ALJ/RLR/bwg Mailed 6/1/98

Decision 98-06-001 June 1, 1998
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Application of Qwest Comnwnications @mn@nm]/ﬁ\\ﬂ\

International, Inc., LCI International, Inc., LCI
International Telecom, Corp. (U-5270-C), and Application 93-03-042
USLD Communications, Inc. (U-5186-C) For (Filed March 25, 1998)
Approval of a Transfer of Control. |

OPINION

By application filed March 25, 1993, Qwest Conimunications International,

Inc. (Qwest) , LCI Intér’natioml Inc. (LCII), LCI International Telecom Corp.
(L.CIT) (U-5270- C), ‘and USLD Commumcatlons, Inc. (USLDl) (U-5186-C)
(collectively applicants) request aulhonty pursuant to Public Utilities (PU) Code
. 5§ 852 and 854 to transfer control of LCIT and USLDI from the current
shareholders of LCII to Qiwvest. _ _

LCIT and USLDI currently are certificated to provide telecommunications
services in California, and will continue to provide such service after the transfer
of control.

Notice of the filing of the application appeared in the Daily Catendar on
March 30, 1998. In Resolution ALJ 176-2990 dated April 9, 1998 the Commission
preliminarily categorized this application as ratesetting, and preliminarily
determined that hearings were not necessary. No protest or other opposition to
the application has been filed, and no hearing is deemed necessary. | Itis not

necessary to disturb the preliminary determinations made in Resolution

ALJ 176-2990.
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The Patties
Qiwest is a Delaware corporation having its principal place of business

located at 555 Seventeenth Street, Denver, Colomdo 80202, The co_mpany is
publicly traded on the NASDAQ stock exchange under the symbol "QWST”,
Qivest’s indirect wholly-owned suﬁsidiar)', Qwest Communications Corporation
(QCC), a California certificated interexchange carrier (Decision (D.) 93-10-018),
provides communications services to interexchange carriers and other
communications entities, business and residential, usihg its own facilities as well

as facilities leased from other carriers. QCC also constructs and installs fiber

optic communications systems for other communications compaiies. QCC is

currently iniplenienting the Qwest Network, a fiber optic network that enaploysa
SONET ring architecture that will cover in excess of 16,235 dontestic route miles
and connect more than 125 cities once completed. At preseat, Qwest anlicipates
that the Qwest Network will be completed in 1999.

| LCII is a Delaware corporation headquartered at 8180 Greensboro Drive,
Suite 800, McLean, Virginia 22102. The company is publicly traded on the New
York Stock Exchange under the symbol “LCI”. LCIl's pfin‘mry opcerating
subsidia.ry, LCIT, is the sixth largest interexchange telecommunications compaﬁy
in the nation based upon presubscribed lelephone lines as reported by the
Federal Communications Comniission (FCQC).!

LCIT is a Delaware corporation authorized to do business in California,

having its principal place of business at 8180 Greensboro Drive, Suite 800,

' Applicants note that LCIT recently advised the Commission about proposed plans to
merge with its immediate parent company, LCI International Management (Application
(A.) 98-03-011), and to complete a series of financial transactions internal to LCI that will
result in LCIT incurring certain debt obligations. Those inter-company transactions are -

not affected by this application.
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Mecl.can, Virginia 22102. LCIT provides a full array of local and worldwide long
distance voice and data transmission services to businesses, residential
customers, and other carriers over its own nationwide network of digital fiber
optic facilities, transmission facilitics leased from other ¢arriers, and resold

- telecommunications services. LCIT received authority to provide intetexchange
telecommunications services on June 3, 1992 (D.92-06~009, A.91-11-O69) and to
provide local teleconmwnications Servic_cs on March 1, 1996 (D.96-02-072,
Investigation (1) 95-04-044, Rulemaking (R.) 95.04-043)." In addition, LCIT is
authorized .b‘y the FCC to provide interstate and international
telecommunications services. N

USLDI is a Texas corporation and an indirect wholly-owned subsidiary of

LCH, having been acquired by LCI in December 1997, pursuant to authori ty
granted in D.97-12v075, A.97.09-037. USLDI received its authority in California to
provide interLATA interexchange telecommunications and operator services on
July 6, 1959 (D.89-07-021, A 85-12-031) , and authority to provide intraLATA
interexchange and operator services on September 15, 1994 (D.94-09-065,
1.87-11-033). On February 23, 1996, USLDI received authority to provide resold
local teleconimuaications services (D.96-02-072, 1.95-04-044, R.95-04-043) and to _k
provide facilitics- based local services on May 6, 1997 (D.97-05-004, A.96-11-026).

USLDI also is authorized by the FCC to provide interstate and international

telecommunications services.

The Transaction

On March §, 1998, Quwest and LCII entered into a definitive Agreciment and
Plan of Merger (Merger Agreement) (Exhibit/ Attachment A to the Application)
under the terms of which Qwest will acquire LCIL by purchasing all of the
company’s outstandi ng shares from the current LCI shareholders. Since LCIT :'

and USLDI are wholly owned by LCII, the acquisitidn of LCII by Qwest wilt
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result in a transfer of ultimate control of LCIT and USLDI to Qwest. The transfer
of control will be accomplished through use of a “reverse triangular merger”
whereby Quwest 1998-L Acquisition Corporation (Qwest Sub), a newly formed,
special-purpose subsidiary of Quest, will be merged with and into LCII, with
LCll as the surviving entity of the merger. Pursuant to a series of internal stock
tmﬁsfcr teansactions to occur promptly following the effective date of the merger,
LCH will become a direct, 100% wholly-owned subsidiary of QCC.

Following approval of the transfer of control and for such time as Qwest
may deem desirable, LCIT and USLDI, as Qwest subsidiaries, will, under thé_ir
current names and current Utility Identification Numbers; continue to serve and
bill customers under the rates, terms, and conditions of their respective tariffs.

Thus, the transfer of control will be seaniless and will have no impact on LCIT’s

and USLDI's customers in California.

Public Interest

The transfer of control of LCIT and USLDI to Qwest will have no adverse

effect on the customers of either of those entities, inasmuch as service to their
respective customers will continue at the same rates and under the same terms
and couditions as before the transfer of control. Morcover, LCIT's and USLDI’s
access to Qwest's capital, fiber optic network, cconomies of scale and various
service offerings will enable those companies to improve their services to both

existing and new customers. We thus find the transfer of control of LCIT and
USLDI to Quwest to be in the publicinterest.

Financial Information ,

In support of the application, Qwest has furnished, as Exhibit/
Attachment F to the application, a copy of its Form 10-K Annual Report for the
fiscal year ended December 31, 1997 filed with the United States Securities and

Exchange Conunission. An examination of that document indicates that Qwest

-4 -
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has suflicient unencumbered financial assets to meet Commission requirciments
for this type of transaction.

Conclusion
In view of the fact that the transfer of control will not adversely affect the

. customers of LCIT and/or USLDI; will give those companies access to the

financial and managerial assets of Qwest; and will not lessen competition within
the indiislr'y, we will approve thehpplication. |

Findings of Fact _

1. Qwest, LCIJ, -LCI'I‘ (U-S??O-C), and USL.DI (U-SlSG{C) request aulhoriiy
to transfer control of LCIT and USLDI to Qwest.

2. LCIT and USLDI are each certificated to provide telecommunications
services ini California, and will continue to do so under their present nanies and
Utility Identification Numbers. ‘ '

3. Qwest has agreed to acquire control of LCIT and USLDI through the
use of a “reverse triangular merger” whereby Quest Sub, a newly formed, special
purpose subsidiary of Qwest, will be metged with and into LCII, with LCI! as the
surviving entity. Pursuant to a series of internal stock transfers to occur shortly
after the effective date of the merger, LCH will become a direct, 100% wholly-
owned suﬁsidiary‘ of QCC, an indirect 100% \\'l1olly¥0\\'lled subsidiary of Qwest.

4. Following transfer of control of LCIT and USLDI to Quwest, service to
the customers of LCIT and USLDI will continue at the same rates and under the
same terms and conditions as before the transfer of control.

5. The teansfer 61’ control will have no adverse effect on LCiT’s and/or
USLDI's respective custoniers, as the transfer will be seamless.

6. LCiT’s and USLDI's access to Qwest’s capital, fiber optic network,
cconomiies of scale and various service offerings will enable those c’d;n;ianics to

improve their services to both existing and new customers.
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7. Qwest has filed with the application a copy of its Form 10-K for the
Fiscal Year eaded December 31, 1997, which it filed with the United States
Securities and Exchange Commission.

8. By Resolution ALJ 176-29?0 (April 9, 1998) this matter was prelimiharily

categorized as ratesetting with no hearing required.
9. The Executive Director is authorized under previous decisions of the

Commission to issue orders granting noncontested applications of nonrdominant

interexchange carriers to transfer control under PU Code §§ 851-854.
10. There were no protests filed.
Conclusions of Law

1. The transfer of control of LCIT and USLDI from LCIlI to Q\S'esf will be
scamless to the respective customers of LCIT and USLDL.

2. The requested transfer of control is in the public interest and will not lessen
compe_titioh in the telecommunications industry.

3. LCIT and USLDI will continue to provide their authorized services under
their current names and respective Utility Identification Numbers.

4. Q\‘vest meets the Comumission’s financial requirements.

5. The application should be approved and effective immediately.

ORDER

IT IS ORDERED that:
1. The application for transfer of control of LCI International Telecom Corp.

(LCIT) and USLD Communications, Inc. (USLDI) from LCI International, Inc. to

Quwvest Communications International, Inc. (Qiwest) is approved.

2. LCIT shall continue to provide the sérvices authorized by its certificate of

ublic convenience and necessity under its current name and Utility
P
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Identification Number U-5270-C, at the same rates and under the same terms and
conditions as provtded in its tariffs on file wnth thc Commission.

3. USLDI shall continue to provide the services authonzed by its certificate of
public convenience and necessity under its current name and Utility
Idenhl’lcahon Number U-5186-C, at the same rates and under the same terms and
condltlons as prowdcd inits tanffs on file wnth the Commlssmn

4. Within 30 days after the completlon of the transfer of control of LCIT and
USLDI as contemplated and authonzed herem, Qwest wlll adwse the
- Commission’ s Tclecommunuahons Dwnsnon of the narne and addrcss of the

official custodmn of the records and docummts effecting the tmnsfcr.

5. Apphcatlon 98-03-042 is closed.

This order is effechve today »
Dated June 1, 1998, at San Francnsco, Cahforma

/s/ WESLEY-M. FRANKLIN
'WESLEY M. FRANKLIN
Executive Director




