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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE

In the Matter of the Application of )

CONTINENTAL TELEPHONE COMPANY OF )

CALIFORNIA, a California corporation,) Application 83-08-36
for authorization to merge with ) (Filed August 12, 1983)
Continental Transition Corporation. g

Orrick, Herrington & Suteliffe, by
James F. Craft. Jr., Attorney at
Law, for Continental Telephone of
California, applicant.

Convinental Telephone Company of California (Continental)
is a California corporation and is a subsidiary of Continental

Telecon Inc. (Telecom), a Delaware corporation. Continental owns and

operates telephone systems in California, Nevada and Arizona.
Continental Transition Corporation (CTC) is a Califoraia corporation,
and a wholly owned subsidiary of Continental. CTIC was organized
solely for the purpose of effecting the merger transaction for which
authority is sought in this application. Telecom owns 99.8% of the
outstanding common stock of Continental. Telecom's principal
business is t0 provide equity capital and management and other
services to its operating telephone subsidiaries.

On August 10, 1983 the Board of Directors of Continental
ane CTC approved an agreement and plan of merger (Merger Agfeement)
under which CTC, as the disappearing corporation, will be merged into
Continental, which will be the surviving corporation. Teleconm is
also a party to the merger agreement.
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nder the merger agreement, upon the effective date of the
proposed merger all of the shares of Continental's common stock owned
by Telecom will remain ou‘:standing.1 Also: (a) for each share of
The common stock of Continental not then owned by Telecom, Teleconm
will pay an amount of cash equal to the book value per share of such
cozIon sTock on the last day of the month preceding the month in
which we enter an order wpproving the terms and conditions of the
zerger (such cash payzment will not be less than $67.63, the dook
value per share for the common stock of Continental as of June 30,
1983), and (b) each share of the common stock of Continental not then
owzed by Telecom will be converted by operation of law into a right
“0 Teceive suck cash payment.

following the merger, Telecom will own all of the issued
and outstanding shares of common stock of Continental but the
existing shures of preferred stock of Continental will remain
outstanding and unaffected. Some of the outstanding shares of
Continental's preferred stock have general voting rights but it is
20T consicered eizher necessary or desirable by applicants to retire
such shares of preferred stock. Ary holders of Continental's common
stock who qualify as dissenting shareholders will Ye erntitled to
iissenters' rights as provided by California law and by the nerger
agreenensy. '

A copy of the merger agreement is attached to the
application as 2xhidit E. Applicants assert that the merger will
have no appreciable effect or the balance sheet of Continental
(attached as 3xhidit A to the applicatiorn) since Telecom will provide
substantially all the funds required to acquire the outstanding
shares of common stock of Continental not now owned by Teleconm.

1

As of June 30, 1983, Telecom owned 2,503,667 shares of common
. stock of Continental.

-2 -
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A duly noticed public hearing was held by Administrative
aw Judge Mallory in San Francisco on Septenber 26, 1983 and the
€r was subzitted. Minority stockholders of Continental were
notilied by Continental of the time and place of the hearing and

advised of their opportunity %o de heard concerning the effect of the

Derger on such persons. No appearance was made on behalf of minority
stocgholders or by the Commission staff. Evidence was presented on
behall of applicanis by Kenneth D. Veitch, vice president of Contel

Service Corporation and financial director of Continental.
Reasons Lor the Merger

Continental and Telecom believe that the merger will be in
The best interests of Continental's customers in view of the dramatice

hanges which are ogcurring in the telecommunications industry under
dustry is being restructured as a result of the
Consent Decree entered iato by American Telephone & Telegraph Company
fam

(AD&T). They assert that Continen<al st be adle to move quickly in
this changing environment and cannot be in a position of having the

which the entive in

decisions which it must make to Protect the interest of its customers
alfected by concerns as 10 the impact of such decisions on & very
small Yody of minority holders of common stock. They allege that
actions which Continental may be required to take include the
organization of subsidiary coporations for various purposes and the
transfer of assets to such subsidiaries or to affiliates of
Continental. The witness testified that Continental and Telecom must
be adle to deploy their assets in the manner that will best serve
Their customers and enadle them to continue to provide service that
is as close to universal service as Possible. The witness stated
that no one is certain at this point what the effects of the breakup
of the Bell System, which is scheduled to occur January 1, 1984, will
be. It may be necessary for Continental to transfer some of its
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assevs To unregulated alfiliates. Such arrangements may decome
zandated by either the Pederal Communications Commission (PCC) or
this Comaission. The witness testified that affiliates are already
operating or proposing to operate in businesses which a minority
shareholder zight contend should be properly a part of the
Continental's business or in conflict with Continental’'s business.
The sale of terninal equinment and cellular mobile telephone service
are exaxples. The witness stated that similar prodlems will arise
with respect to the disposition of customer premises wiring. Also,
Continental operates some facilities which techrnically provide an
inter~lATA service. Continental's decision as to how best to deal
with this problen and the host of other related prodblems assertedly
wsT be made free of the constraints which the existence of minority
shareholders impose.

The wiztness stated that this Commission considered this
prodblen in some detail in 1982 when it authorized a mewger that
resulved in AT&T owning all of the common stock of Pacific Telephone

P2&2) (D.82-05-07, dated May 4, 1982.) That decision states that
20&0's merger would "enhance the company's fLlexidbility in responding
<0 the requirements of the new consent decree, proposed legislation
and PCC orders." That decision also recognized that the existence of
ninority shareholders would be a complicating factor "dwe to the
possidilivy of frivolous shareholder suits... and related prodblems.”
We found that "the continued existence of minority shareholders would
not significantly protect the interests of PI&T and its ratepayers.”™
We recognized that the interests of ratepayers and the minority
skareholders were probadbly divergent.

The witness testified that Continental's need to have all
of its outstanding common equity owned dy the parent corporation is
even more obvious; the minority stockholders have a very small
interest in Continental and their impact on Continental's decision~

maxing could, be very disproportionate to the interest involved.
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Fairness of Proposed Merger

The witness testified that Telecom proposes to pay for the
relatively small block of minority common stock an amount equal to
the full book value of the common stock. According to the witness,
more than 15% of the book value which will form the basis of the

rice to the zinority stockholders is direcetly attributabdble to the
large contributions of equity capital by Telecom during the past 11
years. Retained earnings and dividends have also increased during

this perioed, due Iin part to the earniags generated by the additional
capizal goatributed by tae parent company.

Exnibit F to the application, developed by the witness,
shows that common dividend payments whic¢h have been paid to minority
stockholders subsequent to 1971 would have been $40,000 less had
saares of stock been issued to Telecom each time.

The reasons for contributions to c¢apital were made by
Telecon in lieu of issuing additional common shares are the following:
In 1968, § 1904.1 was added to the Public Utilities Code to require

the Commission to collect fees for authorizations for the issuance of
stock by public utilities. When Continental issued approximately
204,000 shares of common stock to Telecom in 1970 and 1971 to provide
additional equity capital, Continental paid fees of approximately
$10,200 as required by § 1904.1. After giving effect to the issuance
of the 204,000 shares of common stock and the subsequent acquisition
of Golden West Telephone Company by Continental, Telecom owned 99.7%
of the outstanding common stock of Continental and the mipority
holders owned .3%. At that time, Continental anticipated that it
would require substantial amounts of additional equity capital during
tae 1970's. If common stock were sold to Telecom to raise such
equity capital, the aggregate fees payable under § 1904.1 of the
Public Urilities Code could have been as much as $40,000.
Accordingly, Continental suggested, and Telecom agreed, that equity
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cepital provided to Continental after 1971 should be furnished by
Reans ol coatridutions to the capital of Continental, thus
elininating the expense of obt tuining orders from the Commission
au,hO‘igaug the issuance of additional common 3tock and the fLfees
payadle in connection with such issuance. The cost to Continental of
reising equisy capital was theredy substantially reduced.
Contridutions by Telecom to Continental's equity capital

sizce 1971, aggregating approximately $35,000, 000, have inereased the
Yook value of Continental's outstanding common stock by approximately
$12.50 per share. Minority holders of common stock of Continental
have benelited from this increase in book value without any cost to
thex whatsoever and without any decrease in their proportionate
interest in Continental. Continental's retained earnings and cash
dividends rave also increased over this reviod, due in part to the
acéitional earnings generated by the substantial equity capital

contriduted by Telecozm. The minotity holders of Continental's common

TOCK nOW own the same percentage interest in a much larger and
firancially stronger enterprise as a result of contributions to
Continental's equity capital by Telecon.

% Continental had issued additional common stock to

Telecon during this period at Prices approximating the book value of
Convinental's common stock, the percentage interest of the minority
Stockholders in Comtinental would have been reduced fronm
approximately .0022 to approximately .0016; and the total dividends
paid 3o the minority stockholders would have been more than $40,000

less {(assuming the sanme aggregate dollars of cash dividends during
the period).
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It is applicants' position that the acquisition of the

ainority stock as provided under the proposed merger is falr aad
appropriate. Thney state that the proposed merger provides for the

payzent to the minority holders of common stoek of Contineatal of an

amount approximating the present Hook value of the common stogck of ’///
Continental, as more than $12 per share of that book value has been '
contribated by Teleconm without ¢ost t0 the ninority stockholders.

The witness pointed out that the merger has been designed
s0 that the pinority stockholders will have an appraisal remedy under
California law if they do not bdelieve that the amount being paid to
tnem is equal to the fair narket value of their shares. Applicants
were advised by their counsel that the merger could be structured 30
that no appraisal remedy would have been available to the minority
stocknolders. However, applicants elected t¢ structure the nmerger 30
that the appraisal remedy would be aviilable even though they believe
the amount dbeing paid is at least equal to the fair market value of
the stock.

Applicants expect the merger %0 deée ¢ompleted within two
zonths after the effective date of the Commission’s order. At that
time the minority stockholders would de furnished with a notice of -
the merger, a transmittal form for use Iin malling in their stock
certificates, and information c¢oncerning their appraisal rights.
Payment for the minority stock would be made promptly after the stock
certificates are deposited with the company.

iscussion

The reasons advanced for the merger appear reasonable. No
2e appeared at the duly noticed public hearing, and the Commission v//
has received no written communications from minority stockholders

indicating dissatisfaction with the merger or the price offered for
their conmon stoek.
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The minimum price offered for the nminority shareholders?
common s3tock of $67.63 per share is based on the June 30, 1983 book
value per share, as the payout of the majority of common dividends is
postponed to December 1983. The greater book value (equal to the
postponed dividend) will be taxed as capital gains, rather than
ordinary income, thus lessening the minority sharcholders' tax
liability. The price offered to nminority shareholders appears fair.

We conclude that the proposed merger will not be adverse %o
the public interest, and that the application should be granted.
Findings of Fact

1. Continental is a California corporation operating as a
public utility subjeet o the jurisdiction of this Commission.

2. CIC is a California corporation and a wholly owned
subsidiary of Continental. CIC was formed solely for the purpose of
zerging with Continental, and will go out of business when the merger
is completed.

3. Telecon is a Delaware gorporation which furaishes
management services and capital to subsidiary corporations in several
states. Telecom is not subject -to the jurisdiction of this
Commission.

L. Continental is a subsidiary of Telecom. Telecom owns 99.8%
of the conzon shares of Continental. The balance of Conpinentai's
comaon shares are owned by the publie.

5. Continental seeks authority to merger with CTC into Teleconm.

6. The terms of the proposed merger and the acquisition of the
common stock of minority shareholders is set forth in the merger
agreement attached to the application.

7. The merger is structured s¢ that minority shareholders will
receive cash for their shares, and Telecom will become the sole
¢onmon sharenolder of Continental.

s
v’
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8. Under the merger agreement, Continental's preferred shares
will remain outstanding.

9. The principal purpose for the proposed merger is to
eliminate minority common shareholders who may exercise thelr voting
righits to negate changes in operations made in the best interests of
Continental as a result of the current rdpid changes ia the structure
and regulation of the telecommunications iadustry, both nationwide
and in California.

10. The merger will have no adverse affect on competition as
Pacific Telesis and other telephone corporations are experiencing
changes in corporate ownership and need to establish operating
subsidiaries to perform nonregulated operations in the same manaer as
Contirental.

1. ince 1971 Telecon has made poptributions of equity capital
to Continental in lieu of issuance of additional common shares. This
has inereased the boox value of common shares and also has increased
the dividends per share over those which would have been declared it
additional common shares in proportion to the capital contributions
had been issued.

12. The proposed minimum purchase price per share of $67.63 is
based on Coantinental's June 30, 1983 book value per share.

13. The offered price for outstanding shares of minority shares
is fair and reasonabdble. '

14. The proposed merger is not adverse to the public interest.
Con¢lusions of Law

1. The proposed merger is for legitimate corporate purposes.
2. The proposed merger and purchase of minority commox shares
will not adversely affect minority common sharenolders.
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3.

The proposed merger should be authorized, and the terms and
conditions of the exchange of securities for cash should be approved.
&. Inasmuch as there is no opposition to the application and
as applicants desire %o effect the acquisition of ninority shares as
soon as possidle, this order should become effective impediately.

iI7 IS ORDERED zhat:

1. Continental Telephone Company of California, is suthorized
0 a2erge wivth Continental Transition Corporation in accordance with
and Plan of Merger attached as Exhibit F to A.83-08-36.

terzs and conditions set forth in A.83-08-36 for the
§¢ oL securities for cash are approved.

This orde» is effective today.

Dased NOV 2 2 1983

the Agreement
2. The

exchan

at San Prancisco, California.

LIONARD M. GRIMES, JR.
Prosident
VICTOR CALVQ
FRISLCITLLA C. GEER
WaLLIZM T, SAGLEY

Commiczionors

Comxizziona= Dozald Vial, bo
Recessariiy adseat, di 2ot
Particiyate.

& v oy
-l

SRTITY TPA 5rE DECTSION
I CER™TTTY TEA
WAS L7AONEL BT Ui ABOVE
COMMISSIUNERS TOMMY.
o/
Bodovitz, Executiv
-~ )
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SPORZ THE PUBLIC UTILITIZSS COMMISSION OF TEE STATE QOF CALIFORNIA

<3 the Matter of the Application of )

CONTINENTAL TELEPHONE COMPANY OF ) '

CALIFORNIA, a California corporation,)  Application 83-08-36
Tor zuthorization to_merge with (Filed August 12, 1983)
Continental Iransitiyon Corporation. )

Orrick, Herrington & Swicliffe, by
James P. Craft. Jr=/, Attorney at
law, for Continertal Telephone of
California, applicent.

Continensal Telephé;e Company of California (Continental)
is a California corporati;p and is a subsidiary of Continental
Telecon Inc. (Telecom), a’Delaware corporation. Contimental owns and
operaves Telephone systems in California, Nevada and Arizona.
Continental Iransitio’ Corporation (CTC) is a California corporation,
and a wholly owned suwbsidiary of Continental. (CTC was organized
solely for the purpose of effecting the merger transaction for which
authority is sous%; in this application. Telecom owns 99.8% of the
outstanding commgn stock of Continental. Telecom's principal
business is vo provide equity capital and management and other
services 1o its operating telephone subsidiaries.

On August 10, 1983 the Board of Directors of Continental
and CIC approved an agreement and Plan of merger (Merger Agreement)
uznder whick CIC, as the disappearing corporation, will be merged into
Continental, which will be the surviving corporation. Telecom is
also & party to the merger agreement.
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It is applicants' position that the acquisition of the
zinority stock as provided under the proposed merger is fair and
appropriate. They state that the proposed merger provides for the
payaeat to the minority holders of common stock of Continental of an
amzount approxizating the present »ook value of the common stock of
Continental <£$60- M —per—sirarer, as more than $12 per share of that
book value has been contributed by Telecom without cost to the
zinority stockholders.

The witness pointed out that the merger has been designed
so that the minority stockholders will have an appraisal remedy under
California law if they do not believe that the amount betdé paid to
then is equal to the fair market value of their shares. Applicants
were advised by thneir counsel that the merger coud be structured so
that no appraisal remedy would have been available to the minority
stockaolders. However, applicants elected £o structure the merger so
that the appraisal remedy would be availxble even though they believe
the amount being paid is at least equ to the fair market value of
the stock.

Applicants expect the metger t0 be completed within two
months after the effective date/0f the Commission's order. At that
time tne minority stocknolders would be furnished with a notice of
tae merger, a transmittal fofk for use in mailing in their stock
cercvificates, and informatfon concerning their appraisal rights.
Payment for the mimority/stock would be made promptly after the stogk
certificates are deposited with the company.

Discussion

The reasons advanced for the merger appear reasonable. No
one appeared at E}é/duly not? ed pudblic hearing, and the Commission
has received no written commuications from minority stockholders
indicating dissatisfaction with the merger or the price offered for
their common stock.
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S
Thq4price offered for the minority shareholders® common

stock of &Q}jﬁgpe- share is bdased on the June 30, 1983 book value
per sha¢e, as The payout of the majority of common dividends is
postponed to December 1983. The greater book value (equal to the
Postponed dividend) will be taxed as capital gains, rather than
ordinary income, thus lessening the minority shareholders' tax
liabdility. The price offered to Binority shareholders appears fair.

We conclude that the proposed mexrger will not be adverse to
The pudblic interest, and that the appllcatijj/should be granted.

Pindings of Fact

1. Conzzne»ual is a California co"po ation operating as a
Lity sudbject to the ju*lsdictbon of this Commission.
2. C C is a California co*po-atfgn and a wholly owned
subsidiary of Continental. CTC was formed solely for the purpose of
2erging with Contin

nval, and will /g0 out of business when the nerger
is completed.

5. Telecox is a Delaware corporation which furnishes

Danagenent services and capital to subsidiary corporations in several

Tates. Telecoz is rot subjﬁct to the jurisdiction of this
Conmissiox. /

4. Continental is a/subsidia*y of Telecom. Telecom owns 99.8%
< the common sharves of Continental. The balance of Continental's
common sheres are owned by the pubdblic.

5. Continental seeks authority to merger with CTC into Telecon.

6. The %teras of the proposed merger and the acquisition of the
conmor stock of minority shareholders is set forth in the merger
agreemenv attached to the application.

7. The merger is structured so that minority shareholders will

Teceive cash for their shares, and Telecon will become the sole
common shareholder of Continental.




A.83-08-36 ALJ/3n

8. ader the merger agreement, Continental's preferred shares
will remain outstending.

9. The principal purpose for the proposed merger is to
inave minority common shareholders who nay exercise their voting
To negate changes in operations made in the best interests of
Continental as a result of the currents rapid changes in the structure

ané 7egulatio* of the telecommunications industry, both nationwide
and iz California.

10. The merger will have no adverse affect on competition as

Pacific Telesis and other telephone corporationsyi;e experiencing
changes in coOTPorate owaership and reed to estebXish operating
subsidiuries to perforn nonregulated operations in the same manner as
Continenzal.

“1. Sinece 1971 Telecon has made co tridbutions of equity capital
to Continental in lieu of issuance of dditlonal common shares. This
has increased the book value of comxbn shares and also has inereased
the dividends per share over those which would have been declared if

additional commoz shares in propostion to the capital contridutions
had been issued. 0. 63

12. The p-oposed pu*c ase price per share of $65-7T is based on
Continental's June 30 198“ book value per share.

13 The offered p-
is fair and reasonadle

14.

ce for outstanding shares of ninority shares

/
The proposed merger is not adverse to the publlc interest.
Conclusions of Law

1.

The p*oposed merger is for legitimate corporate purposes.
2. The pr oposed merger and purchase of minority common shares
will not adve*sexy aZfect minority common shareholders.




