
is

8 I

0000081 1 96
llllll II

MEMORANDUM 3 0

TO: Docke t Control
r ..,

FROM : Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion

£P< I6(4'§

DATE: January 25, 2008

RE: S TAFF REP ORT FOR THE AP P LICATION OF ITCADELTACOM
COMMUNICATIONS , INC FOR AP P ROVAL OF A PROPOSED
TRANS ACTION WHEREBY ITCA DELTACOM COMMUNICATIONS , INC
W ILL DE LE VE R AG E  ITS  BALANC E  S HE E TS  AND E NHANC E  ITS
LIQ UIDITY P ROFILE THROUGH CERTAIN CREDIT FACILITIES
(DOCKET NO T-03298A-07-0372)

Atta che d is  the  S ta ff Re port for the  a pplica tion of ITC"De lta Com Communica tions , Inc.
("ITCD") for a pprova l of a  propos e d tra ns a ction whe re by ITCD will de le ve ra ge  its  ba la nce
s he e ts  a nd e nha nce  its  liquidity profile  through ce rta in cre dit fa cilitie s . S ta ff recommends
conditiona l approva l of the  requested authoriza tion.

Any pa rty to this  proce dure  who wishe s  ma y file  comme nts  to the  S ta ff Re port with the
Commission's  Docke t Control by 4:00 p.m. on or before  February 9, 2008.
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Origina tor: Ge ra ld W. Be cke r

Attachment: Origina l and fourteen copies
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Se rvice  Lis t for: ITC'\De lta Com Communica tions , Inc.
Docke t No. T-03298A-07-0_72

Mr. Be nja min Brons ton
Nowa lsky, Brons ton, & Gotha rd
3500 North Causeway Boulevard, Suite  1442
Me ta irie , Louis ia na  70002

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

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

Ms . Lyn Fa rme r
Chie f Adminis tra tive  La w Judge , He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
Phoenix, Arizona  85007
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STAFF 1'iEp o RT"
UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

ITCADELTAC0M COMMUNICATIONS, INC
DOCKET NO. T-03298A-07-0-72

APPLICATION FOR APPROVAL
OF A PROPOSED TRANSACTION WHEREBY

ITCD WILL DELEVERAGE ITS BALANCE SHEETS
AND ENHANCE ITS LIQUIDITY PROFILE THROUGH

CERTAIN CREDIT FACILITIES.

JANUARY 25, 2008
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The  S ta ff Re port for ITCH"De lta Com Communica tions , Inc., Docke t No. T-03298A-07-
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EXECUTIVE SUMMARY
ITCADELTAC0M COMMUNICATIONS, INC.

DOCKET NO. T-03298A-07-0372

IT C"DeltaCom Communica t ions ,  Inc.  ("IT CD" or  "Company")  f i led a  not ice of
indebtedness with the Arizona Corporation Commission ("Commission") on June 18, 2007,
informing the Commission of a financing transaction between Tannenbaum Capital Partners,
LLC, Credit Suisse Securities, and certain of their affiliates and ITCD.

ITCD is a  holding company with no cer t ificates of author ity. ITCD is the parent
company of Intersta te FiberNet,  Inc.  ("IN"). IN is  a  provider  of  wholesa le f iber  opt ic
transmission or commonly known as a carrier 's carrier. IN does  not  hold a  cer t if ica te in
Arizona.

IN is the parent company of DeltaCom, Inc. ("DeltaCom"). De1taCom is incorporated
under the laws of the state of Alabama and received its authority to provide long distance
telecommunications services in Arizona under Docket No. T-03298A-96-0600 dated August 27,
1999.

ITCD is also the parent company of Business Telecom, Inc. d/b/a BTI ("BTI"). BTI is
incorporated under the laws of the state of North Carolina and received its authority to provide
long distance telecommunications services in Arizona under Docket Nos. U-2688-96-393 and T-
02688A-96-393 dated August 26, 1998.

The purpose of the Company's application is to inform the Commission of a proposed
transaction whereby ITCD would deleverage its balance sheet and enhance its liquidity position
by reducing and refinancing ITCH's outstanding debt and the debt of its subsidiaries leaving
ITCD $305 million of first and second lien haded debt, a $10 million revolver, approximately
81 million shares of common stock outstanding on a fully diluted basis, and cash on hand of
approximately $50 million.  The loan will be secured by the assets of IN,  a  wholly owned
subsidiary of ITCD, and the guarantees of ITCD, DeltaCom and BTI.  IN will serve as the
primary obligor of the debt while DeltaCom, BTI, and ITCD will serve as guarantors.

Sta ff  concludes tha t  DeltaCom or  BTI serving as  guarantors  in suppor t  of ITCD
financings would not  impair  the availability of service to customers,  since each provides
competitive services that are available from alternate service providers. However, customers
may still have exposure to losses to the extent they have prepaid for service or made deposits.
Accordingly, any authorization to serve as guarantors should provide customer protection for
prepayments and deposits.

S ta ff  r ecommends tha t  the Commission author ize DeltaCom and BTI to serve as
guarantors pursuant to the Credit Agreement subject to the condition that all Arizona customer
deposits and prepayments,  if any, be excluded from encumbrance,  or  in the alternative,  be
secured by a bond or an irrevocable sight draft letter  of credit which is not included in the
pledged collateral.
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ITC'\De1taCom Communica tions , Inc.
D ocket No. T-03298A-07-0372

In tro d u c tio n

On June  18, 2007, ITCD'\De 1ta Com Communica tions , Inc. ("ITCD" or "Compa ny") file d
a  notice  of inde bte dne ss  with the  Arizona  Corpora tion Commiss ion ("Commiss ion"), informing
the  Commiss ion of a  propose d fina ncing tra nsa ction be twe e n Te nne nba um Ca pita l P a rtne rs ,
LLC, Credit Suisse  Securitie s , and ce rta in of the ir a ffilia te s  and ITCD.

Background

ITCD is  a  holding compa ny a nd no ce rtifica te s  of its  own. It is  a  De la wa re  corpora tion
with principa l office s  loca te d a t 7037 Old Ma dison P ike , Huntsville , AL.

ITCD file d a  notice  of inde bte dne s s  with the  Commis s ion on June  18, 2007, informing
the  Commiss ion of a  financing transaction be tween Temienbaum Capita l Pa rtne rs , LLC, Credit
Suisse  Securitie s , and ce rta in of the ir a ffilia tes  and ITCD.

ITCD is  the  pa re n t compa ny of In te rs ta te  Fibe rNe t, Inc . ("IN"). IN is  a  provide r of
whole s a le  fibe r optica l tra ns mis s ion or commonly known a s  a  ca rrie r's  ca rrie r. IN doe s  not
hold a  ce rtifica te  in Arizona .

IN is  the  pa re nt compa ny of De 1ta Com, Inc. ("De lta Corn"). De lta Com is  incorpora te d
unde r the  la ws  of the  s ta te  of Ala ba ma  a nd re ce ive d its  a uthority to provide  long dis ta nce
te lecommunica tions  se rvices  in Arizona  unde r Docke t No. T-03298A-96-0600 da ted Augus t 27,
1999.

ITCD is  a lso the  pa re nt compa ny of Bus ine ss  Te le com, Inc. d/b/a BTI ("BTI").  BTI is
incorpora te d unde r the  la ws  of the  s ta te  of North Ca rolina  a nd re ce ive d its  a uthority to provide
long dis tance  te lecommunica tions  se rvices  in Arizona  under Docke t Nos . U-2688-96-393 and T-
02688A-96-393 da ted August 26, 1998.

Purpos e  and Des cription of the  Financ ing Trans ac tion

The  purpose  of the  Compa ny's  a pplica tion is  to inform the  Commiss ion of a  propose d
transaction whereby ITCD would de leve rage  its  ba lance  shee t and enhance  its  liquidity pos ition
by re ducing a nd re fina ncing ITCH's  outs ta nding de bt a nd the  de bt of its  subs idia rie s , le a ving
ITCD $305 million of firs t a nd s e cond lie n funde d de bt, a  $10 million re volve r, a pproxima te ly
81 million s ha re s  of common s tock outs ta nding on a  fully dilute d ba s is , a nd ca s h on ha nd of
a pproxima te ly $50 million . The  loa n will be  s e cure d by the  a s s e ts  of IN, a  wholly owne d
s ubs idia ry of ITCD, a nd the  gua ra nte e s  of ITCD, De lta  Com a nd BTI. IN will s e rve  a s  the
primary obligor of the  debt while  De ltaCom, BTI, and ITCD will se rve  a s  gua rantors .

T-03298A-07-0_72



ITC"De1taCom Communica tions , Inc.
D ocket No. T-03298A-07-0372

Financ ia l Ana lys is

S ta ff pe rformed a  review of the  proposed transaction and de te rmined tha t the  transaction
would not impa ir the  fina ncia l s ta tus  of De lta Com or BTI, would not impa ir the ir a bility to
a ttract capita l, nor would it impa ir the ir ability to provide  sa fe , reasonable , and adequa te  se rvice .
This  applica tion is  s imila r to previous  reques ts  to secure  a ffilia te  debt a s  previous ly approved by
the  Commiss ion in orde r to a ss is t the  a ffilia ted companie s  to ope ra te  e ffective ly. De ltaCom and
BTI cus tome rs  ha ve  a lte rna tive  se rvice  provide rs  a nd would not e xpe rie nce  s ignifica nt ha rm in
the  e ve n  tha t ITCD a nd /o r IN ha ve  fina nc ia l d ifficu ltie s . Howe ve r, De lta Corn a nd BTI
cus tomers  may s till have  exposure  to losses  to the  extent they have  prepa id for se rvice  or made
deposits . There fore , any authoriza tion for encumbrances  should provide  cus tomer protection for
prepayments and deposits .

Conclusion and Recommendations

S ta ff conclude s  tha t De lta Com or BTI s e rving  a s  gua ra n to rs  in  s upport o f ITCD
financings  would not impa ir the  ava ilability of se rvice  to cus tomers  s ince  the  Company provides
compe titive  s e rvice s  tha t a re  a va ila ble  from a lte rna te  s e rvice  provide rs . Howe ve r, cus tome rs
may s till have  exposure  to losse s  to the  extent they have  prepa id for se rvice  or made  depos its .
Accordingly, a ny a uthoriza tion to s e rve  a s  gua ra ntors  should provide  cus tome r prote ction for
prepayments and deposits .

S ta ff re comme nds  tha t the  Commis s ion  a uthorize  De lta Com a nd BTI to  s e rve  a s
guarantors  in the  proposed transaction subj e t to the  condition tha t a ll Arizona  customer deposits
and prepayments , if any, be  excluded from encumbrance , or in the  a lte rna tive , be  secured by a
bond or an irrevocable  s ight dra ft le tte r of credit which is  not included in the  pledged colla te ra l.

S ta ff furthe r re comme nds  a uthorizing De lta Com a nd BTI to e nga ge  in a ny tra nsa ctions
and to execute  any documents necessary to effectuate  the authorizations granted.

S ta ff furthe r re comme nds  tha t De lta Corn a nd BTI file  with Docke t Control within 60
days of the  execution of any financing transaction authorized here in.
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