STATE OF NEW YORK
PUBLI C SERVI CE COWMM SSI ON

At a session of the Public Service
Comm ssion held in the Gty of
Al bany on April 25, 2001

COWM SSI ONERS PRESENT:

Maureen O. Hel ner, Chairnan
Thomas J. Dunl eavy

Janes D. Bennett

Leonard A. Wi ss

Neal N. Gl vin

CASE 00-C- 1415 — Joint Petition of A obal Crossing Ltd. and
Ctizens Conmmuni cations Conpany for approval
of the transfer of capital stock of their
New York | LECs (Frontier of Rochester, AuSable
Val | ey, New York, Sylvan Lake, and Seneca-
Gorham) and Frontier Subsidiary Telco, Inc.
to Ctizens Communi cations Conpany, and for
O her Aut horization Needed.

ORDER APPROVI NG TRANSACTI ON W TH CONDI TlI ONS

(I'ssued and Effective May 11, 2001)

BY THE COW SSI ON:

THE PETI TI ON
On August 22, 2000 d obal Crossing Ltd., d obal
Crossing North Anerica, Inc. and Citizens Communi cati ons Conpany

petitioned the Comm ssion for approval to transfer the capital
stock of the Frontier New York | ocal exchange conpani es,
i ncluding Frontier Tel ephone of Rochester (FTR), Frontier
Communi cati ons of Rochester, of AuSable Valley, of New York (the
former Hi ghland Tel ephone Conpany), of Sylvan Lake and of
Seneca- Gorham and Frontier Subsidiary Telco to Citizens
Communi cat i ons Conpany.

On July 11, 2000, dobal Crossing Ltd., d obal
Crossing North Anerica (fornerly Frontier Corporation) and
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Citizens executed an Agreenment whereby Citizens woul d purchase
the stock of the five 3 obal Crossing (formerly Frontier) | ocal
exchange conpanies in New York, as well as Frontier
Communi cati ons of Rochester, Inc., a conpetitive |ocal exchange
conpany providing service in the Rochester area. In addition,
Citizens will acquire Frontier Subsidiary Telco, Inc. (which
operates the Frontier conpani es outside New York), and its
subsidiary, Frontier Conmunications of America, Inc., which wll
provi de | ong di stance service to the existing G obal Crossing
| ong di stance custonmer base. The practical effect is that
Citizens will becone the owner of the group of telephone
conpani es, both within and outside New York State, which are
currently owned and operated by d obal Crossing North Ameri ca.
Petitioners claimthat no material changes are
proposed, nor expected to result, fromthe proposed transaction.
According to the petition, Citizens is paying dobal Crossing
approxi mately $3.65 billion' (which equates to $3, 400 per access
line) for the common stock of these phone conmpanies. This
purchase price is approximately $2.75 billion over d obal
Crossing' s book val ue.
Under Section 100 of the Public Service Law, the
pur chaser of stock of a tel ephone corporation (here Citizens
Communi cat i ons) has the burden of showi ng that such a sale is in
the public interest. Under Section 99(2) Comm ssion approval is
required where a carrier’s franchise is affected. The broad
public interest standard, which provides the Comm ssion w de
di scretion, is used to evaluate both section 100 and 99(2)

transactions. Therefore, petitioners seeking approval of

L' An April 26, 2001, press release from d obal Crossing states
that the price has been reduced to $3.5 billion.
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acqui sitions and/or mergers are required to denonstrate that the
proposed transaction will neet the public interest standard.

Petitioners claimthat the instant transaction is in
the public interest and will be transparent to custoners in
terms of rates, custoner service and service quality. 1In
addition, Petitioners claimthat there are benefits that wll
accrue to consuners as a result of this transaction. For
exanple, Citizens experience with largely rural and suburban
communities will allow the conbined entities to bring a “sharper
focus” to such areas, and the size and expertise of the conbi ned
operation will enhance the ability to bring new and innovative
services to an “underserved market”.

Petitioners also claimthat the transaction wll
increase the availability of enhanced services such as Digital
Subscriber Lines. Finally, the Petitioners claimthe conbined
entity can be expected to grow operations beyond the current
size of their separate operations thereby increasing the ability
to “focus on growi ng their custoner base through new busi ness
opportunities, both inside and outside the G tizens and Frontier

| LEC territories”.

COMVENTS
On Septenber 13, 2000, a Notice Requesting Conment was
i ssued for this case. Initial comments were received from six

parties: AT&T, Choice One, the State Consuner Protection Board
(CPB), the Communi cations Workers of Anerica (CWA), Fiber
Technol ogi es and the Public Utilities Law Project of New York
(PULP). WorldCom Inc. filed a letter in support of AT&T s
Initial Comments regarding Citizens intrastate-sw tched access
rates. Reply coments were received fromPetitioners as well as
Fi ber Technol ogies. Generally, the issues raised were broad in
scope and included access charge |l evels, conpetitive issues,
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service quality, and workforce and pension issues, as well as,
retenti on of assets, workforce, headquarters and operations in
New York. In reaching our determ nation, we have consi dered al
t he proposal s addressed in the coments. Sonme of the issues are

al so being considered in other, ongoi ng Comm ssi on proceedi ngs.

DI SCUSSI ON

In general, the Comm ssion seeks to ensure just and
reasonabl e rates, that the petitioners’ financial integrity is
mai nt ai ned, that a high I evel of local service quality is
mai nt ai ned, and that no inpedinments exist in the devel opnent of
| ocal exchange conpetition in the petitioners’ market areas. W
have | ong enphasi zed the inportance of conpetition in the
devel opnent of a viable regulatory franmework for the
transitional telecomunications environment. Qur review of the
proposed transaction indicates that, with the addition of the
conditions that we are inposing in this order, the transaction
will be in the public interest and warrants approval

Ceneral ly, increased market concentration is
associated with decreased conpetition. The acquisition of
Frontier by Ctizens results in the second and third | argest New
York i ncunbent | ocal exchange operating entities being
controlled by the same interest. The acquisition will end
exi sting conpetitive pressure between Frontier and Citizens, and
will renmove any associated incentives to provide better service
and |l ower prices to New York custoners. The costs associ ated
with this foregone conpetition nust be wei ghed agai nst the
benefits of the efficiency savings that m ght be obtained if
Frontier and Citizens conbined their operations in sone fashion
and shared those inprovenents with customers.

In light of the decreased conpetition resulting from

the transaction, we will condition our approval on the
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acceptance of neasures to mtigate these effects. 1In the
interest of creating a nore expeditious process for conpetitors,
petitioners will be required to create, within one year of
closing, a single interconnection agreenent tenplate covering
conpetitive access to the nore than 1.1 mllion retail custoners
served by all of the petitioners’ New York |ILEC operating
conpanies. Petitioners will also be required to establish,
wi thin one year of closing, a whol esal e service organi zation
that will assign each CLEC a single whol esal e service
representative for all CGitizens/Frontier New York operations.
In addition, a single "Local Service Provider Guide," including
information for all Ctizens/Frontier New York operating
conpanies, wll be made available to CLECs on a single web
| ocation, within two years of closing.

The Stock Purchase Agreenent submitted with the
petition prohibits G obal Crossing from conpeting within 20
mles of the Frontier ILEC service territories for a three-year
period. On its face this clause contravenes our stated policy
of encouragi ng conpetition within the State. Recogni zing
however, that d obal Crossing could use its existing ties to
consuners to win back custoners during the transition period, we
will allow a non-conpete clause for a period of one year from
the date of closing, solely within Frontier’s New York |LEC
service territories.

I n Decenber 2000, we approved a rate restructuring for
Citizens which permitted the conpany to introduce an equitable
rate structure as well as overall rate increases to cover | ost
EAS subsidy revenues and the elimnation of Locality Charges

state-wide.? W anticipate that the instant transaction wll

2 Case 00-C- 0754, Order Approving Rate Rebal ancing Plan, (issued
January 9, 2001).
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result in substantial savings to the conpanies fromrevenue
enhancenents and adm ni strative savings. 1In view of the gradual
accrual of anticipated transactional savings, the recently-
approved overall rate increases are now unnecessary for
provi ding service at just and reasonable rates. Accordingly,
the overall rate increases will be elim nated.

Recogni zi ng that such savings will take tine to be

generated, and in keeping with the originally-authorized

Restructure Plan, we will authorize the use of outstanding
customer credits to offset the rate decrease. Citizens will be
permtted to use $4.9 million of custoner credits in 2001 and

2002. In 2003, the custoner credits that Citizens will be
permtted to use will be reduced to $2.45 mllion. To enhance
Citizens' efficiency and protect ratepayers, Ctizens will not
be permtted to file for rate increases to be effective sooner
than January 1, 2004.

The basic rate restructuring that we recently approved
will be inplenented. As a result, sone custonmers’ bills wll
i ncrease or decrease as rate group uniformty is inplenmented and

| ocality charges elimnated. However, nost resulting increases

will be significantly less with the elimnation of the $4.9
mllion revenue increase. Wthin 60 days of the closing of the
transaction, petitioners will be required to file a revised

Restructure Plan reflecting the elimnation of the schedul ed
rate increases.

The petitioners will be required to increase the
Lifeline discount in the Frontier |ILECs other than FTR from
$1.75 to $3.50. The existing Lifeline deferral will be
elimnated and the accunul ated Lifeline deferral will be used to
fund the revenue | oss. Once the accunul ated deferral is
exhausted, the conpanies will absorb the revenue | oss
indefinitely.
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As a result of the G obal Crossing/Frontier nerger
approved by the Conmm ssion in Septenber 1999, Frontier’s New
York I LEC custoners have been insulated fromany increase in
capital costs resulting fromthe nmerger. Citizens has agreed to
retain this customer protection for Frontier’s New York
conpanies as well as extend it to the New York custoners of
Ctizens. An “AA-* and an “A+“ cost of capital will be inputed
for Frontier and Citizens |ILECs, respectively, if any rate
requests are filed, if their respective credit ratings are bel ow
these levels. The “AA-“ inputed-rating for Frontier’s New York
| LEC conpani es represents Frontier’s credit rating before the
A obal Crossing nerger took place. The “A+" credit rating for
Citizens’ ILECs represents Citizens’ credit rating before the
i nstant acqui sition was announced.

In the exam nation of Frontier’s New York |ILECs’ books
in conjunction with this transaction it was di scovered that
t hose conpani es have not conplied with the Conmm ssion’s
St at enent of Policy on Pensions and Post Retirenent Benefits
Ot her Than Pensions (OPEB)3. Frontier has conmitted to conply
with the Policy Statement. Nevertheless, we will require each
Frontier ILEC in New York to make a conpliance filing with
regard to Pensions and OPEBs. All Pension and OPEB
cal cul ations, and the correspondi ng accounting journal entries
for each of the Frontier |ILEC Conpanies in New York, nust be
approved by the Director of the Ofice of Accounting and
Fi nance.

In its petition in support of the approval of its
transaction, Citizens had agreed to abide by all of the

comm tments nade by G obal Crossing when it acquired the

3 Case 91- M 0890, Pensions and Post Retirement Benefits C her
Than Pensions, (issued Septenber 7, 1993).
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Frontier conpanies in 1999.% Several of these conmitnents are
designed to reduce the risk that managerial and financi al
resources will be diverted away fromthe Frontier ratepayers.
W will condition our approval on petitioners adherence to the

commtnents. They include:

1. Initially the Frontier headquarters will remain in
Rochest er;
2. The existing Frontier managenent teamw ||l remain

| argely in place;

The Frontier nane will be retained;

I nvestment in the network and workforce will be

mai ntai ned at levels that are required, in Petitioners’
view, to provide good service quality to both
resi dential and busi ness custoners.

5. Al books and records will be mnaintained in New York,
or access will be provided in New York. |If reviewis
requi red of out-of-state books or records, the
Departnent of Public Service will be conpensated
accordi ngly;

6. Al nmanagenment and craft forces required for the New
York operation will be nmaintained and Citizens wll
ensure that such forces provide good service quality to
CONSUIET S;

7. Citizens will insulate Frontier ratepayers® fromthe
i mposition of any fees, costs, or penalties related to

the transacti on;

4 Case 99-C-0530, Joint Petition by dobal Crossing, Ltd. and
Frontier Corporation for Approval of the Acquisition by d obal
Crossing, Ltd. of all the Qutstanding Shares of Frontier
Cor poration’s Common Stock, (issued Decenber 1, 1999).

>1In reply comments, the petitioners have agreed to extend these
protections to Citizens' ratepayers.
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8. Citizens will insulate Frontier ratepayers® from any

increase in the cost of debt or equity resulting from

t he transaction.

While we expect Citizens to pursue corporate
ef ficiencies, any such efforts nmust be done consistent with
mai nt ai ni ng an adequate and fair focus on New York’s interests.
Therefore, we condition our approval such that Ctizens shal
mai ntain a nmaj or operations and adm nistrative center in New
York State to support its New York conpanies, and shall treat
New York workers equitably in terns of enploynent vis-a-vis the
rel ocation or consolidation of job functions.

Citizens has al so agreed to be bound by existing Open
Mar ket Pl an provisions including the permanent hol di ng conpany
protections which relate to Frontier’s financial integrity and
service quality, limtations on affiliate transactions’, and
rul es governing borrowi ng and cash managenent. Citizens also
agreed to the service quality commtnents and penalties
contained in the nodification of the Plan approved by the
Conmi ssion in March 2000.% In addition to the retail service
qual ity obligations, the Open Market Plan contains a Carrier-to-
Carrier Service Quality Performance Incentive that also wll
remai n in place.

We expect that this acquisition will not affect the

general ly excellent service quality provided by Citizens and the

° 1d.

" The reasonabl eness and cost effectiveness of service contract
charges between affiliate conpanies involved in this
transacti on nust be denonstrated in any future rate
pr oceedi ng.

8 Case Nos. 93-C-0103 and 93-C-0033, pinion and O der
Est abl i shing New Terns of Open Market Plan and Rate Pl an,
(1 ssued March 30, 2000).
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Frontier ILECs not subject to the conditions of the OW. To
protect this expectation, we will require Ctizens and the
Frontier subsidiaries other than FTR, to notify the Director of
the O fice of Communications in any instance where | ess than 90%
of a given conpany’s central offices are below a CTRR | evel of
3.3 reports per 100 access lines in any 12-nonth period endi ng
each cal endar quarter. Such notification should include an

expl anation of why the CIRR criterion was not net and plans for

i mprovenent .

CONCLUSI ON

Based on our review of the petition and the conments
thereon, we find that the conditions, commtnents and agreenents
di scussed in this order are necessary to offset any detrinents
to New York consuners and provide themtangi ble benefits from
the transaction. Subject to the conditions, conmtnents and
agreenents discussed in this Oder, we find that the transaction
isin the public interest and will be approved pursuant to

Public Service Law, Sections 99 and 100.

The Conm ssion orders:

1. The acquisition of the capital stock of 4 obal
Crossing North Anerica, Inc.’s New York | ocal exchange conpani es
(Frontier Tel ephone of Rochester, Frontier Comrunications of
Rochester, of AuSable Valley, of New York, of Sylvan Lake and of
Seneca- Gorhan), and Frontier Subsidiary Telco, Inc. by Ctizens
Communi cat i ons Conpany i s approved, pursuant to Public Service
Law Sections 99 and 100, subject to the conditions, commtnents
and agreenments discussed in this Order. Except where contrary
to the provisions of this Order, the acquisition shall be as
prescribed in the Stock Purchase Agreenent dated July 11, 2000.
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2. Citizens Comuni cations Conpany shall insul ate New
York ratepayers fromthe inposition of any fees, costs, or
penalties related to the transaction. The excess of purchase
price over book val ue shall neither be charged to New York
rat epayers nor included on the books and records of any of the
New York ILECs. Citizens Communi cations Conpany shall insulate
New York ratepayers fromany increase in the cost of debt or
equity resulting fromthe transaction.

3. Wthin 120 days of the closing of the transaction,
Citizens Conmmuni cations Conpany shall nake a conpliance filing,
denonstrating conpliance with the Conm ssion Policy Statenment on
Pensi ons and OPEBs (Case 91- M 0890, Pension and Post Retirenent
Benefits Qther Than Pensions, issued and Septenber 7, 1993) for
Frontier Tel ephone of Rochester. Wthin 30 days of the closing

of the transaction, Ctizens Comuni cati ons Conpany shall nake a
conpliance filing for all the other Frontier |LEGCs,
denonstrating conpliance with the Conm ssion Policy Statenment on
Pensi ons and OPEBs. All pension and OPEB cal cul ati ons, and the
correspondi ng accounting journal entries for each of the
Frontier |ILEC Conpanies in New York, nust be approved by the
Director of the Ofice of Accounting and Fi nance.

4. Wthin 30 days of posting the final closing
journal entries for this transaction, G tizens Comruni cations
Conmpany shall file with the Director of the Ofice of Accounting
and Finance, a copy of all of the accounting journal entries
related to this transaction for all the New York |ILEC conpani es
and their parent conpany, Citizens Comuni cati ons Conpany.

5. Wthin one year of the closing of the transaction,
Citizens Conmuni cations Conpany shall create a single
i nt erconnection agreenent tenplate covering access to all its
| LEC custoners in New York State.
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6. Wthin one year of the closing of the transaction,
Citizens Conmuni cations Conpany shall establish a whol esal e
service organi zation that will assign each CLEC a single
whol esal e service representative for all Ctizens Conmunications
Conmpany’ s New York | LEC operati ons.

7. Wthin tw years of the closing of the
transaction, Citizens Comruni cati ons Conpany shall make
avai lable to the CLECs on a single web location, a single “Local
Service Provider Guide” including information for all its New
York | LEGCs.

8. The ternms of the Stock Purchase Agreenent that
prohi bit d obal Crossing fromconpeting in and around Frontier’s
service territory shall be limted to one year fromthe closing
of the transaction, and shall apply solely within Frontier’s New
York ILEC service territories.

9. The petitioners shall increase the Lifeline
di scount in the rates of the Frontier |ILECs other than Frontier
Tel ephone of Rochester, from $1.75 to $3.50. The existing
deferral shall be elimnated and the accunul ated deferral shal
be used to fund the revenue | oss. Once the accunul ated deferral
i s exhausted, the conpanies shall absorb the revenue | oss.

10. CGitizens Comruni cations Conpany and the Frontier
subsidiaries other than Frontier Tel ephone of Rochester, shal
be required to notify the Director of the Ofice of
Communi cations in any instance where | ess than 90% of a given
conpany’s New York central offices are below a CTRR | evel of 3.3
reports per 100 access lines in any 12-nonth period endi ng each
cal endar quarter. Such notification should include an
expl anation why the CTRR criterion was not net and plans for

i mprovenent .
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11. Gitizens Comruni cations Conpany shall file

tariffs within 60 days of the closing of the transaction,

reducing its rates by $4.9 nmillion dollars to becone effective
30 days later. Citizens Conmunications Conpany w |l be
permtted to use $4.9 nmillion in custoner credits in each of

2001 and 2002, and $2.45 million in 2003. Gitizens
Communi cat i ons Conpany shall not file for rate increases to be
effective prior to January 1, 2004.

12. Wthin 60 days of the closing of the transaction,
Citizens Conmuni cations Conpany shall file a revised Restructure
Plan that reflects the rate reduction from paragraph 11

13. The Comm ssion shall have unrestricted access to
t he books and records of Citizens Conmunications, Inc. and its
affiliates with respect to transactions by and anong affiliates
and between affiliates and third parties. The books and records
of the New York |ILEC conpanies shall not be renoved from New
York State unless permssion is granted by the Comm ssion. |If
review is required of out-of-state books or records, the
Department of Public Service will be conpensated accordingly.

14. This order shall be without force and effect until
there has been filed with the Comm ssion an unconditi onal
witten acceptance by the petitioners agreeing to obey all the
terms and conditions of this order. If such acceptance is not
filed within a period of ten (10) days fromthe date of this
order, this order nmay be revoked by the Conmm ssion w thout

further notice.
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15. The parties to this transaction shall notify the
Comm ssion within 30 days of its conpletion that this approved
transaction has taken place. If the authority granted by this
order is not exercised within one year of the effective date of
this order, the order may be revoked by the Comm ssion without
further notice

16. This proceeding is continued.

By the Conmi ssion,

( SI GNED) JANET HAND DEIl XLER
Secretary
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