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Introduction

On June  29, 2007, Va lle y Te le phone  Coope ra tive , Inc. ("Coope ra tive "), Coppe r Va lle y
Te le phone , Inc. ("Coppe r Va lle y"), Va lle y Conne ctions , LLC ("Va lle y Conne ctions "), a nd
Va lle y Te le communica tions  Compa ny, Inc. ("VTC") file d a  Notice  of Inte nt to (1) orga nize  a
public .utility holding compa ny a nd (2) re orga nize  the  owne rship inte re s t of Va lle y Conne ctions
("Notice  of Inte nt") to  the  Arizona  Corpora tion Commis s ion ("Commis s ion"). The  Notice  of
Inte nt propos e s  to orga nize  VTG Holdings , Inc. ("VTG Holdings ") a s  a  holding compa ny of
Coope ra tive 's  exis ting a ffilia te s .

Background of Applicants

Coope ra tive  is  a n Arizona  Incumbe nt Loca l Excha nge  Ca n*ie r ("ILEC") providing loca l
exchange and exchange access s e rvice s  a nd curre ntly the  pa re nt compa ny of Coppe r Va lle y,
VTC, and Va lley Connections .

Coppe r Va lle y is  a n Arizona  ILEC corpora tion with its  princ ipa l pla ce  of bus ine s s  in
Willc ox,  Arizona . 1 0 0  p e rc e n t o f th e  o wn e rs h ip  in te re s t in  Co p p e r Va lle y is  h e ld  b y
Coopera tive .

Va lle y Conne ctions  is  a n Arizona  limite d lia bility compa ny with its  princ ipa l pla ce  of
bus ine s s  in Willcox, Arizona . Va lle y Conne ctions  provide s  Compe titive  Loca l Excha nge  Ca rrie r
("CLEC") and Inte rexchange  Services  in Arizona  and offe rs  voice , long dis tance , video, bus ines s
s ys te ms , a nd 'broa dba nd Inte rne t s e rvice s  in  Willcox, S a nford, a nd Tha tche r, Arizona . In
a ddition, Va lle y Conne ctions  is  a  wire le s s  re s e lle r. Va lle y Conne ctions  wa s  origina lly owne d by
Coope ra tive  a nd Coppe r Va lle y. Coope ra tive  is  now the  dire c t owne r of a ll of the  s tock of

Valley Connections. Arizona Corporation Commission
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VTC is  a n Arizona  corpora tion which owns  s ix long-ha ul conduits  a nd re s e lls  wire le s s
se rvice . In addition, VTC has  othe r non-regula ted inves tments , including an ownership 'in RSAS
in New Mexico. VTC is  not currently engaged in any ope ra tions  or se rvices  tha t a re  regula ted by
the  Commiss ion. 100 pe rcent of the  ownership inte res t in VTC is  he ld by Coopera tive .

VTG Holdings ' Article s  of Incorpora tion were  filed Janua ry 24, 2005 .

The  Applica nts ' Tra nsa ction

The  Applica nts  in the ir Joint Applica tion propose  the  following:

Coppe r Va lle y will tra ns fe r its  me mbe rs hip inte re s t in  Va lle y Conne ctions  to
Coope ra tive  re s ulting in Coope ra tive  ha ving 100 pe rce nt of the  me mbe rs hip
inte re s t in Va lley Connections ,

VTG Ho ld in g s  will b e  o rg a n ize d  a s  a  p u b lic  u tility h o ld in g  co mp a n y with
Coopera tive  owning 100 pe rcent of the  s tock of VTG Holdings , and

Co o p e ra tive  will tra n s fe r o f a ll o f its  o wn e rs h ip  in te re s t in  th e  Affilia te d
Compa nie s  to VTC Holdings , re s ulting in VTG Holdings  be coming the  holding
company of the  Affilia ted Companie s .

Afte r se curing the  Commiss ion's  a pprova l a s  re que s te d a bove , Coope ra tive  will
direct Copper Va lley and VTC to each cance l a ll sha res  in common s tock he ld by
Coope ra tive  a nd to re is sue  the  sha re s  of common s tock to VTG Holdings . Upon
the  re is s ua nce  of Coppe r Va lle y a nd VTC s ha re s  in  common s tock to  VTG
Holdings  and the  execution of the  Ass ignment, VTG Holdings  will is sue  sha res  to
Coopera tive .

Coope ra tive  a nd Affilia te d Compa nie s  will re ma in s e pa ra te  a ffilia te s , ope ra ting
with the  same capita l s tructure  and same manner as they currently opera te .

The  Applicants  Request

The  Applicants  in the ir Joint Applica tion reques t the  following:

1 . Approva l, if nece ssa ry, of the  trans fe r of Coppe r Va lley's  membership inte re s t in
Valley Connections  to Coopera tive  pursuant to A.A.C. R14-2-803 .

2. Approva l of the  organiza tion of VTG Holdings  a s  the  holding company of Copper
Va lle y, Va lle y Conne ctions , a nd VTC, a pprova l of the  tra ns fe r of Coope ra tive 's
owne rs h ip  in te re s ts  in  its  a ffilia te s  to  VTG Hold ings , a nd  a pprova l o f the
proposed reorganiza tion s tructure  pursuant to A.A.C. Rl4~2-803 .

4.

2.

3.

5.

The  Applicants  a lso request tha t this  Applica tion be  approved without a  hearing.

1 .
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S ta ffs  Ana lys is  a nd Conclus ions

The  Affilia te d Inte re s t Rule s
The  P ublic Utility Holding Compa nie s  a nd Affilia te d Inte re s ts  Rule s  a pply to a ll Cla s s

A - inve s to r-owne d  u tilitie s ,  de fine d  a s  te le communica tions  ca rrie rs  tha t ha ve  Arizona
jurisdictiona l a nnua l re ve nue s  of more  tha n $1 million. In the  2006 Annua l Re port file d with the
Commis s ion, Va lle y Te le phone  Coope ra tive , Inc. ge ne ra te d more  tha n $1 million in Arizona
jurisdictiona l re ve nue .

The  Applica nts  provide d informa tion re spons ive  to the  following, a s  re quire d by A.A.C.
R14-2-803(A), within the ir Applica tion and in response  to S tamPs da ta  request:

The  names  and bus iness  addresses  of the  proposed office rs  and directors  of the
holding compa ny, .

The  office rs  of VTG Holdings  a re : Da vid Thomps on, P re s ide nt, Thoma s  M.
Kuykenda ll, Vice  P re s ident, and Ca rrol Mille r, Secre ta ry/Treasure r. The  bus iness
a ddre ss  for VTG Holdings ' office rs  is  P .O. Box 970, Willcox, Arizona  85644.

The  Boa rd  o f Dire c to rs  o f VTG Hold ings  compris e s  o f: Da vid  Thomps on ,
Thoma s  M. Kuyke nda ll, Ca rrol Mille r, Ge orge  Ma y, Willia m S wift, Ruby S ipe s ,
Candace  I. Roll, .Lyme Stoner, and Joseph Chapin. The  business  address  for VTG
Holdings ' dire ctors  is  P .O. Box 970, Willcox, Arizona  85644.

The business purposes for establishing the  holding company.

VTG  Ho ld in g s  wa s  p rim a rily fo rm e d  to  m o re  e ffic ie n t ly m a n a g e  th e
Coope ra tive 's  owne rs hip inte re s t in the  Affilia te d Compa nie s . The  be ne fit of
e s tablishing VTG Holdings  is  tha t the  a sse ts  of VTC, a  non-regula ted entity, may
be  use d to fina nce  the  ope ra tions  of a nothe r a ffilia te  without us ing a nd ple dging
the  a s s e ts  of Coope ra tive  like  it ha s  be e n done  in  the  pa s t. In  a ddition, the
propos e d re orga niza tion a llows  the  Affilia te d Compa nie s  a nd VTG Holdings  to
file  one  consolida ted income tax re turn on an annua l basis , which s treamlines  and
s implifie s  the  filing of tax re turns  for the  companies .

The  propos e d me thod of fina ncing of the  holding compa ny a nd the  re s ulta nt
ca pita l s mcture .

2.

3.

1.

Coope ra tive  propose s  to ca pita lize  VTG Holdings  by tra ns fe ning Coope ra tive 's
owne rship inte re s t in the  Affilia te d Compa nie s  to VTG Holdings  in e xcha nge  for
100 pe rce nt of VTG Holdings ' s tock. The  tra ns fe r qua litie s  unde r Se ction 351 of
the  Inte rna l Revenue  Code  and does  not result in the  recognition of ga in or loss  to
e ithe r the  Coope ra tive  or VTG Holdings , s ince  only Coope ra tive 's  owne rs hip
inte re s t will be  tra ns fe rre d. Ca sh or othe r a s se ts  from the  a ffilia te d Compa nie s
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will not be  trans fe rred to VTG Holdings . The re fore , the  re sultant capita l s tructure
of Coope ra tive  a nd the  Affilia te d Compa nie s  re ma in the  s a me  a s  be fore  the
re orga niza tion.

The  re sultant e ffect on the  capita l s tructure  of the  public utility.

The  re orga niza tion ha s  no e ffe ct on the  ca pita l s tructure  of Coope ra tive  a nd
Affilia te d Compa nie s .

5. An organiza tion cha rt of the  holding company tha t identifie s  a ll a ffilia te s  and the ir
re la tionships  within the  holding company's  subs idia rie s .

The  Applica nts  provide d a n orga niza tion cha rt within the ir Applica tion.

The  proposed me thod for a lloca ting fede ra l and s ta te  income  taxes  to the  holding
company's  subs idia rie s  of the  holding company.

The  compa nie s  will a lloca te  fe de ra l a nd s ta te  income  ta x lia bilitie s  or cre dits
ba s e d  upon  the ir re s pe ctive  con tribu tions  o f ne t income  or ne t los s  to  the
cons olida te d  ne t income  or ne t los s  a s  re fle cte d  on the  holding compa ny's
cons olida te d income  ta x re turn  for e a ch ta xa ble  ye a r. If one  or more  of the
companie s  individua lly re fle cts  a  ne t loss , it will re ce ive  a  credit for income  taxes
by a  ca lcula tion of the  be ne fit of tha t los s  in re ducing the  ove ra ll ta x lia bility of
the  group.

The  a nticipa te d cha nge s  in the  utility's  cos t of s e rvice  a nd the  cos t of ca pita l
a ttributable  to the  reorganiza tion.

The  reorganiza tion will not have  a  ma te ria l impact on the  cos t of se rvice  and cos t
of capita l for Coope ra tive  and Affilia ted Companies .

8. A description of dive rs ifica tion plans  of a ffilia te s  of the  holding company.

Va lle y Conne ctions  continue s  to cons truct its  broa dba nd ne twork in the  ora l
communitie s , of Willcox, S a nford, a nd Tha tche r, Arizona . Othe r tha n the  ne w
se rvice s  offe re d by Va lle y Conne ctions , Coope ra tive  a nd Affilia te d Compa nie s
have no furthe r pla ns  for dive rs ifica tion.

Copies  of a ll re levant documents  and filings  with the  United S ta tes  Securitie s  and
Exchange Commission and other federal or sta te  agencies.

A

9.

7.

6.

4.

Coopera tive , VTG Holdings , and the  Affilia ted Companies  a re  not publicly traded
compa nie s , thus , no  filings  with  the  S e curitie s  Excha nge  Commis s ion  a re
ne ce s s a ry. A copy of propos e d a me ndme nt to the  Article s  of Incorpora tion for
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Va lle y C o n n e c tio n s  wa s  a t ta c h e d  to  th e  Ap p lic a t io n .  Th e  Art ic le s  o f
Incorpora tion for Coope ra tive , Coppe r Va lle y, VTC, a nd VTC Holdings  do not
require  amendments.

10. The  contempla ted annua l and cumula tive  inves tment in each a ffilia te  for the  next
five ye a rs , in dolla rs  a nd a s  a  pe rce nta ge  of proje cte d ne t utility pla nt, a nd a n
explana tion of the  reasons  supporting the  leve l of investment and the  reasons  this
le ve l will not incre a se  the  risks  of inve s tme nt in the  public utility.

The  re orga niza tion de s cribe d in the  Applica tion will not ha ve  a ny e ffe ct on the
budge ts  of Coope ra tive  a nd the  Affilia te d Compa nie s . Coope ra tive  a nd Coppe r
Va lle y will continue  to use  inte rna lly ge ne ra te d funds  for its  ca pita l inve s tme nts ,
a nd ne ithe r a nticipa te s  is suing a ny a dditiona l de bt or e quity. VTC a nticipa te s  no
ne w inve s tme nt during  the  ne xt five  ye a rs . In  a ddition , cons is te n t with  the
Commis s ion  o rde r g ra n ting  the  Ce rtifica te  o f Conve n ie nce  a nd  Ne ce s s ity
("CC&N") to Va lle y Conne ctions , Coope ra tive  a nd Coppe r Va lle y a re  prohibite d
from inve s ting in Va lle y Conne ctions . As  a  re s ult, a ny a dditiona l inve s tme nt in
Va lle y Conne ctions  will come  from VTC, howe ve r, VTC ha s  no t ma de  a ny
investment decis ions  or plans  a t this  time .

11. An explana tion of the  manner in which the  utility can assure  tha t adequa te  capita l
will be  a va ila ble  for the  cons truction  of ne ce s s a ry ne w utility p la nt a nd for
improve me nts  in e xis ting utility pla nt a t no gre a te r cos t tha n if the  utility or its
a ffilia te  did not organize  or reorganize  a  public utility holding company.

Coope ra tive  a nd Affilia te d Compa nie s  will s till be  e ligible  to borrow mone y from
th e  Ru ra l Utilitie s  S e rvic e  ("RUS ") o f th e  Un ite d  S ta te s  De p a rtme n t o f
Agricu ltu re  which  o ffe rs  ma ny loa n  p rogra ms  to  the  p riva te  s e c to r fo r the
de ve lopme nt, pla nning, a nd fina ncing of te le communica tions  a nd broa dba nd
infra s tructure  in rura l communitie s . RUS  is sue s  such loa ns  a t low inte re s t ra te s ,
which e nsure s  tha t Coope ra tive  a nd Affilia te d Compa nie s  ca n continue  to ma ke
improve me nts  a t low cos ts . The  re orga niza tion propose d in this  Notice  of Inte nt
has  no e ffect on Coopera tive  and Affilia ted Companies ' ava ilable  capita l and does
not inhibit Coope ra tive  a nd Affilia te d Compa nie s  from a pplying to the  RUS  for
fina ncing.

The  Applica nts  s ta te d in the ir Applica tion tha t Coope ra tive  a nd Affilia te d Compa nie s
will remain separa te  a ffilia tes , opera ting with the  same capita l s tructure  and same manner as  they
currently ope ra te . The  proposed transaction will not re sult in the  discontinuance , reduction, loss ,
or impairment of se rvice  to any customers .

Va lle y Te le phone  Coope ra tive  a nd its  a ffilia te s  ha ve  e xpla ine d tha t the y curre ntly tile
individua l ta x re turns  ins te a d of consolida te d ta x re turns  be ca use  Va lle y Te le phone  is  a  non-
profit coope ra tive . The  filing of individua l ta x re turns , howe ve r, ma ke s  it impos s ible  for the
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compa nie s  to offs e t ga ins  a nd los s e s  to minimize  ove ra ll ta x cos ts  for e a ch ye a r. With the
forma tion of VTG Holdings  and the  reorganiza tion of the  corpora te  s tructure , VTG Holdings  can
file  one  cons olida te d ta x re turn for the  a ffilia te s  a llowing the  a ffilia te s  to offs e t pe riodic ga ins
a nd los s e s  which will le ga lly minimize  ta x cos ts  for e a ch ye a r. The  offs e t of ga ins  a nd los s e s
provide s  a  more  e fficie nt utiliza tion of funds  a mong the  a ffilia te s . An e xa mple  of the  ta x
be ne fits  is  illus tra te d by a n e ve nt from Octobe r 2005. At time , the  compa nie s  did not be ne fit
from the  ga ins  of Va lle y Te le communica tions  Compa ny's  s a le  of its  wire le s s  ca pa bilitie s
because  the  companies  could not file  a  consolida ted tax re turn which could have  a llowed ga ins  to
offs e t s ome  of the  compa nie s ' los s e s . With the  re orga niza tion, the  a ffilia te s  ca n a me nd prior
Fede ra l tax re turns , which could re sult in a  tax re fund of millions  of dolla rs .

The  propos e d  re orga niza tion  is  no t e xpe cte d  to  impa ir the  fina ncia l s ta tus  of the
Applica nts , impa ir the  Applica nts ' a bility to a ttra ct ca pita l a t fa ir a nd re a s ona ble  te rms  nor
impa ir the  a bility Applica nts ' to provide  sa fe , re a sona ble , a nd a de qua te  se rvice . S ta ff be lie ve s
the  propose d tra nsa ction should incre a se  e fficie ncie s  a nd profita bility a nd a llow the  Applica nts
to achieve  be tte r financia l hea lth a s  a  te le communica tions  company. The  proposed transaction
s hould improve  the  Applica nts ' a bility to a ttra ct ca pita l a t fa ir a nd re a s ona ble  te rms  a nd to
provide  sa fe , reasonable , and adequa te s e rvice . S ta ff ha s  conclude d tha t the  Applica nts  ha ve
complie d with the  re quire me nts  of A.A.C. R14-2-803(C).

The  Public Inte res t

Cus tome rs  will not be  impa cte d by the  propos e d tra ns a ction a nd s ta nd to ultima te ly
benefit Hom a  provider tha t has  ga ined increased e fficiencies  and profitability.

S ta ff is  not a wa re  of a ny pa rtie s  tha t ha ve  ra is e d conce rns  or file d obje ctions  to this
transaction.

S ta ff re vie we d the  Applica nts ' Joint Applica tion a nd cons ide re d a ll re sponse s  to S ta ffs
data requests.

S ta ff did not identify any facts  in dispute .

e

Staff' s Recommendations

S ta ff re comme nds  tha t the  J oint Applica tion of Va lle y Te le phone  Coope ra tive , Inc.,
Coppe r Va lle y Te le phone , Inc., Va lle y Conne ctions , LLC, a nd Va lle y Te le communica tions
Company, Inc. be  approved pursuant to A.A.C. R14-2-803 .

S ta ff re comme nds  tha t the  Joint Applica tion of be  a pprove d without a  he a ring be ca use
S ta ff be lieves this  transaction does not:
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a. impa ir the  financia l s ta tus  of the  Applicants ;

prevent (what about "impair" or "diminish" or something along those lines?) the
Applicants' ability to attract capital at fair and reasonable terms,

pre ve nt the  Applica nts ' a bility to provide safe , reasonable and adequate service,

d. adversely affect customers.

QY Ernest G. John@n
Director
Utilities Division

EGJ:AFF:lhm\KT

ORIGINATOR: Armando Fimbres

b.

c.
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Open Meeting
October 23 and 24, 2007
Phoenix, Arizona

BY THE COMMISSION:

Introduction

On June 29, 2007, Valley Telephone Cooperative, Inc. ("Cooperative"), Copper Valley

Telephone, Inc. ("Copper Valley"), Valley Connections, LLC ("Valley Connections"), and Valley

Telecommunica tions  Company, Inc. ("VTC") filed a  Notice  of Intent to (1) organize  a  public

utility holding company and (2) reorganize the ownership interest of Valley Connections ("Notice

of inte nt"' to the  Arizona  Corpora tion Commis s ion ("Commis s ion"). The  Notice  of Inte nt

propos e s  to orga nize  VTG Holdings , Inc. ("VTG Holdings ") a s  a  holding compa ny of

Cooperative's existing affiliates.23

24 FINDINGS OF FACT

25

26

Ba ckground of Applica nts

The  Applicants  in the ir J oint Applica tion repre s ent the  following:

27

28
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loca l exchange  and exchange  access  se rvices  and currently die  pa rent company of Copper Va lley,

VTC, a nd Va lle y Conne ctions .

4 2.

5 in  Willco x,  Arizo n a .

Coppe r Va lle y is  a n Arizona  ILEC corpora tion with its  principa l pla ce  of bus ine s s

100  pe rce n t o f the  owne rs h ip  in te re s t in  Coppe r Va lle y is  he ld  by

6 Coopera tive .

7

8

Valley Connections is an Arizona limited liability company with its principal place

of business in Willcox, Arizona. Va lle y Conne ctions  provide s  Compe titive  Loca l Excha nge

9

10

1 1

1 2

Ca rrie r ("CLEC") a nd Inte re xcha nge  S e rvice s  in Arizona  a nd offe rs  voice , long dis ta nce , vide o,

bus iness  sys tems, and 'broadband Inte rne t se rvices  in Willcox, Sanford, and Tha tche r, Arizona . In

a ddition, Va lle y Corre ctions  is  a  wire le s s  re s e lle r. Va lle y Conne ctions  wa s  origina lly owne d by

Coope ra tive  a nd Coppe r Va lle y. Coope ra tive  is  now the  dire ct owne r of a ll of the  s tock of Va lle y

1 3 Connections.

1 4

15

16

17

18

VTC is  a n Arizona  corpora tion which owns  s ix long-ha ul conduits  a nd re s e lls

wire le ss  se rvice . In addition, VTC has  othe r non-regula ted inves tments , including an ownership in

RS AS  in  Ne w Me xico . VTC is  no t cu rre n tly engaged in a ny ope ra tions  or s e rvice s tha t a re

re g u la te d  b y th e  Co mmis s io n .  1 0 0  p e rce n t o f th e  o wn e rs h ip  in te re s t in  VTC is  h e ld  b y

Coopera tive .

19 5. VTG Holdings ' Article s  of Incorpora tion were  filed Janua ry 24, 2005 .

20

2 1

22

The  Applica nts ' Tra nsa ction

The  Applicants  in the ir Joint Applica tion propose  the  following:

Coppe r Va lle y will tra ns fe r its  me mbe rs hip  in te re s t in  Va lle y Conne ctions  to

Coope ra tive  re s ulting in Coope ra tive  ha ving 100 pe rce nt of the  me mbe rs hip inte re s t in Va lle y23

24 Connections,

25 7. VTG  Ho ld in g s  will b e  o rg a n iz e d  a s  a  p u b lic  u tility h o ld in g  c o mp a n y with

26 Coopera tive  owning 100 pe rcent of the  s tock of VTG Holdings , and

27

28

4.

3.

6.
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to  VTC Holdings , re s ulting in  VTG Holdings  be coming the  holding compa ny of the  Affilia te d

Companies .

9. Afte r s e curing the  Commis s ion's  a pprova l a s  re que s te d a bove , Coope ra tive  will

direct Copper Va lley and VTC to each cance l a ll s ha res  in common s tock he ld by Coopera tive  and

to re is s ue  the  s ha re s  of common s tock to VTG Holdings . Upon the  re is s ua nce  of Coppe r Va lle y

a nd VTC s ha re s  in common s tock to VTG Holdings  a nd the  e xe cution of Me  As s ignme nt, VTG

Holdings  will is s ue  s ha res  to Coopera tive .

10. Coope ra tive  a nd Affilia te d Compa nie s  will re ma in s e pa ra te  a ffilia te s , ope ra ting

with the  same capita l smcture  and same manner as  they currently opera te .

The  Applicants  Reques t

The  Applica nts  in the ir J oint Applica tion re que s t the  following:

a . Approva l,  if ne ce s s a ry, of the  tra ns fe r of Coppe r Va lle y's  me mbe rs hip
inte re s t in Va lle y Conne ctions  to Coope ra tive  purs ua nt to A.A.C. R14-2-
803.

b . Approva l of the  orga niza tion of VTG Holdings  a s  the  holding compa ny of
Coppe r Va lle y, Va lle y Conne ctions , a nd VTC, a pprova l of the  tra ns fe r of
Coope ra tive 's  owne rs hip inte re s ts  in its  a ffilia te s  to VTG Holdings , a nd
approva l of the  propos ed reorganiza tion s tructure  purs uant to A.A.C. RI4-2-
803.

11. The  Applicants  a ls o reques t tha t this  Applica tion be  approved without a  hea ring.

S ta ff's  Ana lvs is  and Conclus ions

The  Affilia ted Inte re s t Rule s

12. The  P ublic  Utility Holding Compa nie s  a nd Affilia te d Inte re s ts  Rule s  a pply to a ll

Cla s s  A - inve s tor-owne d utilitie s , de fine d a s  te le communica tions  ca rrie rs  tha t ha ve  Arizona

juris dictiona l a nnua l re ve nue s  of more  tha n $1 million. In the  2006 Annua l Re port file d with the

Commis s ion, Va lle y Te le phone  Coope ra tive , Inc . ge ne ra te d more  tha n $1 million in Arizona

juris dictiona l revenue .

13. The  Applica nts  provide d informa tion re s pons ive  to the  following, a s  re quire d by

A.A.C. R14-2-803(A), within the ir Applica tion and in re s pons e  to S ta ffs  da ta  reques t:
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the  holding com pa ny,

The  office rs  of VTG Holdings  a re : Da vid Thom ps on, P re s ide nt,  Thom a s  M.
Kuyke nda ll,  Vic e  P re s ide n t,  a nd  Ca rro l Mille r,  S e c re ta ry/Tre a s u re r.  The
b u s in e s s  a d d re s s  fo r VTG  Ho ld in g s '  o ffic e rs  is  P . O .  Bo x  9 7 0 ,  W illc o x ,
Arizona  85644.

The  Boa rd  o f Dire c to rs  o f VTG  Hold ings  com pris e s  o f?  Da vid  Thom ps on ,
Th o m a s  M.  Ku yke n d a ll,  Ca rro l Mille r,  G e o rg e  Ma y,  W illia m  S wift,  Ru b y
S ipe s ,  Ca nda c e  I.  Ro ll,  J ym e  S tone r,  a nd  J os e ph  Cha p in .  The  bus ine s s
a d d re s s  fo r VTG  Ho ld in g s '  d ire c to rs  is  P .O .  Bo x 9 7 0 ,  W illc o x ,  Ariz o n a
85644.

2 . The  bus ine s s  purpose s  for e s ta blishing the  holding compa ny.

VTG  Ho ld in g s  wa s  p r im a r ily  fo rm e d  to  m o re  e ffic ie n t ly  m a n a g e  th e
Coope ra tive 's  owne rs h ip  in te re s t in  the  Affilia te d  Com pa nie s .  The  be ne fit
o f e s ta b lis h ing  VTG  Hold ings  is  tha t the  a s s e ts  o f VTC,  a  non-re gu la te d
e n tity,  m a y be  us e d  to  fina nc e  the  ope ra tions  o f a no the r a ffilia te  withou t
us ing  a nd  p le dging  the  a s s e ts  o f Coope ra tive  like  it ha s  be e n  done  in  the
p a s t .  In  a d d it io n ,  t h e  p ro p o s e d  re o rg a n iz a t io n  a llo ws  t h e  Affilia t e d
Com pa nie s  a nd VTG Holdings  to file  one  cons olida te d incom e  ta x re turn on
a n a nnua l ba s is , which s tre a mline s  a nd s implifie s  the  filing of ta x re turns  for
the  compa nie s .

3 . The  propos e d me thod of fina ncing of the  holding compa ny a nd the  re s ulta nt
ca pita l s tructure .

Coope ra tive propose s to ca pita lize VT G Hold ings b y  t r a n s fe m n g
C o o p e ra t iv e ' s  o wn e rs h ip  in te re s t  in  th e  Affilia te d  C o m p a n ie s  to  VTG
Holdings  in  e xcha nge  for 100 pe rce nt of VTG Holdings ' s tock. The  tra ns fe r
qua litie s  unde r S e c tion  351  o f the  In te rna l Re ve nue  Code  a nd  doe s  no t
re s u lt in  the  re c ogn ition  o f ga in  o r los s  to  e ithe r the  Coope ra tive  o r VTG
Hold ings ,  s ince  on ly Coope ra tive 's  owne rs h ip  in te re s t will be  tra ns fe rre d .
Ca s h or othe r a s s e ts  from the  a ffilia te d Compa nie s  will not be  tra ns fe rre d to
VTG Holdings . The re fore , the  re s ulta nt ca pita l s tructure  of Coope ra tive  a nd
the  Affilia te d Compa nie s  re ma in the  s a me  a s  be fore  the  re orga niza tion.

4 . The  re s ulta nt e ffe ct on the  ca pita l s tructure  of the  public utility.

The  re orga niza tion ha s  no e ffe ct on the  ca pita l s m cture  of Coope ra tive  a nd
Affilia te d Com pa nie s .

5 . An orga n iza tion  cha rt o f the  ho ld ing  com pa ny tha t ide n tifie s  a ll a ffilia te s
a nd the ir re la tions hips  within the  holding compa ny's  s ubs idia rie s ;
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2

3

and Neeessity_Q'(8C8en- }.for-Valley.Gonnentim4g§1qQ*gemtive
and Copper Valley are prohibited from investing 'm Valley Connections. As
a result, any additional investment in Valley Connections will come from
VTC; however, VTC has not made any investment decisions or plans at this
tune.

4
11.

5

6

An e xpla na tion of the  ma nne r in which the  utility ca n a s sure  tha t a de qua te
ca pita l will be  a va ila ble  for the  cons truction of ne ce s s a ry ne w utility pla nt
a nd for improve me nts  in e xis ting utility pla nt a t no gre a te r cos t tha n if the
utility or its  a ffilia te  did not orga nize  or re orga nize  a  public utility holding
company.

7

8

9

10

11

1 2

1 3

Coope ra tive  a nd Affilia te d Compa nie s  will s till be  e ligible  to borrow mone y
from the  Rura l Utilitie s  Se rvice  ("RUS") of the  Unite d S ta te s  De pa rtme nt of
Agriculture  which offe rs  ma ny loa n progra ms  to the  priva te  s e ctor for the
deve lopment, planning, and financing of te lecommunica tions  and broadband
infra s tructure  in rura l communitie s . RUS  is sue s  such loa ns  a t low inte re s t
ra te s , which  e ns ure s  tha t Coope ra tive  a nd  Affilia te d  Compa nie s  ca n
continue  to ma ke  improve me nts  a t low cos ts . The  re orga niza tion propose d
in  d ie s  No tice  o f In te n t h a s  n o  e ffe c t o n  Co o p e ra tive  a n d  Affilia te d
Co mp a n ie s ' a va ila b le  ca p ita l a rid  d o e s  n o t in h ib it Co o p e ra tive  a n d
Affilia te d Compa nie s  from a pplying to the  RUS for fina ncing.

1 4

1 5 14. Th e  Ap p lica n ts  s ta te d  in  th e ir Ap p lica tio n  th a t Co o p e ra tive  a n d  Affilia te d

1 6

1 7

1 8

1 9

21

23

25

26

27

Compa nie s  will re ma in s e pa ra te  a ffilia te s , ope ra ting with the  s a me  ca pita l s tructure  a nd s a me

ma nne r a s  the y curre ntly ope ra te  the  propose d tra nsa ction will not re sult in the  discontinua nce ,

reduction, loss , or impa irment of se rvice  to any customers .

15. Va lle y Te le phone  Coope ra tive  a nd its  a ffilia te s  ha ve  e xpla ine d tha t the y curre ntly

20 file  individua l tax re turns  ins tead of consolida ted tax re turns  because  Va lley Te lephone  is  a  non-

profit coope ra tive . The  filing of individua l ta x re turns , howe ve r, ma ke s  it impos s ible  for the

22 compa nie s  to offs e t ga ins  a nd los s e s  to minimize  ove ra ll ta x cos ts  for e a ch ye a r. With  the

forma tion of VTG Holdings  a nd the  re orga niza tion of the  corpora te  s tructure , VTG Holdings  ca n

24 file  one  consolida ted tax re turn for the  a ffilia te s  a llowing the  a ffilia te s  to offse t pe riodic ga ins  and

losses  which will lega lly minimize  tax cos ts  for each yea r. The  offse t of ga ins  and losses  provides

a  more  e fficie nt utiliza tion of funds  a mong the  a ffilia te s . An e xa mple  of the  ta x be ne fits  is

illus tra te d by a n e ve nt from Octobe r 2005. At time , the  compa nie s  did not be ne fit from the  ga ins

of Va lley Te lecommunica tions  Company's  sa le  of its  wire le ss  capabilitie s  because  die  companies28
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S ta ff re vie we d the  Applica nts ' J oint Applica tion a nd cons ide re d a ll re s pons e s  to

compa nie s ' los s e s . With the  re orga niza tion, the  a ffilia te s  ca n a me nd prior Fe de ra l ta x re turns ,

which could re sult in a  ta x re fund of millions  of dolla rs .

16. The  propos e d re orga niza tion is  not e xpe cte d to impa ir the  fina ncia l s ta tus  of the

Applica nts , impa ir the  Applica nts ' a bility to a ttra ct ca pita l a t fa ir a nd re a sona ble  te rms  nor impa ir

the  a bility Applica nts ' to provide  s a fe , re a s ona ble , a nd a de qua te  s e rvice . S ta ff be lie ve s  the

propos e d tra ns a ction s hould incre a s e  e fficie ncie s  a nd profita bility a nd a llow the  Applica nts  to

achieve  be tte r financia l hea lth as  a  te lecommunica tions company. The  proposed transaction should

improve  the  Applica nts ' a bility to a ttra ct ca pita l a t fa ir a nd re a sona ble  te rms  a nd to provide  sa fe ,

re a sona ble , a nd a de qua te  s e rvice . S ta ff be lie ve s  the  App lica n ts  ha ve  complie d  with  the

re quire me nts  of A.A.C. R14-2-803(C).

The  Public Inte res t

17. Customers  will not be  impacted by the  proposed transaction and s tand to ultima te ly

benefit from a  provide r tha t has  ga ined increased e fficiencies  and profitability.

18. S ta ff is  not aware  of any pa rtie s  tha t have  ra ised concerns  or filed objections  to this

transaction.

19.

Staff's  data  requests .

20. S ta ff did not identify any facts  in dispute .

S ta ffs  Recommenda tions

21. S ta ff recommends  tha t the  Joint Applica tion of Va lley Te lephone  Coopera tive , Inc.,

Coppe r Va lle y Te le phone , Inc., Va lle y Conne ctions , LLC, a nd Va lle y Te le communica tions

Company, Inc. be  approved pursuant to A.A.C. R14-2-803 .

22. S ta ff re comme nds  tha t the  J oint Applica tion of be  a pprove d without a  he a ring

because  Staff believes this  transaction does not:

a .
b.
c .
d .

impa ir the  financia l s ta tus  of the  Applicants ,
prevent the  Applicants ' ability to a ttract capita l a t fa ir and reasonable  te rms,
prevent the  Applicants ' ability to provide  safe , reasonable  and adequate  se rvice ;
adverse ly a ffect customers .
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2 Va lle y Te le p h o n e  C o o p e ra tive ,  In c . ,  C o p p e r Va lle y Te le p h o n e ,  In c . , Va lle y

3

4

5

6

7

8

9

10

1 1

Conne ctions , LLC, a nd Va lle y Te le communica tions  Compa ny, Inc. a re  public  s e rvice  corpora tions

within the  me a ning of Artic le  XV of the  Arizona  Cons titution.

The  Commis s ion ha s  juris dic tion ove r Va lle y Te le phone  Coope ra tive , Inc ., Coppe r

Va lle y Te le phone , Inc ., Va lle y Conne ctions , LLC, a nd Va lle y Te le communica tions  Compa ny, Inc .

a rid the  s ubj e t ma tte r in this  tiling.

Th e  C o m m is s io n ,  h a vin g  re v ie we d  th e  filin g  a n d  S ta ff'  s  Me m o ra n d u m  d a te d

Octobe r 4, 2007, conclude s  tha t it is  in  the  public  inte re s t to gra nt the  J oint Applica tion of Va lle y

Te le phone  Coope ra tive ,  Inc . ,  Coppe r Va lle y Te le phone ,  Inc . ,  Va lle y Conne c tions ,  LLC, a nd

Va lle y Te le communica tions  Compa ny, Inc. purs ua nt to A.A.C. R14-2-803 .
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CHAIRMAN COMMISSIONER

COMMISSIONERCOMMISSIONER COMMISSIONER

IN WITNESS WHEREOF, I DEAN s. MILLER, Intent
Executive Director of the Arizona Corporation Commission,
have hereunto, set my hand and caused the official seal of
this Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2007.

DEAN s. MILLER
Interim Executive Director

DISSENT:

DISSENT:

EGJ:AFF:lhm\KT
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2

3

4

5

IT IS  THERFORE ORDERED tha t the  Joint Applica tion of Va lle y Te le phone  Coope ra tive ,

Inc., Coppe r Va lle y Te le phone , Inc., Va lle y Conne ctions , LLC, a nd Va lle y Te le communica tions

Company, Inc. pursuant to A.A.C. R14-2-803 be  and hereby is  approved.

IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be  be come  e ffe ctive  imme dia te ly.

6

7 BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION
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Valley Connections , LLC, Ami Va lley Te lecommunica tions  Company, Inc.
DOCKET n o s . T-01847A-07-0392, T-02727A-07-0392, T-04169A_07_0392, T-02739A-07-0392

Mr. J e ffre y W. Crocke tt
Ms . Marcie  A. Shulman
S ne ll & Wihne r
One  Arizona  Cente r
400 East Van Buren
Phoenix, Arizona  85004

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007

Mr. Chris tophe r C. Ke mple y
Chie f Counse l
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007
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