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1C97-067

June S, 1997

Overnight
10N Park Ave

PO, Oeaweer 200
Winter Park, FL

IT750200
Mr William Bullard, Jr RECEIVED

Executive Durector

Tel 4077408575 04 1397
; i3 1 South Dakota Public JUN 139
o TN Utlhiies Commission SOUTH DAKGTA PUBLIC
00 East Capitol UTILITIES COMMISSION
Pierre, South Dakota 57501
Re Application of LCI International Telecom Corp for an Amended Ceruficate
of Authonity to Provide Local Exchange Service
Dear Mr Bullard
Enclosed please find the original and ten copies of the above-referenced apphcation

of LCI Internatonal Telecom Corp
A check in the amount of $250 application filing fee 15 included wath this letter

Please acknowledge receipt of this filing by returming a date-stamped copy of this
letter in the envelope provided Should you or vour staff have any additional
questions, please contact me at (407) 740-£575  Thank vou

L}

Sincerely

Conme Wighiman

Consultant to LCI Intemational Telecom Corp
J

(&S Pam Melton

File LCI - 5D Local

T™MS SDLO9700 1ms




1C97-067

BEFORE THE SOUTH DAKOTA PUBLIC UTILITIES COMMISSION

IN THE MATTER OF THE APPLICATION
OF LCI INTERNATIONAL TELECOM CORP
FOR AN AMENDED CERTIFICATE OF
AUTHORITY TO PROVIDE LOCAL
EXCHANGE SERVICE

DOCKET NO.

-

Pursuant to S.D.CL. Sections 49-31.3, and Section 253 of the federal
Telecommunications Act of 1996' (*Act™), LCI International Telecom Corp. (*LCI") respectfully
requests that the Public Service Commission (*Commission”™) amend LCI's Centificate of Public
Convenience and Necessity 1o include authority 1o provide local exchange telecommunications

services in the State of South Dakota

In support of its Application, LCI submits the following:

I. Introduction

B LCl is requesting authority to provide basic local exchange services to both

residence and business customers throughout South Dakota, The services that LCI imends to ofTer

will be an adjunct to the intrastate interexchange services that LCI currently provides statewide
Initially, LCI plans to offer service through resale armangements with incumbent local exchange
camiers (“LECs”). As market conditions warrant, LCl may engage .n the construction or
acquisition of facilities to be used in the provision of local exchange services, thereby operating
as both a reseller and facilities based provider of local exchange service. Should its Application
be granted, LCI plans to commence offering service immediately upon the establishment of the

appropriate and necessary resale arrangements with the incumbent LECs

Telecommunications Act of 1996, 47 U.S.C. § 253 {1996)
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2 Approval of this Application will promote the public interest by increasing the

level of competiion in the South Dakota telecommunications market  Ulumately, competition

will compel all exchange telecommumcations service providers to operate more efficiemly and

pass the resultant ¢ st savings on to consumers  In additon, as a result of competition, the

overall quality of local exchange service in the state will improve

11, APPLICATION FOR AMENDED CERTIFICATE OF ALTHORITY

In support of its apphication for an amended ceruficate of authonity LCI provides the

following information

Name, address and telephone number

LCI International Telecom Corp
K180 Greensboro Dnive
McLean, Virgima 221002

‘TU‘} 4R 1!?

State of incorporation, date of incorporation , certificate of incorporation
LCI was first incorporated in Delaware on December 7. 1983 under the name Litel, Inc
The name was changed to LCI International Telecom Corp. on May 4, 1994 See Exhibits

Aand B

Location of its principal office in-state, and name and address of registered ageni
CT Corporation System
119 South Cuteau

Pierre, SD 57501

South Dakiz Local Applicavon of

LT Internatomal Teleoomn Corp
Y

page 2




A

Names and address of any corporation, ete. holding 20% or greater ownership or

management interest in LCIL, and if so, amount and character of that interest

LCI 15 a whoelly owned subsidiary of LCI Intermational, Inc

Names and address of subsidiaries owned or controlled by the applicant

None

Specific description of the telecommunications services LCI intends to offer

Services in South Dakota will include, but are not limited to, local exchange «=rvice and

other telecommunications services provided to business and residential consumers

Means by which LCI will provide its servies, including the type and quantity of
equipment to be used in the operation, the capacity, and the expected wse of the
equipment

As a provider of local exchange service, LCI intends to operate initially as a reseller.
Therefore, LCI's local traffic will be routed entirely over the networks of the underlying
incumbent LECs. LCI expects to offer a broad variety of local exchange services 1o both
business and residential customers in South Dakota. LCI's lineof services will be

comparable to that currently offered by the incumbent LEC.

South Dakota Local Application of
LCI International Telecom Comp

page 3




Geographic areas in which the services will be offered, including a map describing

the service area

LCl intends to provide local exchange services throughout the state. The territories will

depend on successful negotiations with local exchange carriers. See Exhibit G.

Cuarrent flinancial statements

See Exhibits C and D

Annual report

See Exhibit (

Report to storkholders

See Exhibit C

Tariflf with the terms and conditions of service

See Lambit H

South Dakota Local Application of
LCT Imernational Telecom Corp.

page 4
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Names and addresses of LCI's representatives to whom all inquiries should be made
regarding complaints and regulatory matters and description of how the applicant

handles customer billings and customer service matiers,

Regulatory Contact: Contact Regarding this Application:
Ms. Pamela Melton Connic Wightman

Regulatory Attormey Consultant 10 LCI

LCI Intermational Telecom Corp Technologies Management, Inc.
8180 Greensboro Drive 210 Park Avenue North

Suite 800 P.O. Drawer 200

Mclean, Virginia 22102 Winter Park. Flonda 12789
Telephone (703) 6104836 Felephone {407) 740-8575
Facsimile (703) 8482404 Facsimile {407) 740-0613

LCI customer service representatives are available to assist customers 24 hours per day,
seven days per week. LCI maintains scparate customer service organizations for its
residential and business customers. Residential customers can contact LCI Customer
Services by calling (800) 860-2255; business customers may call (R800) 860-1020. These
toll free numbers are printed on customers” monthly billing statements. Altemnatively,
customers wishing to communicate with an L.CI customer service representative in writing

may send written correspondence to LCI m

LCI International Telecom Corp
ATTN: Customer Services
4650 Lakehurst Coun
Dublin, OH 423017

South Dakota Local Application of
LCH International Telecom Corp

page §




14.  List of states in which LCI is registered or certified to do business and if applicable,

the states in which LCI has been denied registration and the reasons for the denial

LCI s registered or centificated to do business in all 50 states. LCI has received
affirmative authonty to provide imterexchange service in 49 states. L.CI has received
3

authority to provide local exchange service in 23 states and currently offenng local

service :n several states. No applications have been denied.
15.  Description of how LCI intends to market its services, qualifications of its marketing
sales personnel, its target market, whether the applicant engages in any multilevel

marketing, and copies of any company brochures used to assist in the sale of

services.

See Exhibi |

I1l. Financial, Technical and Managerial Qualifications

LCI is a non-domirant international telecommunications company that has been providing
voice and data communicalions services 1o both business and residential customers since 1984
LCI is headguartered in McLean, Virginia. s Network Control Center is located in Dublin,
Ohio.  Primary customer service facilities are located in Dublin, Ohio and Greenville, Sovth
Carolina. In addition, LCI maintains operationai facilities and sales offices in more than 50

locations nationwide

Pursuan! 1o authoaty granted by the Federal Communications Commassion (“FCC™), LCI
currently originates interstate and international traffic i all 50 states. [t has obtained authority

to provide intrastate interexchange service in 49 states. In 1995, LCI began its entry into the

Somith Dakota Local Applic ation of
LC1 internatiozal Telecom Corp

page 6




local exchange market. Thus far, LCI has obtained local service authonity in 23 states and the

District of Columbia® and 1s currently providing local service to customers in several states

LCT 15 a cenified interexchange carmer in South Dakota and has been providing intrastate
interexchange service in the state since 1993, This Commission has previously found that LCI
has the financial, technical and managenal resources and capabilities to provide intrastate

interexchange services. By this Application, LCI seeks to augment its current line of services

by offering local exchange service to South Dakota consumers. As demonstrated below, LCl is

fully qualified to provide this service in South Dakota

IHLA. Financial Qualifications

LCT is not only among the nation’s largest interexchange carmiers. but it is also one of the
fastest growing in the industry.  As 2 result of this growth, LCI's 1996 growth rate was nearly
eight times the industry average. In 1996, LCI's gross operating revenue exceeded $1 billion,
an increase of 64 percent. For the years 1995, 1994 and 1993, LCI's revenue grew am 45, 36 and
3l percent, respectively. This increase in revenucs has resulted poimanly from strong minutes of
use (“MOL™) growth in ali market segments (ic., business and residential, international and

domestic). For 1996, LCI's MOL increased by 68 percent 1o 8.2 billion

In addition 1o generating higher revenues, LI has effectively controlled costs. L.CI has
undertaken several sirategies to manage its cost (o provide service. These measures include: (1)

the installation of additional switching centers to assist in the management [ volume growth and

LCT currently has local service applicatons pending in 2 number of other stanes

: LCY International Telecom Corp,, formerly known as Litel Telecommumcanons Corporation db'a LCI
International, has been granted intrastate interexchange operating authority by the Commission.  |n the Mavier of
the Applicatiog of Litel Telecommunications Corporation, d b'a LC] Isterantional, for 3 Cemificate of Agthority to
Operate 3 3 Reselier of Telopomme cations Servies within the Stale of South Dakoty,, Docker No. TC93-085,
Order Graming Centificate of Authority, July 15, 1993

South Dakota Local Application of
LC] International Telecom Corp
page 7




reduce off-network costs; (2) the consolidation of carrier service contracts to achieve cost
economies; and (3) the purchase of a fiber optic route that, when completed in the fourth quarner

of 1997, will span the western United States

LCI strictly monitors its other expenses as well. Due to effective cost controls, LCI's
selling, general and administrative expenses as a percentage of gross revenues (“SG&EA
Percentage™) continues to be below that of the industry’s “First Tier” carniers, AT&T, MCI and
Sprint.' Its ability to maintain a low SG&A Percentage clearly demonstrates LCI's operating

efficiency

As a result of the foregoing, as well as effective capital management measures, LCI has
achieved strong nel income growth. Morcover, it expects o maintain this growth. Thus, LCI
asserts that it has the financial resources necessary to operale as a competitive local service

provider in South Dakota,

LB, Managerial Qualifications

As ilustrated in Exhibit F 10 this Application, the members of LCI's senior management
team have extensive experience in the telecommunications industry. The significant success of
LC! clearly indicates that these executives have both highly effective management skills and
considerable telecommunications expertise.  Conseguently, LCI's managers have been able 1o
implement a number of innovalive measures o meetl consumer needs. For example, LCI created

its. “Simple, Fair & Inexpensive™ (“SFI™) line of services in response 1o strong consumer

‘i 19, LCICs SG&A Percentage was 12,1 percent while the SG&A Percentages of ATET, MCI and
Spriot ranged from 25.4 percent w 27.9 percent. For 1995, LCINs SG&A Percentage was 22.3 percent while the
range for ATAT, MC! and Sprine was 25 ) percent to 27.1 percent.  For 1996, LC1's SG&A Percentage was 23.0
pereent, industry analysts projgect that SG&A Percentages for ATET, MCI and Sprint will range from 23,5 percent
10 19.9 percent for this period.  Merrill Lynch & Co . Telecom Services - Long Distance, Third Quarier Review

iNovember, |9G)

South Dakota Local Application of
LCI International Telecom Corp

page &
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preference for services that are more economical and not subject to standard industry restrictions

In conjunction with innovative and effective financial and operational measures, crealive
marketing initiatives such as SFI have resulted in substantial revenue growth and industry leading
financial performance, The significant success of LCI is clear evidence that it possesses the

managerial qualifications required to provide local service in South Dakota

HNILC. Technical Qualifications

LCI's services will satisfv the minimum standards established by the Commission. The
Company will file and maintain tariffs in the same manner and form as required of incumbent
local exchange telecommunications companies with which LC| seeks to compete. LCI will meet
the minimum basis local standards, including quality of service and billing standards required of
all LECs regulated by the Commission. In its successful provision of long distance services, LCI
has demonstrated that it possesses the technical capability to provide local exchange service. LCI
currently offers a wide range of interexchange services to both business and residential consumers
throughout South Dakota. LCI has been providing consistently high quality service to the state’s

consumers since 1993

l

Customers wsing LC1's 5F1 line of services are not subject 1o the restrictions that are typically associated
with the services of other iclecommunications carriers.  SF1 services arc based upon simplified rate structures that
vary only by time of day. These services are “postalized,” ie., they are not subject w0 restrictions based upon
distance. Additionally, they are not subject to minimum of mavimum usage levels or other restricions such as
“calling circles ® Thus. consumers are afforded greater fexibility in using their lelecommunications services
Furthermore, because of SFI's simplified raie structure, bills are casier for consumers to nderstand.  Moreover,
not only are SFI1's rates highly competitive, but SF1 services are made even more ecopom. al for consumers since
these services are oot "rounded up” to the next full minute.  Ali of the industry’s largest carmers generally “round
up™ increments of calling time 10 the next full minute, i.e., a customzr pays for a full munute of usage where the
duration of a call is between one and 59 seconds. Consequently. under this method, when a customer makes a call
that is one minute and one second in length, that customer is charged for two full minutes of calling. SFI calls are
not “rounded™ in this manner; instead, an SF1 cal! is billed hased upon six second increments. Thus, a call that is
one minsie and one second in duration is treated as being one minute and six seconds in doration. The charges that
SFI customers pay. therefore. 1s much closer 10 their actual usage. (LC1 estimates that the practice of full minute
*rounding™ costs residential consumers in excess of $2 billion per year.)

South Dakota Local Application of
LCI International Telecom Corp

page 9




LCI is both a facilities based provider and a reseller of telecommunications services. LCI
owns a digital fiber optic network that spans the midwestern United States.” In addition, LCI
owns switches and maintains Point of Presence sites ("POPs™) located throughout the United
States. Currently, LC' has agreements with other interexchange carriers for the provision of call
handling functions in areas where LCI does not have facilities. LCI leases DS-0, DS-1 and DS-3
capacity that onginates from LCEs switch sites and POPs and extends to locations across the
nation. LCI currently utilizes the factlities of these carriers 1o provide interstate and intrastale

services in South Dakota.

LCI’s interexchange network i1s entirely digital. LCI currently meets or exceeds all federal
guidelines regarding service quality. Nevertheless, LCI is improving its service quality through
its deployment of Signaling System 7 (*S577) across the United States. It is anticipated that this
deployment will be more than 90 percent complete by the second quarter of 1997, S57 affords

customers several benefits, including more rapid call setup.’

Moreover, as a provider of local exchange service, LCI intends 1o operate initially as a
reseller. Therefore, LCI's local traffic will be routed entirely over the networks of the underlving
incumbent LECs. Consequently, the quality of service that LCI's local exchange customers

receive will be at least equivalent to that provided by these LECs.

As the foregoinz illustrates, LCI possesses considerable telecommunications expertive,

acquired by providing to consumers, for well over a decade, a wide range of high quality voice

LCT will be sabstantially expanding its fiber oplic network dunng the next vear. LCI s purchasing a fiber
optic network route between Chicago, Nlinots and Los Angeles, California,  Construction of this route will be
completed in mid-1997. In addition, LCI s negotiating 1o purchase fiber optic roules in the southern and
northeastern regions of the Unsted Stales. Comstnuction of these joules will be completed in the fourth quarter of
1997, This expansion of LCIs fiber optic network will suppon LCT's rapidly increasing traffic volume during the
neat decade, reduce ils operating coats and broaden s service capabilities

Where 557 has been deployed, interexchange calls are connecting within two o five seconds after dialing
is completed

South Dakota Local Application of
LCI International Telecom Corp
page 10




and data services. Thus, LCI is certainly technically qualified to provide local exchange service

in South Dakota.

IV, Waivers and Regulatory Compliance

LCI requesis that the Commission grant it & waiver of those regulatory requirements
inapplicable to competitive local service providers such as L.C1. Such rules are not appropriate
or necessary for competitive providers and constitute an economic barrier to entry into the local

exchange market.

Conclusion

This Application demonstrates that LCI possesses the technical, linancial and managerial

resources to provide local exchange service in South Dakota. Furthermore, granting this

Application will promote the public interest by increasing the level of competition in the state’s

telecommunications market. Ultimately, competition will compel all exchange telecommunications
service providers to operate more cfficiently and pass the resultant cost savings on to consumers.

In addition, as a result of competition, the overall quality of local exchange service will improve.

South Dakota Local Application of
LCI Internatioral Telecom Corp

page 11




Wherefore, LCI respectfully requests that the Commission:

. grant L.Cl authority to operate as a provider of residential and commercial basic local
exchange telecommunications services in the State of South Dakoeta;

2 grant the waive.s requested in this Application; and

3 grant such other relief as it deems necessary and appropriate.

LCI International Telecom Corp.

]
f

i/

./ / i{ [
[ (A {:._\-.?_"___'_'_'.;_ —
l'.ﬁhcla Melton, Rcbu_f.;mrg Attorney
LCI International Telecom Corp.
8180 Greensboro Drive, Suite 800
McLean, VA 22102
(703) 610-48%6

South Dakota Local Application of
LCI International Telecom Corp.
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LCI International Telecom Corp.

Exhibit A

Certificate of Incorporation with the Secretary of State for the State of Dela vare




State of Delaware

Office of the Secretary of State

I, WILLIAM T. QUILLEN, _SI-CRIT.\.'H! OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE RESTATED CERTIFICATE OF "LCI INTERNATIONAL TELECOM
CORP.", FILED IN THIS OFFICE ON THE THIRTEENTH DAY OF MAY, A.D.
1994, AT 10 O'CLOCK A.M.

A CERTIFIED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO

THE NEW CASTLE COUNTY RECORDER OF DEEDS FOR RECORDING.

00,77 2. 44...

Williae T, Quillen, Secretary of State

2022848 8100 AUTHENTICATION 7119553

944085397 DATE 05-20-94
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State of Delaware

Office of the Secretary of State

I, WILLIAM T. QUILLEN, SECRETARY OF STATE OF THE STATE OP
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE RESTATED CERTIFICATE OF "LCI INTERNATIONAL TELECOM
CORP.", FILEL IN THIS OPFICE ON THE THIRTEENTH DAY OF MAY, A.D.
1994, AT 10 O'CLOCK A.M.

A CERTIFIED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO

THE NEW CASTLE COUNTY RECORDER OF DEEDS FOR RECORDING.

o071 2. 44

William T. Quillen, Secretary of State

2022848 8100 AUTHENTICATION 7119553

944085397 DATE 05-20-94



RESTATED CERTIFICATE OF INCORPORATION
OoF
LCI INTERNATIONAL TELECOM CORP.

LCI International Telecom Corp., a corporation organized

and existing under and by virtue of the General Corporation Law of
the State of Delaware, hereby certifies as follows:

LCI International Telecom Corp. was incorporated by the

filing of an original Certificate of Incorporation with the Office
of the Secretary of State of Delaware on December 7, 1983, which
was recorded in the office of the Recorder for New Castle County,

State of Delaware, on December 7, 1983, The corporation was

originally incorporated under the name: Litel, Inc.

Pursuant to Sections 242 and 245 of the General

Corporation Law of the State of Delaware, this Restated Certificate
of Incorporation integrates and further amends the provisions of

the Corporation’'s Certificate of Incorporatic: as heretofore

amended or

supplemented. The text of the Certificate of
Incorporation as heretofore amended and supplemented is hereby and
further amended to read in its entirety as follows:

1. The name of the corporation (the "Corperation”) is:
LCI International Telecom Corp.

2. The address of its registered office in the State of
Delaware is Corporation Trust Center, 1209 Orange Street in the
City of Wilmington, County of New Castle, Delaware 19801. The name
of its registered agent at such address is The Corporation Trust

Company .

4331 .8mm



J. The nature of the business or purposes to be

conducted or promoted is to engage in any lawful act or activity

for which corporations may. be organized under the General

Corporation Law of Delaware.

4. The total number of shares of stock which the
Corporation shall have authority to issue is One Thousand (1,000)
all of such shares shall be without par value.

5. The Board of Directors is authorized to make, alter
or repeal the by-laws of the corporation. Election of directors
need not be by ballot.

6. The Chairman of the Board of Directors may have a
second and casting vote in certain matters in accordance with the
provision set forth in the By-laws.

7 A The Corporation reserves the right to amend, alcer,
change or repeal any provision contained in this Certificate of
Incorporation upon the vote of not less then two-thirds (2/3) of
all the shares entitled to vote thereon, and all rights conferred
upon stockholders herein are granted subject to this reservacion.

8. {(a) The Corporation shall indemnify to the fullest
extent permitted under and in accordance with the laws of the State
of Delaware any person who was or is a party or is threatened to be
made a party to any threatensd, pending or completed action, suit
or proceeding, whether civil., c:iminal, adminiscrative or
investigactive by reason of the fact that he is or was a director,
officer, employee or agent of the Corporation, or is or was serving
At the request of cthe Corporation as a director, officer, trustee,

employee or agent of or in any other capacicy with another




corporation, partnership, joint venture, trust or other enterprise,
against expenses (including attorneys’ fees), judgments, fines and
amounts paid in settlementc actually and reasonably incurred by him
in connection with such action, suit or proceeding if he acted in
good faith and in a manner he reasonably believed to be in or not
opposed to the best interests of the Corporation, and, with respect
to any criminal action or proceeding, had no reascnable cause to
believe his conduct was unlawful.

{(b) Bxpenses incurred in defending a civil or criminal
action, suit or proceeding shall (in the case of any action, suit
or proceeding against a director of the Corporation) or may (in the
case of any action, suit or proceeding against an officer, trustee,
employee or agent) be paid by the Corporation in advance of the
final disposition of such action, suit or proceeding as authorized

by the Board upon receipt of an undertaking by or on behalf of the

indemnified person to repay such amount if it shall ultimately be

determined that he is not entictled to be indemnified by the
Corporation as authorized in this Article.

{c)] The indemnification and other rights set forth in
this paragraph shall mnot be exclusive of any provisions with
respect thereto in the By-Laws or any other contract or agreement
between the Corporation and any officer, direct.:r, employee or
agent of the Corporation.

(d) Neither the amendment nor repeal of this Article 8,
paragraph (a), (b) or (c), nor the adoption of any provision of
this Restated Certificate of Incorporation inconsistent with

Article 8, paragraph .a), (b) or (c), shall eliminate or reduce the




effect of this Article 8, paragraphs (a), (b} and (c), in respect
of any matter occurring before such amendment, repeal or adopticn
of an inconsistent provision or in respect of any cause of action,
suit or claim relating to any such matter which would have given
rise to a right of indemnification or right to receive expenses
pursuant to this Article 8, paragraphs (a), (b) or (ec), if such
provision had not been so amended or repealed or if a provision
inconsistant therewith had not been so adopted.

(e} No director shall be personally liable to the
Corporation or any stockholder for monetary damages for breach of
fiduciary duty as a director, except for any matter in respect of
which such director (a) shall be liable under Section 174 of the
General Corporation Law of the State of Delaware or any amendment
thereto or successor provision thereto, or (b) shall be liable by
reason that, in addition to any and all other requirements for

liabilicy, he:

{i) shall have breached his duty of loyalty tc the
Corporation or its stockholders;

{(ii) shall not have acted in good faith or, in failing to
act, shall not have acted in good faith;

(iii) shall have acted in a manner involving intentional
misconduct or a knowing violation of law or, in failing
to act, shall have acted in a manner involving
intentional misconduct or a knowing violation of law; or

(iv) shall have derived an improper personal benefit.

If the General Corporation Law of the State of Delaware
is amended after the date hereof to authorize corporate action
further eliminating or 1limiting the personal liability of

directors, then the liability of a director of the Corporation

43ll. wEm .‘




shall be eliminated or limited to the fullest extent permitted by

the General Corporation Law of the State of Delaware, as 8o

amended. .

IN WITNESS WHEREOF, LCI International Telecom Corp. has
caused its corporate seal to be hereunto affixed and this Restated
Certificate of Incorporation to be signed by its Chairman and Chief
Executive Officer, and attested by its Assistant Secretary this

__beh day of May, 1994.

LCI INTERNATIONAL TELECOM CORP.

cﬁier Executive

ATTESTED:

By:

James D. ger
hasista% Secretary




LCI International Telecom Corp.

Exhibit B

LCI's Centificate of Authority 1o Transact Business in the State of South Dakota
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OFFICE OF THE SECRETARY OF STATE

AMENDED CERTIFICATE OF AUTHORITY

I, JOYCE HAZELTINE, Secretary of State of the
State of South Dakota, hereby certify that duplicate
of the Application for an Amended Certificate of
Authority of LITEL TELECOMMUNICATIONS CORPORATION
(DE) to transact business in this state duly signed
and verified pursuant to the provisions of the South
Dakota Corporation Acts, have been received in this
office and are found to conform to law.

ACCORDINGLY and by virtue of the authority
vested in me by law, I hereby lssue this Amended
Certificate of Authority and attach hereto 1
duplicate of the application to transact biLiliness in
this state under the name of LCI INTERMNATIONAL
TELECOM CORP.

IN TESTIMONY WHEREOF, I have
hereunto set sy hand and
affixed the Great Seal of the
State of South Dakota, at

Pierre, the Capital, this
Jan y 12, 1994;//f
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STATE OF SOUTH DAKOTA

Secretary of State
@ertificate ®f Authority

I, JOYCE HAZELTINE, Secretary of State of the State of Soutu Dakota, bereby
_LITEL . TELECOMMUNICATIONS CORPORATION (DE) -
for a Certificate of Authority to transact business in this State, duly signed and venified,
pursuant to the provisions of the South Dakota Business Corporation Act, have been received
n ths office and are found to conform to law.
ACCORDINGLY and by virtue of the authority vested in me by law, | bereby issued
this Certihicate of Autbonty to.

) LITEL TELFCD"NUHICATID‘*IS CORPORATION

to transact business in this State under the name of
. LITEL TELECOMMUNICATIONS CORPORATION .

and attach hereto a duplicate of the Application for such Certificate.

IN TESTIMONY WHEREOF, | have bereunto
set my hand and affixed the Great Seal of the
State of South Dakota, at Pierre, the Capital
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
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{Mark One)
[KI Quarterly report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the quarterly period ended _September 30, 1996
or
[ ] Transition report pursuant to Section 13 or 15(d) of the Secunties Exchange Act of 1934

wLeas

For the transition period from = _ o =

Commission file number_0-21602

LCI INTERNATIONAL, INC.

(Exact name of registrant as specified in its charter)

Delaware 2 —3340800

{State or other junsdiction of {L.LR.S. Employer Identification No.)
lﬂ-'“li"lﬂuim o or RL'II-'J.IH L] ]

——
»

8180 Greensboro Drive, Suite 800
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i Address of principal executive offices) (Zip Code)

(703) 4420220
{Registrant’s telephone number, including arca code)

—— ——— —

{Former name, former address and former fiscal year, if changed since last repon

Indicate by check murk whether the registrant (1) has filed all reports required io be filed by
Section 13 or 15(¢) of the Secunties Exchange Act of 1934 during the preceding 12 months (or
for such shorter period that the registrant was required 10 file such reports), and (2) has been

subject to such filing requirements for the past 90 days Yes X No_

As of October 31. 1996, there were 77,250,249 shares of LCI Imernational, Inc. Common
Stock (par value $.01 per share) outstanding
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Financial Statements

LCLINTERNATIONAL, INC,

(Unaudited )
{tn thousands, except for per share amounis)

For the Three Months For the Nine Months
Indrd 'lu:p_h:l_n"&_-r_‘li " Ended September 30,

1996 1995 1995

REVENUES $289.195 $172.992 $809.173 §469.207
Cost of services Y 101,203 472,528 C __27(‘-,1!&
GROSS MARGIN 122.620 3i6 4! 192,355
Selling. general and adminustrative expenses 67,66 38,91 5, 10:3 065

Depreciation and amortization 16,345 : : 31,144

OPERATING INCOME IR.610 655 A5 57.146

Interest and other expense, net 7.746 - . 11.578

INCOME BEFORE INCOME TAXES 30,864 ] 5 45,564

Income tax expense 10,802 4, = ! 10,936

NET INCOME 200,062 3.7 53, 34,632

Preferred dividends ] 513 A 4311

INCOME ON COMMON STOCK $ 19,549 $ 11,638 550,198 § 30.321

PER SHARE DATA

Income Per Share $ 023 S 0.61

Weighted Average Number of Common Shares 87.645 : 87472

The accompanying notes are an integral part of these statements




LCLINTERNATIONAL, INC.
CONDENSED CONSOL IDATED BALANCE SHEETS

fin thowusands)

December 31,
1995

B

September 30
1946

\SSETS
tunaudited)

CURRENT ASSETS
sccounts recevable, net 4% RB53 161,640
x assels, nel 12,206 23,121
T 800 10,120
9 685 9 451

Trade
Current deferred ta

Prepaids and other

Other accounts and noles receivable, net
204,332

Total current assels

PLANT AND EQUIPMENT

Fiber Optic network 94,532 357.294

General office equipment and building leasc 124,316 90,306

Less - Accumulated depreciation and amortraton (196.927) (181.487)
321,921 266,613

PROPERTY.

35334

57.687

Plant under construction

379, KO8 101,947

Tetal property, plant and equipment, !
OTHER ASSETS

1 344, 245,600

5,112 21 480

Excess ol cosl over

(Other, nel

net assets acquired, ne

Total other assels

§ HUT. U4

Total Asscts

{Continued on next page:
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!.L(,‘J-L‘HE.EEMJL&L\L&L.M_-
CONDENSED CONSOLIDATED BALANCE SHEETS
(Continued)

{in thousands)

September 30,

LIABILITIES AND SHAREOWNERS' EQUIT Y 1996

December 31,
1995

funaudited)
CURRENT LIABILITI! 5

Accounts payable $ 13407
Facility costs accrued and payable 117,645
Accrued expenses and other 58,742

$ 39,168
66,688
21,997

Total current liabilities 189,794

127,853

LONG-TERM DEBT 257,000

260,700

CAPITAL LEASE OBLIGATIONS 15,221

14,160

OTHER LIABILITIES AND DEFERRED CREDITS 33,330

25,868

COMMITMENTS AND CONTINGENCIES

SHAREOWNERS' EQUITY:
Preferred stock - Authorized 15,000 shares, Issued and
Outstanding 4,578, | shares at December 31, 1995
Common stock - Authorized 300,000 shares,

Issued and Outstanding 77,167 shares ar September 30, 1996
and Authorized 100,000 shares,

Issued and Outstanding v4,434 shares ar December 31, 1995 172
Paid-in capital 422 867

Retained deficit (19,050
e TN

Total shareowners' equity 404,589

114,453

644
298,929
(69,248)

344,778

T'otal Liabilities and Shareowners’ Equiry 5 897,034

§ 773,359

The ALCOMpanying notes are an titegral part of these statements




LCLINTERNATIONAL, INC,
CONDENSED CONSOIL |||\Ii D STATEMENT OF SHAREOWNERS™

FOR THE NINE MONTHS ENDED SEPTEMBER 30

{Unaudited)

EQUITY

i} 996

ferr thowesands)

Retaned
Deficit

Commion Pad-
Stk In Capital

Preterred
Stock Total

BALANCE AT DECEMBER $114.453 S 64 $298.929 $(69,248) 5344778

Emplovee stock purchases

Exercise of

PLONS Wartants

and related 1ax benelits

4,445

5,160

4,448

5,165

Conversion/tedemnption of preferred stock 1114,453) 120 114,333

el Income 53,006 53,006

Preferred dividends

1} B08)

(2,808}

BALANCE AT SEPTEMBER 30, 1996 22.867 S(19,050) S$404.589

The accompanying nole 1 integral part of these statements
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JENSED CONSOLIDATED STATEME NTS OF CASH FLOWS
(Unaudited)
fen thowusands)

For the Nine Months
_____Ended September 30,
|Wf_r 1995

OPERATING AC TIVITIES
Net cash provided by Operating activities

§ 238 900 $ 19354
—_— ——

INVESTING ACTIVITIES
Capital expenditures (105,834) (54,068)
Payments for acquisitions and other __(118,142) (78.383)

Net cash used in INVESNNg activities (223,976) (132,451)

FINANCING ACTIVITIES:

Net debt {payments) borrowings (18,695) 114,665

Preferred dividend payments (2,808) (4.311)

Proceeds from employee stock plans and warrants 6,579 2,743

Net cash (used in) provided by fin;mcmg activities (14,924) 113,097

Net increase in cash and cash equivalents

CASH AND CcASH EQUIVALENTS AT THE
BEGINNING OF THE PERIOD

CASH AND CASH EQUIVALENTS AT THE
END OF THE PERIOD

The dccompanying notes are an integral part of these statements




LOLINTERNATIONAL, INC,
NOTES TO INTERIM _CONDENSED CONSOLIDATED
FINANCIAL STATEMENTS

(Unaudited)

(1) GENERAL

[he results of operations lor the mternim penods shown are not necessanly indicative of
results to be expected for the fiscal vear. In the opamon of management, the mformation contained
heremn reflects all adjustments pecessary 1o make the results of operanons for the intenm perods a
fair presentation for the 1 \ ember 30, 1996 and 1995, All such

adijustrments are of a normal recurring nature
(2) BUSINESS ORGANSIZATION AND PURPOSE

The financial statements presented herein include the condensed consoldated statements of
operations of LCT Intermanonal, Inc.. a Delaware corporation, and its subsidianies (collecuvely LCI
or the Company), for the three and nine momth periods ended September 30, 1996 and 1995, the
condensed consolidated balance sheets as of September 30, 1996 and December 31, 1995, the
condensed consohdated statement of sharcowners” equity for the nine months ended Seprember 30,
1996, and the condensed consolidated statement of cash flows for the mine month periods ended
September 30, 1996 and 1995

L.CI 15 a facihities - based telecommumcabions carner that provides a broad range of domesic
and international telecommumications service offerings in all market segments: commercial,
wholesale and residential/small business. The Company serves its customers primarily through

owned and leased digital fiber opuc facilities
(3 _ACCOUNTING POLICIES

Note 2 of the Notes to Consolidated Financial Statements in LCU's 1995 Annual Report

summarizes the Company ‘s sigmificant accounting polices

Principles of Consol farion. The accompanyving Condensed Consolidated Financial
Statements | Unaudited) include the accounts of LCL and its whollv-owned, direct and imdirect,
subsidiaries. All material intercompany transactions and balances have been eliminaied

Weighted Average Number of Common Shares. The weighted average nunber of common
ares used to calculate carmmes per share includes the Company’s Common Stock, par value $.01

per share (the Common Stk ), and Common Stock equivalents, and the assumed conversion of the

previcusly outstanding 5% Cumulative Convertible Exchangeable Preferred Stock, par value 501
per share (Preferred Stockd into shares of Common Stock. For all perods presented the weighted
averaee number of common shares includes the actual common shares 1ssued for Preferred Stock
conversions and the assumed conversion of any remamng Preferred Stock outstanding, The

IrCasury sk od was used o reflect the impact of outstanding stock options and Common

Stock warrants for all pernasids presciited
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Income Per Share. Fn the three and nine months ended September 30, 1996 and 1995,
the uome per share 18 calculated as net icome before preferrad dividends divided by the
weighted average number of common shares, as defined above. Primary and fully diluted income
per share for the three and mine months ended September 30, 1996 and 1995, were the same
amounts

Reclassifications. Certun reclassifications have been made w the consolidated fimancial
statemnents for 1995 1o conform with the 1996 presentation

(4)_ACOQUISITIONS

In June 1996, the Company purchased the long-distance business of Pennsylvania
Alternative Commumications, Inc. (PACE). The Company acquired the Greensburg, Pennsylvania-
based company for approximately $8 million in cash, with an additional maximum payment of
approximately $5 millic contingent on achieving certain revenue performance over a seven-month
period commencing ai the closing date. The acquisition was accounted for as a purchase and was
not considered significant for financial reporting purposes. The results of operanons for PACE
were included i the consoldated statement of operations from June 1, 1996

In January 1996, the Company purchased the long-distance businesses of Teledial America,
Inc. (Teledial America), which did business as U.S. Signal Corporation, and an affiliated
company, ATS Network Communications, Inc. (ATS). Headquartered in Grand Rapads, Michigan,
Teledial Amenica provided long-distance services to commercial customers located primanly in

Michigan and throughout the Midwest. ATS was a regional long-distance carmier that operated
primanly m Tennessee, Mississippi and Arkansas. The Company acquired both companies for
approximately $99 million in cash, with an addinonal maxumum payment of $24 million contingent
on achieving certain revenue performance and customer retenbon over an eightes-month penod
commencing at the closing date. The acquastions were accounted for as purchases

In September 1995, the Company acquired Corporate Telemanagement Group, Inc. (CTG),
a Greenville, South Carolina-based provider of long-distance services o commercial customers
throughout the U.5. The Company acguired all of the outstanding shares of CTG and shares
underlying certun outstanding warrants in exchange for $45 milhon in cash and 4.6 million shares
of Common Stwck. The shares of Common Stock ssued were valued at approximately $93.2
million based on the market price of the shares on the date of the acquisiton. The acquisition was
accounied for as a purchase

The following unaudited pro forma summary presents the netl revenues, nel income and
carmings per share from the combmation of the operations of the Company and its two sigmificant
acquisiions, CTG and Teledial America, as if the acquisinons had accurred at the beginning of th
1995 fiscal year. Pro forma informabon s not provaded for 199

- as both acquisibons were
included 1n the resulls of operations lrom Jaouary |, 1996, The pro lorma nformation 15 provided

for informational purposes only




The informat the actual results that would have occurred nor 1s 1l

necessarily imdicative the future results of operations of the combined enterprise

Three Months Ended Nine Months Ended

September 30, 1995 September 30, 1995

Net revenues £210.526 §590.614

Net incone 14,089 37,672
! TINES pet siATE t 0.17 s“ -14

(5} ACCOUNTS RECEIVABLE SECURITIZ ATION

Or August 29, 1996, the Company entered into an agreement (o sell 3 percentige
nterest in a defined pool of the Company’s trade accounts receivable (Secuntization
Program). LC1 SPC 1, I SPCY, was established as a wholly-owned, bankrupicy-remole
subsidiary of the Company to facilitate the sale of receivables. Under this Secuntization Program,

ownership

the Company can {ransfer an undivided interest 1n a designated poold of s accounts receivable on
an ongoing basis to maintain the pariicipation intefest up to a maximum of 3150 millon. At
September 30, 1996, the pool of trade accounts receivable which were available for sale totaled
approximately $114.9 milbon. The amount of receivables sold totaled $108.0 mulhon and the
proceeds were used 10 reduce the outstanding balance of the Company’s long-term debt. The
accounts receivable balances sold are not included in the accompanying condensed consohdated
balance sheet at September 30, 1996, The Company retains substantially the same risk of credit
loss as if the recetvables had not been sold, and has established reserves for such estimated credit

1,1-\-‘.\

The cost of the Securitization Program 1s based on a short-term commercial paper rate plus
certain fees and expenses. The costs of the Secuntization Program, which were incurred at the end
of the third quarter, are included in interest and other expense in the accompanying condensed

wsolidated statement of operations. The cash proceeds are included in operatng activities, while
the use of the proceeds to pay down long-term debt s included in financimg activities in the

accompanying condensed consolidated statement of cash flows

Under the agreement relating 1o the Securitization Program, the Company acts as agent for

the purchaser of the receivables by performing recordkeeping and collecuon functions on the

participation interest sold. The agreement COntains certain covesnants regarding the quality of the

accounts receivable portfolio, as well as financial covenants which are substannally dentical to

those contained o the Company 's Credit Facility (See Note 6)




i) LONG-TERM DERT

The Company can borrow up to 3700 mullion from a syndicate of banks under a Revolving
Credit Facility (Credut Facilitv).  The Credit Facility s subject o vanous principal reductions

depending on the outstanding balance, until mamnty on March 31, 2000 . This Credit Facility bears

interest at a rate consisting of two components:  the base rale component 18 dependent upon a
market indicator, the second component varnes from 0.625% 10 1.5% based on the level of
borrowings {leverage ratiol. The weighted averape interest rate on the outstanding borrowings
under the Credit Facility on Septermber 30, 1996 was 6 54% . The Credst Facility contains vanous
financial covenanis, the most restnctive being the leverage ratio requirement. As of September 340,
196, the Company was in comphance with all Credit Facility covenants amd had $252 mulhwon
outstandimng under the Jredit Facihity. An addivnona! S10 nulhion of the Credit Facility was reserved

for letters of credit as of September 30, 1996

In September 1996, the Company obtained a $25 mulhon Discretionary Line of Credit. As
of Seplembet 30, 1996, S5 mulhon was outstandimg under the Discretionary Line of Crednt

The Company has an inlerest rate cap agreemeni with a syadicate of banks that hmits the
Company’s base interest rate exposure to 7.5% . The agreement is for a two-year period ending
fchf—.,.tf‘_. 1998 on a $130 mullion notonal principal balance of the Credint |,|..|ur} In an event of

-

non-performance by the commercial banks, the Company would have exposure 10 the extent of any
increase n the base rate component above 7.5%  The Company believes the probability of such an
cvent 1s remude

(7} COMMITMENTS AND CONTINGESNCIES

Vendor Agreements. The Company has agreements with certan  ielecommunications
mterexchange carners and third party vendors that require the Company to mamniain minimum
Wy amad/or anmual billings based on usage. The Company has a single hive-year contract with a
particular uurd party carrier which beégan i August 1995, with mumomum annual usage
requirements and an increasing cumulatve mumimum usage requirement, which, iof not met subject
the Company to an underutihzanon charge. Through September 30, 1996, the Company has
exceeded the first year mumimum annual usage requirement of S48 mullion and the cumulative
minimum usage of $103 million established for the second year. The Company's mimimum
monthly billing commitments under all other vendor agreements are approximately $6 million
through the end of 1996, The Company has histoncaliy met all mimmum billing requirements and

behieves that the mimmum usage commitments will be met

Lepal Marters. Thomas J. Bvrnes and Kichard ©. One v, LCH Commumications Holdines
Co. er al. was filed by two former members of the Company’'s management on June 28, 1991 in
Common Pleas Coun, Franklin County, Ohio. The suit alleged age discriminat i by the Company
among other things, and sought S12. 8 milbon in compensatory and pumbive damages. During
1993, & jury retsrned a verdsc! in favor of the Flamnifs and the Common Pleas Court awarded

approximately 58 1 milhon in damages and anormey s fees




b the Plainul and the Companys .1;",\.r.nnf atter 1o the Court of \i"p\_‘.ﬂ\ in Ohio
i twe-lo-one decision over d cach of the Company’s assignments of error and two of
intts" clamms, and W ptiffs” request for approximately $0.1 million in pre

at mterest in addition o the previous award. The Company filed a Notice of Appest at the
Supreme Court the Courth and the Coutt agreed to review the decision by the Court of
Appeals. Urral arguments took place 1 May 1996, To date the Court has nol rendered an epinion
on the matter. although the Compans expects an opimon 10 be rendered dunng the fourth quarter
of 1996 The appeal process has ealemded the resolution of this matter for several years and,
nding on the disposiion and tming of the ultimate oulcome, 1T 15 reasonably possible that

hetween SO and $3 mullion of additional interest expense could be incurred

[he Company also has been mamed as a defendant i vanous other hitigation matters
Maraeement intends to vigorousiv defend these outstanding claims.  The Company believes it has
adequate accrucd loss conhingencies and, alithough the ultimate outcome of these claims cannot be
ascer 1 at this tme, that current pending or threatened litigation matters will not have a

matenial adverse impact on the Company s resulis of operations of financial position
(8) SHARFOWNERS' EQUITY

Common Stock. The Company has stock option plans under which options to purchase
shares of Common Stock may be granted to directors and key employees. During the nine months
ended September 30, 1996, the Company granted ophions o purchase 2,249,500 shares of
Commion Stock. The option price for all opuons granted was the far market value of the shares on
the date of grant. The Company issued 390,492 shares of Common Stock dunng the nine months
ended September 30, 1996 pursuant to exercises of options under all stock option plans The

Companv also has an Emplovee Stk Purchase Plan and mamntains a defined contnbution plan for

its emplovees, The Company issued 187 692 shares of Common Stock under ats | mplovee Stk

Purchase Plan and 46,742 shares of Commeon Stock under the defined contnibution plan for the

mune months ended September LY

Preferred Stock. The Company s pre v outstanding Preferred Stock was convertible

into shares of Commeon Stock at the option of the holder areholders converted 4,577,995 shares

rred Stock into 12087030 shares « mmon Stock during the mne months ended
September 30, 1996 On September 3, 1 the 1 « putstanding shares of Preferred Stock
were redeemed by the Company ther the conversion nor the redemption of the Preferred Stock

impact on earnings per share as the assumed conversion of the Preferred Stck was reflected

— - TR | ® . — | I s Vi 11 -y i
eighted average number of Common shar Al ton tor all periods

Commaon Mtock Warrants In 1993, the Co o issued  warrants exeércisable for
0% W0 shares of Common Stock at $2 83 per share that expire in 2003.  During the nine
ths ended September 30, 199, warrant owners exercised 69 96K warrants tor an aggregate net

61,923 shares of Common Stk




(%) _INCOME TAXES

The provision for income taxes for the three and mine months ended September 30, 1996

and 1995, consisted of

fim chossoonds |
Current tax expense
Federal
State
Total current tax expense
Deferred tax expense
(Decrease) increase in deferred tax habilines
Decrease in deferred tax asset
Decrease in valuation allowance, net
Total deferred tax expense

Total income tax expense

Three Months
__l :ulrg S-C[!lﬂ.!l-_hﬂ_ 30,
1596 1995

$ 1718 % 307

1.270 172
BT 579
(H6HK) (1.812)
10,957 L
(2,.475) (2 B98)
7.814 i

550

$10,802 129

Nine Months
Ended September 30,

2199 >

$ 2623
1.677
3.300

116
2R.549
{(5.043)

232492

1995

$ K73
1.020

16.305
_1H_ll.‘ll'l
9.43

$28.542

$10.936

The decrease in the valuation allowance for the three and nine months ended Seplember
30, 1996 and 1995 resulted from the Company’s expected realizanon of a portion of its net
operating loss (NOL) carryforwards in future years based on the Company's growth in recurning
operating imcome in 1996 and 1995, and its expectation of future taxable income, net of a minor

increase relating o expected stale tax credits

The effective income tax rate varies from the Federal statutory income tax rate for the three
and nine months ended September 30, 1996 and 1995, as follows

Expecied tax at Federa!
statutory income tax rale:

Effect of
Stale income tax expense
Non-deductible expenses
Decrease in valuation allowance, net
Other, net

Ihe effective tax

Three Months
Ended Sepiember 30,

Nine Months

Ended September 30,

1996 1995

1996

1995

15.0% I5.0%
5.2 39
1.5 1.5
i(5.0) (16.9)
(1.7) 0.5

15.0% 24.0%

35.0%

5.2

1.5
(5.0)
(1.7)

15.0%

15.0%

39

1.2
(17.6;

1.5

24.0'%

rate of 353% lor the three and mine months ended September 30, 1996 and

24% for the same penods in 1995 represents the Company's estimated cifective tax rate for the
periods.  This effective tax rate is adjusted quarterly based on the Company’s estimate of future
taxable mmcome, use of NOLs and the related impact on the valuaton allowance. The tax rate
reconciliation for the three and nine months ended Scptember 30, 1996, reflects the expected




W

financial reporting use of 56 | nulhon and $14.2 mallion, respectively, of NOLs which resulted in
a 52.4 milhon and $5.7 mullion reduction of income tax expense, respectively. As of September
30, 1996 the Company had available $6 8 million of NOLs for financial reporting purposes

The Company has penerated significant NOLs that may be used to offset future taxable
income.  Each year’s NOL has a maximum 15-year carnyforward penod The Company's ability
to fully use ns NOL carryforwards 1s dependent upon future taxable income. As of September 30,
1996, the Company had total NOL carmyvforwards for income tax purposes of $119 million, subject
o vanous expiration dates beginning in 1998 and ending in 2010

The Company’s deferred income tax balances include $22.2 million in current deferred tax
assets and $10.7 million in other noncurrent labilities as of September 30, 1996, As of December
31, 1995, deferred income tax balances mcluded $23.1 mullion in current deferred tax assets. net
and $8.8 mulliom in noncurrent other assets

The Company has a valuation allowance remaining of $3.4 mullion as of September 30,
1996 and $8 4 million as of December 31, 1995

(10) SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

The Company has filed a shelf registration statement with the Securities and Exchange
Commission to register $300 million of debt and/or equity securities, for issuance on a delayed or
continuous basis. Any debt securities issued mayv be guaranteed by certain of the Company’s
wholly-owned subsidianies (Guarantor Subsidiaries). Such guarantees will be full, unconditional
and joint and several  Separate financial statements of the Guarantor Subsidiaries have not been
presented because the Company’s management has determined that they would not be material 1o
wvestors.  The following supplemental financial information sets forth. on an unconsolidated basis,
statement of operations, balance sheet, and statement of cash flow information for the Company
(Paremt Company Only), for the Guarantor Subsidiaries and for the Company's other subsidiarics
(Non-Guarantor Subsidiaries), The comparative statements for 1995 have not been presented as the
Non-Guarantor information 1s not matenal to the consolidated financial statements for that period.
The supplemental financial information reflects the Company’s investments in subsidiaries using
the equity method of accounting. Certiin immaterial reclassifications have been made to provide
for umiform disclosure for the penod presented



(10) SUPPLEMENTAL ¢ NDENSED CON SOLIDATING : FINANCIAL IN FORMATION

(Continued)

SUPPLEMENTAL CONDENSED f'l‘.'l-\'-‘ifUl,"}ATIH(i STATEMENT OF OPERATIONS

NINE MONTHS ENDED SEPTEMBER 30, 1996
(i thousands)

Parent Non
Company Guarantor Guaranior

Only Subsidianes Subsidiaries Eliminanons Consolidated
— S DSidianes ——— —inaons. —_—kd

Revenues 5 . § 80d,203 5 4.8%0 $ . $ B9, 173

Cont of services 1.900 . 472,828
= — 0l

468,928 {

Gross ma rgin - 335,365 R0 - 336,345

Selling, gencral and
administrative CApCnses 184,919 G0} - 185,887
¥ . 45 052 50 . 2
Depreciation ang AMortzation ot 5 46,002

Operating income : 104 454 in - 104,456

Interest and other {income)
cApense, net 2 6,555 . 22,908

!mmumpm) lincome) expense i 22,660

50 5513 - =4 3
Equity in tarmings of subsidianes (50.853) 50,853

Income befoge INCOMme taxes 54,166 75,279 (50,853

¥ -
Income tax CIpense _ 6o 26,348

———

—
Net income 53,006 48,91 (50,853
o ¥ - -
Preferred dyy idends <.808
Income on common stock $ 50,198 $ 48093 S 192 $ (50853

(Continued on next page)




(10) SUPPLEMENTAL CONDENSED (X JNSOLIDATING FINANCIAL INFORMATION
(Continued)
SUPPLEMENTAL CONDENSED CONSOLIDATED BALANCE SHEL T
SEPTEMBER 30, 1996

fint thowsands)

Paremt Mon

Company Guarantor Ciuarantor
Oy Suhsudiancs Sobadancs Eliminations Consolidated

ASSETS

CURRENT ASSETS
Tradc accoums recervable, net
Current deferred ax asscls, net
Prepaids and other
[ntercompany receivable
Onther accounts and nedcs reccivable, net

¢ 33373 > § 8,883

9 13K 13,068 - 22,206

23,384 T.018 (23.158) 7.800
YR LR 1 |:"H|Ih-r.:1

5.584 4,101 - 0 6RS

Total currenl asscts 316,639 £7 560 1038300 |28 544
1740, 288 B . 179,608

Propenty, plant and cquipment. nel

Excess of cost ovet nel asaets acquired, nct 114 667
(325§ il

(her, Dt 3 3 \ % (10 439)

Investiment in athihates

Towral Asscts HY, 164 § (=49 3100

LIABILITIES AND SHAREOWNERS EQUITY

CURRENT LIABILITIES

ACCOuUnts T,‘.l\.!!"'.'.' S 13,407 3 5 17‘.-‘-0“
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SHARFOWNERS' EO! Ty
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(10) SUPPLEMENTAL CONDENSED C¢ 'Mﬁmmmmlm
(Continued)
SUPPLEMENTAL CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
NINE MONTHS ENDED SEPTEMBER 30, 1996

fin thousands)

Paremt Non-
Company Guarantor Guarantor
Only Subsidiaries Subsidiaries Eliminations  Consolidated

OPERATING ACTIVITIES

Net cash provided by (used in)
Operaung activitics $ 50440 $ 239,960 5 (60,500)

INVESTING ACTIVITIES
Investment in SPC (60,500) - 60,500 - -
Capital expenditures - (105,834 - - (105,834)
Payments for acquisitions and other - (118,142) - (118,142)

Net cash (used in) provided by
Investing activitics (60,500 (223,976) - (223,976)

FINANCING ACTIVITIES:

Net debit payments (2.711) (15,984 - - (18,6595)

Preferred dividend payments (2,808) (2.808)
Proceeds from employee stock
plans and warrants 6,579 - - - 6,579

Net cash provided by used in)
financing activities 1,060 (15,984) - - (14,924)

Net increase in cash and
cash equivalents

Cash and Cash Equivallents at the
Beginning of the Period

Cash and Cash Equivalents at the
End of the Period




Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

INTRODUCTION - INDUSTRY ENVIRONMENT

The Company has historically operated in the almost $80 billion long-distance
telecommumecations  industry.  Recent  legislative  acuvity 15 designed 1o create  one
telecommunications industry to encompass both long-distance and local services. The Company
intends to provide combined local and long-distance services 1o compete in what is estimated to be
a $150 hillion market. The current industry environment subjects the Company to wvarying degrees
of legislative and regulatory oversight on both the national and state levels, The following
potential changes in the legislative and regulatory environment can impact the nature and degree of
the competition in the telecommunicanions industry and impact the Company's ability to compete.

Legislative Martrers

Telecommunications Act of 1996. In February 1996, the Telecommunications Act of 1996
(the Act) was passed by the United States Congress and signed mto law by President Clinton. This
comprehensive telecommumications legislaton was designed to increase competition in the long-
distance and local telecommumcations industries. The legislation will allow the Regional Bell
Operating Companies (RBOCs) to provide long-distance service in exchange for opening their
networks 1o local competition. Under the legislaton, the RBOCs can immediatcly provide
interstate long-distance services outside of their local service wermtories. However, an RBOC must
apply to the Federal Communications Commission (FCC) 1o provide long-distance services within
any of the states in which such RBOC currently operates. The RBOCs must satisfy several pro-

competition crieria before the FCC will approve an RBOC's request to provide in-region long-
distance services and several RBOC requests have been approved. The legislation provides a
framework for the Company and other long-distance carniers (o compete with incumbent local
exchange carriers (LECs), by reselling service of local telephone companies, interconnecting with
LEC network facihinies. or building new facilines.

Under the Act, a telecommunications provider <an request initiation  of
interconnection/resale negotiations with a LEC. In early March, the Company requested 1in writing
to begin good faith negotiations with the RBOCs and several other LECs. On June 27, 1996, the
Company withdrew from formal negotiations as a result of the Company’s unsuccessful atiempts to
reach local service agreements with each of the respective LECs. Several LECs failed to provide
the necessary techmical and pricing information fundamental to the provision of compentive local
telephone service. The Act provides that if the parties have not reached an agreement between 135
to 160 days from the beginning of negohations, a party may request arbitravon from the
appropriate state regulatory agency. The Company’s withdrawal, which occurred before the 160-
day deadline, preserved LCIs nghts to arbitrate any unresolved 1ssues. In the case of Ameritech,
BellSouth and Sprint United. the parties mutually consented to withdraw from negotiations,

The Company continues to have discussions with vanious LECs, competiuve access
providers and other telecommunications service proy wlers regarding the provision of local service
outside of formal negotiations. The Company has since reimtiated formal negotiations with varous
LECS and intends to vigorously compete in the local service market




Regulatory Maiters

In order to maplement the Act. the FCC was required to undertake a vanety of regulatory
acnons which can impact competition i the telecommumcations industry. Certann of  these

regulatory actions are described below

Local Interconnection and Resale. On August 1. 1996, the FCC adopted a comprehensive
order (Interconnection Order) 1o u nent pobicies, rules, and pricedures regarding kocal service
competition as required under the The Interconnection Order establishes a minmmuem national
framework for interconnection, the purchase of unbundled local network elements, resale
discounts, and procedures by which agreements for the provision of local service through LECs are
iy be arbitrated Under the Interconnection Order, the states will have an important role
implementing and applving local mterconnection  policies rules and procedures. Several states
companies, associations, and other entities appealed the Inerconnection Order

On Septernber 27, 1996, the United States Count of Appeals for the 8th Circuit (the Bth
Circunt Courth issued a temporary stay of the Interconnection Order, preventing the order from
taking effect on September 30, 1996 while the Sth Circuit Count heard oral arguments. On October
15, 1996, the Bth Ciurcuit Cournt issued a stay on the implementation of vanous aspects of the
Interconnection Order. including the proxy pricing provisions for unbundled network clements,
resale discounts, and the “pick and choose™ rule which allows carmiers to choose the best rates and
terms for components of a phone network from any previous agreements between the incumbent
LEC and other carners. The FCC and other parties petiioned the U.S. Supreme Court to reverse
the 8th Circunt Court’s decision and implement the Interconnection Order. On October 31, 1996
U.5. Supreme Court demied the petitions to overturn the stay Because of the uncertumty regarding
whether the 8th Circunt Court will overturn the Interconnection Order, the Company 15 unable to
predict what impact the pending judicial proceedings will have on local service competition Or on
RBOC provision of in-regon long distance services

The FCC has also mitiated a number of other rulemaking proceedings to comply with the
Act. These rulemaking proceedings include addressing certain tanff-related 1ssues, the defimton
of and funding for umversal service, and accounting and non-accounung safeguards relative to
RBOC provision of in-region long distance service. The Company 1s unable 1o predict what achon
will be taken by the FCC or how such action will affect the Company’s financial position and
results of operation
(seographic Rate Averaging. On August 7, 1996, the FCC released an order regarding
rate averaging. The FCC's order applies only to providers of intrastate and inkerstate interexchange
telecommunications services. Under the FCC's rate averaging order, the rates charged by all
providers of interexchange telecommumcations services 1o subscribers in rura’ and high cost areas
cannot be higher than the rates charged by each such provider to its subscribers in urban areas. The
Company 1s urable to predict how the order will affect pricing structures 1 different services
arcas

Local Service. The Company 15 involved 1n state regulatory proceedings in varses states (o
weure approval to resell local service which would enable the Company 1o provide combined local
and long-distance services o exssting and prospective customers, The local service imdustry is

estimated to be a $90 hillion mark «t and the Company believes that it has significant oppot tunitics

19




in thes industry. The Company has received different levels of approval to resell local service in
lHhinots, Texas, Flonda, Connectieut, Michigan, Califormia, Marvland, Tennessee, Nevada,
Wistonsin, Georgia, South Carolina. New York and Minnesota and has applications for local

service authon ity pending in founeen other states
Competiliocn

Ihe long-distance mcatnons market s highly competitive. The principal
compelitive factors affectng the Company’'s markel share are pricing. regulatory dev clopmems as
descnibed above. customer service. and diversity of services and features. The Company's ability
o compete effectively will depend on s continuing to maintan high gquabity, market-driven
services at prices generally equal o or below those charged by its major competitors

Several of the Company s competitors are substanually larger and have substanually greater
tinancial, techmicil and marketing resources. As the Company grows, it expects to face increased
competinon, parucularly from AT&T Corp. (AT&T) . MCI Telecommumecations Corporation
(MCD ard Sprimt Corporation (Sprint). The Company also competes with other interexchange
carniers and resellers as well as LECs in various types of long-distance services. The Company's
pricing strdicgy s o offer a simple, flat-rate pricing structure with rates generally below those of
AT&T. MCI and Sprint. Recently, certain long-distance cammers have introduced flat-rate pricing

?T.lf.'.llii'\

As a result of the passage of the Act, the nature of the industry is expected to change by
allowing carners other than LECs o provide local service while RBOCs will be permitied 1o
provide long-distance service. As a result, the Company expects competition within the industry to
increase in both the long-distance and local markets

Regularion of RBOC Out-of-Region Long Distance. The Act granted the RBOCs the
authonty o provide out-of-region long-distance services. In response, the FCC granted the ability
for an RBOC that provides interstate interexchange services through an affiliate to obtain non-
donunant (1.e.. less burdensome) regulatory treatment on an intérim basis, if the affiliate comphies
with certain safeguards. The safeguards require that the affilate maintains separate books of
account, does not jomntly own transmission or switching facilities with the RBOC, and obtains any
taritfed services from the affihated RBOC at tariffed rates and conditions. The Company is unable
to predict whar impact, if any, the implementation of these requircments will have on competition
from RBOCs

RBOC Mergers. o carly 19%6, SBC Communications Inc. and Pacific Telesis Group
announced plans to meege, as did Bell Adantic Corp. and NYNEX Corp. (all are RBOCs). The
mergers are subject to review and approval by various state and Federal agencies. The Company is
urable to predict what impact, if any, these potential mergers, if approved, might have on
compention in the telecommunications industry or on the Company




GESERAL - RESULTS OF OPFERATIONS

The Company s switched revenues are a function of switched munutes of use (MOUs) and
rate structure (rates charged per MOU), which in turn are a function of the Company's customer
and service mix. Private line revenues are a function of fixed rates that do not vary with usage
The Company’s cost of services consists pnmanly of expenses ancurred (or ongmation
termunation and transtossion of calls through LECs and transmission through other long-distance
carners. The Company provides service (o its customers through digital fiber opuc facilities which
are hoth owned and leased. Collectively these [acilines constitute the Company’s network (the
Network). These results of operations include the acquisinon of Pennsylvamia Alternative
Communications, Inc. (PACE) from June |, 1996, and the acquisitions of Teledial Amenca, Inc
(Teledial Amenca) and A1 - Network Commumnicanons, Inc. (ATS) from January 1, 1996, For the
comparative peniods presented, the results of operations include the acquisition of Corporate
Telemanagement Group. Inc. (CTG) from September |, 1995

RESULTS OF OFERATIONS FOR THE THREE AND NiNE MoONTHS ENDED SEPTEMBER 3D, 1996 As
COMPARED TO THE THREE ASND NINE MONTHS ENDED SEFTEMBER M), 1995

Revenues. Revenues for the three months ended September 30, 1996 increased 67% 1o
289.2 milhon on 2.1 hillion MOUS as compared to $173.0 million on 1.2 billion MOUs for the
three months ended September 30, 1995, For the mine months ended September 30, 1996, revenues
mcreased 72% to SE09 2 million on 5.9 hilhen MOUs versus $469. 2 mulbon on 3.4 billion MOUs
for the same perniod in 1995, The increases in total revenues and MOUs are attnbutable 1o internal

growth of approximately 40% for the three and nine months ended September 30, 1596, with the
Company’'s acquisibons representing the remaining growth over prior periods.  The following table
provides further information regardmg the Company 's revenucs

f1n thamysants Three Months Nine Months

eriepd vw fchad revenie por MOL Ended Sepiember 30 Ended Sepember 30
1996 195 Change 1996 1995 Change

Total Revenues $249.195  SI172992  61%

SIT2992  61% S809,173 $ 469,207 128
MO s 2. 1M 974 1,244 5X) 4 4 RU% 620 429400
Switched Revenue per MO SO12% S 01239 : $01263 § 01218

Jrvided by MM

Revenues from business custimers increased approxunately 45% and M5 year-over-vear
for the three and mine months ended Septeimber 30, 1996, respectively, and continue 1o represent
more than half of the Company’s total revenues. Residential/small business revenues increased in
ewces: of 10% year-over-year for the three and mine months ended September 30, 1%9%6. The
residential/small business segment represented more than 30% of total revenues for the three and
nine months ended September 30, 1996 as compared to approsimately 20% for the same penods in
the prior yeas




Growth in international service revenues across all revenue service lines continued in
excess of 100% tor both the three months and nine months ended September 30, 1996 compared 10
the same periods o 1995 and resulied from the Company’s efforts to take full advamage of
opportunities im the global telecommunications markel

During the third quarter, several of the Company’s competitors announced new “flat-rate™
pricing plans or promouons for the residential market.  The impact of these effons on the
Company s residential customer base has not been determuned. LCI continues to believe ils simple,
farr and inexpensive marketing and product pnicing approach s very compelitive in retamning
existing customers as well as obtaining new customers. The present growth rate of the Company’s
restdential/’small business revenues in excess of 1Ps demonstrates the success of this marketing
and prnicing approach. As LCI's residential' small business base grows, however. the year-over-year
growth rates are expected 1o decline from current reported growth rates

e Company expenienced a 1% and 4% increase year-over-vear in revenue per MOU for
the three and nine months ended September 30, 1996, respectuvely. Revenue per MOU 1s affected
by several factors. Residennal/small business and inlernational revenues have a lugher rate
structure per MOLU, and the Company’s growth in these segments has favorably impacted revenue
per MOU. Factors placing downward pressure on revenue per MOU include competiive market
condinons and higher level of sales allowance on the growing base of residential/small business
reverues.  As a result of the Company’s varying growth and changes in mix across business
segments, and competitive rate structures within segments, revenue per MOU 15 not an exclusive
indicator of gross margin. Changes in revenue per MOU is not always an accurate measure of the
impact on gross margin. The Company 15 commitied to grow in all market segments and will

experience a wide diversity of rate structures which generate a vanety of margins

Ihe Company expenienced an increase in its sales allowance as a result of the growth in
revenue during 1996 and the increase in the customer mix toward the residential/small business
service segment. The increase in sales allowance was also due to growth in geographic markets,
that require a higher level of sales allowance than the historical levels in the Company's core

business

The Company uses a vanely of sales channels 1o market its senvices. In addition to its
ntemal sales force, the Company uses a combination of advertising, telemarketing and third-party
sales agents. With respect 1o third-party sales agents, compensation for sales is paid to agents in the
form of an ongoing commission based upon collected revenue attributable to customers generated by
them. The billing and customer service functions for such customers are performed by the Company
A nationwide network of third-party sales agents managed by one vendor continued to be the most
successful of the Company's sales agents and accounted for a significant portion of the Company’s
residential’small business revenue and sales growth. In June 1996, the Company extended its
contract with this vendor through April 201 1. In consideration for the contract extension, as well as
exclusivity and non-compete provisions, the Company has commatted to make two payments on
designated dates which will be amortized over the Life of the contract. A portion of these payments is

t on future performance of this vendor




Gross Margin. The Company’s gross margin imcreased 71% w $122.6 malhon and 75%
$136 4 millson for the three and mne months ended September 30, 1996, respectively,. as compared
to the prior year. During the three and mine months ended September M), 1996, the gross margin
as a percentage of revenue increased to 42 4% and S1.6% . year-over-year respectively, from

41 5% and 31 0%, respectively. for the same periods in 1993 The increase in gross margin as a
percentage of revenu u from the net impact of several tems. The Company expenenced the
positive impact of growth in residential/small business and internanonal traffic, which provide
higher margins. The improvements in Network efficiencies and lower access costs due o LEC rate
reductions provided cost avings which also favorably impacied gross margin,. The Network
efficiencies were a result of the integraton of traffic from acquired companies onto the Network
and improved application of Network optimization techmiques. Duning the third quarter of 1996

approximately 93% of the Company’s domestic traffic was carried on the Network compared to

approxumately %% for the same period in 1995

The favorable impasis on gross margin were partially ollset by competitive pressufres in the
business service line and some international markets. The Company has expenenced a reduction in
the revenue per MOU n some markets, but the cost savings discussed above have reduced the cost
per MOU at a greater rate than the revenue reductions. The net impact of all of these factors
resulied in an overall improvement n the gross margin as a percentage of revenue

The Company contmues (o evaluate stralegics to reduce s cost of services. These
strategies include a review of the Company’s ability to leverage its embedded fiber optic capacity
as well as gain access o fiber optic and broadband capacity through contract! negotialions or other
arrangements with carniers. In addinon, the Company continues 1o denufy vanable-cost petwork
traffic that can be cost effectively routed onto the Company’s fixed-cost Network. Through these
strategies, LCl plans to improve the reliability and efficiency of the Network and continue to
pursue opportunibies (o reduce its cost of services per MOU

Selling, General and Administrative Expenses.  Selling, geoeral and admumistrative
cxpenses increased 74% 1o $67.7 mullion and 79% o $185.9 milhon for the three and nine months
ended Scptember 30, 1996, respectively, as compared to the same periods in the pnor year. As a
percentage of revenues, selling, general and administrative expenses were 23.4% and 23.0% for
the three and mine months ended September 30, 1996, respectively, as compared to 22.5% and
22.2%, for the three and mine months ended September 30, 1995

The Company’s selling, general and admimstrative expenses are mmpacted prumanly by
three expenses: pavroll. commussions and hilling services. Payroll expenses increased $8.0 mullwon
and 321 9 milion for the three and mine months ended Seplember 30, 1996, respectively, due to an
increase 1 the number of employees resuinng from the Company’s acquisitions and infrastructure
cApansun This growth in the payroll expense year-over-year, was less than the corresponding
growth in revenues for the same penods, In addition revenue per employee remained above an
annualized $500,000) per emplovee for the three and mine months ended September 30, 1996




The increase in sellimg, peneral and administrative cxpenses reflects, in part, the $10.2
mitlion and $29 0 ncrease i commission expense for the three months and nmine months
ended September 30, 199, respechively, over the comparable periods tn 1995, The growth in
ressdential small business revenue sald bw thard |I.1r!'. sales 1|_|.:l.'I11\. Wil an ONECINE COrMmusSsion wWas
the prumary cause of the increase in commussion expense. Billing services expense increased $4.0
milhon and $11 2 mullion year-over-yvear for the three and mine months ended September 30, 1996,
due 1o improvernents in the invoxe for business customers which resulted in an increase in the cost
per hill. The bilhing services expense for residential/small business customers, which 1s performed
bv LECs, dechined vear-over-vear on a per bill basis, but the increase in residential/small business
custivners caused an overall increase in this expense vear-over-vear. Both commussion and billing
SETVICES capenses pgroew at a faster rate than revenues due (o the shuft in customer mix toward
residential/small business services. The Company expects continued increases in these components
of selling, gemeral and adminstrative expenses as a result of the growth in the residential/small

business segments, which incur higher proportional costs than other segments

lhe Company anticipates an incremental increase n selling, general and administrative
expenses with the cxpansion of s geographic sales presence and 1ts entrance into the local services
market. The increase in selling, general and admimstrative expenses and the cormesponding
merease in these expenses as a percentage of revenues is a demoenstration of management’s decision

to mvest in the Company s future and continued growth

Deprecianon and Amornization Expense. Deprecianon and amortization expense for the
three and mine months ended September 30, 1996 increased 46% and 48% , respectively, over the

same perids 1995 The dollar increase 1s a result of the increased capatal expendiures required
1 support the growth in revenue and MOLU volumes. as well as addinonal goodwill amortization

winy's recent acquisibons. The growth in revenue exceeded the growth in
nd amortization expense which caused depreciation and amortization expense as a
ventage of revenues o decrease o 5.7% lor both the three and mine month periods ended
September 3 1996 from 6.53% and 6.6% for the same peniods in 1995, respectively. The
reduction epreciation and amormzation cxpense as a percentage of revenues reflects the
to maximiee the apphication of a8 facihines and achieve economaes of scale from

(perating Income. Operating imcome increased TS 1o $38.6 mulhion and 83% 1w $104.5
mulhion for the three and mine months ended September 30, 1996, respectively, compared to the
same period e 1995 due o the (actors discussed above. As a percentage of revenues. operating
income increased o 134% and 12.9% for the three and mine months ended September 30, 1996,
respectively, compared 1o 12.5% and 12.2% for the same pencds m 19935, reflecting management
of expenses duning a penod of significant growth in revenues and MOUs




Interest aned Other Expense, Net, Interest and other cxpense, net of capitalized interest.
mcreased w 57 7 mullion and $22 9 million for the three and nine months ended September 30,
1996, respectively, from $4.5 million and $11.6 million for the same pericds in 1995,
respectively  Increased interest expense was the result of higher levels of outstanding debr during
most of %96 as compared 1o the same peniods in 1995, The Company ‘s acquisitions of Teledial
America, ATS and PACE increased outstanding debt by approxumately S107 mallion for the three
and nine months ended September 30, 1996 over the comparable periods in 1995 The level of
outstanding debt decreased toward the end of the quaricr as a result of the application of the
proceeds from the Accounts Recevable Secunitization Program (Securntization Program). The
Company 1s expecting a lower cost of funding 1o be provided by the Securitization Program as well
45 more tavorable interest rates on the vutstanding balances under the Company’s Revolving Credit
Facility (Credit Facility)

Income Tax Expense. Income tax expense was $10.¥ mullion and $28 5 million for the
three and mine months end: | september 30, 1996, respectively. as compared to 4.1 milhion and
$10.9 million for the same periods in 1995, respectively. The increase in INCOME ax eXpense was 3
result of an increase in the estimated effective fax rate 10 35% in 1996 from 24% in 1995 as well
as the increase m income before income taxes tor the periods in 1996 as compared o 1995 The
eftective tax rate 1s lower than the statutory rate primanly due to the Company's expectation that a
porton of the available net Operating losses (NOLs) will be realized in future years as perntted by
Statemnent of Financial Accounting Stardards No. 109 (See Note 9 1o the Condensed Consolidated
Financial Statements)

FPreferred Dividends. Preferred dividends were $0.5 mullion and $2.8 milbion for the three
and nine months ended September 30, 1996, respectively, as a result of the dividend requirements
on the previously outstanding 5% Cumulative Convertible Exchangeable Preferred  Stock
(Preferred Stock). There were Preferred Stock conversions of approximately 1.7 mill= shares and
4.6 million shares during the three and nine months ended September 30, 1996, respectively. The
remaining shares of Preferred Stock were redeemed on September 3, 1996. The conversions and
redemptions decreased the balance of Preferred Suck and the corresponding preferred dividend
payments decreased durning 1996 as compared to 1995. The elimination of future dividend
payments will result o an annual Savings of 35.8 million, based upon the original 4.6 mullion
shares 1ssued in August 1993

Income on Common Stock. The f‘nmp.my.- generated income on common stock (after
preferred dividends) of $19.6 million and 350.2 mullion for the three and nine months. ended
September 30, 1996, fespectively. as compared to S11.6 million and $30 3 mullion tor the same
perinds in 1995, respectively

LIQUIDITY AND CAPITAL RESOU ROES

LCT International, Inc. (LCI) is a holding company and conducts its operations through
direct and sndirect wholly-owned subsiliaries. LCIH SPC ), Inc. was established as a wholly-owned
subsidiary of LCI 10 facilitate the Securitization Program, and is subject to certam contractual
restrichions concerning the pavment of dividends or the making of loans or advances to L.CI There
are however, no resisictions on the movement of cash among the Company and the other
subsidiaries in the consolidated group and the Company's discussion of its hquidity s based on the

comsolidated eroun The Company measures s boguwdiry based on cash flow a4 re wirted mm s
I |




Condensed Consolidated Statements of Cash Flow, however, the Company does use other

operational measures as outlined below 1o manage 1ts operations

Cash Flows - Operaring Activities. The Company provided $238 9 mulhon of cash from
operations for the mne months ended September 30, 1996 which 15 an increase of $219.5 million
from the same peniod in 1995, The proceeds from the Secunnzanon Program provided $108.0
million duning 1996 The remaiming increase 1s due to the sigruficant growth in revenues and net
income for the periods, as well as improved management of working capital and stronger cash

collections in 1996 when compared to 1995

Cash Flows - Investing Activities. The Company has supported its growth strategy with
capital expenditures and acquisibons, resuinng o $223.0 muibon i cash used for investng
activinies during 1996, representing an increase of 391.5 mulhon compared to 1995, Dunng the
mne months ended September 30, 1996, the Company spent $105 8 mulhion in capital expenditures
to acquire additional switching, transnussion and distnbution capacity as well as to develop and
license mformation svstems sapport, fepresentng an imcrease of $51.8 million from the same
nerud 1995

Ihe Company’s acquisiions of Teledial Amenca and ATS in the first quarter of 1996, as
well as the acquistions of PACE and other intangible assets in the second quarter of 1996 resulted
i the use of $115.1 million 10 cash for the nine months ended Sepiember 30, 1996, During the
third quarter of 1995, the Company used $78 .4 million for the acquisition of CTG and payment for

a called letter of credin

Cash Flows - Financing Activities. Financing activibies used a net $14.9 million for the
nine months ended September 30, 1996, compared with cash provided by financing activities of
$113.1 mulhion duning the same penod m 1995, Duning the mine months ended September 30, 1996
the Company mcreased its financing activities o fund 1s acquisinons and capital expenditures, as
discussed 1n imvesung activines, above. This increase was offset by the proceeds provided by the
wle of accounts receivable pursuant (o the Secunitizanon Program, which were used to pay down
outstanding balances under the Credit Facility

Capiral Resources. In February 1996, the Company negouated an increase in the Credit
Facility to $7T00 mullion for a five-vear period, and in September 1996, the Company entered nto a
Discretionary Line of Credit for $25 million. The Credit Facility and Discretionary Line of Credit
llow the Company 1o borrow on a daily basis, therefore the Company uses its available cash to
reduce the balance of its borrowings and mamtains no cash on hand. As of September 30, 1996,
the Company had $252 million outstanding under the Credit Facility with $10 million reserved as a
result of 1ssued legters of credit and, based on covenant restrictions, the Company had $355 million
avatlable under the Credit Facility. As of September 30, 1996, the Company had $5 million
outstanding on the Discretionary Line of Credat with $20 mullion available

The banks” commtment under the Credit Facility 18 subject to vanous principal teductions,
depending on the outstanding balance, untl maturity on March 31, 2001. The Credit Facility
contans certan balance sheet, operaning cash flow, capital expenditure and negatve covenant
requirements.  As of September 30, 1996, the Company was in comphance with all covenants.
[he interest rate on the Credit Faciliy outstanding balance s variable based on several imdices (Sec
Note 6 1o the Condensed Consolidated Financial Statements). The weighted average interest raie on

i



the debt cutstanding under the Credit Facility was 6 5% and 6.9% at September 30, 1996 and
1995, respectively

On August 29, 1996, the Company entered into the Securitization Program to sell a
percentage owner hip interest in a defined pool of the Company's trade accounts recervable. The

Company <an transfer an undivided imterest in a designated pool of accounts receivable on an
ongoing basis to maintain the parucipation mterest up to the limit of 3150 milhion. At September
30, 1996, the pool of trade accounts recervable which was available for sale totaled approximarely
£114.9 million and the amount of receivables sold oaled $108.0 million

Although the Company believes it has sufficient operating cash flows and available
borrowing capacity to fund its current operations and anticipated capital regquirements, the
Company continues to evaluate other sources of financing. The Company has filed a shelf
registration statement with the Securities and Exchange Commission, which would allow the
issuance of $300 milhon of debt and/or equity securities

Operational Measures. The Company uses carnings before interest, income taxes, other
expense, depreciation and amortization (EBITDA) and borrowing capacity under its Credit Facility
as operational measures of its ability to fund growth and manage expansion. EBITDA should not
be considered (1) as an alternate (o net income, (1) as an indicator of operating performance or cash
flows generated by operaung. investing or financing activities or (iii) as a measure of liquidity.

EBITDA increased 67% o 8550 million and 70% to $150.4 million for the three and nine
months ended September 30, 1996, respecuively, compared 1o the same period for 1995, The
successful growth n operations, together with the capital changes discussed above, have
signmficantly improved EBITDA duning the periods presented

Capital Requirements. The Company has utlized strategic acquisiions as a means of
expanding 1ts network, sales and service presence and revenues across the country. The Company
evaluates each potential acquisition 1o determine its strategic fit within the Company’s growth,
operating margin and income objecuves.  The Company expects to continue to actively explore
potential acquisitions and may enter o discussions from time (o ume with potential acquisition
candidates, but there can be no assurance that the Company will be able to enter into agreements in
the future with respect [0, Or consumimate, acquisibons on .Ju.c;'nuhlc lerms

The PACE and Teledial America acquisition agreements contain provisions that may
require the Company o make contingent purchase price payments during the fourth quarter of
1996 and through 1997, These payments will be based on achieving certain revenue performance
and customer retention as specified in the respective purchase agreements. The Company expects to
increase the level of capital expenditures through 1997 w0 support continued growth

In May 1996, the Company entered into (wo separate agreements with a distnibutor and its
affihiated party. In consideration for the contract extensions as well as exc asivity and non-compete
provisions in the agreements, the Company will make payments on varicus desigoaied dates over
several years in accordance with the two agreements. Certain of these payments are contingent
upon these parties meeting certain performance measures. These payments are being amortized
OweT ﬂl{' ft’\r!.‘l..'[l'-‘f contract terms




Commiutmends and Confingencies Ihe Companv has agreements with certain
nterexschange carrier Wl tiird-party vendors to lease 1acihities tor ongmating, terminating and
IFAnsSOIT SeTvig These agreciments require the ':."[:'4;".I1'|‘| iy 1N 1mu nthiv and’ of
snirasal b g% based on usage . The thard party carmers include WorldCom Network Services, I
I'bhia WilTel. Spnint Corporatten and MOl Telecommumcations Corporation.  In addition, the
Company uses services provided by each RBOC, GTE ne Operating Companies and other

iller hxal exchange catmiers. The Con Iv has one s cant contract with a third
IV Cart wiever, | ' LTS contract represent less than 0% of the
Compa enue on an ant Basis ! ¢ the Condensed Consohdated Financial
SLAIEINC TS The o pany manages s network in order 10 maxim vility and redundancy
and runmmize Jependence on any particular thard party camer. The Company may, however,
ICTeAse s feliance on a particular rd party carner as a result of service, quality and pricing
viderations  The Company has engineercd its Network the impact on 1s Customers
P a service latlure by anv third party ca T amd has est igency plans 1o reroute
raftic as quickly as powsable of a service falure by a third t should occur. Although
1 CIV I [ B ife |! ! the | 1t T

npany has expenenced have been corrected 1in a relatively short
mefsind Catastrophi . e could mermupt i

c provision of service by both the
The restoration period for a catastrophic

tme petiod

r fanlur e reasonably determined, however the Ci any has not expernenced a
i i ™ H L oy
It i pany ha e ey as a m varswous it Mamnagement
Is to & r v delend these outsta The Company beheves that it has .I;li'l.".-'.l:l'
o loms comnmpgencies and that current pending or threatened hitgation matters will mit have a
Merial adverse umpact on the Company s results of operations or [imancial condition (See Nole
i i) od Laons dated Fmancial Statements

Federal Income Taves The Company has generated sigmfcant NOLs in prior vears that
' k

ivatlable o reduce current cash reguirements for icome taves. See Note 9 of the Condensed
dated Financial Statements for a discussion of il

! the availabilaty and expected utilizatton of the
exishing M IF L

Impact of Inflation and Seasonality, The Ce

ipany does ot beheve that the relativels
newderiate levels of mflation which have been experienced in the United States in recent vears have
13 ant etfect on s net revenues of carmings

Ihe Company's Jong-dista I ¢ 1% subject 1o seasonal varnanons based 1 cach
1 : nt.  Use of jong-distar mrces by commercial custemers s tvpecally lower on
kends throughout the v TARTR | quarter due 10 holidays  As residential revenue
fCas proporiion of the Company's total revenues, the seasonal mmpact due to changes in
¢ patter | be rediced  The Company 15 unable to predict the impact of a
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Private Securities Litigation Reform Act of 1995 - Safe Harbor Caunonary Statement

g ans forwatd-looking stitements as defined by the Private Sevuniies Liteation
Act of 1995 dthe Reform Acty  These forward-looking statements express the beliefs and
] Lt . FoEe bir 11 : . . ll w e " " "' |\l |-.L W 13 '




limitation, the followinge statements concerming the Company’s outlook for 1997 the Company's
plans to enter the local service market, the effect of FCC and judicial rulmgs pertaing to local
)rvice compention and RBOC entry into the long distance market; the impact of markerplace
Ltompciiiion on pricing strategies and rates expected growth an the residential bus eSS segment;
the cost reduction strategies and Upportumies i gross margin; the Cxpecied inferest savings from
the Secuntization Program: funding of capital expenditures and operations: the Company's beliefs
regarding a catastrophic service fatlure: and other similar expressions concerming matters that are
not historical facts

Such statements are based on current eapecrations and involve a number of known and
unknown misks and uncertainties that could cause the actual results performance, and/or
achievements of the ( ompany o differ materially  from any ftuture results, performance, or
achievements, expressed or implied by the forward-looking statements Readers are cautioned not
to place undue reliance on these forward looking statements and any such statement 1s qualified by
reference 1o the following cautionary statements.  In connection with the safe harbor provisions of
the Reform Act, 1 : Company's management 15 hereby identifying important factors that could
cause actual results 1o differ matertally from management’s expectations including, without
limitation, the following: increased levels of competiion in the telecommunications idustry,
ncluding RBOC entry into the long-distance industry and the impact on pncing; the ability of
LCI's direct sales force and alternative channels of distribution 1o obtain new sales: the adoption
and application of rules and regulations implementing the Act: and other risks described from time
o nme in the Company’s Securities and Exchange Commission filings, The Company undertakes
no obligation 1o publicly release the result of any revision to these forward-looking statements
which may be made to reflect events or tircumstances after the date hereof or to reflect the
occurrence of unanticipated events




PART 1. OTHER INFORMATION
Item 1. Legal Proceedings

Thomas J. Byrnes and Rick

I by two formwer members of the Comyg

{ C txto v LOCT Communicanons Holdings Co. et al. was
any s management on June 28, 1991 in Common Pleas
Court, Frankhn County, Oba. The siit alleged ape discrimination by the Company among other

things and soughe 342 8 mullion in compensatory and pututive damages. Dunng 1993, a jury

returned a verdict o favor of the Plaintdfs and the Common Pleas Count awarded approxumately

SE 1 mulhon in damages and antorney s fees

Both the Plamntiffs and the Company appealed this matter to the Court of Appeals in Oh,
which in a two o one decision overruled each of LOTUs assignments of ertor and two of the
Plamndfs” clamms, and sustined the Plamtitfs” request for approximately $0.1 malhon in pre
judgment interest an additron to the previous award. The Company filed a Notice of Appeal at the
Supreme Court of Ohio (the Court) and the Court agréed to review the decision by the Court of
Appeals. Oral arguments ook place n May 1996 To date the Court has not rendered an opinion
on the matter, although the Company expects an opimion 1o be rendered in the fourth quarter of
1996. The appeal process has extended the resolution of this matter for several vears and,
depending on the disposiion and nming of the ulumate outcome, 1t 15 reasonably possible that
between 50 and 3 mullion of addimonal interest expense could be incurred

Vanus James v. LCI International, Inc. er al. and American Communicalions Network, Inc
was commenced im late May 1995 in the Supreme Court. Kings County, New York. The plaintiff
purports o bring a class acnon lawsuit against the Company, certain of 1ts affiliates, and Amernican
Commumications Network, Inc. (ACN), one of the Company’s sales agents. The lawsunt alleges
that, i an effort to induce prospective customers to sign up for the Company s long distance
services, the Company and ACN violated vanous laws by disserminating false and musleading
statements concerming the Company’s rates for calls 1o centain foreign countries.  The lawsuit
seeks, among other things, compensatory damages of $10 mullion dollars and pumitive damages of
$30 muilhion dollars. Based upon its overall assessment of the matter, management is of the opimion
that the fual resoluton of these proceedings will not have a material adverse effect on the
comsohdated financial position or results of operations of the Company

The Company has also been named as a defendamt in vanous other ltigation muatters
incident to the character of s business. The Company believes it has adequate accrued loss
contingencies with respect 1o all lingaton matters and. although the ulumate outcome of these
claimis cannot be ascertaned af this time, that current pending or threatened hibgation matters wall
not have a matenal adverse effect on the consolidated Nimancal position or results of operations of

the Company
Item 6. Exhibits and Reports on Form -k

ia) Exhibhits: The exhibits filed as part of this report are set forth in the Index of Exhibits on
page 32 of this report

(b} Reports on Form 8-K: The Company did not file any reports on Form B-K dunng the three
months ended September 30, [ 9496




Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned thercunto duly authorized

LCI INTERNATIONAL, INC

DATE: November 5, 1996 BY: /s Joseph A Lawrence

Chiefl Financial Officer,
Senior Yice President Finance and
Coerporate Development

{as duly authorized officer and
principal financial officer)




EXHIBIT INDEX

The following Fahibats are mcluded in this Quarieriy Report on Form 10-¢)

Exhibit Exhibgt
_Number : - Description
Hida) Amended and Restated Certificate of Incorporation
M) Amended and Restared By-laws
I(Mr i Transfer amd Admunistratve Agrecment among I-mrrpnw Funding Corporation,
LCTSPC 1 Inc., LCI International Felecom Corp.. NattonsBank. N A and certain

other parties ticreto, dated August 29, 1996

MMM in) Recewvables Purchase Agreement dated August 29, 1996, among LCI International
Telecom Corp. LCI SPC 1. Ing

R THTY Subordinated Intercompany Revolving Note, date August 29, 1996, issued 1o LCI
International Telecom Corp. by LCI SPC 1. Inc

Iirav) Support Agreement. dated August 29, 1996, by LCI Invternational, Inc. in favor of

LCISPC I, Inc
Statement Regarding Computation of Per Share Eamnings

Financial Data Schedule

Incorporated by reference from the ( vmpany s Quarterly Report on Form 10-Q for the
quarterly period ended June 30, 1996

Incorporated by reference from the Company's Registration Statement on Form §-|
(Registration No. 33-60558)
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LCI International, Inc.

Selected Consolidated Financial Data - Audited
{in Willions, Except Revems par MOU and Earrings par Common Zhare)

1996 1995 19544 1993% 1992
Statement of Oporations Data
Revenues $1,103.0 5§ 6729 $ 4640 $ 3412 $ 2605
Openating Expentes 959.5 590.3 413.1 320.0 267.0
Opexating Iocome 1435 8.6 0.9 1.2 (6.5)
Income (Loss) Before Extraordinary Iiczns 743 0.8 6.8 (2.6) 41,7
Net Income (Loss) 748 50.8 6.8 (10.9) (41.7)
Income (Loss) on Common Stock $ T § 451 $ 10 $§(13.00 § (46
Operathg Data
Mimstes of Use (MOUs) 8199.1 4,862.6 32884 2.270.4 1,677.2
WEMOU $ 01245 $0.1236 §$0.1226 $0.1273 $0.1283
EBITDA $ 2070 § 1265 $ 7.0 $ 616 $ 503
Balance Sheet Data
Toal Asscts s 0.0 5 T4 $ 4697 $ 359.2 $ 3236
Loog<term Debt and Caplnl Lease Obligations 2355 4.9 1448 843 255.9
Redeecmable Preferred Stock - - - - 4.1
Stareowntrs’ Equity (Deficit) $ 007 $ 344 $ 2017 $ 1953 S 8.0y
Earnings per Comumon Share™
Income (Loss) per Share
Before Extraordinery ltems S 03 $ 0.62 § ooz § 010} § (1.33)
Loss per Share - - - 0.18) -
Income pet Share $ 086 S 062 § 002 $ (0.28) § (1.33)
Weghted Average Number of
Shares™ 873 8.1 66.1 4.2 314
Cash Dividends per Share - - - - »

(A) lncindes writeoff of meets, lows costingency cxpenscs kad restrucsuring charges of 3615 in 1904, 3130 la 1991, asd $34.4 @ 1992
(B) Earmings bofore sores, [soms tixss, depreciasion snd smordios (EBITDA) sxclodes cesvowrring clarges ducussed (g oote (A)

Ao,

{C) EBarmings per comemon sbare and weighted sverype sumber of commoan share e prosemad oo o Rully dlhuled Sema
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Management's Discussion and Analysis of
Financial Condition and Results of Operations

INTRODUCTION

LCI Isermadonal, Ioc., together with its subgidiaries (LCI or te Company), is a fxcilities-based, longdisance
wlecommunications carrier that provides 3 broad rage of domesic and imermtiosal ielecommunicarions service
offerings in all market scpments:  commercial, wholesale and residectial/small business. The Company provides
service 1o its customers through leased and owned digial Sheroptc facilities. Collectively, these facilivies
constimte the Company's necwork (the Network).

Histodcally, the Compacy bas operated in the 380 billios long-distance wlecommunications lodustry, The long-
disoncs indosry ummuumrmwmmmumm
A.TI;TCWHTH) MCl Cormmuni-catoms Corporason (MCT) and Sprimt Corponation (Sprin). In
1996, fewer than een other publicly taded interexchange carriers, including the Company, had asmual revenues
exceediog 51 billioa. The balance of e long-distance Industry comprises several bundred smaller interexchange
carriens. Recent legisladive and regulasory activity is desigoed © crease one wlecommunicasions indoery w
cocompass both long-distance aad local telecommumications services, The local telecommanications indusry is
spproxinazly $95 billion and is dominated by the seves Regiomal Bell Operating Companies (RBOCs) :0d GTE
Commani-catons Corporation (GTE). The RBOCs and GTE bave betn granted the anthority to provide Local
Access Traospont Area (interLATA) long-<disance service oumide their respective regions. The macre of
compedidon in this combined industry is expected w chasge sigmificantly a3 legisiative and regulatory activities
progress. The Compazy imtends w provide combined local and logg-dismance services w compewe in what is
expected 10 be a $150 billion ~ombined market

While the revenue of long-distance telecommupications indussy providers has grown berween 5% and B%
anally in recest years, the Company bas cxpericneed 4%, 45% azd 36'% growh in revenoes in 1996, 1995
and 1994, respectively, as well as 63%, 43'% and 45% growth ia the volume of swiched misutes of use (M 2Us)
during the same periods. This growth bas been primarily geocrated by isternal growth in all service areas of the
Compasy's business. The Company’s rsideotal/small busicess reveoues grew o excess of 123%. 170% and
120% in 1996, 1995 and 1994, respectively, while intermatiosal service revenues from all sepmenty grow in
~ucess of 100% in each of the same periods. Revenues from the Company's business segment exhibited overall
growth rates of 45%, 28% and J1% in 1996, 1995 and 1994, respectively. The Company intends 0 contioue

expanding males, marketing and promotional efforts acroms all customer sepmenes. 10 expand irs service lines and
@ provide local service,

The Company's abiliry 10 compete and grow is subject 10 changing industry conditiops. Recent legislation and the
resulting judicial and regulstory actios have had a significam impact ov the corrent industry exviromment. These
chanpes will alter the mature and degree of competition in both the local and long-distance sepments of the
indusay,

INDUSTRY ENVIRONMENT
Legislative Mattory

Telecommunicazions Act of 1996, ln Febnuary 199, the Teecommunicasions Act of 1996 (the Act) was passed by
the Uniznd States Congress and signed into law by Presidemt Clision. This comprehensive telecommmunicasions
legishidon was desigoed to increase competidon In the |ong-distuce and local elecommunications industries. The
legistadon will allow the RBOCs w provide long-disance service in exchange for opening their local networks to
competition. Under the legistaticn, the RBOCs can immediazely provide iserl ATA long-disunce service oande
of their local-sexvice writorics. However, aa RBOC must apply © the Federal Communicarions Coeumission
(FCC) w0 provide long-disance scrvices within any of the staes in which the RBOC curremtly operates. The
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RBOC: must saticfy several pro-competitive critesia before the FCC wall approve aa RBOC's requent t provide
in-region interlATA locp-disance services. The legislation provides a framework for the Company and odber
long-disance carriers to compete with incumbent local sxchange carriers (LECs) by reselling service of local
telephone companies, interconnecting with LEC oetwork facilities or bullding new local-service facilites.

Under the Act, a telecommuaicasions provider can request initiation of interconnection/resale negotiations with a
LEC. The Company is crrendy in formal ocgodations with various LECs to reach local-service agreements and
LT ineends to vigorously compet= in the local-service market. Initially, the Company will provide local service i
cusiome s on a bundled resale basis. The Company's decision 1o sell unbundlad services or 0 build local-gervice
Bcilites is dependent on eco-nomic viabiliry and frvorable regulation,

Regulstory Matters

Inserconnection Order, hwﬂuqhﬁmhﬂnhﬁtumﬁmnﬁﬂhnvmﬂrﬂ_m

mm-mmﬁmwmwmmhnmﬂwm

through LECs are to be arbitmaied. Severa! LECs, sais mgulatory agencies and other punuh:umuadu
FCC’s Interconnection Order. The United States Court of Appeals for the Eighth Circuit lssusd a sty of the
Intercoanection Order, pending the outcome of the appeals. Beciuse the legal outcome of these appeals is

uzccruin, the Company bs wmable w predic: what impact the pending judicial procesdings will have on local-
service competition or oo RBOC provision of in-region inerl ATA long-distunce services.

Geographic Rate Averaging. The FCC also released an order regarding e avenaging. Under the FCC's rate
avenaging order, the mtes charged by all providers of interexchunge telecommunications services to customers in
rural and high-cosr areas cazmot be higher than the rates charped by soch providers w thelr customers in arban
areas, The Company is umable o predict bow this order will affect its recults of operations or financial position.

Access Oharge Reform. 1o December 1996, the PCC propased changes 1o access charges levied by LECs on long-
distance service providers, These charpes currently represent approximately ooe-half of the long-distance industry
revenns, The FCC's intention is to require the charpes for access services 1o be consigtens with sctesl sconcenic
cost. The FCC bas proposed two approaches for access charge reform:  The firm proposed solution is a market-
based gpproach that relies on competitive pressure, while the second is a prescripte approach which would
iovolve FCC ipterventicn. It iz widely expected that mawerial changes 10 curtest ind - 77y cost stroctures conld
result from these proceedings. The Company intends to actively participate in these proceedings. In light of the
uncertainey regarding the FCC's cltimate actions in these proceedings, the Company is uwoable to predict what
impact the pending proceedings will have on the Company's cost structure,

Imd&mimﬁ:tmnrumﬂwdmmu;uMannmmmmwm
resell local service, which would enable the Company o provide combined local and long-distance services
existing and prospective customers. The Company bas received approval © resell local service in 21 pates
{Alabama, California, Colorado, mmwmhﬁmhﬂw Michigan,
Mizocson, Missisippl, Nevada, ! -w York, Peassylvania, South Carolina, Temnessee, Teans, Wishingtos and
Wisconsin) and the District of Columbia, and has spplicasions for local-service suthority pending in snother seven
stares. The Company is currently reselling local telecomeunications service in California Niinols and New York.

INDUSTRY STRUCTURE

The curent loog-disance telecommunications market is highly compedtive. Several of the Company's
competitors are subsaotially larger and have substantially greater fioancial, technical and marketing resources. As
the Company grows, it expects 0 face increased compeddon, particularly from AT&T, MCI and Sprioe The
Company also competes with other interexchangs carriers and ressllers in various rypes of long-distance services.
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The Company’s growth is based o 3 markrting stracegy that focuses on differentiating LCT through *Simple, Fair
and [nexpensive”™ domesnc and intermatioral telecommunications service offerings in all market segmesss This
smepic dircction is supp wod by geogmphic cxpizsion of salsy presence end Network operating Hcilities, as
well 25 expansion in males channels, argetad service offerings w each market sepment and selective acquisitions.

The priocipal competitive factors affecting the implemestadios of he Compacy's smawgy are the industry
eaviromment &3 described above, pricing, efficient low-cost operations, customer service 4ad diversity of services
wmmw:mwhuuﬁlmnmﬂpﬁqmmﬂnm
mmuaTtT_Hﬂmwmthww:m&n:uwh
wgit cost of the Company’s cost of service, which emables the Company (0 competitively price i services.
Recently, cerain long-distance carriens bave inzroduced flai-rase pricing programs whose impact on the Company
bas oot yet been determined. The Company's ability 0 compes effectively will depend oo mainuining high.
quality, market-driven services at prices penerally equal ©o or below those charped by its major competitors.

As 2 result of the pasmage of the Aot and the effect of other regulaiory marers discocsed above, the mrocture of
the industry is expectad 10 change by facilitating the provision of locl service by carriers other than LECs, while
pemmittng RBOCs w provide interl ATA long-disance service within their service temitorier. Consequently, the
Company expects competition within the industry 10 increase in both the long-distance and local markes.

EEVIEW OF OPERATIONS

The Company's revemues primarily consist of switched and privaze-line revenues. The Company's switched
mm:!ﬂmﬂﬁ:ﬂﬂﬂﬂ:ﬂmm{m:&qﬁw“ﬂﬂ}.Mhmmhued
mucm‘:mmmm.mmmmlﬂmﬁnndﬁdmmuhﬂm
with usage. The Company's cost of services coasisss primarily of expenses incurred for origination, wrmisston
and transmission of calls through LECs and over the Company's Nerwork, asd the cost of transmission through
other long-disunce camriers. The Company's results of operations include the acquisition of Peamsylvania
Alternative Communications, loc, (PACE) from June 1, 1996, and the acquisitions of Teledial America, Inc.
(Teledial America) and ATS Network Communications, Inc. (ATS) from Jamary 1. 1996. For the comparative
periods preseseed, che Company's results of operadons include the acquisition of Corporate Telemanagement
Group, loe. (CTG) from September 1, 1995,

Revenues

Toal revenues increased 64% w $1.1 billion in 1996, from $672.9 million in 1995. Towl reveoues in 1995
‘areased 45% from $464.0 millicn in 1994, Revenues for all periods presented are reduced by estimated
dllowanees for credin and uncollectible accounts (sales allowance).

wmmmmmMﬂnmlmﬂmﬁmwa:
&:.rtn;bor.‘hIHSMIm.mmmmnmmmwrnﬂhCmr':m
m%ﬂfmmmmmmuflmimmmpmm
ﬁdmﬁwnmhﬁmwuptmmdmmnio{mdmhlm.um»
gproximately 20% for 1995 and 10% for 1994, Growth in imeermational service rovenues across all revemue
service lines contioued in excess of 100% for all years presented.

Duﬂn;d::lunhd!oﬂ?ﬁ.mmlnhh:ﬂmm‘:ﬁmp:d.mmmdwﬂu-mpﬁduwmm
promotions for the residential markee LC1 contimes to believe s its Simple, Fair and Inexpensive marketing
mmpﬁuwummﬁwhmﬁﬂuuﬁqm.uﬂHMWu‘

ThtCmmy::pui:maliin:r:u:}w-avn-';-:.ulnm..ncpuuot]hbmh 1996 and 1995. Revenue
per MOU is affeced by several fctors, Residential/small busisess and international reveoues bave a higher nate
mmmpnuﬂu.mmtmy';mmnmmmhuhwnhtytmpcmdmmpquou.
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Factory placing dowoward prespure on revenus per MOU inchude competitrve market conditions, & higher gales
allowance for uncollectibles on the growing base of residestial/small business revenues and a change in the mix of
business volumes [om swiched services to dedicated access servicrs. The Company®s growh ia vanious cgmenn
kas changed ifs revenue mix and consequently impacs revenue per MOU. Changes in reveoue per MOU are oot

srrocrures and peacade a vasiery of gross margins, bt have similer opersting marging.

The Company cxpericoced an increase is its sles allowasce in 1996 a3 a result of e growtd in revemuc and a
shift in the customer mix toward the residental/omall businen service segment which, historically, has & higher
uncollectble mer than the busioess reveme segment. This iacrease ia tales allowance was also doe w0 growth in
specific geographic markets where the Company expericnced a bigher level of mles allowance than the Company's
bistorical levels.

The Compary uses a variery of chanoels o market it services. In addition i i internal tales force, the Company
uses a combination of adverusing, telemarketing and third party sales agents. With respect 10 third-party salles
agents, compesution for mies Is paid o agenn in the form of an ongoing commision based upon collected
umuihﬂknmﬁmﬁdhﬁ:um Service msponsibilities, including billing and cosiomer
service fumctions for such customers, ere performed by the Company. American Commumications Network, [oc.
(ACN), a satogwide network of third-party sales agents, contisued 10 be the most succcssful of the Company’s
sales agents and accounted for a significant portion of the Company's residendal/zmall business sales growth. In
June 1996, the Company extended its conmact with ACN through April 2011. Ie considesation for the coneract
extension, a5 well af exclusivity asd non-compese provisions, the Company commitied o make fwo payments on
desiprated dazes which will be amortized over the life of te conmact. A pordon of these payments is contingent
on future performance by ACN, The agreement also containg 4 provision whereby ACN will receive 3 payment if
there is a change in the conool of e Company. In coosideration [or this change in conmrol peyment, the
Company will reccive 2 31 % reduction in the gogoing commussion rates puid w ACN. The change in conmol
paymem is caloulazed based op 3 mulople of three tmes the sverage moodhly collected revesne geseraeed by
customers identified by ACN. Avenge monthly collected revenue is calculated over & Z4-momsh
period subsequent w0 the change in contol. The amount of this payment is therefore dependent upon ACN's level
of performance during this period.

Gross Margia
The Compary's gross margin increased 67% w0 $460.7 million i 1996 from $276.7 million in 1995. Gross
margin in 1995 incressed 456% from $180.7 million in 1954, The following tble provides information regarding
Eross margin
_(n Millions) 1996 1995 1554

Rovemuss $ Lim.0 $ 6729 $ 4540

Cost of Services 623 395.2 274.3

Gross Marpin S 4.7 $ 276.7 $ 1857

Gross Marpio % 41.1% 41.1% 40.9%

During 1996, 1993 and 1994, the gross margin as 2 percemage of reveone focreased w 41.8%. 41.1% and
40.9%, respectively. The incrmse in gross margin as 2 percentage of revenne resulisd from the ot impast of
several items. The Company experienced the positive impact of growtd ia residendal/small buginess and
international maffic, which provide higher gross margins. The improvemeses is Ne-work cfficiencies and lower
access costs due 10 LEC rate reductions provided com tavings that also Gvonably mpacesd gross margin, The
Network efficiencies resulted from lotegradon of taffic from acquired companias onto the Network and improved
applicatos of Network opdmizadon techniques. The Gvonble impacts 08 gross margis were partially offset by
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competitive pressures for lower pricing across all servics liney 2nd in some interoadonal markeer. The net impact
of all of these faczors resulted in an ovenall improvemens in the gross margin a5 a percenoage of nevenue,

The Company contimass t0 ¢valuste stralegics to reduce its com of services. These strat~gies include using i
embedded fiber-opdc capacity, expanding its owned fiber-opic capacity and gaining access w0 fiber- optc and
broadband capacity through contmact pegotiations or other armangements with carriers. ln addidon, the Coxpany
contizues o identify variable-coft network traffic that can be comt-effectively routed coto the Compazy’s Sxed-
cost Network, Through these strategiss, LCI plans to improve the reliability aad efficiency of the Necwork and 1o
continue to pursue opporunities to reduce its cott of services per MOU,

Opersting Fxpeoses and Operating Income

The following table prc ides information regarding operatiag expentes and openating income:

{In Milkions) 1996 1995 1994
Cross Margia § 460.7 $ 216.7 $ 1897
Selling, General and Administrative Expenses 253.7 150.1 100.7
“Earnings Before Interest, Income Taxes,

Depreciation sad Amortizatioa (EBITDA) P2 ] 126.6 E7.0
Depreciation 2od Amortiration &8s 4.0 36.1
Operating Income $ 1435 $§ B $ 509
As a Percest of Revenne:

Gross Masgia 45% £1.1% 409 %
_Selling, General and Administrative Expenses 2.0% 23% 221%
EBITDA 138% 158 % 188 %
Depreciation and Amortizason 5% 65 % 8%
Operating locoue DI 123 % 11.0 %

mmammm_mummwasu
$253.7 milliocn in 1996 and increxsed 46% w0 $150.1 millics in 1995 from $102.7 million in 1994, As
percentipe of fevenots, selling, genenl and admimistmative expenses wers 23.0%, 22.3% and 22.1% hlm
lm:dlﬂ.mm&vdy.mm'sdﬁu.pmﬂmﬂmewMI
by three expenses: payroll, commisgions and billing scrvices. Pryroll expenses increased $37.5 millioa, $17.
million and $13.5 million year-over-year foc 1996, 1993 and 1994, respectively, dus to an incresse in the mu:r
of employees that resulted from the Company's acquisitions aod expansion of the sales and customer ppoTt
infrastructure. This growth in the payroll expesse year-over-year was less than e corresponding prowth in
revesues for the same periods.

The growth in residential/small business revenue o more than 30% of the Company's customer base o 1996 was
respoasible for a significant portios of the growth in seiling, pencral snd administrative expenses during the Last
three yrars. Although the residenial/ gmall business servics lice resulted in increased cosm, It also provided a
bigher gros margin, allowing the Company to manage EBITDA t0 2 consistent percenaage of revemue.

The increase in selling, peneral pnd adminisrative cxpemses reflect, io pan, te $35.3 milllon, $15.7 milBon and
$5.5 millios iscrease in commission expemses for the years ended December 31, 1996, 1995 and 1954,
respectively, over the companble prior periods. The growah in residestial/omall business revesue sold by thind-
party salcs agenss with an ongoing commission was the primary zanse of the increase in commission expemse, The
cos incurred for comz:'ssions primarily replace other variable marketing and selling expenses for this revenue
segment. Billing services expenses increased $14.6 million, $6.5 millios and $2.7 million year-over-year for
1996, 1995 and 1994, respectively, primarily for residential/small busizess billing service cxpenses, which are
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performed by LECs. LEC billiog cosu declined yearover-year oa 8 per-bill basiz, but the iocreass in
residential/snall business customers and the related revenue cxused 12 overall increase o this expense year-over-
year. Both commispion and billing services expenses prew af & faster mee thus ol reveooes due © the shift in
cussoener mux woward remdential/onall butinest services.

The Compazy anticipates an incremestal incresse in selling, peoeral and admipieracive expences with the
contimned expansion of ‘s geographic sales presence and s enmrance into the local-¢ervices markes. The Company
also expects continued incresses in selling, peoenal and adminisranve expenses ag & result of the growth in the
retidential/small business sepmens, which incury hipher proportional costs but also provides a higher gross margin
thas other sepments.

Depreciation and Amortization Expemse. Deprecia-ton and smomisanon expense for 1996, 1995 and 1954
increased 44%, 22% and 10% year-over-year, respectively, due to the Company's increased capital expenditures
© support o growth la revennes and volumes, as well a2 addisonal smortization cxpense from adquisitions. The
growth in reveooe bas cxceoded the growth in depreciation and amortiztion expense, which has caused

jon and amortiration expente ag A percentage of revenues 0 decrease 1o 4% in 1996, fom 7% in 1995
and 8% in 1994, The Company's revenue growth out-paced the powth In the cou of addidosal Nerwork and
other capinl assets, due w LCT's abiliry o ke advannpe of improved ebrology with higher capasicy o lower
costs.

Operating Income. Operating income increased 74% to §143.5 million in 1996 and 62'% 1o 382 6 million in 1995
fraom §$50.9 million iz 1994, As a percentage of revecues, operating income increased 0 13%, 12% and 115 for
the years ended December 31, 1996, 1995 and 1994, respectively, reflecting the masagement of the unit cont of
services and eelling, poneral and adminigtrative eipenses dunog a peniod of sigmficant growth in reveones and
MOUs

Other (Inrome) Expense, Net

Ocher income, pet of other expenses, was 5.3 million ia 1996 compared © §.9 millica la 1995, Ocher iscome, oet
for the year ended December 31, 1996, includes a gais on e sale of 2 wholly owned CTG mmm
provided service w oon-srategic geographic locadons. In 1995, other income includsd a gain relued 10 the

resolution of the STN [ncorporated (STN) isvestment. 1o 1954, other expense, per, was $59.8 million, primari)
a result of the aourecurring charge of $62. 5 million relating to e loss of the STN investments and accrued |
contingencies relatad to STN obligations.

s

Interest Expense, Net

Ioterest expeme, ect of capstalized intcrest, increascd to $28.8 mullion in 1996 fom $16.3 millicn ia 1995 and
$2.8 million in 1994. [ncreased interest expense in 1996 was primarily the result of higher levels of outranding
debt and capital leases throughout 1996 as compared 1o 1999, The Company's acquish "oos of Teledial Amesica,
ATS and PACE increased ousstanding debe by $120 million in 1996, The proceeds ;om the mle of accouns
receivable chrough the Ascounts Receivable Securitization Program (Securidzadon Program), in the dhird and
fourth quanters of 1996, were used to decrease the outstanding delx 10 $235.8 million at December 31, 1996, The

‘s acquistons and capial expendinres during 1995 increased cutstanding deix and capital leases @
$274.7 millica at December 31, 1995, from $144.8 million at December 31, 1994, The effective weighied
average inmrem me oo all indebiedness oustanding was 8.24% (o 1996, as compared w0 5.20% w3 1995 and
7.35% ia 1554, The Compasy expects lower inmerest razes due w e reduc-tdon of the ousmnding balances under
e Revolving Credit Facility (Credit Facility) for a foll year in 1997.

Income Tazes

Income tx expense was $40.2 million and $16.4 million ia 1996 aad 1995, respectively, and a benefit of $24.5
million in 1994, Increased income mx expense resulted from as increase in the =ffective tax mte to 35% in 1996
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from 24% iz 1993 and e increase (o iocome before income taxes for the year endsd December 31, 1996 as
compared (0 the sme period in 1995, The effective income t mate was lower thas the stattory e in 1996 and
1995 and wat & benefit in 1954, primanly due to the Company®s expected utiliration of available pet cperating
logses (NOLs). Previously geoerated NOLs for financial reporting purposes bave been fully realized as of
December 31, 1996, (S& Noee 10 w the Comolidated Financial Sttements. )

Prefered Dividends

Prefered dividends were $2.8 million, $5.7 millicn and $5.8 million for 1996, 1995 and 1994, respectively, as a
result of e dividend requircments oo the Company’s previoutly custnding 5% Cuomoisdve Cooverdble
Exchangeable Preferred Stock (Preferred Stock). During 1996, nearfy all of the 4.6 million shares of Preferred
Stock outstanding &t December 31, 1995 were cooverned imo chares of the Company's Commoa Stock, par value
$.01 per share (Common Stock). Om September 3, 1996, the remaining chares of Preferred Stock were mdesmed
by the Compary. The conversion of Preferred Stock will result in 20 acoual mvisgs of $5.8 million, based spon
the original 4.6 millicn shares issusd in August 1993,

Net Income and Eamings per Common Share

Net locome increaged o0 $74.8 million for 1996, $50.8 million for 1995 and $6.8 millios for 1594, locome oo
common stock was $72.0 million, $45.] million and 51.0 million for 1996, 1995 and 1994, respectively.

For the years ended December 31, 1996 and 1995, the carnings per common thare were calculated as ot income
before preforred dividends divided by the weighted sverage mumber of common shares. For the year ended
December 31, 1954, the carnicgy per common share were calculieed as the [acome oo common siock divided by
the weighted sverage pumber of common shares. For the years ended December 31, 1996 and 1995, the weighted
avenge number of common shares included the sssumed cooversion of any Preferred Stock then cutstanding
during oy point in the period, into 12.]1 million shares of Common Stock. For the yean ended December 31,
1994, the atzumed conversion of e Preformed Stock into Common Sinck was excluded from the weightsd svenage
pumber of common shares as such sock was anti-Shaive. For all years presented, Common Stock eguivalenzs
were refleciad in the weighted averape oomber of common shares using the reasury stock method. (See Notz 2 o
the Congolidated Fizancial S'atements. )

LIQUIDITY AND CAFITAL RESOURCES

LCI Intereanional, Inc. is a bolding company and conducs i operations (xrough it direcy and indirec: wbolly
owaed subsidiaries, LCI SPC |, lec, (SPC) is a wholly owned subsidisry of LT and faxlitates the Secunitizasion
Program. Excepx in cermin lumited clrcumsunces, SPC is subject 0 cermin conmmacrual probibitons concerning
the payment of dividends and the making of loans and advasces to LCT. There are, bowever, 0o restrictons oa the
agvement of cash within the remainder of the consolidated group, and the Company ‘s discesnon of in Uquidicy is
based oo the consolidated group. The Company measures its liquidity based oo cash fow as repored io its
coasolidased smatemenss of cash fiow; bowever, the Company does wie other operaticnal measures, as outlined
below, 0 manage i Operadons.

Cash Flows — Operating Activities

The Comparey provided $303.7 million of cash from operations, which includes the proceads of $112.0 millioa
from the Securitizarion Program for the year ended December 11, 1996, Cash provided from opemtions,
excluding the proceeds from the Securitization Program, was $188.1 million, compared o $53.9 million and
$38.1 million for 1995 and 1994, respectively. The increase in 1996, as well as in 1995 und 1994, is due w the
siguificant growth in reveoues and net income for the periods, a3 well 15 improved mamagement of working
expital and stronger cash collections during 1996 when compared © 1999 and 1994,
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Cash Flows — Investing Activities

The Company has supponed s growth srategy wath both capital addicons and acquisivons. [n 1996, the
Company spent . 144.) million in capital expeodimres © acquire addivotal swirching., taommistios and
distribution capacity, as well as w develop icformadon sysems support. Capinl expenditures increased $47.0
million in 1996 when compared to 19935, and increased 531.3 million in 1995 when compared o 1954, The
Compaoy's acquisidloes of Teledial Amenca, ATS and PACE, s well a5 other isanpble assets, resuleed in the
uee of $124.6 million in cash for the year ended December 31, 1556, 1o 1995, the Company spert $66.4 million
o acquire CTG and §97.] million for capital additions. [n 1994, the Company spent $7.9 million for acquisitions
and $66.0 wmillion for capinl expeoditores. The remaining iovewdog actvides Lo 1995 aod 1994 reflect che
payment for the iovestnent in STN.

Cash Flows — Financing Activities

In 1996, Snancing activities used a net $34,8 million. Dunng 1996, the Company experienced et bormowing of
$70,7 million under its debt agreements, to fund its acquisitions and capinl expeaditures 3¢ discussed in investing
acovizies, above. The oet borrowings were offset by e $112.0 million in proceeds provided by the sale of
accounts receivable pursuant to the Securifization Program, which were used to pay down cutstanding balances
ander the Credit Facility, In 1995 and 1954, financiag activites provided a ner $121.8 million and $67.3 million,
respectively, primarily from borrowings under the Credit Faciliry

Capital Resources

In February 1996, the Company obained a $700 million Credit Facility with & cyndicate of banks, which allows
the Company w0 bormow funds oo a daily basis. As a result, the Company uses i available cash © reduce the
balance of its Credit Facility and maintains no cagh oo hand, Under the Credit Facility, the Company bad $215.0
millioe and $260.7 million outstanding and $10.0 million and $10.4 million reserved for letters of cyedit issued
for variowt business maners, as of Decanber 31, 1996 and 1995, respecovely. As of December 31, 1996 and
1995, respectively, the Company bad $475.0 million asd §174.9 million available under the Credit Pacility,

The smount that can be borrowed under the Credit Facility is subject w reduction based on the outstanding
balance beginsing June 30, 1998 untll maturity oo March 31, 2001, The interest miz on the debt cotstanding is
variable based on several indices. (See Note § to the Consolidared Financial Stazements ) The weighted average
intereat rases on the debt outstanding under the Credit Facility were 6.09% and 6.88% on Decamber 31, 1996 and
1995, respecdvely. The Credit Facility conmivs cermin balance thest cperating cash flow, capital expendinere
and cegative coveoant requirements. As of December 31, 1996, the Company was in compliance with all
CoveDants.

In September 1996, the Company estered into two separate discretionary line of credit agreemenst (Lives of
Credit) with commercial banks for a toml of $50 million. The Lines of Credit provide Oexible shorm-term
borrowing facilitics at competitive rares. As of December 31, 1996, 34,0 million was oustanding oo the Lines of
Credit.

In August 1996, the Company entersd im0 the Securitization Program o sell a percentage owpership interest in a
defined pool of the Company's trade actouns rceivable, The Company can sell an undivided interest Lo a
desigmited pool of accounts mcervable oo an ongolog basis 1o mainnis the participation interest wp w0 the limit of
$150 million. As of December 31, 1956, the poal of tade accounss receivable that a3 available for sale towled
approximately §120 millioa, and the amount of receivables sold wialad $112.0 millio.

Although the Compasy believes it has sufficient operaring cash flows and avallable borrowing capacity w0 fund its
current operaticns and anticipated capital requirements, the Company contioues o ovaluate other sources of
Enaocing. The Company has filed 2 shelf registrasion stuement with the Securities and Exchange Commission,
which would allow the issuance of $300 million of detx andior equity securities. The Company has oot yet
determined when or if any new capinl financing will be compleied.
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Cash Flows — Investing Activities

The Company has supponed s growth srategy wath both capital addicons and acquisivons. [n 1996, the
Company spent . 144.) million in capital expeodimres © acquire addivotal swirching., taommistios and
distribution capacity, as well as w develop icformadon sysems support. Capinl expenditures increased $47.0
million in 1996 when compared to 19935, and increased 531.3 million in 1995 when compared o 1954, The
Compaoy's acquisidloes of Teledial Amenca, ATS and PACE, s well a5 other isanpble assets, resuleed in the
uee of $124.6 million in cash for the year ended December 31, 1556, 1o 1995, the Company spert $66.4 million
o acquire CTG and §97.] million for capital additions. [n 1994, the Company spent $7.9 million for acquisitions
and $66.0 wmillion for capinl expeoditores. The remaining iovewdog actvides Lo 1995 aod 1994 reflect che
payment for the iovestnent in STN.

Cash Flows — Financing Activities

In 1996, Snancing activities used a net $34,8 million. Dunng 1996, the Company experienced et bormowing of
$70,7 million under its debt agreements, to fund its acquisitions and capinl expeaditures 3¢ discussed in investing
acovizies, above. The oet borrowings were offset by e $112.0 million in proceeds provided by the sale of
accounts receivable pursuant to the Securifization Program, which were used to pay down cutstanding balances
ander the Credit Facility, In 1995 and 1954, financiag activites provided a ner $121.8 million and $67.3 million,
respectively, primarily from borrowings under the Credit Faciliry

Capital Resources

In February 1996, the Company obained a $700 million Credit Facility with & cyndicate of banks, which allows
the Company w0 bormow funds oo a daily basis. As a result, the Company uses i available cash © reduce the
balance of its Credit Facility and maintains no cagh oo hand, Under the Credit Facility, the Company bad $215.0
millioe and $260.7 million outstanding and $10.0 million and $10.4 million reserved for letters of cyedit issued
for variowt business maners, as of Decanber 31, 1996 and 1995, respecovely. As of December 31, 1996 and
1995, respectively, the Company bad $475.0 million asd §174.9 million available under the Credit Pacility,

The smount that can be borrowed under the Credit Facility is subject w reduction based on the outstanding
balance beginsing June 30, 1998 untll maturity oo March 31, 2001, The interest miz on the debt cotstanding is
variable based on several indices. (See Note § to the Consolidared Financial Stazements ) The weighted average
intereat rases on the debt outstanding under the Credit Facility were 6.09% and 6.88% on Decamber 31, 1996 and
1995, respecdvely. The Credit Facility conmivs cermin balance thest cperating cash flow, capital expendinere
and cegative coveoant requirements. As of December 31, 1996, the Company was in compliance with all
CoveDants.

In September 1996, the Company estered into two separate discretionary line of credit agreemenst (Lives of
Credit) with commercial banks for a toml of $50 million. The Lines of Credit provide Oexible shorm-term
borrowing facilitics at competitive rares. As of December 31, 1996, 34,0 million was oustanding oo the Lines of
Credit.

In August 1996, the Company entersd im0 the Securitization Program o sell a percentage owpership interest in a
defined pool of the Company's trade actouns rceivable, The Company can sell an undivided interest Lo a
desigmited pool of accounts mcervable oo an ongolog basis 1o mainnis the participation interest wp w0 the limit of
$150 million. As of December 31, 1956, the poal of tade accounss receivable that a3 available for sale towled
approximately §120 millioa, and the amount of receivables sold wialad $112.0 millio.

Although the Compasy believes it has sufficient operaring cash flows and avallable borrowing capacity w0 fund its
current operaticns and anticipated capital requirements, the Company contioues o ovaluate other sources of
Enaocing. The Company has filed 2 shelf registrasion stuement with the Securities and Exchange Commission,
which would allow the issuance of $300 million of detx andior equity securities. The Company has oot yet
determined when or if any new capinl financing will be compleied.




Excop from 1996 Assoal Repont o Sharsownen

Capital Requirements

During 1997, the Compasy expects thal in noo-binding commicnent for capital expenStees (excluding
acquisinons) will increase from the 1996 levels and are dependent oo the Company’s geogmphic and revenne
growth, These capital requirements are primarily for switching and ransmission facilities, =chnology plasforms
and informarnion systems applicadions. 1o addition to its oogoing capinl requirements, e Company entered imo
40 agreement, in February 1997, to extend its Network. This commitmens will extend the Company's Sber-opdc
peswork by over 3, 100 route miles, and is expected o require cxpital expenditures of approximarety $120 million,
iocludiog eqWpPTETL

The Company has relied upon strategic acquisitions &3 ooe means of expanding it nerwork, sales and service
presexce, aod revem & across the councry. The Company evaluates each potential acquicition o desermine it
staepic it within the Compasy’s growth, operating margis and locome objectives. The Compasy expects o
contime to actively explore potential acquisitons and may enter it discussions from dme 1 tme with poteatial
acquisition candidaty, but thore can be oo assurance that the Compacy will be able w coxr oo or comples
acquisition agremments oo accepabie werms,

In May 1996, the Company emtered into two separaie agreemensy with a third-party sales agent and an affilineed
party w this agent. In contideraingn for the contact maicasions, as well as exclusivity and non-compere provisons
in the agreements, the Company has made and will make paymenss oo various designated dates over sevenl yeans
in accordance with the two agreements. Caniin of these paymenty are contisgent upon achisvement of defined
performance measures. The Company belicves that these payments, if mequired, caa be funded by operations ot
borrowing capacity under the Credit Faciliny.

Duricg 1996, the Company executed lease agreements for & new corporate beadquarters and an additozal facilicy
for i operating subsidiarics. The agreement for the new corporae beadquarters building is » three-year operating
lease with 3 maximom residual guarantee paymem M the end of the lease term. The agreement for the fcility for
the operating subsidiaries is 2 capital lease. Occupancy for the subsidiaries” fcility will begin i mid-1997 aad
extend for 2 15-year term. (Sec Note 6 0 the Comsolidased Fizancial Satements. )

Commitments and Contiagendes

The Company has agreements with corain isterexchange carmiers, LECs and chird-party vendors 0 laase Gsilides
for originasing, tcrminatiop and tansporting services. These agreemenss require e Company o maistis
mizimum monthly and/or aonual billings based on usage. The Company has met and expect 0 CODOINS W meet
fach minimym utage requrements. The tind-pary camiens include WorldCom Network Services, Inc. dbia
WilTel, Sprint and MCL In addition, the Company uscs services provided by each RBOC, GTE and other smaller
LECs. The Company currently bag ooe significant contract with a third-party camrier. Subject to the ability of that
carmier t0 meet the Company's operational requirements, the Company is obligated to use this cumier for a
significans perceatage of services that the Company provides through its leased facilisies. The amousts payable
under that coneract, however, represent less thas 10% of the Company's revenug on 20 zaoual basis. (Ses Noge 7
to the Consolitaed Financial Staements.) The Company bas engineersd [ix Nerwork 1o minimire the impact oo
its customers of 2 service Gilure by any third-parry carmier and bas established contingeocy plans o reroute traffic
as quickly as possible if a service failure by a third-parry carrier should occur, Although mont service Silures thas
the Company bag expenienued have been correceed (2 2 relatvely thon dme period, 8 cnsaophic wervice Silore
could imerrupt the provision of service by both the Company and its competitors for a lenyby tme period. The
reswonagon period for a catascophic service filure cassot be reasonably dewermiped; bowever, oeither the
Company oot the indusiry has experienced a casassrophic service failure in it history.

The Company bas been named as & defendan in various Litigaticn matters. Management intends o vigorously
defend these outstanding claims. The Company belicves that it bas adequare accrued loss coctingencics and that
current pending or threatened lidgarion manery will oot have a material adverse impact on the Company s results
of operations or fimancial condition. (See Notwe 7 to the Consolidated Financial Smtemenss.)
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Federal Income Taxes

The Compazy ge! erated gignificent NOLs in prior years that are available 0 reduce current cash requirements for
income taxes. See Note 10 of the Consolidated Finsscial Stasements for a discesgion of the availabiliy and
utilizatioa of the NOLs.

Lmpact of Inflation and Seaconalicy

The Compazy docs oot believe that the reluively moderme levels of lafladon thal have been expesiencad In the
United States in recens years bave had a significant effect os it revennes or eamings.

The Company's loag-dismace revesue is subject ® seasomal variadons based oo each segment. Use of long-
distance services by commercial costomers bs typically lower on weekeads troughout the year and io e fourth
quarter, doe to holidays. As residential revennes increass 23 2 proportion of the Company’s total reveues, the
scasooal impact dus to chaoges in commercial calling parerns will be reduced.

Private Securities Litigation Reform Act of 1995 — Safe Harbor Caitionary Statement

This report cootainy forward-looking seatements a3 defined by the Private Securitdes Lidgation Reform Azt of
1995 (e Reform Act). These forward-looking seaemenmts express the beliefs and expectations of managemen
regarding LCT's fomrs results and pexformance and isclude, without Limitation, the following: statements
concerning the Company's future outlook; the Company's plics to enter the Jocal-service market; the effect of
PCC and judicial rulings pertaining to the Telecommueications Act of 1996, local-service competition and RBOC
entry ioto the long-distance market; the lmpat of markerplace competitdon o pricing strategies and mases;
expected revemue growth; the coot reduction sirategies and opportunities to expand the Network which may allow
for increased pross margin; the expected future interest rates and interest savings from the Securitination Program;
quﬂﬂvﬁmdmﬂw&tmrlmm:wmmﬂ
ocher similar expressions concerning matzers that are not higtorical faces,

Such statements are based ¢ curent expectations and fovolve a sumber of known and unknown risks aod

statement is qualified by reference 0 e Rllowing cudonry iismesis 18 ttanéction with the safe harbor
maummmwsmhwwwﬂmum“
-ﬂh:ﬁnmhw

local-sexvice agreemencs with LECs; and other risks described from time v tme in e Company's

filings with the Securides and Exchange Commission. The Company is not required wo publicly release
changes to these forvard-looking statemments for events occurring after the date bereof or W reflect other
unanrizipated cventy,

OTHER MATTERS

Accounting Prosouncements Not Yet Fffective

A pew acrounting propouncement on accounring for transfers and servicing of Sosncial ssscts was izmued in 1996
and s effective for fiscal years begicning afier December 15, 1996, As cxpluined in Notz 2 o the Consolidated

Fimanclal Sutements, the Company does not expect aoy signifcant impact from the adoption of this
pronouncement,
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Report of Management

The mamagement of LCI Laseroatiooal, Ioc. is responsible for the preparation of all informatlon, inchuding the
ficancial sorements and relaed potes, inchuded in this Anmnl Report. The Smancial grasemnents Bave been
prepared in conformiry with genenily accepted accounring principles sppropriase in the circomsmnces, sad
include zmounts based oo the best judpment of mampement Financil informadion included elsewbere in this
Anmrma] Repon is congistens with these financial ctaements.

1o recognition of its responsibility for the integriry aad objectvity of daza in the fizancial matemenss, management
maiening a gywem of inzeroal accousting controls. This sysiem has been established w0 engure, within reasomable
limis, that asgeeg are afeguanded, thar cramgactions are properly recorded and executed ln accordacce with
masagement's asthorization aod thal accoumting records provide & solid foundadon from which to prepare the
financial sttements, The system is supported by an internal suditng function which assegses the effectiveness of
internal controls and reports its findings e management throughout the year. It is recognized that po system of
intermal confrols can detect and prevest all errors and irrepularities. Managemen believes that the established
systen provides an acceptable balance between besefits to be pained and their refaind cosry.

The Company's independent public accountants arc cogaged 10 cxpress an opizion oo the year-end financial
saatements, As part of their audit of the Company's 1996 financial sratements, they considered the Company's
sysem of internal controls to the extent they dermed pecessary 1o determine the mature, Gming and extent of their
audit tests.

The Audit Commines of the Board of Directors meesy regularly with the independent public accountnts and
management (o review the work performed and w ensure that each is properly discharging its responsibilities. The
independent public accountants have full and frec access o the Aodit Commines, without the presence of

magagemens o digcuss the results of their auding, intermal accounting controls and financial
reporuag.

Joseph A. Lawrence Jeffiey H. VoaDeylea

Semior Vice President - Corporate Cootroller

Ficazee and Development
and Chief Fisancial Officer
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Report of Independent Public Accountants

TO THE BOARD OF DIRECTORS AND SHAREOWNERS OF LCI INTERNATIONAL, INC.:

We bave andiied the accompanying consolidased balance cheets of LCT1 Iotermadomal, Inc. (2 Delawars
corpoction) xnd subsidiaries a3 of December 31, 1996 and 1995, and the related comsolidated stutemens of
operations, shareowners' equity and cash flows for cach of the three years in the period ended December 31,
1996. These fnancial statements are the responsibility of the Company's macagement. Our respoadbility is o
express an opicion on these Engncial satementy hased on our audits

We conducted our andits in sccordance with geoenally accepted anditng sundards. Those sandards require that
we plan and perform the st o obtain reasosable assurance about whether the Emacial gatemey are free of
material mizstaremept. An audit includes examicing, oa & test basis, cvideoce supporting the amounts and
disclosures in the fimancial sut=ments. An andit alto iscludss sutesqing the accounting principles used and
significant estimaces made by management, as well ar evalusting the overall financial stzement presestdon. We
believe cha our andits provide 2 reasonable hasis for our opizioa

In our opinics, the Geancial saiements referred 0 above present fairly. io all material respects, the financial
position of LCI Intermational, Inc. and subsidisries, as of December 31, 1956 and 1995, and the resulss of their
operations and cash flows for each of the three years in the period ended December 31, 1996, in conformity with
geoenally accepted accounting principles,

Arther Andetyen LLP

Washingios, D.C.
February 6, 1997

13
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LCI International, Inc.
Consolidated Statements of Operations

(In Millions Except for Earnings per Common Share)

o

(

4
3
5
3

For the Year Ended December 31,
1996 1995 1994

Revenues $1,103.9 § 629 $ 4640
Cost of Services 23 396.2 274.3
Gross Margia 460.7 276.7 189.7
Selling, General and Administrative Expenses 5.7 150.1 102.7
Deprecisdon and Amorintion a5 44.0 36.1
Operating Income 143.5 8.6 0.9
Oxcber (Iocome) Expense, Net (3) (.9) 50.8
Interest Expense, Net 288 16.3 8.3
lncome (Loss) Before Income Taxes 115.0 61.2 (17.7)
lIocome Tax Expense (Beoefit) 402 16.4 (24.5)
Net Incume 748 50.8 6.5
Preferred Dividends 23 5.7 5.8
Incomne on Comumon Stock £ 720 $ 451 $ L0
Earnings per Commoa Share

_Primary $ 036 $§ 043 $ o002
Fully Diled $ 086 $§ 062 $§ 00
Weighted Average Number of Common Shares
Prixoary 873 81.0 65.5
Fully Diluted 573 82.1 65,7

Tha sccospazyiag aoles ire as siegral part of thess wiiomenis.

14
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LCI International, Inc.

Consolidated Balance Sheets
(Tn Millions)
December 31,
1596 1993

Aszets
Current Assets
Trade Accounts Recetvable, Less Allowance for Doubdful Ascouns

of $23.4 and $9.8 for 1996 and 1995, Respectively $ 852 $ 1616
Currens Deferred Tax Arsers, Net 4.9 1.1
Prepaids and Ocher 16.4 19.6

Toal Currear Assets 150.5 204.3
Property, Plant and Equipsnent
Fibes-Optic Network s 3513
Technology Platforms, Equipment and Building Lease 1132 90.8
Less - Accurmulazed Depreciation and Amoniztor (171.8) (181.4)

0. 266.7

Plant Under Constroction 3.9 35.3

Towl Property, Plant and Equipment. Net 402.8 302.0
Other Assets
Excess of Cost over Net Assess Acquired, Net of

Accumulaied Amortiration of $25.8 and $16.8

for 1996 and 1995, Respectively 350.5 245.6
Other, Net 452 21.5

Toml Ocher Assets 196.7 267.1

Toal Assety 5 9500 $ 7734

13
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December 31,
1996 1995
Liabilities and Sharecwners' Equity
Current Liabilities
Accounts Pxyable $ 1Ma § ¥»a
Facility Costs Accrued and Payable 113.0 66.7
&ﬂﬁa_—mﬂfﬂﬂ s3 2.0

Total Current e 213.4 127.9
Loug-term Debt and Capital Lease Obligations 05 274.7
Other Liabilities and Deferred Credits 70.0 26,0
Commitments and Contingencies
Shareowners’ Equity
Preferred Swck - Authorized 15 Shaces, lssued and

Outstanciag 4,6 Skares In 1995 - 114.5
Common Stock - Authorized 300 Shares, Issucd and

Outstanding 77.5 Shares in 1996 aad Authorized 100 Shares,

Issued and Outstanding 64.4 Shares in 1995 3 6
Paid-in Capinal Q12 2989
Reaised Exrmings (Deficir) 1.5 (69.2)

Tonal Shareowners' Equity 17 4308 344.8

L and Sharcownens’ Equry s 950.0 § 773.4

The sccompanricg boees 67T b iaegral pant of Dess Exoments

16
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LCI International, Inc.
Consolidated Statements of Shareowners’ Equity

(In Millons)
Prefemmed Common
Seock Seock
Retaised Total
5.01 Par Isuedand $.01Per Paidda  Earmings Shareowneny'
Valkoe Outsanding ~ Value Capital (Deficit) Equity
Ralancs at Decenber 31, 1993 $115.0 53.5 $ 6 $195.0 $(118.3) 51953
Employee Stock Parchases and

Exercise of Opdoos/Warmants,

Inctuding Relsted Tax Benefie - 3 - 21 - 2.1
STN Tacorporated Stock Exchange - 3 - 3.0 - 3.0
Other - - - A - A
Met Income - - B - 6.8 6.3
Preferred Dividends - - - = (5.8) {5.8)
Balance st December 31, 1994 $115.0 59.3 $ .6 §3200.5 $114.3) $201.8
Acguinnon of CTG, Ixc. - 4.6 - 93.1 - 93.1
Employes Stock Purchases and

Exercise of Options/Wamants

Including Relased Tax Benefi - 4 - 4B - 4.8
Cooverson/Redempton of

Preferred Siock (.3) A - 5 - =
Net [scnme - - - - 50.8 50.8
Prefermed Dividends - = = = G.7) 8.7
Balanee si Decemnber 31, 1995 $ 1145 6.4 $ .6 $298.9 $(69.2) § 3448
Employoe Siock Purchases and

Exercise of ‘ArTRni,

Incloding Related Tax Beoefit - 1.0 - 14.0 - 14.0
Conversion/Redempdon of

Preferred Swock (114.5) 2.1 2 1143 - -
Net Income - - - - 743 748
Preferred Dividends - - - - a.5 2.8)
Ealance ai Decemnber 11, 1996 $ = ns $ 3 s4a7a $ 113 $008

The somc=paning notem e ag itegrd pant of teose satrmony
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LCI International, Inc.
Consolidated Statements of Cash Flows

{In Milkions)
For the Year Ended Dacember 31,
1596 19935 19594
Operating Activitles
Net Income $ 7438 $§ 508 $ 68
Adjustments to Net Locome:
Depreciation and Amord. ation a5 44.0 6.1
Provision for Bad Delx 158 8.2 58
Change in Deferred Taxes 3.4 (1.2) (30.7)
Loss Cousingenciss znd Other Charpes - - 62.5
Change in Assets/Liahilicies:
Toade Accounts Receivable (59.0) (7L3) (35.6)
Net Securiimtion Acziviry 120 - i
Accousts Payable asd Facility Costs Accrued and Payable 49.0 20.9 1.4
Other Asscts/Lishilities 7.6 15 (B.2)
Net Cash Provided by Operaning Acuvines 300.1 53.9 38.1
Investing Activithes
Capital Expenditares - Propesty, Plant and Equipment (144.3) (97.3) (66.0)
Paymext for Acquisitions aad Ocher (121.0) (66.4) .9
Payments for STN lacorporated - (12 0) 01.5)
Net Cash Used in Loveszng Acuvines (265.3) {175.7) (105.4)
Flaancing Activities
Net Deit (Payments) Bomowsngs (413) 122.8 70.%
Prefered Dividend Paymens 2.8) (5.8) 5.7
Procesds from Siock Plass sad Warmants 23 4.8 2.1
Mﬁ:ﬁﬂ] Provided by Fiuncing Activites 34.8) 121.8 67.3
Change in Cash snd Cash Bjuivalents = - =
Caxh and Cash Equivalents 4t the Begioning of the Year - - -
Cash and Cash Equivalents st the End of the Year $ - s - $ =]
Supplemental Disclosure of Cash Flow Infarmation:
Cash Paid for Interesr $ %1 § 151
Cash Pad for lncome Taxes i 13 $ 29 $ 11
Non-Cash Activity:

During 1996, sharsoweery converted 4.6 million shares of Preferred Stock ineo 12. | million shares of Common
Stock. Ia September 1995, the Company lssued 4.6 million shares of i Commor Stock s partal consideration to
purchase CTG, with 3 marker value of spproximately $53.2 millios. The mconcilistion of net income © net cash
provided by operating activitiss is set of assets purchased and Eabilisies assumed dirough the acquisizion.

The accompanying notes are a2 toiegral pant of these sarements,
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Notes to Consolidated Financial Statements

1. BUSINESS ORGANIZATION AND PURPOSE

The financial statemnents presented berein include the consolidassd balance sheen of LCT International, Isc., a
Delyware corpoaation, #od i wholly owned subsidizries (LCI or the Company) as of December 31, 1996 and
1995, and the related coosolidated statements of operations, tharsowners” aquity and cash flows for the three
years ended December 31, 1996,

LCI i3 3 facilides-based ielecommnnications carrier thar provides 3 broad range of domestic and intermational
volce and dam services offerings o the commercial, wholesale and residential/emall business market sepments.
The Company serves is customers primarily through leased and owned digital fiber-opdc facilisies.

2. ACCOUNTING POLICIES

Estimates

The preparation of Grancial stuements in cooformity with peoenally accepeed sccounting principles requires
management to make estimates and assumptions thar affect the repomed amounts of assets and liabilities and
disclosure of contingeat assets and Uabilities ot the date of the fimancial statemnents and the reported amounssy of
revenoes and expenses during the reporting peniod. Actml results could differ from these estimates,

Principles of Congolidation
The accompanying comsolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries. All material intercomperny transactions and balances have been eliminated.

Cash and Cash Equivalents

The Company considers all kighly liquid investments purchased with original materities of three montks or less ©
be cash equivalens. The Company wses It available cash 10 reduce the balance of its Revolving Credit Faciliry
{Credit Faciliry) and genenally maincaing no cash oo haad,

Trade Accounts Recei rable

Trde accounts receivable represent amounss due from customers for lecommunications services. Switched
revences ioclude amounts recogmized for services provided, but not yee billed. A portion of the residensial
accousss receivable balance is billed throuph local cxchange carriers (LECs) who are respontible for the collection
of these acoounts. The Company receives informusion from the LECs about uncollectible accounts three o tuncen
months after the account is billed. The Company’s reserve foclodes an estimate for these future encollectible
AcCOuUnts.

Accounts Receivable Securitization Program

In accordance with Statement of Financial Accountng Standards (SFAS) No. 77, “Reporting by Transferoes for
Transfers of Reccivables with Recourse, ™ the tansfers of receivable balances meet the criteria to be classified as a
mle for accouming purposss. As such, smousts old under e Accounts Receivable Secusitingion Program
(Securitiztion Program) are ool included in the accompanying consolldased fizancisl stateenents. The costs of the
Securidradoa Program are included in other (income) expense, oet in the accompanying consolidated souements
of operations. The cash proceeds are included in operaring activities, while the cse of the proceeds are included in
financing activitles In the accompanyiog consolidated statements of cash flows.

Prepalds aad Otber

Prepaids and other assens include deferred customer promotion coss that are amortdzed over the life of te relared
contracts, and various other acopunts dnd noled receivable expected to be recrived within the pext year,

19
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Froperty, Plant and Equipment \ b _
These aspecs are sated a2 cot or u Sir markes value if oboined 25 part of an acquicidon. Constuction costs

include material, labor, interest and overbead for cemin groenl and payroll relazed costs. Property, plamt and
equipment as of December 31, 1996 and 1995, includes the pet book value of $9.3 million and $10.2 million for
a capitalized builfing lease for the Company's operating submdianies’ beadquarters. Routing repmrs and
maintemance of property and replacements of minor items are charged 10 expense a8 incurred. Depreciation of
uildings and equipent is provided using the compositc method over the estimated useful lives of these assets.
The cost of equipment retired in the ordinary course of business, less proceeds, is charged to accumulyted
depreciation. The capitalirzed building lease is amortized oo a straight-line basiy over the wrm of the laase.

The estimsted depreciation and emortization periods by asset type are as follows:

Aszet Category Yean
Fiber Optc Network:

Quzside Plant and Buildings 0

Trar=mission, Dismibution and Swixzhing 10

3

5

Inst. lanons
Technology Placforms
[nformation Systems - Hardware and Sofruware 3
General Office Equipment 5-10
Capimlired Building Lease 15

Excess of Cost over Net Assels

Excess of cost over net assets acquired (goodwill) consists of the excess of the cost to acquire an entity over the
estimated fair market valoe of the met assets acquired, Goodwill is amonized on a straight-line basis over 40
years. The Company cootinually evaluates whether evens and circumstaoces have occurred thar indicate the
remaining estimated useful life of goodwill may warrast revision or that the romaining balance of goodwill may
not be recovenabie, In evaluating whether goodwill is recoverable, the Compary estimates the sum of the expected
fumure cash flows, undiscountad and without interest charpes, derived from such goodwill over its remaining life,
Tbe Compagy belicves that oo such impainment existed at December 31, 1996, Amortization of goodwill was
$9.2 million, $4.0 million and $2.8 millica for the years ended Decamber 31, 1996, 1995 anc 1994, respectively.

Other Asyets

Other assets consist of dzbt isnance costs, rights of way, customer lists, mop-<ompets agreements ind othey
deferred costs. Other assets as of December 31, 1995 included & pet deferred tax asset of $8.8 million. Debx
issuance costs are amortized cver the life of the applicable debt agreements  Rights-of-way costs are amortzed
over the life of the respective agmements. Customer lists and non-<compess agreements are amortized over the
cstimated life or contract werm of the customer list or non-compets agreement,

Otber Liabilities and Deferred Credits

Other Uabilities and deferred credits pnmarily include loog-term deferred income taxes and other long-tezm
liabiliies. As of December 31, 1596, ot long-erm deferred tax labilities of $53.4 million were included in other
Liabilities and deferred credits,

Revenue Recognition

Telecommunications revenues arc recognized when services are provided and are oex of estimated credies and
uncollectible smounts.

Advertising Cost
“osts for advertiging are expensed 23 incurred within the fiscal year,

20
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Income Taxes
The Company follows SFAS No. 109 ~Accounting for Income Tazes.™ (See Note 10.)

Weighted Average Number of Commos Shares and Earmiogs per Common Share

The weighted average pumber of common shares used 10 calculate eamings per common share included the
CmMiCmmWwwSUIMM{CmMMWSMWCm
Stock equivalents inchde Common Stock issuable purnuant to swock options and Common Stock warranes. During
1996, substamzially ali of the previowsly ousstanding 5% Cumulstive Convertible Exchangeable Preferred Stock,
par value 5.0 per share (Preferred Stock), was cogverted imo Common Stock. For 1996 and 1995, the weighted
average oumber of common shares included the assumed cooversion of any Preferred Stock then ountanding
doring any point in the period. In 1994, the assumed cogversion of the Prefermed Stock into Common Stock was
excluded from the weightsd average mumber of commos thares 25 such stock was and-dilutive. For all years
presenzed, outsanding stock opdons and Common Stock warrants were reflectsd in the weighted average mmnber
of common shares nsing the treasury stock method. The primary weightzd average mumber of common shares was
calculated using the average daily closing price of the Common Siock for the period. The fully diluted weighed
average pumber of common shares was caleulated using the higher of the end of the period closing price of the
Common Stock or the 2 rerage daily closing price of the Common Stock.

For 1996 and 1993, earnings per comunon share are calculated ax net income before preferred dividends dividad
by the weightsd average mumber of common shares, a5 defined above. For 1994, earnings per common share are
calculated as the income on commos mock divided by the respective weighted aversge number of common shares,
as defined above.

Fair Value of Financial Instruments

The carrying amounts of current assers and liabilides spproximate their fir market value because of the shornt-
term manurity of these financial incenuments, The fair suarket valoe of long-tenm debt is discussed further in
Notw 5.

Concentration of Credit Risk

Finapcial instruments that potentially subject the Company o coacentrations of credit risk consist principally of
trade accounss receivable, The risk is limited due to the mumber of market segments, the larpe mumber of entities
comprising the Company's customer base and the dispersion of those cntities across many different Industries and
geographic regions. As of December 31, 1996, the Compaoy kad o significant concentrations of credit risk,

Reclaaifications
Cemain reclassificadons have been made o the consolidared financial stat=ments for 1995 and 1994 to conform
with the 1556 preseatation,

Accounting Pronouncements Not Yet Effective

In June 1996, the Finmancial Accounting Standards Board issued SFAS No. 125 ~Accousting for Transfers and
Servicing of Financial Assers and Extinguishments of Liabilites.” SFAS 125 is required for financial statemenrs
for fiscal years beginning after December 15, 1996; earlier sdopdon is not permined. The Securid-zation Program
was stucrured o comply with the provions of SFAS 125, which the Company will adopt in 1997, and
accordiogly, the Company does not expect any significant impact to its results of operations or financial conditon
from adoption of this sotrment,

3. ACQUISITIONS

The Company has supplemenied growth from its base business with sevenl strategic acquisiiops. Each
acquisition over the last three years was acoounted for as a purchase,

In June 1996, the Company purchased the loogdistance business asses of Pecnsylvania Alizmative
Communications, Inc. (PACE). The results of operations for PACE were included in the Company's consolidated

i1
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saement of operations from June 1, 1996 and the acquinnon was oot coesidered gigmificans for Soancial
TPOTLLE puTpoes.

In Jamury 1996, te Compacy purchased the long-Sstance busiorss assess of Teledial America, loc (Teledial
America), which did buzpess as U.S. Sigmal Corporagion, and an afflisd compasy, ATS Nemwork
Communications, Inc. (ATS). The Company acquired both companies for approzimasely $99 million in cash, with
an additonal maximum payment of $24 million contingemt oo achieving ceriain revesune performance and
customer retenrion milesooes over as 18-month period commencing at the closng date. The amount of goodwill
recorded in the purchase mancactions was $98.8 milion. The results of operasions for Teledial America and ATS
were included in the coosolidated stement of operations from Japuary 1, 1996, The purchase of ATS was not
considered significant for financial reporting purposes,

Iz September 1999, the Company acquirsd Corporaze Telamamagement Group, Inc. (CTG), a Greenville, South
Carolica-based provider of long-distaace services to commertial customers throughout (5 Upited Staz=s. Under
the terms of the agreemer, the Company acquired all of the outstanding shares of CTG and shares underlying
cermin outsunding warrauts in cxchange for $44.5 millicn in cash and 4.6 million shares of the Cowmpany's
Common Stock valued az $20.25 per chare, the market price oa the date of the acquisition. 1n conjunction with the
taasxction, the Company assumed spproximassly $24 million in debx, of which $21,9 million was refoanced.
The amouns of poodwill recordsd in the purchase transaction was $196.6 million. The consolidated statemenes of
operations inchudc the results of CTG from September 1, 1993,

fom the coxmbimation of the operaticns of the Company and its sigrificas: acquinitions during the periods — CTG
aod Teledial America. The pro formu information is provided as if each acquistition had occurred at the beginning
urmummormw@mmmmqunwm Pro forma information is not
provided for 1996, as both acquisitions were included in the consolidated resules of operations from Jamary |1,
1996. The pro forma informadon is provided for informational purposes only. [t is based oo historical
izformation and docs oot necessarily reflect the actual recults that would Bave occurred, por is it oecessarily
indicagve of the furure resulis of operagions of the combined enterprise

{in Milkions Except Eamings per Unandiced Pro Forma Iaformation

Common Share Amounzy) for the Years Ended Decemmber 31,
1995 1902
Net Reveoues $ Bl47 $ 5200
Net Income 54.0 0.5
Earnings per Comumon Share § 06 $ ool

During the fourth quaner of 1994, the Company recognized 2 loss of $62.5 million oo is iovestneot in STN
Incorporated (STN). This loss, reconded in other (income) expense, et in the accompanying comsolidared
satement of operations, included $47.6 million for the full impaimment of the STN iovesooents and $14.9 =million
for accrued loss conticgencies relatd w future ST obligations.

4. ACCOUNTS RECEIVABLE SECURITIZATION

In August 1996, the Compasy entered into an agreement 10 sell 2 percentape ownership interest in & defired pooi
of its trade accounts receivable (Securidzasion Program). LCI SPC 1, Inc. (SPC), a wholly ownad, bankrupery.
remotz subsidiary of the Company, was formed © cxecute the smile of receivables. Under this Securitizadion
Frogram, the Company can tnnifer an undivided interest o a designared pool of its accounts receivable oa an
sagoing basis to mainuin the partcipation interem op © a maximum of $150 million. At December 31, 1994, the
pool of uade accounts raceivable thas were available for sale wonlsd approximately $120 million. The amocnt of
receivables sold, but not yot collected at December 31, 1956, waled $112 million and the proceeds were used ©
reduce the outstanding balance of the Compasy's long-term debe. Towl proceeds from the sale of aczounn
receivable during the year was $535 million. The accounts receivable balinces sold are pot included in the
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accompanying consolidazed balance sheet st December 31, 1996. The cost of the Securitizaticn Program is tasd
o0 a discount rae equal 0 the chort-trm comemercial paper rate plus corain fees and expenses. The Company
retaing subsmaotially o) the mme risk of credit loss as if the receivables had pot been sold, and bas established
reserves for such estimated credit Josses,

Under the Securitization Program agresment, the Company acts s agent for the purchaser of the receivables by
performing recordkeeping and collection fimctions oo the partcipation interest sold. The agreement comsaing
ceruin coverants regarding the quality of the accounts reccivable pontfolio, &s well a3 financial covenanss which
ure substantially identical © those coonined in the Company's Credic Facility. (See Note 5.) Except in cemain
limited circumstanc=s, SPC is subject 1o cerain contractal prohibitions concerning the payment of dividends and
the making of loans and advances to LCI.

5. DEBT

Credit Facility

The Company can borrow up to $700 million from a syndicate of banks under the Credit Pacility. The amount
thaz can be borrowed under the Credit Facility is subject o reduction based oo the outstanding balance, beginniog
oa Juoe 30, 1998, undl maturity oa March 31, 2001, This Credit Faciliry bears ioterest st 8 rate consisting of two
componenss: The base raie component is dependent upoo a market indicator; the second component varies from
0.625% w 1.5% based on the level of borrowings (leverage matio). The weighted average interest rates op the
ousstanding borrowings under the Crodit Facility as of December 31, 1996 and 1993 were 6.09% and 6.88%,
respecdvely, The Credit Pacility conlains vanous foancial covenants, the most restrictive being the leverage rado
requirement. As of December 31, 1996 and 1995, the Company was in compliance with all Credit Facility
covenants aad had $215.0 million and 5260.7 million, respectively, ounstanding uader the Credit Facility, The
carrying amount of the Credit Fazility approximates irs fair valus 15 the underlying inwruments are variable rate
©otes that reprice frequently,

The Company bas an interest rate cap agreement with a syndicats of banks chat limits the Compaoy’s base interest
rate exposure 0 7.5%. The agreement s for & two-year period ending February 1998 oo a $130 million notioml
principal balance of the Credit Facility. 1n an event of noo-performance by the commercial banks, the Compazy
would have exposure to the extent of any lucrease in the hase rate compopent above 7.5%. The Company believes
the probability of such an event is remote.

In November 1996, the Company entered into an interest miz swap agrccoent for a opc-year period. The
agreement, with two commercial banks, is oo a2 $100 million notonal principal balance of the Credit Faciliry.
Under the agresmenz, the Company makss a fized-rase paymem 19 the banks a2 an interess raze of 5.58% in
exchange for the receipt of 2 payment from the banka based on a vanable interest rate. As of December 31, 1996,
the fair value of the agreemen: was oot material. In an evem of noo-performance by a commercial bank, the
Compacy would be required w make interest payments in accordance with the Credit Facility. The Company
belicves that the probabulity of such an eveat is remote

Lines of Credit

Dusiag 1996, the Company obtained two separate discretionary Lines of cradit (Lines of Credit) for a mal of 550
millioo, The Lines of Credit bexr interess at 2 rate dependers wpon a market indicator. The ferest = as of
December 31, 1996 oo the $3.0 million outsanding halance under the Lines of Credit waz 5.93%. The
custanding talince in the accompanying consolidated balance sheers {5 reflected in "ong-term debt, doe to the
availability under the Credit Faciliry.

6. LEASES

The Company's capial lesses primarily include it operaung subsidianes’ beadquaners building lease, which
expires in 2005. The poncurrent porton of capital lease obligadons was §12.9 and $14.2 million a8 of December
31, 1996 and 1995, respectively. The Company has operating leases for office space and equipment with lease
terms from duee o a years with opdons for reoewals. The Company bas eatered into several rights-of-way
(ROW) lease agreements that allowed for invuallation of its fiber-optic merwork facilities, The terms of thete
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agreements range from coe © 30 yoam, and momt comtain rencwal opticos. These agrecmenss also provide for
rennl paymenss 10 be made for use of other Lind and buildings occupied in counection with the ROW agreements,
maipiesance and repairs.

During 1996, the Company emtered into an operating lesse agreement for the reoml of a cew corporate
beadauarers being developed in suburban Virginia. This agreement bas & three-year base term with two opdons to
reoew for one year cach. The agrecmem inclodes a maximum residoal puanowee which Is iscluded in the
minimum lease paymenss, below, The property will be owped by an unrelated exticy that will lease the facility w
the Company. Financing for (e progect will be provided by a syndicate of banks. Also during 1996, the Company
exccuied a §19 million capital leass agreement for s additooal beadquaners facility for its operating subsidiaries.
The lease term begins July 1597 and, therefore, is pot included in the capital lease schedule.

Total expenses for operating . ases for the years ended December 31, 1996, 1995 and 1994 were $10.0 million,
$6.1 million and $4.2 millica, respectively. The Company is required, at 3 minimum, to0 make the following
paymenss on capical and opersting leages:

{In Millions) Capital Opcrating
1997 $33 $ 129
1998 3% | 13.0
1995 3.6 63.3
2000 29 9.3
2001 29 7.4
Thereafter 11.3 3.3
Towl Minimum Lease Paymenss 26.1 $142.4
Lest - Amounts Representing Interest 12.0
Capital Lease Oblipanoss 14.1
Less - Amounes Due Within Ooe Year 1.2
Noncurrest Porvion of Capital

Lease Obligatioes 3129

7. COMMITMENTS AND CONTINGENCIES

Capital Expenditures

During 1997, the Company expects that iz poohinding commitment for capital expenditures (excludisg
acquisitions) will increase from the levels expeaded in 1996 and is dependent on the Company's geographic and
revemme growth. The Compaoy's capital requirements are primarily for switching aad transwission facilities and
technology platforms arising from the Company's strategic expantion plass. In addition to its opgoing capital
requircmcnts, the Compagy eaternd into an agroement. in Febmuary 1997, o aiced it fiber-optic network. This
comminent will exiead the Company's Gber-opde perwork by over 3,100 routs miles, and is expecsd  require
capital expenditeres of spproximately $120 million, iscluding egdpment.

Vendor Agrecments

The Company bas agreements with cemaia telecommunicadons interexchange carriers and third-party vende s that
mquire e Company o maiotain minicoem mostly and/or anmul ballings based oo usage. The Compazy bas a
wkamﬂmlwmmh#mythmmAWlWiMMN
minimum asoual utige requirements and an increasing cumulative miniougm usage requirement, which if pot met,
subjects the Company to an underutilizasion charge. Through December 31, 1996, h&upuyhﬂﬁ;n&.udy
exceeded both the firm-yrar minimum: somual usages requirement of $48 million and the cumulative minimum

usage of $107 million established for the second year. The Compasy’s minimmem monthly billing commiments
under all other vendor agreements are approximately $4 million through 1997. The Compary bas hintorically met
all minirwam billing requirements and believes that the minimum osage commitments will be met in the future,
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Legal Matters

[n 1991, Thomas J. Byrnes and Richard C. Ouo v. LC] Commu=canons Holdings Co. of al. was filad by rwo
former members of the Company's masagement in Commoo Pleas Count, Franklis Cognry, Ohio. The suit alleged
age discriminasion by the Compary. [a 1993, a jury returned & verdict in Gvor of e Plaiotiffy and the Common
Fleas Count awarded spprozimately $8.1 million in demages and anomoey's fees.

Both the Plaindffs and the Compazy sppealsd the maner to the Count of Appeals ia Oblo, which, in a two-o-ome
decision, overruled each of the Company's assigaments of error xad rwo of the Plaisdffs’ claims, and sestained
the Plainoffy’ request for approtimacely 3.1 million in pre-judgment interegy in addidon to the previoos awand.
The Compary appealed the matter 1o the Supreme Court of Ohio (e Court). O December 11, 1996, the Coun
reversed the Court of Appeals, finding that, as a mazer of law, there was [nsufficient evidence w0 Rumin the
verdict for Pluiooffs. 1a December 1996, the Plintffs filed with the Count a Modos for Reconsideradion, which
was desied by the Court in Jaouary 1997, At this tme, the Company is umble to determine whether the Planiffs
will file a pecidion aaking the United States Supreme Court o consider the case,

The Company has been camed a3 a defendant in vanious other boganon mancrs. Masagement imends o
vigorously defend these ousstznding claims. The Company believes it has adequate accrued logs conzinpencies and
that current o threatened liGgation maners will sot have & material sdverse impact on the Company's results of
operations or Sxancial condition.

8. SHAREOWNERS' EQUITY

Preferred Stock

On September 3, 1996, the remaiming outstanding shares of the Comparny's previously oustanding 5%
Cumulstive Coavertible Exchangeable Preferrsd Stock (Preferred Siock) were redeemed by the Company,
Preferred dividends, cumularive from the date of issuance, were paid quanerly at an anncal rase of $1.25 per
shure oo the outttanding thares undl redemprion. Prios 1 redemption, thareowners converted 4,599 899 shares of
Preferred Seock ineo 12,104,651 shares of Common Stock.

lo January 1997, the Board of Directors adopied a shareholder rights plan (the Rights Plan), In order w0
implement the Rights Plan, the Board of Direciors declured a dividesd of ome preferred share purchace right (a
Right) for each share of the Company's Common Suxk w shareowners of record oo January 22, 1997, Exch
Right, when exercisable, represenss the right w0 purchase one coe-thousaadih of a share of 2 newly issued series of
Preferred Stock of the Compary, desigmated as Junior Paracipating Preferred Seck, par value $.01 per sare, or,
io cermun cuvumstances, o purchase ghares of Common Stock at less than the prevailing muarket price. The
exercise price is $100 per Right, the redemption price is $.01 per Right, and the Righs expires on Jasuary 22,
2007. The Rigbts will be exerciable only in the event that any person or entity, toge e with its afiliawes or
associates, acqures more than a cerain specifisd percentage of Common Siock of e Company. The Rights Plan
was desigoed 0 cosure thar shareowners receive Suir and equal treammers o the event of any proposed taksover of

the Company.

Commeca Stock
In Septzmber 1993, the Company fxtusd 4 601,536 sharey of Common Siock o purchase CTG at 520.25 per
share, the market price at the daze of acquisition.

Comman Stock Warrants

in 1993, the Company fosued warranes for 5,408,900 shares of Common Siock, at $2.83 per sbare, thar expire in
2003, During 1996, 1995 and 1954, bolders exercised 164,136, 40,572 and 41,216 warmanes for as agprepats
amount of 148,253, 33,100 and 41,216 shares of Common Stock, respectively. As of December 31, 1596, there
were 5,162,776 unexercised Commaon Stock warranis,
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Employss Beneflt Flans

The Company maipmins ¢ defined contribution retrement plan for it employess. Under this plan, eligible
cmployees may contriboe & pereennage of her base salary, subject o comin limitnons. Beginning in 1994, the
Company elected o march a portion of the exmployees’ contributions. The expense of the Company's maiching
coacribation was $.7 millica in 1996, 5.6 million in 1995 and $.3 million in 1994, Under this plan, employess
may purchase ghares of LCI's Common Stock ar markes prices. During 1996, 1995 and 1994, 63,200, 45 484 and
35,378 shares weze issued under this plan at a0 average price of $27.76, $15.62 and §9.32, respectively,

5. INCENTIVE STOCK FLANS

Stock

The Company bas stock option plass under which options 10 purchase shares of Common Stock may be granted
directors and key employess. Under the plans, the Compary may grant incentive stock options (150s) as defined
by the Int=rml Revenue Code or non-qualified optons (NQOs). Stock opdous geoenally bave a five-year vesting
period. Twenty percent of each option granted gencrally becomes exercisable on the first anniversary of the grant
and 1.66% each moath thereafter for 48 months. In the event of 4 change in cootrol of the Company, all options
outstanding would become 100% exercisable, Under the plans, opaons cxpire up o 10 years afier the date of the
grant. Excepe in the case of 1501, the option price may be less than the fir market value of the Common Stock as
of the dae of grane. The option price under al] plass is fixed a1 the discretion of ap adminismative commines of
the Board of Disectors at the time of grant. During 1996, 1995 and 1994, the option price for all options grantsd
was the fair market valuc of the shares on the daee of grant. The weighted average fair value of options granted
during 1996 and 1995 for the stock oprion plans was $6.69 and $4.53, respectively, and for the ESPP was $9.48
and §7.17, respectvely, Shares of Common Stock underlying surendersd options may be re-grasted by the Board
of Directors. As of December 31, 1996, there were 12,590,252 options awhorized under the Company's stock
option plans. Information regarding these stock option plans is as follows:

Weightad
Number of Exercisable Avenpe

Shares Options Exercise Prics
Ouistanding as of December 31, 1593 4,167,216 1,466,448 $ 37
Opdons Granted 1,813,600 9.07
Options Exercised (152.520) .69
Optioas Surrendered (436.520) 7.13
__ Oucandiop as of December 31, 1794 5,371,876 2,003,154 5.29
Opdons Granted 2,799,798 12.91
Opdons Exercised (218.366) 488
Options Surreadered (340,522) 9.77
Outszanding as of December 31, 1995 7.612,786 3,047,337 7.89
Opooas Gramed 2,352,000 3.4
Opcions Exercised (555,033) 6.91
_Options Surrendered 4, (431.510) 18.40
Outsanding as of December 31, 1996 5977950 4,184,670 $11.48

Opucns Available for Orant as of
Decsmber 31, 1 96 1.686.090
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10. INCOME TAXES
lacame tax cxpease (beactit) for the years ended December 31, 1996, 1995 and 1994, consised of:

(In Millions) 19% 19495 1954
Correm Tax Fxpeuse:

Fedenal $20 - § 06
12 0.5 0.4

Saue
Deferred Tax Expense (Benefit):
Incresse in Deferred Tax Liabilicy 40 1.7 15.1
Decrease (Increase) in Deferred Tax Assex i ¥ ] 25.9 22.9)
Decrease i» Valusdon Allowance (5.8) (11.7) (17.7)
Income 1ax Expense (Benefit) $402 3164 5§ (24.5)

The decrease in the valuticn allowance in 1996, 1995 and 1994 resuleed from the Company's rralization of its
oex operating lows (NOLs) carryforwands based on the Company's growth i recmming operating income. The
Company pays state income tixes on the greacet of 2 net worth basis or aa income basis in & majority of the sty
in which it operates. The Company records state deferred tax assets and liabilities a1 an avemage blended rate of
5%.

The significant jtemg giving rise @ the deforred tax (mssess) and abilives as of December 31, 1906 and 1993,
were:

{In MilLons) 1996 1994 15594
$ % 1 % 1 %

Expectsd Tax Expense (Benefit) at
Federal Smntory Income Tax Rate § 40,2 35.0 $2).5 5.0 $(6.2) (350
Effect of
State Income Tax Expensc £0 44 2. 29 0.5 2.5
Non-daductble Expenses 1.7 14 1. 1.6 0.6 3.6
Change in Valuation Allowance {5.8) (5.0) {11.7) (17.4) (1.7  (9.9)
Other, Net 0.9) (0.8) 1. 23 (1.7 {9.6)
Income Tax Expense (Benefit) 5402 5.0 516. 44 $(24.5) (138.4)

The Company's 1996 deferred income ax balinces were included in current deferred G assers, pet $48.9
milllos, aod ia other oon-current liabilides of $53.4 million. The 1995 deferred income mx balances were
included in current deferred tax assers, vet of $23.1 million and other assets of $6.8 million

The Company bas generated sgnificant NOLs that may be used o offset futare taxable income. Bach year's NOL
bas 3 puxioum ]5-year canmyforward period. The Company's sbility © fully use o NOL camryforwards is
depezdent oo fumre tuxable income, As of December 31, 1996, the Company has NOL curyforwards of $103
millica for income @x return purposss subject 1o various expintion datey beginning in 1998 and ending tn 2008,
The future ax benefit of these NOL carryforwards of $41.3 million and $70 4 million using 2 40% effective tx
rate io 1996 and 1999, has been recordsd as a deferred qux aseet.

11. SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION

The Compazy bas filed 2 shelf registradon soutement with the Securities and Exchasge Commission to reglster
$300 milticn of debt and/or equity securites, for xsuance on a delayed of contiouous bagis. Asy debt securities
issucd may be guannteed by cemain of the Company’s wholly owned subsidiaries (Guanantor Subsidiaries). Soch
guarantees will be full, uocoadidonal and joint and several. Cermin of the Company’s subsidiaries would noy
provide any guanastess (Nos-Goarnantor Subsidiasies) primarily as & result of contractual prohibitions. The
primary Noo-Guanntor Subsidiary Is SPC, discussed in Now 4. Sepante Smancial statements of the Guaracior
Submdiaries have oot been prescated because the Compasy’s mazagement bas determined thar diey would not be
maierial, The following supplanental financial information sets forth, oo an encomsolidated besis, statement of
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operagions, balance sheet and sauement of cash Sow information for the parest company caly (Pareat Compiny).
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satemens for that period. The supplemesal financial igformanos reflecs e Company's invesmmests in
subsidiaries using the equity method of accounting, Cemain isumatrrial reclasificarions have been made
provide for uniform disclosure for the period preseoted.
SUPPLEMENTAL CONDENSED CONSOLIDATING STATEMENT OF OPERATIONS

Revenues 5 - $1.103.0 H] - H - § 1,103.0
Com of Services - 42,3 - - 642.3
Gross Margin - 460.7 - - 450.7
Selling, General and

Administratve Expenses 0.1 253.6 - - 253.7
Depreciation and Amorintion = 63.5 = = £3.5
Openating (Lows) Iocome (0.1) 143.6 - - 143.5
Interest and Ocber (Income) Experse,
Net 237 9.5 (4.7) - 285
Intercompany (Iacome) Expense (28.6) 28.6 = — =
Equiry in Earnings of Subsidiaries (71.6) - - 71.6 -
Income Before Iocowme Taxes 76.4 105.5 4.7 (71.6) 115.0
locoes Tax Expense 1.6 369 L7 - 40.2
Net [ocome 74.8 68.6 3.0 {71.6) 74.8
Preferred Dividends L8 R e 2 s - 2.8
Income 0a Common Stock §5 7.0 5 &8.6 $ 30 $ 0OL&) $ 720

{Continued oo pext page. )
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11. SUPPLEMENT " L CONDENSED CONSOLIDATING FINANCIAL INFORMATION (Continued)

SUPPLEMENTAL CONDENSED CONSOLIDATED BALANCE SHEET
DECEMBER 11, 1996

fin Millions)
Pareot Noo-
Company Guarantor Guaranol
Ouly Subsidiarics Sohsidiaries Eliminadons Consolidated
ASSETS
CURRENT ASSETS:
Trade Accounss Receivable, Net $ - 5 14,8 s 70.4 b - 5.2
Currest Deferred Tax Assess, Nt 19.7 292 - - 4.5
Prepaids and Other 45 1.9 - - 16.4
Insescoenpany Reccivable 3704 - - (370.4) -
Total Current Assets 3946 55.9 70.4 (370.4) 150.5
Property, Plas and Equipment, Net - an.s - - 402.8
Excess of Cost over Net Assess Acquired, Net - 1905 = - 350.3
[ovesonent in Affiliates 250.4 - - (250.4) =
Other, Net 16.3 29.4 0.4 - 46.2
Tonl Assets s 661.3 ¢ 587 § 708 $ (620.8) § 950.0
CURRENT LIABILITIES:
Aczoums Payable 5 g $7.1 8§ - 8 - 5 3.1
Facility Costs Accrued and Payable - 123.0 - - 123.0
Istercompany Payable - 2 7.3 (370.5) =
Accrued Expenses and Orher 34 499 - - $3.3
Total Crrent Liahilides 3.4 £73.2 7.3 (370.5) 213.4
Long-tcxes Debt and Capital Lease
Obligadons 123.0 12.8 - - 2358
Orther Lisbitides and Deferred Credits 4.1 65.9 - - 70.0
SHAREOWNERS' EQUITY:
Preferred Swock - 66.4 - (66.4) -
Common Stock 0.8 - 12.0 12.0) 0.8
Paid-in Capital a2 432 60.5 (103.7) a2
Retaiped (Deficit) Exrnings 28 na 9.0y {68.2) 2.8
Towl Sharsownsr” Equity 430.8 186.8 6.5 (250.3) 430.8
Total Lisbilities and
Shareowners’ Equity § 6613 $ 8387 5 708 §$ (&208) § 950.0

(Comtisued on next page.)
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SUPPLEMENTAL CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
YEAR ENDED DECEMBER 31, 1996
(In Millions)

OPERATING ACTIVITIES:
Net Cash Provided by (Used is)
Operating Activities

(144.3)
(121.0)

Net Cash (Used in) Provided by
Iovesting Activities (265.3)

FINANCING ACTIVITIES:
Net Deix Paymcots (41.3)
Preferred Divideod Payments

.8)
9.3

Nex Cash (Used (o)
Fimanciag Activities
Change in Cash and
Cash Equivalents

Cash and Cash Equivalents at the
Beginning of the Year

(34.5)

Cash und Cash Equivalents at the
End of the Year
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12. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

Ll R L T
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The following is » mabulasion of the unmudited quanerly results of operations for the rwo years ended December

31:

{In Millions, Except Earnings per Common Share) 1996
First Second Third Fourth
Revemues $250.6 S A $ipa $25058
Cost of Sexvices 148.6 157.6 166.6 169.5
Gross Margin 1az.0 111.8 1216 1243
Sclling, Genenal 3od Adsuzmisnative Expensss 56.7 615 67.7 7.3
Depreciasios asd Amorination 14.1 15.6 163 175
Operating [ncome N2 7 is.é 35.0
Interest and Ocher Expense, Net 1.1 7.5 7.7 5.6
lacome Before Income Taxcs n.s 272 s 4
Lacome Tax Expense - 9.5 10.8 11.7
Nzt locome - 153 17.7 20.1 217
locome ca Common Stock $ 119 § 168 $ 196 $ 0.7
Earpings per Common Skarc™™
lpcome per Skare = 5 0.8 $ 020 0.13 $ 035
Prmary W, Average Shares” 863 372 37.7 5.
Fully Diluted Weighted Average Shares™ 56.6 5.6 87.7 57.8
{In Millions, Except Earnings per Common Share) 1995
Furst Second Third Fourth
Revenues $144.2 $152.0 $173.0 5203.7
Cost of Sexvices 15.3 £9.3 101.2 119.4
Grogs Marpin 8.4 6.2 71.8 243
ing, General and Adminigerasive Expenses 31.5 337 89 45,0
Depreciscon and Amotdration 9.7 10.2 11.2 129
Opcranng lacoms 17.2 18.3 217 254
Interest and Other Expense, Net 34 1.7 4.5 8
Income Before Income Taxes 1.8 14,6 17.2 L6
Iasome Tex Expense 33 38 4.1 5.5
Net locome 10.5 1Ll 13.1 16.1
Income on Commaa Siock $ 5.0 § 9.7 $ 116 $ 148
Earnings per Common Share™
Income per Share $ 01 $ 014 0.16 3 018
Wel Shares™ 78.4 79.3 B2.1 85.2
Fully Dilued Weighted Average Shares 78.8 9.9 824 85.6

{A) The quare=rly per shars smounss represent both primary and fully diluted as both calculagons yleld the same
result

(B) The weighied average sharey include the ssmumed coavernion of preferved 120 k. [ncome per share is
calculaeed a5 aet income divided by weighted average chares outstanding,

n
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(?C.‘I International.

.~ Worldwide Telecommunications
Contact  Gerry A. Simone, 703/848-4478 (Media)
John C. Taylor, 703/848-4401 (Investors)
LCI INTERNATIONAL REPORTS 1996 AND FOURTH QUARTER RESULTS;
ANNOUNCES LOCAL TELEPHONE SERVICE IN FIVE MARKETS

1996 HIGHLIGHTS

Revenue of $1.1 billion — up 64 percent

Operating income of $143.5 million — up 74 percent

Net Income of $74.8 million — up 47 percent

Earnings Per Common Share of $0.86 — versus $0.62

Fully-taxed Earnings Per Common Share of $0.79 — versus $0.49
Network telecom traffic of 8.2 billion minutes — up 68 percent

FOURTH QUARTER HIGHLICHTS

Revenue of $293.8 million — up 44 percent

Operating income of $39 million — up 53 percent

Net income of $21.7 million — up 34 percent

Earnings Per Common Share of $0.25 — versus $0.19

Fully-taxed Earmings Per Common Share of $0.23 — versus $0.15
Network telecom traffic of 2.3 billion minutes — up 57 percent

MCLEAN, VA, February 6, 1997 — LCI International (NYSE:LCI) trday reported 1996
revenue of 31.1 billion, a 64 percent increase over LCl's 1995 re 2nue of $673 million.
Operating income for the year rose to $143.5 million, up 74 percent from $82.6 million
in 1895, Net income for the year was up 47 percent to $74.8 million or $0.86 per
commen share versus $50.8 million in net incomne, or $0.62 per share last year,

LCI also revealed today for the first time that, subsequent to successful trial testing
during the fourth quarter, it is now offering local telephone service in five markets — by
reselling services offered by local exchange carriers — to a growing list of business
customers under the LCI urand name. Underscoring its initial focus on building a bona-
fide customer base for local service, LCI has already begun delivering a simple local
and long-distance service package with its own billing and customer service.

=mnore-—
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Fourth Quarter 1996

Fourth quarter revenue was up 44 percent to $293.8 million from $203.6 million in the
fourth quarter of 1995 — marking the twenty-first consecutive quarter of growth. Net
income for the fov th quarter was $21.7 million, up 34 percent from the same quarter a
year ago. Eamings per share were $0.25, up 32 percent from $0.19 in 1995's fourth
quarter. Both periods included a one time gain of $0.01.

While LCI's growth in fourth quarter revenue, earnings and network minutes far out-
paced the industry, the company said that its revenue growth rate was lower than the
previous quarter principally due to the inclusion of results from the acquisition of
Corporate Telemanagement Group, Inc. in the fourth quarter for both years. Additional
factors included: predictable seasonal weakness in the commercial market, faster-
than-anticipated price declines in the international market, and a slowing in the rate of
net new customers signed up by LCI third-party sales agents in the residential market.

Commenting on the quarter's results, H. Brian Thompson, LCI chairman and CEO, said
“Competition is the heart and soul of being in the telecommunications business. We
saw some of the effects of that in the fourth quarter and we responded very rapidly to
compelitive pressures with price improvements, new service approaches, and intensive
campaigns designed to win new customers on the international, residential and
commercial fronts. It's clear that those actions were effective.” Added Thompson, "The
fact that we continued to lead the industry in growth again demonstrates that LCl is
among the industry’s most effective competitors.”

1996 Annual Highlights

LCI's full-year 1996 growth rate was 64 percent, up from 45 percent in 1995 and
roughly eight times the industry average. Driven by the company’s expansion of its
core business, in 1996, 38 percent of LCI's total growth rate was internal.

For the year, the company achieved its gains in earnings per share despite an increase
in the 1996 effactive income tax rate to 35 percent from 24 percent in 1985. On a
comparable fully taxed basis, net earnings per share were up 61 percent to $0.79
versus $0.49 in 1995, compared with actual earnings per share which were up 39
percent to $0.86.

Throughout 1996, LCI significantly expanded the company’s infrastructure, investing in
an advanced and flexible technological base that is designed to support service
through the next century; introduced new services; and added management talent —
including several recognized names in the telecommunications field.

—~more—
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As part of an aggressive geographic expansion stralegy geared to keeping up with
rapidly growing demand, LCI opened an additional national customer service center in
Greenville, S.C. ,and expanded its sales reach during the year by opening new offices
in Boston, Denver, Ft. Lauderdale, Tampa and Los Angeles. LCI now has 45 sales
offices and network operating facilities located in 36 U.S. cities.

Commenting on the company’'s 1996 results and organizational progress, LCI's
Thompson said, "We went into 1996 with five goals: to grow in all business segments;
balance our growth with increased profitability to our shareholders, control our costs;
smoothly integrate our acquisitions; and, critical to LCI's future, begin to offer local
service. We achieved them all. It was an exceptional year.”

LCI Begins Local Telephone Service

In a move that has major implications for future growth, LCI began offering bundied
local iwith long-distance) service in Chicago and New York City in the fourth quarter of
1996, and, in January, began selling local service in Los Angeles, Orange County and
San Francisco. The entry into these markets with the new local service — Simply
Direct(sm) — is the start of an aggressive roll out schedule aimed at selling combined
local and long-distance service to both business and residential customers throughout
1997.

*We are no longer planning for local service,” said Thompson. “We are in the business.
Over a short period of time, in just five markets, the minutes of use by LCI's local
service customers increased dramatically, and we're rapidly building the infrastructure
and services to meet the demand and opportunities we envision across the country. In
building a base in bundled service for resale,” said Thompson, “we're following the
script that has built LCI into a billion dollar company — creals the customer base and
revenue stream first, then expand our facilities and service offerings as the economics
dictate. Based on the market opportunity and our success lo date, and dependent
upon how well the regulatory environment works to deliver cost-based pricing from the
local exchange carriers, we believe that local service can be a billion doliar business
for LCI in a reasonably short pericd of time.*

Bingaman named to lead local service growth

To lead LCI's ambitious mov* into local service, the company named Anne K.
Bingaman corporate senior vice president and president of its local telecommunications
division on January 3, 1997. Bingaman joins LCI after serving as assistant attorney
general of the U.S. Department of Justice's Antitrust Division, where she played a
pivotal role in shaping the Telecommunications Act of 1996, which cpened local
markets to competition.
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To date, LCI has permission to begin delivering local service in 20 states and the
District of Columbia, and has applications pending in eight more. The company is
actively negotiating with Bell Operating Companies and major independent local
service companies for interconnection, local service resale and possible purchase of
unbundled network services.

Recent Ne nitiative

in a move that will reduce LCI's facilities costs over time and broaden the reach and
value-added service capabilities of its nationwide network resources, in February LCI
agreed to purchase from IXC Communications, Inc. a significant position in a fiber optic
network route from Chicago to Los Angeles to be completed later this year.

Statements made in this press release, other than historical financial results, are
forward-looking statements as defined by the Private Securities Litigation Reform Act of
1995. These statements express the current beliefs and expectations of LCI
management regarding LCI's future results and performance but are subject to a
number of known and unknown risks that could cause actual resuits to differ materially
from those projected or implied in forward-looking statements. These risks and
uncertainties, including that of increased level of competition and pricing pressures in
the telecommunications industry, are described in detail from time to time in LCl's
filings with the Securities and Exchange Commission, including LCI's Form 10-Q for the
quarter ended September 30, 1896. LCi accepts no obligation to update these forwa d
looking statements.

LCI International, Inc., one of the fastest growing of the nation's major long-distance
carriers, provides a full array of worldwide voice and data transmission services to
businesses, residential customers and other carriers throughout its fiber-optic network.
LCI International, Inc. has headquarters in McLean, Va., with offices in more than 40
locations, national network control and customer service centers, and regional
operations in various locations throughout the United States.

To obtain copies of other recent LCI announcements please contact our fax service at
1-800-758-5804 (id# 520213) or visit LCI International’'s website (hitp:/Avww.Ici.com).

# # # # #
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Attachment A

LCI International, Inc.
Cor.densed Consolidated Statements of Operations
(Amounts in thousands except earnings per share)

REVENUES

Cost of services

GROSS MARGIN

Seling, general and admunistrative expenses
Depreciation and amorization
OPERATING INCOME

Interest and othar axpanse, nat
EARNINGS BEFORE INCOME TAXES
Income tax expense

NET INCOME

Accrued preferred dividends
EARNINGS ON COMMON STOCK
Per Share Data

Eamings per Share

Primary and Fully Diluted */
Fully Taxed (40% tax rate)

Recuring Per Share Data ™
Primary and Fully Diluted
Fully Taxed (40% tax rate)

Weighted Average Number of Shares

(Unaudited)

For the Three Months For the Year
Ended December 31, Ended December 11,
1998 1895 1996 1995

$293819 $203,843 $1,102,992 $5872.851

169,471 119,333 842,209 398 187
124,348 24 310 460,602 276,684
67,845 48,051 253,732 150,116
17,500 12,811 63,502 43,855
39,003 25,448 143,459 82,503

5,552 3,782 28,460 15,380
33,451 21,668 114,599 67,233
11,708 5,500 40,249 16,438
21,743 18,168 74,750 50,797

= 1,438 2,808 5,748

$21,743 314,730 371,842 345040

$0.25 3019 $0.86 $062

30.23 5015 $0.79 $048

$0 24 $0.18 $0.85 $0.61

30.22 5014 $0.78 30.46
87,753 85627 87,281 §2,058

Primary snd Aty diuted sarmings per share wers The same in ol periods presertesd sncegl lorf the year « ded December I1, 1065, whare
Prmary samings per shars w50 60 based on & POmany wesgited Sversge mumiber of shares of 81 0 2
Hon-recurming income, net in 1090 includes & gain on the sale of & non-strstegic wholly owned subsadiary. Non-fecurming Ncome, net in 1968
Inchudes 8 recovery related Lo the Company's ivestect n STH, Inc (STN)
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Attachment B
LCI International, Inc.
Statistical Summary
For the Three Months For the Year

Operating Statistics Ended December 31, Ended December i,

1996 1885 1996 1988
Revenues 100.0% 100.0% 100.0% 100.0%
Gross margin 42 3% 41.4% 41.8% 41.1%
Selling, general & administrative expenses 23.1% 226% 23.0% 22.3%
Eamings before interest, taxes, depreciation 19.2% 18.8% 18.8% 18.8%

and amortization :

Operating income 13.3% 125% 13.0% 12.3%
Effective income tax rate* 35.0% 24.0% 35.0% 24 0%
Net income 7.4% 7.9% 8.8% 7.5%

* Rate applied against eamings before income taxes
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LCI International Telecom Corp.
Exhibit E
Marketing Plans and Matenials

LCI does not have a South Dakota-specific market plan developed at this ime. This Exhibit
contains examples of LCI's use of vanous media to convey its marketing message to the public.
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QCI International.

\_“ Worldwide Telecommunications

Selected Media Coverage:

First Quarter 1997

“Here's something those AT&T, MCI and Sprint ads
leave out: The Big Three don’t offer the best rates
anvmore. The ‘second tier' carriers have arrived
and they can slash your bill by a third.”

= Smart Money Magagine, January 1997

P"'\Jh'l‘-f_"'n" miernai dugribution by the Nanonal Media Reiatiors Group in LCT Imternazional
Corporate Communa-ations Deparoment  [f vou have amy guestions gbout LT 3 medea redatioes offorts

please coll ws o1 1703 848-2471
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- [.CI ;\h’ti“? Cooerage. . .
S
o
? National/International
- B Grand Rapids (M1, Presz
AP Financial Wire | Grove City Record (Columbuz. OH)
3 Anociated Press Hunthey Farmsade iChucago, [L)
- Barron's B [ndiong Bunimess Mapasine
W Business Werk Indianspolis Buuness lournal
- Business Week. [nternational Editon Journal Record (Oklahoma City, OK)
- W Covuro Burines: Report (Faz Naews Channel) & Kamsas Ciry Srar
W Dow Jones News Service B Kenucky Advocaie
- Forbes Magazine WA LUSA-TV - Nime News at Sax (NBC. Demver, (0
- Investment Dealer's Drgent W Lafnverte Adverniner (Lafaverte. IN)
Investor's Business Duily Lebanon Western Star (Cencranati, OH)
- Kiplinges s Persoral Finance Madison-Enterprue Recorder (Madison, W)
Wlos Angeles Timar B Manralle Jowrnai-Tribune (Columbug OF
rt W Mectia Show (CNN-fry Milwaukee Journal Seannel
= B National Law Jowrnal Moore American ( Oklahoma City, OK)
W New York Times New Carlisle Sun (Dayton, OH}
v Newibyies, Inc River North News (Chicago. [L)
W Rewters Financial Report Small Buniness News (Columbas, OH)
> W Reusery Financial Semvaice 5t Louws [hspatch
= B Smars Mose W The Tenmesseon (vashvilie, TN
Standard & Poor's Vandalia Drummer News (Dayton, OH)
- B Todkry ¢ Bugimens (€5 BE W Waveriy News Waichnan (Waverly. OH)
- United Press Internaticnal Westerville This Week (Columbui, OH)
® 1S4 Todn Wiest Mikon Record (Davton, OH)
- B Wall Street Journal WIMAQ-TV - Frear Thing la Tha Mormng
. W Wali Sereet Sowrmal Asig Edinon NBC Chucapo.

W Wil Sereer Waek (MBS
W W ashngron Past

W reless Buviness and Finance bﬂmmm

- - ®| Avlone Sournal -0 oranimson
&Qﬂlﬁﬂﬂl Bristol Herald-Couner (Johnson Ciny, VA)

Charlorte Business Journal

r eniral Midwe st ?I'I'['EBI Columta State (Columta 5C)
fen Ft Lauderdale Sun Seatinel
- Akron Bescon lournal Herald-Duspatch ( Huntiagron, AL)
Beavercreek News Current (Davron, OH) WERPC-TV . Firnt At Frve (NBC. Howxion TX
= Bloormiagion Pantagraphk | Blooman gton, (%) WECAN-TV - Newy 36 Firgzeant (NBC Amatin TA
- W Business Firat (Colambui. ON) W Al Merald
Chicago Dl Scuthiown |5 Feiersburg Timer (50 Peterzbary. FL
5 WChicapo North Loop News Tampa Tribune
> Chicago Tribune Whes Falm Beach Poy
Cincennats Business Couner B Virgimean-Pulos (% orfall b
Cincinnati Downiowner WWBAL-TY - 1] News Today (NBC Balnmore. MD
W Colu wi idurpaich B UWKYC- TV - Sumday Mormng News Y-
i B Columpug Beporses Cieveland OM
- WCraun's Small Buvinezy Chicago Edinion BWLWT-TV - News 5 af Noon, (NBC,
Dayton Hube: Haghts Cogner mcimman. (M)
- Dublin Villager | Dublm, OH)
i Grand Rapids Bunness Journal

- ‘® = Featured in this book




San Jose Mercury News (San Francnseo, CA)
- San Mateo County Times (San Francisco, CA)
San Ramon Valley Herald (San Francisco, CA)

- Santa Fre Sew Menican (Albuguergue, WM
i Seantle Timaa

- Rio Grande Herald

-

2 East Region

-

k Albany TemewLown

- Allentrwn Call

ro Arimgion Couner {Arlington, VA

J Bauffals News

- W Boinmore Rrcord

B Baltimory Sun
2 Cologne County Neporter | Atlant Caty, N
- | raim g Sew Yors Banimesy
Easchenter Record (New York, NY)

- WFairfay Joumnal (Faurfax County, VA)

- Great Falls Times (Farfax County, VA)

- Home Neas and Times (hew Yorke NY)
5 W MeLean Grear Fally Commeetion (MeLean VA)

Pepperell Free Press (Botoa, MA

= Prtsburgh Post Gazete

e
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I ® = Featured in this book

Reston Times (Reston, VA)
W Pochesier Demacest & Chromcle
Rutland Herald | Rutland, ¥T
Rye Chronicle (Rye, NY)
Townsend Temes (Boston, MA
B Warhympron Buriness fournci
W Washimgron Tomes
W nthingtoruan Maganne

Trade

Broadcasting & Cable
B Commers i3l Propern New
B Commumcations Dy
B Commumicanions News
B Communiconoms Todey
W Commumcations Week
Computer Currenty
B ompuirreorid
Data Communications
Edge, On & Abowt ATET
FCC Duily Digesnt
Fiber Optac News
Industry Express
Informanion ™ eea
Intcie<ard acws
Internerwork
MediaWeek
B\ ereork Waris
Phillips Business laformation
W Phone »
i ucuaes Fonamenl News
Fad Commenscaison Repon
TechWire
Televom AM
B Telecom Highlgan
letecom Hesclier
B Melec ommuncarions #es
W [ eleplroers
B piids
W atwe Lime [mvesamen: Sume
Washington Techaology ( Viemna VA
Wirglew Bunner & Fraance
X-Change
Zack's Eamings Forecaster (Chicago, |1

-
- .
: Media Coverage (cont.). . .
-
-
- e L
- W g gt Jowrnad
B B irzoaa Fepubic
Denver Butin w Journal
- W Demeur Pons
A El Paso Times
Freino Bee
3 laeha Staresman
WEGW.TV - Northwess Newy Chamnai 8 (NBC
2 Portiamd OR;
- KROM-TV - Davbreak, (NBC, Sas Francisco, CA)
: Las Vegas Review Joumal
2 Crange County Reguster {Los Angeler. CA)
Paramount Journa! (Los Angeles. CA)
2 Rocky Mountain vews
- Secramento Bee
: San Deego Duly Transcript
- San Francisco County Times (S5aa Francuico, CA)
= San Francusco Duly Exarminer



Quarterly Information ~ [anuary-March 1997

Kev LCI Events:

B ® Named Anne K. Bingaman Senior Vice
: President and President of LCl's
. Local Telecommunications Division.

® Signed a regionwide agreement with Bell South
to offer local telephone service in 9 states.

: ® Reporced that among customers who switched,
- three-quarters of its national customers
- rate LCI as being superior to their previous carrier.

® Announced that LCI's customers said they save
$264 a year on their long-distance bill since
switching from “Big Three’.

® Unveiled new Frame Relay Reporting feature at
ComNet 97.

Announced plans to expand its nationwide
network with the purchase of new fiber routes

% S TR S A T S Y Y

® Reported 1996 revenues of $1.1 billion,
a 64 percent increase over LCl's 1995
revenues of $673 mllion

i)

N

' ® Signed a three-year contract with Strategic
Marketing & Communications to provide

‘ long-distance services estimated at $19 million.

= ® Announced that LCI now offers local service in

four Michigan markets,; Detroit, Grand Rapids,

&Y Y A Y




Lansing and Saginaw, Michigan.

¥ Announced that LCI now offers local service in
Charlotte and Greensboro, N.C.
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Cavuto Business Report
Fox News Channel

February 11, 1997
{circ. 220,000)

Transcript

The line Slur between
local phone s rs Just last week, 1CI
lotex-naticnal would expand beyond ic
long-distance busi cffer local phone serv its
buginess customers in £i mi
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CNN fn-TV

Februarv 3, 1997
{cire. 300.000)

DATE rebruary S 123
TIME §:30-7:C =M
NETWOREK THMEN
PROGRAM Thae Me-lia Show

Conald Va le Mark =1
.o nravrsarisamal gays 1T DAS Aacguired an interest .0 a
ibearopti able being Eul £rom Chicag Los Angeles by
X rounicacions, for a hundred million cdollars LCI is
LEYing mpete in the long distance market with 1ts
arger rivals, AT and T, MC and Sprint, and says it 1
mgotil ing buy more space cn the IXC Jlberopt cabl
=hat ru petwesr New York and Atlanta, as wall as betweer
“leveland and Boston IXC plans tc inish building the new
iberoptic cakble routes by this sumres
Today’s Busi
CNBC-TV
February 5, 1997
(cire. 220,000)
Transcript
DATE
TIME : ; y AM (BT

NETWORE TEC
PROGRAM Today's Buminess
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fTos Angeles Cimes

Januarv 4, 1997
(circ. 1,021,121)

LCI Appoints ‘

Bingaman to
Lead its Local
Phone Division

By JUBE SHIVER Jr
Fimed 77T afF WRITEE

WASHINCTON — Anne K. Bn-
gamun who plived a central role
in polcing the LEeCOmmumcaLIons
mdustiry s Lhe lormer head of Lhe
Jusure Deparyment s anuirust d&-
vnor, has been narmeed prendent of
the newly crealed loca phone
Avimon of mm carmer

nn-n.ipumm‘rullu'mr

from Jerome Anz., who resighed
from (e Justice Deparimeni in
November, will oversee 3 stafl of
15 They will try 0 help McLean,
Vi -based LCT extend its reach into
e kocal telrphone business where
LC1 has recerved permusmon to
offer service ie 17 stites and Lhe
Drstrct of Cobumbe

“Anne @ net here a3 3 law-
yer Ghe's here W run a
busines ” sasd H Bruan
chasrrean of LCT ~The reason that
I wanted Atine Lo come here i
because ane @ @ person Lhat geu
Lhinygy done ™

Littie known culnde Democratc
Party carcles before she joined [he
Justice Deparimeni, Bingpaman

But her resulls were mued, and
her handling of Lthe most umperant
case of ber Lenure —a leng-runmng
probe of Microsofi Corp.—drew
fere trom many quarters. Microsolt
agreed (o & seilement i 1954 Lhar
Tany in the industry conmdersd a
mere slap on the wnst Later,
Bungpaman sdr:l with enics and
oppose! Mcrosctt's faded scquas.
Lo of peraonal finance sclflware
maker Intut Inc. and Jastsce has
nnce beeny investigating the com -
Py Bgan

Bingaman has been & guent
scholar in telecommunications at
the Brookngs [nstitution thiak
Lank snce ber depariure [rom the
Justor Deparument

“Telecommunications & easy in
Ut merae Lhat i was & hage pant of
the job at the Jastce Departreent ™

aid in an inlervew, “T'd
=y | mpent ot least 3 guarter of mv
L on L™

Betause of that invelvement
Bangaman sud there may be oces
Bors phe will have 1o recase her
s lroee certain matiers Lo avesd 4
coaflict of niere

Sl T T L

™~
LY
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THE ATLANTA CONSTITUTION

Atlanta, GA
February 27, 1997
(circ. 324.934)

L.CI in deal to resell use
of BellSouth network

By Michael E. Kanell

T TR

LCI has signed a deal that
to resell use of Bellsoulh Lorp 1
local network

The pact, (he 40th such agree
meat with BellSouth in Georgua,
came the same day long-distance
nval MCT bought a full-page ad &
The New York Tunes to proclaim
that the regronal phone companues
like BellSouth have blocked true
compehbion

The slew of redale agreements
proves that charge i3 empty, sad
BellSouth spokesman Joe Chan
dler. “This agreement with LT 18
ugnificant o us because it's
ancther demoputration of our pro-
competitive position

Pecause it angues that there 13
nowe Competiton 1 local service,
BellSouth plans to ask federal reg-
wlators for the righ! 1o enter the
long -distance marke?

However, reaching an agree
mwa! on how 10 conbect another
network to the BellSouth network
has Deen tougher than an aclord
on simply reselling BellSouth ser
vice For instance, a mandate from
the Georgia Public Service

Commission was needed 10 force a
coonection deal between ATAT
and BellSouth Similar PSC arbi-
trations are expected lo copnect
BellSouth with MCI and Spant

Moreover, the many resale
agreements have not toeant & sur-
render of the Bells” status a3
manopolies. In Georqia, BellSouth
remains virtually the only chowce
for consumers. although several
competitors offer local service to
businesses — mostly in meto
Atlanta Georpa Commumications
South offers residential service,
but oaly 1 Columbus

“The law doesn’t say we have to
lose market share " Chandler said
*We've done what the Telecom
rmumicanons Act told us to —
regotiate and sign agreements ©

LCI, one of the larges® compa
raed 1o make such a resale deal
with BellSouth plens tc sell the
service to small and medium-size
businesses, sind Anne Mungaman,
LC1 wice president and a former
Justice Department official

The agreement, which covers
the nine states 1n BellSouth's
region, is aimed at allowing
Vigpinua-based LCI to package
local and long-distance service
Bingaman said

—_—
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Baltimore Sun

Telecommunications

LCI tO“Stahl:t loml_ Phone serviee

Company will resel)
service packages
it buys from Bell

By Tisory ) Muirawmes
BUwaTary

1 Internationn! Inc will be-
i Lo alfer EETVICE In

iscn::. seventh lirge -
{Anc= cOMpa DT pArEs

phane e [T oy

L)

Maryland's phone monopoly and
the Mclean, Va.-based upstart
are rooted in the federnl telecom
mucations reform law that Pres.
Mdent Ciinton Egned a year ago to-
day The sct requires traditiona)
local exchange Carnem like Bsp
Atlantie to gell NEWCOMmeErs Lhe
rght Lo use all or part of their call-
handling networks hoping that
fucn brrited competition will Jet
NEWCOmers e profits they can:
invest i new, more modemn sn-

Anne K Bingaman, president
of LCT's jocal-servce division. said
LT will irgtially Largel business

Baltimore, MD
February 8, 1997
(circ. 337, 292)

10 percent eheaper than the same
service purchased directly from
Bell Atlanti:

LCI can undercut i supplier
because Maryland requires Bell
Auantic to sell #t3 service Lo other
long-distanes carriers at a whaoie-
sale price 1087 percent below i
relall rates, said Steve Molnar, di-

rector of telecornmunications for
the staff of the state Public Service
Commission

Tan said LCT is not lkely to get a
Lgnificantly better rate

Thrmmmmmnnmunm
for sales, billing and other ex.
m—mmmmmm
= out of the wholesals diseount

said that's not a great

B0 LCI plans to start
bullding at leasi parts of its own
hmmm-wnnmua
can

'nmr:nmmhnm-pmd:m
resale.” smid Bingaman who
htld-tdme.m:u:ebem.rnmt':

division
LCT last month. “1t's the mundmnl
Eage that's really eritical o
changing the market *
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BUSINESS FIRST

Keeping it
simple key to
LCI's expansion

By Forrest 0 Clarke
At P AN LFORCANT

LCT Intermabonal prides steel! on
heing a trendsetier wn the ultracompes
tve long-dotance phone market s
growth over the past six years 3 a lesta
ment 1o that thinking

Since s Columbus inception in
1987, L1 has been provicing smpllied
opbons and reduced rates 1o phooe cuy-
lomerns

“We ook the whole procen and
changed the way people thought about
long<istance camers by beng less
incmudating” sud Tyler Gronbach
natinnal medis relstons manager

Altisugn LT oniy has a bitie ower |
pereent of the nanonal long-dstanc:
market ity gross revenues grew 6.4
cent from $673 mullior: in 1955 o §1 1

of Greater Columbus
March 14, 1997

(circ. 10,.500)

LCI will et 158 D00 sqware leel lrom Dwke Aeaity 31 e Parkwaad 7 builidng ia Dublin

bidbon m 1996

Since 1991, LCI gros revenues have
gown J82 percent.

But things werenl always 3o roav for
LCT, whach 15 based in } Va The
company was on the brink of financal
diaster m 1991 because of large miter
ru‘l:-_\mcnu due on junk bonds

_arrent Ch-_:rmm-t!:;p_ Bran
inompiun and rreudeny' CO0 Tom
Wynne were recnuted froms MOl o wm
the company amound

LCT has stuck to three key compo-

nents @ order o keep & compebbve

;dwr 3 . and h-r:mmf

managemeTt drachure g

on the core business. "Our basic mantrs

was 10 make it fumpie, fnr and mexpen
uve.” Wynne said

Omne of the frst strategies Winne and

d m 92 wms

becomng the long-distance casmier
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commercial customers) in swesecond
intervals, instead of roundmg 10 the next
minute. They abso mntroduced a flat rate
that didn’t fluctuste by distance

Although the core business for LCl in
the past has been. commercal chents in
40 1o 45 aunes in 50 states. Winne's
ﬁ‘h include rumng rendential growth

v 33 percent this year Last year, resi-

dential business accounted for 24 per-
cent of LCI's gross revenues, Wynne
wnd

“The obsective i3 to balance the net-
work. We wan! to make all our servces
available to more people.” he smd

Another of Wymne's objectives s 1o
merease LCTs resdentel market o 3
percent nationally by the end of "98 He
plans on domg that tough a nabonal
TV campaygn. pnmarily on cable, along
with a network marketng and agent

am

LCI has already expanded
caliv and s now prowding local serice
in fve major Boes or areas: New York
City, Chucage. Los Angeles. Orange
County, Calil, and San Francsco Gron-
bach sud LCI wntends 1o ofler local ser-
vice in 30 major markets including Oluo
- and possibly Columbus — by the end
of 97 It will offer flat rate pnang lor
local and local toll calls

LCl's fiber opbe nerwork stretches
from Chicago 10 Pisburgh. west o
Detrost and south to Cincinnan  The
company & working on a new fiber opoe
route from Chucago 1o Los Angeles that
would allow it io move more of its own
traffic by the end of 1997 nstead of
leasing from other prownders.

Right now, Gronbach sad, Amentech
has a lock on local service and all LCI
can do 5 purchase service from ot o
resell 10 customeens

“The only way to have true compet-
ton s when Amentech offers compa-
rues hke LC| unbundled network ser-
vices When you're reselling services,
you don't have as much control or flex-
bibity in what you provide.” he said

Which s what the lederal Telecom-

“They have » naturl monanoly in
the ground All we're asiang for s com-
petitve access o that cable” Wynne
g

Ewidence of LCT's growth can be seen
at its nabonal Network Control Center tn
Dubln at 4650 Lakehurst Court. whuch
expanded from 500 emplovess in 1963
to 1036 late last year Gronbach sad
the company plans on 500 to
1.000 new employees in Columbus
within three to five years, primanly o
technical arcas

Overall L.CI employs 2400 ;n 45
offices across the United States. wath
Columbus serving &5 one of twe nation-
al customer senice cenlers

in order 1o accommodate e influx
of talent to Columbus, LCI will jease »
five-story, 156,000- foot facality
one mile north of i opeTabon:
headquarniers at Paricwood 1 withun Cor-

Park at Tuttle Crossng The
m s agTently under construcoon
and scheduled for completon m late
May by Duke Fealty Investments Inc
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Albuquerque Journal

Albuquerque, NM
January 4, 1997

(cire.

119,362)

A. Bingaman

Will Lead Firm
Into Local Market

Blowwmpary Baiingi) Yemyg

McLEAN, Va — LCI Internanonal Inc
pamed {ormer U aotirust
Ain to >
o0, the naton 3 2

TPy, 7 T5e ool e B —

~hbe 15 not here as an astorrey, she is here
a3 somecne who can get something dooe.”
said Brian Thompson. LCI chairman and
chiel executive, in a Bloomberg Forum
BrePview

Bingaman 53, was named Corporate
setor vice president of LCT Internatonal
and president of LCI'y lucal telecommun
cations &ivision. She alio will oversee the
company’s relationships with local phooe
compar.ed and state public atility commis
“ony

The wile of Sen Je!! Bongaman. D-N M
she played a masr role i Jhaping sweeping
legulstion designed 1o open the §100 ballion
ayear local phone market to competition
She verved a4 asswstan: allorney general of
the anterust drasion o the US. Depart
ment of Justice for three years

Ia her furat | ear ot the department, Binga
man opened more than 0 civil wivestiga
Lighs — more than the enture decade of the
19%0a

McLean, Va-based LCT said it has gotien
permisgion to offer local phone tervice @
I7 states and Washingron through resale [t

Named LCI Vee

will buy local phone munutes a1 wholesale
rates from the Baby Bells, which bave avir
tual monopoly on the market, and resell that
me to its customers af retaul rafes

LCT also has spplications 1o provide kocal
phone services 1n of least 1] other states
The company 13 (n talks with the Bells and
other local phone companies for resale
agreements

Those negotations - like almost all nego
tations between local and loag-dstance
phone compames for compenion agree
menlt — have been long and often con
tentious. Making them moce 10 IS ANy cas-
€1 i the fact that the Bells are fightn g to
kstp Federal Communications Commis
20090t resale prices. whach the local phooe
companies say are unfmr, from being
enacted. Currently, he rules are suspended
by a federal appeals cowrt

Bingaman delended those rubes 1 an
nterview, saving that the Justice Depart
ment, which she left in October, found them
“approprate, (ar. and were the appropn
ate course 1o take ™

Sull, she sasd ber aim i3 1o not bet the con
troveriy or delny over competiiion dincour
age ber or the company

Bngarman said she hopes 1o use her swn
perseverance to make a dilference “Even
tually, consumers will have a chowe of local
phone competitors. That's all to the pood
aad LCI will be rght ot the forefront ™

Since leaving the Justice Departmes:
Bingaman haz been a2 gues! scholar i
telecomunicalions ot Tbe Brockangs Last
tution in Washingron

LCI shares rose L® 1o 20 5% i today's
trading
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Executive Biographics

H. BRIAN THOMPSON

Chairman and Chiel Executive Officer
LCI International

H. Bnan Thompson was Chairman and Chief Executive Officer of L.CI International in July of
1991. He and his team led the turnaround of the company and LCI's emergence as the nation's
fastest growing long distance telecommunications carmier

Under Mr. Thompson's leadershup. LCI advanced from an annualized revenue run rate of $220
million (which had declined by 15% over the previous vear) to a run rate of $460+ million in
1994 (growing by more than 35%). and from a negative net worth 1o a market value of over S800
million today. Now serving all segments of the market - residential. business and government -
- LCI has operations in over 35 locations, in addition 10 its international relationships, and the
company provides long distance service 10 over 200 countries around the globe

Mr. Thompson previously served as Executive Vice President of MCl Communications
corporation from 1981 - 1990, with responsibility for the company’s eight operating divisions,
including MCI international. During his 10 years with MCI as a senior executive, he contributed
greatly to that company’s growth from $230 million to $8 billion. and to the internationalization
of the company

Pror to MCI, Mr. Thompson was a management consultant with McKinsey & ( ompany for nine
years in their Washington, D.C. office, where he specialized in the management of technology
with a special involvement in the telecom area serving such clients at AT& T, GTE. Comsat and
Intelsat. He serves as a member of the board of directors of Comeast UK Cable Partners Limited
and Microdyne Corporation. In August 1995, Thompson was also elected to serve as Chairman
of the Competitive Telecommunications Association (€ omplel)

Mr. Thompson received his MBA from Harvard's Graduate School of Business and holds an
undergraduate degree in chemical engineering from the University of Massachusetts
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Executive Biographies, continued

THOMAS J. WYNNE

President and Chief Operating Officer
LCI International, Inc.

Thomas J. Wynne was named President and Chiel Operating Officer of LCI International in July
1991, and — in just a few vears - has led the charge to successfully propel LCI into a complete
range of market segments, with an increasing number of both national and international business
and residential customers. He was appointed 1o LCI's Board of Directors in January 1992, and
is tesponsible for all day-to-day operations of the company and oversight of LCI's expanding
portfolio of products and technologies

Bringing more than 20 years of management experience in the telecommunications arena, Mr.
Wynne spent 14 years in the executive ranks of MCl Communications Corporation during a time
when that company experienced spectacular growth, and the commumecations industry itself was
redefined. Mr. Wynne most recently served as President of MCl's 1 5-state West Division based
in Denver -- among the fastest growing divisions of MCI, whose revenues more than doubled
under his leadership to more than $1 hillion

As division president at MCI1, his responsibilities included sales and marketing, customer service,
external affairs, regulatory, finance, human resources, advertising, promotions and
communications,

Mr. Wynne's previous management positions with MCI include, Vice President of Sales and
Marketing for MCl's Mid Atlantic Division headquartered in Washington, D.C.; Vice President
in the Midwest Division headquartered in Chicago; Vice President of MCI's School of
l'elecommunications in New York, and Vice President of the National Account Program

Prior to joining MCI, he was with Southern Pacific Communications in Philadelphia and Graphic
Scanning Corporation in New York. He is a graduate of 51 Joseph's University in Philadelphia
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Executive Biographies, continued

JOSEPH A. LAWRENCE

Senior Vice President, Finance and Development
Chiefl Financial Officer
LCI International, Inc.

Joseph A. Lawrence joined LCI International in October 1993 as Senior Vice President of
Finance and Development and Chiel Financial Officer. Bringing more than nine years of
telecommunications industry expenience and more than 25 years of experience in all aspects of
finance and admimistration, Mr. Lawrence is responsible for all of LCI's financial and
administrative functions, corporate planning and development. investor relations and new business
veniures

Prior to joining LCL, Mr. Lawrence was Senior Vice President, Finance with responsibilities for
nationwide management of all financial functions of the Consumer Markets Division of MCI
Communications. He was with the Consumer Markets [Division since its inception in 1990 and
previously served as Vice President of Finance and Administration for MCI's former Mid-Atlantic
Division. He joined MCI in January 1985

Prior to that time, Mr. Lawrence held finance, marketing, planning and analysis positions for the
Continental Group, Inc., a diversified packaging, forest products and resources corporation based
in Stamford, Connecticut. He also held corporate accounting positions with Chesebrough-Ponds
U'SA_ a consumer products company in Greenwich, Connecticut.

Mr. Lawrence holds a bachelor of science degree in accounting from Manhattan College in
Bronx. New York and has done graduate work in finance at Pace University in New York City




Executive Biographies, continued

ROY N. GAMSE

Senior Vice President, Marketing
LCI International, Inc.

Roy N. Gamse joined LCI International in march 1996 as Senior Vice President of Marketing.
Bringing to LCI more than a decade of telecommunications experience, Mr. Gamse is responsible
for developing and =xecuting the marketing programs for all of LCI's businesses - including
commercial, residential, international, and services provided by LCI to other long-distance
carmiers

Before joining LCI, he held several executive positions at MCI Communications Corporation,
during which time that company grew from about $500 million 1o more than $11 billion in
annual revenue, Mr. Gamse joined MCI in 1982 as Director of Strategic Planning. responsible
for MCI's strategies and programs that pencirated the new "equal access™ market. He held a
number of other key posts, including Vice President of Marketing. oversecing some of the
company’s first competitive business services, and management of residential sales and customer
service, as well as camier sales programs. During the roll-out of MCI's Friends & Family
program, Mr. Gamse was Sentor Vice President of Customer Service for consumer markets. He
was Senior Vice President of Consumer Marketing when he left MCI in 1967,

Mr. Gamse's previous management experience includes 10 years as a senior-level economist and
key policy advisor at the U.S. Environmental Protection Agency, during the Nixon, Ford, Carter
and Reagan administrations. Most recently, Mr. Gamse was President of Earth Force, a national
non-profit organization that involves more than 200,000 children and educators in environmental
education and community action programs in this country and abroad

Currently, he serves on the board of Virginians for Baseball, a coalition dedicated to help bring
Major League Bascball to northern Virginia.

Mr. Gamse has a bachelor’s degree in economics from the Massachusetts Institute of Technology
and an M.B.A. from Harvard




Executive Biographies, continued

ANNE K. BINGAMAN

Senior Vice President and President, Local Telecommunications Division
LCT International, Inc.

Anne K. Bingaman, a former LS. Department of Justice assistant attorney general and chief of
the antitrust division, joined LCI International in Janvary 1997 as Sentor Vice President and
President of LCI's local telecommunications division. A nationally recogmized htigator known
for her aggressive enforcement efforts, Bingaman is now responsible for leading LCI's ambitious
business plans to provide local telephone service in U1 S, markets. Bingaman's organization also
oversees LOI's relationships with all local exchange carriers, the FOCC and stat public utilities
commission, asat relates to local competition

The passage of the Telecommunications Act of 1996 -- which Bingaman played a significant role
in crafting -- paved a wide swath of evolving opportunities in the $100 billion local phone service
market and invited competition into firmly entrenched monopoly temitonies.  As an expenenced
manager and the individual who led one of the broadest attacks on anti-competitive husinesses
since the 1970°s, Bingaman 15 well poised to assume the lead in an effort to capitalize on market
opporiunilies

In her first vear at the Department of Justice, Bingaman opened more than 70 civil investigations
-- more than the entire decade of the 1980s. She challenged more than 60 mergers, most of which
resulted in deal restructuning. Bingaman also initiated the first challenges in 11 yvears of mergers
involving companies that sell products and services to cach other, rather than selling the same
products. These deals included AT&T-McCaw, MCI-Brtish Telecom and TCi-Liberty

Prior to joining the Department of Justice, she was a pariner and head of htigation at Powell,
Goldstein, Frazer & Murphy in Washington, D.C. Before coming to the Washington, D.C. area,
she was founder and partner of Bingaman & Davenport in Sante Fe, New Mexico and founded
the New Mexico state bar's antitrust section. Bingaman is a former guest scholar at The Bookings
Institution, and the recipient of numerous awards and fellowships, including Ford Foundation
Fellowship fur a study of women in society

Bingaman received her B A, from Stanford University in 1965, atended the London School of
Economics and Political Science, then received her LL.B. from Stanford in 1968




Executive Biographies, continued

MARSHALL HANNO
Senior Viee President of Sales
L.CI International, Inc.

Marshall Hanno wi appointed Senior Vice President of Sales in 1993 after joining LCI
International in July of 1991 as Vice President of Sales. As a member of LCl's senior
management team, his responsibilities include the direction of all field sales and customer service
activities of LCI for the major accounts, general business, residential and carrier markets

Before joining LCIL, Mr. Hanno served as Vice President of Sales with MCl Communications
Corporation in Chicago. In this position, Mr. Hanno had responsibility for all sales activity for
MCI's complete product line to the general business market. Hle directed all customer acquisition,
retention and service efforts, employing a 500-person sales and field service organization, a 150-
person centralized customer service organization, a 10-person Sales Administration group, and
the services of a third panty telemarketing supplier. His responsibilities also included sales
planning and budgeting, measurement and compensation, training and staff personal development
and the general operating issues associated with managing a 22 branch office operation. Mr
Hanno was responsible for these activities in Hlinois, Ohio, Michigan, Wisconsin and Indiana and
had revenue responsibility of more than $500 million with an annual operating expense hudget
of $40 million

Prior to joimng MCIL, Mr. Hanno was Vice President, Sales and Marketing with Allnet
Communications in Chicago. His responsibilities were to direct the acquisition, retention and
service of customers in the general business, national account and residential markets on a
nationwide basis. He managed a ficld sales and service organization of 700 people in 45 branch
offices in 40 major markets, two centralized telemarketing centers staflfed by 150 people and a
centralized customer service organization of 120 people. His responsibilities included all sales
and marketing planning, measurement and compensaiion and other operating issues associate |
with managing a nationwide sales and service organization. He had responsibility for $400
million in revenues and $45 million in operating expenses, including $10 million in adverusing
expenditures

Before joining Allnet. Mr. Hanno was Vice President of Sales with Intelcom, Inc., a
telecommunications switching equipment manulacturer, with responsibility for a 14 state Midwest
region. He was also Vice President, Sales and Marketing, for Centel Business Systems in
Chicago. Centel Business Svstems was at that time Northern Telecom's largest distributor of
voice and data PRXs

Prior to Mr. Hanno's expenence in the telecommunications industry, he was employed by a major
Wall Strect firm as a stockbroker and began his sales career at IBM upon graduation from
college. Mr. Hanno received his bachelor's degree from Roosevelt University in Chicago, with
majors in Finance and Accounting
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LCI INTERNATIONAL TELECOM CORFP Taril SD.P.U.C. No. 2
Oniginal Title Page

DRAET

LOCAL EXCHANGE SERVICE

LC! INTERNATIONAL TELECOM CORP.

REGULATIONS AND SCHEDULE OF INTRASTATE CHARGES
APPLYING TO LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF SOUTH DAKOTA

NOTES REGARDING THIS ILLUSTRATIVE TARIFF OF
LCI INTERNATIONAL TELECOM CORP. (“LCI™):

1. This tant! is for illustrauve purposes only and is subject
to change.

2 Rates and comprehencive service descriptions cannot ba
included in this tanlf until LCI has complated its nter-
connection negotiatons with the incumbent local exchange
CAITBIS.

3 Unlass otherwise noted in LCI's application Tor local service
authority, the sarqces contained in this flustrative 1anff shsll
be offered, subject to the terms and conditions stated in thus
tariff, to all custorners throughout the state

ISSUED EFFECTIVE:

ISSUED BY Carol P. Kuhnow, Manager
LCI International Telacom Corp
8180 Greensboro Drive, Suite 80O
McLean, Virginia 22102




LCI INTERNATIONAL TFLECOM CORP Tanit S.0.P.U.C. No. 2
Onginal Page 1

LOCAL EXCHANGE SERVICE

CHECK SHEET

The toliawing shaels inciusive of thus tani! are effective as of the date shown at the bottom of the respective
sheets. Original and revised sheets as named below comprise all changea from the ongnal 1ant! and are
currently in effect as of the date on the bottom of this page.

Eags Bevision Mo, Page Beyimon No, Pags Bewision Mo,

Onginal SECTION 2 (Cont.) SECTION &
Driginal 16 Original 1 Onginal
Ciriginad 17 Onginal
Original 18 Orniginal SECTION &
Griginal 19 Original 1 Onginal
Original 20 Original
21 Original
SECTION 22 Original
Original 23 Ongmnal
Original 24 Original
Original 25 Original
Onginal
Onginal SECTION 3
Ongnal
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DOrigenal
Orniginal
Onginal
Original
Orniginal
Ongwnial
Original
Onignal
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* Mew or Rewvised Page

ISSUED EFFECTIVE

ISSUED BY: Carol P, Kuhnow, Manager
LCI intarnational Telacom Corp
B1BO Graensboro Drive, Suite 80O
Mclean, Virginia 22102




LCI INTERNATIONAL TELECOM CORP Tarif! 5.D.P.U.C. No. 2

Original Page 2
LOCAL EXCHANGE SERVICE
TABLE OF CONTENTS
EAGE
Title Page
Chack Sheet 1
Table of Contents 2
Explanation of Symbols and Abbrewiations &
Apphication of Tanff 5
SECTION 1 - DEFINITION OF TERMS 1
SECTION 2 - REGULATIONS
2.1 Undertaking of the Company 1
2.1.1 Scope 1
2.1.2  Shortage of Equipment or Facilities 1
2.1.3 Terms snd Conditions 2
2.1.4  Liability of the Company 3
2.1.5 Naotification of Service-Allecting Activities B
2.1.6  Prowision of Equipment & Facilities 9
2.1.7  Non-routine installation i0
2.1.8  Ownership of Facilities 10
2.2 Prohibited Uses 1
2.3 Obligations of the Customer
2.3.1  General 11
2.3.2 Claims 13
2.4 Custamer Equipment and Channals
2.4 General T4

2.4.2 Station Equipmant 14
2.4.3  Interconnection of Facilities 15
2.4.4 Ingpections 15
2.5 Payment Arrangements
2.5.7  Payment for Sarvice 18
2.5.2 Billing and Collsction of Charges 17
2.5.3 Disputed Bills

18
2.54 Advance Payments 8
2.55 Deposits 19
258 Discontinuance of Service 20
2.5.7

Interest on Customer Querpaymerts

ISSUED EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager

LCI Intarnational Telecom Corp
8180 Greensbaro Drive, Suite 800
McLean, Virginia 22102




LCI INTEANATIOMAL TELECOM CORP Tant! S.D.PUC. No. 2
Ongsnal Page 3

LOCAL EXCHANGE SERVICE

T T \
BAGE
SECTION 2 - REGULATIONS (Continued)
4.8 Allowances Tor Interruptions in Service
2.6.1 Credit for Interruptions 23
2.6.2 Umitation on Allgwances F .
2.6.3 Use of Alternative Service Prowided by the Company 23
2.7 Cancellation of Service
2.7.1 Cancellation of Appicanon for Senvice 24
2.7.2 Canceflation of Service by the Customer 24
2.8 Transfers and Assignments 25
29 Motice s end Communscations 25
SETION 3 - SERVICE DESCRIFTIONS
3.1 Loca! Exchange Service
3.0 Sernce Area 1
3.1.2 Local Line 2
3.1.3 Local and intralATA Outbound Usage Rates -]
3.1.4 Local and IntralATA Toll-Free Usage Rates -]
3.1.5 Timing of Local Exchange Calls 7
3.2 Dwrectory Assistance 2
3.3 Operstor Assistance
37.3.1 Operator Assisted Surcharges 9
1.3.2 Busy Line Venfication and intermupt Service 10
14 Derectory Leatings 1
35 Emergency Servicas i
i6 Presubscriptions- 2 {PtC-2) 13
3.7 Vanity Telephone Numbers 13
38 Telecommunication Relay Service (TRS) 13
19 Management Repofting 14
SECTION 4 - PROMOTIONAL OFFERINGS i
SECTION § - INDIVIDUAL CASE 8ASIS (ICB) ARRANGEMENTS 1
SECTION 6 - RESIDENTIAL SERVICE OFFERING (service currently not available) 1
ISSUED EFFECTIVE

ISSUED BY Carol P. Kuhnow, Manager
LCI international Telecom Corp.
B180 Greensboro Drive, Swite BOD
MclLean, Virginia 22102




LCI INTERNATIOMAL TELECOM CORP Tantf S.O.P.U.C. No. 2
Onginal Page 4

LOCAL EXCHANGE SERVICE

EXPLAMATION OF SYMBOLS, REFERENCE MARKS. AND ABBREVIATIONS OF TECHMICAL TERMS USED Iy
IHIS TARIFF,

The following symbols shall be used in this tanfl for the purpose indicated balow

To sigrufy changed regulation

To sigrufy discontinued rate or regulation,

To signify incraased rate.

To signify & move in the location of text.

To signify new rate or regulation.

To signify reduced rate.

To signily re sued matter

To signify a change in text but no change in rate or regulation

c
b
]
L
N
R
5
T

ISSUED EFFECTIVE

ISSUED BY Carol P. Kuhnow, Manager
LCI international Telecom Corp
B180 Greensboro Drive, Suite 800
McLean, \-'ﬂ'ﬂ:ml 22102




LCI INTERNATIONAL TELECOM CORP Tard! SD.PU.C. No. 2
Original Page 5

LOCAL EXCHANGE SERVICE
APPLICATION OF TARIFE

Thes tantf sets forth the service offerngs, rates, terms and conditions applicable to the furrushung of intrastate
communications service by LC! Intemational Teléecom Corp. to customers within the local exchange serice
area defined hermin

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
LCI international Telecom Corp
B180 Greensbora Drive, Suite 800
MeLean, Vieginia 22102




LCI INTERNATIONAL TELECOM CORP Tanfl S.D.P.U.C. No. 2
Section 1
Oniginal Page 1

LOCAL EXCHANGE SERVICE

TR T

Certasn terms used generally throughout this tant! are defined below

Account Codes
Allows a Customer to allocate local calls to a 4-dwgrt, venfed and non-venfied account code

Advanced Payment
Payment of all of part of a chasge required before the start of service

Alternale Answenng

in the event that the calied telephone number is not angwered withun three 1o fowr nngs, thes feature
tomatcally forwards incomeng cally 10 8 predetermuned, dualable telephone Number served by The sama
Central Office swiich, or prowvwdes interswitch transfer 1o a predetermined, dealable telephcne number whare
technacally available

Anawer Supsryision

Anstwe! Superntion must be prowided when an LCI serwce offering is connected 1o swiltching equspment of &
customes pravided communcations system. The customars sQUIDMent Of TYSIEM MUt provide antwer
supervison 80 that the measure of chargeabla time beging ugon the detrvery of the customer’s call to the
switcheng egueipment or 12 the equipment connected to the commumications system and ends upon termanation
ol the call by the calling party. I 8 customer’s communications system fads to promptly return to LTI an wdie
fon-hook) state upon complation of the call, the customes will be responuible for afl charges that result up untl
the time the customer’s commumnication system signals LCI's network that the call has been termenated or until
such time that LCI's own system termenates the call

Authotized Uset

A parson, firm, corporation of othei entity that sither s authorized by the Customer 10 use local exchangs
telephone service of ia placed in & position by the Customer, either theough acts of omissions, 1o use lacal
exchange telaphone service

Automauc Callback
The telephona number associated with the last incoming call 1o the customer may be sutomatcally redialed
Actvation must occur balors ancther incomeng call of & call waiting iIndhcation o received by the cuslomes

n i .
& swiiched network service that prowides for dial Station Commumncations ongnabon 1o which the subscriber
pays & rate that is descnbed 83 8 business of commercial rate

Lo a
in the event thal the called telephone number 8 busy. thes feature automatcally forwards mncomng calls 10 @
predetermined, dialable talephone number served by the same Central Otfice switch, ar provdes mtersantch
forwarding 1o a predetermined, dualable telephone number where techrucally swadabie

ISSVED : EFFECTIVE

ISSUED BY: Carol P. Kuhnow, Manager
LCI imternatonal Telecom Coep
8180 Greensboro Drive, Swute 800
McLean, Virgnia 22102




LCI INTERNATIONAL TELECOM CORP Tan!! SDP.U.C. No. 2
Section 1

Origenal Page 2

LOCAL EXCHANGE SERVICE
SECTION 1 - DEFINITIONS (Continued)

Call Forwiard Busy

Automatically routes incormung calls 1o & designated antwenng poinl when the called line s busy

CallForeard No Answet

Autematically routes incoming calls 1o a des:gnated andwenng point when the called bne does NOt answer
withun a pre-specified number of nngs

Call Forward Variabis
Automatically routes incoming calls 1o » designated anawenng point, regardiess of whather the user's Station

is idie or busy.

Call Hald
Allows the Customer 1o hold one call for any length of time provided that neither party goes On Hook

| y " iy ey =
Blocks the delivery ol the number to the callad party en & per call bans

Cal Pn[i

Allows a Customer 10 "park™ a call against their directory number within the business group and “unpark™ the
call from any other directory number. A business group consists of a senes of Customer-defined telephone
numbars

Call Pickup

Allows a Customer 1o answad incomeng calls to another Station kng within & delined call Pickup group. Call
Pickup is provided as either Group Call Pickup, where the predesigrated groups can pickup each other's calls
by activating an access code or & feature key, or Directed Call Fickup, where any call can be retneved by
dialing & different access code Tollowed by the extenson number,

Call Scresning

Allows the Customer to avoid tha recept of certain unwanted calls by programming the line to recognize and
screen up to 10 different telephone numbers, whether of not the nunber is known. Calls from the screened
numbers will be diverted to a recorded message which states that calls are not beng accepted at this time

Call Tracs

Automatically traces the number of the hne used for the last call recerved by the User

Call Waiting
Provides tha Customer with a burst of tone to indicate that another call & wasting. The second call can either
be answered by flashing the switchhook or hanging up the phone and being rung back by the caller.

ISSUED: EFFECTIVE

ISSUED BY Carol P. Kuhnow, Marager
LCI International Telecom Corp
B180 Greensboro Diive, Swte BOO
McLean, Vieginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 1 - DEFINITIONS (Continued)

il
Afllows a Customer to cancel the Call Waiting leature on a per call basis by cialing a specific two digit code

Caller 1D
Allows the Customer to wiew the telephone number of an incoming call, prnos 1o answenng the call.

Caller 1D with Name
Allows the Customer to view both the listed name and the telephone number of an incoming call, prior to
anawering the call

Class of Service ICOS)
Used to prevent 8 S on from dialing certain codes and numbars

South Dakota Public Utility Commission,

LTI Inteinational Telecom Corp.. a Delaware corporation, which is the issuer of this tanff.

Customer
The person, firm, corporation of other entity that orders service and is responsible for the payment of charges

and for compliance with the Company's tarff regulations

Thete are two distinet oplions - one associated with Busy Line Transfer and the other with Alternate
Argwenng. Each ol these options will aliow the customer to activaie/deactivate the associated feature and to
changs the telephone number 1o which calls are set to forward,

Dinl Pridse (DF)

The pulsa type smployed by rotary dial Station sets.

A service attribute that routes incoming calls directly 10 Stations, by-passing a central answaring point

Direct Conaect

Allsws for automatic dialing af a single fixed telephone number from an exchange kne

Cistinctive Ringing
Allows the Customaes tu designate up 10 ten telephone numbers tor which incomung calls will have a8 distinctive
ring

Dual Tons Multi-Frequency (DTMF)
The pulse type employed by tone dial Station sets.

ISSUED EFFECTIVE

ISSUED BY Carol P. Kuhnow, Manager
LC! International Telecomn Corp.
B180 Greensboro Drive, Suite BOO
Mclean, Virginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 1 - DEFINITIONS (Contimued)

Eaay Call

This feature provides for the automatic dialing of a dialable. lelephons number consisting of seven or more
digits in the event that the customer’s line is taken off-hook and dialing does not commence wathin a
predetermined inte: al, usually seven saconds.

Indindual Case Basis

A service arrangemant in which the regulations, rates and charges are developed based on the specilic
circumstances of the Customer’s situation.

Joint User

A parson, firm or corporation designated by the Customer as a user of local exchanga sanice furmished to the
Customer by the Company, and 1o whom a portion of the charges for such facilities are billed under a joint use
arrangement

LATA tLocal Access Transport Areal

A geographical area established by the U.S. Dutrict Court for the District of Columnbia in Ciwl Action No
17-49, within which a local exchange carmed Drowides COMMUMCATONS SenACes

Local Calling

A completed zall or telephonic cornmunication beiween a calling Station and any other Station within the local
sarvice afes of the calling Station

Local Exch

A company that furnishes exchange telephone service

Mbos

Megabits, or milkons ol bits, per second

Measage Viating

This feature provides on indication to a Station User that & message is waiting. Indications may be visual
flarnpl of audible (stuttered dialtome)

Most ldle Trunk Selection (MIDLI
MIDL Trunk selection occurs when a soditching unit selects from 3 Trunk group the Trunk that has been idle forf
the longest penod of tima

ISSUED EFFECTIVE
ISSUED BY: Carol P. Kuhnow, Manager

LCI International Telecom Corp

B1BO Greensboro Diive, Sute 800

McLean, Virginia 22102




LCI INTERNATIONAL TELECOM CORP Tarifl S.D.PU.C. No. 2
Section 1

Original Page S

[ T~

L ] N

LOCAL EXCHANGE SERVICE
SECTION 1 - DEFINITIONS (Continued)

Multipie Appearance Diectony Numbers

A directory number that is assigned more than once 1o one of more Propnetary Business Sets

i
1
3

Muti-Freguency (MF)
An inter-machine pulse-type used for signaling between telephone swiiches, or between telephone switches
and PEX/wey systems

Muly Ring Setvice

Allows the customer 10 have as many as three telephone numbers associated with a single ine, Distinctive
nnging will be prowvided for each of the additional telephone numbers to facditate dentification ol incomang
calls

The on-time initial chai jes for services or facilities, including but not kimited to charges for construction,
installation, or special lees, lor which the Customer becormes lisble at the time the Service Order is executed

Qi Hogk
Tha term “gif-hock® dencles the active conditon ol a telephone sxchange sarvice bne.

On-Hook

Tha term “on-hook® denates the idle condition of a telephone exchange service ling.

Breaubscriotion-2 (PIC-2)

An srrangement whereby a Customer may select and designate to the Company an imterexchangs Carmer it
wishas 10 access, without an access code, for completing intralATA toll calls. The se'ected Interexchange
Carriar iu referred to as the End User's Primary Interexchange Cariar (PIC-2). IntarLATA Presubscription s

offersd pursuant to LCI FCC Tantl No. 2.

South Dakeota Public Unility Commission

- 15
Tha telephone number associsted with the last outgoing call placed by the cusiomer may be sutomatically
redialed. Activation must occur belore another oulgoing call is placed Ly the customer

Becurnng Charges

Tha monthly charges to the Customaer lor servicas, lacilites and equspment, which continue for the agreed
upon duration of the service.

Bemote Cail Forwatrding IRCF)
All calls dialed 10 a telephone number equipped lor RCF are sutomatically forwa:ded to another dalable
exschange or BOO Service telephone number

ISSUED EFFECTIVE

ISSUED BY Carol P. Kuhnow, Manager
LCI International Telecom Corp.
B1B80 Greensbaro Drive, Suite 800
Meclean, Vieginig 22102
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LOCAL EXCHANGE SERVICE
SECTION 1 - DEFINITIONS iContinued)

asryice Commencement Date

The first day following the date on which the Company notifies the Customaer that the requestad servica of
facdity is avadable for use, unless axtended by the customar’s refusal 10 accept serice which does not
conform to standards set forth in the Service Order or thia tantf, in which case the Service Commencement
Date is the date of the Customer's scceptance of sarvice. Tha partes may mutually agree on a substitute
Service Commaencement Date

The written request for locsl exchange services executed by the Customaer snd the Company in & format
specified by the Comaany. The ssgrning of a Service Order by the Customer and acceptance thereol by the
Company mitiates the respective obhgations of the parties as set forth therein and pursuant to thes tant!, but
the duration of the service is calculated from the Service Commencemant Date

Senvices

The Company's telecommunications services offered on the Company's network

Shared Facilities

A facility or eguipment systém subdyitem that can be used simultansoudly by several Customens

Soecisl Deirvery Feature

When encountenng & busy or don™t answer condition on outgoing cally, the calling party may be automancally
forwarded 1o a predetermined, dislable telephone number terved by the sarme or a different Central Office
awitch, where lacilities permat

Prowvides a Customer with the optron 1o call other telephone numbers by duslng & code rather than the complete
telepnone number. The repertory Bist for such telephone numbers o avasable in an 8 or 30 number capacity

€ latign
Telephone eqguipment from of 15 whch calls are placed

ITheee-Wiav Calling

The Customer can sequentially call up 10 twe other pecple and add them together 1o make up a three-way call

Inink

A communications path connecting two switching systems in & network, used «n the establshwnent of an end
ta-end connection

ISSUED EFFECTIVE

ISSUED BY Carcl P. Xuhnow, Manager
LCI international Telecom Corp
B1B0 Greernaboro Driwe, Suite BO0
McLean, Viegiria 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS

2.1 Undertaking of the Company

2.1

2.1.2

Scope

The Company undertakes to furrish commumications service in connecbon with one-way and/or
two-way information transmission between points within the State of South Dakota under the
terma of the tant!.

The Company i respensible under this tantf only for the services and faclibes provided heren
and it assumes No responutniily for any service provided by afy other entity that purchases
access to the Company network in order 1o onginate or terminate s own senices or to
commumcate with its own customers

Shoniage of Equspment or Facilities

The furnishing of service under this tanff is subject 10 the avaslabslity on a continuing basis of all
the necessary faciities and is limited 10 the capacity of the Company’s facilities as well as the
tacilities the Comparyy may obtlan from other carners to lurnish service from time to Lime a3
re~wred at the sole discreton ol the Company

ISSUED

EFFECTIVE

ISSUED BY Carcl P. Kuhnow, Manager
LCI Internationasl Telecom Corp
B180 Greensboro Drive, Suite BOD
McLean, Vagirsa 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)
2.1 Undertating of the Company (Continued)
Terms and Conditions

2.1.3

2.1.3.

2.1.3.2

2.1.33

2.1.3.4

2135

21386

2.1.3.7

Except as otherwise provided herein, service is prowided on the basis of 8 mersmum penod
of at least one month, and shall continue to be provided until canceled by the Customer,
in writing, on not less than JO days notice. Unless otherwse specified heren, for the
purpose of computing charges in this tanfl, 8 month is considered to have 30 days. All
calculations of dates set forth in this tanf! shall be based on calendar days, uniess
otherwrse speciflied heren

Customers may be required to enter imto written Service Orders which shall contan or
reference the name of the customer, a specific descrnption of tha service ordered, the
rates to be charged, the duration of the services, and the terms and conditions in this
tanft

At the expiration of the intial term specified in sach Serwice Order, or in any extension
thereof, service shall continue on a month to month basis a1 the then current rates uniess
termwnated by either party upon 3O days written notice. Any termination shall not relieve
Customer of its obligation to pay any charges incurred under the Sarvice Order and this
tanil prior 1o terménation. Tha rights and obligations which by their nature extend beyond
the termunation of the term of the Service Order shall survive such termanation

This taritf shail be interpreted and governed by the laws of the State of Socuth Dakota
without regard for the State’s choice of laws provision.

The Customed has no property right 10 the Telephone number of any other call number
designation associated with services funished by the Company. The Company reserves
the nght to change such numbers, or the central office designation associated with such
numbers, or both, assigned (o the Customar, wheneves the Company deema it necessary
to do s0 n the conduct of its business

The Customer agrees to operale Company-provided equpment in accordance with
inatructiongd @t tha Company or the Company's sgent. Failure 1o do so will void Company
liabiity for interruption of service and may make the Customer responsible for damage 10
equipment pursuant 1o Section 2.1.3.7 below

The Customer agrees 1o return to the Company all Company provided equipmeant
devvered 1o the Customer withun five (5) davs of the terrmenation of the service n
connection with which the equpment was used. Said equipment shall be in the same
condition as when delivered to Customes, normal wear and taar only excepted. Customer
shall resmburse the Company, upon demand, for any costs incurred by the Company due
te Customes’ s failure to comply with this provision

ISSUED

EFFECTIVE:

ISSUED BY: Carcl P, Xuhnow, Manager
LCI International Telecom Corp .,
8180 Greensboro Drive, Suite BOD
MclLean, Viegria 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Continued)
2.1 Undertaking of the Company (Continued)
2.1.4. Liakality of the Company

2.1.4.1 The hability of the Company lor damages arising out of the furmishing of its Service,
ncluding but not hmited 1o mastakes. omesions. nterruption, deley . or srors, or other
d ‘ects, representations, of use of thess services of damages arsing out of the faldure 1o
furmush the service, whether caused by acts or omission, shall be imited to the extension
of allowances for interruption as set forth in Section 2.6, below. The extension of such
sliowances for interruption shall be the sole remedy of the Cuatomer and the sole habidity
of the Company. The Company will not be kable for any drect, indirect. incidental,
special, consequential, lost profits, exemplary or puritive dasmages 10 Customer as a
result of any Company sefvice, equipment or facilities, or the acts of OMISSIONS OF
neglgence of the Company's employees or agents

2.1.4.2 The Company’s habslity for willtul misconduct, if sstablished as 8 result of judicial or
admerestrative proceedings, i3 not hmited by this tanfl. The Company’s habslity, if any,
with regard to delayed instailation of Company facilitves of commaencemaen! of service,
shall not exceed #1,000. With respect 12 any other clasm of sust. by a Customer or by
any others, for damage sssociated with the crdenng (includeng the reservation of any
specific number for usa with & service), matallation Including delays thereol), proveson,
termination, mantanance, repas, interruption of restoration of any service or faciltes
offered under this tariff, and subject to the prowvisions of Section 7.6, the Company's
liatuliry, if any, shall be limited as provided hermn

2.1.4.3 Tha Company shall not be liable 'or any delay or taslure of performance or squipment due
to causes beyond its control, including but not kemited to: acts of God. fire, Nood,
explosion or other catastrophes; and law, order, regulation, direction, action of request of
the United States government of of sny other government, ncluding state and local
governmants having or claimeng jurisdiction over the Company, of of sny department,
agency, CoOMmMianon, buresy, corporation of othes nstrumentality ol sny one of more of
these federal, stale, or local governments, or of any miktary authonty: preemption of
EnAlNg SeVCE M tml with nat:onal emergences. mlurmetbiong. nots; Wars
wnuvalabulty of nghts-or-way or matenals, or stnhes, lochouts. work stoppages, of othet
labor difficulties

2.1.4.4 The Company shall not be liable for (a) any act or omisson of any entity furnishing the
Company or the Company’s Customars facilities of sguipment used for of with the
services the Company offers; or (bl for the acts of omissons of COMIMaN Carmers of
warehousemean

ISSUED EFFECTIVE.

ISSUED BY: Carol P. Kuhnow, Manager
LC! International Telecom Corp
8180 Greenaboro Drive, Suite 800
McLean, Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

2.1 Undertpking of the Comoany IContinued)
2.7.4. Liability of the Company (Continued)

2.1.4.5

2.1.4.8

2.1.4.7

2.1.48

2.1.4.9

The Company shall not be liable for any damages or losses due to the fault of negligence
of the Custorner or dua 1o the fadure of malfunction of Customer-provded sguipment of
faciies.

Tha Customer shall indemraly and hold the Company harmisis from any and all loss,
claims, demands, suits, of other action, of any lability whatsoever, whether suffered,
made, instituted, or asseried by any other party or personis), and for any loss, damage. or
destruction of any property whather owned by the Customer or others, caused or claimed
to have been caused directly or indrectly by the installation, operation; failure to operate,
maintenance, remaval, condition, location, or use of indtallabion prowvided by the

Company. The Company reserves the nght to require each Customer to sign an
agreement acknowledging accepiance of the provisions of this Section as a condition
precedent to such instaliations

Tha Company shall not be liable lor any defacemant of or damage to Customer prermuses
resulting from the furnishing of services of eguipment on such premuses of the snstallation
or removal thereof, unless such delacement or damage is caused by gross neglgence or
willful misconduct of tha Company’s agents or employees. No agents or empioyees of
other participating carmiers shall be deemed to be agents or employees of the Company

Mat withstanding the Customer’s obligations i set forth in Saction 2.3.2, the Company
shall be indemrufied, defended, and held harmiess by the Customer or by others
authorized by it to use the service againat eny claim, loss of damage ansing from
Customes's use of services furnished under this tanfl, mcluding: claima for kbel. slander,
wvasion of privacy of infringement of copyright arsing from the material, data,
information, or other content transmitted via tha Company’s service; and patent
infringament claima ansing from combining of connecting tha service offered by the
Company with apparatus and systems of the Customer or others, All other claimg anging
out of any act of omission of the Customer or others, in connection with any service
prowvided by the Company pursuant to this tantf

Tha entire kability of the Company for any claim, loss, damage or expensa rom any cCaute
whatsoever shall in no event exceed sums actusily pard to the Company by Customer for
the specific services giving rise to the claim, and no such action or preceding aganst the
Company shall be commenced more that one year after the service is rendered

ISSUED:

EFFECTIVE:

ISSUED 4Y: Carol P. Kuhnow, Manager
LCI international Telecomn Corp.
8180 Greansboro Drive, Suite 800
McLean, Virgnia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS iContinued)

2.1 Undertaking gf the Comoany Continued)
Laksiity of the Company (Continued)

2.1.4

2.1.4.10

The Company makes no warranties o representations, express or impled, including
warranties of merchantabilty or fitness for a particular use, except those expresaly
set forth herein,

The Company shall not be lisble for any act or crmussion of any pther company of
companes furmishing a portion of the service, or for damages associated with
service, channels, or equipment which it does not furnish, or for damages which
result from the cperation of Customer-provided systemns, equipment, facilities or
services which are interconnected with Company sarvices.

The Company does nat guarantea nor make any warranty with respect 1o service
installations at locations 8t which there is present an aimosphere that iz explosive,
prone to fire, dangerous or otherwise unsuitable for such instaliations. The Customer
shall indemnify and hold the Company harmiess from any and all loss, claims,
demands, susts or other action, or any liability whatsosver, whather sutfered. made,
instituted or asserted by the Customer of by any other party, {or any personal injury
to, of death of, any person or persons, or for any loss, damage or destruction of any
property, whether owned by the Customer or others, caused or claimed to have been
caused. directly or indirectly, by the installstion, pperation, failure 1o operate,
mamienance. removal, presence, condition, locations or use of sarvice furnished by
the Company at such locations

The Company shail not be liable for the Customer’s failure to fulfil its obigations to
take all necessary steps including, without limitation, obtaining, instaling and
maintaining all necessary equipment, or materials and supplies, for interconnection of
the terminal equipment or communications system of the Customer, or any third
party acting as its agent, to the Company’s network, The Customer shall secure il
bcenses, permits, nghts-of-way, and other arrangements necessary Tor such
inferconnection. In addition. the Customer shall ensure that its equipment and/or
System or that of its agent is properly intarfaced with the Compariy’'s service, that
the signals emitted into the Company’s network are of proper mode, band-with,
power, data speed, and signal level for the intended use of the Customer and in
compliance with the criteria se? forth in Section 2 1.8 fallowing, and that tha signals
do not damage Company equipment. injure its personnel or degrade service 1o other
Customers. If the Customer or its agent fads 1o mantain and operale its equipment
and/or system or that of its agent properly, with resulting imminent harm 1o Company
equipment. parsonnel, of the quality of service to other Customers, the Company
may, upon written notice, require the use of protective equipment at the Customer's
expense. ! this fails to produce satisfactory quality and safety, the Company may,
upon written notice, terminale the Customer's service without Eability,

ISSUED:

EFFECTIVE:

ISSUED BY: Caral P. Kuhnow, Manager
LCI imernational Telecom Corp.
B1E0 Greensboro Drive, Suite 800
MecLoan, Virginia 22102
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LOCAL EXCHANGE SERVICE

rEED®

SECTION 2 - REGULATIONS (Contnued]

2.1 Undertaking of the Comoany (Continued)

CARD =

2.1.4 by of ny (Continued)
21414 With respect 1o Emergency Number 311 Service

(8l Thas serwnice is offered solely a3 an md m handlng assstance calls i connection
with fire. police and other emergencies. The Company is nat responsible for any
losses, clmms, demands, suits of any lability whatsoaver, whether sulfered .
made, instituted or asserted by the Customer or by ahy other party or person for
any parsonal injury to of death of any person of persons, and for any loss,
damage of destruction of any property, whether ownad by the Customer or
others, caused or clamed 1o have been caused by (1) mistakes, omissions,
mierruptions, delays, erfors of other defects in the provision ol this service, or (2]
ingtallation, operation, fadure to operate, masntenance, remaval, presence,
condibion, locanon of use of any egupmant and facilities turrashing thes service

The Company s nat responsible for any infringement of invasion of the right of
privacy of any petson of persons. caussd of clamed 1o have been caused.
dectly of mdwectly, by the installation, operation, fslure 10 operate,
mantenance, removel, presance, condition, occelon of use of emergency 911
service features and the equipment associated therewith, or by bny services
furniihed by the Company including, But not hmited to, the identification of the
telephone numbaer, address of name miocated with the telephone used by the
Darly of parlses ACCESINg eMargendy 811 se=vice, and whach anse out of the
negligence of other wrong®ul act of the Company, the Customaer, its users,
agencies of municipalittes, or the emiployees cr agents of any one of them

EFFECTIVE

ISSUED BY Carol P. Kuhnow, Manager
LCI imermational Telecom Corp
B180 Greensboro Drive, Swte BOO
Mclean, Viegnia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)
2.1 Undeaking of the Company (Continued)
Liabdity of the Comoany (Continued)

2.1.4

2.1.4.15

2.1.4.16

2.1.4.17

2.1.4.18

2.1.418

The Company’s liability arising from errors or omissions in Directory Listings, other
than charged listing, shall be limited to the amount of actual impairment of the
Customer's service and in no event shall sxceed one-hall the amount of the fixed
maonthly charges applicable to aachange service alfected during the pericd covered by
the directory in which the efror or omission occurs. In cases of charged Directory
Listings, tha liability of the Company shall be limsted to an amount nol exceeding the
amount of charges for the charged listings involved during the period covered by the
diractory in which the error or omigsion occurs.,

In conjunction with a non-published telephone number, as described in Section
3.4.5.3, the Company will not be liable for {allure or refusal to complets any call to
such telephone when the call is not placed by number. The Company will try 1o
pravent the disclosure of the number of such telephore, but will not be hable should
such number be divulged.

When a Customer with a non-published telephune number. as defined herein. places a
call to the Emergency 911 Sarvice, tha Company will release the name and address
of tha calling party, where such information can be determined, to the appropriale
local governmental authority responsible for the Emergency 911 Service, upon
request of such governmental authority. By subscribing to service under this tantf
Customer scknowisdges and agrees with the release of information as described
above

In compunction with tha Busy Line Venfication and Interrupt Senvice as described in
Secticn 3.3.2, the Customer shall indemnify and save the Company harmiess sganst
all clasms that may arnse rom either party to the interrupted call or any persan

The Company shall not be liable for any act or omission concerming the
implarnentation ol Presubscription, as delined harein.

ISSUED:

EFFECTIVE:

ISSUED BY: Caral P. Kuhnow, Manager
LCI Intermational Telecom Corp.
8180 Greensboro Drive, Suite BOO
McLean, Viegima 22102
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LOCAL EXCHANGE SERVICE

AP

SECTION 2 - REGUL. TIONS (Contanued]

2.1 Underaking of the Comoany (Continued)
2.1.5 Houfication of Service-Alfecting Acthitics

The Company will provide the Customer reascnable natification of service-affecting activities that
may occur in normal operation of its business. Such sctivites may include, but are not limited to,
equipment or facilities additions, removals or rearrangements and routine preventive mantenance
Generally, such activities are not specific 1o any individusl Customar but affect many Customers
services. No specific advance notification period is applicable to ally service activities. The
Company will work cooperatively with the Customer to deterrmine the reasonable, notification
requirements. With some emergency or unplanned service-affecting conditions, such as an outage
resulting from cable damage. notification to the Customer may not be possible.

T

ISSUED EFFECTIVE:

ISSUED BY Carol P, Kuhnow, Manager
LCI International Telecom Cofp.
B1BD Greensboro Drive, Suite 800
Mclean, Virginia 22102




LCI INTERNATIONAL TELECOM CORP Tant! S.D.P.U.C. No. 2

Section 2
Original Page 9

LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

2.1 Undertaking of the Company (Continued)
2.1.8  Provisions of Eouioment and Facilities

2.1.6.1

2.1.8.2

2.1.8.3

2.1.864

The Company shall use reasonable sfforts to make available services to a Customar on of
before a particular date, subject to the provisions of and comphance by the Customer
with the regulations contained in this taritl. The Company does not guarantee availabdity
by “ny such date and shall not ba liable for any delays in COMMEencing service o an
Cu;omer,

The Company shall use reasonable afforts to maintain faciities and equipment that it
furnishes to the Customer. The Customer may not, nor may Customer poarmit others to,
rearrange, disconnect, femove, attempt 1o repair or otherwise interfers with any of the
facilities or equipmaent installed by the Company, except upon the written consent of the
Company.

Equipment the Company provided or installs at the Customer Premizes for use in
connection with the services tha Company offers shall not be used for any purpose other
than that for which the Company has provided it

The Company shall not be responsible for the nstallation, operation, or maintenance nf
any Cusiomer provided communications equipment. Where such equipment is connacted
1o the facilities furnished pursuant 1o this tarifl, the responsibility of the Company shall be
limited 1o the fumnishing of facilities offerad under this taritf and to th mantenance and
uperation of such facilities. Beyond this responsibility, the Company shall not be
responsible fos:

(8} the transmission of signals by Customer provided sgquipment or for the guality of, or
dafects in, such transmission; or

(b} the recepticn of signals by Customer provided equipment; or

g} network control signaling whare such signaling is performed by Customer-provided
natwork control signaling aguipment.

ISSUED:

EFFECTIVE

ISSUED BY: Carol P. Kuhnow, Manager
LCl International Telecom Corp.
B1B0 Greensbore Drive, Suite BOO
Mclean, Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS iContinued)

2.1 Undertaking of tha Company (Continued)
2.1.7 Honroutine Installation

Al the Customer’s request, installation and/or mantenance may be performed outside the
Company’s regular business hours or in unusual locations.  In such cases, charges based on cost
of the sctusl labor, material, or other costs incurred by or charged to the Company will apply. I
insiailation is started during regular busingss hours but, at the Customer’s request. exiends
beyond regular business hours into time periods including, but not kmited 1o, weekends, holidays,
andlor night hours, additional charges may apply

2.1.8  Qwnership of Facilities

Titla to all facilities provided in accordance with this tan!f remains in the Company, its agents or
contractors.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Menager
LCI International Telecom Corp.
8180 Greensboro Drive, Suite 800
McLean, Virginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Continued)
2.2 Prohibited Uses
2.2.1  The services the Company offers shall not be used for any unlawful purpose or for any use as to

which the Customer has not cbianed all required governmental approvals. authorizations,
hcenses, consents and permits

2.2.2 The Company may requite 8 Customer 1o immediately shut down its transmission of signals if sasd
transmigsion is causing interference 1o others

2.3 Qbbgations of the Customer
2.3.1 General
The Customer shall be responsible for;
fa} the payment of all applicable charges pursuant to this taridl:

{b} reimbursing the Company for damage to, or loss of, the Comgany’s facilities or equipment
caused by the acts or omissions of the Customer; of the noncompliance by the Custome:,
wilh these regulaticns; or by fire or thelt or other casualty on the Customer's premeses.
unless caused by the negligence or willtul misconduct of the amployees or agenis of the
Company. The Company will, upon reimbursement for damages, cooperate with the
Customer in prosscuting a claim againsi the person causing such damage and the Customer
shall be subrogated 1o the Company’s right of recovery of damages 1o the extent of such
paymnent

fch providing at no charge, as specified from time to time by the Company, 8y nesded
personnal, equimaent, space, and power 1o operate Company facilities snd equipmant
installed on the premises of the Customer, at the level of healing and mr condiioning
necessary to mamtsin the proper operating environmaent of such premises

ISSUED ' EFFECTIVE

ISSUED BY: Carol P, Kuhnow, Manager
LCl international Telecom Corp
8180 Greensboro Drive, Suite BOO
McLean, Virgires 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Continued)

2.3 Qbligations of the Customear (Continuad)
2.3.1 Geoetal (Continued)

(4] obtasning, mantanang, and otherwise hawvng tull responsibility for all nghts-of -way and
conduit necessary for installation of fiber optic cable and azscciated equipment used to
provide Local Exchanga Service to the Customar from the cable bullding entrance or property
ling to the location of the equipmeant space described in Section 2.3.1 (c). Any costs
associated with obtaining and maintaining the rights-of-way descrnibed heren, including the
costs of altering the structurs to permit installation of the Company-provided facilities, shall
be borne entirely bry, of may be charged by the Company (o, the Customer. Tha Company
may require the Customar to demonsirate its compliance with this section priod to accepting
any order for service:;

(@) providing & safe place 1o work and complying with all laws and regulations regarding the
working conditionas on the premises at which Company amployess and agents shall be
inatalling or maintaining the Company’s facifities and equipment. The Customer may be
required 1o install mnd maintain Company lacilities and equipment within & hazardous area if,
in the Company’s opinson, injury of demage 1o the Company’s empioyeses oi properTy rmught
result from installation or maintenance by the Company. The Customer shall be responsible
for identitying,. mornitonng, removing, and disposing of any harardous matenal (8.g. friable
sabestos) phor 10 any construction of natallation work;

i} complying with sl laws and regulations apphcable 1o, snd obisining all consents, approvals,
hcensas, and permits as may be required with respect to, the location ol Company facilites
and equipment in any Customer premises of the rights-of-way for which Customer is
responsible under Section 2.3.1 (di; and granting or obtaining permission for Company agents
of employees 10 enter the premises of the Customer at any tvme for the purpose of installing,
ingpecting, maintamning, repairing, of upon termination of sarvice s stated herein, removing
the fackities or equipment of the Comparny

ISSUED EFFECTIVE

ISSUED BY Carol P, Kuhnow, Manager
LCI Intermmational Telecom Corp
B180 Greemnsboro Drive, Swusta B00
McLlean, Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

2.3 Obiigations of the Customer (Continued)
General (Continued)

2.3.1

2.3.2

gl not creaung or allowing to be placed any liena or other encumbrances on the Company’s

fhi

equipment of lacilities; and

making Company facilities and equipment avaiable periodically for maintenance purposes at a
time agresable to both the Company the Customer. No allowance for intesruptions in service
will be made for the period duting which services is interrupted for such purpose

Claims

With respect 1o any service or facility provided by the Company, Custormner shall indemnuty, defend
and hold harmiess the Compeny from and against all clmms, actions, camages, liabilities, costs
and expenses, including reasonable attorneys fees for:

1]

[1-1]

any loss, destruction of damage to property of the Company or any third party. or the death
oF iInjury o persons, including, but not kmited 1o employees or invitses or either the Company
or the Customaer, 15 the extent caused by of rosulting from the negligent cs intentional act o
omission of Customer, its amploynes, agents, representatives or invitoes: of

any claim, loss, damage, expense or lakulity for infringement of any cooyright, patent, trada
seciel, of any propnetary or intellectual property right of any third party, srising from any act
of omission by the Customer, including, without kmitation, use of the Company’s services and
facilities win a marner not contemplated by the agresmen! batwean Customer and Company
or this tarif!,

ISSUED:

EFFECTIVE:

ISSUED BY: Caral P, Kuhnow, Manager
LCI Imernational Telecom Corp
8180 Creensboro Drive, Suite 800
Mclean. Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

2.4 Customer Eguiumant and Channesls

2.4

2.4.2

Ganerpl

A Customer may transmit of receive information or signals via the facilities of the Company

Slation Eguipmant

242

2.4.2.2

The Customer is responsible for Providing and maintaining any terminal equipment on the
Customer premises. The electric power consumed by such equipmant shall be provided
Ly, and maintained at the expense of, the Customer. All such terminal equipment must
be registered with the FCC under 47 C.F.R., Part 88 and afl wiring must be instailed and
maintaned in compliance with those regulations, The ‘Company will, where practicable,
notify the Customer that temporary discontinuance of the uss of sarvices may be regured:
however, where prior notice 13 not practicable, nothing contained herein shall ba desemed
1o impair the Company’s right 1o discontinue forthwith the use of a service temporarily if
such action is ressonsble under the crcumstances. In case of such temporary
drscontinuance, the Customaer will be promptly notified and atforded the epportunity to
cormect the condition which gave rise 1o the lemporary discontinuance. During such
penad of temporary discontinuance, credit allowance 1o service interruptions as set lorth
in Section 2.8 following iz not applicable.

The Customer is responsible for ensuring that Customer-provided equipmant cannected to
Company squipment and facilities is compatible with such equipment and facilities. The
magnitude and character of the voltages and currents impressed on Company-provided
equipment and wiring by tha connection, Operation, or mantenance of such equipment
and wiring shall be such as not to cause damage to the Company-provided equipmant and
wiring of injury ta the Company's employees or othar parsons. Any additional protective

Squipment required 10 prevent such demage or Mjury shail be provided by the Company at
the Customer's expense

ISSUED;

EFFECTIVE:

ISSUED BY: Carcl P. Kuhnow, Manager
LCI International Telecom Corp.
8180 Greensboro Drive, Suite 800
McLlean, Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Contnusd)

2.4 Cuslomer Egwpment and Channels (Continued)

243

244

Interconnection of Facitias

2.4.3.1 Any special mierface equipment nacessary 1o achieve comgatibdity between the facilites

and sguipment of the Company used for furnmhing Local Exchange Services and the
channels, Tacdities, or equepment of others shail be provided at the Customer's expense

2.4.1.2 Local Services may be connected to the servces of facilies of other communications
cwrniers only when authonzed by, and in sccordance with, the terms and condons of the
1. nffs of the other communications camiers whech are apphcable to such connections

2 4.3 1 Facimes furmshed under thes tani! may be connected to Customer proveded termenal
equipment ir: pccordance with the provisions of they tantf

lnapections

2.4.4.1 Upon reasonable notification to tha customer, and at a reasonable tme, the Company
may make such lests and ingpections a8 may be necessary 1o deterrmune that the
Customer is complying with reguirements set forth in Section 1.4.2.2 for the installatons,
operation, and maintenance of Customer-provided facilities, equipment, and wining in the
connection of Customer-provded facilities and eguoment 1o Company-cwned faciihes
and equspment

2.4 4.2 Il the protectrve regqurements for Cuttomer-pronded eguepment are ot bewng complhed
with, the Company may take such action as it deems necessary to protect s facikities,
egupment and personnel. The Company will notity the Customer promptly if there 18 any
need for Turther cofrective action. Withen ten days of recernng this notice, the Customer
must 1ake this corrective action and notify tha Company of the action taken. If the
Customaer lals o do thes, the Company may take whatever addional action 13 deemed
necessary, including the suspension of service, to protect its faciiies, equspment. and
personral from harm, The Company will, upon a request from the Customer 24 hours in
advance, provde the Customer with & statement ol technical parameters that the
Customer’s equipment must meet.

ISSUED

EFFECTIVE

ISSUED BY Carcl P. Kuhnow, NManager
LCI international Telecom Corp
B180 Greeraboro Dove, Sume BOD
Mclean, Virginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Continued)
2.5 Bayment Aprangements
2.5.1 Eayment for Service

The Customer is responsible for payment of all charges for servnces furreahed by the Company 10
the Customer of its Joint or Authorized Users. Objections must be received by the Company
within 60 days after statement of account is rendered, or the charges shall be deemed correct and
binding upon the Customer. A bill will not be deemned comect and binding upon the customer I
the Company has records on the basis of which an objection may be conaldered, or il the
customer has in his or her possession such Company records. If an entity others than the
Company imposes charges on the Company, in addition to its own internal costs, in connection
with a service for which a Company non-recurnng charge i specific, those charges may be passed
on 1o tha Customer,

2.5.1.1 Iaxses'

The cusiomer is responsible for the payment of sny sales, use. gross receipts, excise.
asccess of other local, state and federal taxes, charges or surcharges (however des.gnated)
excluding taxes on the Company's net incomae, imposed on or based upon the provision,
snle or use of Local Services. Any taxes imposed by a local jurisdicbon (e.g., county and
muricipal taxes) will only be recovered from those Customaers located in the atfected
junsdh hhons

2.5.1.0.1 Diher Charges

It an entity other than the Company (e.g. ancther carrier or & supplier)
imposes charges on the Company, in addition 1o its own internal costs, in
conne | tion with a service for which the Company’s non recurning charge is
specified, those charges will be passed on 1o the Customer. It shall be the
responubility of the Customer 1o pay any such taxes that subseguently
become applicable retroactively

'Pendﬂu the conclusion of any chalienge 1o a jurisdiction’s or other entity’s right 1o impose a gross
receipts or othas tax of other charge, the Company may elect to impose and colle . a surcharge covering such
taxes of other charges, uniess otherwise constraned by court ordet or direction, ¢ it may elect not 1o impose
and collect the surcharge. I it has collected a surcharge and the challenged tax or charge is found 1o have
been invalid and unenforceable, the Company will credit or refund such amounts to affected customers (less its
reasonable admenestrative costsl, if the funds collected were retained by the Company or if they were delivered
over to the taxing jurisdiction or charging entity and returned to tha Company.

ISSUED: EFFECTIVE:

ISSUFD BY: Carol P. Kuhnow, Manager
LCI international Teiecom Carp,
8180 Greenmaboro Drive, Suite 800
MclLean, Vieginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Continued)
2.5 Eayment Arrangements (Continued)
2.5.2 Billing and Collaction of Chages

Bills will be rendered monthly to Customer.

2.5.2.1 All ervice, installation, monthiy recurning, and non-recurting charges are due and payable
upon recept.

2.5.2.2 The Company shall present invoices for recurring charges monthly (o the Customer, in
sdvance of the month in which such service is provided.

2.5.2.3 For naw customers or axisting customars whose service is disconnected, the charge for
the fraction of the month in which service was furnished will be celculated on a pro rated
basis. For this puipose every month is considered to have 30 days.

2.5.2.4 Amounts not paid within 30 days after the date of invoice will be considered past due. If
the Company becomes concerned at any time about tha ability of a Customer to pay its
bills, the Company may require that the Customer pay its bills within B maiing days after
written notice or 5 days after personal delivery thereof and to make such payments in
cash or the equivalent of cash,

2.5.2.5 A check return charge of $20.00 will be assessed for checks with insutficient funds or
non-existing sccounts

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
LCI international Telecom Corp.
B180 Greensboro Drive, Suite 800
Mclaan, Virginia 22102




Gl s o

Nea e

i
3
7

LCIINTERNATIONAL TELECOM CORP Taritf SD.P.UC. No. 2

Secuon 2
Orniginal Page 18

LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

2.5 Eayment Arrangements (Continued)

254

Quouied Bdis

The Cuat:mer shall notify the Company of any disputed iterms on a bill within £0 days of receipt
of the bill. If the Customas and the Company sre unable 1o resolve the dapute 1o thewr mutual
satisfaction, the Customaer may lile 8 complant with the South Dakota Public Utility Commussion
in sccordance with the PUC’s rules of procedure

2.5.3.1 The date of the dispute shall be the date the Company receives sufficient documentation
to enable it to investigste the dispute

The date of the resciution is tha date the Company complates its investigation and
notifies the Customer of the disposition of the disputs

Adyance Peyments

To sateguard its interests, tha Company may requare 8 non-resedential Customer to make an
Advance Payment before services and facilities are furnished The Advence Payment will not
sxceed any amount equal to the non-recurring chargefs) and one manth’s charges for the sorvice
to facility. in addition, whate special constiuctions is involved, the Advance Payment may slso
include an amount egual to the estimated non-recurring charges for the special construction and
recurring charges (if any) for a penod to be set by the Company and the non-residential Customer
Tha Advance Payment will be credited to tha non-ressdential Customer's initial bell. An Advance
Payment may ba required in sddition to a deposit.

ISSUED

EFFECTIVE

ISSUED BY: Carol P. Kuhnow, Manager
LC! international Telecom Corp.
8180 Greensboro Drive, Suite 80O
Mclean, Viginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Continued)

2.5 Payment Arrangements (Continued)
2.5.5 [eposts

2.5.5.1 Applicants for service or any sxisting Customer whose financial condition is not
scceptable to the Company, or is not 8 matter of genaral knowledge, may be required ;
&Ny time 10 provde the Company a8 security depcait. The deposit requested will be in
cash or the sguivalent of cash, and will be held as » guarantee for the payment of
charges. A deposit does not relieve tha Customer of the responsibility for the promp!
payment of bsily on presentation. The deposit will not excesd an amount egual 1o

isl two month’s charges for service or Tacility which has 8 menamum payment penod of
one month; of

{bl the charges that would apply for the minimum payment penod for 8 servies or acility
which has a minimum payment period of more than one month; except that the
deposit may include an additional amount in avent that 8 termination charge s
applicable.

in addition, the Company shall be entitied 1o reguwre such an applicant or Customer 10 pay
il its bels within a specifisd pericd of time, and to make such payments in cash or the
equivalent of cesh. At the Company’s option, such deposit may be rafunded to the
Customes’s account at any me. Also, the Company reserves the rnight to cease
accepting and processing Sefvice Orders aftsr it has reguetted a secunty deposst and
prior 10 the Customer’'s comphance with thes request

2.5.5.2 A deposit may be required in eddition 1o an advance payment

2.5.5.3 When a service or facility is discontinued, the amount of a deposit, if any, will be applied
to the Customer's account and any credit balance remawing will be refunded, Bafore the
service of facility is discontinued, the Company may, at its option, relarn the deposit of
credit it to the Customer’s account.

2.5.6.4 Ueposits held for business customars will accrue interest at & rate equeivalent 10 the rate
pad on two-year United States Treasury notes for the preceding 12 months ending
December 31 as reporied in the most current Federal Reserve Bulletin monthiy
publication. Interest is credited to the customer annually, of upan termenation of the
service, of upon retum of the deposit by the Company

SSUED EFFECTIVE

ISSUED BY: Carol P. Kuhnow, Manager
LCI International Telecom Corp
8180 Greensboro Drive, Surte BOOD
McLean, Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

2.5 Payment Arrangements (Continued)
256 Discontinuance of Senvice

2.5.8.1 Upon non-payment of any amounts owing 1o the Company, the Company may, by giving
five days” pnar wnitten notice served parsonally upan the Customer; eight days written
notice in postpaid wrapper; of five days after tha Customer signs or reluses a regrtered
latter containing written notice, suspend service withowt ncumng any labdity.

2.5.6.2 Upon violation of any of the other material terms or conditions for furmnishing service, the
Company may, by giving 30 days prior notice in writing to the Customar, discontinue or
suspend service without incurring any kability, If such wiolation continue during the 30
day period.

L

5.6.3 Upon condemnation of any material portisn of the facilities usad by the Company to
prowide service to a Customer or il a casualty renders all or any matenal portion of such
tacilities inoperable beyond feasible repair, the Company, by notice to the Customer, may
discontinue or suspend service without incurring any lisblity,

2.5.6.4 Upon the Customer’s insolvency, assignment for the benafit of creditors, filing for
bankruptcy or reorganization, failing 1o discharge and involuntary petition within the time
permitted by law, or abandonmant of service, the Company may, with prior notice 19 the
Customer, immediately discontinue o suspend service without incurming any Hability

2.5.6.5 Upon any governmental prohibition or required alteration of the sorvices 1o be provided or
any violation of any applicabla law or reguistion, the Company may immediately
discontinue service w thout incurring any liability

ISSUED: EFFECTIVE:

ISSUED E Carol P. Kuhnow, Manager
LCl Intemational Telecom Corp.
B180 Greensboro Drive, Suite BOO
McLean, Virginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Contsnued)

2.5 Payment Arrangementy (Continued)
2568 Dacontinuance of Senvice (Continued)

2.5.8.6 Tha Company may discontinue the fumishing of any and/or all servcels) to a Customar,
wiithout incurreng eny habsbity .

2.5.6.6.1 Immediately and without notice if the Company deems that such action
NeCELLlry 10 prevent or 1o protect aganst fraud of to otherwae protect i3
personnel, agents, Iscilities or services. The Company may discontinue
service pursusnt 1o thes sub-section 2.5 86.8.1 ianN o

iar The Customer refusaes to furnish nformaten 16 the Company regacng
the Customer's credit worthiness, its past or current use of commaon
CaTiET COMIMUIECEnoNS SErvices of its planned use of serwoels), or

bl The Customer provides fsise mformatbon to the Company regarding the
Cusiomer's identty, address, credit-worthuness, pas! or current use of
COMMON CMTMT COMMUNICAtIons services, of ita planned use of tha
Company’s serviceis); or

fc) The Customer has been given written notices s described in Secton
2.5.6.1 by the Company of sny past due amount (wheth remans ungad
n whole or part) Tor any ol the Company’s other commaon canmer
ComMMuUMCEtICnS ternces 10 ~tuch the Customer either subscnbes or has
subscnbed 10 used; of

gl Tha Customer uses of stlempts 10 use servce with the intent to avosd
the payment., ether n whole or n part, of the tanfted charges for the
service by

Ia.1) Using i attempt=g 16 vie sernce by resrrangang, tampenng
with, or making connection to the Company’s servce not
suthorired by thes tan'f; or

=.2) Using tricks, schemes, false or invalid numbers, false credt
dewices, plactronc devices; or

ia.3 Any other fraudulent means of devces; of

fel Use of service in such a manner as to nterfere with the services of other
users; of

N Usa of sernce for unlawhul purpoies

ISSUED EFFECTIVE

ISSUED BY Carol P. Kuhnow, Manager
LC! intermat.ongl Telecom Cormp
B180 Gresnsboto Dnve, Suite BOO
Mclean, Veginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

2.5 Payment Arrangs nents (Continued)
256 [iscontinuyance of Servics (Continued)

2.5.6.6 i(Continued)

2.5.6.6.2 Immediately upon written notice 1o the Customer of any sum therty (301 days
past due;

2.566.3 Upon ten (10} days writlen natice to the Customer, after failure of the
Customer to comply with a request made by the Company for secunty for
the paymaent of service in sccordance with Section 2.5.5; or

25664 Ten(10) days after sending the Custorner written notice of noncompliance
with any provis:on of thes tandf o the noncomphance M Nt corrected withn
thé ten 110] day perod; or

25665 Upon five (5! days wiilten notice, excluding Sundays and holdays. for non
paymant of a ball for service

2.56 7 The suspension of discontinuance of servicels) by the Company pursuant 1o thas Seclion
does not rebeve the Customer of any obligation 1o pay the Company fof charges due and
owing for service(s) furnished during the time of or up 1o SUSPENION OF AiIsCoNlINUANTE

2.5 8.8 Upon the Company s discontingance of service to the Custtomer under Section 2. 5.8.1 of
2.5.6.2, all apphcable charges, includng termenation chasges, shall become dus. Thes i
i addition ta adl other remedses that may be avaslable to the Company at law of o eguly
of under any other provitaon of thes tant!

Intarest oo Customer Oysipayments

A Customer who makes a payment 13 the Company in excess of the commect charge for telephone
sefvice, whech overpayment wias caused by erronsocus bilkng by the Company, shall be pasd
niterest on the amount ol the overpayment. The rate of interest on such amount shall be the
preater of the unadjusted Customer deposit rete or the apphcsble late payment rate. The nleres!
shall be pasd from the date when the Customer overpayment was made, adjusted for any changes
in the depowt or late payment charge rates and compounded manthly until the date when the
overpayment is refunded. Mo interest will be pasd on Customer overpaymants that are refunded
withun JO days after such overpayment is received by the Company

ISSUED

EFFECTIVE

ISSUED BY Cargi P, Kuhnow, Manager
LCI international Telecom Corp
8180 Greansboro Drive. Suite BOO
Mclean, Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

2.8 Allowances for Interrugtions in Seewice

2.8.1

Crecit for Inlerruglions

When the use of service or facilitios furnished by the Company i interrupted dus 10 BNy Cause
othas than the neghgence or willful act of the Customer, or the operstion or failure of the facilities
or equipment provided by the Customer, » pro rata adpstment of the monthly recurming charges
subject to inmerTuption will be sllowed for the service and lacilities rendered useless and
inoperstive by reason of the interruption, whenever sad intefruption continues Tor 8 pencd of 14
hours or more from tha time the intarruption is reported to or known 1o exmst by the Company.,
excapt as ~therwise specified n tha Company’s tanffs. I the Customer reports a service, Tacility
of circuit 1 be inoperative but declines to release it for testing and regawr, it & considered o be
mmpasred, but nat interrupted

For calculating credit allowances, gvery month i considared to have 30 days. A credit sllowance
v spplied on pro-fats basis against the rates specified hereunder Tor Local Line of Local Trunk
Service and is dependent upon tha length of tha interuption. Only those tacilities on the
interrugted portion of the circut will receive a8 credn. Credit sllowsnces for service oulages that
exceed 24 hows in duration will ba rounded up 16 tha next whola 24 hours,

Limitauons on Allowances Mo credit allowasnce will be made for:

{a) interruptions due to the negligence of, of noncomphance with tha provisions of this tant! by,
tha Customer, Authorized User, Joint-User, or other common cammied providing sefvica
connected to the service of Company;

interruptions due to the neglhgence of any person other than the Company including. but not
limited 1o, the Customer or other common carriers connectied 1o the Company’s facilities;

interfuptions due 1o the falure or maltunction of non Company sguipment;

Interruptions of service during any period in which the Company 2 not givan full and free
sccess 1o ity faciities and equipment for the purpose of investigating and comecting
migrruglions,

ie) imterruptions of senice during a period in which the Customer continues to use the service on
an impared basis;

ifi  interruptions of service during any penod when the Customer has released service 10 the
Company for mamtenance purposes of for implamentation of a Customer order for a change in
sarvice BITBNgemMents;

fgl mterruption of service due to circumstances of causes beyond the control of the Compar

2.6.3 LUas of Aternative Service Proveded by the Company
Should the Customer slect 1o use an alternative service provided by the Company during the
penod that a service is interrupted, the Customer must pay the tanifed rates and charges for the
alternative services used
ISSUED EFFECTIVE

ISSUED BY: Carol P, Kuhnow, Manager
LTI International Telecomn Corp.
8180 Greenaboro Drive. Suite 800
McLean, Virginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS |Continued)
2.7 Cancellation of Service
2.7.7  Cancellavion ol Apohcations for Sefvice

2.7.1.1 Unless the Company breeches its obligations, apphcations for service are noncancellable
after 48 howrs, unless the Company otherwise agrees. Where the Company permits
Customer to cancel an application for service prior 1o the start of service or prior 1o any
special construction, no charges will be imposed except for those specified below

2.7.1.2 Whera prior to cancellation by the Customer, the Company inCurs any expenses in
sigtaling the servica of in prepaning to install the service that it otherwise would not have
incurred, a charge equal 1o the costs the company incurred. iesa net salvage, shall apply,
but in no case shall this charge exceed the sum of the charge lor the minimum penod of
fervice orcered, including installation charges, and all charges others levy agmnst the
Company that would have been chargeable to the Customer had service begun

2.7.1.3 The special charges described in Sactions 2.7.1.1 and 2.7.1.2 harein, will be calculated
and apphed on & case-by-case bauns.

2.7.2 Lanzeliation of Service by tha Customat

It a Customer cancels § Service Order of termenates sernices belore (he completion of the term for
By reason whatsoever other than a servnce interrugtion (as defined in Saction 2. 8.1 above),
Customer agrees (o pay to Company the following sums which shall become due and owing as of
the ettective date of the cancellation or termination and payable withen the penod set forth in
Saction 2.5 2, all costs, fees and expenses incurred in connection with:

1} ol non-recurming charges reasonably expended by the Company 1o establish service to
Customaer, plus

21 any disconnechion, ealy cancellation of termunation charges reasonable incurred and paid tn
third parties by Company on behall of Customer, plus

31 aft recurring charges specified in the applicable Service Order tanfl 1or the balance of the then
current term

ISSUED: EFFECTIVE:

ISSUED BY Carol P, Kuhnow, Manasger
LCI international Telecom Corp.
B180 Greensboro Drive, Suite 800
Mclean, Viegina 22102
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Continued)

2.8 Itanafers and Assignmenty

Neither the Company nor the Customer may assign or transfer its nghts or dubes in connection with the
services and laciiities provided by the Company without the written consent of the other party, except that
the Company may assign its nghts and duties (a) 10 any subsidiary, parent company or atfiliate of the
Company (bl pursuant 1o any sala or transfer ol substantially all assets of the Company: (¢} pursuant 1o
any financing, merger or recrganization of the Company.

2.9 Notices and Commumncations

2.9.7  The Customer shall designate on tha Service Order an address 10 which the Company shall mal or
delrver all notices and other communications, except that Customer may also designate a zeparate
address 1o which the Company’s bills for service shall be mailed.

2.9.2 The Company shall designate on the Servce Order an addiess 1o which the Customer shall mad or
delrver all notices and other communications, except that Company may designate a separate
address on each bill for service 1o which the Customer shall mail psymant on that bill.

2.9.3 Al notices of other communications required to be given pursuant 1o this tanilf will be in writing,
Notices and other communications of sither party, and all bills mailed by the Company, shall be
presumed to have been delivered 10 the other party on the third business day following piacement
of the notice, commurnications, of bill with the US Mail or a ptivete delivery tarvice prepsid ang
properly addressed, or when actually received or refused by tha Addresses, whichever occurs first

.94 Tha Company or the Customer shall advise the other party of any changes to the addresses
designated for notices, other communscations of billing, by following the procedures for giving
notice set forth herein

ISSUED: EFFECTIVE

ISSUED BY: Carol P, Kuhnow, Manager
LCI International Telecom Corp
B180 Greensboro Drive, Suite BOO
McLean, Virginia 22102
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LOCAL EXCHAMNGE SERVICE

SERVICE DESCRIPTIONS

ge : :irl-mg. 5:':3':

The Company's Local Telephone Service provides a Customer with the abilty 1o connect 1o the
Company’s switching network wisch enables the Customer 1o

place or receve calls to any calling Station in the local calling area, as defined hesein:
access 311 Emergency Service;

sccass the enterexchange carer selecied by the Customer for imterLATA, intralATA,
interstate or mlarmanhional calling;

access Operator Services

access Directory Assistance for the local calling area;

place or receive calls 1o 800 telephone numbers

access Telecommurucation Aelay Service

The Company’s service cannot be used to ongnate calls 1o other telephone companies” caller-pad

information services (a.g., 9500, 9786)
information services will be bloched by the Compary’s switch

Calls to those numbers and other numbers used for caller-paid
If the Customer choostes to have thes

line unbiocked. the Customer will be responsible for all charges associated with caller-paid information
services

3.1.%

agrvice Areg: Where faciities are avadable, the service area i3 defined by the NPAs XXX, with
those NXX deuignations serviced by

3.1.0.7 Locel Calling Areg: Where facikities are avalable, all exchanges defined as

3.7.1.2 lnttal ATA: Where facilties are svalable, all exchanges defined as
IS5UED EFFECTIVE
ISSUED BY Carol P. Kuhnow, Manager

LCI International Telecom Corp
8180 Greensboro Drive, Suite BOO
MelLean, Virginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 3 - SERVICE DESCRIPTIONS (Continued)

31 Local Exchange Service IContinued)

2.1.2  Local Lins: Local Line provides the Customer with a single, voice grade commumcations
channel. Each Local Line will include a telephone number

3.1.2.7 Lice Types: Each Local Line Custormer may choose from the following line types, All
hne types include Touch Tone:

Line - Loop Start

PBX Trunk - Ground Stan

Derect inward Dialing (DID) Trunk Termanation

2 Way DID (Direct Inward Dualing Dwect Outward Duabng)

3.1.2.2 Qouonal Features: A Customer may order the following optional features. Buwuness
rates wre Let lorth in Section 3.1.2.3.3
Call Waiting Repeat Dhaling
Call Forwarding Call Trace
RAemote Cali Forwarding Busy Line Tranafer
Threa-Way Calling Altetnate Antwernng
Speed Call 8 Customer Control E.sy Line Tranafer
Speed Call 30 Cuslomer Control Altenate Arswaer
Duatnctive Finging Message Watng Tone
Call Screening Easy Call
Muity Fung Service 1 Special Delivery
Multi Ring Sarvice 2 Scarn Alert Basic
Caber ID - Number Dnly UUAA Pollng Option
Caller ID - Name and Number Answel Suparason
Automatic Callback Dwrect Connect
3.1.2.3 Local Lire Rates and Charges: A Local customer wsll be chatged apphcable non

recurning charges, monthiy recurning charges and usads charges as sat forth below

ISSUED EFFECTIV

ISSUED BY Carol P. Kuhnow, NManager
LCI! International Telecom Comp
B1B0 Greensbora Dnive, Suwite B0
Melasn, Virgias 22102




LCI INTERNATIONAL TELECOM CORP

LOCAL EXCHANGE SERVICE
SECTION 3 - SEF VICE DESCRIPTIONS (Continued)
3.1 Local Exchangs Service (Contnued)
3.1.2 Local Ling (Continued)
3.1.2.3 Local Ling Pates and Charges (Continued)
312340 Heo-Recurnng Charoes:

Connection Charges:
Ling - Loop Stan

PEX Trunk - Ground Star
DID Trunk Termination
2 Way DID (DID/COD)

Premize Vism:
Initial 15 minutes

Each Add’l 15 munyte pencd

Jack Installation:

RJVIC isingls line jack)
RJ21X {25 line jack)

DID Numbers:
1st 20
Add’l 20

Tanit SDP.U.C. No, 2
Section 3
Onginal Page 3

KX MK
XN XX
XX XX
X X

MK MX
XX XX

XX XX per jack
KM XX per jack

XX XX
XX XX

Move/Change Chargas (per Service Order) XX XX

Line Service Restoral

XX XX

(Applies for line restoral atter temporary interruption of servce
mutiated by the Company. If service i lemporanly interrugted and
payment is not received within 10 days following the interruption,
the Company reserves the right to dacontinue service. Il service is
discontinued and subseguently re-ettablished, charges apply as for a

naw installation of service.)

Local Interrupt Serves

[Apphes for bne restoral after Customer

X xXx

natiated suspansion)

ISSUED

ISSUED BY: Carol P. Kuhnow, Manager

LCI International Telecom Corp
8180 Greensboro Drive, Swite 800

McLean, Virginia 22102

EFFECTIVE
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" LOCAL EXCHANGE SERVICE
SECTION 3 - SERVICE DESCRIPTIONS (Continued)
i 3.1 Local Exchange Service (Continued)
¥
L}
3.1.2 Local Ling (Continued)
3.1.2.3 Local Line Antes and Charges (Continued)
3.1.2.3.2 Becutring Charges
BATE
Line (Loop Start - par lina) X XX
PBX Trunks (Ground Start) XK XX
DID Trunk Terrmination WM
2 Way DID (DID/DOD) AN
EUCL (line, PBX Trunk, 2Way DID) KKK
DID Trunk Group XK KX
DID Numbers
st 20 HE.XN
Add'l 20 XK KX
5 Local Interrupt Service K XX
ISSUED: EFFECTIVE

ISSUED BY: Carol P. Kuhnow, Manager
LCI International Telecom Corp
B180 Greensboro Drive, Suite 800
McLean, Virginia 22102
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g LOCAL EXCHANGE SERVICE
lI SECTION 3 - SERVICE DESCRIPTIONS (Continued)
4 3.1 Local Exchangs Servica (Continued)
7
3.1.2  Local Line (Continued)
3.1.2.3 Local Line Rates snd Chargey (Continued)
3.1.233 Ootignal Featura: New locei customers initialty ordering any of thess

features will not be billed an installation charge. A subsequent
change order 1o add additional features will incur » SXX. XX per line
installation fes. The monthly charge will be biled on a per line, per
month basis, unless otherwise indicated

MONTHLY
LHARGE
Cal! Waiting KU XX
Call Forwarding XX XX
Aemote Cail Forwarding X XX
Throe- Way Calling XX XX
Speed Call B XX XX
Speed Call 30 XX XX
Distinctive Finging XX XX
Call Screening EX.XX
Multi Ring Service 1 XX XX
Multi Ring Service 2 X XX
Caller ID - Number anly X XX
Caller ID - Name and Number Xn XX
Automatic Callback (per ocrurrence) XX KX
Repeat Dialing (per occurrence) XXX
Call Trace (per occurrence) M N X
Busy Line Transfer XX X
Alternate Answering XX XX
Customer Control Busy Line Transfer XX Xx
Customer Control Altetnate Answer XX K%
Message Waiting Tone LS ¢S
Easy Call XX XX
Special Deflivery XX, XX
Scan Alert Basic XX XX
UL/AA Polling Option XX XX
Answer Supervision XX XX
Direct Connect WX KX
ISSUED EFFECTIVE

ISSUED BY; Carol P. Kuhnaow, Manager
LCI International Telecom Comp
B180 Greensboro Drive, Suite B00
McLean, Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)
=R Local Exchange Service (Continued)
3a Lecaland Inual ATA Outhound Usage Rates

Folluwing are the rates that will apply o all outgoing diect-disled calls placed to Stations

within: the caller’s local exchange area, as defined harein. Thase charges are in addition 1o the
menthly line/trunk rates set forth in Section 3.1.2.3.2,

3.1.3.1 Par Minute Usage Aats:

(N>

(o]

DAY HON-DAY
Local XX XX X, X
IntralATA XX XX X KX

31.4 u n L.

Follawing are the rates that will apply 1o all nbound cails pPlaced from Stations within the
caller’s local exchange area, as defined harsin

3.1.4.1 Per Minute Usage Aats:

QayY HOM-DAY
Imtrastate o MK KX AX
3.1.4.2 Toll Frae Optignal Eeature
MONTHLY NON-RECURRING
—BATE —BATE
Day of Week Routing KX KX XX XX
Time of Day Routing XK. KX XXX
Holiday Routing X XX XX XX
Alternate Call Routing XX KX XX MK
Percent Allocation Routing X WX XX xx
Directory Assistance Setup XX X XK. nx
Directory Assistance
Cancel/Change XX XX XX KX
ISSUED: EFFECTIVE:
ISSUED BY: Carol P, Kuhnow, Manager

LC! International Telecom Corp.
810 Greensboro Drive, Suite 80D
McLean, Virginia 72102
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LOCAL EXCHANGE SERVICE

SERVICE DESCRIPTIONS (Continued)

Lofal “xchange Service 1Continued)

31.6 Timing of Local Exchangs Cally
All local cally will be rated i irutial sty (60} second ncrements with additional six {8) second
increments and all in17alATA calls will be rated in nitial 5ix (€} second increments with
saditional s:x (B} second increments
For stanion to station calls, call twming beging when a connection s established between the
calhing telephons and the called telephone stalion
For person to person calls, call iming begins when connection is sstablished between the
calling person and the particulsr person, stabon of mobdle wrdt spacilied or an agreed
alternate
Cail timing ends when the caling station “hangs up” , thereby releasing the nelwerk
connection. If the called station “hangs up” but the calling station does not, chargeable time
ends when the net work connection is relessed either by sutomatic tirrang equipment i the
telephone network or by the Comgany cperatos
3.1.51 f Diefi
Day 8:00 a.m. to, but not including 5:00 p m
Monday through Friday
Mon-Day: 5.00 p.m. to. but not includng 8:00 a.m
Monday through Friday, all day Saturday
and Sunday, and all Holidays
Holidays include New Year's Day, independence Day, Labor Day. Thanksgreing. and
Cheistmas
All mes refer 1o local ime
ISSUED EFFECTIVE

ISSUED BY Carcl P. Kuhnow, tAarager
LCI international Telecom Corp
B180 Greensboro Drive, Suite B0O
McLean. Vieginia 22102




LCI INTERNATIONAL TELECOM CORP Tanif S.D.PU.C. No. 2
Section 3
Onginal Page 8
LOCAL EXCHANGE SERVICE
SECTION 3 - SERVICE DESCRIPTIONS IContinued)
3.2 fecs L

A Customer may obtan Divectory Assistance in determining telephone numbers within its local calling
area by calling the Directory Assistance operator,

3.2.1  Each call to Directory Assistance will be charged as follows:
Per Call X
The Customer may request @ maximum of two telephone numbers per call to Dectory

Assistance service

3.2.2 A Customer who has accessed the Directory Asmistance operator will have the option of
having their call completed either by an operator or by depressing a specific digit on a touch-
tone telephone. The charge per call complation is as 1aliows:

Par Call Completion XX MX

3.2.3 A credit will be given lor calls to Directory Asaistance as follows
The Customer expetiences poof transmission or is cut-aff during the call; or
The Customer is given an incorrect telephona number

To obtain such & credit, the Customer must notify s Custfomer Service representative within
24 hours of occuitence.

ISSUED EFFECTIVE

ISSUED BY Carol P. Kuhnow, Manager
LCI International Telecom Carp
B180 Greenshora Drive, Suite 800
McLlean, Virgirea 22102
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)

1.3

Qoetatgr Asgisiance

A Customer may oblam the assistance of a local operator to complete local exchange telephons calls
in the lollowing manner. Customers will be charged the usage rates specified in Section 3.1 3, n
addition 1o the per call surcharges as specified in Section 3.3.1 below

Thied Number Eifled: Provides the Customer with the capability to charge a local call 1o a third number
wiich is ditferent from the called or calling party. The party answering at the third number has the
option to reluse acceptance of the charges in advance or when aguetied Ev the operator

Callecy Calls: Provides the Customer with the capability 1o charge & call to the called party. On the
operatof announcement of a collect call, the calied party has the opticn to refuse scceptance of
charges in advance or when gueried by the operator.

Ralling Cardy: Provides the Customer with the capability o place » call using a callng card of an
Interexchangs Carrar with or without the assistance of an oparator.

Persgn 1o Person: Calls completed with the sssistance of any operator to a particular Station and
person specifind by the Caller. The call may be billed 1o the called party

Station 1o Station: Calls coms ste with assistance of an operator 1o a particular Station. Tha call may
be beied to the called party

General Assistance: The Customer has the optian to request general information from the operator,

such as dialing instructions, country of city codes, area code irformation and Customer Service 800
Telephone numbers, but does not request tha operator 1o complete a call

337 (perator Axvisted Surcharoes

Collect Calling
Station to Station
Person to Person
Third Number Bdled

ISSUED

EFFECTIVE:

ISSUED 8Y Carol P. Kuhnow, Manager
LCI Intermnational Telecom Corp.
8180 Greensboro Onive, Suite BOO
McLean, Virginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)

3.3 Qperator Assi gncg (Continued)

3.3.2 Busy Lipe Venlication and Interrupt Service: Service is currently not available. Busy Line
WVenfication and Interrupt Service, which is furnished where and to tha extent that facilities
permit, provides the customer with the following options:

3.3.2.1 Busy Line Verification: Upon request of the calling party, the Company will determine
il the line is clear or in usa and repart to the calling party.

3 3.2.2 Busy Line Veril:cation with Interrupt: The operator will interrupt tha call on the callad
lime only if the calling party indicates and erergency and requests intorruption.

3.3.2.3 Bates: Rates for Busy Line Venfication and interrupt Service will apply under the
following circumsiances:

3323 The cperator verifies that the line i busy with a call in progress
L
3.3.2.3.2 The operator verifies that the fine is available for incoming calls.
32233 The operator verifies that the called number is busy with a call in

progress and the Customer requesls interruption. The operator will
then interrupt the call, advising the called party the name aof the
calling party. One charge will apply for both venfication and
interrupticn

Busy Lina Verification XX XX
Busy Ling Intermup!t XX XX
ISSUED EFFECTIVE
ISSUED BY Caral P. Kuhno'v, Manager

LCI international Telecom Corp.
8180 Greensbaoro Drive, Suite BOD
McLean, Veginia 22102
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Cantinued)

3.3 Qperatpr Assistance
A Customer may obtan the assistance of a local operator to complete local exchanga telephone calls
in the following manner. Customers will be charged the usage rates specified in Section 3.1 3. in
addition 1o the per call surcharges as specified in Section 3.3.1 balow
Ihird Mumber Billed: Prowvides the Customer with the capabillity to charge a local call 1o a third number
which is ditferent from the called aor calling party, The party answenng at the third number has the
option to reluse acceptance of the charges in advance or when aueried by the operator
Collecy Cally: Provides the Customer with the capability 1o charge a call to the called party. On tha
operatof announcement of a coliect call, the calied party has the opticn to refuse acceptance of
charges in advance of when gueried by tha operator.
Calling Cards. Provides the Customer with the capability to place a call using & calling card of an
Interexchangs Carrer with of without the assistance of an operator.
Eoisgn 1o Persgn: Calls complated with the assistance of arvy operatlor 1o a particular Station and
person specified by the Calier. The call may be billed 1o the called party
Staugn 1o Stangn: Calls comyiste with assistance of an operator to a particular Station. The call may
be billed to the called parnty
General Assistance: The Customer has the option to request genersl information from the operator,
such as duling instructions, country of city codes, area code wilormation and Customer Sarvice B00
Telephone numbers, but does not reguest the operator to complete a call
331  Qoerator Asgisted Surcharges
BERCALL

Collact Calig A xx

Station to Station LS 4

Person to Person XK X

Third Number Balled X 0K

ISSUED EFFECTIVE:
ISSUED BY Carol P, Kuhnow, Manager

LCI International Telecom Corp.
B1B0O Greensboro Drive, Suite BOO
McLean. Virgiia 22102
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)

33

Qoerator Assi ance (Continued)

1.3.2

Busy Line Venfication and Interrupt Service: Service is cutrently not available. Busy Line
yenfication and Interrupt Service, which is furnished where and to the extent that facidities
permil, provides the customer with the lollowing options:

7.9.2.1 Busy Line Verification: Upon request of the calling party, the Company will detetmine
if the Gne is clesr or in use and report 10 the calling party.

3 3.2.2 Busy Line Venfication with Intarrugt: The operator will interrupt the call on the callad
line ondy if the calling party indicates and emergency and requests interruption.

3.3.2.3 Hates: Rates for Buay Line Verification and interrupt Service will apply under the
fellowsng circumstancas

332131 The operator venfies that the line is busy with a call in progress

33232 The operator verifies that the line is available for incoming calls.

33233 The cparator verifies that the called number is busy with a call in
progress and the Customer requests interTupticn. The operator will
then interrupt the call, advising the called party the name af the
calling party. One charge will apply for both verification and
il errUptIGn.

Busy Line Verification
Busy Line Interrupt

ISSUED

EFFECTIVE

ISSUED BY Carol P, Kuhno v, Manager
LCI international Telecom Corp.
8180 Greensboro Drive, Suite BOO
Mclean, Viguia 22102
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)

34

Ruectory Listings

The Company shall prawvide for & single drectory hsting, termed the pamary hsting, n the telephone
dwectory publahed by the domenant local exchange service provaded in the Customer’s exchange ares
of the Station number whech s designated as the Customer s main billng number. Dwectory kstings of
sdditional Company Station numbers, olher than the Customer’s man billing number, associated with
a Custome: s service will be provwded lfor @ monthly recurming charge per histing

3.4.1 The Company reserves the nght to kmit tha length of any listing in the directory by the use of
abbraviations when, in its pudgment, the clearness of the fistng or the ientification of the
Customer 15 not impawed thereby. Where more than one ne is required to property list 1
Customer, no additional charge is made

The Company may refuse a listing which s known to constitute s legally authonsed or
sdopted name, obscenities in the name, or any kating wihich, in the opinion of the Company.
8 kkely 10 muslesd or dacenve calling persons a3 o the «dentity of the histed party, or &
centrived name used for advertising purposes of 1o secure a preferential position in the
durectory of i3 more slaborate than is reasonable necessary 10 identity the histed party. The
Company, upon notihication 1o the Customer, will withdraw any histing which s found to be n
wiplabon of its nues with respect thereto

Each bating muat be designated Government or Business 10 be placed in the appropnate
section of the directory, In order to sid the user of the directory, and 1o avoed rmusleading or
decening the callng party as to the Wentity of the hsted parnty, only business hstings may be
placed in the Business Section and only residential kstings i the Residential section. Tha
Company, upon notificstion 1o the Customar, will withdraw any lnting which s found to ba in
violatinn 8! s reles and respect thereto

ISSUED

FFFECTIVE

ISSUED BY Carcl P, Kuhnow, Manager
LCI international Telecom Corp
B180 Greenshoro Drive, Swie BOO
McLean, Virginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 3 - SERVICE DESCRIPTIONS (Continuad)
34 Ditectory Listingy {Continued)

3.4.4 In order for kistings 1o appear in an upcoming directory, the Customer must furnish the listing
to the Company in time 1o mest the directory publithing schedule

3.4.5 Diectry listings are provided in connection with esch Customer service as specified heren.

3.4.5. Brimary Listing: A ptimary ksting containg the nama of the Customer, of the name
under which a business is regularly conducted, as well a1 the addrass and telephone
number of the Customer. This kating is prowvided at no addibonal charge.

3.4.5.2 Non-oublished Listingy: Listings that are not printed in directories nor available from
Diurectory Asgistancs.

A Non-published Telephone Service will be furnished, at the Customer's reguest,
prowiding for the omassion or deletion of the Customer's teisphone listing from the
tefephona dusctory and, in addition, the Customer’'s telaghone listing will be omitted
or deletad from the directory assistance records, subject to the provisions set forth in
Section 2.1.4. Rates lor Non-published listings are specified in Section 3.4.8

3.4.5.7 NHoo-listed Numbsrs: A Non-ksted number will be furnished at the Customer’s
request, providing for the omission or daletion of the Customar’s listing trom the
telaphona directory. Such listings will be carried in the Company's directory
assistance and other records and wall be grven to any calling party. Charges for Hon
isted numbers are specified in Section 3.4.8

3.4.54 Foreign Listings: Where avadable, a kisting in a telephone dwectory which is not in the
Customaer's immediats caling area. The Customer will be charged the rates specitied
in the tariff published by the specific local exchange carier providing the Foreign

Listang
3468 Chages Monthly Recurnng Charges associated with Durectory Listings are specified below

MONTHLY
~CHARGE

Additional Listing (per ksting) M XX

Mon-Liated Number [per number) XX XX

Non-Published Number (per number) XK M

ISSUED i EFFECTIVE
ISSUED BY Carol P, Kuhnow, Manager

LCH International Telecom Corp
B1B0 Greensbora Drive, Suite 800
Mclear. Vieginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 3 - SERVICE DESCRIPTIONS (Cantinued)

3.5 Emergancy Services: Both Basic and Enhanced 911 (E911) allow Customers to reach appropriate
emergency services including police, fire and medical services. Subject to availability, Enhanced 911
has tha abdity to selectively route an emargency call 1o the p.imwy E911 provider so that it reaches
the comrect emefgency service located closest to the caller. in addition, the Customer’s sddress and
telepnona information will be provided to the primary E911 provider for display at the Public Service
Answering Pointl PSAP),

3.5.1! Charges:

Basic/Enhanced Pass through of Municipality charge

intiong-2 (PIC-21: PIC-2 allows Customers to presubscribe to their carrier of choice for
int7alATA calls, without dialing the Access Code, The rates spacitied below will apply each time the
Customer requests a charga o their intralLATA PIC. subsegquent to the initisl designation. IntesLATA
Prasubscrption is availabis pursuant to LCI's FCC Tant! No. 2.

361 Charges:

PIC Change Chargs XX, XX per occurrence

14 Sevice currently not available. At the request of the Customer, the
Company may sssigned a telephone numbes with the last four digits selected by the Customer, The

fssignment is subject to availabdity of a particulsr numbar &hd subject to the terms and conditions set
forth in Section 2.1.3.

MONTHLY NON-RECURRING

—LHARGE =~ ___CHARGE

Vanity Telephone Numbers: KX X XX AX

wise | : Enables deal, hard-of-hearing or speech-impaired persons
who uze a Text Telephone (TT) or similar devices to communicate freely with the hearmg population
not using TT and visa versa. A Customer will be able to access the state provideris) 1o complete such
calls

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
LCI International Telecom Corp,
8180 Greensboro Crive, Suite BOO
Mclean, Virginia 22102
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LOCAL EXCHANGE SERVICE
SECTION 3 - SERVICE DESCRIPTIONS (Continued)

1.9 Management Aeporting: Rates for the following management reporting are set forth below

800 Tratfic Summary

Busy Hour Summary

Busy Day Summary

Frequently Called Number (Top 10}
Account Code Summary

Accoum Code Detail

Long Duration Call Sum (Top 10}
Most Expensive (Top 10)
International Summary

BTN Summary by State

MONTHLY

~CHARGE

800 Traltic Summary

Busy Hour Summary

Busy Day Summary

Freguently Called Number (top 10)
Account Code Summary

Account Code Detail

Long Duration Call Sum (1op 10)

Most Expensive (top 10)
Internationa! Summary
BTN Summary by Stata

ISSUED EFFECTIVE:

ISSUED BY: Carol P, Kuhnaw, Manager
LCI imernational Telscom Corp
B180 Greensbore Dvive, Suita BOO
MecLean, Vieginia 22102




Tarit! S.D.P.U.C, No, 2
Sectien 4
Original Page 1

LCI INTERNATIONAL TELECOM CORP,

LOCAL EXCHANGE SERVICE

SECTION 4 . PAOMOTIONAL OFFERINGS

4.1 Bromotional Otferings

The Company, from time 1o time, may make promotional offerings to its service which may include
Wiliving or reducing the applicable charges for the promoted servics, The pramotional afferings may
be limited as to the duration, the date and tirnes of the offerings and the locations where the offerings

are made

ISSUED: EFFECTIVE:

ISSUED aY: Caral P, Kuhnow, Manager
LCI International Telecom Corp.
B180 Greenshoro Drive, Suite 800
McLean, Virginia 221 02
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Section 5
Origtnal Page 1

LOCAL EXCHANGE SERVICE

SECTION § - INDIVIDUAL CASE BASE (ICB) ARRANGEMENTS

5.1

Individual Case Base (ICH) Arrsngements

Competitive pricing arrangements at negotiated rates may ba furnished on an individual case basis
{ICB} in response to request by customers to LCI, for proposals or for competitive bids. Service
offered under this taritf provision will be provided to the Customer pursuan? to contract. Unless
otharwise specified, the regulations for such arrangements are in addition to the spphicable regulations
and prices in other sections of this tarif{. Specialized rates or charges will be made availabls to
similarly situated ( ustomers on a non-discriminatory basis.

ISSUED

EFFECTIVE:

ISSUED BY: Carol P, Kuhnow, Manager
LCI International Telecom Corp,
B81B0 Greensboro Drive, Suite BOO
MclLean, Virginia 22102
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Section 8
Onginal Page 1

Ld Ja v 50

Pkt

LOCAL EXCHANGE SERVICE

SECTION 8 - RESIDENTIAL SERVICE OFFERING (service currently not avaiable}

]
i

ISSUED EFFECTIVE
ISSUED BY: Carol P. Kuhnow, Manager

LCI international Telecom Corp

8180 Greensboro Drive, Suite BOO

Mclean, Virginia 22102
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South Dakota
Public Unlities Commission

State Capitol 500 E. Capitol

Pierre, SD_57501-5070 06/06/97 through 06/12/97

Phone: (800) 332-1782

Fax:

DOCKET
NUMBER

605) 773-3809

TITLE/STAFF/ISYNOPSIS

TELECOMMUNICATIONS SERVICE FILINGS

These are the lslecorrymunications service Mimgs [hat the Convyrission has received lof the period of

it you need a complete copy of a fling lazed. overnght eipressed, of maded 1o you, please contact Delane Kolbo withen five days of thia filing

INTERVENTION
DEADLINE

REQUEST FOR CERTIFICATE OF AUTHORITY

Applhicaton by LCI Internatonal Telecom Corp. for an amended Cerlificate of Authorty to prowde local exchange
telecommunicatons senices within the state of South Dakota. (Staff. TS/TZ) “The senvices tha! LCI intends to offer will be
an adjunct o the intrastate interexchange senvices that LCI currently prowdes statewsde  Inibaily, LCI plans o offer service
through resale arrangements with incumbent local exchange carners (LECs) LCI plans 1o commence offenng senrice
immaed:ately upon the establshment of the appropriate and necessary resale arrangements with the incumbent LECs ®

082787

TCO7-072

Applicaton by Speer Virtual Media, Lid for a Certficate of Authonty 1o operale as a lelecommunicabions company within the
state of South Dakota. (Staff: TS/TZ) Applicant scoks authority to serve inbound. outbound. directory asaistance, conférence
calling card, and prepaid caling card senaces lo presubscnbed business customers Apphcant does not! and will not offer
alternatve operalor senices

REQUEST FOR ELIGIBLE TELECOMMUNICATIONS COMPANY STATUS

TCo7-068

Viian Telephone Company dbva Golden Wes! Communcaions, Inc. pursuant to 47 U S .C. 214{e) and 47 CFR 54 201 hereby
segks designation as an eligible telecommunications carrier within the locul exchange areas that constitule s senice arga
Vivan Telephone Company is the facites-based local exchanje carrier presently prowding local exchange
telecommunicabons semaces in the lollowing exchanges: Avon (286), Bonesteel (654) South Bonesteel, NE (653), Burke (775)
South Burke, NE (774), Clearfieid (S57), Custer (673), Freeman (825), Gragory (815), South Gregory (874), Lestervlie (184)
Marion (648). Menno (J87). Mission (856) Murdo (669). Refiance (47)). Rosebud (747), Scotland (583). Springfield (369)
Vivian (881), Winner (842) and Witten (878). Vman Telephone Company, to s knowledge, is the only camer today providing
loca wxchange telecommunications services in the above dentified exchange areas. (Staff. HB/ICH)

06/0997

TCS87-069

Golden Wes! Telecommunicabons Cooperative, Inc. pursuani (o 47 USC 214{e) and 47 CFR 54 201 hereby seeks
designabon as an elgible telecommunications carner wathin the local exchange areas that Constitute s service area Gaolden
West Telecommunications Cooperatve is the facliies-based local exchange carner presently providing local exchange
tlelecommunications services (n the following exchanges: Ardmore (458), South Ardmore, NE (453), Belwdere (344), Buffalo
Gap (833), Creaghton (457), Edgemont (662), West Edgemont, WY (663), Enning (885), Fath (Rural) (739). Hayes (587), Hot
Spangs (745), Intenor (433), Kyle (455), Long Valley (462), Martin (685), Maunne (T48), Mdland (843), Mdeswville (544), New
Underwood (754), Oelnchs (535), South Oelnchs, NE (525), Oral (424), Phiip (859), Pine Ridge (867), Quinn (388), Wall (279)
Wasta (893), White Clay, NE (882), White Rnver (258), Wickswille (T98) and Wood (425) Goluven West Cooperatve, 1o s
knowledge. is the only carner loday prowding local exchange lelecommunications seraces in the above dentified exchange

areas (Stalf HB/CH)
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TCe7-07

Valley Cable & Satelite Communications, inc. pursuant to 4T U.S C. 214(e) and 47 CFR 54 201 hereby seeks designaton as
an eligible leiecommunications carmner within the local exchange areas that consttute s service area in South Dakota Valley
Cable & Satelite Communicatons s the facilibes-based local exchange carrier presently prowding local exchange
telecommunications sanices in the following exchanges Eureka (284) and Ipswich (426) Valley Cable & Satelite
Communicabtons, 1o is knowledge, s the only carmier loday prowding local exchange lelecommunications services in the above
identified exchange areas. (Staft. HB/CH)

Valley Telecommunications Cooperalive Association, Inc pursuant to 47 US C 214(e) and 47 CFR 54 201 hereby secks
desugnalion as an clgible telecommumcations carmet withun the local exchange areas thal consitule s senace area ¢ South
Dakota. Valley Telecommunications Coop s the lacilies-based local exchange camer presently providing local exchange
telacomnmunications senaces in the lolloweng exchanges: Hosmer (281), Hemrexd (417), Leola (428), Long Lake (577), Glenham
(762), Pollock (B89) and Mound Ciy (855). Valley Telecommunications Coop, to its knowledge, s the only carner today
provding local exchange telecommunications senices in the above dentfied exchange areas (Staff HBTH)

Swoux Valley Telephone Company pursuant toc 47 U S C 214(e) and 47 CFR 54 201 hereby seeks designabon as an ebgble
islecommunications camer within the local exchange areas that constiute s service area in South Dakota Swux Valley s
the facilities-based local exchange carner présently providing local exchange telecommunications serices in the followang
exchanges in South Dakota: Colion (448), Corsica (B46) Dell Rapads-Trent (428), Mumboldt-Montrose (363). North Larchwood
(474), Plankinton (942) and Valley Springs (757) Sioux Valley, lo ts knowledge, s the only camer loday prowding local
erchange telecommunicatons senaces in the above dentified exchange areas (Stafft HB'CH)

Mount Rushmare Telephone Company pursuant 1o 47 US C 214(e) and 47 CFR 54 201 hereby secks designabion as an
eligible telecommunications cames within the local exchange areas that consttute ds servce area in South Dakota Mount
Rushmore s the facies-based local exchange carer presently prowding local exchange lelecommunications senaces in the
following exchange in South Dakota: Keystone (666). Mount Rushmofe, 10 s knowiedge, i the only carner meetng the
ebgibity requrements of 47 U S C 214(e) and 47 CF R 54 201 in ts exchanges (Staft HBCH)

Fort Randall Telaphone Company pursuant lo 47 U S C 214(e) and 47 CFR 54 201 hereby seeks designation as an abgible
telecommumicabons carrier within the local exchange areas that consttule its sanace area in South Dakota. Fart Randall s
the facies-based local exchange camer presently provdmg local exchange telecommunicatons seraces in the foliowing
exchanges in South Dakota: Centervilie (563), Hermosa (255), Lake Andes (491 487). Tabor (481). Tyndall (S88) Viborg (126
and Wagner (184). Fort Randall, to ts knowledge, is the only carner meeting the elgibity requrements of 47 U S C 214(e)
and 47 CF R 54201 in #ts exchanges. (Staff HB/CH)

FILING OF INFORMATIONAL INTRASTATE PAYPHONE TARIFFS

MA

Fath Municipal Telsphone on May 18 1987
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF ) ORDER GRANTING

LCI INTERNATIONAL TELECOM CORP. FOR ) AMENDED CERTIFICATE OF

AN AMENDED CERTIFICATE OF AUTHORITY ) AUTHORITY

TO PROVIDE TELECOMMUNICATIONS )

SERVICES, INCLUDING LOCAL EXCHANGE ) TC87-067
)

SERVICES, IN SOUTH DAKOTA

On June 5, 1997, the Public Utiiies Commussion (Commission), in accordance with
SDCL 49-31-3 and ARSD 20 10 24 02, received an application for an amended certificale
of authonity from LCI Internationa! Telecom Corp. (LCI)

LCt s requesting authonty to provide basic local exchange services to both
residence and business customers throughout South Dakota. A proposed tariff was filed
by LCI

On June 12, 1997, the Commission electronically transmitted notice of the filing and
the intervention deadline of June 27, 1937, to interested individuals and entities. No
pettions to intervene or comments were filed and at its regularly scheduled September 25
1897, meeting, the Commission considered LCI's request for an amended certificate of
authority Commission Staff recommended granting an amended certificate of authority
subject 1o rural safeguards Commission Staff further recommended a waiver of
20.10 24 02(12)

The Commission finds that it has jurisdiction over this matte pursuant 1o Chapter
49-31, specifically 49-31-3 and ARSD 20 1024 02 and 20.10.24.03. The Commission
finds that LCI has met the legal requirements established for the granting of ar amended
certificate of authority. LCI has, in accordance with SDCL 49-31-1, demonstrated sufficient
technical, financial and managernial capabilities to offer telecommunications services in
South Dakota Further, the Commission finds that there is good cause to waive
subparagraph (12) of ARSD 2010 2402

The Commussion approves LCI's application for an amended certificate of authority,
subject to rural safeguards The amended certificate of authority for LCI shall authonize
it to offer local exchange services in those areas in South Dakota where U § WEST
Communications, Inc. is the incumbent local exchange carrier. In the future, should LCI
choose to provide local exchange services slalewide, with respect to rural telephone
companies, LCI will have to come before the Commission in ancther proceeding before
being able lo provide local serwice in that rural service area pursuant to 47 U S C_ § 253(f)
which allows the Commission to require a company that seeks to provide service in a rural
service area 1o meet the requirements in 47 US C § 214(e)(1) for designation as an
eligible telecommunications camier. In addition, the granting of statewide certification will
not affect the exemplions, suspensions, and modifications for rural telephone companies
found n47 US C §251(f) Itis therefore




ORDERED, that LCI's application for an Amended Certficate of Authority to provide
local exchange services, is granted, and it is

FURTHER ORDERED, that LCI shall fije informational copies of tarif changes with
the Commission as the changes occur, and it is

FURTHER ORDERED that the Commission shall authorize LCI to offer its services
in those areas in Scuth Dakota where U S WEST Communicat ions, Inc. is the incumbent
local exchange carrier, and it 1s

FURTHER ORDERED that the Commission finds good cause 1o waive
subparagraph (12) of ARSD 20 10 24 02

Dated at Pierre. South Dakota this A& day of October 1997

CERTWICATE OF SERVICE BY ORDER OF THE COMMISSION

Thee urcersgrsd herely Cortfes thal the
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Nhete PORES" (A

SOUTH DAKOTA PUBLIC UTILITIES
COMMISSION

AMENDED CERTIFICATE OF AUTHORITY

To Conduct Business As A Telecommunications Company
Within The State Of South Dakota

Authonty was Grantled Septlember 25, 1997
Docket No. TC97-067

This is to certify that
LCI INTERNATIONAL TELECOM CORP.

15 authonzed to provide telecommunications services in South Dakota.

This certificate is issued in accordance with SDCL 45-31-3 and ARSD
20.10:24 02, and is subject o all of the conditions and limitations contained in
the rules and stalules governing its conduct of offering telecommunications
services

Dated at Pierre, South Dakota, this . Z24 A day of {szrﬁ /. 1997

SOUTH DAKOTA PUBLIC
UTILITIES COMMISSION:

LA SCHOENFELDE






