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OPINION

1. Summary

This application seeks approval under Sections 851 through 854(a) of the Public Utilities Code of an agreement and plan of merger between World Access, Inc. (World Access) and Star Telecommunications, Inc. d/b/a CEO Telecommunications (Star) which will result in the change of control of Star and three of its subsidiaries regulated by the Commission.  The application is unopposed.  The application is granted.

2. Description of Applicants

Star and three of its operating subsidiaries are presently certificated to provide telecommunications services in California.  Star, a Delaware corporation, was authorized to provide telecommunications services in California as a facilities-based carrier of inter-Local Access and Transport Area (LATA) and intra-LATA
 telecommunications services pursuant to Decision (D.) 97-09-074.  Star operates in California under U-5854-C.  Star’s three subsidiaries involved in this merger transaction are PT-1 Communications (U-5717-C) (formerly Phone Time), AST (U-5440-C), and PLDI (U-6196-C).  These three subsidiaries were certificated to operate in California pursuant to D.96-12-044, D.95‑01‑033, and D.99-06-097 respectively.  PT-1 is a provider of prepaid calling cards, while AST and PLDI both provide switch-based and resold domestic and international long distance services.

World Access, the parent corporation in the merger transaction, is a holding company for a group of diversified telecommunications service providers.  Its numerous operating subsidiaries provide domestic and international long distance voice, data and internet transport services on both a wholesale and retail basis.  World Access is a Delaware corporation publicly traded on the NASDAQ Exchange.  World Access does not currently provide any services subject to Commission jurisdiction.

3. Nature of Application

Applicants World Access and Star present a merger agreement wherein World Access will acquire all of the stock of Star and Star will merge with and into “STI Merger Co.,” a wholly-owned subsidiary of World Access.  As a result, Star will become a wholly-owned subsidiary of World Access and control of Star 

will be transferred to World Access.  The surviving corporation, STI Merger Co., will continue to operate as Star currently operates, but will do so under new ownership and under the executive control of World Access as parent corporation.  Star’s three subsidiaries will become wholly-owned subsidiaries of STI Merger Co., with the possible exception of PT-1.  As part of the transaction, applicants anticipate the separate sale of PT-1.  

Applicants state that upon consummation of this transfer of control, there will be no change in the rates, terms or conditions of service to existing customers of Star.  Only the underlying ownership of the company will change. 

The applicants have attached a copy of the agreement and plan of merger by and among World Access and Star, and a copy of World Access’ most recent Form 10-K filed with the Securities and Exchange Commission.  They have also filed under seal a pro forma balance sheet and statement of operations for the combined operations of World Access and Star. 

In a footnote to the application, applicants reveal that World Access has also entered into an agreement and plan of merger with Communication TeleSystems International d/b/a/ WorldxChange Communications, Inc. (CTS), which has been separately filed with the Commission as Application (A.) 00‑05‑059.  The application lists a former shareholder of CTS as a future shareholder of World Access upon completion of these two mergers.  As a result of Investigation 96-02-043, the Commission issued D.97-05-089 in which it ordered CTS to pay reparations to its subscribers for certain violations of the Public Utilities Code and which made CTS’ sanctions, reparations, and operating authority suspension binding on “successor entities.”  (72 CPUC2d, 621, 643.)  The order also directed Commission staff to carefully scrutinize any applications for operating authority submitted by a firm that includes current or former officers or shareholders of CTS. (72 CPUC2d, 621, 641)

In light of this information, the administrative law judge for this matter issued a ruling requesting further information about the nature of the proposed merger with CTS and an explanation of the future involvement of any former CTS officers or shareholders in the corporate structure of World Access. 

World Access and Star filed a joint response to this ruling stating that World Access’ merger with CTS in A.00-05-059 was a separate and distinct transaction from the merger of World Access and Star in A.00-06-039.  According to the response, the surviving corporations after both mergers would be separate corporate entities operated as independent subsidiaries of the parent corporation, World Access.  Neither World Access, Star, nor STI Merger Co. should be considered a “successor entity” to CTS.  World Access contends that only WorldxChange Communications, Inc. (WorldxChange), would be the successor entity to CTS and that issues surrounding the extension of the CTS sanctions on WorldxChange should be addressed in A.00-05-059.  World Access, CTS and Star filed a joint motion for an order referring issues pertaining to the merger of World Access and CTS to A.00-05-059.  We will address this motion in Section 5 below.

In addition, applicants filed a motion requesting a shortened time period for filing protests to the application.  Given the time that elapsed while awaiting response to the administrative law judge ruling discussed above, this motion is now moot.

4. Public Interest

The application states that the merger and resulting transfer of control will serve the public interest by providing World Access and Star an opportunity to combine and expand their network facilities in a cost effective manner.  Applicants contend that the merger will produce significant economic, marketing, and administrative efficiencies by combining the complementary network facilities and business systems of World Access and Star.  The combined company will operate telecommunications networks in the United States and 14 Western European countries as well as maintain ownership positions in 26 international fiber optic cable networks.  

Applicants also expect the merger to increase the financial base and strength of both companies and thereby better enable the combined companies to compete in intrastate, interstate and international markets.  Furthermore, applicants state that there will be no change in the rates, terms or conditions of service to existing customers as a result of this transaction.

5. Discussion

Pub. Util. Code § 854 requires Commission authorization before a company may “merge, acquire, or control...any public utility organized and doing business in this state....”  The purpose of this and related sections is to enable the Commission, before any transfer of public utility property is consummated, to review the situation and to take such action, as a condition of the transfer, as the public interest may require.  (San Jose Water Co. (1916) 10 CRC 56.) 

The proposed merger and transfer of control between World Access and Star promises no detriment to the public interest or to California consumers.  No changes in the rates, terms or conditions of service to existing customers of Star are proposed and the transaction appears to be seamless to existing customers.  World Access has the financial qualifications and telecommunications background necessary to support the operation of Star and its subsidiaries.

As required by D.97-05-089, we have given this transaction careful scrutiny due to the possible future relationship between the parent corporation in this merger and CTS.  Based on the information elicited from the administrative law judge’s ruling, we understand that World Access will be the parent corporation of the subsidiary created by this merger (STI Merger Co.).  World Access will also be the parent corporation of a subsidiary known as WorldxChange if the Commission approves the merger of World Access and CTS.  Applicants claim these two subsidiaries will be operated independently and will have “almost entirely different executive officers, directors, and major shareholders than Communications TeleSystems International has now.”
  Applicants contend there is no factual, legal, or policy justification to extend the sanctions imposed on CTS to the successor corporation (i.e. WorldxChange), to World Access, or to Star, although applicants acknowledge that three current officers and/or directors of CTS will be affiliated with the parent, World Access.
  Applicants also explain that CTS shareholders (including current and former CTS officers and directors) will receive shares of World Access common stock upon completion of the World Access-CTS merger, but no shareholder will own more than 10% of World Access’ capital stock.

The issue we face in this application is whether the merger of World Access and Star creates a “successor entity” to CTS.  The applicants argue that the two mergers create separate subsidiaries, STI Merger Co. and Worldxchange.  In applicants’ opinion, STI Merger Co. is not a successor entity to CTS.  We agree that as long as the two newly created subsidiaries are operated and maintained as separate corporations, STI Merger Co. does not appear to qualify as a successor entity to CTS.  We find no reason to apply the sanctions from D.97-05-089 to the merger of World Access and Star at this time.  Nevertheless, we cannot ignore the planned involvement of current CTS directors and officers in the future operations of STI Merger Co.’s parent, World Access, as board members, “advisors,” and shareholders.  We will explore issues surrounding the application of sanctions from D.97-05-089 to World Access or to WorldxChange in the merger under review in A.00-05-059.  The joint motion of World Access, CTS, and Star on this issue is granted. Furthermore, we ask our Consumer Services Division to alert the Commission immediately should a pattern of complaints emerge concerning World Access or any of its subsidiaries.

The application makes reference to the possible future sale of Star’s current subsidiary PT-1.  Today’s order should not be construed to grant approval to the sale of PT-1 since no buyer is identified for the company in this application and no details of a sale are provided.  Rather, we will require a separate filing            to review the sale of PT-1 independently in the event the transaction moves forward. 

In Resolution ALJ 176-3042, dated July 6, 2000, the Commission preliminarily categorized this proceeding as ratesetting, and preliminarily determined that hearings were not necessary.  Based on the record, we conclude that a public hearing is not necessary, nor is it necessary to alter the preliminary determinations in ALJ 176-3042.  The application is granted subject to the terms and conditions set forth below.

6. Comments on Draft Decision

This is an uncontested matter in which the decision grants the relief requested.  Accordingly, pursuant to Pub. Util. Cod § 311(g)(2), the otherwise applicable 30-day period for public review and comment is being waived.

7. Request for Confidentiality

Applicants requested confidential treatment of a pro forma balance sheet filed as required by Commission Rule 36 and contained in Exhibit G.  Applicants contend that Exhibit G contains commercially sensitive financial information that has not heretofore been released to the public and if released could disadvantage applicants in the marketplace.  We have granted similar requests for confidential treatment in the past and will do so here.

Findings of Fact

1. Notice of this application appeared in the Commission’s Daily Calendar of June 30, 2000.

2. No protests have been filed.

3. Applicants seek approval pursuant to Pub. Util. Code § 851 through 854(a) of a merger agreement and transfer of control wherein Star and three of its subsidiaries will be transferred to a wholly-owned subsidiary of World Access.

4. Star is a certificated carrier of inter-LATA and intra-LATA telecommunications services in California.

5. Star’s subsidiaries AST, PT-1 and PLDI are certificated as inter-LATA and intra-LATA telecommunications services in California.

6. World Access is a publicly traded Delaware corporation.

7. There will be no change in rates, terms or conditions of service to existing Star customers as a result of this merger.

8. World Access has entered into a separate agreement and plan of merger with CTS d/b/a WorldxChange that is currently pending with the Commission in A.00-05-059.

9. If the pending merger between World Access and CTS is approved, three current officers and/or directors of CTS will be affiliated with World Access and CTS shareholders will receive shares of World Access common stock.

10. Applicants requested that financial information contained in Exhibit G of the application be kept under seal.

11. Public disclosure of the financial information contained in Exhibit G would place applicants at an unfair business disadvantage.

12. Applicants filed a motion to shorten the protest period and a joint motion with CTS for an order referring issues related to the merger of World Access and CTS to A.00-05-059.

Conclusions of Law

1. The proposed merger and transfer of control are not adverse to the public interest.

2. This proceeding is designated a ratesetting proceeding; no protests have been received; no hearing is necessary.

3. The application should be approved subject to the terms and conditions set forth below.

4. Applicant’s request to file under seal certain financial information should be granted for two years.

5. Applicants’ motion for an order shortening the protest period should be denied as moot.

6. The Commission should consider in A.00-05-059 whether to apply the CTS sanctions set forth in D.97-05-089 to World Access or WorldxChange.

7. The Consumer Services Division should alert the Commission immediately should a pattern of complaints emerge concerning World Access or any of its subsidiaries.

ORDER

IT IS ORDERED that:

1. Star Telecommunications, Inc. (Star) and World Access, Inc. (World Access) are authorized pursuant to Sections 851 through 854(a) of the Public Utilities Code to enter into the agreement, as more fully described in the application and its exhibits, by which World Access will acquire control of Star and its subsidiaries PT-1 Communications, AST, and PLDI.

2. Star and World Access shall notify the Director of the Commission’s Telecommunications Division in writing of the merger and transfer of authority, as authorized herein, within 10 days of the date of consummation of such transfer.  A true copy of the instruments of transfer shall be attached to the notification.

3. Star and World Access shall file new tariffs incorporating any changes in name, rates, services, and management authorized in the transfer transaction.

4. Star and World Access shall make all books and records available for review and inspection upon Commission staff request.

5. The authority granted herein shall expire if not exercised within one year of the date of this order.

6. Applicants shall file separately for the sale of PT-1 as required by Public Utilities Code Sections 851 through 854.

7. The Commission’s Consumer Services Division shall alert the Commission immediately should a pattern of complaints emerge concerning World Access or any of its subsidiaries.

8. Applicant’s request to have the financial information filed with this application in Exhibit G, kept under seal is granted for two years from the effective date of this decision.  During that period the information shall not be made accessible or disclosed to anyone other than the Commission staff except on the further order or ruling of the Commission, the Assigned Commissioner, the Assigned Administrative Law Judge (ALJ), or the ALJ then designated as Law and Motion Judge.

9. If the applicants believe that further protection of the information kept under seal is needed, they may file a motion stating the justification for further withholding of the information from public inspection, or for such other relief as the Commission rules may then provide.  This motion shall be filed no later than one month before the expiration date.

10. Applicants’ motion to shorten the protest period is denied, and the joint motion by applicants and Communications TeleSystems International (CTS) to refer issues pertaining to the merger of World Access and CTS to Application 00‑05-059 is granted.

11. Application 00-06-039 is closed.

This order is effective today.

Dated October 5, 2000, at San Francisco, California.

                                 LORETTA M. LYNCH

                                  President

                                 HENRY M. DUQUE

                                 JOSIAH L. NEEPER

                                 RICHARD A. BILAS

                                 CARL W. WOOD

                                                                              Commissioners

�  California is divided into 10 LATAs of various sizes, each containing numerous local telephone exchanges.  “InterLATA” describes services, revenues, and functions that relate to telecommunications originating in one LATA and terminating in another.  “IntraLATA” describes services, revenues, and functions that relate to telecommunications originating and terminating within a single LATA.


�  See Joint Response of World Access and Star, August 23, 2000, (Joint Response) pg. 3.


�  See Joint Response, pg. 4-5 for a description of Walt Anderson’s nomination to World Access board of directors, and the involvement of Eric Lipoff and Roger Abbott as advisors to World Access on legal matters and European operations, respectively. Anderson is current Chairman of the Board of Directors of CTS; Lipoff is current Vice President and General Counsel of CTS; Abbott is Chief Executive Officer of CTS.


�  See Joint Response, pg. 5.
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