DT 02-033

WLTON TELEPHONE COVPANY AND HOLLI'S TELEPHONE COVPANY
Acqui sition by Tel ephone And Data Systens, Inc.
Order Approving Stipulation
and
DT 02-098
WLTON TELEPHONE CQOVPANY
Petition for Approval of Increase in Short Term Debt Limt
Order Approvi ng Debt

ORDER NO 23,979

May 28, 2002

APPEARANCES: Steven Canerino, Esquire, of MLane,
Graf, Raulerson & Mddleton, for Wlton and Hollis Tel ephone
Conpani es; John Lightbody, Esquire, of Murray, Plunmb & Mirray,
for Tel ephone & Data Systens, Inc.; F. Anne Ross, Esquire, of
t he New Hanpshire O fice of Consumer Advocate, on behal f of
Resi denti al Ratepayers; and Lynmari e Cusack, Esquire, for the
Staff of the New Hanpshire Public Uilities Conm ssion
| . | NTRODUCTI ON and BACKGROUND

On February 22, 2002, WIlton Tel ephone Conpany, Inc.
(WIC) and Hollis Tel ephone Conpany, Inc. (HTC) (collectively,
the Conpanies) filed with the New Hanpshire Public Utilities
Comm ssion (Comm ssion) a notification of a proposed indirect
acquisition of their parent conpany, Tel econmunication Systens

of New Hampshire, Inc. (TSNH) by Tel ephone and Data Systens,

Inc. (TDS). The filing indicates that TDS wi ||l acquire al
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i ssued and outstanding common stock of TSNH, which currently
owns 100% of the issued and outstandi ng shares of WIC and HTC.
The instant docket is, in part, a result of a
Compr ehensi ve Settl enment Agreenent (the Investigation
Agreenent) entered into anmong the parties in Dockets DT 00-
294, DT 00-295, DT 01-040, and DT 01-041 and approved by Order
No. 23,959 (April 30, 2002). A key elenent of the
| nvestigati on Agreenment included the sale of the Conpanies to
an i ndependent third party.
As a result of the Conpanies’ notification, the
Comm ssi on issued an Order of Notice, held a prehearing
conference and issued Order No. 23,955 (April 19, 2002), which
set out the prelimnary positions of the parties and
establi shed a procedural schedule for the docket.
The Staff and Parties subsequently engaged in
di scovery and negotiations, and ultimtely reached a
stipulation on the nerger that was filed with the Conm ssion
on May 10, 2002. A hearing was held on May 20, 2002 at which
time the Parties and Staff submtted a revised nerger
stipul ation proposing a resolution of all issues raised in the

docket .
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1. CURRENT STRUCTURE OF COWPANI ES
A Wl ton Tel ephone Conpany and Hollis Tel ephone

Conpany

WI'C and HTC are New Hanpshire corporations engaged
in the business of providing telecommunications services
within the State of New Hanpshire. Both WIC and HTC are
public utilities and are subject to the jurisdiction of the
Comm ssion. One hundred percent (100% of the issued and
out st andi ng stock of both WIC and HTC is owned by TSNH.

B. Tel ecommuni cati on Systens of New Hanpshire, Inc.

Tel ecomuni cati ons Systenms of New Hanpshire is a New
Hanmpshire corporation and the parent of both WIC and HTC.

C. Tel ephone and Data Systens, |nc.

Tel ephone and Data Systens, Inc., is a Del aware
corporation and the parent conpany of subsidiaries that
provi de, anong ot her things, |ocal exchange and exchange
access service in 28 states throughout the United States,

i ncludi ng New Hanmpshire. TDS s whol | y-owned subsidiary, TDS
Tel ecommuni cati ons Corporation (TDS Tel ecom) is the sole

st ockhol der of nmore than 100 i ndependent | ocal exchange
carriers (LECs) in the United States, including Kearsarge
Tel ephone Conpany whi ch operates in New Hanpshire under the

jurisdiction of the Conmm ssion.
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TDS Tel ecomrecently recei ved Comm ssi on approval,
t hrough Order No. 23,961 (May 1, 2002), to acquire Merrimack
County Tel ephone Conpany (MCT), another independent | ocal
exchange carrier in New Hanpshire.
[T, TERMS OF THE MAY 20, 2002 STI PULATI ON

Li ke the recently approved TDS/ MCT merger, the
Parties and Staff to the WIC/ HTC/ TDS ner ger agree that the
transfer of the WIC/HTC stock to TDS is in the public interest
and that TDS has the requisite financial, managerial and
operational abilities to oversee the Conpanies. The Parties
and Staff also agree to keep current rates in effect until at
| east July 1, 2004, and that TDS will continue to supply the
Conpani es’ custonmers with reliable and quality tel ephone
service.

The stipul ation reached by Staff and the Parties in
this docket has several key elenents, including agreenents
t hat :

. t he post-nerger conpany wll inplenment and
meticul ously maintain all financial and accounting
records;
. the transaction will be in the public interest and
not adversely affect the rates, terns, services, or

operation of the conpany;
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the current rates of the Conpanies shall remain in
effect follow ng the closing;

nei ther the acquisition prem um nor merger

transacti on expenses will be reflected in intrastate
rates;
t he post-nerger conpany will continue to take steps

to construct and maintain a quality network that

i ncludes, but is not limted to, the |list of
addi ti ons, extensions and capital inprovenents
outlined by the Conpanies;

t he post-nerger conpany will continue to take
reasonabl e steps to maintain quality tel ephone
service and custonmer service standards;

TDS intends to maintain existing payphones in their
current | ocations;

the transaction shall have no inpact on the
jurisdiction of the Conm ssion over the Conpanies
and their intrastate operations and rates;

TDS wi Il provide a regul atory presence in various
future Comm ssion dockets;

the consunmation of the acquisition will satisfy all
the requirenments and obligations of the Stipulation

and Settl enent Agreenent filed with the Conm ssion
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on January 22, 2002, in Docket Nos. DT 00-294, DT
00- 295, DT 01-040 and DT 01-041 (the Investigation
Stipul ation);

. Comm ssion Audit Staff and the Conpanies wll
conpl ete necessary reviews and make all changes to
ensure that annual and quarterly reports are correct
and in conpliance with the prior agreenents,

Comm ssi on orders, and Conm ssion rules;

. should any filing be made by the Conpani es or TDS
with the FCC initiating a proceeding for a waiver or
nodi fication of Part 32.27 of the FCC rules, the
Conpani es shall provide the Comm ssion with a copy
of the filing and, in the event the FCC changes its
financial accounting rules, the Comm ssion may
di sapprove any affiliate arrangenent it may find
unr easonabl e or just.

V. COMM SSI ON ANALYSI S

A. Merger Transaction

The record in this case is simlar to that of DT
02-009, the MCT/TDS Merger. The testinony here reveal ed that
the merger agreenents in both this docket and DT 02-009 are
conparable. The wi tnesses, however, did describe sone

differences relating to the specifics of this particul ar
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merger as a result of the Investigation Agreenent and as a
result of what was | earned through the experience of DT 02-009
and our Order No. 23,961.

Staff witness, Mary Hart, a utility analyst 111,
descri bed that Staff was satisfied that WIC and HTC net the
requi renments inposed on themas a result of the Investigation
Stipulation and that the Conpanies had made all necessary
changes to the financial records and Annual Reports as
required. Moreover, both Ms. Hart and M chael Reed, the TDS
representative, testified that the transaction not only has no
adverse effects on New Hanpshire ratepayers but that it also
brings benefits, as well.

The benefits the witnesses described include
i npl ementation of rigorous cost accounting and financi al
record keeping systens, access to aggregate purchasing
strength and a | arger pool of capital, access to greater
expertise in system planning and better nonitoring and
reporting of service quality.

Lastly, the witnesses addressed a concern that we
noted in the MCT/TDS merger order with regard to the TDS
Master Affiliate Transaction Agreenent (MATA). They pointed
out that the settlenent included provisions regarding

affiliate transaction reporting requirements. The settl enent
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specifically contenplates that if the Federal Conmunication
Comm ssi on changes 47 CFR 32.27 the Conpanies, including TDS
Telecom w Il still be bound by Comm ssion accounting
requirenents.

In Order No. 23,961, we acknow edged the statutory
framework within which we nust act and further stated that we
are bound to inquire as to whether the transaction wll
result in no adverse inpacts. Here, the Staff and Parties not
only provided evidence that the nerger would produce “no
adverse inpact,” but provided us with a listing of perceived
benefits. The Merger Stipulation contains the sanme provisions
of rate continuity and bars TDS from recovering in rates what
m ght be considered an acquisition premnm um

Based on the evidence before us, we find that
pursuant to RSA 369:8, Il, the transaction "will not adversely
affect the rates, terns, service, or operation of the public
utility within the state." We also find that pursuant to RSA
374:33 the transaction is “lawful, proper, and in the public
interest.” Moreover, because the Parties have addressed
t hrough the stipulation any prior concerns we had with regard
to the affiliate transactions of TDS, we are satisfied that

the transaction shoul d be approved.
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B. Short-Term Fi nanci ng

During the hearing we were presented with issues
related to WIiC s borrowi ng of $400,000 in the form of a short
term unsecured loan. W were asked to take adm nistrative
noti ce of Docket No. DT 02-098 and, if possible, make a
finding on whether to approve the debt nunc pro tunc.

A review of the filing reveals that the President of
WIC m stakenly believed the Conpany could borrow on a short
term unsecured basis an anount up to 10% of the value of its
pl ant. Accordingly, the Conpany received a $400, 000 | oan on
its gross book val ue of plant of $5,699, 823 as of Decenber 31,
2001. Comm ssion rules, however, set the short term debt
l[imt not to exceed 10% of the "net depreciated value of the
utility's plant.”™ Adm n. Rules Puc 406.04. It was only
t hrough the discovery process in the nerger case that the
m st ake was realized.

The filing reveals that the maturity date of the
Revol vi ng Loan Agreenent is May 29, 2002, but that WIC wi | |
need to renew the term of the agreenent by extending the
maturity date for at |east an additional six nonths. The
filing al so contends that because of WIC s cash position that
it cannot pay off or pay down the RTFC Loan prior to

consummat i on of the proposed acquisition of TSNH by TDS. The
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filing further notes that it is WIC s understandi ng that after
consummati on of the acquisition, TDS intends to refinance the
RTFC | oan with long termdebt at a rate that is |l ess than the
interest rate on the RTFC | oan.

At the hearing, Staff presented w tnesses who
acknow edged that the Parties becanme aware of the issue during
t he pendency of the merger investigation and a review of the
mat eri al provided. An audit of WIC s records conpleted on the
nmor ni ng of May 20, 2002 indicated that issues surrounding the
debt seened to be noncontroversial. M. Stuart Hodgdon, the
Comm ssion’s Chief Auditor, testified that the debt was used
to pay for a portion of a switch, payroll expenses and certain
t axes.

When the issue of the short-term debt was addressed
at the hearing, no Party objected to the Conm ssion acting on
the matter in this proceeding. Gven the filing and the
testinmony on the issue, we believe that it is appropriate to
resolve the matter prior to the conpletion of the nerger
transaction. Accordingly, we will authorize the Revol ving
Loan Agreenent nunc pro tunc, so that WIC can renew the | oan
upon its maturity on May 29, 2002 and continue to borrow up to

$400, 000 i n accordance with that agreenent. We will, however,
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require notification from TDS when it refinances the loan with
| ong term debt.

Based upon the foregoing, it is hereby

ORDERED, that the proposed merger between WIton and
Hol lis Tel ephone Conpanies into Tel ephone & Data Systens, |Inc.
is hereby APPROVED; and it is

FURTHER ORDERED, that the WIton Tel ephone Conpany
request for approval, nunc pro tunc, of $400,000 in short term
debt i s APPROVED.

By order of the Public Utilities Comm ssion of New

Hanpshire this twenty-eighth day of May, 2002.

Thomas B. Getz Susan S. Ceiger Nancy Brockway
Chai r man Comm ssi oner Comm ssi oner

Attested by:

Debra A. How and
Executive Director & Secretary



