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RE: STAFF REPORT FOR THE JOINT APPLICATION OF AMERICATEL
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OPERATING COMPANY FOR APPROVAL TO PLEDGE THEIR ARIZONA
ASSETS PURSUANT TO A.R.S. § 40-285. (DOCKET NOS. T-03517A-09-0015,
T-03228A-09-0015 AND T-20522A-09-0015)

Attached is the Staff Report for the joint application of Americatel Corporation, Matrix
Telecom, Inc. and Startec Global Operating Company for approval to pledge their Arizona assets
pursuant to A.R.S. § 40-285. Staff recommends conditional approval of the requested
authorization.

Any party to this procedure who wishes may file comments to the Staff Report with the
Commission's Docket Control by 4:00 p.m. on or before April 10, 2009.
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is the responsibility of the Staff member listed below. Juan C. Manrique is responsible for the
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EXECUTIVE SUMMARY
AMERICATEL CORPORATION, et al
DOCKET NOS. T-03517A-09-0015, et al

On January 16, 2009, Americatel Corporation (“Americatel”), Matrix Telecom, Inc.
(“Matrix”) and Startec Global Operating Company (“Startec”) collectively (“Applicants”) filed
an application with the Arizona Corporation Commission (“Commission™) requesting that the
Commission authorize them to pledge their assets in the State of Arizona pursuant to A.R.S. §
40-285.

Americatel is a Delaware corporation with principal offices located at Miami, Florida. In
Arizona, Americatel is authorized to provide competitive interLATA and intraLATA resold
telecommunications service except local exchange service. Matrix is a Texas corporation with
principal offices located at Dallas, Texas. In Arizona, Matrix is authorized to provide
competitive resold inter-exchange telecommunication services and competitive resold local
exchange service. Startec is a Delaware corporation with its principal offices located at
Rockville, Maryland. In Arizona, Startec is authorized to provide resold inter-exchange
telecommunications services.

The Applicants seek authority to pledge their Arizona assets in connection with a Senior
Secured Second Lien Facility (“Second Facility”) and a Senior Secured Third Lien Facility
(“Third Facility”). Applicants will borrow up to $40 million with each Facility.

Staff concludes that a pledge of the Applicants’ assets would not impair the availability
of service to customers since the Applicants provide 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 for
encumbrances should provide customer protection for prepayments and deposits.

Staff recommends that the Commission authorize the Applicants’ request to encumber
their assets in the State of Arizona pursuant to A.R.S. § 40-285 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.

Staff further recommends authorizing Applicants to engage in any transaction and to
execute any documents necessary.to effectuate the authorizations granted.

Staff further recommends that the Applicants file with Docket Control, as a compliance
item in this matter, a copy of the loan documents within 60 days of the execution of any
financing transaction authorized herein.
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INTRODUCTION

On January 16, 2009, Americatel Corporation (“Americatel”), Matrix Telecom, Inc.
(“Matrix”) and Startec Global Operating Company (“Startec™) collectively (“Applicants™), filed
an application with the Arizona Corporation Commission (“Commission”) requesting that the
Commission authorize them to pledge their assets in the State of Arizona pursuant to A.R.S. §
40-285.

PUBLIC NOTICE

On February 26, 2009, the Applicants filed an affidavit of publication verifying public
notice of their financing application. The Applicants published notice of their financing
application in the Arizona Republic on February 13, 2009. The Arizona Republic is a daily
newspaper of general circulation in the county of Maricopa, State of Arizona. The affidavit of
publication is attached along with a copy of the Notice.

BACKGROUND

Americatel is a Delaware corporation with principal offices located in Rockville,
Maryland. In Arizona, Americatel is authorized to provide competitive interLATA and
intraLATA resold telecommunications service except local exchange service.'

Matrix is a Texas corporation with principal offices located at Dallas, Texas. In Arizona,
Matrix is authorized to provide competitive resold inter-exchange telecommunication services’
and competitive resold local exchange service.” Matrix is also authorized to provide facilities-
based local exchange services.”

Startec is a Delaware corporation with its principal offices located at Rockville,
Maryland. In Arizona, Startec is authorized to provide resold inter-exchange
telecommunications services.’

The Applicants are affiliate companies that have the same parent company, MTAC
Holding Corporation (“MTAC”), a Delaware Corporation. MTAC is also the parent of SGCC
and Startec Global Canadian Holding Company (“SGCHC”).

COMPLIANCE

There are no compliance issues with Americatel, Matrix or Startec.

! Decision No. 61054, dated August 6, 1998

2 Decision No. 65926, dated May 16, 2003.

3 Decision No. 68343, dated December 9, 2005.

4 Decision No. 69944, dated October 16, 2007

3 Decision No. 63370, dated February 16, 2001; and Decision No. 69573, dated May 21, 2007.
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PURPOSE AND DESCRIPTION OF THE REQUESTED APPROVAL

The Applicants along with MTAC, SGCC and SGCHC are collectively known as the
“Borrowers”. As of January 16, 2009, Borrowers have entered into long-term financing
agreements in order to restructure their debt. The agreements consist of a senior secured second
lien facility (“Second Facility”) and a senior secured third lien facility (“Third Facility”), each of
which will be for up to $40 million. Both liens will mainly be used to refinance current debt.

The Second and Third Facilities will be implemented upon receipt of all regulatory
approvals. The Borrowers will become jointly and severally liable for both liens. Applicants
will pledge their assets as collateral for the debt with certain exceptions relating to a Senior First
Lien Facility already in effect. The purpose of the Applicants’ filing is to obtain authorization to
pledge their assets.

The Applicants indicate that the transactions will not result in any changes to their
management, day-to-day operations or provision of service to its current customers.’

FINANCIAL ANALYSIS

The Applicants request authorization to pledge their assets as security for the Second and
Third Lien Facilities. A.R.S. § 40-285 requires public service corporations to obtain
Commission authorization to encumber certain utility assets. The statute serves to protect
captive customers from a utility’s act to dispose of any of its assets that are necessary for the
provision of service, thus, it serves to prevent any service impairment due to disposal of assets
essential for providing service. In this instance, a pledge of the Applicants assets should not
impair the availability of service to customers since Applicants provide 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. Therefore, any authorization
for encumbrance should provide customer protection for prepayments and deposits.

R14-2-804(B) provides that a Class A utility will not, without Commission approval,
obtain a financial interest in any affiliate not regulated by the Commission, or guarantee, or
assume the liabilities of such affiliate. Under R14-2-804(C), the Commission is to review the
transaction to determine if it would impair the financial status of the public utility, otherwise
prevent it from attracting capital at fair and reasonable terms, or impair the ability of the public
utility to provide safe, reasonable and adequate service.

The transactions in this proceeding will not impair the financial status of the public
utilities, otherwise prevent them from attracting capital at fair and reasonable terms, or impair the
ability of the public utilities to provide safe, reasonable and adequate service.

¢ Americatel/Matrix/Startec Application, page 5.
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CONCLUSION AND RECOMMENDATIONS

Staff concludes that the Applicants’ pledge of their assets for the purposes described in
their application would not impair the availability of service to customers since the Applicants
provide 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 for encumbrance should provide customer protection
for prepayments and deposits.

Staff recommends that the Commission authorize the Applicants’ request to encumber
their assets in the State of Arizona pursuant to the Second and Third Facilities in connection with
their debt restructuring. Such authorization should be 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.

Staff further recommends authorizing the Applicants to engage in any transactions and to
execute any documents necessary to effectuate the authorizations granted.

Staff further recommends that the Applicants file with Docket Control, as a compliance
item in this matter, a copy of the loan documents within 60 days of the execution of any
financing transaction authorized herein.
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KRISTIN K. MAYES % P 55
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Commissioner
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SANDRA D. KENNEDY FEB 2 7 2009
Commissioner
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Commissioner

IN THE MATTER OF THE APPLICATION ) Docket Nos. T-03517A-09-0015
OF AMERICATEL CORPORATION, ) T-03228A-09-0015
MATRIX TELECOM, INC., AND STARTEC) T-20522A-09-0015
GLOBAL OPERATING COMPANY FOR

AUTHORIZATION TO ENCUMBER THEIR ) NOTICE OF FILING AFFIDAVIT
ASSETS ) OF PUBLICATION

)

Americatel Corporation (“Americatel”), Matrix Telecom, Inc. (“Matrix”) and
Startec Global Operating Company (“Startec”) (Americatel, Matrix and Startec
collectively “Applicants”) file the attached Affidavit of Publication published on February
13, 2009, in The Arizona Republic by which the Applicants gave public notice of their
Application in this matter.

RESPECTFULLY SUBMITTED this 26th day of February, 2009.
LEWIS AND ROCA LLP

W -

Thomas H. Campbell
Michael T. Hallam

40 North Central Avenue
Phoenix, AZ 85004

Attorneys for Applicants

2023336.1
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ORIGINAL and thirteen (13) copies
of the foregoing filed
this 26th day of February, 2009, with:

The Arizona Corporation Commission
Utilities Division — Docket Control
1200 W. Washington Street

Phoenix, Arizona 85007

Copy of the foregoing hand-delivered
this 26th day of February, 2009, to:

Janice Alward

Legal Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Ernest Johnson

Utilities Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Lyn Farmer, Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission

1200 W. Washington Street

Phoenix, Arizona 85007

»

2023336.1




AFFIDAVIT OF PUBLICATION

THE ARIZONA REPUBLIC

STATE OF ARIZONA
COUNTY OF MARICOPA SS

y

Mark Gilmore, being first duly sworn, upon oath deposes
and says: That he is a legal advertising representative of the
Arizona Business Gazette, a newspaper of general
circulation in the county of Maricopa, State of Arizona,
published at Phoenix, Arizona, by Phoenix Newspapers
Inc., which also publishes The Arizona Republic, and that
the copy hereto attached is a true copy of the advertisement
published in the said paper on the dates as indicated.

The Arizona Republic

February 13, 2009

Sworn to before me this
13™ day of

: ‘
February A.D. 2009

Marliyn Greenwood
Notary Pub“°
Maricopa County, Az

Exphres 05- o

Notary Public
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