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CRIGMAL

BEFORE THE PUBLIC UTILITIES COMMISSION OF TEE STATE OF CALIFORNIA

Decision No. 91746 MAY 6 1980

In the Matter of the Application of

CP NATIONAL CORPORATION axmd
TUOLUMNE TELEFEONZ CO.

for an order auvthorizing the acguisi-

gion gilmgolumne Telephone Co. by C?

Natio orporation; the issuange of ‘ < v

27,990 shares of Cumulative Convertidle (nﬁﬁgé‘§a§*°n h°§659§ggo)
Preference shares, Series A, 20 par £L8C reDTUATY <0,
value, of CP National Corporation; and

the issuance of up to %11,000 shares of

55 par value, upon coaversion of said

Cwaulative Convertidble Preferexce

shares.

CZINION

CP National Corporation (CP National) requests authority,
purseant to Sections 816 through 830, 851, 852 and 854 of the Pudlic
Utilities Code (a) %0 acquire all of the outstanding capital stock
of Tuolumne Telephone Co. (Tuolumne); (b) %o issue 27,990 shares of
CP National's Cumulastive Coavertible Preference Stock, Series A, 20
par value; and (¢) to issue not exceeding 311,000 shares of
CP National's Common Stock, $5 par value, upon conversion of the
preference shares in exchange for the common shares.” Notice of the
£iling of the application was pudlished on the Commission‘'s Daily
Calendar of Fedbruary 28, 1980.

CP National is a Califormia corporation engaged in pudlic
utility operations in the States of Oregon, California, Nevada, Utah,
and Arizona. CP National provides electric, gas, telephoze, and
water services im the State of California.
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Tuolumne is a Califormia corporasfion azd a pudblie utility
owning ané operating a telephone systexm furnishing exchange and toll
service in the Counties of Tuolumne, Shasta, and Tehama.

For the twelve months ended Decemder 31, 1979, applicant
reported total operating revesnue axd net income as follows:

CP National Tiolumne Conmbined
Total Operating Revenue $88,506,467 $1,727,3%8 $20,23%%,805
Net Income _ 4,901,000 232,410 5,133,420

C? Natioznal repoxts that 23.2 percent of its utility operatinc
revenues are gemerated in the State of Califormia. ALY of Tuolumme's
operations are in Califozaia. '
CP Navional promoses to accuire all of the outstandinr
canital stock of Tuolumme iz exchange for 27,990 shares of
CP National's mo par value Preference Stock having a stated or
licuidation value of $100 per share totaling $2,79%,000. The proposed

transaction will be accomplished pursuant €0 an Agreexment and Plam of
Reorganization which will be entered into between CP National and
Tuolumne. The reorgaxzization contempl ated by the agreexent is desimmed
to gualify as a tax free reorganization uwader Sectioz 368(2)(1)(A) of
the Internal Reveaue Code. Sectzon 268 prescribes certain conditions
which must be met iz order that neither Tuolumne nor its presext
shareholders would realize any immediate gain for federal income tax
purposes as a result of the proposed acguisivion. The reorgaxizatioz
contemplates that CP Natioral will form a rew subsidiary to be nmerged
into Tuolumme with the result that CP National will become the owzer
of all of the outstanding stock of Tuoclumne. The former shareholders
of Tuolumne will receive the preference shares in exchange for the
Tuolumne shares previously held by then.
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The proposed preference stock will bBe coavertidble izto
shares of common stock of CP National. The proposal provides that
CP National's common stock, not ewxceeding 311,000 shares, would
be issuable upoxn conversion of the preference stock. Uncdexr the
rules of the New Yorx Stock Exchange, in az acquisition, CP National
nay 2ot issue an anount of shares of common stock waich is greater
thaz 18.5 percent of its presexntly outstanding shares of cozzon stock
without approval of itz chareholders. Since, without the proposed
limitation, there is the theoretical possidbility that more thaxz this
amount could be issued uxnder the conversion formula adopred,

C? National has linmited the number of shares issuable to 311,000
which is sligh¥tly less than 18.5 percent of <he 1,682,746 shares
presently outstanding.

The application indicates that The zumber of preference
shares which will Ye issued to Tuolumme's shareholders in exchance

for Tuolumne's capital stock was determined by an arm's-lexgth
negotiation between the parties. The accuisition of stock will de

? by W b et

accownted for as a 'purchase" for accouwnting purposes, and the excess
of the purchase price over the net assets will be designated as
Goodwill and is estimated %o be $1,127,000 which will be amortized
over a period of forty years. The Commission will require that the
amortization expense be Treated as a non-operating expense item and
given "below-the-line" treatment for ratemaking purposes. The
anticipated amount of the writeols will be approximately $28,175
annually.

CP National presently operates a number of small to mediuxm
size publicutility telephone systems similar to the exchaxnge areas
of Tuolumne. CP National's maragenment is experienced in the type of
public utility service rendered dy Tuolumne axnd the operations of
Tuolumne will coxplement CP National's other telephone operatiozns
both in geographical location and size.
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In Decisiorn No. S0428, dated June 19, 1979, in Case
No. 10509, the Commission concluded axn investigation inteo the
operation of QOak Run Exchange of Tuclumme's Noxtherz Division
and ordered certain improvements in telephone plant. In Decision
No. 90654, dated August 14, 1879, in Application No. 58960, the
Commission authorized Tuolumne to borrow 45,170,000 from the
Rural Electrification Administration (REA). This plamned
corstruction will assist in responding $o Decision No. 90428. On
Cetoder 16, 1979, the REA gave its final approval for the loan.
C? National will continue with the budgeted comstruction pregrax.
CP National inmdicavtes iz its applicatioz that because of its greater
size, larger asset base, greater cash flow, axd general flexidility,
it believes it will be in a stronger pocition thaz Tuolumne o
continue +0 maintain and improve service to all of Tuolumne's
customers. Foxr these same reasonc, the applicants believe that
operating economies can be achieved by means of the proposed
transaction and the earnings of Tuolumne will contridbute to those
of CP National. Tre apvlication shows that the transaction wil
further diversify the operations of CP National and contridute ©o

the increased marketability of its secuxrities while providing detler
service to Tuolumme's customers.

The proposed preference shares To be issued to Tuoluzmme
shareholders will Ybe Junior to CP National's preferred shares.
The preference shares (27,990 shares) will de entitled to amnual
cunulative dividends at the rate of $59.80 per share, payabdle
quarterly, and will have a ligquidation preference of $100 per
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share. The preference shares will be convertidle into shares of
common stock of CP Natiomal at a rate deternmined by dividing 5100
by the average market price of the common stock during the 70
calendar days prioxr to CP National's receipt of the election ®To
convert the shares, provided that CP National shall have the option
to recdeem the preference shares Tendered for conversion 3¢t a rate
of $100 pexr share. The preference shares will become convertibdle
on a cumulative basis in installments of 10 percext per year. XNo
more thaxn 311,000 shares of common stock will be iszuable oz
¢conversion.

Thne proposed preference shares will be recdeemadle atl
CP National's option at a rederption price of S100 per share;
however, 50 loag as the shares are held dy az origirzal holder,
CP National may not redeem more than 10 percent of the preference
shares of each such holder in any one year.

The application incdicates that CP Navtional presentl

tends that Tuolumne (a) will remain a sudbsidiary separate frox
CP National for capitalization, operational and ratemaking durposes,
(») that CP National will adopt the existing rates, rules and
regulations of Tuolumne without change, and (¢) that the accounting,
records and fizancial and tax reporting of Tuolumne will be
continued without charge oxn a separate basis.
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Balance Sheets as of December 31, 1279, for CP National
and Tuolumme, recorded and as adjusted for CP National -~ Parent and
CP National~Consolidated to reflect the acquisition of Tuolumxe's
stock are as follows:

(Tousands of Dollars)
Recoréed Pro Form

¢ datLonal - O National -
Farent;

CP National Tuolumne

Assets
£ilIty Pian%t Less
Accumulated
Depreciation

Other Investments
Current Assets

Investoments ;n,/ 2/
Subsidiaries™

Goodw_ll-/
Deferred Debits
Total

Liabilities and

Common LOulty
Commoz Zouity 2/

Preferred Stock
Preference Stock=/
Long~Texrm Debt

Current Liabilities

Deferred Credits
Total

8121,4%6
155
20,947

2,49%

. 97.5%2
257
270

€l

$145.0%21

$8.120

§121,43%6
155
20,947

1,672
1,127
2.49%

Consolidated

$128,968
412
21,217

1,127
2,554

$147.830

S154,278

$ 38,577
10,353

o4, 389
24,989
6,723

$1,672

$145,0%1

¢ 38,577
10,253
21 799
64,389

24,989

6,725

$ 38,577
$10,35%
2,799
70,633
25,193
6.723

$147,8%0

S154.278

l/ Investment in Subsidiaries,

issue of CP Natiomal's Preference Stock in the amount of 52,799,000

81,672,000, and Goodwill, $1,127,000,
are recorded on the bookso* CE’haxlonal - Parent at the tizne the

is recorded. Goodwill is expected to de amortized over 40 years.

2/ Investment in Subsidiaries, $1,672,000, on the books of CP National ~

Parert is eliminated as is the Common Ecuzty of Tuolunmne oz

CP National's Consolidated Balance Sheet.

-6 -




459478 RR/lg

C? National's capital ratios as of December 31, 1979,
recorded and as adjusted to give effect to (a) the issuance of 27,990
preference shares to be issued in coanection with the acquisition of
Tuolumne and (b)) +he issuance of 100,000 shares of Common Stock, $5
var value, in accordance with its Dividend Reinvestment and Stock
Purchase Planl/ are as follows:

December 31, 1979

Long-Term Debt S4.. 6%
Short-Term Debt 2.6

Total Dedt 58.2

Preferred Stock .1
'P:eference'Stock -
Common Zqui 2

Qo%tal 100.0%

¥
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The staffs of the Commission's Revenue Requirements Division
and the Communications Division have reviewed the applicatiorn and have
concluded the proposed mexrger is reasonable and the request ¢o merge
should be granted.

In issuing oux oxcer herein, we place CP National and its
shareholders oz notice that we do 20t regard the number of shares
outstanding, the total par value of the shares nor the divideands paid
as measuring the return the company should be allowed to earn oz its
investment in plant and that the authorization herein granted is not
to be comstrued as a finding of the value of the company's stock or
nroperties nor as incdicative of amounts tTo be included in proceedings
for the determination of just and reasonable rates.

1/ Decision No. S17477 , dated MAY 6 1989
in Application No. 58577/,
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Findines of Fact

1. CP National and Tuolumne are Califormia corporations
operating under the jurisdiction of this Commission.

2. The acquisition of Tuoluzmne by CP National would not be
adverse to the pudblic interest.

3. The proposed issuance of CP National's preference shares
and commoxn shares are for proper purposes.

4. The money, property or labor to be procured or paid for
by the issuance of CP National's preferexnce shares and commor shares
are reasonably required for the purposes specified herein, which
purposes are not, in whole or in part, reasonadbly chargeadle to
operating expenses or to income.

5. The proposed issuvance of CP National's preference shares
and common shares would not be adverse to the public interest.

6. There is no Xnowz opposition and no reason to delay grasting
the authority requested in the application.

Conelusions of Law

1. A pudblic hearing is not necessary.

2. The application should be granted to the extent set forth
in the order whica follows.

The authorizatioz granted herein is for the purposes of
this proceeding only and is not to be corstrued as inéicative of
the amownts 0 be included in proceedings for the determination of
Jjust and reasomable rates.
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QRDEZR
IT IS ORDERED that:

1. CP National Corporation may acquire the capital svtock

of Tuolumne Telephone Co. pursuant to the terms and coxnditions as
set forth in its application.

2. CP National Corporation and Tuolumme Telephone Co. may
execute and enter into vhe Agreement and Plan of Reorganization
attached as Exhibit € to the application, and Tuclumne Telephone Co.
nay merge with the wholly-ovmed subsidiary of CP National Corporation
as therein contemplated.

3. CP National Corporation may iscsue and deliver in exchange
for existing shares of Tuolumne Telepkone Co. 27,990 shares of iv
Cuxulative Convertible Preference Shares, Series A, no par value.

L., CP Navional Corporation may issue Lrom time %o Time not
exceeding 311.000 commozn shares of CP National Corporatioz on
conversion of the 27,990 shares of Cumulative Convertidle Preference
Shares. Series A..

5. CP? National Corporation shall maintain the accounting
records of Tuolumne Telephone Co. in suck form as to exnadble it ¢
make available in -any subsequent proceeding before this Commission
on a separate bagis the investmert in properties, operating revenues
and expenses and financial and tax repoxting for each of the areas
for which Tuolumne Telephoze Co. presextly maintain records.

6. Within thirty days after the merger herein authorized,

C? National Corporation shall file with the Commission a cexrtified

copy of the certificate filed with the Secretary of State ellectuating
the merger. '

7. Within sixty days after the merger herein authorized,
CP National Corporation shall file with the Commission a copy of eack

journal entry used to record the merger on its books of account.
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8. CP National Corporation shall file with the Commission
a report, or reports, as recuired by General Order No. 24~B, which
order, insofar as appliicadble, is heredby made a part of this oxrder.

©. The authority granted by this order to issue preference
and common stock will become effective when C? National Corporation
has paid the fee prescridbed by Section 1904(%) of the Public Utilivies
Code, which fee is §1.209. In other respects the effective date of
this order shall be thirty days after the date hereof.

Dated MAY 6 1090 , at San Francisco, California.

\td. €
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