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A.59478 ?R/lq 

Decision No. __ 9_1_7_4_6 .-:AlAy 6 1880 

BEFO:aE T.r:IE PUBLIC U~ILITIES CO~ISSION OF ~E:E STATE OF CALlFOR."U.A. 

In the ~atter of the Applicatio~ o! 

C? N~TIONAL CORPORATION and 
TUOr.;Ol1!-."':E TELEPHONE CO. 

for ~ order authoriz~g the acquisi
tion of Tuolumne ~elephone Co. by CF 
National Corporation; the issuanc~ of 
27,990 shares of Cuzulative Convertible 
Preference shares, Series A, no par 
value, of CP National Co~oration; ~d 
the issua=.ce of up to ;11.,000 shares of 
S5 par value, upon co~version o~ saic 
Cu:u1ative Convertib!e ?reference 
shares. 

O?II~ION' ----------

Application No. 59478 
(Filed Februa.~ 26, 1980) 

CF National Corporation (O? National) requests a~thority, 
pursua=.t to Sections 816 throu~"" 830., 851, 852 and 85'- of the ?ublic 
Utilities Code (a) to acquire all of the outstanding capital stock 
of Tuolu:ne Telephone Co. (Tuol~e); (b) to issue 27,990 shares ot 
CF National's Cu:ulative Convertible Preference Stock, Series A, no 
~ar value; aDd (c) to issue not exceeding ;11,000 shares of 
CF National's Co~on Stock, S5 par value, upon conversion of the 
preference shares in exchange for the co~on shares.' Notice of the 
tiling of the application was published on the CQ~ssionfs Daily 
Calencar or February 28, 1980. 

CP National is a California corporation engaged in public 
utility operations in the States of Oregon, California, Nevaca, Utah, 
and Arizona. C? National provides electric~ gas, telephone, and 
water services in the State of Cali!o~ia • 
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Tuol~e is a Cali~o=nia co~o~ation ~d a ~ublic utili~ 

o~~ing and o~erating a telephone sys~e: tu-~ishing exchan~e and toll 
service in the Coun~ies of Tuolu=ne, Shasta, ~e Tenaca. 

For the twelve :onths ended December 31, 1979, appliea:t 
reported total o~cra~ing revenue and net inco:c as follows: 

CP National 
To~al Operating Revenue S88,5Q6,467 
Net Inco:e 4,901,000 

Tuolu..-me 
Sl,727,338 

232,410 

Combinec. 
$90,233,805 

;.,1;; .. 4l0 

CP National reports that 23.2 perce~t of its utility operating 
revenu.es a:-e gene=a~ec. in the State of Cali!or:lia. All o! Tuolu::me' z 
opera~ions are in ·Califo~ia. 

CF National ?ro~oses to acquire a~l of ~he outstandi:r 
ca?it~l stock o~ Tuol~~c in exchange !or 27,990 shares o! 
CP National's no ~ar value Pre!erence Stock having a stated or 
liouidation value of SlOO per share totalinr. S2,799,000. The ~ro~osed 
tra:saction will be acco:plished pursu~~t to an ~s=ee:ent and ?l~ o~ 
Reorg~ization which will be entered into between C? National '~d 
Tuol~~e. The ~eors~ization conte:pla~ed by ~he a~eecent is desi~cd 
to qllnli!'y as a tax free reorganization U!lce:- Section ,68(a.) (1) (A.) of 
the Internal Revenue Code. Section ;68 ?rescribes certain conditions 
which must be met in oreer that neither Tuolu:ne nor its present 
sha=enolders would realize any immediate ga~ for federal income taY. 
pu=poses as a result o! the proposed acquisition. The reorg~ization 
contemplates that C? National will for: a new subsidiary to be merged. 
into Tuolucne with the result that C? National will beco~e the owner 
of all of the outstandins stock of Tuolumne. The for.oer shareholders 
of Tuolucne will receive the ?re!erence shares i:l exchange tor the 
Tuol~e shares previously held by the~ • 
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The propose~ pre!erence stock will be convertible ~~o 
shares of commO:l stock of cr Natio:la.l. The p::oposal provid.es that 
CF National's common stock~ not exceeding 311,000 shares~ woule 
be issuable ~on conversion of the pre!ere:ce stock. Under the 
rules of the New Yo::k Stock Exchange~ in ~ acquisition, CP Natio~al 
may :lot issue a:l amount of shares of co:m:o:':. stock which is greate:.
than 18.5 ~ercent of its ~resently outst~ding s~ares of co:=on ~tock 
~ithout a~~roval of its shareholders. Since, without the p::"oposee 
limitation, there is the theoretical possibility that more th~ this 
acount could be issued under the conversion fo~ula ad~ted. 
C? National has l~ited the nu=ber of shares issuable to ;11,000 
~hich is slightly less than 18.; percent of the 1,682,746 s~es 
presently outstanding. 

The application indicates that the n~ber of pre!crenc¢ 
shares which will be issued to Tuol~~e's shareholders in exchanr,e 
for Tuolu:ne's capital stock was dete~ined by an 3-~'s-leneth 
negotiation between the parties. The ac~uisition of stoc~ will be 
accoUllted for as a "purchase" fo':' accou=::ting pu...-posez~ and. the exeeZ$ 
of the purchase p':'iee ove,:, the net assets will be designatee as 
Goodwill and is esticated. to be Sl,12?,OOO whiCh will be a:o':'tized. 
over a period of fo':'ty years. The Commission ~~ll require that the 
amortization expense be treated as a ~on-o~eratine expense item and 
given "below-the-line" treatment !o':'·ratemak1:lg purposes.. The 
anticipated amo~t o~ the ~Titeo~~ will be appro~ately $28,175 
annually. 

CP National presently operates a numbe~ of seall to ~edi~ 
size publieutilit,y telephone systems si=ilar to the exehan~e a=eas 
or Tuolumne. CP National's ma:o.age:lent is ex;>e':'ienced i!l the type o! 
publie utility service rendered by Tuolumne a:d the operations ot 
Tuolumne will complement C? National's other telephone operations 
both in geographical location and size • 
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In Decision No. 90428, dated June 19, 1979, in Case 
No. 10509, the Commission concluded 3n investigation into the 
operation of Oak Run EY.chan~e of Tucl~e's Northern Divisio~ 
and ordered certain ioprove~ents in telephone ~lant. In Decision 
No. 90654, dated August 14, 1979, in Application No. 58960, the 
Co~ission authorized Tuolumne to borrow ~5,1?0,000 from the 
Rural Electri!ication A~istration (~). This planned 
construction will assist in responding to Decision No. 904~8. On 
October 16, 1979, the REA gave its final ap~rova1 for the loan. 
CF National will continue with the budgeted eo~ztruction presra:. 
CF National indicates ~ its application that because of its greater 
size, larger asset base~ ~eater cash flow, ~d general flexibility, 
it believes it will be ~ a stronger ~osition th~ Tuolumne to 
continue to maintain and ~rove service to all o! Tuolu:ne's 
customers. For these same reasonz, the applicants believe that 
operaticg econo~ies can be achieved by means of the pro~osed 
transaction ~~d the e3.~ngs of ~~ol~e will contribute to those 
of C? National. The application shows that the transaction will 
further diversify the operations or C? Natio:lal anc. contribut.e to 
the ,increased marketability of its securit'iez while p:-ovic.:.nS better 
service to !uolumne's custome:-s. 

The proposec. preference shares to be issued to Tuolu~~e 
shareholders will be junior to CP Nationalfs ,referred shares. 
The pre!ere~ce shares (27,990 shares) ~~11 be en~itled to ~u31 
cuculative dividends at the rate of $9.80 per share, payable 
quarterly, and will have a liquidation preference of Sl00 per 
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sbare. The preference shares will be convertible into shares o~ 
common stock of CP National at a rate determined by dividing SlOO 
by the average market price o! the co~on stock during the 30 
calendar days prior to C? National's recei~t or the election to 
convert the shares, provided that CP National shall have the O)'tion 
to redeem the 1>reterence shares tendered tor cO:lversion 3:: a. rate 
of SlOO per share. The preference shares will become convertible 
on a cumulative basis in installments of 10 yercent per year. No 
more tbaL ,11,000 shares of co~on stock ~~ll be issuable on 
conversion. 

The proposed preference shares will be redee~able at 
CP National's option at a. red.e~tion ~ricc o~ Sloo ~er share; 
however, so lonr, as the shares are held by ~ original holder, 
CP Nationa.l may not redee:n :lore than 10 1'erce:l.t o! the 1':'e!erence 
shares o! each such holder in ~ one yea: • 

The application indicates that CP Natio~~ presently 
intends that Tuol~e (a) will remain a subsidia.-y separate !ro~ 
C? National for capitalization, operational and ratemaking pu.-poses, 
(b) that CP National will adopt the existing rates, rules and 
regulations of Tuolumne without change~ and (c) that the acco~tinr, 
reco~ds ~~d £i:ancial and tax reporting or Tuolumne will be 
continued. without change on a separate basis • 
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Balance Sheets as o! Dec~ber ;1, 1979~ tor CP National 
aDd Tuolumne, recorded a::ld as adjusted tor CP l~a.tional - Parent a:ld 

CP National-Consolidated to re!lect the acquisi~ion of Tuol~efs 
stock are as rollows: 

(Thousands or Dollars) 
Recorded Pro Po:-ma 

C? Natioli3l - C? Nat~ona! -
CP Natio~al Tuolu:me Parent Conzo1idated 

Assets 
Utility plant Less 

AccU!IlUlated 
Depreciation S121,4;6 57,,32 S121,4;6 5128,968 

Other ~vestments 155 257 15; 412 
Cu:-rent Assets 20,947 270 20,947 21,217 
Investoe:ts in'/2/ 

SubsidiarieS=- - 1,672 
GOOdwi11Y 1~12? 1,127 

, 

De!erred Debits 2:4~2 61 2.4~2 2·22:: 
Total S142·021 58.120 S14Z:82Q Sl2::: 278 

Liabilities and 
Common Eoui~ 

S 38,577 S1,672 C" 38,577 S ;8,5?? Common Equ:. 'f;y ~/ '" 
Preferred Stock 10,;53 10,353 S10,;53 
Preference Stockll 2,799 2,799 
Long-Term Debt 64,;89 6,24A 64,;89 70,63; 
Cu.~ent Liabilities 24,989 204 24,989 2;,193 
Deferred Credits 6: 722 6 .. 222 6.222 

Total $142:021 $8.120 $142:8 :20 Sl2f±:'?l.8 

11 Investment in Subsidiaries, Sl,672~000, and Goodwill, Sl,127,000, 
are recorded on the books of C? National - Parent at the ti::le the 
issue or CP National's Preterence Stock in the a:r:lou:o.t 0'£ 52,799,000 
is recorded. Goodwill is expected to be amortized over 40 years. 

Y Investment in Subsidiaries, Sl,672,OOO~ on th.e books or C? National -
Parent is eliminated as is th.e Common Equity or Tuolu:cm.e on 
CP National'S Consolidated Balance Sheet. 
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C? National's capital ~atios as o! December 3l~ 1979, 
recorded and as adjusted to give e!!ect to (a) the issuance of 27,990 
preference shares to be issued in co~ection with the acquisition of 
Tuolumne and (b) the issuance o! 100,000 shares of Com:on Stock, $5 
~ar value~ in aeco~dance with its Dividend Reinvestment and Stock 
Purchase ?1an1i are as follows: 

Dece:lbe~ 21: 1~79 Pro Porma 

Long-Term Debt 54.6% ;2.8% 
Short-Term Debt 3.6 3.4 

Total Debt 58.2 56.2 
Pre!'erred Stock 9.1 8.0 
-Preference Stock 2.3 
CO:m:lO:l Equity 32.7 32.7 

Total 100.0% 100.~~ 

The staffs of the Co~ission's Revenue Requirece:ts Division 
and the Communications Division have ~eviewed the a~~lication and have 
concluded the proposed me~ger is reasonable and the ~equest to me~ge 
should be granted. 

In issuing our o~cer herein, we place C? National and its 
shareholders on notice that we do not regard the number of shares 
outstandi:g, the total par value of the shares nor the dividends paid 

as measuring the retu-~ the co:p~~y should be allowed to ea-~ on its 
investment in plant and that the authorization herein granted is not 
to be construed as a !ind~ of the value of the eo~any's stock O~ 
~ro~erties nor as indicative o! amounts to be included in proceedings 
for the deter.cination of just and reasonable rates. 

11 Decision No. 91?4~" ~ dated MAY 61980 
in App1icatio~n-N~o~.~3~~~5~;7~7:~.------------
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Findin~s of Fact 

1. C? National and Tuol~e are California corporations 
operating under the jurisdiction o! this Commission. 

2. The acquisition o! Tuolucne by C? National would Dot be 
adverse to the public interest. 

,. The proposed issuance of C? Na~ional's prefere~ce shares 
and common shares ~e for proper purposes. 

4. The =o~ey, property or labor to be procured or paid tor 
by the issuance ot CP National's preference shares and co:mon shares 
are reasonably required !or the pu.~oses specified herei:, which 
~urposes are"not, in whole or in ~art, reaso~ablY char~eable to 
o~eratinE expenses or to income. 

5. The proposed issu~~ce of C? Natio~l's preference shares 
~~d co~on sha:es would not be adverse to the public interest. 

6. There is no know: opposition and no reason to delay ~~ting 
the authority re~uested in the application. 

Conclusions of Law 

1. A public hearing is not necessa.~. 
2. The applicatio~ should be ~~ted to the extent set !orth 

in the order which !ollows. 

The authorization granted here~ is for the pu.~oses of 
this proceeding only and is not to be construed as indicative of 
the amounts to be included in proceedings for the determination of 
just and reasonable rates • 
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ORDER _-. __ .... 
IT IS ORDERED that: 

1. CP National Corporation may ac~uire th.e capital stOCl: 
of Tuolumne Telephone Co. ~ursuant to the terms and co~ditions as 

set forth in its a~plication. 
2. CF National Corporation and Tuolu:ne Telephone Co. =aj 

execute ~~d enter into the Agree~ent ane Plan of Reorganization 
attached as EY~ibit C to the ap~lication~ ~d Tuolumne Telephone Co. 
~ay merge with the wholly-o~~ed subsidia.-y of CF National Co~oration 
as therein conte=plated. 

,. C? National Co~oration =ay issue and deliver in excha:ge 
tor exist~g shares of Tuolu:ne Telep~one Co. 27~990 shares of its 
Cu:ulative Convertible ?:efe~ence Shares, Series A~ no par value. 

11 C~"",!,"" alC .,.' . ~ .. ' ........ 4. & ~a~lon o~o~a~lon may lssue .roe ~~e ~o ~~e now 
exceedin~ ;11.000 co~on shares of C? National COr?0rat{on on 
conversion of the 27,990 shares of Cuzulative Convertible Preference 
Shares .. Series A.' 

5. CF National Corporation shall maintain the accounting 
recorcs of Tuolumne Telephone Co. in such torm as to enable it to 
make available in*any suose~uent proceeding before this Commission 
on a separate basis the investment in properties, operating reve~ucs 
and expenses and. tinancial ane. tax reporting tor eac.h or the areas 
for which Tuolumne Telepho~e Co. presently ma~ta~ records. 

6. Within thirty days after the merger herein authorized, 
C? National Corporation shall tile with the Comcission a certified 
copy of the certificate filed with the Secreta--y or State effec.tuating 
the merger_ 

7. Within sixty days after the merger herein authorized, 
CP National Corporation shall !i~e with the Co~ission a copy of each 
journal entry used to record the merger on its books ot account • 
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8. CP National Cor,oration shall tile with the Commission 
a report, or reports, as requiree by General Order No. 24-B, which 
order, insotar as a:pp.licable, is hereby made a part of this ord.e::: .. 

9. The authority gra:lted by this o:::de::: to issue pre!erence 
and common stock will become e::ective when C? National Co~oration 
has :paid the fee prescribed by Section 190~(b) 01' the Public Utilities 
Code, which tee is Sl~299.. In other respects the e1'fective date o! 
this oreer shall be thi:::ty days after the date hereo!. 

Dated MAY ____ ~ __ ~_w~ __ ~~ Cal ' ~ . . 1..0:-:ll.a. 
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