Deci%ion No.___ '?1356 . | “R‘ﬂ‘wh‘_ ﬁ

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application
of: ‘ :

KERN MUTUAL TELEPEONE COMPANY,
SAN JOAQUIN TELEPHONE COMPANY,
GILROY TELEPHONE COMPANY,
SANGER TELEPEONE COMPANY. .
ENTERPRISE TELEPHONE COMPANY,
SNELLING TELEPEONE COMPANY,
all California corporations,

for an order or orders authorizing

(1) the merger of San Joaquin Telephone
Company, Gilroy Telephone Company,
Sanger Telephone Company, Enterprise
Telephone Company and Snelling Telephone
Company into Kern Mutual Telephone
Company, with Kern Mutual Telephone
Company continuing as the surviving
corporation under the name "Golden
State Telephone Company", (2) Golden
State Telephone Company, the surviving
corporation, (i) to issue $1,335,000
principal amount of its First Mortgage
5-3/8% Bonds, Series F, due September 1,
1986, and $5,250,000 principal amount
of its First Mortgage 5-5/8% Bonds
Series G, due October 1, 1991, (ii} to
execute and deliver a Fifth Supplemental
Indenture, dated as of September 1, 1966,
and a Sixth Supplemental Indenture,
dated as of October 1, 1966, amending
and supplementing its First Mortgage
Indenture dated as of September 1, 1948,
as heretofore amended and supplemented,
(11%) to issue and sell 40,000 shares
of its 6-1/4% Cumulative Preferred
Stock, $25 par value, and (iv) to issue
and sell 102,000 shares of its common
stock, $10 par value. T

Application No. 48722
Filed August 18, 1966




Orrick, Dahlguist, Eerrington & Sutcliffe, by
James ¥. Crafts, Jr.. for applicants;. .
. Knecht, Tor-cauifonaia Farm Bureau Pederation,

1nxereszed party;
omdney'J. Webb for the Gommnss;on staff.‘- o

OPINXN I o N :

Tkis application involves (a) the'proposed-menéer”of |
San Joaquin Telephone Company, Gilroy Telephone Company, Sanger
Telephone Company, Enterprise Telephone Company and Snell;ng
Telephone Company into Golden State Telephone Company-(fOrmerly'
Kern Mutual Telephone Company) and (b) proposed stock and bondl
issues and related transactlons by the latter corporatzon. |

After due notice, a public hearzng in this matter Was

- held before Examiner Dorovan in San Franclsco, on September lh,‘
1966, at which time the matter was taken.under submlsszon. " The
Comrission has received no protests 1n the proceedlng;

Applicants are California corporapion54operaping-as '
public utility telephone companies ’urnlshnng commnnlcatzon se“vzceo
in various portions of the State, ALl are subs;diarles of |
Continental Telephone Corporation, a Delaware corporatzon._ Tke
reported aggregate number of telephones in serﬁice.at'December 34,
1965, for the six applicants amounts to 32 w2, | |

In this proceeding, Contlnenxal Telephone Corporatxon
proposes to c¢ontribute to Golden Scate Telephone Company'all the
ouxstandlng cozmon  stock of San Joequln Telephone Company,
Gilroy Telephone Company, Sanger Telephone Company, Enterprzse
Telephone Company and Snelling Telephone‘Company._ Pursuant %o the




provisions of Section 412L of the California Corporations C’ode,
applicants intend to accomplish a merger with Goldeh 'Sj:afc.e‘
Telephone Company as the surviving corporat:.on. |

The application shows that Gilroy ‘I’elephone Company and
Sanger Telephone Company have outstanding balances | aggregatz.ng |
$1,335,000 on previocusly authorized mortgage notes in favor of |
Pacific Mutuwal I.ii’e Insurance Compahy. Concuﬁ'ently with the )
proposed merger, Golden State Telephone Company w:.ll :x.ssue
$1,335,000 principal amoun‘o of n.‘cs First Mortgage 5-3/8% Bonds, :
Series ¥, due September 1 1986, pursuan‘t; o' a F:.i‘th Supplemental‘
Indenture. The bonds will replace san.d notes. In v:.ew of the
later matur:x.ty date of the bonds to be issued as compared w:x.th the
average maturity date of the notes to be refunded, the :.noerest
rate on the bonds will be slightly h.':.gher tb.an the average ‘interest -
rate applicable to the notes.. The bonds will be subJ ect to a

five-year restricted redemptn.on prov:.szon s:.milar o tha.t frequently

employed. at the present t:.:ne. | ‘

According to the appl:.catn.on, pr:Lor to the. tme of the .
first serious comsideration of the proposed merger, fou_r of the
applicants, namely, Golden State Telepho:de Company (urider'its .'
former name of Xern Matual Telephone Compa.ny) San J oaqu:x.n Telephone
Company, Sanger Telephone_ Company and G:.lroy '_I‘elephone Compa_n.y, -had ;
obtained commitments for borrowing an _a..ggvrega'.ce emouno of | |
$5,250,000 from Pacific Matual Life Imurahce Compahy.’ In view :
of the contemlated merger, Golden State Telephone Company proposee

to issue $5,250,000 prmc:x.pal amount of its zn.rst Morcgage 5-5/8"’




Bonds, Series G; due QOctober 1, 1991, pursuant to a Sixth‘ |
| Supplemental Indenture. It appears that the terms of the bonds
were negot:.ated on the basis of the average interest rate on ‘the
commitments appl:x.cable to the four individual corporatn.ons. The
Series G bonds will be sub,ject o a five—year restrn.cted redemptn.on
provision similar to that which will apply to the Senes F Bonds.

The proceeds to. be derz.ved from t.he $5,250 000 pr:.ncipal
amount of Series G bonds w:.ll be a.llocated. in general to areas
served by four of the applicants, as follows:

Golden State Telephone Company - 81, 200 000

S foeeone omey 2T 888‘; |

Gilroy Telephone Company 600,000,-_

Toval | ©$5,2 .“ooofffff |

The record in th:.s proceed.:.ng shows that $l,900 OOO of
said $5,250,000 will be used for redeeming $1. 700 000 pr:x.nc:.pal
amount of outstandmg 6% Non-Cumulative Income Debentures due
June 1, 1994, of Sd.n. Joaguin Telephone Company, and for repay:.ng
$200,000 of prenously authomzed prom:.ssory notes oi‘ G:.lroy
Telephone Company. Appl:.cants' witness test.:.:f.‘ied that $2‘50,757 50
of the remaining $3,350,000 of such bond proceeds will ‘oe used i‘or ‘
repaying a demand note fssued by San Joaqum Telephone Company for
obtaining funds to redeem its previously outeta_nding pz_*_efe_rred
stock, and that the balanee of $3 ,099’,21..2.150 wn.ll be usecf for '

construction purposes including the repayment‘ of outstanding bank |

loans incurred to fn.n.ance completed and proposed constmction o

projects.




In support of the request Sor an exemption frbm.the-' |
Commissionts competitive bidding rule with respect To the Serles G“'
bonds, the record shows that the cormitment perta;n_ng thereto was:
obtained in substitution for, and as a comblnatmon of; four
separate commitments prevmously obtained by four of the applzcants,
and that prevailing interest rates\Lndicate thaz if it were |
practicable to employ competitive bidding; thé'résultingginteresﬁfi
rate probably would be at least 6-3/4% per annun. |

Pacific Matual Life Insurance Company, as a condatmon
for purchasmng said Se*;es F and Series G bonds, will reqnzre g
Golden State Telephone Company to sell Sl,OOO 000 aggregate pax
value of its preferred stock and also a,sufflcmenz amoupt,of its
common stock so that the long-term debt‘will ﬁotiexcéed 6Q%gqf
total capitalization. In order to fﬁlfill‘sdch coﬁditib@,.the,\

surviving corporation plans to issue and sell, at par, to

Connecticut Mutual Life Insurance Compény} 40,000_$haresvéffé-l/h%f

Cumulative Preferred.Stock, $25 par value, and‘to‘iséuegaﬁd'Séll
to Continental Telephone Corporat ion, at a prlce of $13 25 per.
share, 102 000 shares of common stock $10 par value, in addit;on
to having recezvedv$600,000 as a contribution to-equxpy_gapltal
from the parent corporation. The p*bceedﬁ'of said‘préférfedféhd
common stock issues will be used for meetzng capltal expendltures
and for repaying outstanding loans and open - account lndebtedness
incurred for such purpose. o |
The evidence is convincing that the proposed menger w1ll- .

ult in a. telephone company which wzll be stronger than any o*:




the six existing separate companies, with the advantages resulting

therefrom. Among other things, the'ﬁerger.shouldvenable*ﬁde‘
surviving corporationito carry on more expeditiouoiyftﬁe,extensivei
construction programs in the areas to be served;‘which brogramsv
are estimated to aggregate $a,000,000:dnringfthévforthtoming.yearo
From a review of the application; teotimohyianddexhioips |
" we find that: | S

1. The proposed transactions w111 not be adverse to
tae public interest.

2. Golden State Telephone Company will have. need for
funds from external sources for the purposes set:
forth in this proceeding.

3. The proposed. stock and bond zssues are for proper
purposes. .

Golden State Telephone Company wmll be reqnlred
TO pay interest at a lower rate than it would in
the absence of restricted redemptlon provmsmons.-

The sale of the proposed jssue of Series G bonds
should not be requlred to be through competltlve
bidding.

The money, property or labor~to be procured or

paid for by the issue of the stock and bonds

herein authorized is reasonably requzred for the

purposes specified herein, which purposes,

except as otherwise authorized for accrued interest,

are not, in whole or in part, reasonably chargeable

To operating expenses or to income. :

On the basis of the foregomng flnddngs, we conclude that

the appl;catxon should be granted. In 1ssu1ng our order‘hereln,h |
we place Golden State Telephone Company and its shareholders on
aotice that we do not regard the number of shares<outstandlng, the‘
total par value of the shares nor the. d;vzdends pazd as measurdng

the retuin the company should be allowed to earn on’ 1ts ;nyestmeno°r




in plant and that the authorization herein granted is not to be
construed as a finding of ‘the value of i'r,s"stock or proportios;'
nor as indicative of amounts to be included in proceedings for

the determination of just and reasonable rates.

IT Is ORDER..D that- o

1. Golden State Telephone Company may acqulre all the",
outstanding capital stock of San Joaqu:.n Telephone Company,
Gilroy Telephone Company, Sanger ‘I‘elephone Company, Enterpr:.se
Telephone Co:npany and Snelling .Lelephone Company, and therea.i‘ber
nay merge said companies into itself puTsuant to the provn.s::.ons

of Section 4124 of the Cal:z.form.a Coxpoxr a».sons vode. Sm._d K

transactions may be made effective as of September 30, 1966, for
accounting purposes. | o
2. Golden State Telephone Compaziy- may éxecuté and

deliver a Fifth Suoplemental Inden‘oure and a Sixth Sx.pplemental
Indenture in the same form, or in substant:z.ally the sa:ne fom, as
those attached to the application as Exhibit E and Ebch:.b:.t. H,
respectively. | | | |

| 3. Tke issue by Golden State Telephone Company of
$5,250 000 principal amount of its First Mortgage 5-5/ 8% Bonds , |
Series G, due October 1, 1991, hereby is exempted from ‘t:he prov:.szons |
of the Comm.ss:.on*s competn.t:.ve b:x.dd.:.ng mle set forth in Dec:.s:.on
No. 3063.&., dated Janvary 15, 1946, as amended by Decz.s:.on No. 1..994.1,
cated April 20, 1954, in Case No. 1+761




Lo Goiden State Telephone Compan&' may issue and seli,\
at their principal amount, $1,335 ,000 of its First Mortga.ge 5-3/ 3%‘:_
Bonds, Series F, due September 1, 1986 and, at their pr:x.nc:x.pa.l
azownt plus accrued interest, $5, 250,000 of its Fz.rst Mort:gage
5-5/8% Bonds, Series G, due October 1, 1991. |

5. Golden State ‘I‘elephom. Company nay :.ssue and sell
1»0 OOO shares of :.ts 6-1/4% Cumalative Preferred Stock, $25 par ?'
va.lue, at a price equal to the par value thereof a.nd not to '
exceed 102,000 shares of its cormon stock, $10 par value, at, a
price of $13 25 per share. |

6. Golden State ‘Ielephone Company shall use the proceed.., |
other than accrued :.merest, to be der:.ved from sa:Ld bonds,
preferred stock and common stock,- for the purposes set. fonh in
this proceed:mg "'he acerued interest may be used for such
purposes or for gene*al COrporate purposes. L

7 Golden State Telephone Company, ai‘ber the consummat:.on
of the merger herein authorized, shall maintain its records :z.n such
form as to show separately the :.nvestment in properc:.es, operat:mg
revenues and opex atmg expenses, for each of the six ‘oreas
represented by the applxcants in th:x.s p“oceedmg

g. Golden State Telephone Company shall file m.th the
Commission a report, or Teports, as. requlred by General |
Order No. 24-B, which order, :.nsoi‘ar as appl:.cable, is hereby
made a part of this order.

ha.n th:.rty d.ays after consummat:.ng the merger _

herein an thor:.zed, Golden State Telephone Company sha.'l.l not:.i‘y ‘the




Commission, :.n wr:z.tmg, of tnat. fact_.

10. Within' i‘:we days after the effective da‘ce o.f the
merger herein authorn.zed, Golden St;ate ’I‘elephone Company shall
file with the Commn.oszon, by advice letters, not:.ces of adopt:.on |
of the pre...ently filed tarii‘f sched.ules of cach company merged
into it. 7 o : ,

13. The respective tarlff schédulés of the compam.es so
merged, ncw on file with this Comss:xon , shall be refxled wa.th:.nf'
thirty days after the effecta.ve datc of the merger under the name' ‘
of Golden State Telephone Company, in accordance w:z.th the |
requirements of General Order No. 96-A s except that Golden State
Telephone Gompany may w:.t.hdraw such of each. corporat:.on’s rules
and standard foms as are. substantz.ally :.dent:.cal w:.th those of
Golden State ‘I'elephone Compa.ny, and the w:;.thdrawal of wh:.ch vn.ll

not result in mcx-eases in ra.tes or more restrictn.ve condit:.ons

than the presently filed tar:x.f:.s oi' ea.ch respect:we corporat:.on ‘
‘merged into it. : | R

) 12, Within sixty days af“ter the consummat:.on of such
merger, Golden State Telephone Company shall file w:.th the
Commission a copy of each gournal entry used to record the merger
on its books of accourﬁ:. - | |

13, Om or before the end of the th:.rd month aﬁ;er the )
consummation of the merger herein autnor:.zed Golden S‘oate ‘ |
Telephone Company shall cause to be *“:L:Led wn.th the Comsszon > in
such form as the Commission may prescr:.be, an annual reporo y or

reports, related to the respect:.ve ooe*at:.ons oi‘ eacb. comoa.ny merged




into it, for thé period commencing with the first day of thé“
current year to and mclud:z.ng the effective date for account:x.ng
purposes of the merger. | o
1. This order shall become effective when Goldé;i‘ State
Telephone Company has paid the fee prescribed by Section 1901;03:"
of the Public Utilities Code, wh::.ch fee is g2, 175. Any authority
herein granted and not exercised w:xll expire on “June 30 1967 .
Dated at_ San Franoisco | Cal:.i‘om:z.a,
day of OCTOBER , :1.966

- Commissioners .
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