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December Ao, 1497

VIA FEDERAL EXPRESS

Blanca 8. Bayo

Director, Division of Records & Reporting
Florida Public Service Commission

2540 Shumard Oak Boulevard
Tallahassee, FL 32399.0850

Re: i MO Telege 1€,
Dear Ms. Bayo:

Transmitted herewith, on behalf of KMC [elecon: Ine e an ongimal and five copies of an
application for Approval of an Intracorporate Reorpazation and Relaied Pro Forma Transier
Transactions. In accordance with the Commussion™s il o requienionts enclosed 18 a diskette gugh
density) copy, using Windows 3.1, WordPertecn 6.0 o

Please date stamp the attached extricops ot The spplication and et o os i the enelosed
sell-addresscd, postage prepaid civelope  Pleae call us ol von lun e guestions
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BEFORE THF
FLORIDA PUBLEIC SERN ICE COMMISSION

}
In re Application of )
)
KMC TELECOM INC. ) Pocket No
}
for Approval of an Intracorporate )
Reorganization and Related Pro Forma Transfer )
Transactions }
}

APPLICATION

KMC Telecom Inc. ("KMC Telecom™), by its undersigned counscl, herehy applics pursuant
to F.S.A. § 364.33 for approval n nc pro func, to the extent necessary, of a series ol pro forma
transactions related to the intracorporate reorganization ot the conpany into a4 holding company-
subsidiary structure. In the alternative, to the extent that t.e Comuisssion deteriines, Upon review
of the instant application, that approval of these transactions 15 del requnred under applicable statutes
and regulations, KMC Telecom requests that the Compussion issue an arder dechning to exercise
jurisdiction and dismissing the application,

As explained in detail below, the new organzational siruciure will give KMC Telecom
greater access to working capital and allow 11 10 establish expanded and more etficient marketing and
administrative operations. These intracorporate chunges arc eapecied 1o strengthen the compuany s
competitive position and improve its capiacity to provide hugh gquabty fvlecommuications services
to consumers i1 Florida and elsecwhere.  The reorganszation will not substuntially affect the
company’s Florida management or operations and w il not change e e vontrol of the company.

Moreover, given that the changes arc entircly intracarporate, the reorgattzation and related



transactions will not disrupt senvice or otherwise cause confusion or miconvemence to Flonda

;"

customers. As explained below, beviause the cotpany bas completed these intracorporate changes,

KMC respectfully requests authority st oo tren

Appticant submits the following information n suppurt ot this Apphication:

. DESCRIPTION OF THE APPLICANT

KMC Telecom is a private!y held Delaware corparation authonsed 1o do business in the
State of Florida. Applicant’s registered apentn I londa s
CT Corporation Systems
1200 South Pine Island Rhode
Plantation, Florida 313324
Applicant maintains its principal placc of business at
1545 Route 206, Suite 300
Bedminster, New Jersey 07921.2507
(908) 719-2200 (Tch
By this Commission Orders dated Februaey 13, 0997 thocket Na Bak 207 1, Febroary
27, 1997 (Docket No. 961394-TA) and  September 230 19496 (1 ko het Noo Up0756-TX ) KMC
Telecom is authorized to provide intrastate terenchanye telecammumeations seivices and
alternative local exchange and exchange access telecommanneanon services i Floode KM

Telecom is legally, technically, managenrially amd fimincalis qualifed to prosde the intrastate

services authorized. KMC Telecom holds the follow g caniticales  ertdicate Numbers 4792,

v KMC Telecom entered into these transacttons as desceibed  below prinarly (o
accommodate important and time-sensilive business and corporate considerations. Because the
reorganization and related intracorporate transactions have no ampact on the nature, quahty or
terms of services be provided or on Florida customers and does not atlect a climge in actual
management of KMC Telecom’s Florida operations, the company madvertently did not seek puior
approval of such transactions. Consequently, KM{ now scehs authonty sune pro e, Fhe
company will, in the fuiure, seck all necessary Commussion approsads an s timely basis.
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4733 and 4822. KMC Telecon 15 also authonzed by other state public utility commissions o
provide resold interexchange telecommunications scrvices il competinve focal exchange and

BCCESS Scrvices in seventeen stalcs,

KMC Telecom was formed as a comparation swhose stock was 100", owned by Harold
Kaminc. As explained in detatl o Sectron 11 helos, KNU Jelecom is now a wholly owned
corporate subsidiary of KMC Holdings, inc. ("KMC Holdings™) Mr. Kanune owns o majonty of
the common stock of KMC Holdings. The current comorate stniscture 1s outhined 1n Section {11
below. This transaction will not affect service to anv castomer, and waili promote provision of high

quality competitive telecommunications scrvices o the cstizens of Flonda

il.  DESIGNATED CONTACTS

The designated contacts for correspondence sl que Dons concernmyg this Apphcation are:

Catherine Wang

Mary Albert

Swidler & Berlin, Chartered
3000 K Street, N W, Suite Wi
Washington, D.C. 20007

(202) 424-7500 (Tel)

(202) 424-7045 (Fax)

with a copy to:

Tricia Breckenridge, Vice Presideat Market Development
KMC Telecom Ine

1580 S. Milwaukee Avenue

Suite 305

Libertyville, Illinvis 60048

(B47) 573-0000 (Tel}

(847) 573-0033 (Fax)



in.

KMC Telecom has determined that it can strengthen its compentin e position and ultimately

provide greater benefits to its customers by reorgamsmyg mto a holding company-subsidiary
structure. The specific corporate structure adopled s capected 10 enhance significantly the
company's access to working capital, and to assist the company i realizimg important marketing,
operational, management and adminisirative cfficiencies and other corporate benefits that will
ultimately benefit KMC Telecom’s customers. The company fas established a structure whiercby
the former direct shareholders of KMC' Telecom now hold cwnetslnp nterests m the holding
compuny, KMC Holdings, which, in tumn, owns three wholly owned subsidiaries: KMC Telecom,
KMC Telecom I1, Inc. (“KMC IF") and KMC Telecom of Vi, Ine i"KMO-V'A™) “Hhe previous
and current corporale structures are depicted at Exfubit A In order to mamtan maximum business
flexibility and to take advantage of a varicly of financiny vedleeles, coettinn administrative and
business activities will be centralized n the holdme compamy and  the company’s
telecommunications services will be provided thiough ity operatmy sub adrasies

The holding compuny structure was establshed ooush e tellowny intracorporate
transactions. On Seplember 15, 1997, the compay created RO Holdines, o Delawire comeoration,
which became the holding company of KMC Telecont Sutnudtancousls KMO Holdings created a
new subsidiary, KMC 11, also a Delawar. company

Prior to he restructunng, Mr. Harold N. Kamme was the diect maority sharchobder of
common stock in KMC Telecom. Today, Mr. Kamumne owns 82 20 of the comimon stock of KMC
Holdings, the parenl company of KMC Telecom and KMO I The remannng 17 8% of common

stock is held by Nassau Capital Partners, L.P. (1.85%0), A1&T Credst Carparation (15%), and



CoreStates Holdings, Inc. {.93%), all of whoin waere nnnents sharchodders ot KMO Telecomn [These
minority shareholders also own certain convertible preferred shares, options, and warrants.< On
October 31, 1997, KMC Holdings and the cxisting owners of the company s capital stock entered
into a stockholder’s agreement that provides that unsless and unnl the common stock and preferred
stock holdings of Mr. Kamine and Nassau Capital arce reduced below certamn thresholds, Mr. Kamine
and Nassau Capital are entitled to clect aill ot the Directors of KMO Holdmgs, three of whom are
nominated by Mr. Kamine, three of whont are nonunated by Nassau Caputal and one of whom s
nominated by agreement of Mr. Kamine, Nassau Capital. and either AT&T Credit or o majonity off
the holders of Series C preferred stock.*

As a result of these transactions, the same sharcholders that owned nterests directly in KMC
Telecom hold interests in KMC Holdings. Mr. Kamine continues to own the majonty ol the
common stock {albeit at the holding compaey level, and cxerores senmor management
responsibility for the parent company and the operating suhbvrdianes  Te intracorporate transactions

described herein wre entirely pro fors in mure

1. PUBLIC INTEREST CONSIDERATIONS

Approval ol the restructuring of the KMC companies and relited intracomporate transactions
will serve the public interest in promoting competiton amoty telecommunications camers. The

restructuring will allow KMC Telecom {0 do business under aomone elficient amd ratromal busimess

4 Assuming, for the purpose of calculation only. the immediate conversion of all convertible
securities and future interests into common stock. on a tully dilnted basts, the largest sharcholders
of the compar,y's common stock would be Mr Kumine at 29 297 and Nassau Capital at 31.56 % .
Such conversions have not occurred and today Mr Kanmine retains lus majordy common stock
ownership of KMC Holdings.

¥ The company has Series A, C and D stock vutstanding
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structure and give the company yreater access 1o working capital and improved marketing and
administrative operations.

While the pro forma intracorporate trimsfers imvolved m the restructuring of the company
will meet important business needs, the transacttons are vienally transparent to prospective
consumers and will have no impact on the company’s services  As such, this reorganization will in
no way disrupt service or cause customer inconvenience or confusion. Accordingly, grant of this
application is consistent with the public micrest hecause 1t will promote competition among
teleccommunications carriers in Flonida and will allow KM Telecon to provide high quality service
to Florida customers.

Iv.  CONCLUSION

For the reasons stated her-in, KMC Telecom tespectiully submuls that the public interest
would be served by a grant, to the exient necessary, of this applicastion Altenatively, if the
Commission determines that approval is not in fuct requited, KM Telecom reyuests that the
Commission issue an order declining 1o excreise junsdiction and disimissing the application.

Respecttolty subnuited,
. IJ P

/Aﬁtcj Crlee
(‘;IIIIL‘Tmﬁ\'.llly
Maury Albert
SWIDLER & BERLIIN. CHARTERED
JOG0 K Street, N W Suile 30D
Waushington, D 7 20007

(20214247500 [l
{202y 4237045 thav)

Counsel fol
KA Felecom e,

Dated: December 30, 1997
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EXHIBIT A

Diagram of Previous and Current
Corporate Structures
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KMC Telecom Inc.
("KMC Telecom™)

KMC Telecom of
Virginia, Inc.
("KMC - VA")
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