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SECOND AMENDMENT TO NOTICE OF INTENT

On April 13, 2005, Verizon Communications Inc. (“Verizon”) and MCI, Inc. (“MCI”)
(collectively the “Companies”), filed a Joint Notice of Intent (“Notice”) with the Arizona
Corporation Commission (“Commission”). The Notice described Verizon’s proposed acquisition
of MCI (“the Transaction) pursuant to an Agreement ahd Plan of Merger (“Agreement”), dated
February 14, 2005. On May 9, 2005, the Companieé filed an Amendment to advise the
Commission of an amendment to the Agreement that reflected revised financial terms. The
Companies are filing this Second Amendment to provide the Commission with additional

information related to the Transaction, specifically, that the Commission had previously granted
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limited waivers to the Affiliated Interest Rules,’ which the Companies contend are a basis for
Commission dismissal of the Notice of Intent.
Background

Verizon and MCI entered into an Agreement under which MCI will be merged with and
into ELI Acqﬁisition, LLC. ELI Acquisition will then be renamed MCI, LLC and will continue
as a wholly owned subsidiary of Verizon. Based on early discussions with Commission Staff and
Counsel, Verizon and MCI understood that Staff intended to review the proposed transaction
under the Affiliated Interest Rules. Although the Companies maintained that Commission
approval of the Transaction was not required, in good faith and in the spirit of cooperation, the
Companies filed a Notice,” as contemplated by the Affiliated Interest Rules.

As explained in the Notice, the Commission had previously granted several MCI
subsidiaries (specifically, MCImetro Access Transmission Services, LLC; MCI WorldCom
Communications, Inc.; MCI WorldCom Network Services, Inc.; and Teleconnect Long Distance
Services and Systems Company) limited waivers of the Affiliated Interest Rules®. See Exhibit A.
As specified in Decision No. 62702, which granted the limited waivers of the Affiliated Interest
Rules, each MCI subsidiary is only required to file a Notice of Intent under the Affiliated Interest
Rules if a reorganization is likely to result in: (i) significant increased capital cosfs of its Arizona
operations; (ii) significant additional costs allocated or charged directly to the Arizona
jurisdiction; or (iii) a significant reduction in the net income of its Arizona operations

(collectively referred to as “the Conditions”).

! Az Admin Code R14-2-801 et seq.

2 The Notice included the February 14™ Agreement and a subsequent Amendment to the Agreement. In the Notice,
the Companies have clearly asserted that the Affiliated Interest Rules should not apply to the transaction. See, p. 2-3.
> Two other MCI subsidiaries, BLT Technologies, Inc. (‘BLT”) and Brooks Fiber Communications of Tucson, Inc.
(“Brooks”), were also granted waivers by the Commission in Decision No. 62702, but those two entities no longer
exist, and each company was permitted by the Commission to discontinue services in Arizona. Brooks’ certificate
was cancelled and its operations were merged into MCImetro by Decision No. 67179 issued August 10, 2004, and
Decision No. 66595 issued December 9, 2003, respectively. BLT withdrew its request for a certificate on July 6,
2001, and the related Docket No. T-03269A-96-0522 was administratively closed on October 15, 2001.
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The Verizon Waiver

Subsequent to the filing of the Notice, it was discovered that during the prior merger of
predecessor companies of Verizon California Inc., the local exchange company that currently
serves approximately 8,000 customers in Arizona, the Commission had granted a waiver of the
Affiliated Interest Rules, concluding that the merger did not require Commission approval.

In Decision No. 58232, the Commission granted Contel of the West, Inc. d/b/a GTE
West (GTE West) and Contel of California, Inc. (Contel CA) a waiver of the Affiliated Interest
Rules. See Exhibit B. Like the limited waivers granted to the MCI subsidiaries, GTE West and
Contel CA were required to file a Notice of Intent only for those future transactions that were
likely to result in the Conditions described above. The Commission asserted that for purposes of
applying the criteria described in the Conditions, results of a transaction would be deemed
“significant” if they had a material adverse impact on the public utility’s Arizona operations, such
as causing an increase in rates for Arizona customers.*

The validity of this waiver to successor companies was raised several years later, in
relation to other merger activity. In‘ October 1998, the Commission’s Chief Counsel issued a
letter that addressed the merger of GTE Corporation and Bell Atlantic Corporation. See Exhibit
C. The Chief Counsel concluded that because the limited waivers were previously granted to the
predecessor companies, there was no obligation to seek approval of the merger under the
Affiliated Interest Rules. The Chief Counsel also acknowledged that the Affiliated Interest Rules
did not apply to the subsidiaries that had jurisdictional revenues of less than $1 million,

The waivers that were granted to Verizon predecessors as described above were found to
be applicable; no one has challenged their validity because they were issued to Verizon

predecessors rather than Verizon California directly.

‘1d at 4.
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The same rationale that led to the conclusion that Commission approval was not required
in the prior mergers applies equally to this Transaction. The Conditions under which filing a
Notice of Intent would be required by the Commission’s prior orders do not exist. The
Verizon/MCI merger will have no adverse impacts on Arizona customers: the Transaction will
not result in significant increased capital costs to the subsidiaries’ Arizona operations, will not
result in significant additional costs allocated or charged directly to the Arizona jurisdictional
operations, and will not result in significant reductions in the net income of the subsidiaries’
Arizona operations. The Companies’ initial Notice and their responses to Commission Staff’s
data requests provide ample confirmation of these facts.

Furthermore, a number of the Verizon and MCI entities operating in Arizona are not Class
A utilities, and therefore the Affiliate Interest Rules do not apply to those entities. Verizon Select
Services, Inc.; Verizon Long Distance, OnePoint Communications-Colorado, LLC d/b/a Verizon
Avenue, and Verizon Enterprise Solutions, as well as TTI National, Inc., and Intermedia
Communications, Inc.,> are not Class A utilities because they do not have intrastate revenues in
Arizona exceeding $1 million®.

For these reasons, it is the Companies’ position that the previously granted waivers apply,
and neither Verizon nor MCI is required to file a Notice of Intent or seek approval under the
Affiliated Interest Rules for their current Transaction.

Conclusion

Despite this position, the Companies and Staff have agreed to a procedural schedule for

review of the Transaction. As part of this review, the Companies request that the Commission

consider the Transaction in light of these waivers. If the Commission finds that these waivers are

5 Intermedia Communications, Inc.’s certificate of convenience and necessity is pending cancellation as part of
MCTI’s CLEC consolidation in docket Nos. T-03291A-05-0038, T-03541A-05-0038.

S The Affiliated Interest Rules are applicable to “all Class A investor-owned utilities under the jurisdiction of the
Commission”. AAC R14-2-802(A). A utility is classified based on its annual intrastate operating revenue. A “Class
A?” telephone utility has annual intrastate operating revenues exceeding $1,000,000. AAC R-14-2-103(A)(3)(q).
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applicable and that the Conditions will not occur as a result of this Transaction, the Companies

request that the Commission render a ruling that Commission review under the Affiliated Interest

Rules is not warranted.
RESPECTFULLY SUBMITTED this 1% day of July, 2005.

mberly A#Grouse

Snell & Wilmer

One Arizona Center

Phoenix, AZ 85004
602-382-6571 (phone: Phoenix)
602-382-6070 (fax)
drscott@swlaw.com

N W Ty,

Thomas H. Campbell
Michael T. Hallam
Lewis and Roca LLP

40 North Central Avenue
Phoenix, AZ 85004-4429
(602) 262-5723 (phone)
(602) 734-3841(fax)
tcampbel@]Irlaw.com

The ORIGINAL and thirteen (13) copies
of the foregoing were filed this 1* day
of July 2005.

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

A COPY of the foregoing was hand-delivered
this 1st day of July, 2005 to:

Lyn Farmer

Chief Administrative Law Judge

Hearing Division

ARIZONA CORPORATION COMMISSION
1200 West Washington

Phoenix, Arizona 85007
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Christopher C. Kempley, Chief Counsel
Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Ernest G. Johnson, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Maureen A. Scott

Legal Division
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: OCKEYED BY.
WILLIAM A. MUNDELL v
' COMMISSIONER : | -
} ) & IN THE MATTER OF THE APPLIC ATION OF DOCKET NO. T-02431A-00-0228
| &} VARIOUS AFFILIATES OF MCI WORLDCOM, | DOCKET NO. T-03394A-00-0228
{INC., FOR A WAIVER OF PUBLIC UTILITY | -
k1 HOLDING COMPANIES AND AFFILIATED * |  DECISION NO. (2702
| preresT RULES. S
June 27 and 28, 2000
Pboenix, Arizona
va.commssmn:

: On June 2, 2000 Staﬁ” f‘Staﬁ") of the Arizona Cmtporahon Comtmsslon (“Commission™)
T -‘ fi!ed aSmﬂ'Repon recommendm g that (he Comm:ssnon grant a parual waiver from the Rules..
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acquisitions.

W« fiber optic networks with access (o additional fiber optm networks throngh lease agreements
mth other carriers. The subsidiaries also own and lease tmgs-ocgamc cable capacity in the Atlantic
and Pacific Oceans. | | -
- Decision No. 58257, dated April 9, 1993, approved a limited waiver of the Rules for MCI
Telecommunications Corporauon. ‘the precursor of MCI WorldCom Network Semces, Inc. The
Decnsxon also -adopted a Staff recommendanon that “_:in the event any of the MCT’s affiliates
become Class A utilitics (as defined in R14-2-801.8), R14-2-803 will be regarded as applying to each

. 10 § new Class A ntihty in its entirety until the affected utility obtains its own waiver.” Since 1993,
T lfi' several MCI WorldCom, Inc. affiliates that serve Arizona have become Class A telecommunications
' lﬁ companies. ‘The 1999 annual mpons to the Commission show that the following MCl WorldCom,

13 Inc. subsuhanes have reached - Class A status by generating over $1.0 million in Arizona
14 pmsdxcnonal revenue: Brooks Flber Communications of Tucson, MCIMetro Access Transmission

‘ ii» Semees, Teleconnect Long Distance Service and Systems Company and WorldCom Network

: IQ Services. TT1 Nanona! lnc., another MCI WoﬂdCom subsidiary, has-not reached that status.

) “In. the apphcanon, the Companics Wﬁ a “permanent general waiver" of tﬁe‘
Commission’s application of the Rules to them and their affiliates. ln the altemanve. the Compames

seekapmtta!wmvetofthekules '

| “The Companies believe they should have a pam:mem general waiver from the Rules' for

several rwsons. First, they beheve that the ex:stmg eompetmve market precludes cross-subsidizing -
ercommnglmgthatwould hmm Anzonaoons\mms They assert that they have no incentive or

abﬂuy o ehage unduly high or-above market pices tiat could. be used to fund or subsxdlze

' unregulatedaiﬁhate& They ar uedlattheratwofv S“BSTConnnmncanons,!nc tuUs WES’I‘”)

ﬁ provxde a limit on their rntes.

" ﬂ A!so. the Compames form and divest submdxames ona Toutine bas:s Depending upon the

2§ interpretation of the Rulas, w:thout a waiver, the Compzmxes and their many affiliates would come

. '2 . pecsionno. 270k

" .".‘4.‘

"The operating subsidiaries own domestic long d:stance, mtemanonal and mulu-cxty local |




DOCKET 18 T-02431A-00-0228 ET AL.

. Junder the purview of Rule 803, requiring notice to.the Commission every time each of them |. .

; Finally, the Companies believe a (otﬁplete waiver should be granted because compliance with
Jthe Rules would result in substantially increased administrative burdens for the Commission, MCI
WorldCom aud its mbsxdmnes, thh no cotmspondmg benefits 1o the customers.

'Ihey also request that the Cor mnss:on ’s decision on this application be 1ssued nunc pra tunc,
f {if necessary, retroactive to the date on which the Rules became apphcable to the companies.

3 A AC. RM—Z-SOS requires a unhty or aﬁihate to gwe advance written notice of intent to

3 pecisionNo. (627102,
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p!amwd afﬁlmed activities on the ut:luy s capital stmcture, the bases upon which the holding

s

company allocates costs, the dollar amoum transfesred between the utility and each affiliate, and most
conteacts’ between sffiliates and the umm

il ok ]
.',;*..'.”.u

'-’Ifhe Commission in Decision No. 62582, dated May 17, 2000, approved a partial waiver of
the Rules for Cox Arizona L.L.C. (“Cox Arizona™ and its affiliates. The Commission also issued
Decmon No.. 62616, dated June 9, 2000, which also approved a partial waiver of the Rules for
Amencan Communication Services of lea County, Inc. (“ACS!-P:ma") and ACS! Local Switched
Semcs, Inc. (“ACSI-LSS™).

L B4
.

“These two appixcauon were nearly |dmucal to the application at issue. MCI WorldCom, Cox
Arnivona, ACSl-lea and ACSI-LSS and thelr affiliated compam&s are large telecommunications
em“pmes with many affiliates and mter—aﬂilute tranmtwns Both entities and their affiliates form
. l§ andd:vestafﬁhateson a routine basis. - Based upon the similarities amoug thé companies and the
' l% reoentdateofﬂae Cox Arizona Decision, Staff's monunendanon hefemlmrstheComnnasxons
l@ tecem Cox Decision and consequently, the ACSI-Pima and ACSI-LSS case as well.

: REd Staﬁ'mommdsthatﬂwCompamamdﬂmraﬁihatesrewveapmmlwmverﬁomthe
‘ ld? Rules The Companics should be regwred to file n notice of intent to enter into the transactions listed

s

W o R, m,n. Eo - R

) !7 in A.A.C R14-2-803 when a tramacﬁon'is ﬁke!y to result in 1.) significant increased capital costs in
181 the Arizona jurisdictional operati ns; 2. significant additional costs allocated dr charged directly 1o
‘ . i. meAnma)nnsdxcnon,g:B)augmﬁcatnmducnmofnetmeometothe Arizona operations. This
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j Staff also recommends that the Corﬁmission’s order on this application be issued nunc pro |
‘- f fisic, retroactive to the date on which the Rules became applicable to the Companies. -
* * » * » * * ) * L 4 *
Having considered the entire record hm'iﬁ and being fully advised -in the premises, the
% | Commission finds, concludes, and orders that: ' |
. » .. S |
| I OnAprinzoooMcxwo;mcmmﬂxheampaniesﬁledajoin:appumﬁonron
penmmmt general waiver of the Rules. '

2. lnthealtemauve,theCompammseekayunalwawerofmckules. .
3.. OnMarch8 2000, theCompmsﬁledal@nermthedocketagwemgtoextendthe

b rewlmaofdxetequutforawmver fors:xtydaysbeyonddtetlnﬂy—daypmoqumwdbyA.AC
' 14.2~sos

. 4 On June 2,2000 Staff filed a Staff Report recomménding that the Commission grant a
.'panialwmerfmmﬂlemﬂa -
s. ClWorldConmsﬂzeulumatepmauofaﬂofﬁwCompmwshstedabove. ‘

al e Dmmgthepastmoyeats,MCiWoﬂdCommdltssmwsom.MClandWoﬂdCom
‘17 entened sevesal laigs merger and purchase wansactions. ~

| Decision No. 5825, dated April 9, 1993, approveda!umtedwawerofmekulesfor
MCI Telecommunications Corporstion, ﬁlgpreémbf MCI WorldCom Network Services, Inc.

y _ 8 ' DmswnNo.SSZS’alsoadoptedaStaﬂ‘recommmdmonthat“.mﬂweveManyof
1 e MCPsafftstes beoome Class 4 wiltes (s defned in R14-2:801.8), R14-2-803 wil be reganded |
asapplymgtoeachnewClassAu':thtymmenmetynnu’lmeaf&ctedunhtyohtmnsmownwmver |
9. m:mmnponstomeammmshowmmefouomngmcxwmacm,
4 m subs!dianes have reached Class A status by gene*atmg over $1.0 million in Arizona

% Servim T'T1 National, Inc., another MCH WorldOom submdiary has not reached that status. .
5 10.  The Companies believe they should have.a ;mnment general waiver from the Rules

5 -+ . DECISIONNO L2702
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W § for several réasons. (First, they believe that the existing compétiﬁve market precludes cross-

éubﬁdizing or conuningling that would harm Arizona consumers. They assert that they have no

Py

-*E*l'*'i

lncentwe or ability ‘o charge unduly high or above market prices that could be used to fund or
subsidize umegulated affiliates. They argue that the rates of U S WEST provide a limit on their rates.
' . Depending upon the interpretation of the Rules, without a waiver, the Companics and
then‘ many aﬂillaws wpﬁld come und :r the purview of A.A.C. R14-2-803 requiring notice to the
Comnission every time each of them “reorganized”. |

L -t{;ﬂ'
.“&-‘,-'»f

12. | A.AC.R14-2-803 requires a utility or affiliate to give advance wrilten notice of intent
to orgamze or worgamze a public utility holdmg company. N

13. A.A.C R14-2-804 reqmtes prior Commission approval of certain transactions
nndemken by the utility mcludmg obtammg an nmtlal financial nterest in an affiliate, puarantecing
3 9ra§sumghabﬂmesofafﬁhataormcmsmgordecreasmgaﬁnancml interest in an affiliate.
14 - AAC. RI4-2:805 roquires all public utiity holding companies and Class A publc
- uulmes in Arizona to file their diversification plans annually.

. '!S... Staﬂ‘wconnnendedthanheCompmssbouldbereqmredtoﬁleanouceofnuentto
entﬁ'mthetrmacuonshstedm A.A.C R14-2-803 when a transaction is likely to result in 1.)
; s:gﬁﬁr.am mcteased capital costs i the Anzona jurisdictional operations; 2.) significant additional

} eostsdlocaMorchargeddxrectly mtheAnzonajmsd:cnon,g”asngmﬁcantreducnonofnet
mcomewtheAnzonaopemﬁons.

16.  Under A.A.C sz.sm which mques Commission approval before a utility

Timited waiver should also be granted.

1 Staff recommends a complete waiver of A.ACC. Rl4-2-805 for thnty months
ﬁlkmmgﬂiedateoﬂhebemsmnmtlusreqnm

W\ﬂ
2% A ’me Compmues are public service corporation vithin the meaning of Article XV of the

2. The Commission has jurisdiction over the Corapanies and of the subject matter of the

6 - pecisionNG: (2704

l__.y.ﬁ.. . . « . . Lt ; il.l “.I " e I' iﬁ'lhl-i!

ohmaﬁnam:a!unerestm,mgmmnees,massumamehabmuesofanumglﬂatedafﬁhate,a o
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51 } application, ,

3. . Notice‘ of the application of the Companies was given in accordance with the law.

4. It is aot in the public interest to .approve the application of the Companies for a

Y ST

permanent geperal waiver of the- Axizona Corporation Commission’s Public Utility Holding
Compenies and Affiliated Iiterest Rules, A.A.C. R14-2-801 ¢t seq.
Y Slaﬁ’sreqommmdaﬁoémamm_thepnblic interest.

ORDER

Access Tmmmsswh Semccs. LLC, Teleeonnect Long Distance Services and Systems Company.
BLT l'echnologtes. Inc., Brooks Fiber Commumcahons of Tucson, Inc., and MCI WorldCom
kI Network Services, ‘Inc. shall meanoueeofmm to enter into the transactions listed in A.A.C. RI4-
2-803 when a transaction is like to result in 1) significunt increased capital costs of the Arizona |
operations; 2.) significant additional coists allocated or chargod directly to the Arizona jurisdiction; or |
23. )aﬂgmﬁmreducnonofnetmcometoﬂwAnmnaopmuons |

T IS menm ORDERED m MCI WorldCom Commumeauous, Inc., MClMetro Access

:é\'l N - -“u... g G

et

R DECISION NO. £e 70

ITis THEREFORE ORDBRED that MCI WorldCom Cammumcauons, Inc., MCIMetro ,
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IT IS FURTHE R ORDERED that MC] Worl:Com Communications, Inc., MCIMetro Access
Transmlssnon Smﬂ, LLC, Teleconnect Long Distance Services and Systems Company, BLT
Teclmologtes. Inc., Brooks Fiber Commumcanons of Tucson, Inc., and MCI WorldCom Network

2

Servwes. Inc. shall be granted a complete waiver of A.A.C. R14-2-805 for a 30 month period Fom
the date of this Order. '

LRSS T IS & FAET

-

IT IS FURTHER ORDERED thal this Decision shall become effective immediately.

e iz e S

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. A

IN WITNESS WHERBOF I, BRIAN C. McNEIL, Executive
Secretary. of the Arizona have

Corporation Commission,
hereunto set my hand and caused the official seal of the
Cgmwntobe_ edatlheCapuol,mtheC:tyofPhoemx,

K} ) . o bEClSl_bNNO.(JJQL |

il
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30 N. Cqmal Avmme
m,Anmna 85004. ’
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. Colorado 80202
A for MCIWCom Aﬁlmes
Ao tm« Chief Counsel
yigion
CORPORATION COMM!SS[ON

Wbshmgstgg_,s«eet

. T-02431A-00-0228 AND T-03394A-00-0228

VARIOUS AFFILIATES OF MCI WORLDCOM, INC.

T




| .« EXHIBIT B

T 1 BEFORE THE ARIZONA CORPORATION COMMISSYCN
j
’ 3
4
MARCIA WEEKS
5 Chairman -
RENZ JENNINGS
6 Commissioner
DALE H. MORGAN
7 Commissioner
8
9
10
IN THE MATTER OF AN APPLICATION BY ) DOCKET NO. U-~1514-93-051
11]j CONTEL OF THE WEST, INC. D/B/A/ ) .
GTE WEST INCORPORATED, AND CONTEL )
12]j OF CALIFORNIA, INC. PURSUANT TO ) ﬁ o2
THE PROVISIONS OF A.A.C. R14-2-806,) DECISIOR RO.
13§ FOR WAIVER OF FULL COMPLIANCE WITH )
la A.A.C. R14-2-801, ET SEQ. AND )
o 14} REQUEST FOR EXTENSION OF STAY ) ‘ORDER
k PENDING RULING )]
15 )
16§ Open Meeting
March 24, 1993
17} Phoenix, Arizona
18§ BY THE COMMISSION:
19 FINDINGS OF FACT
20 1. On February 9, 1993, Contel of the West, Inc. d/b/a
21§ GTE West (GTE West), and Contel of California, Inc. (Contel of
j 22} California), (together, the Applicants) filed an application for a
23} waiver of full compliance with A.A.C. R14-2-803 and -805 of the
24}l Commission’s Affiliated Interest Rules, A.A.C. R14-2-801 through
25] 806, and to extend the date on which the Affiliated Interest Rules
,,;A‘* 26f will be in effect as to the Applicants.
N 270 . . .
]
e
288 . . .
Decision No. 5&3"&

-




U-1514-93-051

2. GTE West and Contel of California provide local
telephone sexvice to approximately 30,000 customers in portions of
Coconino, Gila, Navajo, Apache and La Paz Counties in Ariiona.

3. The Applicants are subsidiaries of Contel Corpora-
| tion, which, since a March, 1991 merger, has been a subsidiary of
GTE Corporation (GTE). Contel Corporation is also the parent of
Contel Cellular of California, which is a co-managing general
partner of two regulated cellular telephone operations in Arizona
(Coconino, RSA Limited Partnership, and Yuma, Arizona RSA Limited
Partnership).

4. As a result of the 1991 merger of Contel Corporation
and GTE chrporat.ion, GTE Corporation now controls over $42 billion
in assets. It is the largest telephone company ' in the United
States. ‘

5. The Contel subsidiaries serving Arizona have over
300 other corporate affiliates. Of the affiliates, approximately
40 provide local telephone service within 40 states and four other
countries. Seventy affiliates are involved in the provision of
cellular service within 35 states mostly on a partnership basis.
| Approximately 70 unregulated affiliates are engaged in directory
| publishing, communications networks, applications software, private
satellite services, eart;h station systems, gow}ernment systems, and
other specialized commuﬁj.cations services and products.

6. Reorganizations and changes in partnership interests
appear to be commonplace among {:he subsidiaries and affiliates of
: the new merged entity. Already in 1993 over 60 affiliates compris-
ing most of GTE’s Electrical Products Group have been divested.

Furthermore, GTE is planning to intensify its reorganization activ-

-2 Decision No. mol




U-1514-93-U51 |

ity as a result of its decision to focus on its telecommunications-
related businesses and divest itself of non-telecommunications-
related businesses.

7. According to the Applicants, Contel Corporation’s

| Arizona utilities have never undertaken diversification programs

and the assets of the Arigona utilities have never been pledged for

affiliate activities. Although reorganizations were, and are, com-

t monplace at Contel Corporation and occur with regularity at GTE

| COrporation, the Arizona utility operations have never been harmed.

8. On November 3, 1992, in Decision No. 58063, the Com~

| mission lifted the stay previously imposed on enforcement of the

! Affiljated Interest Rules; that decision also deemed the Applican-

ts’ application for waiver filed as of March 1, 1993, the effective

| date that the stay is lifted for those public service corporations.

9. Since this decision will be effective after March 1,
1993, staff recommends that the waivers granted herein be retroac-
tive to March 1, 1993.

10. The Applicants request a waiver from A.A.C. Rlé-2-
803 only forieorganizations not involving ownership or control of
the Arizona utility operations. The Applicants feel that: individu-
al Conmission approvals under A.A.C. R14~2-803 or individual waiv-
ers from A.A.C. R14-2-803 would be burdensome and result in “oner-
ous business consequences for the affiliates."”

11. In support of their application, the Applicants ver-
ified that they have no knowledge of any current or expected public
utility holding company reorganizations that would result in any
impai:ment of the financial status, ability to attract capital, or

ability to provide adequate service of the Arizona utilities.
-3~ Decision No. __{_{‘_4_3"2_.
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12. sStaff recommends that, due to the nunmber of organ-~
izations and reorganizations pla.nnéd and undertakgn' by the appli-
cants and their affiliates, a partial waiver from A.A.C. R14-2-803
should be granted.

13. Staff points out that GTE West and Contel of

California have approximately 30,000 captive ratepayers in Arizona
who have no alternative provider as do cellular or long distance
customers and, thus, have no protection other than from this Com-
mission from the potential negative impacts of the diversification

| efforts and affiliate transactions of their provider.

14. Staff- therefore recommends that the Applicants be

| required to file, pursuant to A.A.C. R14-2-803, a notice of intent
| to organize or reorganize a public utility holding company, or in-

| crease, decrease or take an initial interest in an affiliate, only

for those transactions which are likely to result in: 1) signifi-

| cant increased capital costs of the Arizona operations; 2) sitjni-

ficant additional costs allocated or charged directly to the

| Arizona Jjurisdiction; or 3) a significant reduction of net oper-
ating income to the Arizona operations. For purposes of these

’ tlirée criteria, results of a transaction are “significant’ if they

have a material adverse impact on the public utility’s Arizona jur-
isdiction. For example, a material adverse impact would be one
that would result in an application to increase rates to Arizona
jurisdictional customers. |

15. Staff further recommends that annually, on the date
that the Applicants comply with A.A.C. R14-2-805, the Applicants
also file an affidavit from their Chief Executive Officer which

lists those transactions in excess of $10 million which would have
" -4~ Decision No. Q’Z‘;"z
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otherwise required notice under R14-2-803 but for which no notice
is given due to a waiver. The affidavit should include verbiage

certifying that to the best of the Chief Executive Officer‘s

knowledge, the transactions listed are not likely to result in

significant increased capital costs to the Arizona operations,
significant additional direct or allocated costs to the Arizona

jurisdiction, or in a significant reduction in operating income of

| the Arizona jurisdiction.

16. Staff further recommends that if any or all of the

| Applicants’ affiliates were to become a public utility as defined

in A.A.C. R14-2-801.8, then R14-2-803 should apply in its entirety

! to the new public utility until the new public utility(ies) obtains

| its own waiver.

17. The Applicants state that for some GTE affiliates,

compliance with A.A.C. R14-2-805.A.5 and .7¥ would xesult in costs
being allocated to the Arizona jurisdiction which would never have
been otherwise incurred. The Applicants also state that full com-
| pliance with A.A.C. R14-2-805.A.5 and .7 will unduly burden the
resources of the Applicants as well as the Arizona cellplar part-

nerships.

18. Staff recommends denial of the request for waiver of

A.A.C. R14-2-805.A.5 and.7 because Staff believes that it is likely

¥ A.A.C. R14-2-805.5 and .7 require a public utility to
provide the Commission with, respectively, "An assessment of the
effect of the current and planned affiliated activities on the
public utility’s capital structure and the public utility’s ability
to attract capital at fair and reasonable rates;" and *“An explana-
tion of the manner in which the utility’s capital structure, cost
of capital and ability to raise capital at reasonable rates have
been affected by the organization orx reorganization of the public
utility holding company.*

SFa32
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i that the "extra® costs incurred by the Applicants to comply with

the reporting requirements of A.A.C. R14-2-805 will be offset by

| the benefits to the ratepayers of the Commission’s oversight of

affiliate transactions, changes in corporate structure, and the

| effects of similar actions on the ratepayer.

19. Staff recommends granting a limited waiver of A.A.C.

| R14-2-805 to.relieve the public utility holding company of the re-

| quirement to provide the Commission with a description of diversi-

fication plans when providing such a description will jeopardize or
impair any pending or anticipated transaction. The description

should be included with the earliest subsequent annual f£iling where

| provision of the description would not produce these negative

! results.

CONCLUSIONS OF LAW

1. GTE West and Contel of California are public service
corporations within the meaning of Article 15 of the Arizona Con-
stitution and Title 40 of the Arizona Revised Statutes.

2. The Commission has jurisdiction over this matter and

i has the authority to issue this order.

3. Staff’s recommendations are. reasonable and should be
adopted. ‘

4. The application of GTE West and Contel of California
for a waiver of complianée with A.A.C. R14-2-803 should be granted
subject to Staff’s recommendations contained in Findings of Fact
Nos. 9, and 12-16.

5. The application of GTE West and Contel of California
for a waiver of éom_pliance with A.A.C. R14-2-805.A.5 and .7 should

be denied.
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6. The recommendation of Staff to grant a 1limited
| waiver of A.A.C. R14-2-805 should be granted.

QRDER
THEREFORE IT IS ORDERED that the application of GTE West

and Contel of California for a waiver of compliance with A.A.C.
R14-2-803 be and hereby is granted, subject to the conditions and
provisions described in Finding of Fact Nos. 9, and 12-16, herein.
| IT IS FURTHER ORDERED that the application of GTE West
and Contel of California for a waiver of compliance with A.A.C.
R14-2-805.A.5 and .7 be and héreby is denied.
IT IS FURTHER ORDERED that a partial waiver of A.A.C.
R14-2-805 be and hereby is granted, subject to the conditions and
| provisions described in Finding of Fact No. 19.

IT IS FURTHER ORDERED that this Decision shall become
i effective immediately. ‘ |
RATION COMMISSION

ORDER OF THE ARIZONA
l/ CHAYRMAN SETORER COMMISSI0

IN WI S WHEREOF, I, JAMES MATTHEWS,
Executive Secretary 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 24 _ day of M_____, 1993.

M/{/'wfféap: :
JAMES MATTHEWS

ecutive Secretary

DISSENT
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EXHIBIT C

Jeffrey Crockett, Esq.

Snell & Wilmer L.L.P.

One Arizona Center

Phoenix, Arizona 85004-0001

Re:  Merger of GTE Corporation and Bell Atlantic Corporation
Dear Jeff:

I am in receipt of your letter dated October 2, 1998, regarding the merger of GTE
Corporation and Bell Atlantic Corporation. The letter stated your opinion that the merger
does not require approval from the Arizona Corporation Commission,

I have reviewed your analysis and discussed the matter with the Utilities Division
Staff. This letter is intended to advise you that we are in gcneral agreement with your
conclusion.

In particular, I agree that, because this merger occurs at the parent level and
neither parent corporation is an Arizona public service corporation, AR.S. § 40-285.A.
does not act to require Commission approval. In addition, I agree that the limited waivers
in effect for predecessors of GTE California and Cellular One limit the applicability of
A.A.C. R14-2-803.A. to the merger in question. Those waivers relieve the obligation to
seck approval of the merger. However, you should bear in mind that, by not seeking
Commission approval, the entities are representing their opinions that the proposed
merger is not likely to result in: (1) significant increased capital costs for the Arizona

-operations; (2) significant additional costs allocated or chzuged directly to the Arizona

jurisdiction; or (3) a significant reduction of net operating income to the Arizona
operations.

I also agree that, because GTE Communications, Tucson Cellular, Bell Atlantic
Communications, Inc. and Bell Atantic Long Distance have Arizona jurisdictional
revenues of less than $1 million, A.A.C. R14-2-803;A. does not apply to them.

Finally, I agree that the Commission’s authority over rates and charges of cellular
carriers has been preempted by the Omnibus Budget Reconciliation Act of 1993. I do not
agree that the preemption extends to the rcmalmng affiliate reporting requirements as
your letter would suggest. Since the limited waivers dlscusscd above apply to all of the
cellular entities, no approval is requlred
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Jeffrey Crockett, Esq.
November 16, 1998
JPage Two

In conclusion, I find no requirement that the merger of GTE Corporation and Bell
Atlantic Corporation be submitted to the Arizona Corporation Commission for approval.
I would be happy to discuss my conclusions with you at your convenience. Feel free to
give me a call, if you are interested in having such a discussion.

_ Sincerely,

Ot Ko\

Christopher C. Kempley
Assistant Chief Counsel
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