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BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter of the Joint Application of
GTE Midwest Incorporated and lowa
Telecommunications Services, Inc., for
Authority to Transfer and Acquire Part of
GTE Midwest Incorporated’s Franchise,
Facilities and System Located in the State
of Missouri and for Issuance of
Certificates of Service Authority to lowa
Telecommunications Services, Inc.; d/b/a
Iowa Telecom and for Authority for lowa
Telecommunications Services, Inc, d/b/a
Iowa Telecom to Borrow Funds in
Connection Therewith to Execute a
Telephone Loan Contract, Promissory
Notes, and a Mortgage Security
Agreement and Financing Statement.
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Case No, TM-2000-403

STAFF RECOMMENDATION

COMES NOW the Staff of the Missouri Public Service Commission (“Staff”) and for its

Recommendation states:

In the attached Memorandum, which is labeled Appendix A, the Staff recommends that

the Missouri Public Service Commission issue an order approving the Joint Application of GTE

Midwest Incorporated (“GTE”) and lowa Telecommunications Services, Inc., d/b/a lowa

Telecom (“ITS” or “Applicant”), for the reasons stated therein.

In support of its Recommendation, Staff finds that the transfer is not detrimental to the

public interest pursuant to 4 CSR 240-2.060(6)(D). See also State ex rel. City of St. Louis v.




Public Serv. Comm’n, 73 §.W.2d 393 (Mo. banc 1934) and State ex rel. Fee Fee Trunk Sewer

Co.. Inc. v, Litz 596 S.W.2d 466 (Mo. App. 1980). Further, Staff finds that the local and IXC

test is in the public interest pursuant to Section 392.430 RSMo (1994). Finally, Staff finds that
the financing issue does not appear to be jurisdictional to the Commission, as ITS will be

operating in lowa and Missouri.

Respectfully submitted,

DANA K. JOYCE
General Counsel
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Bruce H. Bates
Assistant General Counsel
Missouri Bar No. 35442

Attorney for the Staff of the
Missouri Public Service Commission
P. O. Box 360

Jefferson City, MO 65102

(573) 751-7434 (Telephone)

(573) 751-9285 (Fax)
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MEMORANDUM

TO: Missouri Public Service Commission Official Case File
Case No. TM-2000-403
GTE Midwest Incorporated and Iowa Telecommunications Services, Inc. d/b/a
Iowa Telecom

HET 7
FROM: William A. Meyer, Project Coordinator 7// 27
David Broadwater, Financial Analysis Departmenﬁm

Lisa Mahaney, Telecommunications De e
David G. Winter, Accounting Department-:

hj y - b0 {A) sl 1€ ﬂmﬁi&?ﬁgﬂﬁ' L'l_&_).(')o
Project Coordinatet/D General's Counsel/Date

SUBJECT:  Staff's Recommendation Concerning Authority to Transfer and Acquire Part of
GTE Midwest Incorporated Franchise and System Located in the State of
Missouri.

DATE: April 26, 2000

On January 4, 2000, GTE Midwest Incorporated ("GTE") and Iowa Telecommunications
Services, Inc., d/b/a Iowa Telecom ("ITS" or "Applicant"), filed a joint application
("Application") with the Commission for authority for GTE to sell to ITS part of GTE's
franchise, facilities and system located in Missouri. ITS also seeks a certificate of service
authority authorizing it to provide telecommunications services, including basic local and
interexchange telecommunications services, in the service areas that it is purchasing from GTE.,
ITS also secks authority to borrow from Rural Telephone Finance Corporation and Fleet
Securities, Inc., or another broker, an amount of money sufficient to complete the proposed
transactions. The application was docketed as Case No. TM-2000-403.

Detriment to the Public Interest Standard

Staff utilized the “detriment to the public interest” standard as it is similar in acquisition cases as
well as merger cases. If the Joint Applicants fail to show that the proposed sale of certain GTE
exchanges to ITS is not detrimental to the public interest in Missouri (i.e., if it is demonstrated
that the Missouri public will be harmed by the proposed sale), then the Commission should reject
this application and not approve the proposed sale. Staff Counsel has advised that the “not
detrimental to the public interest” standard is based on case law generally cited in court opinions
such as State ex rel. City of St. Louis v. Public Serv. Comm’n, 73 S.W.2d 393 (Mo. banc 1934);
State ex rel. Fee Fee Trunk Sewer Co., Inc. v. Litz, 596 S.W.2d 466 (Mo. App. 1980). Staff

’A*‘___—_'_-——___ -
Appendix A

—_—
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Counsel also advises that the Commission has incorporated the “not detrimental to the public
interest” standard in its rules. 4 CSR 240-2.060(6)(D).

Consistent with Staff’s position in other acquisition and merger cases, Staff views the members
of the “public” that are to be protected as those consumers taking and receiving utility service
from the GTE exchanges that are being sold to ITS in the State of Missouri.

In this case, Staff would define “public interest” as referring to the nature and level of the impact
or effect that ITS’s acquisition will have on its Missouri customers. There is a fundamental
concern in the regulation of public utilities that the public being served will not be impacted
adversely or harmed by those responsible for providing monopoly services. Public utilities in
Missouri are charged with providing safe and adequate service at just and reasonable rates. If
this merger results in adverse or negative impacts to ITS’s Missourl customers, then the
Commission should not approve the Joint Applicants’ Merger Application or, in the alternative,
impose conditions sufficient to overcome the detriments of the merger.

SALE OF SYSTEM ASSETS

GTE proposes to sell to ITS all 296 of GTE's local telephone exchanges (280,422 access lines)
located in the state of Iowa. Three of those Iowa exchanges include a total of approximately 105
access lines that serve customers physically located in Missouri. Those three (3) exchanges are:
the Athens, Iowa exchange which extends into Clark County, Missouri; the Braddyville, Iowa
exchange, which extends into Nodaway County, Missouri; and the South Seymour, Iowa
exchange which extends into Putnam County, Missourt.

This sales transaction is part of GTE's announced initiative to sell approximately 1.6 million
telephone lines or about 8 percent of its domestic telephone network in the United States. It does
not affect GTE's long distance, Internet, and wireless services consumers in the State(s) of Iowa
or Missouri. The lowa Utilities Board in Docket No. SPU-99-29 (Attachment 1) approved the
sale of GTE's Iowa telephone properties to ITS.

The Commission in Case No. TM-2000-182 (GTE and Spectra Communications Group, L.L..C.)
approved a similar type of transaction when it addressed the sale of a portion (107 Missouri
exchanges or approximately 120,000 switched access lines) of GTE's Missouri network.

Based on the "Detriment to the Public Interest Standard" discussed above and the conditions as
outlined in the "Recommendations" section of this memorandum, the Staff recommends the
Commission approve the sale of the Missouri system assets to ITS.
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CERTIFICATE, TARIFF AND OTHER ISSUES

The Telecommunications Department Staff has reviewed ITS's request for certificates of
authority to provide basic local, local exchange and interexchange telecommunications service.
The Application in this proceeding states that “ITS proposes no immediate change in the
operation of GTE’s properties as a result of the proposed transaction. Moreover, ITS proposes
no immediate changes in the rates, terms and conditions of the telecommunications service
which GTE currently provides to customers in the exchanges.” Based on this statement, the
Telecommunications Department Staff believes that ITS will continue to provide the same rates
and level of service that has been provided by GTE in the past. ITS proposes to adopt GTE’s
tariffs for the three (3) exchanges involved in this application or file new ITS tariffs substantially
similar to the existing GTE tariffs. ITS requests a waiver of 4 CSR 240-2.060(4)(H) which
requires that a proposed tariff with a 45 day effective date be filed with the Application. This
waiver is routinely requested and granted i basic local exchange, local exchange and
interexchange certificate applications, and it should be granted in this Application.

Further, the Telecommunications Department reviewed the managerial and technical
qualifications of ITS. Regarding managerial capability, William P. Bagley serves as the Director
and Chief Executive Officer of ITS. He has 43 years of telecommunications experience,
including upper-level management positions at Contel Corporation, Fidelity Telephone Company
and Iowa Network Services (INS). INS is the majority shareholder and will control and direct
the operation and management of ITS. Alan L. Wells serves as President and Chief Operating
Officer of ITS. He has many years of managerial experience, including upper-level management
positions at Deloitte & Touche, Iowa-Illinois Gas and Electric Company, and MidAmerican
Energy Company. Dennis R. Kilburg serves as Vice President of Operations and Engineering
and provides extensive technical telecommunications capabilities to ITS. He has over 28 years
of telecommunications experience. In addition, approximately 385 GTE employees within Iowa
will become ITS employees following the closure of this transaction. These employees currently
handle the operation of the GTE network within the State of Iowa. After the transaction closes,
these employees will remain in the same or very similar positions.

The Telecommunications Department Staff believes that if the Commission approves this
Application, no harm to the quality of service for these customers will result. The Application is
in order regarding the certificate of authority from the Missouri Secretary of State, the
identification of exchanges in which ITS will offer service, and identification of sufficient
technical and managerial resources and abilities to provide telecommunications service. This
information is sufficient to support granting ITS’ Application for certificates.

Based on GTE’s stated intent to discontinue providing telecommunications services in the three
(3) affected exchanges, GTE needs to file proposed tariffs to remove from GTE’s tariffs any and
all references to the provisioning of basic local exchange, local exchange, and interexchange
telecommunications service to the exchanges being sold to ITS.
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Therefore, the Telecommunications Department recommends the Commission approve ITS’
application for certificates of authority to provide basic local, local exchange and interexchange
telecommunications service. The certificates should become effective on the same date ITS’
proposed tariffs become effective. The Commission should direct ITS and GTE to officially file
their proposed tariffs. The proposed tariffs of both Applicants should contain the same proposed
effective date.

FINANCING ISSUES

Section 392.430 RSMo Supp. 1999 provides that "...the Commission shall approve an
application for a certificate of service authority to provide basic local telecommunications
service upon a finding that the grant of service authority is in the public interest. "

Section 392.290.1, RSMo provides that:

The power of telecommunications companies to issue stocks, bonds, notes and
other evidence of indebtedness and to create liens upon their property situated in
this state is a special privilege, the right of supervision, regulation, restriction and
control of which is and shall continue to be vested in the state, and such power
shall be exercised as provided by law and under such rules and regulations as the
commission may prescribe.

This provision is tempered by Section 392.290.2, RSMo that states:

Notwithstanding any other provision of this chapter to the contrary, no
telecommunications company operating in Missouri and one or more other states
shall be required to obtain authorization from the commission to issue stocks,
bonds, notes or any other evidence of indebtedness; nor shall any such
telecommunications company be required to obtain authorization from the
commission in order to encumber the whole or any part of its franchise hine or
system.

As previously stated, ITS is purchasing 296 of GTE's local telephone exchanges located in the
state of Iowa of which three local exchanges of approximately 105 access lines extend into the
state of Missouri. Since ITS will be operating in lowa and Missouri, the General Counsel's
office has advised Staff that it appears that ITS does not need Commission authorization for the
financing proposed in this proceeding.

The Financial Analysis Department concurs in the analysis of the financial capacity of ITS by
the Towa Utilities Board. ITS has more than 99 percent of its operations in the state of Iowa and
in the Iowa Utilities Board Order (Attachment 1) approving the sale they found that ITS does
have the financial ability to run the company and attract capital at reasonable rates. The Staff
therefore believes that ITS will have the financial ability to operate the 105 access lines within
the state of Missouri.
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ACCOUNTING ISSUES

The sales of the exchanges is considered as a taxable transaction. Taxable acquisitions generally
require the recognition of gain or loss by the Seller {(GTE) in the year of sale. The buyer of the
assets (ITS) does not receive the benefit of any deferred income taxes.

As a taxable asset sale, the deferred taxes attributable to GTE’s assets will, in essence, be paid by
GTE upon the recognition of the gain on the sale of its assets. This recognition would cause the
deferred taxes to be eliminated from GTE’s accounting records and rate base. The Staff would
consider the loss of GTE’s deferred taxes to be detrimental to the public interest and the basis for
the Commission to deny authorization for this proposed merger. GTE’s regulated customers
otherwise would be harmed because they will lose the ratemaking benefit of the deferred taxes
offset to rate base and the resulting decrease in revenue requirement associated with this rate
base offset.

The Staff recommends as a condition of this transaction that a deferred income tax provision be
recognized for the Missouri properties. This provision would ensure that there would be no
financial detriment to Missouri ratepayers as a result of the loss of GTE’s regulated accumulated
deferred tax reserve, as well as deferred tax credits.

RECOMMENDATION

The Staff recommends that the Commission approve the Joint Application with the following
provisions:

1) ITS shall file new tariffs substantially similar to the existing GTE tariffs;

2) The Commission should approve ITS's waiver of 4 CSR 240-2.060(4)(H) which
requires that a proposed tariff with a 45 day effective date be filed with the
Application;

3) GTE shall file proposed tariff sheets to remove from GTE'’s tariffs any and all
references to the provisioning of basic local exchange, local exchange, and
interexchange telecommunications service to the exchanges being sold to ITS;

4y The Commission should grant certificates of authority to provide basic local, local
exchange and interexchange telecommunications service to ITS which should become
effective on the same date ITS’ proposed tariffs become effective;

5) The proposed tariffs of GTE and ITS shall contain the same proposed effective date;
and
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5)

6)

The proposed tariffs of GTE and ITS shall contain the same proposed effective date;
and

A deferred income tax provision should be recognized for the Missouri propetties.
ITS should be ordered to use an additional offset to rate base in any filing for a
general increase in telecommunications rates in Missouri initiated in the next five (5)
years to compensate for rate base deductions associated with deferred taxes
eliminated by this transaction, unless ITS can show that its actual deferred tax reserve
is the same as or greater than that reserve would have been taking into account the
amortization provided for hereinafter absent the sale of these exchanges.* The amount
of the offset shall reduce by 20% per year on the anniversary date of the closing of
the transaction. This provision would ensure that there would be no financial
detriment to Missouri ratepayers as a result of the loss of GTE’s regulated
accumulated deferred tax reserve, as well as deferred tax credits.

The Staff also concludes that based on the provisions of Section 392.290.2 RSMo, the
Commission does not need to authorize: (1) "ITS to borrow from the Rural Telephone Finance
Corporation and Fleet Securities, Inc. or another broker" nor (2) to "execute and deliver
Promissory Notes evidencing the loans" or "Mortgage, Security Agreement and Financing
Statement for the purpose of placing a lien on its assets and securing the loan."

Attachment 1: Iowa Utilities Board Order SPU-99-29
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STATE OF [OWA
DEPARTMENT OF COMMERCE
UTILITIES BOARD

IN RE:

GTE MIDWEST INCORPORATED AND
IQWA TELECOMMUNICATIONS

SERVICES, INC.

DOCKET NO. SPU-99-28

ORDER TERMINATING DOCKET, GRANTING WAIVER,
DESIGNATING AS ELIGIBLE TELECOMMUNICATIONS CARRIER,
AND PERMITTING ADOPTION OF PRICE PLAN

(lssued April 13, 2000)

PROCEDURAL HISTORY

On October 20, 1889, GTE Midwest Incorporated (GTE) and lowa
Telecommunications Services, Inc. (ITS), filed 2 "Jaint Application" (the
Applir.;ation) asking the Board to apprave a reorganization and transfer certificates
of public convenience and necessity, pursuant to lowa Cade §§ 476.77, 476.20,
and 476.29 (1998). GTE proposed to sall all 286 GTE exchanges in lowa io ITS,
including all of the business, property, assets, and rights of GTE relsting to those
exchangas. The applicants also request transfer of GTE's IntraLATA long distance
customers to ITS (with & walver of the Board’s anti-slamming rules, if necessary);
designation of ITS as an Eligible Telacommunications Garrier; and adoption by ITS
of GTE's price plan at the rates in effect on the date the sale is ¢closed.

GTE Is a Delaware corporation with its principie offices at 11 Eleventh
Avenue, Grinnell, lowa. GTEIls a who_fly-owned subsidiary of GTE Corporation and

is a public utility providing lacal exchange and interexchange telecommunications

Attachment 1
Page 1 of 20
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service. (Application, p. 1.) GTE provides local servicé for approximataly 222,700
rasidantial and 61,700 business lines for a total of 284,400 access lines in 296 lowa
exchanges. (Tr.22.) GTE's serving area also includes small portions of cross
boundary servics area properties extanding into the state of Missouri, (Tr. 21.)
Approximately 105 customers (esiding in Missouri receive sarvice from switches
located in lowa. (Tr. 30.) Assets, services, or customers of GTE Communications
Corporation (GTECC) and GTE Telécommunieeﬂons Services, inc. (GTE T8I), are
not includsd as part of this sale. (Tr. 31.)

ITS is an entity that is majerity-owned and contrelled by lowa Network
Services, Inc. (INS). INS is joined In this Investment by Touch America, Inc. {Touch
America), (Tr.20-21). ITS wes incorporated as an lowa corporation on May 14,
1998, TS is governed by a board consisting of six directors, four of whom are
elected by INS and two of whom are elected by Touch America. ITS was farmed to
purchase the lowa GTE properties. (Tr. 83.)

INS is based In West Des Moines, lowa, and is owned by 127 lowa
Independent telephone companias that provide local exchange services. INS
provides telecommunication services to ever 147 independent companies with more
than 400,000 customers in some 300 lowa communities. INS, through a subsidiary,
is also a general partner in lowa Wireless Services, (..P., which is licensed to provide
personal communication services (PCS) to residents of lowa. (Tr, 20-21.) INS
provides centralized equal access for the independent companles and their
customers. INS alse Is a provider of Intemet services for approximately 40.000

-

customers in the rural areas of lowa. (Tr. 83.)

—
Attachment 1
Paoce 2 of 20
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Touch America is a Montana corporation engaged In the telecommunications
business. Touch America is a wholly-owned subsidiary of Montana Power
Corporation. Touch America provides long distance, dedicated voice, data, video,
and framae relay services. Touch America’s equipment services include the design,
installation, and maintenance of PBX and key systems. Touch America is located In
Butte, Mantana, with customers throughout the upper Midwest and westemn United
States. (Tr. 21.) '

On October 28, 1998, the Consumer Advocate Division of the Department of
Justice (Consumer Advocate) flled an answer and & motion to extend the 80-day
review period under lowa Code § 476.77(2) for an additional 80 days, On
November 1, 1989, AT&T Communications of the Midwest, Inc, (AT&T), petitioned
to intervene. On November 10, 1899, AT&T joined In Consumer Advocate's
motion to extand the review period; on the same day, thé Applicants resisted the
metion.

On November 29, 1998, Consumer Advocate filed tastimony, AT&T filed
comments, and Heart of lowa Communications, Inc. (Heart of lowa), Winnebago
Cooperative Telephone Assoclation (Winnebago), and Forest City Telecom, ing.
(Forest City). (collectively, the ILEC intervenors) petitioned to intervene. The next
day LTDS Carporation and CommChoice of lowa, LLC, petitioned to intervene.

On Dacember 1, 1998, the Board issued an order docketing the application,
granting AT&T's petition to intervene, extending the review period by 90 days, and
setting a procedural schedule. Hearing in this docket was scheduled for

February 8, 2000.

Attachment 1
Page 3 of 20
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On December 14, 1998, the Boanzd issued an order requiring the Applicants
to file additional information In support of their applic.'ation; The additional
information was filed in the form of supplemental testimony on December 28, 1988.

On January 5, 2000, direct testimony was filed by Consumer Advocate,
AT&T, and the ILEC intervenors. On January 18, 2000, the Applicants filed
rebuttal testimony, and on Jalguary 23, 2000, they filed supplementai rebuttal
testimony, which was correctad on January 28, 2000, -

On January 31, 2000, the Board issued a second order requiring additional
information from the Appiicants, which was filed as supplemental direct testimony on
February 4, 2000.

On February 8, 2000, the ILEC intervenors withdrew their interventlon and tha
hearing was held as scheduled,

The Applicants, Consumer Advocate, and AT&T filed initial briefs on

February 18, 2000, and reply briefs on February 25, 2000.

STATUTORY FACTORS
lowa Code § 476.77(3) lists the following factors that the Board may consider in

its review of a proposal for reorganization:

a. Whether the board will have reasonable access to bocoks, records,
documents, and other information refating to the public utiiity or any of its
afflilates.

b. Whether the public utility's ahility to attract capita! on reasonable
terms, including the malntenanca of a reasonable capital structure, is impalred.

c. Whether the ability of the public utllity to provide safe, reasonable,
and adequate service [s impaired,

—_—

Attachment 1
Page 4 of 20
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d. Whether ratepayers arg dstrimentally atfected.

s. Whather the public interast is datrimentally affected.
The standards far review in section 476.77 indicate some of the important questions
are the impacts of the reorganization on the utility's ability to attract capital, the
utility's ratepayers, and ths public interest generally. The Board will discuss each of

the factors separateiy.

-

ACCESS TO BOOKS AND RECORDS
In reviewing this reorganization, the Board finds that It will continue to have
reaasonabla access to the books and records of the requlated pubilic utility and its
afflilates. All of the books and records relating to ITS will be at the Newton, lowa,
corporate headquarters and will be subject to Board regulation in the same manner
as at present. (Tr. 84, 303.) To the extent the records of ITS's majority sharehelder
or its afflliates may be required by the Board, those books, records, decuments, and

other information are avallable at the INS headquarters in West Des Moines, lowa.

(Tr. 83.)

ABILITY TO ATTRACT CAPITAL
Applicants argue ITS wiil be able to attract capitai on reasonable terms in
order to acquire the GTE properties in lowa. Rural Telephene Finance Cogperative

(RTFC) has committed to providing the senior debt portion of the financing.

Attachment 1
Page 5 of 20
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(Tr. 346-48.) ITS is working with four underwriting ﬁrrné to prepare a subordinated
debt offering. (Tr. 350-54.) Further, ITS will receive equity backing from {INS and
Touch America, both of which appear to be successful, ﬁnanctally stabie
{elecommunications companies, Because both of these‘ companies will have
significant investment In ITS, Ehey will have some incentive to make prudent
business decisions with respect to ITS and {0 make additional equity infusions if
needed. (Tr, 134, 375.)

ITS points out it has already arranged for the capital requirled for the initial
purchase and no additional capital is expected to be required in the foraseeable
future. Instead, all future capital neads are expected i¢ be met with internally«
generated funds. (Tr. 351.)

Consumsr Advocate argues ITS will have a debt/equity ratia below the level
necessary to insulate itself adequately from an scenomic downturn. (Consumer
Advacate Init. Br. 3.) If there Is a general downturn in the econamy or for somne other
reason ITS falls short of meeting its revenue projections, Consumer Advocate
believes ITS may be unable to atiract additionai capital on reasonable terms, which
could adversely affect service quality and ITS's abllity to provide new or additional
services fo its customers. (Tr. 488.)

The Board finds that ITS will start with an equity ratio lower than is typicai for
an lowa utility. A capital structure of this nature has a relatively higher degree of

financlal risk associsted with it, However, a number of factors offsat the concarns

that might otherwise be presented by this situation. First, if ITS is able t¢ achieve its

revenue projections, then the debt/equity ratio will improve each year. (Ex. 20.)

J—

Attachment 1
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Consumer Advocate concedes that the [TS revenue projections appear to be
reasonable. (Tr. 489.) ITS's proposed financial statements wara reviewed by the
RTPC and the underwriters as a part of thelr dus diligahce process and those entities
found the projections to bg fair and reasonable. (Tr. 302-03, 3561-584.) Obviocusly,
none of these financizal entities can guarantee the accuracy of the projectlons, but it
is significant that they are willing to make Investment decisions based upon this
information. |

Second, both INS and Touch America are financially strong companies with
an Interest in protecting their investment In ITS. While neither of these parties has
made a binding or enforceable commitment to protect the financial integrity of ITS, It
is reasonable {0 believe they will be willing to provide TS with additional funds if
necessary, either directly by equity infusion or Indlrectly through = third party, in order
to protect their own interasts. (Tr. 378..)

Finatly, if ITS were to face an unusuafly severa ecanomic downturn, (TS could
reevaluate its planned capital expenditures, possibly postponing the addition of new
services in order to concentrate resources on maintalning the quallty of its existing
services. (Tr. 134.) While this is not a preferred solution, it is one possible means of
preserving existing service quality in the face of possible future economic difficulties.

Overall, the Board eoncludes th'at, if the Board were only lcoking at tne infkiai
financial position of (TS and this specific factor, there would be a serious question
whether ITS will be able to atract capital on reasonable terms if additional capital is
required in the near fulure. However, the Board will also consider TS's financial

projections, which indicate ITS is unlikely to need additional capital in the near future

Attachment 1
Page 7 of 20
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and that [TS’s ¢apltal structure wili improve each year.' Furthermorse, the Board will
not ignore the fact that TS is backed by two' healthy ianstors. When all of these
facts are considerad, the Board canciudes that the ability of ITS to attract capital on
reasonabie terms and its ability to maintain a reasonable capitai structurs is not
unreascnably impaired by the' proposed transaction.

Bacause the Board is relying, in part, on ITS's financial projections, the Beard
will manitor ITS's financlal progress 'by requiring that ITS file with the Board [TS's
year-end balance shest, income statement, and cash flow statement by March 31 of
each yaar for tha next two years, starting In 2001.

SERVICE QUALITY

(TS witnass Mr. Bagley, wha is Chief Executive Officer of both ITS and INS,
testified that ITS intends to apply the telecommunications experence of INS to
establish ITS as an efficient, well-managed company that will offer top quality
telgcommunicatlons services to its customers. (Tr. 83.) ITS is confident of its
technical capability to continue to provide the_ saervices provided by GTE, in part
because ITS will be hiring most of the present GTE employees whe currently
maintain GTE's switching centers and outside plantin lowa. (Tr. 86.) ITS also
intends to hire approximataly 75 ta 100 new empioyees who will be assigned to
customer service, engineering, and other corparate areas. (ld.) The transfer of the
existing GTE employees and the hiring of new ITS employses should give ITS the

technical capability to provide at least the same types of service and the same

quality of service currently provided bg} GTE.
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Ag a part of this docket, the Board conducted its own review of the existing
service quality in GTE's axchanges in lowa. -1t is reasonable to use GTE's past
performance as an indicator of the performance to be expected from [TS, given that
ITS will be using the same employees and squipment to provide the services. GTE'sS
perfarmance comes close to {n_eeting or exceeding all of the service quallty
measurements specified in 198 |AC 22.6. This performance provides a point of
reference for measuring {TS's perf&man:& in the future, and the Board finds no
reason in this record to beileve that iTS will not be able to continue, and even
improve upon, GTE's past performanca.

Apart fram the service quality standards in the Board's rules, the Board is also
aware that, according to the latest information available, approximately 57 of GTE's
exchanges in lowa currently Jack non-toll access to an intemnet service provider {ISF).
(Tr. 242.) (SPs generally da not provide sen_rices that are subject to regulation by the
Board, but the sarvices they provide are closely tied to the availability of adequate
local exchange services. [TS has developed a plan ta offer local-access internet
service in each exchange that currently lacks such service by the end of 2000, so
long as [TS is able to close its transaction with GTE in the second quarter of 2000
(Tr. 206-10) ar, in 'any event, within six months after the change of ownership of the
exchanges. (Tr. 243.) While this is nota regulated service within the Board's
jurisdiction. the Board considers expanded local access to ISPs to be one of the
public benefits of this proposed transaction.

Another potential service issue concerns pending extended area service

(EAS) routes. Pursuant to Board rules, some of GTE's customers in lowa have
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voted for new EAS routes or are otherwise in the process of obtaining new EAS
service. Board rules allow tha lucal exchange carrier up tﬁ two years from the date
of ballot retumn to implement the new EAS routes, Currently, there are six GTE
routas that have heen approved by ballot but not yet implemented, while two mora
EAS petitions are pending. Tku; Board expects ITS to complete all of these pending

EAS proceedings as scheduled.

Overall, the Boerd finde thst the abllity of ITS tn prrvida safa. reasonable. and
adequate service to the public will not be impaired by the proposed transaction.
Howavar, in order to monitor ITS's service quality during the transition peried, the
Board will require that ITS file quarterly reports for two years after closing to show

ITS's compliance with the service standards of 199 IAC 22.86.

WHETHER RATEPAYERS ARE DETRIMENTALLY AFFECTED
- GTE currently operates under prica regulation, rathef than tr;aditionai rate
regulation.' pursuant to lowa Code § 476.97(11). (Tr. 248.) ITS proposes to adopt
GTE's existing price regulation plan, without change. (Tr. 248-49.} (TS does not
have any current plans to make any rate adjusiments with respect to local
telecommunications services. (Tr. 249.) All of ITS's financial projactions are based
upon thg assumption that it will continus to operate under price regu!étion forthe
time periods addressad in those projections.
Consumar Advocate expresses concem that it would be unfair for the

ratepayars in these GTE exchanées ta ever have to pay higher rates just because a

———
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different company owns the assets being used to servé them. (Tr.434) Consumer
Advocate argues that changing to a company using the same assets to provide
service, but earrying higher debt levels, cannot be anytﬁing but a detriment to
customers unless there are tangible customer benefits that equal or excoad the
additional costs. Consumer Advocate does not befieve any such benefits have been
shown in this record. (Consumer Advocate Reply Br. 4.)

Consumer Advocate also takes the pasition that GTE should be required to
make a refund to its customers based upon an analysis of certain depreciation
reserva deficiencies, {Tr. 436.) Consumer Advocafe argues the reserve dsficiencles
were created by predecessor companies to GTE because depreciation expenses
were miscaleulated; Consumer Advocate believes any remaining book balancas
should be written off as {osses at retirement, below the fine, resulting in refunds fo
customers. (Tr. 433-38.)

Applicants respond that resarve daficiencies are created when new
technalogy and unforeseen growth result in assets being replaced eadier than
expected. Neither traditiona! rate-making nor mass asset accounting préctices
require that assets in service that are not recovered during their revenue-praducing

life must be written off as a lass. (Tr. 69.) Applicants object to Consumer Advecate's

proposed refunds.

The Board will not require GTE to make customer refunds based upon the
alleged depreciation reserve deficiencies. The issua Consumer Advocate is raising

goes to the amount of the depreciation expense that should properly have been

included in GTE's rates when GTE was operating under traditional rate regulation.

—_—————
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. The Boaﬁi in reorganization proceedings has conslistently found that rate case
Issues should be considered In future rate case proceedings, if necessary. See /owa
Resaurces Incorparated and Midwest Energy Company, Docket No. SPU-380-5,
"Order Terminating Docket," p. 5 (July 2, 1990). Mara recently, the Board said:

The Board will not decide issues relating to any future
proposed acquisition adjusiment or capltal costs in this

proceeding. These issues are best [sft for argument in a
future rate case or ather appropriate proceeding.

Re: CalEneray Cornpany. Inc., et al., Docket No, SPU-88-8, "Order” (Februgty 17,
1998). The Board is not persuaded to change this long-held view,

A similar analysis will apply to another issue raised by Consumer Advocate
conceming GTE's alleged accumulated deferred Income taxas. Consumer
Advocate argues that GTE has collacted capital contributions from customers based
upon accumulated deferred income taxes which, according to Consumer Advocate,
should be refunded to GTE's customers. (Tr. 435-38.) Again, the Board concludes
that this challenge to GTE's rates, based upon a tradlﬂonallrate making analysis, is
not appropriate for consideration in this proceeding,

Moreaver, the Board notes that both of Consumer Advocate'’s proposed - --
refunds ara based upon old information. Consumer Advocate's withess agreed that,
to the bast of his knowladge, there ara no reserve deficiencies In existence today.
(Tr. 471.) Both proposals were made on the basis of information from the iate .
1980s. (Tr. 472.) The Board finds that any aitempt to make customer refunds
based upon dala rmore than ten years old, and ignoring the fact that GTE is no

longer operating under rate of return regulation in {owa, would be inappropriate.

/——~!_»_,___»__H
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Ths Boal;d will not require that GTE make the refunds proposed by Consumer

Advocate. Instead. the Board finds ratepayers will hot be detrimentally affected by

the proposad sale.

WHETHER THE PUBLIC INTEREST 1S DETRIMENTALLY AFFECTED
Finally, the Board must consider whether the publlc interest will be
detrimentally affected by the propesed reorganization. Applicants assert the
proposed transaction will benefit the public interest, poin{ing out that ITS will be a
local company with a rural focus (Tr. 23-24, 86) and that ITS ﬁill add up to 100 new
lowa employees with an annual payrell of $2.5 to $3 milllon. (Tr. 86, 125-28, |
305-06.) Applicants also point out that [TS will bring local intemet access to each of
the exchanges that currently lacks that service within six months of the ¢losing.
(Tr. 242-43.) Finally, appilcants state that ITS has agreed {o assume and perform
GTE's obligations under existing interconnection agreements with CLECs and will
maintain existing toll routes and points of interconnection uniess changes beneficial
to ITS's customers are identified. (Tr. 42, 209-12, 226-27.)
AT&T argues that, prior 10 approving the proposed sat.e, the Board should
require ITS to provide binding éssurances on each of the following points:
1. \TS's provisioning ~of facliities and routing of traffic will have no negative
effects on customers; |
2. {TS's proposed increased investment will net be funded by captive

ratepayers (i.e., will not be used to increase access charges),

———
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3. ITS's promise to operate under GTE’S pribe cap with a rate freeze is

binding; .
4. ITS will honor all existing GTE interconnection agreements and other

contracts with other telecommunications companles serving custemers in the

lowa exchanges; and

5. ITS will abide by the competitive conditlons of the Telecommunications

Act of 1996.

(AT&T Init. Br. 7-8.}

Consumer Advocate argues that the public interest in competitive local
exchange service is at risk because the talephone companies that are members of
INS, and that therafore indirectly own ITS, will have a reduced incentlve to compste
In these exchanges. (Tr. 111-13, 483.) Consumer Advacate acknbwfedges iTS's
claims tﬁat it will compete (Tr, 87-88, 105-06, 115-16}, but points out that INS is the
majority shareholder in ITS. (Tr. 82, 116.) '

In reply to Caonsumer Advocate's arguments-. Applicants assert there is no
evidence in the recerd to gupport Cons'urr;er Advocata's concems. Instead, the
record establishes that ITS will not be captive to INS's services, but instead will be
abls to shop around far better deais. (Tr, 105-06.) Further, some INS shareholders
ars already operating as CLECs in some of the GTE exchanges (Tr. 112-13, 181),
and there is no evidence to suggest any of those companies have modified their

plans to pursue CLEC opportunities.
In reply to AT&T, applicants point out that ITS has offered to.assume the

existing AT&T-GTE interconnection agreement, even though AT&T does not

/‘—.—\__‘__“__‘__
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currently offer any retail services under the agresment. (Tr. 222-25, 41'0.) ITS has
alsc indicated it has no plans to make any immed!ate modiﬁcaﬂons in tofl rautes and
would only do so if cost-effective for ITS and after review wl;h the affected
customers, including AT&T. (Tr. 226-27.) Further, ITS corrects AT&T's assertion
that ITS will be “freezing” its rét.e's, noting that ITS is praposing io adopt GTE's-pece
plan, which may require rate incraases or decreases based on future inflation levels,

The Board finds that AT&T's ;ﬁmposed conditions are either not directly
related to the propesed transaction or unnecessary. AT&T Is concemed, for
example, that ITS may changa the provision of facilities or rauting of traffic, or that
ITS may attempt to increase its access charges, or that [TS may opt out of price
regulation and seek {0 raise retall rates, but AT&T has not shown that ITS Is any
more likely than GTE to do these things. Furthsr, the applicants have agreed to
honor existing GTE interconnection agreements, including AT&T's. {Tr. 22225,
410.) Finally, ITS is already required to abigde by the requireménts of the
Telecommunications Act of 19986, as well as all other applicaﬁla laws. A binding
assurance that ITS will abey the law will net add anything to this case.

Looking only at ihe issues that have been ralsed under the "public interest”
heading, it appears the applicants have identified sufficient public benefits to offset
the potential public costs identified by Cansumer Advocate. It seems llkely, for

' example, that the INS-member telephone companies will be less likely to compete in
these exchanges if they are owned by TS, but that decrease in one area of potential
competition s offset by the undeniable beneflts associated with the transaction,

including focal ownership by a buyer who is committed to upgrading service quality

—_——
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and [ncreased customer attention from a buyer that does not own any other
properties In other states. Some of these benefits are difficult or impossibla to

quantify, but they ars nonetheless real.

The Board finds that, overall, the public Interest will not be detrimentally

affected by the proposed transaction,

CHANGES TO THE PROPOSAL
The Board is basing its conclusions In this order on the racrganization
proposal submitted to it and the evidence in this record. Any material changes in the
proposed reorganization may change the basis for the conclusions the Board has
reached and may require submission of a revised proposal. Therefore, if there are
| any rnaterial changes to the proposed reorganization prior to closing, applicants will
be required to file a copy of those changes with the Board.. including an analysis of
the impact of the changes. The Board will then determine whether a new proposal

for reorganization must be filed.

CONCLUSION
Based upon the testimony and evidence filed pursuant to lowa Code § 476.77
(1999} and 199 IAC chapter 32, the Board finds the applicants have established the
proposed reorganization is not contrary to the interests of ratepayers and .t!"\e public
interest. The Board also finds {he other statutéry factors are satisfied. Therefore,
the reorganization proposed by applicants will be permitted to take place by

operation of law and this docket will be terminated.

— —m
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OTHER MATTERS

There are thrae other matters the appileants have asked the Board to address
as a part of this reorganization review: transfer of GTE's IntraLATA long distance
and local customers {0 ITS (with a waiver of the Board's anti-slamming rules, if
necessary); designation of ITS as an Eligible Telecommunications Carrier; and
adoption by ITS of GTE's price plan-at the rates in effect on the date the transaction
Is élosed. The Board will address each of these matters in turn.

GTE currently provides IntralATA long distance services to some lowa
customaers, in addition to its local exchange services. As pari of the purchase
agreement, GTE intends to transfor these custamers to (TS. Board rules normally
prohibit making any changes to a customer's prefarred locat or long distance
telephone service provider withaut first obtaining written or recorded verification of
the custemer's consent to the change. See 199 1AC 22.23. GTE and iTS request a
waiver of that.nie to permit the transfer without obtaining ahd verifying the consent
of avery single GTE custamer in lowa, TS further testifies that It intends to serve the
GTE “one-plus” intral ATA customners with no change in ratas, terms, or conditions.
(Tr. 250-51.)

éoard rules permit waiver of any rule if the application of the rule would werk
an undue hardship and if the waiver will serve the underlying purpose of the rule.
198 IAC 1.3. The Board finds that requiring GTE and (TS teo cbtain veﬂﬁed consent
from over 250,000 customers would be an undue hardship, particularfy in light of the

fact that the Board has reviewed the undertying transaction in detail and is alléwing it

——

—_——
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to procead. Moreover, the purpose. behind the Board rule Is to prevent unauthorized
changes in a customer's telecommunications service, a form of fraud known as
“slamming.” The transfer proposed by GTE and ITS is not slamming and is not the
type of change in service that the Board intended to prevent, The Board will waive
199 IAC 22.23 as applied {o the proposed transfer of GTE's intraLATA long distance
and locai exchange customers (o ITS,

GTE is currently designatad as an Efigible Telecommunications Carrier (ETC),
pursuant to 47 U.S.C. § 214(e), in its lowa exchanges. TS requests designation as
an ETC for the same exchanges upon the closa of the transaction. ITS states In Its
testimany that it will satisfy all of the requirements and will offer all af the services
designated for universal gervice support In chapter 39 of the Board's rules. No parly
opposee doeignation of TS as an FTC and the Board will grant ITS's request for that
designation.

Finally, ITS is asking the Board to authorize ITS to continue to operate under
GTE's existing prica plan, pursuant to lowa Code § 476.97(11). (TS statgs it will
accept and adopt ail the obligations, requirements, and rates provided by the plan
and seeks to malntain thé existing GTE rates as of the tima of clasing. (Tr. 248-48.)
No party has objected to ITS's assumption of the GTE price plan, and the Board will
authorize ITS to continue to operate pursuant to that plan, baglnning with the GTE

prices in sffect as of the date of closing.

~

’_—R__A_____‘_____-
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ORDERING CLAUSES

IT IS THEREFORE ORDERED: ' |

1. Docket No. SPU-98-29 is terminated. The joint application for
reorganization filed by GTR Midwast Incorporated and lowa Telecommunications
Services, Inc., on October 20 1888, is not disapproved.

2.  Applicants shall promptly file with the Board any material changes to
the propased reorganization that may cecur. up to the time of clesing. The filing shall -
Include an analysis of the impact of any changes. Any élosing shall be .delayed bya
minimum of five business days to permit the Board and the parlfas to this proceeding
an opportunity to ;evaluate ths potential Impact of the change,

3.  ITSisdiracted to file with the Board (TS's year-end baiance sheet,
income statement, and cash flow statement by March 31 of each year for the next
two years, starting in 2001, [TS shali also flle with the Board a quarterly report
shawing ITS's performance with respect to the service staﬁdards of 199 IAC 22.6 for
the two year period following the date of closing of the proposed transaction.

4.  The Board's anti-siamming rule, 193 IAC 22,23, is waived to the extent
described in the bady of this order.

5. Pursuant to 189 IAC 39, ITS's request that it be designated an Eligible
Telecommunications Carrier for purpbses of 47 U.S.C. § 214{e) is granted.

8  ITS will be permitted to adopt GTE's existing price reguiatian plan,
pursuant to lowa Code § 478.97(11), beginning with the GTE prices in sffect as of

the date of closing.

-
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T. Motions and cbjections not praviously grahted or sustained are denied
or cverruled. Any argument not specifically addressed in this order is rejected either

as not supported by the svidence or as not being of sufficient persuasiveness to

warrant cotnment.
UTILITIES BOARD
{s{ Allan T. Thoms
ATTEST:
/s Raymand K. Vawter, Jr. ' Ja) Dizne Muges
Exacutive Secretary '

Dated at Des Moines, lowa, this 13 day of April, 2000.
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