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BEFORE THE ARIZONA CORPORATION CC,.,,.,,,,,,, . 

COMMISSIONERS 

JEFF HATCH-MILLER, Chairman 
WILLIAM A. MUNDELL 
MARC SPITZER 
MIKE GLEASON 
KRISTIN K. MAYES 

IN THE MATTER OF THE JOINT NOTICE OF 
INTENT OF VERIZON COMMUNICATIONS, 
INC., AND MCI, INC. TO REORGANIZE AN 
EXISTING PUBLIC UTILITY HOLDING 
COMPANY 

DOCKET NO. T-01846B-05-0279 
T-03258A-05-0279 
T-03475A-05-0279 
T-03289A-05-0279 
T-03 198A-05-0279 
T-03 574A-05-0279 
T-0243 1A-05-0279 
T-03 197A-05-0279 
T-02533A-05-0279 
T-03 3 94A-05-0279 
T-0329 1A-05-0279 

NOTICE OF FIL G 

At the request of Administrative Law Judge Nodes, Staff of the Arizona Corporation 

:ommission hereby files the Order of the Minnesota Public Utilities Commission entered July 25, 

!005 in the Matter of the Joint Application of Verizon Communications Inc. and MCI, Inc. for 

jpproval of Agreement and Plan of Acquisition, Docket No. PT6438.6439/PA-05-425. 

RESPECTFULLY SUBMITTED this gth day of September, 2005. 

Attorney, Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

. .  
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Original and thirteen (1 3) copies 
of the foregoing were filed this 
9th day of September, 2005 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing mailed this 
9th day of September, 2005 to: 

Elaine M. Duncan 
Vice President and General Counsel 
Verizon California, Inc. 
700 Van Ness Avenue 
San Francisco, California 94102 

Deborah R. Scott 
Of Counsel 
Snell & Wilmer 
One Arizona Center 
Phoenix, Arizona 85004 

Sherry F. Bellamy 
Vice President and Associate General Counsel 
Verizon Corporate Services Corp. 
15 15 North Courthouse Road, Suite 500 
klington, Virginia 2220 1 

Robert P. Slevin 
4ssociate General Counsel 
Verizon Corporate Services Corp. 
1095 Avenue of the Americas 
Room 3824 
New York, New York 10036 

Mary L. Coyne 
2055 L Street, N.W., 5th Floor 
Washington, D.C. 20036 

Andrew B. Clubok 
Kirkland & Ellis LLP 
655 Fifteenth Street, N.W., Suite 1200 
Washington, D.C. 20005 

. . .  
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Thomas F. Dixon 
Senior Attorney 
MCI, Inc. 
707 17th Street, Suite 4200 
Denver, Colorado 80202 

Thomas H. Campbell 
Lewis and Roca LLP 
40 North Central Avenue 
Phoenix, Arizona 85004-44 

Richard B. Severy 
MCI, Inc. 
Director, State Regulatory 
201 Spear Street, 91h Floor 
San Francisco, California 94 105 

Marsha A. Ward 
National Director - State Regulatory 
Law & Public Policy 
MCI, Inc. 
5 Concourse Parkway, Suite 600 
4tlanta, Georgia 30328 

VIichael W. Patten 
ioshka Heyman & DeWulf 
h e  Arizona Center 
$00 East Van Buren, Suite 800 
lhoenix, Arizona 85004 

Caryn Christine, Legal Assistant 
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BEFORE THE MINXESOT.4 PUBLIC UTILITIES COMMISSION 

LeRoy Koppctidrcyer 
Marshall Johnson 
Kenneth Nickolai 
Thomas Pug& 
Phyllis Reha 

Chair 
Commissioner 
Commissioner 
Commissioner 
Commissioner 

Service Date: !a 2 5 
Docket No. PT64 3 8 -64 3 9PA-05 -42 5 

To: Gregoq R. hilerz 
Gray Plant Moot) 
500 IDS Center 
80 South Eighth Street 
Minneapolis, Minnesota 55402-3796 

In the Matter of the Joint Application of Verizon Communications Inc. and hiCI, Inc. for Approval of 
Agreement and Plan of Acquisition. 

The above-entitled matter has been considered by the Commission and the following disposition made: 

Approve acquisition of MCI, Inc. and its hlhnesota operating 
subsidiaries Ontermedia Communications, Inc., MCI WorldCorn 
Communications, Inc., &IC1 WorldCom Network Services, Inc., 
Teleconnect Long Distance Services and Systems Co. d/b/a 
TeIeconnect Company, and TTI National, lnc.) by Verizon 
Communications, Inc. 

Verizon Communications, Inc. must file a notice of 
consummation of the merger within 20 days of the confirmation 
of the Merger Agreement. 

Iuterrnedia Communications, Inc., MCI WorIdCom 
Communications, Inc., MCI WorldCom Network Services, lnc., 
Teleconnect Long Distance Services and Systems Co. d/b/a 
Teleconnect Company, and TTI National, Inc. will continue to 
operate under their current authorities. 

The Commission agrees xvith and adopts the recommendations of the Department of Commerce which are 
attached and herebq- incorporated in this Order. 



BY ORDER OF THE COMMISSION 

Executive Secretary 

( S E A L )  

This document can be made available in alternative formats (i.e.. large print or audio tape) by calling 
(651) 701 -2202 (Yoice) or 1-800-627-3529 (MN relay service). 
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MINNESOTA RECEIVED 
MAY 1 7  DEPARTMENT OF 

COMMERCE 
wwUTIIlT1ESw- 

May 17,2005 

.- 

85 7th Place East. Suite 500 
S t .  Paul. Minnesota 55101-2198 

651.296.4026 FAX 651.297.1959 TTY 657.297.3067 

Burl W. W a a r  
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota 55101-2147 

RE: PEBLIC Comments of the Ninnesota Department of Commerce 
Docket No. PT643 8.643 9.TA-05-43 

Dear Dr. Haa~: 

Attached are the Pt’BLIC comments of the Department of Commerce in the following matter: 

The Joint AppIication of Verizon Communications Inc. and MC17 Inc. for Approval of 
Agreement and Plan of Acquisition. 

The petition was filed on March 1 1: 2005 by: 

Gregory R. M e n  
Gray Plant Mooty 
500 IDS Center 
80 South Eighth Street 
Minneapolis, Minnesota 55402-3796 

The Depamnent recommends approval and is available to ansvier any questions the Commission 
may have. 

Sincerely, 

BRLCE L. LNSCHEID 
Financial Analyst 

BLEja 
Attachment 

Market Assurance: f ,800.657.3602 Licensing: 1.800.657.3978 
Energy Information: 1.800.657.3710 Unclaimed Property: 1.800.925.5668 

www. commerce. state. mn. us An Equal Opportunity Employer 
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PUBLIC DOCUMENT 

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 

PUBLIC COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DOCKET NO. PT6438,64391PA-05-425 

I. BACKGROUND 

On March 11,2005, the Minnesota Department of Commerce (the Department) received a copy 
of the joint application (Application) for Minnesota Public Utilities Commission (Commission) 
approval of the proposed acquisition of MCI, Inc. (MCI) by Verizon Communications, Inc. 
(Vefizon)(t.he Transaction) (togetha, NCI and Verizon, the Applicants).* 

The Applicants state that the Transaction cannot occur without required regulatory approvals. 
and that it v d l  have no adverse effect on the rates or the quality of service to the Applicants’ 
Minnesota telecommunications operating subsidiaries. Consummation of the Transaction will 
result in Verizon becoming the indirect parent of MCI’s Minnesota subsidiaries. MCI will merge 
into a newly created subsidiary of Verizon, created solely to facilitate the Transaction, and the 
newly-fonned subsidiary vi7ill be renamed MCI, LLC. Verizon’s Minnesota subsidimes will not 
undergo a change in ownership or contr01 as a consequence of the rnerger.l Together, these 
companies will be referred to as MCI’s and Vetizon’s Minnesota operating subsidiaries in these 
comments. 

A .  THEPARTIES 

Verizon provides no services and is not a regulated telephone company within Minnesota or 
elsewhere. Verizon’s telephone operating company subsidiaries provide telecommunications 
services on a regulated and unregulated basis in 30 states including Minnesota, senling 53 
million access lines with 2004 revenues of $7 1 billion. Verizon’s domestic telecommunications 
services include the provision of switched local residential and business exchange sewices, 

1 Application. paragraph 1. page I .  
2 Application, paragnpbs 2 and 3: page 2. 
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private line, and voice, data and Centrex services. Verizon also provides intraLATA and 
interLATA toll service, as well as switched and special exchange access services. It also 
provides voice and data wireless, information and directory publishing, and electronic services. 
Internationally, it provides wireline and wireless communications and investments.’ Verizon has 
the following 3Gnnesota operating subsidiaries: Verizon SeIect Services, Inc., Verizon 
Enterprise Solutions &%/a NYNEX Long Distance Co., Verizon Long Distance di’bia Bell 
Atlantic Communications, Inc. (Verizon’s Minnesota operating subsidiaries).‘ 

MCI i s  also not a regulated telephone company within Minnesota or elsewhere. MCI’s 
subsidiaries provide telecommunications services on a regulated and unregulated basis 
throughout the United States and in several foreign counties. Among the services they provide 
are Internet and voice services, including IP network technology and a full range of dedicated, 
dial and value-added Internet savices to business and government customers. MCI subsidiaries 
also pro\ide interstate long distance services, intrastate toll services, and competitive local 
exchange consumer savices.5 MCI has the following Minnesota operating subsidiaries: 
lntermedia Communications, Inc., MCI WorldCom Communications, Inc., MCI WorldCom 
Network S a k e s ,  Inc., Telecomect Long Distance Setvices and Systems Co. dib’a Teleconnect 
Company, and TTI National, Inc. (MCl’s Minnesota operating subsidiaries).b 

B. THE TR4VSACTKW 

On February 14.2005. Venion and MCI entered into an Agreement and Plan of Merger (Merger 
Agrement) whereby Verizon will acquire I. 00 percent of the ownership and control of MCI, and 
MCI will be merged into a wholly owned subsidiary of Verizon. The Verizon subsidiary is a 
newly formed entity, created for the specific purpose of this transaction, named ELI Acquisition, 
LLC (ELI). MCI, LLC will be the name of the survising entity as a result of MCI’s merger with 
ELI.’ The Transaction will not occur until all necessary governmental and regulatory approvals 
have been obtained.8 All MCI Minnesota operating subsidiaries will be second-tier subsidiaries 
of Verizon, and they will continue to operate under their current authorities. No changes in the 
rates, terms or conditions of service are proposed.9 

3 A p p l i a t b ,  paragraphs 1-6, p a p  2-3. 
4 Verizon Sela-r Smica  received intcmrshnge and iocal authorities in Docket Nos. P5 139:KA-95-36 (2-21-95) and 97-1395 (4-22-95 and 12- 
2-98) respectively; Verimn Enraprise Solutions m e i v c d  intcrcxchangc aurbrity in h k e t  So. PjS83 N.4-00-242 (5-3 I-001; Verizon k n g  
Dktancc mnvcd imcrexchangc authority in Docka Ye. P5439:?4~-99-1153 110-27-999). 
5 Applicarion, para& 7-10, p a p  3-1. 
6 fntwnwdia Communiiadons meivcd interorchange and local authority in Docket So. Pj480:TA-97-379 (10-1-97!: MCI WorfdCom 
Communications obtained intnrxchangt authority when it acquired RT CSl io Docket No. P3012;46@’PA-89-226 (August 21, 1989); MCf 
\VoorldCorn Ketwork Snviccs mdvsrl incatschange authority in Docket No. P#7,444.443.421,433-NA-84-212; Teleconncct Long Dstanse 
Services received intm&ge authority in Docker No. P478%G?7-268; and 
the assets OfTaQd Telccorn? Ins. in Docket So. PS343.5029:PA-96438 (7-1 1-98). 
7 Applicah. parap& 1 1, page 4 and Exhibit 1, Agnmnent and Plan of Merger dared as nf F&wy 14,2WS amoq k‘eriron 
Communications inc,, EU Acquisition, LLC and MCI. h.: .Article I, Section 1 .l. The Mergw. Certain Related Marten. p g a  1-2. 
8 Applicatioq paragaph 13? page 5. 
9 Application. paragnphs 11-1 5,  pages 5 4 .  

National obtained intenxchanp authoriy when i t  a c q u i d  



Docket NO. PT6438,6439/PA-05-425 
Analyst assigned: Bruce L. Linscheid 
Page 3 

PUBLIC DUCUMEKT 

C. THE PUBLIC INTEREST 

The r\pplicants view Verizon’s acquisition of MCI as positioning a strong new7 competitor in the 
industry’s evolution toward more converged products and services to benefit all customers. The 
Applicants state that the Transaction reflects the Iogical next step in the continuing evolution Of 
the telecommunications industry that is driven by customers and technology. They maintain that 
the industry is rapjdly restructuring itself to provide a full m y  of services. The>/ also state that 
the availability of wireline and wireless packages of “any time, any distance” minutes of use, 
Internet communication, and voice over Internet protocol (VOIP) services have blurred the 
historical lines between local and long distance semice.~O 

The Applicants state that enterprise and government customers will benefit because the 
Transaction will create a new competitor capable of providing more services than MCI currently 
does. They state that AT&T will remain the largest single provider of services to enterprise 
customas, and enterprise customers are served by other competitors such as: global network 
service providers, equipment providers, CLECS/DLECs, aud system integrators/lP application 
protiden.” Verizon’s financial strength is expected to ensure that MCI’s enterprise customer 
will continue to be well senxd, and the merged company is expected to challenge the larger 
incumbents that now serve enterprise customers. Finally, the Applicants expect that their 
complementary assets will combine Verizon’s local and wireless networks and MCI’s national, 
international and Internet backbone networks.12 

The Applicants fLlrther state that competition in the consumer and small business markets will 
also not be harmed. The Transaction wiIl facilitate Verizon’s transformation into a national 
broadband company and expand its broadband and wireless networks. They say that consumers 
will continue to have a choice of competitors including wireline competitors, cable telephony 
providers, wireless services and VOIP providers operating throughout the state. l 3  

The Applicants finally state that the Transaction will not be anti-competitive. MCI’s focus is on 
the enterprise market, Verizon’s focus is on consumers and mall businesses, and intermodal 
competition is expected to continue. Existing union contracts will be honored, althou& 
redundant management positions are expected to be consoIidated. More jobs are anticipated in 
the long term as the Transaction positions two companies to compete more effectively in the 
te~ecommunications market.I4 

10 Application. parapph 18-19, pages 6-7. 

12 .~~~i ieat ion,  paragnph H-3, pages 9-10. 
13 AppIicados patagrapb 27-28, page 1 1 .  
14 Applisation, paragraphs 35-36, page 13. 

11 ~ p p l i c a t i ~  p s m p p l ~ ~  22-23, 8-9. 
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11. 

A. 

B. 

C. 

111. 

STATEMENT OF ISSUES 

Does the Transaction require Cornmission approval? 

Will the Transaction serve the public interest? 

Have the Petitioners complied with Minnesota law requiring prior Commission approd 
of the Transaction? 

LEGAL REFERENCES 

Minn. Stat. $237.23 concerns acquiring property of another company. “It shall be unlawfbl for 
any telephone company, corporation, person, partnership, or association subject to the provisions 
of this chapter to purchase or acquire the property? capital stock, bonds, securities, or other 
obligations, or the franchises, rights, privileges, and immunities of any telephone company doing 
business within the state without first obtaining the consent of the commission thereto; and 
telephone companies, corporations, persons, partnerships, or associations are hereby given the 
right with the consent of the commission to purchase and acquire the property: capital stock, 
bonds, securities, or other obligations together with all franchises, rights, privileges, and 
immunities owned or enjoyed by said companies. The owner and the proposed purchaser of said 
property shall both join in the application filed with the commission for the approval of such 
transfer, and in the case of a corporation desiring to sell all of its property it shall require a vote 
of a majority of its stockholders to ratify the same.” 

Minn. Stat. $237.74, subd. 12 provides that no telecommunications carrier shall construct 
or operate any line, plant, or system, or any extension of it, or acquire ownership or 
control of it, either directly or indirectly, without first obtaining from the commission a 
determination that the present or future public convenience and necessity require or will 
require the construction, operation, or acquisition, and a new certificate of territorial 
authority. 

Minnesota Rule 7812.2210, subp. 16 also addresses mergers and acquisitions and states: “In 
accordance with Minnesota Statutes, section 237.74, subdikision 12, before acquiring ownership 
or control of any provider of local service in Minnesota, either directly or indirectly, a CLEC 
must demonstrate to the commission that the present or future public convenience and necessity 
require or will require the acquisition. To make this determination, a CLEC must show that the 



- . .  
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merger is consistent with the public interest, based on such factors as the potential impact of the 
merger on consumers, competition? rates, and service quality.” 

TV. ASALYSIS 

The Commission has established a consistent precedent for requiring approval for any change of 
ownership affecting Minnesota telephone companies and telecommunications carriers. Although 
the Commission has found that approval is not required for corporate reorganizations in which 
o\knership and control do not change and the operating companies are not impacted by the 
reorganization,l5Minn. Stat. sG237.23 and 237.74, subd. 12, as well as Minnesota Rule 
7812.2210, subp. 16 apply to the Transaction. Owwrship of MCI’s Minnesota operating 
subsidiaries will be transferred, and the Commission should determine if the Transaction is in the 
public interest. 

In determining whether the Transaction is “consistent with the public interest,” the Commission 
w5ghs perceived detriments or concerns against perceived benefits to the public.16 

1. There is no evidence that the Transaction will rnateriully impact the currem 
concentration of competitive local exchange carriers or interexchange 
carriers in the Mianesota telecommunicarions marker. 

The Applicants state that AT&T will remain the Iargest single provider of services to enterprise 
customers, and enterprise customers am served by other competitors such as: global network 
senice providers, equipment providers, CLECSiDLECs, and system integrators4P application 
pro\$ders.l7 They say that consumers will continue to have a choice of competitors including 
wireline competitors, cable telephony providers, wireless services and VOW provi den operating 
throughout the state.18 They also argue that the Transaction will not diminish competition 
because Verizon and ,VCI serve dif5-t rnarkets.fq 

15 In rhe Maurn of an Application for Apprwml of a Coprare Reorganization by Wmtar Wirelm, h., Docker No P52-16 PA-00-925. August 

16 kinr  P U h  of WorldCom. Jnc. and MCr Communications Corporation fur Apgmval of the Acquisirion of All the Outsranding Sham of 
StwkofhiCl b) WddcOm, ORDER APPROVlNG MERGER, Docker SO. P433,301LPA-97-1532, .April 9, l998-page 14. 
I? .-+plication. pamgnip~ 22-23. pages 8-9. 
18 Application,parapphj:27-28,pagc 11. 
19 Application, pamgraph 35. page 13. 

25.2000. 
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A review of the reported operating revenues and local line counts of Verizon and MCI's 
Minnesota operating subsidiaries indicates that the Transaction wiII not result in Verizon 
controlling significantly more local customers and interexchange revenues than controlled by 
MCI before the Transaction. MCI is a major competitor Minnesota's interexcbange market and 
has a small presence in the local market. Vaizon has no local and minimal interexchange 
Minnesota operations. 

[TR4llE SECRET DATA HAS BEEN EXCISED) 

2. The Transaction strenghens MCI'S competiriw presence. 

The Applicants stare that MCI has recognized that as a result of competition its consumer 
business is in a continuing and irreversible dectine.20 MCI's predecessor was WorldCom. Inc. 
(WorldCom). On June 25,2002, WorldCom announced that it had previously issued financial 
statements that had not been prepared in accordance witb accounting principles generally 
accepted in the United States. On July 21,2002. WorldCom filed voluntary petitions for relief in 
the U.S. Bankruptcy Court. On April 20,2004, WorldCom's plan of reorganization was 
consummated and WorldCom emerged from bankruptcy. On the emergence date, WorldCom 
merged with and into MCI. The separate existence of WorldCom ceased and MCI became the 
surviving company.'' 

A review of MCI's financial performance and position is presented in the following table. Fresh- 
start reporting was adopted on December 3 I ,  2003 .= 

MCI , Inc. Yr ended 17-31 Yr ended 12-31 Yr c n d d  12-31 k'r ended 12-31 Yr ended 12-3 1 
Selected Financial tnfo. ZOO0 2001 2001 2003 2004 

Revenues $34.4 $32.9 528.5 524.3 520.7 
Operating lno(losi) S(47.2) Rll.9) 348.91 f72.5 S(4 .Q'I 

(in billions) (in billions) (in biIlions) (in billions) (in billions) 

20ClQ-2003 result reflea those. of the predecessor company, \VorldCom. to04 results retlect that of WCI. 
2003 operating income includes a $22.3 billion wgizat ion gain. 

E l 3  1.00 1213 1 :01 123  1.02 12'31-03 12'31.04 
Propert); plant & equip 524.5 621.5 $14.2 $1 1.5 56.3 

Long-ram debt s 17.2 529.3 $1.0 S?. 1 -55.9 
shareholders' equib $1.8 S(12.9) S(22.3) 58.5 64.2 

1131-00-12~31'02reflects Worldcorn. 12 31,@3 and 12 3I44retleas MCI. 

20 Application. prasnph 19. page 7. 
21 MCI, h . ' s  SEC Fom IO-K for rhe fiscal )rar mdd December 31.2004, lrem I .  Business. Company Ekckpuod. p a r s  2-5. 
22 hK1, Inc.'~ S I X  Form 10-K for r h e  fiscal year ended D c c ~ b c r  5 1. ,3004, filed 3-14-05. item 6. Selected Financial Data, page 3 1. 
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Prior to 2002, MCI’s predecessor (WorldCom) expanded through numerous acquisitions md 
large capital expenditure progms which contributed to a sharp increase in its outstanding debt. 
In filing far reorganization under US. bankruptcy laws, Worldcorn sought tu lower its operating 
costs and undertook initiatives to minimize decreases in revenues, including focusing on the 
acquisition and retention of enterprise customers. MCI expects revenues to continue to decline 
in 2005, most significantly in the Mass Market (residential and small business customers).23 

In 2003, the consolidated statement of operations reported a gain of approximately S22.3 billion 
resulting fiom the difference between the amounts distributed to creditors according to the plan 
of reorganization approved by the bankruptcy court and their carrying values. Discharged 
liabilities and preferred stock of S3 7.5 billion and $436 million respectively were offset by the 
issuance of new common stock of $8.5 billion, the issuance of S5.6 billion of new debt, and 
amounts to be settled in cash of $1.6 miIlion.24 

Despite the relief obtained from the reorganization, operating results declined in 2003 and 2004. 
During 2003, revenues decreased $4.2 billion as compared to 2002. MCI reports that voice 
senices declined as a result of the entrance of RBOCs into the long distance market. and lower 
rates in the consumer markets, which were due to product substitution to wireless phones. e-mail 
and prepaid cards, increased competition, and consumer migration to lower-priced calling plans. 
During 2004, revenues decreased by $3.6 billion as compared to 2003. MCI explains that long 
distance revenues declined primarily as a result of lower rates and volumes and the decision to 
close dl centers. Data revenue services declined due to rate pressure and technology 
substitution to IP ~enices.-7~ 

The Transaction introduces the backing of a significantly stronger company to MCI‘s Minnesota 
operating subsidiaries. The Applicants state that given Verizon’s financial strength, this 
transaction will ensure that MCI’s enterprise customers will continue to be served by a strong 
provider of telecommunication services.?* Verizon reports a strong f w c i a l  performance and 
capital position at the end of 2003 and 2004.27 

23 MCL &.‘s SEC Form tO-K for rhefixal)zarded Dccember 31,2004, filed 5-16-05, Item 7. Maaagemmt’n Discussionand .Anal\.sis of 
Financial Condition and Red@, of Opnarions. page 39. 
24 MCI, Inc.’s SEC Fwm 10-K for the fwal y m  d c d  Decaoba 3 1.2004, filed 5-16-05. item 7. Mana~mcntvs Rscussirrn and .h lys i s  crf 
Financial Condition and R w l r j  of opmltions. page 45 
25 MCI. Ins.’$ SEC Fwm IO-K far the fic-a1 year d d  h e m b f x  3 1.2005. filed 3-16-05, Stem 5. Sianagmenr’s Discussion and A n a b L  uf 
Financial Condition and Results of Operatiom. page 41. 
26 App!ication,paragraph 24. page 10. 
27 Verizon Communicaaons. Ssurities and Exchange Form IO-K for the fiscal >wended Dccmbu 3 I ,  2004, Consolidated Financial 
kanemmts, filed March 14.2005. Exkibit 1% Poniom of Verimn’s Annual Repst to Shamwms. Consolidatd Financial Sratcmenrs. pages 
34-38 of 75. 
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Verkon Communications h d Income Operating Cash Working Capital Long-term debt Sreckholders' 
Flows equity 

(in billions) (in billions) (in billions) (in bit lions) (in billions) 
Year ended 12-3 1-03 $3.1 $22.5 ($8.3) 539.4 SZ3 5 
Yearended 12-31-04 $7.8 $21.8 ($3.6) 535.7 537.6 

Verizon has been profitable with strong operating results and positive net operating cash flows. 
Revenues increased S3.8 billion to $71.3 billion in 2004 fiom $67.5 in 2003 primarily due to 
higher revenues from domestic wireless operations. partially offset by domestic telecorn 
operations.28 ITS primary source of funds continues to be cash generated from operations. The 
slight decrease in cash fiom operations in 2004 cornpared to 2003 was primarily due to an 
increase in working capital requirements. The increase in working capital requirements was 
driven by higher severance payments in 2004 compared to higher severance accruals in 2003: 
primarily related to the fourth quarter 2003 voluntary separation ~ Z a n . 2 ~  

Verizon's working capital position improved on December 3 1,2004, and its equity position also 
improved as long-tenn debt decreased and stockholders' equity increased. Cash of S5.5 million 
was used to reduce total debt during 2OO4.30 Stockholders' equity increased largely due to the 
net effect o f  net income of $7.8 billion and dividends declared of $4.3 b i l l i o n . 3 1  Verizon's debt 
as a percentage of debt combined with stockholders' equity or debt ratio was 5 I .  1 percent at 
December 31,2004 compared to 57.6 percent at December 3 I, 2003, Verizon's bond rating are 
generally stable at At-, but both Standard & Poor's and Moody's have indicated that the proposed 
acquisition of MCI may result in downgrades in Verizon's debt ratings.32 

Although Minnesota is out of Verizon's operating region as an incumbent local carrier. MCI's 
o p t i n g  subsidiaries are expected to remain in the Minnesota telecommunications market. The 
Applicants state that the Transaction will not affect the regulatory authority of the Minnesota 
Commission over any of MCI's regutated subsidiaries, and the MCI. state-regulated subsidiaries 

28 Vaizon Communications. Suxririzs and Exchange Form IO-K for the fiscal year ended Dacmber 3 I ,  2004, Consolidated Financial 
Statanenus; filed March 14,2005, E*hibit 13 Portions ofVcri2on's .hnual kporf Lo Shamu:nnr, Managcmcnt's Discussion and Analysis of  
Rcsults of Operations and Financial Condition, page 3 of  78. 
29 VaizMl Communications. !Gxuritizs and Exerne Form IO-IC f o r b  fiscal y m  cnded DeFember 3 1,2004, Consolidated Financial 
Statements, filed March 14,2005, Exhibit 13 Portions of Veri2on's Annual Repon to Shareowners, Management's Discussion and Ana1);sis of 
R a u h  of W t i u M  and Financial M i t k  psgc 19 of 78. 
30 V d o n  Communicerions. Securities and Exchange Form )OK for the fiscal yxtr d c d  December 3 1.2001, Consolidated Financial 
Sramncnts. filed March 14,2005. Exhibir 13 Porriorrj of 'C'enZOn's .4nnual Rqmt to Shamwners, Management's Discussion and .hdysk of 
Results of Opaarim and Financial Condition page -10 of 73. 
3 I Vm2on Communications. SecUriris and Exchange Form 10-K for the fiscal year ended December 3 1.2004. Consolidared Financial 
SUtements, filed M a d  14.2005, Exhibit I ?  Portions of V&on's Annual Report to Shamwnm. Consolidated Financial StatmmIs, page 38 
ef 78. 
32 Vaizon Communications. Securities and Exchange Form 10-K for the fiscal year ended December 3 1. Z W .  Consolidated Financial 
Statemrrm. filed Yanh 14.2005, Exhiiit 13 Portions of Verizon's Annual RWK 10 Shareownm. Nanagmcnr'sEwussion and Analpis of 
R a s l t s  of Opsatiom and Financial Conditto4 page 20 of 78. 
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will continue to meet all of cheir obligations md commitments unda the Commission's rules, 
regulations and orders.33 

The Department does not expect the Transaction to haw my significant immediate anti- 
competitive effects in the Minuesota telecommunications market. Verimn is experknd in the 
consumer and small business market. The Transaction joins companies who have operated in 
diffkrent markers and provides the MCI operations with needed resources to continue its 
operations as a competitor in Minnesota's local and long distance telecommunications markets. 

3. f i e  Transaction should be tramparent to cicstomers. 

The MCI Minnesota operating subsidiaries are expected to continue to exist in their current form 
upon consummation of the merger. Their customers  ill continue to receive services from the 
same MCI Minnesota operating subsidiaries, and customer rates, terms and conditions of smzice 
will not be affected.34 

The Merger Agreement requires all approvals required to be obtained fiom any state public 
service or public utility commission or similar regu1atai-y body.35 No violation of Minn. Stat. 
9237.74, SUM. 12 occurs. 

9 Approve acquisition of MCI, Inc. and its Minnesota operating subsidiaries (Intermedia 
Communications, hc.. MCI WorldCom Communications, Inc., MCI WorldCorn Network 
Services, hc., Te1econnec.t Long Distance Senices and Systms Co. dhia Teleconnect 
Company, and TTI Xationai, Inc.) by Verizon Communications, Lnc. 

0 Verizon Communications Inc. must fils a notice of consummation of the mzrger within 20 
days of the confirmation of the iVerger Agreement. 

Tntmedia Comunications, he.? MCi WorldCom Communications, Inc., MCI WorldCorn 
Network Services, hc., TeIwomect Long Distance Services md S y s t a s  CO. &'a 
Telemmect Company, and ?TI National, Inc. will continue to operate under their current 
authorities. 
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Approve the Application with Modifications. 

Reject the Application. 

VI, RECOMMEh'ATION 

Approve acquisition of ,VCI, hc. and its Minnesota operating subsidiaries (Intermedia 
Commications, hc..  MCI WorldCom Communications, Inc., MCI Worldcorn Setwork 
Services, Inc., Teleconnect Long Distance Services and Systems Co. dWa Teleconnect 
Company, and IT1 National, Inc.) by Verizon Communications, Inc. 

Verizon Communications, Inc. must file 8 notice of consummation of the merger within 20 
days of the confirmation of the Merger Agreement. 

Intermedia Communications, Inc., MCI WorldCom Communications, Inc., MCI WorldCom 
Network Services, Inc., Teleconnect Long Distance Services and Systems Co. db'a 
TeIecomect Company, and TTI National. Inc. will continue to operate under their current 
authorities. 


