined to the small por-
tion extending from the north line of that county to a point about
one mile south of the community of Coleville. Telegraph service is
provided in the above described service area by United as agent for
The Western Union Telegraph Company. The telcegraph agency office
is located in the central office building of United at Gardnerville,
and is connected by a direct telegraph channel to The Western Union

Telegraph office at Carson City.

The location of United's toll iine and main exchange lines

and its exchange arca are shown on a map filed at the hearing on
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this application in Exhibit "ln,

As of May 31, 1949, there were

675 telephones connccted to United's system, of which 51 were lo-

cated in California.

For the 12 months ended May 31, 1949, United reports

operating revenues of $49,863.92, scgregated as follows:

Local service
Toll service
Miscellaneous
Less uncolleetible revenues

Total

$18,491.91
30, 689. 54
931.31
248.84

49,863.92

For the same period United reports a net loss of

$22,073.75.

Extensive reconstruction work on United's system has

resulted in an abtnormal maintenance expense and is largely respon-

sible for tane net loss.

As of May 31, 1949, United reports assets and liabilities

as follows:
Acsets

Investments:
Telephone plant in service
Telephone plant under construction
Cash and working funds
Accounts receivable
Prcpayments

Total assets

Liabilities

Common capital stock (10,000 shares)
Long term debt, advances from Mono
Power Company
Current liabilities:
Due California Elcctric Power Company
Due Mono Power Company
Due Interstate Telegraph Company
Other accounts payable
Customers' deposits
Accrued liabilitics not due
Depreciation reserve '
Other deferred credits
Earned surplus

Total liabllities

111, 607.73
8,924,.58
7,726 4
78.40

$342,686.24

$ 10,000.00

45,000.00

165,942.92

& 1,978.84 |
1,121.66
157,310.42
4932.00
600.00

1,356.15

62,527.73

194.50

51, 664 .94

$342,686.24
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Interstate is a corporation organized under the laws of
Nevada. All of its outstanding stock and bonds are owned by Cali-
fornia Electric Power Company. Interstate has toll stations lo-
cated In Lyon and Esmeralda Counties, Nevada, and provides toll and
exchange telephone service in the major portion of Mono County, the
west portion of Inyo County, the cast portion of Kern County, and
certain areas of the west portion of San Bernardino County, Cali-
fornia. Comncctions with The Pacific Telephone and Telegravh
Company are made at Mojave, San Bernardino and Highland, California.
As of May 31, 1949, the total investment in telephone plant of
Interstate amounted to $3,795,105.77, of which $3,716,807.20 was
invested in propertics situzted in California. It had 13 telephone
exchanges, all of which werc dial automatic oxchanges, 5,608 ex-
change telephonce stationsand 120 toll stations comnected to its

service.

The arca served by United, as shown on the maps filed as
Exhidit "L" lies immediately to the north of the territory served
by Interstate. The management of Interstate felt that the acquisi-
tion of United would be a valuable addition to Interstote and would
provide 1t with a means by which a direct northemn toll route could
eventually be established between the Interstate system and the Bell

system by & connection in Carson City, Nevada.

On March 30, 1946, E. J. Phillips, secretary and manager f
of United znd the holder of a majority of the stock of United,
agreed to sell his stock, to wit, 5,460 shares, to The Hydro-
Electric Sccurities Company, a nonutility affiliate of Interstate

and a subsidiary of California Electric Fower Company. The Se-

curities Company paid Phillips $1,000 and agreed to pay him $275 a
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nonth, guaranteed by a surcty bond, for the remainder of his life
or for z period of 20 years, whichever period is the shorter. The
total cost of the monthlylpayments computed on an annuity basis
with an intcrest rate of 4% and using a life expectancy for Phillips
of 15 years, is computed at §37,177.86. Adding this to the $1,000
cash payment makes an aggregate cost of $38,177.86. The remaining
Ly 540 shares of United stock were acquired through cash payments by
the Securitics Company at a cost of $40,809.99. The total cost of
ecquiring United'!s stock to May 31, 1949, 1s reported at $83,124.93,
scgregated as follows:

Phillips' stock $38,177.86

Minority stock ' 40,809.99

Guarantee bond, 1946 594.00

Guarantce bond, 1947 5L4.50

Guarantee bond, 1948 445 .00

riling 2nd escrow fces 4L26.85

Payments to Phillips for services

rendered in acqouilring minority
stock 250.00
Property appralsal coxponse 1,876.73 .

Total 83,124.93

In December, 1948, United's stock was transferred from
The Hydro-Eleetric Securities Company to Mono Power Company, a sub-

sidiary of California Electric Power Company. The testimony shows

that Mono Power Company paid the Sccurities Company $Si,039.75 and

assumed and agreed to pay all of the liability of the Securitles
Company wnder its agrecment with E. J. Phillips, such liability
boing estimatod at €32,085.18. The actual payments which Mono‘Power
Company must make to Phillips may be more or less than the amount
stated, depending upon the period of time during which 1t must'pay
him $275 o month.

It is now proposced to convert the 10,000 shares of out-

standing United stock into common stock of Interstate. To effect
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such a conversieon, Interstatc asks permission to issue 83,125
shares of its $1 par value commeon stock, or such other amount as
the Commission deems proper, o Mono Power Company in exchange for

10,000 shares of United stock.

United's halance sheet as of May 31, 1949, shows a net
worth of $61,664.94. The amount of stock which Interstate may
issue should be rclated to the original cost of United's propertics
and not to the amount pzid for the stock of United. If the merggr
is consummated, Interstate will in due time file with the Commission
for its consideration and approval copies of its proposed journal
entrics recording the acquisition of the properties of United. Such
journal cntries should be predicated on dota prepared in conformity
with Instruction 31.2-21 for telephone plant accounts in the systen
of accounts prescribed by the Comnission. At the time of approving
the journal cntries, the Commission will fix the amount of stock
Interstate may issue in exchange for the stoek of United. The
order hercin will authorize Interstate to issue 50,000 shares of
the par value of $1 each of its stock in part payment for stock of

United. Upon the filing of szid journal entries the Commission will

give considerztion to the issue of additional .shuares, and authorize

the issue of such additional shares if the record warrants the same.

Said Exhibit "4" shows, among other things, the exchanéc
arca of United in Califorriz. In the vicinity of Coleville,California,
there 1s a gap about one mile wide of unassigned territory between the
service arca of United and that of Intaerstate. Applicants ask. that
this unassigned territory be added to the Gardnerville exchange
arca, thus making the southern boundary of that exchange arca con-

tiguous with the northern boundary of the Bridgeport exchange ares
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of Interstate. The record shows that there is also an unassigned
territory between the Gardnerville exchange areca of United and thg
Tallac exchange area of The Pacific Telephonc and Telegraph Company.
The latter, according to the testimony, has agreed to the addition
of such unassigned territory to the exchange area of the Gardner-
ville exchange. The arcas in question are shown on the map filed

as part of Exnibit n4n.

The testimony shows that between March 30, 1946, the
date when The Hydro-Electric Sccurities Company scecured the right to
acquire the majority of the outstanding stock of United, and May 31,
1949, United spent about $220,000 for improvements and additions to
its teleﬁhone plant. The improvements and additions include (2)

incrcased and improved toll facilitics between Gardnerville and

Carson City; (b) improved and additional exchange lines in the Lake

Tahoe area, between Loke Tahoe and Gardnerville, at Gordmerville and
Minden and in the Coleville arca; {(¢) metailicizing the portion of
the Markleeville-Gardnerville exchenge line between Markleeville

and Woodfords; (d) installation of a new 6-position monual switch-
toard replacing the qld and out-moded 2-position manual switchboard’
at the Gardnerville central office; (e) the conversion of 303 sub-
scribers! stations or about 45 percent of the total number of sub-

serivers! stations from magneto to common bettery monual service.

After the merger is carried into effect, Interstate intends
to continue the improvement program started'by United. The plant
additions and improvements to be made within the next two years in-
clude the following items:

(2) The instzllation of a 19-line automatic dizl exchange at

Coleville, California;
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(v) The instellation of a single chonnel carrier circult
between Gardnerville and Coieville on the existing Gardncrville-
Coleville physical circult;

(¢) Thoe instzllation of o 19-linc automaztic dial exchange at
Woodfords, Califormia, to serve Alpinc County:

(d) The installation of a single chamnel carrier circuit
botween Gardnerville and Voodfords on the existing Gardnerville-
Woodfords physicel circult;

(e) Instzllation of a 100-line automatic dial exchange at
Lake Tahoc;

(£) Additions and improvements to the outside exchunge plant
at the Leke Tahoe, Genoo, Goardnerville, Minden, Markleeville, Wood-
fords, and Coleville arcas including the rebuilding of the tele-
phone line between Gardnerville and Lake Tahoc and 2 portion of the
telephone line between Goardnorville and Coleville;

(g) Interconncction with the Yerington Electric Company's
telephione system at Wellington, Nevada;

(h) Purchasc of a joint polc intercst in poles of the Sierra
Pacific Power Compeny to roplsce tae present pole contact zrrange-
nent;

(1) Conversion of the remaining magneto telephone stations to

cither dial automatic or common battery manual service.

The testimony shows that upon the merger of United into
Interstate there will be no change in the present rates of United
or Interstate, except that the present switching charge for messages
between stations located on different exchange lincs in the Cali-
fornia portion of United's service area will be climinated, and the
present service connection charges and rmove and change charges made

to cubscribers of United in its Californmia service area will bdbe
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inereasced to the level of such charges now made to subscribers of
United in its Newvada service arca and to tﬁe subscrivers of Inter-
stoete in its ontire service area. It is estimated that the net
result of these two changes will be a decrease of $40 in the total
anmual charges to subseribers located in United!s California scr-
vice areca. The proposed rate filing which Interstate will make

after the merger is contained in said Exhibit "4M.

The record shows that the merger of United into Inter~
state will not adversely affect the serviee of applicants in

Califeornia.

The Commission having considered the evidence submitted
at the hearing had on this application and it being of the opinion
that the money, property or lubor to be procured or paid for by
the issuc of the stock herein cuthorized is reasonably required by
Interstate Telegraph Company for the purpose herein stated, that
the expenditures for such purposc arc not, in whole or in part,
reasonably chargecable to operating expenses or to income, that
the rate filing proposed by Interstate Telegraph Company is Justi-
fied, and that tnis application should be granted, as herein
provided; therecfore,

IT IS HEREBY ORDERED as follows:

1. The United Farmers' Telephone and Telegraph Company

and Interstate Telegraph Compony may exccute, on or before December
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31, 1949, an agreement of mexrger, with the rcsult that Interstate
shall acquire, own and operate the portion of the properties,
rights and system of United located in California and merge and
consolidote the same Into the system of Interstate, said agrecment
of merger to be in, or substantially in, the same form, except for
the amount of stock referred to therein, as the agreément of merger

on fil¢c in this application as Exhibit n2vw.

2. Interstate Telegraph Company, upon or concurrently
with the merging of the proportics of United into Interstate, may
issue not excceding 50,000 sharcs of its common capitil stock of
the par value of $1 per sharce in part consideration for the stock
of United.

3. Interstate Telegraph Compony mey file and publish,
in accordance with Generzl Order No. 96, the revised and additional
tariff sheets sct forth in Exhibit "4" filed at the hearing had on
this epplication ond, after not less than five (5) days!' notice to
the Comaission and the public, meke said shects coffecetive con-
currently with the merging of the properties of United into Inter-
state, and on the same cffeetive date, cancel and withdraw tariff

shcets presently {iled by United.

L. The unassigned territory referred to in the foregoing
opinion and shown on the map attached to sald Exhibit "4" may be

added to the Gardnerville exchange area by United snd/or Interstate.

5. The action token herein chall not be construed to be
a finding of the wvalue of the properties herein authorized to be

transferred.
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6. Within thirty (30) days after the execution of said
agreement of merger, Interstate Telegraph Company shzll file with
the Commission a certified copy of said agreement. It shall also
file with the Commission a statcment showing the number of shares

of stock issued unddrithe authority herein granted,

7. The authority herein granted is effective twenty (20)
‘days after the date %ijOf.

of October, l9d9

(ZX 4A£Zf/7 L?ﬂ"m/(/

/ Commissioners

wc/'
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