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Before tile 
STATE OF FLORIDA 

PUBLIC SERVICE COMMISSION 

Application of 

LCIINTERNATIONAL TELEcoM CORP. and 
LCIINTERNATIONAL MANAOEMENT 
SERVICES, INC. 

For Approval of a Meraer 

) 

) 
) 
) 
) 
) 
) 

APPLICATION 

Docket No. 

LCIIntemational Telecom Corp. ("LCI Telecom .. ) and LCI International Management 

Servitn,l~. ("LCIM") (collectively, the .. Applicants .. ), by their attorneys. respectfully request 

authority, pursuant to Section 364.33 of the Florida Statutes, to merge LCIM with and into its 

wholly owned subsidiary LCI Telecom. a certificated telecommunications carrier and operator 

services provider in Florida.' . The Applicants' proposed reorganization ultimately will result in 

In conjunction with this trllnlaetion, the Applicants also notify the Commission that they 
plan to complete a series offinMcial transactions which will result in LCI Telecom 
incwrina certain debt obligations. In particular, the financial transactions will involve (a) 
LCI Telecom iuuin& a debt instrument formalizing an intercompany anangement 
pursuant to which LCIM and/or its affiliate has advanced (or will advance) $150 million 
to LCI Telecom to purdalle network assets, and (b) the panies establishing an 
intercompany line of credit between LCI Telecom and LCIM that will allow LCI 
Telecom to borrow worldna capital from LCI Telecom and will be payable upon demand. 
The intercompany credit line will have a maximum limit of$400 million and will also be 
payable on demmd. Interest will accrue. and be payable, annually on both the loan and 
the intercompany credit line. These obligations have been, or will be, assigned by LCIM 
to a wholly owned LCI affiliate before LCIM is merged with and into LCI telecom. The 
Applicants understand that prior approval of these financial transactions is not required 

(continued . .. ) 



r 
LCI Telecom being a direct wholly owned subsidiary of LCI International. Inc. ("LCI"), the 

ultimate corporate parent of the LCI family of companies. The transactions proposed herein will 

have no adverse impact on LCI Telecom's operations, or its ability to provide high quality 

telecommunications services to customers in Florida. 

Due to the timing of the Applicants business plans, the Applicants respectfully request 

that the Commission issue an order granting this Application on or before Mvcll JO, /HI. In 

suppon of their Application. the Applicants provide the followina information: 

I. THE APPLICANTS 

LCI Telecom .• a Delaware corporation, is the sixth largest long d::!ance 

telecommunications carrier in the United States based upon presubscribed telephone lines as 

reported by the Federal Communications Commission (''FCC"). It provides resold and fadlities-

based local and long distance telecommunications services to business and residential customers 

throughout the state of Florida and the nation. LCI Telecom is authorized by the FCC to provide 

a variety of international telecommunications services. It is also authorized (or pennith.-d) to 

provide intrastate interexchan&e services in 48 states, including Florida. and local exchange 

services in at least 32 states, includina Florida. LCI Telecom was authorized by the 

Commission to provide interexchangc services on July 26, 1989, in Docket No. 890381-Tl; 

operator services on August 19, 1993, in Docket No. 94A-013T. and local exchange service on 

May 29, 1996, in Docket No. T-96-116 . 

... (continued) 
and, hence, the Applicants are not seeking authorization to complete said financial 
transactions in this Application. 
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LCI Telecom is a wholly owned subsidiary of LCIM. a Delaware corporation that 

.,rovides management services to LCI Telecom. LCIM, in tum is a wholly owned subsidiary of 

LCI, a publicly traded Delaware corporation. The LCI companies are headquartered at 8180 

Greensboro Drive, Suite 800, McLean, Virginia 22102. 

II. DESIGNATED CONTACTS 

The designated contacts for purposes of this Application are: 

Brad E. Mut1ehelknaus 
Enrico c. Sorimo 
KELLEY DRYE 4 WARREN LLP 
1200 19th Street, N.W., Suite SOO 
WasJUnaton, D.C. 20036 
(202) 9SS-9600 

Copies of all correspondence, notices, inquiries and orders should also be sent to: 

Doualas w. Kinkoph 
Director, Rqubdory/Legislative Affairs 
LCIINTERNATIONAL, INC. 
8180 Greensboro Drive, Suite 800 
McLean, Vupnia 22102 

Ill. lb:QvEST POll APPIIOV AI. Of MERGER o•· LCIM WITH AND INTO LCI TEI.H."OM 

The Applicants respectfully request that the Commission authorize the merger of LCIM 

with and into LCI Telecom. The proposed consolidation of LCI Telecom and LCIM will not 

adversely affect LCI Telecom's customers in Florida. LCI Telecom's operations and tariff will 

be unaffected and customers will be able to purchase the same high--quality telecommunications 

services, at the same rates and Wider the same tenns and conditions, that they currently purchase. 

The proposed merger of LCI Telecom and LCIM will simplify the LCI companies· corporate 
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structure, eliminatina administrative redundancy and improving the LCI companies· overall 

efficiency. 2 

The Applicants respectfully request that the Commission approve the merger of LCIM 

with and into LCI Telecom at the earliest possible opportunity. 

IV. TARIFFS 

The transactions described herein will not result in any changes to the services. rates, 

terms and conditions offered by LCI Telecom to its customers in Florida. Therefore. LCI 

Telecom will continue to provide telecommunications services in Florida pursuant to its existing 

tariff. 

V . PUBLIC INTEREST ANALYSIS 

Tbe transactions described herein will enable the LCI companies to operate more 

efficiendy by effectively giving LCI Telecom access to the financial resources that it needs and 

by streamlining the LCI companies' corporate structure. By becoming more efficient, 1 .CI 

Telecom will be positioned to become an even more effective competitor in the market for 

telecommunications services in Florida, which will benefit consumers in Florida by increasing 

the number of telecommunications products and services available at competitive prices. 

2 The Applicants attach as Exhibit A. Exhibit B. and Exhibit C, LCI's most recent Form 
10-K and 10-Q, as well u a press release showing LCI's fourth quarter performance. 
respectively, to demonstrate that the proposed merger will not have any negative: impact 
on LCI's and the Applicants' financial strength. 
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WHEREFORE, the Applicants respectfully request that. at the earliest possible 

opportunity. the Commission arant them authority as described herein and any other authority 

that the Commission may deem proper to grant. 

Dated: March 2. 1998 

DCOIISORIE/12906.1 

Respectfully submitted, 

By: 

·co c. ~~ 

KELLEY DRYE& WARREN llP 
1200 19th Street, N.W. 
Fifth Floor 
WadUngtD~D.C. 20036 
(202) 9SS-9600 

neAr Attoney• 
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FEB 19 'tl 13•51 At TO 9?838484484 P. G/02 

1,..._. LCI ~1. liM:. and IICb of ita subsidiaria llld liD 

IUCboriled to IDib dUs .. ...._ OD dleir bebllf. I lave rad the fore1oiD1 ctoc:nmeN llld 

declare lbe IIIINIC&a dacin to be uue of my own lalowledp, except u to maaan which 

are s&Ued oa illrormaDoa aad beiW. As to 1bole maaas, I belieYe cbem to be cnac. I so 

SUBSCRIBED AND SWORN to before 
me tbis ~clay of Jil?A,T , 1991. 

By: 

Nae: keli W€1t.lel< 

Tide: l/t(£ f,e~ ID€1\11 

Dale: 7) I #J} '1 i' 

**TOT~ ~. 92 •• 
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UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON. D.C. 20549 

FORMIO-K 
(t.t.rt One) 

lXI ANNUAL REPORT PURSUANT TO SECTION ller IS(d) OF THE 
SEcuamES EXCHANGE ACT OF lt,.lf'E£ REQUIRED! 

For lht flal ,_...,December 31,1996 

OR 

II TRANSmON REPORT PURSUANT TO SECTION ll OR IS(d) OF THE 
SECUJtmES EXCHANGE ACT OF 19341NO FE£ REQUIRED! 

DELAWARE 
(SWt ot Oilier JurisdicticMI orJIIC'OfpOralloll or 

Olpnialioll) 

1110 GREENSBORO DfUVE. SUITE 100 
McLEAN. VA 

(Address of principii cllmltive olliws) 

f•lhc IIIDI!t!on pgtod Crgm to 
Comnaillion file number 0.21602 

LCIINTERNATIONAL. INC. 
(Exla ....cor rqisulnt u specified in its chatter) 

l)·).ltlnl 
(I.R.S. EmpiO)-tr ldttltirtellion Number) 

12102 
(ZipC«*) 

R~;islnUit's telephoac number, includiftsera code: 1·100-29~120 

Securities rqis&crcd puriUIM 10 Section ll(b) of the Act: 

Title of Each Class Npms ofEecb Exslwl• • Whish Bnillmd 

Common Stock, S.OI par value New Yort Scock Exchanp, Inc. 

Securities rqislcred pursuent 10 Seaioft 12(1) of the Act: 
NoM 

(title of dill) 

Indicate by check lllllk whclhcr 1M,...... (I)._ m.tlll npons .....,... bt filed by Sectioll U or IS( d) or the Sccurida Exsbanlc Act or 
1934 durin& the prucdill& 12 ~(or for IUCh...., Jllriod lhlllht rqlllnnt wu required 10 file such rcporU).Ind (2) iw been subject to 
such 
fi!ina mujremeng for lhc WI 90 dm, Xp X No 
Indicate by check lllllk If d!sdosurc of ........ ftlerl,.._.. 10 1._ 405 ot leplldon S.K Is noc CGIIWMd herein, end will no1 be contained, 
to the best of rqisulnrs knowledp, ill dlliaidve pniiXJ or W.... •••1 ••11 lncorporlltd by rcf'tnllee In Pan Ill or this Form lo-K or uy 
amendment to Ibis Form I O.K. [X J 

The aureptc market value of the YOtlftJ aod; held~ aon-afllliata oCLCIInlcma&ioaal. lac. was SI.S96.2SI,OOO at February 21, 1997. 

As of February 21, 1997, thrre were 77,617,276 11111'11 oCLCIIDicmldoaal,lnc. Commocl Stock (pat value S.OI per aha~) outstandina. 

DOCUftiENTS INCOilPORA TED IY REFERENCE 

Ponions of the 1996 Annual Repon 10 Shareownas ·PM II Ponloas otlht Proxy S~ tor 1M 1997 AMual Mcctins ofShartow11ctt ·Pen Ill 
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ltH AJOfUAL IUPOilT ON fOIM lOoK 

PART I 
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ITEM 3. 
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Bllliaeu 
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Subnaiaioe orMtaas to a v• ols-i&J ......_ 
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PART II 

ITEMS. 
ITEM6. 
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ITEM I . 
ITEM9. 
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ITEMIO. 
ITEM II. 
ITEM 12. 
ITEM 13. 
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PART I 

ITEM 1. BUSINESS 

LCIIntcrMiioul. Inc.,....._ willa Ia IUhl.lnrla. (LCt ot chi Comp.ny). Is a fadlitia 'md, loftaodiiiMcc telcconwnunicalions unier thai 
provides a braid ,...C of....._. ...... IMII I II 1111 ~ a• • •ic:Mions ICfYice ofl'ert.p In all ..tel ICpiCMI! COIIIniCJdal, wholcsak and 
~~ busia~~~. n. ca.,•r ..,.. Ill c n ,., dwouah leased and OWMd diaiW flbcr-Gplic fecilitia lplllftiftl the u.s. and moR 

than 200 countries (the NCIWOIIc). LCI's Nelwolt lnch*lllneft swileha In Atlan&a, Baltimore, Chlceao. Clcvclancl, Columba, Chlrloac, Dcttoit. 
Delta. Jersey City, Los Anpla. -s Memphis· -.n n-. LCt to mcuopolitan eras dial account rot 9S%or U.S. call volume. 

LCIIntcmalioul, Inc., a DlllwiN OlllpMIIola. .. Inn..,..... In Ita and b a boldlat COIIIpllty. The Complay's opcralions arc conducted 
tluou&h LCI's direct wholly OWMd lllblldilria. LCIIMiilllllioall Manatcmcnt Services. lac. (LCI Manaacmcnc Scrvica). LCI SPC I, Inc. and LCI 
lntcmllional SC.IIIc.. • ..U -.111 ....._. whollyOWMdsublid..._ LCIIntcmalioaal Telecom Corp. (LCIT) nnd LCilntemllional or Virainia. 
Inc. 

INDUSTRY BACKGROUND 

Hislorically, lhc Complny hll .,..... ID die 110 biW. lontoditeancc telccommunicalions industry. The lonJ ·diiWICe industry is hiahly 
competitive and Is currently dom' 111 I..,. 1M...,. ...... lneerexchlftac canial: ATAT Corpotalion (A TAT). MCI Communicaaions Corpora~ion 
(MCI) and Sprint Corpotation ($priM). Ia 1996, fewer danD 11ft publicly traded lonaodilaancc carrim. includina the Company. had annual revenues 
e:'(CecdinJ S I billion. The belance or 1M loaa-411U 01 laduluy CIOiftpriMS ICYCfal huadNd smaller intcrac:banp carricn, mel lets, and qCftQ. 
Recent Jcaislativc and ........,. ICdwiiJ is .,..,,., 10 ~one IC!ecoftlmtlfticldofts indlllll)' to cncompa~~ boch IOftJ-dillMCc and local 
telccommunicalioft savica. 1'111 leCII Him• leu-. llldliiWy b approximately S9S biUion lnd is dominated b)· the SCYCft RcJlo.:31 Bell 
Opmtina Companies (R80Cs) _.GTE Com•uak:lllaM CcwporaUon (GTE). The UOCs have been arantcd the authority to provide lona
distancc service between Local .UC. TrlnlpOit A.- (IMirl.A T A) outside their mpectlvc rcaiona. The nature or competition in this combined 
industry is expected to chanJe riplftcmlly • ........... and NIUIMot)' activities propas. Tile Company intends to provide combined local and 
lona-distance services to compete la wllllls cxpeclld to be a S 150 billion combined martca. 

The present lona-distancc acleca•amlcMJons IMflcetplace waslhlpcd b)' the 1914 coun-onlmd dinstiturc by ATI.:T or its 22 Bell Opcratina 
Cotnponics. kno•-n • •aocs.• AI P1ft or 11w ATAT DivalbN COftllnl Dccrcc. the United Slllft wu divided into acoaraphic areas known as 
Local Access Transport Areas (LATAI). TllllocllacMn~e carriers (LECs). •11ich include the Bell Opmtinl Companies and indcpcftdcnt local 
exchanac carriers. provide local M11plt111 .-vice. local accar ICfYica and lhon-haul 1011 la'Yicc. lntcrcxchanae unim (IXCa) includina the 
Company and certain independent local ex ... Cln'ial, provide inaert.A T A lonJ-distaACC sm·icc and lonJ-distance SCtVicc within i.AT As. 

The Company's ability to compcttaftd pow Is lllltjec:IIO cbanJinl indllltl)• conditions. Recent lqislllion and the rcsuhin1 judicial and rc'ulato~· 
action have had a sipifecant impect• 1M cumnt indullry •YiroemcnL These chanacs will alter the ~urc and dcarcc or competition in both the 
local and lona-distancc FCIIIICftll otdllledurlry. 

l 



TELECOMMUNICATIONS SERVICES 

The Company provides a brold anay of loa&~ llllc ammunicMions ~ to its CUIIOmCrl, wllich include raidcntiallsmall busiacss. 
medium-sized lftd larp ~ ....... ......_ Olhcr ~ Cllricn, pvcmmcnl ipiiCia lftd l':l!danic lnslilutions. 1·r.c Company's 
switched services include lillie ~ona.a..c. or ••• ndiOII .-vice (MTS), accasiblc via •1 plus" diaJilla or dlalina a five diail access code 
(I Owl). The Company 1110 ptOWidD I Wlflll1 ot wldt .. lellcDIMIUfliadonltaYicn (WATS) aYIJIIIIIt dvoup twllehed or dtdicalcd liMa. 
Due to lhc .._.. unlYCdll • fll wp ....- dllllll .._...._ raclllda. 1M CompMy bellna dial .,.a11y or lrlnlmlulon ll no lonJCt a 
substantial competitive ad'VIIIIIp. 

The Company has clcYCioped a ~ III'MII)' diM roc.. on diffcrencialina LCI thnMIP •limplc, fair aad Inexpensive• domestic and 
international tclccommunicldons .met~ Ia all-'*....-... Tbc ContpMy provides low, cay to uncicriCMd ra1a, lhat very primarily 
based on the time a call ll piiCIId (I.e.. durtla or .a. ....... Mull) lftd not by lhc disllncc of 11'1 lnlcrac call. CaUs arc bil!-d primlrily baed on 
an initial dlarp. with adclicioaallliau•• of lix ...... • oppolld 10 Ml minute lMervals ct.pd by nny or the ~~ competitors ror 
raidcntiaiiCn'icc.. Thil.-vice ofrtn diiC a nu I ....._ IIIII beainnlat • 6 p.na. lftd doa 110t ,.. ... waitlnJ until Iller hours ror discounts. The 
Company docs noc aaach aay coatpla tan lllan110 .......... r.irlftd ~ ICn'ice.IUCh • aialmUIII tnonaty uup or lam rcquimncnts, 
or rcquirina customcts to sip up Olhcr cwm 1 n10 ... lall diiCC*IIU. For ~ill customer~, LCI also rOCUICS on offcrina a full complement 
or hip quality, conapctitlvely priced ..._ • ...U. ...... ....._. MCI 11rJC customcn includlna catlina an1 servica, ton-rrec ICn'ica. 
audioconrmnclna. rramc rela,y dill _.., .._. -. and ll*ialillld hi&h·voa.t cilia uwmltalon servlca. Althoup lhc Company 
provides lona-distancc MtVica to 1 wWI ,... ot _.. ......... the Compeny does not ..tc to compcw with every llf'Vict offmd by the 
Company's competitors. The~_...., lor co.pctilive ftcxibilil)" includes a bllancc lctOIS all nwl;ct sqmcnts with aclcctivc service 
ofTerinp. 

The Company'attn~qic direction ll tuppOflld by powtb dnup ...,..,..ic cxpansiofl or lain pmtnct and Network opcn&ina racili&ia, as well 
as expansion in sales channels, ....... .met ofreriap 10 IKII market sqmcnt. and lllcctlve acqulsilions. This approach Is dependent on 
maintain ina efficient low cost opcrllions Ia Older 10 ,..,w pridna f1cxibilily and opmaina maraina. The Compeny has historically manaacd its 
sell in&. acncnl And administrative cxpeniCIM I pcrafttap or revenue which is lower than its three larJCSI competitors. 

COMPETITION 

The lona-distanee tclccommunicalions llllrtcct Is hilbl)' COft'lpcti&ive. The principal competitive ractors atrcctina the success or the Company's 
stratqy arc the indusuy environment • dacrlbcd lbovc, pricinJ, ctrecicnt low-cost operations, customer ICn'icc and divcniay or ""·ices ;and 
re111urcs. The Compan)~s pricina ..,.... ll 10 offer a simple, flalofale pricina structure with ra&a pncrally below thole or AT AT. MCI and Sprint. 
Thil pric:ina sar.tcJY il supported b)' 1 COMia!IOUI rocus on ao."Crifta die unit cost or the Complat• cost or ICn'lc:c.. which enables the Company to 
competitively pric:c its services. bcaldy, eallt. lont-4iltanet Qlriers have introduc:ccl a variety or pricina proarams that have increased 
competitive pricina prcsswa. LCI CIOIIdaua to beline IbM ils limplc. (air and incxptftsive matkccina and service pricina approach is vel)' 
competitive in rctainina cxistina CUSIOIIIcrl, • well ala oblalnlna Mil'" customers. The Company'• ability to compete effectively will depend on 
maintain ina hiJh~ualil)', mirkcc-driVCD ~•• prica pncrally equal to or bcto-· thole c:harJcd by its m¥w competitors. 

As I result or the ,... or the Tck CGIIIIIMIIIicadons Act or 1996 and die effect or othcf rcau~· mancrs discuued below (ICC Lqislalion and 
ReJulatory Mattcn). lhc strudUrc or lbc ladustry ll cxpeaed to~ by in.itially allowina local ICn'ice to be provided by carriers other than LECs. 
while cvcntll411y pcnniuina RBOCs to provide lntcrl.ATA ~.-vice within their ICn'icc territories. Consequently, the Company expectS 
competition within the industl)' to lncrale In both lhc lona-dislance lftd local markets over time. 



TARGETED SERVICE OFFERINGS 

Residcntiallsmall business CUitOIIICrl ..cl •dl P PMd • If II II primwil)' ~ switched taVica, while cwricts and '-ac commercial 
customm typically putdaalc boch ...._. IIIII dedh 111 d eccaa laYica. Switched services. cMtJed on a usqc-~a~litivc buis. arc 
tclccommunic:ation services ptOVided to ada c ••a r r ..... ~ IIIII .,.nillion fKilitia. Private line services. a type or ckdiQ&ed Kcess 
service, are dwpd on a fixed price IIIIis for wiUcllll 1 'alan Cll*iiY is raerwd rot dial CUIIOma"s ntr'te. 

The Company uses a variety of cMnncll to lllllbl its llfYiclll. Ia 8ddition to its intcmal sala force, lhc Company U1C1 1 combination of ~vcrtisinJ. 
tclemarltetinaand third-party sales apncs. DuriD& 1997, chi eo.,.ny continued 10 cxpMd ill sales pmcncc acms the country dvouJh all or lhcsc 
channels. With respect to th~ lila..-. ca., 'kn for lila II paid 10 ..-.in lhc lona or • OftiOirll commission llued upon 
collcded revenue attributable 10 a~Ma.-. r.wJW., 61 ..... 1a111aalibilily for dw CUIIOIIIIr rellliofttlllp, includlftl billifta lftCI CUIIOtDCt 
service. Is maintained by the Compnll)'. A..c. Cn • unlrlllnr NelWOflc. lftc. (ACN). 1 llllionwidc network or thlrd-,.ny Illes aacn11. 
continued 10 be the most succaafid of chi CD .. US's ....... and KCOUIIIed for I litniflcant poRion or the Company'S rclidcntial/smail 
business sales powtb. ACN is authorized to 1111 cenlia cllftDed .mea dial currently exist; new acrvlca may or may not be IUihorizcd in the 
futute. 

In June 1996, the Company extended ill coaiiiCt wllll ACN dwouP April 2011. In COftliclcra&ion for dw connct extension, u well as ACN's 
· exclusivity and non-compete provilioal, chi Ca z ; carr laid 10 ..U two peymcall on dcsiplled dlla which will be amonizcd over the life 

or the conii'ICt. A ponion of these pe)'IDCDII is coalilllffll oa ...... pcrfonnancc by ACN. The qrmncnt 1110 contains 1 provision whereby ACN 
will receive a payment if there Is a chaap in the COIIIrOI of 1M CompMY. In consideration ror this chanp in control payment, lhe Company will 
receive a 31% reduction in the oaaoin& commission ,_. piid 10 ACN. The chanJe in control pl)'ftiCIIt Is calculated bated on 1 multiple of thtcc 
times lhe a venae monthly collccted rcwauc paenlled by Cl • a • crs idladiied by ACN. The monthly collected revcnut IYCriiC Is calcullled over a 
24·month performance period IU.Ilqucm 101M cMip Ia 01111'01. The IIDOUnl or this payment is dlcrcforc dependent upon ACN's level or 
performance durin a the entire perf'__,. period. _ _. CIIIIIOI be NIIOnlbly atimltcd 11 this cimc. 

BUSINESS SERVICES. In 1996, 1995 aacl 19M buliaalloaa-clilllncc customers. includint wholesale cuscorncrs. accounted for approximately 
1o-;., 10% and 90% or the Company's ~ r&lpiClhely. ne Compeay 1111 expanded ill markaina 10 include 1 full rante or larae and small 
businesses throuahout the Uoited SWa. In rapoac 10 die ratt-arowinl market or small and home-based bulincssa. the Company dcli,·crcd 
services specially &ailorcd 10 the needs or thai cur1011a1. U.llkc ocher plans for businesses, the CompMy offers plans that do nol require term 
commitments. conlrKIS, subscription rca or pcnnllla The CompMy's popular commercial services. Simply Ouarantecd(R). lnte&rity(R) and 
Simply Bulinca(R). have continued 10 be succeaftallftd have been extended co the small and mcdium·liad bulillcu customct. The Company's 
simple, fair and lncxpensivc philosophy also lncludar pricina for intanllioaal calls. with rates baled on lhc countricl involved. 

The Company abo offers privatc liM ICicconunuaical MrVica 10 iU bulinas and wholesale customers. Point 10 point services arc interexclwlse 
facilities dcdic:atcd exclusively for llinJie CUIIOCIICI's usc. connccted 10 CUIIOIMr locllionl on both ends with dedicated acccu fKilitics. Revenues 
from point to point services. included in bulinalrcvcnucs above, \\'CI'C approximately 10% of total revenues for nc:h or 1996, 1995 and 199.-. 
Historically JfOSS rrnarains on sales of these acrvica have beaa hipcr chan lhc Company's overall avmp due co (tXed cransmiuion racilities in 
place to handle these services. 

Another important source of revenue for lhc Compeny lithe sale of U'lftlllliuion capacity and services co ocher lonJ-distancc wholesalers and to 
rescUers or Jona-distance service. Althouah pollllllflinl on ..... 10 such CUIIOmCrs arc acncrally lower than the Company's overall 0\'enae. the 
service expenses associated with thiiiCJII'Cftlarc also lower, rauldaa In an operldnJIIWJin in line with the Company's ovcrallavmae. 



RESIDENTIAL SERVICES. WIIIUII1be pest...,_ y.s lbc Compeay hu lmplcmeniCd rnarkctina and snvice development erTon~ lntrnMd to 
cxpud its share Of lbc U.S. raiclcndllfonat41iMMce mtr\ct. As I mull. lht Company's telldtnlltl ffYfnllf. I feW In '""" llf I 0<m In each of the 
past three yan and repmenltd lfiP'O"IIMMiy JCM •r lht C""'f*'Y'• ,..,"'.,.' ~ II~ etwt or 1996. 1111• 11 compared with approximately 20% Md 
tO'~ .. rthr rnmr•"Y'• .-venu .. It the end of I"J lftd I,., rapccdvcly. 

The Compsny hu cxpcrienccd • *'- Ia ........_ ...... ...t admlnillnldw CXplftiCI u a rault or the powth if; the raidcntiallsmall business 
eavicc line. Raidendal _.. ~ • ........., INIIId lllfouab LEes. ......, ia laiahcr billifta service cxpcnsa fOt chis service line. lA 
ldditioll, increaed commiaioa ..,_. _. ..... lila allonDcc lftd bid debt apaiiC II'C incumd with lhis lhift in cusaomcr mix. Tbc 
rcsidcnliallsmall business ICpneal incurs ................ ICIIinJ, pncraiiDd adniJnillrllive COIU, but also provides I hiJhcr aross nwain than 
other ICJIIICD1S. 

The sipiflcant raidcntial ICtVica .,.ow* IIIII ... .....,tllhcd primarily lhroaP 1M Conlpeny's simple. fair lftd inexpensive scrvicc offcrinp 
lbal cbarp cuttomcn baed on .._ or.,.. 801 .--.. Tile Coalplny offers raiclaal CUilOmcn simplified I*CI. direct dialina fOt natioawidc 
and inlemllioall calls, 24-Mw ~ .... ca••laldllilliltc hill the local cxchanp Airier, six-teeond UICIOI.....a billlfta and optional 
special fCIIUia such II WOtW Clld Plai(R), a allill Clld opdoa. llld pcrsoMI 100 A ••• ...._ 

LOCAL SERVICES. The ComplliJ is llmllved Ia ...,. rqulalory procccdinp in various lWei 10 ICCUtC eppronl to offer local scrvice, which 
would enable the Company 10 pro¥i* COIAbined local and Jona-distlncc scrvica 10 aistiq aad prospective customers. The Company hu received 
appro¥11 to racll local service in 21 - (AIIIIIml. CalifOI'IIia. CoiOtldo, Connec:ticul. Florida, OcorJia. Illinois, lndilna. Iowa. Mlr')'land, 
Michipn. MiMCIOII. Mississippi. Ncwda. New Yort, Pcansylnnia, South Carolina, TCMCNCC, Tau. Wuhin&&on lnd Wilconsin) and the 
District or Columbia, and hu applicllionllor locll ~icc llllhoril)· pcndinJ In another IC\'CI'I IIIIa. As or Jan~ 1997. the Company wu offcrlna 
localldccommunicllionJ service ill Clli ....... lllillois lftd New York. Additionally, u of March 1997. the Company Md aiancd qrccmenas with 
Bell Soucb Mel Amlritcch 10 pnw~ IICII .m.ln lhe rapectlw ninHIIae rqioa ad ftYH&IIC rqion serviced by ach LEC. 

The Company has extended its simple, fair and lnapcnaiw markcdna SU11CJY to liS local service ofrerinp. Throuah the Company's Simply 
Direct(R) service offerina. LCrs local service CUS*MrS "ill nccive simplified ra1a, dircet dialina for local and lona dillance service. 2~·hour 
customer service. combined billina rOt local end ... diiiMce service end six-second incremental billinJ. 

FACILITIES EXPANSION 

The Company's Network utilizea trMIIIIill6on tlfJif••nc COIIsitlina or diailll fiber oplic uansmissioft circuits to complete lonJ-dilllnce calls. 
Within the ccnual Midwes~ rqioft or lhc Unilld SIMa, 1111 c:o.p.ny provides servica prilnlrity lhrouJh the operation or its 1,400 route-mile 
network. wbich includes diailll fibcr-opdc ner'rr'an tKiUiia ~- by the Conlpllll)'. Nllionwidc. the Company provides lona-distancc 
telecommunications scrvica primarily dwouP lu ...._ Nct.-oct. which includes both OWDcd and lased diJilll fiber optic transmission facilities 
spannina the continental UniiCd SWa. In F._,. 19f7,1hc Compeny entered Into an apamcnt10 extend the Company's owned Network by O\'U 

3.100 route miles. Delivery and acccpcancc of &hat ~ilia Is cxpcctcd 10 occur in the second half or 1997. The CompGny expcctstlw its cost for 
leased facilities will be reduced u a rault or the Network cxpeasion Tbac cost reductions will occur over several yean u Network opcimiution is 
achiC\'Cd. The Company will continue 10 C\'11-1M Mil opcions 10 cxpiDd iu nctWOtk ClpiCil)' lhrouah lcucd or owned facilities. 

The Company expanded opeminJ ol1ica 10 South Clrolilla. MlchiJM end Tennessee u "-ell u lila offices in the mid-west and southern rqions 
of the United Swa throuJh recent acquisidons. Durinal996. the Compeny opened a second national cuaaomcr service center in Greenville, South 
Carolina and added several sales offices durina the ~· 
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ACQUISITIONS 

In June 1996, cbc CoalpiDy ,_ct I d 1M ... IRIUJ ........ of Pr IJI~ AlllmMiwe Collaunicaions. Inc. (PACE). The mullS of 
o~ons for PACE wert Included Ia 1M~ CIOIIIOIWMed ........,, of opCndoas tom June I, 1996. In Januaty 1996, lhe Compeny 
purchased the lofta-4illancc ......._. ot Tcledlal ~ Inc. (Tclecllal America), whidl did busincu as U.S. Sisnal Corporation, and an 
allilialcd cotllfiiiiY, ATS NClWOit Conw-lfticllioal, I& CATS). 1'111 ,_,hi of opcrllioas lor Tdcdlal America and ATS wac included in the 
CocnplftY's consolidaled ....... or.....-.. liOIII 1.-y I, 1996.1n S.pUaQcr 199S, cbc Complny -=quited Corporalc Tclcmlnlpmen1 Ccwp. 
(CfO). a Grecavillc. Soalh ~ providlr tl ... di-ce .mea 10 coanadal CUIIOme.-: dwouJhouc lhc U.S. The Company's 
consolidaled mules or opcrllioM for 199S lacluded CTO 6om Sepcembcr I, 199S. 

LEGISLAnON 

TcleconununicllionACI ot 1996. In Fcbrulry 1996. IMTdecolnmunicalioM Act or 1996 (lhc Ad) was pased by the Unilcd Sucn Conpas and 
sipcd ialo Jaw by Praldcal ClialoL This comprcb r a r'vc lillecoanuniclliofts lqislllioa wa daiped 10 incrcac compe~llion in the laq-clislance 
and localcclcconuaunJcllio lndullria. 'l"hc ........... will allow the R80Cs 10 provide loac-dittMce ~icc in cxchanp for openiaa lhcit local 
nctWOrlcs 10 ~ Under lhc Jcalslllion, 1M I80Cs can IIIUMidl8ccly provide inlerl.ATA ~UVice outside of their local-service tcrriiOrin. 
while GTE and ocher indcplnlcac LECs CID im•ldiUIJr ptO¥idc lolls-cli-.cc service inside lhcir rcspcaivc local-service tcrricorics. However, an 
RBOC mua epply 101M Fedcnl ca-unialioal Ca••lllfan (FCC) 10 provide lona-cli-.cc .-vlca widllft any oflhc swaIn which the RBOC 
CUII'IIIdy opcrlla. n. UOCI- .wy,..... ,.. ••pldllve cr111ria Wort 1M FCC will ~ M ltBOC's ~~quae co provide ln-tqioft 
inccrLATA lonJ-clislancc .mea. Dartac 1997, ,.....IBOCs ltC cxpeaad 10 IIppi)' 10 lhl FCC for audloricy 10 provide in-rqion inccrl.ATA 
services. The ComJIIII)' Is Ulllble to daenniac how lhl FCC will nalc on My such 1pplicldons. The Jcsillation provides a framework for lhe 
Conspuy Md ocher ~ arriiiiiO ~ wtdllncumbalc I.ECI by racllina.-vicc or local calepbonc compenics Md inlcrcoMectins 
wilh L£C na."Ofk fiCililla It ¥lrioul .... in 1M ..-...t (I.e. unburlclled network llfVica). or bulldlnl new local-service fad lilies. The Compeny 
hu sipcd ..,.maltS wllh some LECI, .cl IJ ...-~)' In fonul nepcillions widl olhcr LECs 10 reach local·terViec aarccrncn11. LCI intends 10 
viaorously compecc In the locai-ICIVicl IMibt. Wdllly, lhl CompMy will provide locaiiCfYicc 10 a&IIOmCrJ on a male basis. In the fucure. the 
Company may decide 10 buy Md racl1 unbundled nawort services, """icll could also be used as 1 plllfonn 10 provide Ioiii accas services. or 
decide to build local-service facilhin. 11le ~decision on lhc mcchod to provide local tcn'lce is depcnden1 on 1he economic vi:abili1y of lhf' 
oplions and favorable NSuladon. which "ill likely lit dUfiNftlltlle-by•IIIIC. 

REGULA TORY MATTERS 

LOCAL INTERCONNECTION AND lt.ESALE. Ia ~ 1996, lhc FCC edoplcd a comprehensive replllOt)' framewon. 10 implemenl policies. 
rules. and procedures rqardiftaloal.-vice compllilioll • requind under lhc Act (lnccrcoanection Order). The lnlcteonnmion Order csaablishes a 
minimum national f~-ork for lalrsCOiwiCCiion. die purcMII of unbuftdled local nCiwork clements. raaJc diseouniS. and procedures by which 
llJICCIMftiS for the proviJioft of locll .-vice clwouJII I.ECs 1tC 10 be llt»iulled. Under the lniCICOMCClion Order, the IIIICS " ·ill have an impon:anl 
role implcmcntlnJ.cl appl)'int local .._.. ...... pollcia, nala Md procedura. 

Several SWCS. camp Mia, •ra dadoal. Md ocMr IMJda lllllcaled ... JlllaCOIMICClion Order. In Scplanbct, 1996, lhc UniiCd Sllla Court or 
Appals ror the Eiplh Citcuil (the EiPCh Circuit Court) lllucd a tempOnl)' suy or the latacOMeCtioft Order, prcvcncins lhe order from W.ins 
effect on Scpccmbcr 30, 1996 wWic k -.s cnl •••• On October IS, 1996, the EiJhlh Circuli Court Issued a suy on lhc implcmenwion of 
various aspectS of the ln&ac 1101111ctioa Order,~ lhl pi'OK)' pridna proviJions for uabuftdled nctwod: clements. male discounts. Md the "pick 
and choose• Nlc which allows arrias 10 cJaoolelhc llal 1'1111 8ftd .... for componcnll of a phone network from any previous .. rccmctiiS belwecn 
lhc incumbcat LEC .-c1 odMr Cllrias. 11le FCC and ......... petlllaard cbc U.S. 5uprcml Courl10 NvtnCthe Elplh Circuil Coun's decision 
and lmplcmcnclhe lllla'COIUieCiio Older. On Octoblr Jl, 1996, U.S. s..,._ Coun denied &he petldons 10 o~um the Ill)'. Because or lhc 
unc:cnalncy rcprdiDJ "-hither die £iplh Circuli Coun will ...,..... 1M Jacen:onnectioa Order, lbc Colnplfty II unable 10 prcdicc whll impact lhe 
pend in& judicial procecdlnp wiU taPe oa local service CW!pltidoft or oa lt80C provision or IIHqlon inccrLA T A services. 

7 



Rqulalion or R80C Ouc-or-..-LOll ~ Till Aa.,.... 11M UOCa tiM ~ 10 Pf"ldt out-or...- lona-4i~~~nee Mrtica. In 
rapon11, 11M FCC l'lllld 1M 11t1111J llr MltiOC IMI PfOYida .......... ........,..,.lea dlroup 1n atrlli11110 obWn non-dominlnt (i.e., 
las burdalsome) Nplllory • I 1 oa • ....._ ...... If die ellllille complies wilh ceruin .,...._ The uftpMSs require !MIIhc atrili•: 
maintain scpanac accounW.,.IIOIJcM-dy owa trrnPAIJiion or awitchina fKililia wicb lhc RBOC, and obcain any tariffed services from the affiliated 
RB0C atllrifrcd nra and coaditioas. Till Ca If I II) iluubleiO sndict whll impecl. If My, die lraplcmcnwion of lhac requlranatts will hl,·c on 
tona-clisllnc:c compctilioft ,_ uoc.. 
RBOC Maprs.lnarly 1996, RIIOCIS8CCa m lt:~.:O.Inc. lnd hdftcTclaisO..,IIInOUneed piMS IOmerp. .sdid RBOCs Bell Atlantic 
Corp. and NYNEX Corp. The merprs• ...... 10 r.vlew and epprovel by Vlrioul stacc :nd federal ..-cia. Tbc Company is unable 10 predict 
,vbal impact. if Ill)', dtac potcnlill-.en. If .,..owed, mlahl have on competition In die ldccommunlc8lions indusay or on the Company. 

Universal SaYice Md ~ Cllllll IWGnL Ia 1996. 1M FCC bepa lWO ldditloall P"'C*dU.S M will liplfiCIIally impaa !he 
cctecommunicadofts lndutay: UaiWIIIII Slrvicl Md ~ Clwp Rd'ona. Tbc IIIII pnaceediat wUI eonsidcr modiriCIIions 10 cxiaina indusuy 
subsidies in order 10 asurc dalluhphue .me. ...... llronllble to Ill U.S. COftiUI'*' end to mea lhc tpccialtclccommun1C81ions needs or 
cduellional and bcallh ClrC 1 ... 111 • ._ T1lil pra r 1 1 t1 • could ,.... ill Ill tc~ecomn~•iclllonl arriln lleiaa ,...... to incur lddltl"ffll cosu ror 
universal service rundiaJ. Ia lhe ~ Clllrp Wona proceediq. lbc FCC wiU coasider chMaa to dw acau charJcs levied by LECs on 1on1 
diSIMCC compenics ror a an 1 n• ID ... loCII .-...b. na. -... cumatJy ,.,...... ~Y onc-dllnl ol the 1oq clisiMcc indusuy 
revenues. Tbc FCC ._ recopllld M ... ..--cUrp li'l'lnpmeMS we lneflidatt and IMoftli..,. wtdl competition, and hu swcd its 
intmtion 10 bqln 10 move lhae-... ......-...a -lc COlli. It Is widely expected dlltlllllerial diMiaa 10 cumftt industry access charJc 
cost suuetvrcs could result from lbla pniCIIIdhp In liJbt of die unccnainty rcprdlaa die FCC's ultimllc IClions in these proccedinJS. lhc 
Company is unable 10 predict whit illlpKt .._ pna•tlap will have on lhc compan)"s cost structure, revenues or compc~itive posilion. 

Dct.wim.,_ In October 1996, tire FCC '-d • ordlr ... ......._ illlercxcMap arrien will no loapr be permitted to file wilTs ror 
in1cnwc domcsUc lona-cllstnacll 11rYiea. DlllrUIIIt will lit ~~~~ndaiOf)' after a llinHDoftdllrlillltion period. lntctadlanae carriers wiU Mill be 
requited 10 I'Ciain and make available lnfOIIIIIIioii•IO lhe r11a and terms or the services they offer. These niles rcquirin& mandalol')· dcwiffinJ 
were appealed by lt\'mll patties and, In F~ 19971he U.S. Coun or Appeals for lhc District ofColumbill Circuit. issued a SU)' prcvcntinJ the 
rules from takinJ cfi'CC1 pcndlltjudidllrewiew. n. c:omp..y is cuncntly unable to predict what impact the FCC's order "ill h:ave on LCI or lhc 
telecommunications industr)',lflhe ..,dual) declriftlaJ nola take effect. 

EMPLOYEES 

AI December 31, 1996. the Colnplay bad 2.,341 full-time atployccs. none or whom were subject to any collective barJaininJ aJrccmcnt. The 
Company believes It llu Jood relalioiiS wi1h Its entplo)-. 

ITEM 2. PROPERTIES 

The Company's corpcnac hcadqu ....... localed In McLan, VirJinia. where it lcun space fot acnenal and adm1nisuative functions u well as a 
s:alcs office under a 1cue expirlnala Milch 2004 • • .,.... tiMe ,.. or approximaldy S 1.6 million. In lddltlon. lhc Company leases office space 
in Dublin, Ohio, a suburb of Columbus. for the principii executive, ldminituntive and markclina otrlccs of LCI ManaJcmcnt Services. Office spxc 
is leased in IWO buildillp: 0111 UDder I capitllizled ._ cxplriq in 2005 for which annual Jcatc pi)'IIICIIIS, includinJ interest. amounted 10 
approximllcly W million Ia 1996; and • odlcr ..... ~ expires in 2001, with an annual buc rent or approximately so.• million The 
Company leases approximllcly 10 properties for ill oftlca, switcNnt end odlcr facilitia. Propcnics lcacd by lhc Company for pncral office space 
arc acnctally available al fair iDirbl ...... In Ill or ......... Ia wtaich lhc Company opcniCS. The Company's 1f0"1h and ability 10 Opcrale 
ha'·e noc bccft consuaincd by alact of suitable omc. ..,._ Durtna 1996,1hc Company cntcrccl ia&o an opmaiaalcuc 
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apecmcnt for lhc rental or ........................ dntloped In aubuttlu Viralnia. end I capilaliud lcuc (or an additional headquarters 
facility for its operllifta .,.., • ...., • O..U.. 0111o. 

To consuuct end opente 1M Ca•p•I).....S pordoft oflhc Network. the Comp~ny tW obeaincd a variay orfranchi~a, liccnscs.lcua, ntcmCnlS 
and cncroac:hmcnt permlu (collecdwiJ, ....... of Way"') from various public end quuiopublic authorities and privau penia. Aurcp&c annual 
paymcnu for lhc RiJhls of Wa'l •au llf 10 ..,.,..._., Sl.O million In 1996. Moll RiJhts of Way arc for 20 10 )()year lime periods with 
rcncwal oplioas. 

The Compeny hu _..... lnlo llllnlldve ca•p•u•iaa •-_.. with ICVaal provldas or Rlpu or Way punuan&IO wbich the Rl.hts or Way 
have been obcaincd Ia cxch••• lor,.....,....,._ 1M prorisloft or .me. oa the Networtt. By uslnalhls compcn~~~ion .,..y, lhc Company 
believes thai ills lbll 10 ~ Cllll _.1M ,..,!din oiiUshll or Wa'l ldditionlllnclnllvc to ensure lhc security or the fiber optic cable and 
olhcr facilities mlialliMd .... ** ...... oiWfll. 

ITEM 3. LEGAL PROCEEDINGS 

In 1991, Thomu J.'Byma lftd IUcMnl C. Olio v. La Collllaunlcllions Holdlnp Co. a II. "• filed by two former members or the Company's 
mana,cmcnt In Common Plea Coart. f..aldia c:-y, Ollio. Tbe suit allepd •• discrimination by lhc Comp111y. In 1993, a jut)' returned a 
verdict In favor or lhc Plaint.ifl's ... e. Ca II .... Court awarded approximalcly Sl.l million In dtmaps and IUOme)~l rca. 

Both the Plaintiffs and lhc eomp.y ....... the maacr 10 lhc Coun or Appeals In Ohio, which, In • IWO•ICHM decision, ovcnulcd each or the 
Company's wipmcnts ohnor and two orlhc Plala&itrs' claims. and IUIIIIned lhc PlaintifTI' NqUttt for ippfOXimaltly SO.I million In prc-judtmcnt 
intcml in addition to lhc previous award. Tbe Conlf Ill)' .............. .....,101M 5upmM Coun of Ohio (lhc Coun). On Dcccmba II, 1996. lhc 
Coun reversed lhc Court of Appeals. .... IIIII. • I ... olllw,lhm wu lnaufllcltftl e.ldtncc 10 IUS1Ain lhc vttdicl ror PlainlifTs. In December 
1996, lhc Plaintifl's filed wich 1M C... 1 Millo. llr ~ "illch was denied by lhc Coun in January 1997. The Company is unable to 
determine whether the Ptalntlfl't wUI ftle a peddoa llldq lhc United SWcs Supreme Coun 10 consider lhc case. 

The Company has been named as a defcaMln V8rious Olhcr lltipllon mancrs. Manatcmtt~tlntcnds to viaorously defend these ouwandina cl~ims. 
The Company bclicva il hu adeqUIIC ICCNid lou coad.,.aria and thai current or thrcllCMd lititllion mauers will not have a material adverse 
imp4et on lhc Company's rcsul11 or oplflliou or fialndll conditiaa. 

Vanus James v. LCIIntcrNilional.lnc. • al. aad AIMrian Communlcallons Nttworl.;, Inc. was commcnctd In laic May 199S in lhc Supmne Court. 
Kinas County, New York. The plaiadft' pwpona eo .._ a dill actJoft lawsuit apinst lhc Complny, cenaln or its afliliata, and American 
Communications Jllt1\\'0fk, Inc. (ACN). OM of&M ~~ .... apnu. The la~~>'IUit allqa lbll. In • tft'on 10 induce prospective customers to 
sitn up ror the Company's lona-cl...._. ...-.1M Ca•pllf Mel ACN viollltd various ta-'1 b)' diucmlnatint false and mialcadina statements 
concemintthe Company's ...,. for Cllls 10 Cllllia ....,. caualria. Tbe la"'IUit aecb. amona ocher thlnp. compcnwory damaacs or S 10 million 
dollars and punitive damaJa of SlO 111iWoa dollarl. 8alld -.on its ovcnllasscnmcnt or lhc mancr, manqcmcnt is or the opinion that the final 
resolution or these procccdinp will DOl have a alllerial adva. cfrecc on the conaolidalcd fiiWICial position or results or operations or the Company. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

None. 
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EXICUTIVE OmCERS OF THE COMPANY 

The followina table seu fonh lhccxccutivcoftlcenorLCiuorM8rdll, 1997: 

191!!1 

H.Brilnn...
n.o-J. Wy.e 
Joseph A . .__ 
Manhllltc
Lawmaa
lt.oyN.O... 
AnncK.Bi...-

611 

sa , ., 
Sl 
JO 
Sl 
J) 

Clllll.-11 .. .._ ~~~ llld ClliefEMalliwc Ofl'ar 
......... cwa.-a.om-
..., Ylce ...... • f ...... IIICI DnwiopiMIIIIIICI C111d' fillaftcial Officer 
...,Yice....._·C-.rical S.,... 
..... Yice ................ o,.rlliiMIMd Tedlllello 
.... Yice ........... ....... 
..., Ylce ,..._ • Leal Td•~••• unlcll,_ DiYilioa 

Mr. Thompson has been ~ o(lbl loMt oi'Direclors lnd Oaicf'Eucutivc Officer of LCI Mel its subsidiaries since July !991. Mr. Thompson 
previously served as Executive Va Pluhlllll o( MCI Conuaunlc:ldoas Corpcnaion end iu aflililla (collectively referred to u •Met•) wtaac he 
was responsible for all cipt or Mcra oplfiiJaa clivilioal _, nrioua ocher senior rn~n~p~n~Dt capecitics rrom 1911 to 1991. Mr. Thompson Is a 
director or Microdync Corpcndon. Oolc* Boob F.ai~J EMinainmcM, IK. IIMI Comcut UK Cable Panncrs Limited. Mr. Thompson al10 Mrvn 
as Chairman or the Competitive Tcleca-lcatlou ~ion Md Is I member or the Listed Company Advisory Committee to the NYSE Boar~ 
of Dirccton. 

Mr. Wynne has been Praidcnt lnd Qlc( Opcnlilta omc. of lbl CoaiPifttsiUbsidiaria Iince Jul>· 1991 and President and Chief ()pcralin& 
OfTICCr or the Company since April 1993. F,_ 1m to 1,1. Mr. Wyaac held ICVCI'II cueulivc positions " 'ith MCI, includina President of the 
West Division, Vice President ofSIIa aad MlrbtJaa for lhl Mld-Atllndc Division, and Vice President in the Midwest Division. Mr. Wynne h:u 
been 11 Director of the Company since December 1991. 

Mr. Lllwrcnce has been Senior Vice President • Finance and Development lnd Chief Financial Officer of LCI and its subsidiaries since Octobe~ 
1993. From Joanuary 191S throup October 199), Mt. Lawrence bclciNVml executive positions at MCI. includina Senior Vice President-Finance 
1111d Vice President Finance and Adaiaillndoa for tbe Conlumct Division and Vice F;~dcnt Finance for the Mid-Atlantic Division. 

Mr. Hanno was Senior Vice President· Sales ofLCJ liacc June 199) and wu Vice Prnldcnt of Sales orLCI MMaaerncnt Services since July 1991. 
In January 1997, After 111 intcmal rcotpniaiJoll, Mr HIMo wu 1pp0lntcd Senior Vice Pmidalt· Commercial ScpncnL From 1917 to July 1991. 
Mr. tbnno was Vice Prc::idcnt ofSala ofMCI aad prior dllrclo was Vice President or Sales and Marbtin& with Allnct Communicalions. 

Mr. Bouman has been Senior Vice Praidaat • Eftaiaecriltl. Opcn&iofts and Tcchnoloay or LCI and its subsidiaries since October 199S. Fror:: 
October 1990 throuJh October 199S, Mr. 8owiUft helciii\WII ~\'e positions II MCI, includin& Senior Vice President or Network Opcr:lliOR$. 
Senior Vice President of Nctwort Eaainccriaa _, Sealor VIce Praidalt of Pllnnina and Pro1rwn ManqcrncnL 

Mr. Gamsc has been Sc:nior Vice Praidad • Businaa MarkiiJaa oiLCI since MMia 1996. From 1912 to 199), Mr. Oamsc held sever;! positions:..: 
MCI, includinJ Senior Vice ~of Mlftallta for c- 1r Markcu aad Scaior Vice President or Customer Service. In eddition, Mr. Garnsc 
was previously a policy advisor • dlt U.S. EavinlalncnW Proceaioa AaecY· 

Ms. Binaaman was appointed Senior Vlcl Praidcnt ·Local Tclcconununicl&ions Division in JIUiuat)' 1997. From 199) to 1996, Ms. Bin1aman w:u 
assistant anomcy acneral or the llllitnlll division allhc u.s. Dcputment or Justice. 
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P.UTII 

ITEM 5. MARKET FOR THE COMPANY"S COMMON EQUITY AND IW..A t'p) SHAREOWNER MA TT£RS 

From the initial public offerift& or Ia Common Slod: oa Ml1 12. 199l to December 29, 1994, LCrs COCMMMI Stock had lradcd on the Nasct.q 
Nllional ~cc under lhc sylllboi-LCIL • Oil Dec emhr JO. 1994, Lcrs Co oa Stoc1c bepn ndlfta on lhc New YOtk Scoclc Exchafttc UDder the 
symbol •LCJ•. The followina ...... _,..... - • ,. ............... or lhc ... - low closina .. price iftfCW'IMdoa or lhlrcs or the 
Common Stock as reponed by the Naldlq Nldoeal Mlrtcet .S Nlw Yort Stock Exchlap. 

........ ,.. ...... 
.1111 J!t1.! 

w.r Wet 
1118 Ia ~ HiR I.e rm. 

Fim~ 1»111 SZIIII a.~ Silt,. SIO J/16 1127/lt 
Second QuMa' »an 2J JIJII lt511 Ill/It ts Slit 
Third o--r J6~ 21 Jl~ JO I lilt I Hilt lt511 
_Founll Qulncr JSIII lfUI 21511 JOan ,.,,. JOan 

• Adjusted to renccc the 2·for·l scock split effective In lhc form of a stock dividend in September 199.5. 

Ar February 21, 1997, there were 77,617,.276....,ofCammoa SIOCkOUUIIIIdina held by 1,72.5 shii'CowncrsofRCOfd. 

LCI has not declared or paid any call dividends on Ia Common Scock since its inception and does noc currently anticipate payina any cash 
dividends on its Common Stock in lhc foreseeable fuaure. LCI is a holdin& company which condUCts subsw11ially all or its opcra1ions throuJh its 
subsidi;u-ics. The Company is rcscrictcd from peyina dividendi unclcr the lctmS or certain of its financina aarccmcnts. 

ITEl\16. SELECTED FINANCIAL DATA 

lncorponaccd by rerc:rencc from the information under the ClpCion •Sctcctcd Financial DataM in lhc Company's 1996 Annual Repon to Sh3J"CO\\ncrs. 

ITEM 7. MANAGEMENT'S DISCUSSION AND ANAL \'SIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

lncorponaccd by rcfcrcncc from lhc iftfonnllion under the Cl(llion •Manaacmcnt's Discuuion and Analysis or Financial Condilion and Results of 
OpcntionsM in IM Company's 1996 Alulualllepon to ~"IICIS. 

ITEM I. FINANCIAL STATEMENTS AND SUPPLDI~'TARY DATA 

lncorporaled by rercrcncc from lhc iafonllllioa ..., lilt apdoas •Coato~idMed Stllcmcnts or OpmUonsM:Consolidatcd B~ Sheets·. 
·consolidalccl Swcmcnts of Sharcowned ~. •eo.•olillllld Slllemcnu or Cash Flows·, "Noccs 10 Consolidalcd Financial S&atcmcnts• 
te~~crhcr with the rcpon thereon of Aftbur Aedlnen LLP dMid F*-Y 6, 1997, under the caprion •Rcpon of lndcpcndcnl Public Accountants•. all 
in the Company's 1996 Annual Report 10 --....n. 

ITEM 9. CHANCES IN AND DISAGREEMENTS WITH ACCOUNT AI\'TS ON ACCOUNTING AND FINANCIAL DISCLOSURE 
None. 

II 



PART Ill 

ITEM 10. DIRECTORS AND OFFICERS OF THE COMPANY 

lnfonnllion with rapecliO cxecud" omc.. oiiM Ca~aplll)'ls •lolth In Pllt I of dais AMualltcport on Fonn 10-K. 

lftl'onDIIion wida rapeato dnc:lon oiiM C.pa 0" Is lnco.J*IIIII by •••a tom 1M infonnedon under lhc caption ·anronMiion As 10 
Nonaiaea For Election As Di1ec1on" 1M .. ,.,....._ AI• DiNctofl Coftdnulnaln Ofllce• in LCI'a Proxy SCIICiaeill for ill 1997 A1U1U81 Mectiaa 
of Shlreowncn (the •a997 Proxy Stan•• t'). IAIIf•Jioll wida lapecl&o compliance wida Sectionl6(a) oflhc Securities Exchlnac Aca of 1934 is 
iftC011*81Cd by reference 10 die...._. .... ..., lht apcioa "Sedioa 16(a) 8cDcflciaJ Ownmhlp Reponina Compliance In the 1996 Proxy 
SWCIIICDL 

ITEM II. EXECUTIVE COMPENSAnON 

lncotpOflled by reference hill die .-s ..._.. ol Directors' M•lap CoinJniaaa end Fill" and •Execuliwe Compensuion lftd Rcllled 
lnfonnllioft• includiDJ ~ Ca.,n•ioll Tillie: "'pcioa Cklllll In 1996: •Agrep~ec~ OpcJon Excrcita in La1J Fitcal Yar lftd Fiscal 
Yar-End Opdon Values: "EEIpiD,_Il C.... and T..-.- of Employment and Chanpoln-Control AmiiJCmCftll, • lftd •eompcnsaaion 
Commluee lnlerlocks and I..., PMiclpllioa• IIUl aot includlna •Compcnsalion Commiucc Rcpon on Executive Compcnsaaion• and 
•performance Graph• in the 1997 Proxy Salelllelll. 

ITEJ\1 11. SECURITY OWNERSHIP OF CERTAIN IENEFICIAL OWNERS AND 1\IANCEMENT 

lncotp01'81Cd by reference fiOIIl "Securii)' 0..,... oiMsn·1 mill 8Dd Qlhcn• in lhc 1997 Proxy Statement. 

ITEM 13. CERTAIN RELA nONSHIPS AND RELATED TRANSACTIONS 

Incorporated by reference from lnfonnllion undlrlhcaption •Ccnala lteladonships and Related Transactions• in the 1997 Prox~· Statement 

12 



PARTlY 

ITEM 1~. EXHIIm. FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 1-K 
' 

(a) Documents filed as pert ollhls repon: 

AoouaiRepon 
Ripon or lndlpcndcm Public AccouniMts 
Coasolidaled StiiiiMftll oi'Opa.tions 
CouoliclaiiiiBallncc SMits 
Coasolicllled SCIIIUMI ofSIIIreowacrJ' Equil)' 
Coasolidlled SCM FallS olc:.h flows 
NOla to Colllolidllcd Flalndll S&IIIIMftll 

{2) financial Stataacn~ Schedula 

All supponiDaKWula ociMr .._ dtotcllll*l below have 
been omlaed ..... they .. liCit Nqulred or the lnfonnalion 
to be set lordl tha'lin Is Included In the financial SliiiCments 

(I) financial Statements: Paacs in 1996 

24 
2S 

26 - 27 
21 
29 

30. 4) 

or in the notalhaao. The rollowina additional financial 
data should be rad In coqjuncdon "ith the financial 
statementS incorporaled by ~elcnncc hmin. 

Report or Independent Public Accountants on financial Statement 
Schedule 

Schedule II • Valuacion and Qualiryina Accounts 

(3) Exhibits. 

The exhibits filed or incorporated by rcrcrcncc u pan or this rcpon arc set ronh in the Index of Exhibits on P~IC E-1 or this 
Annual Rcpon. 

(b) Rcpons on Form 1-K: The Company did not file any rcpons on Form B·K durin& the three months tndcd 
Oc::mbcr 31, 1996. 

(c) Sec hem 14(a)(3) above. 

(d) Sec hem 14(11)(2) abo\·e. 
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EXHIIIT 
NUMIU 

2.1 

l(l)(a) 
l(i)(b) 
l(ii) 
... )(I) 
... )(li) 
4(11) .. ,, 
.. c)(i) 

.. c)(ii) 

4(c)(iil) 

~c)(iv) 

4(c)(vii) 

~c)( viii) 

~(c)(ix) 

~C)(ll) 

~(C)(!tiii) 

INDEX TO EXHIIm 

• ~.,,...._., .... .,_._..,._.., 17. 199S by IIIII.,_. LCIIM~n~MioNI TN-c., Md 
T ...... ~l&tM*U.S.IIIIIIIC.;t nlu)(lt) 
.~ ....... c •~••.tllll;laiMCif) 
-~ltDtt'l diRen•c I IW~C:.oallill!lldlan_.•,.,lnWds.ct.(2) 
.~ ....... .,..... 
o s,a... .......... Cti;G (2) 
.s,a...c---~(1) 
.............. 4 ,_..... • .,......._IS,Ifii,IIIIW'ILCIC..,unlcaMHIIdilpCo., LCI 

Ctn alii .... a....,...... ,.._QfMI C..,.,, LP~ ,._ Clpilll filM IIIII,..... Clpilll fullllll, U.(l) 
• OIA4 ....... etDIIIIIW».Itn.llllJMd ..... LCI........,, IIIc., fin& U.lon Naaiawl ... ., 
.... Callill .. II 1 ' I .,, ... MA.(S) 

• f1nl A I 1_. c.ft I , ._. 11 It Mad! J, ltN, by .. -a LCIIMarulalll, ltlc., LCIIMn uialll 
N IS PI I s.m., .... LCI._ I h II oiNew ................ IOS697~ OMirie ltlc., fint Unioll twioMIIIa 
or""* Clnliiii .. Nidt 11 I oiT .... N.A. (S) 

· Un~a•f'cloul a-..,41 1 .,...,. et~ lt,ltN, llllJ _. ....._ LCI.__...... ~ Scmca. 
Inc. llld f1nl Ultial .......... .,..... c..IIM. (S) 

• u.c.liiiMII 0..., ~II 1 I. .... II et ,...._, It, 19N, by IIIII bet"""' LCIInlef'llltlonalor New Hampsllite, 
lftc. llld f1nl Ullioa NIIIIMI lalt oiNonll c..IIM.(S) 

• u.c.lilieaal Ciualll14 I I , .... II o( ~ 19, 19N, by IIICI bet\<- 105691~ Ollutio Inc. and firs& Ullioll 
............ .,...,.. c..IIM.(S) 

• .... ~ ..... .,~ JO, ltn, llilJ Wid'*- LCIIJ~Mn~atialll, Inc. Wid f'd U.llll Naioulllnk 
orNaa c..lllla(S) 

· Pledp A..-, ... llol'-1 It, IM4, llllJ IIIII ...__ LCI lllllftlaliollal..._.._. Scrvica, lnc. and Finl 
Ullioa NllioMl ... ., .... c.lila.(S) 

, rs.dp ~ .... otJ.-y It, IM4, llllJ IIIII ...__ LCI I~~tt~NCiollal, lnc IIICI fine Ullioll Na&iollalllllk 
or Nonll c..llu.(S) 

• Second Aln 1 n I 1 1,..., A,nt 7, ltM, • .. C,..il A.,_.c....., DKanbJf )0, I"J by 11111-. LCI 
IIIWflllllollll. a.c~ f1nl UaiaiNIIIMII ... .,...,. c..lilll.., NaioiiiiPIIIk or reus, N.A.(6) 

· Third Alllllldrllelll ... l $11 l I 21. ltN .... (Mil~ ..... DlceiMer JO, lt9J by IIICI -a LCI 
lllloftaioMI, ....... Ullat ... ., ..... ea.u. .. Nah lhFII on-. N.A.(I) 

• U.Cnfll .... a-...411 1P 4 .... 11ei'IICII l 1 I, ltM. b)' IIIIIMI•WII LCI Tt*-t Sot<dl, lnc IIIII f ilii 
\JIIial ........... .,...,. c-11111.(1) 

. Ulw:_,ltlm' OuaiM1 ~ ... uorlt;n ••r I, ltM, b)' IIICIMI1lftll LCIIIIICmiCioul T..._. c.,., aad 
Fina U.lea NaioMIIII* ei'Nellll c..IIM.(I) 

• fouftll ~ dlllll ~21, 19N, .... c..-~.._ December )0, lt9J by Wid 11M111 LCI 
lnlauliollal.ltlc., fin& Ullial ... otNonll c........, Nllill 11Part orreua. N.A.( 11) 

• Alllllldld-s ...._, C...k~ .... II el'-6. l,S, b)' 11111-1 LCIIn~m~ational. lnc , filii Union 
Nabollalllnk e(Ntftll c..IIM, Wid Nalh d lAic o(Ttllll, .. .A.(I)) 
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4(C)(lliY) 

4(d) 

4(t) 

4(1) 

4(&) 
IO(e)(i) 

IO(e)(ll) 

IO(a)(iii) 

I ()(b) 
IO(c) 

IO(d) 

IO(t) 

IO(f) 

IO<al 

IO(a)(i) 
IO<aXiil 

IO(aXiie) 

IO(h) 

IO(h)(i ) 

IO(h)(ii) 

IO(i) 

• S1C011111 AMMIII ........ Oidil~ ..... et~ 14, 19t6, .,_._, LCI I--..I, IIIC~ 
,. .. u.ilaNIIilllllllllkei""*CaNIIM. .. f' I q I etT-.N.A.(II) ................. .....fii ........ IJ,I_IIJ .. --.LCICa ' cMiofti ........ Co.,W ...... 
,_.OpiJIIC..,.,,LP .. APriiiMIIp~-oa•laa 111h Ill* ••la.(l) 

. ............ q ...... .,.,...._,JO,IIII, IIJ .. -.LCICtllllll icii""HolclillpCo , Wiftlurs, 
r-..OpiJII~. LP.,JINC V-C.,. _. JINC V--0..., I, LP.(I) 

• ................. .... • .,,_, 16.1-.IIJ ....... LCICtllllllsalcl&iiM HolcliftpCo., w....., 
r-..Cipllll C..,..,, LP ..... T-elo-11 !laic ....... TNil.(l) 

• SM,262.107 s-Mid!Rlll n-Hill. ... ,_ 17, Iff),....._. 11J IJTII C. niCII ... IIIC.(2) ·L--.A....-.._.,...... It, I ... , ...._ .. OIIIeTIIfllfllkeC_I..._IM Lltel T....,._lcali0111 
,.,.....~., 

· lJtllwi-WIJ ,., r l ... oa.e.SI, 1 ... , --.a-d TNM w....,.. ........ COIIII*I)' llld Lilli 
Talm ntu ICII'-C:.P 1'1 (I) 

·ltitJit-oi'·Wty A..-, .... Mey 1•, IllS,...._ ladilu DeplftiMnl ol Hip..ya Toll !told Oiviliollllld Li1t1 
Tll111 ia"-C:.Jt 'I (I) 

-a.-Aifu I 1, ........... 27, I ... , IIJ ........ T ..... " I TUIIIIc.811dLITti, IIIC(I) 
-~lta.-.. U..4 ........... IMS, IIJ .......... Diynube(Uiilloii. IIIC., ~ 

OftlilttC.IIIIIIIAI,I& .. IJIIITII I IAdl 1Celpln&ioft.• ....... (l) 
• ~~ .... MIIdiJ,I-.IIJ---1111~ Lilt~ Society (SUCCtU« in lncats~to 

IIO&Il ..... Prlnalllllft•LiliiTriJII I -~as........,.(l) 
• ~~ ... ~ I.,I.,IIJ_,..._ IWIIAIIOcilla No 70 u.Mcl hlwrsllipand LCI ~ 

Slrviaa,IIIC .•• ~I) 

·A.,_....,.. AMIIIIII ........ ~ a•. IMt, MilA& 0..U Auocilen No 70 Llmiltd Plftllmlllp 1110 LCI ........... ~m-.a.c..·~·, 
• LaM A...-c. .... • flloa... II, ltn, 11J _. ...,._. VsJ!cy-Ont Eiallly ~ AnociMct limited 

hnnenhip llld LCIIalM Blllmii, IIIC.(•) 
• LaM, daled Mly 19, ltM, 11J _, ...._ IJdiiM L Aasocilla llldl.lfta·Dil&ala Services of Wullinaton. Inc (J) 
• Allltftdmtnl No. I 10 "-, .... o.c..l8f 20, 1111, 11J llld ..... I )dlllld L Auocilla llld Lon a Dltllllet ~let of 

Wuii ......... IIIC.(.) 
• Second AllltlldiNaiiO ltllall .......... J.., 6, 1"1, llr llld llft•ftn lldlllld L Atsocilln and Lona Detunct Strvict 

or WulliftiJOft, IIIC.(.) 
• Mattef liatlet llld 5ervt. ~ dllld II of Mitch I, 199), 1,_1 LITel C-uniCIIIOIIt. Inc and lhe 

SubtlcllarltiiiiiN'd lllkWIIIt lllwNto.( I) 
• finl ArncndiMtllto Miller U.. 111111 ltn'lca .................. u or Aptlll9. 1991. -ali Ttl Communoc~l-1. 

Inc., Lhd TtlcOII'I• nil II ... C..,.,.UO.. Alrllftf.A.CIII Corp. llld LOS Trl-unialioM Corp Ok/a N...- Cablf 
IIIC.(I) 

• M• II PI s-Ica 4 .... • e( April I, ltn, '*-LCII~. Inc llld liTtl C-I!MiicllioN, 
lnc.(l) 

• AJI'ICWICIII (Ot """-t e( "-......... LITtl C.-wnlcllloM, Inc. and lona Di1uncc Sen·ict ofWMI\enaton. Inc and 
Ridlanl J . Recc, dMIIII ~ I. 199).(1) 
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MIIIJI I PM flp ............................ ...,.(J) 
IO(j)(ix) 

IO(j)(llii) 
IO(lXxlii)o 
IO(lXxiY) 

·Semca~ .. ......., ..... .,O...M.I.,,"'-LCI ... alieNI ........... Semca.lnc. llld 
S'INiw; 'CI) 

• T .... bd41111A.-, .... •oi0...M.I.,,.._ LCis-m.siMII T-....c_, llldSTN 
...,, .. uii.(J) 

• ........., ........ Afll2t,ltN..._LCI.,_ 1'1 siT.-..C..,. IIIdSTN....,tlllll.(6) 
~.._._....,,2.,,...._a.aru nh sn.-..c., .... ITN....,....C6) 

• o.t..n ......_A# -. I fns l ..... ol 8-.l,lfN, .._ LCII.,II'-I,IIIC., _.$TN 
._,.._..(1) 

IO(i)(P) ·lAM A ........... ,_ 1,1,., .._ S1N ............. LCIIIIImlilioMI,IIIC.(1} 
IOQXalx) • f-otSIIIIa()pdllaAp .... Wlr Jl, ''"' .._ LCI ~.IIIC Ml ll.ollly Ctllll*ly llntised, Vlllicr 
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Inc. (fonncrly kno-11 IS,__ Acall, IIIC.).(IO) 
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IO(I)(Jiiii) • LCIInltfUtioul,lnc. ~-..... .....,. IIICIII'wciiiM PIM.(t)" 
IO(I)(JUY) • ~-Alfa•t ...... • ., ............. ...._ LCI._..IeMI, IIIC. IIId H. lrilll Tllo,..._.( II) • 
IO(I)(n) • Empio)IIIIM~ ... Fiel ....... ltN,...._ LCI._,r1 -...IIIC.IIId ,.._..,_ W,-.(11)" 
IO(I)(llvi) · f-otE plt)-.-. ..... .r .... :ZO.IfN, ...... LCI~. Iac ... NitatoaiiW. HIMo(ll) 0 

IO(I)(xvii) • LCIIntttllltioMI NIFIII•rnc s-ica. I& Suultaunl blculiw a.ur-t PIM.(Il)" 
IO(I)(xviii)- Employllltllt A.,_.., ... PI .r OctMir I, lt9S --- LCIIntmlallonal NMap~M~~Citn-ica. lnc ,and Larry 

Bollllllll.(ll). 
IO(I)(xix) • EmpiO)'t1MIIIA ........... Fitl ..,......, II.IMS .___ LCI Tt~tmana....-Corp. llldCIIarlt1 S Hovtcr(ll) 0 

IO(I)(llll) • Employtmeftl AlfWIMIIC, .... PI tl Mlldllt, ltM lla•fttl LCI ManaprMIII Strvlcts. lnc.IIICI Roy QamM ( 19) • 
IO(I)(ui) • 199711991 LCIIIIImlllioMI,IIIC. IIOct OplieiiPIM. 
IO(I)("-'1ii) • LCIInttmatlonal,lnc. llld ~ IEMcucM II!CeMM C ..... FIIIilll I'Sall 
IO(m) · l.niC AJntiiiCIII dlled PI ollllly I, ltM II)'_. ...... LCI.__ioNI t.lana~tmt~~t Strvica. Inc and Bani.: BuilclinJ 

10(•) 
Limited hMinlllp.(6) 

• Lc:ue AJ'ftiiiCIII .... Alii I .. , ltM II)'_. ....... LCI._ .-1 NlllalllftWnt Strvica, Inc. 
and RfG Co., L TD.(6) 



IO(o) • Fonll Am r I •• t-IM C-•A•'I ua .... ufll ~ 21. ltN by llld '*-LCII---.a T-*-
C.-p. 1M 0.. WIIIIIIIIM* ........ LTD.(I) 

IO(p) • .....,_Simca4 r .... ~D.IfN ...... MCITrlrcrm•uniCIIIIMc.,or.u.llldLCII~ 
,..._ c.,.(II)D2) 

IO(q)(i) ·C.....A,-.... '-t' II,I"J" IM'*-LCII....,...ieMI T.--Ccwp. llld ANricanC-ialiofta 
...... IIIC. (14),(22) 

IO(q)(li) ·AUrnll••c.-"-'ar "_,..,._"-"-C-IAIIIM"""'Oft.lllc. ano .. u J, ,_.,_ 
Corp. .... ~ II,IM.(14) 

IO(q)(iii) ·AIIIIFfmr tNe.I•Cr 1-r~" ......... LCI ............ T..._C.,. IIIIdAIIIIficiiiC-.IcldeN 
............... _lfN.(I4)D2) 

IO(q)(iiii)·C.......,A..-.... Mirl.l,..._ LCI ......... T ...... C.-p. _. "--aa CGmlalmkltioM ~. 
Ire. (21). (22) 

IO(r)(i) • T ....... _, A .. i I Ill"'~-. r-prill fllllllinl C.,.,..., LCI SPC l.lllc., LCII..._._. Ttlec:onl 
Cerp..NIIiiM .... N.A.MIIanrir............ .._.AIIpll29,1f96. (20) 

IO(r)(ii) ·IICthlllllr:...._AiJ: 1 ,...,~29. 1tM. ..... LCia..llieMIT...._C.,. LCIII'CI, IIIc. (20) 
IO(rXIii) ·Sullrrf • .._II 1 tl:tveiYIIII ..... -.~29.1,., .....,.LCI"-rieMIT.._.,C_,. "LCISPC 

1.1&(30) 
IO(rXiv) • S4lppllt A.-. .... A..- 29, lfM.IIy LCI a-•aloMI, lllc. ill,._ fiiLCIII'C I. lee. (21) 
IO(sXi) • .. riciJrrlw 4 1 r .... u of........,, lfN -a LCII..,.IIIoul, IIIC., u rhl c-.n.ctloll Apntllld u rhl 

"-, FintSICwlrJ ..._ Nilllollll A1N [ittllrt, u•o-T,_ _.., ... S.... Plitt TNII. llle Ylrioalllllb 
IIIII llnclifll inllitulioM wiWcll• plftia ....._ ... lillie • tillle • 1M Holdlra, 1111 wlriout IIMbllld lcndilla 
illltilulioM 111tlicll .. pMill ..._ ,_ liiM te diM, • die l.llldlnlllld NatiollsiMk ofT WI. N A., ulht A..,.C 
fOttMLAMin. 

IO(s)(li) • Utalldlliollll Clurr.-y A.-... u tl ........ IS, 1,. ... by LCII...,..._., IIIC , as CiuaraM« in r-
ot'NilioNIIIIk of' Tau. N.A., u Ae1M ,_ ......... a.dll ot'IM T,_.. A~ 

IO(s)(iii) • AIIIICY A.,._...,._ LCI.._u llillll.lrc.. u ... c....-A ... Mil fW. SICwil)' lank, Nlliollll 
Auocia&loll, u till Ow.rT,_ ..., ... .._Plitt T•u tllll.alor41111du tl,.._._ IS, lfN 

IO(s)(lv) • Died ot''-t AJNIMIFI .... u tiNe\ .... IS, 1,. .._ firll NMieMIIMk. NMIIMI ANOCilrioll u lllf o.--
Trsutetlllldn lhl SIUift M TM&. • Leuer _. LCIIMtnurliiMI, IIIC. u U... 

II .s-,.c-. ••rlrrtlpershft--.. 
13 • LCI..........,, Irc.I"'A-' a.,.., to~--
21 • Subaidllrla of LCI ll•n 1 lr I, lllc 
2J • COIIMII1 or Antu """'-w 
27 • Fiftallcial Dill SdleiWf 

(2) lncorponncd by reference &o lhe Company's RcJilllllioft Swemcnt No. 33·67361. 

(3) lncorpo~ed by rcfcrcncc roche Company's Fona 1-K dalcd October 17, 1993. 

( 4) lnco~ed by rcfaeacc 10 lhe Compan~~s Rqillnlion Scatcmcnt No. 33· 71 ,00. 

<'> lncorpoi'IICd by rcfcrcncc to lhe Compan)~S Annual Report on Form IO.K for the year ended December 31, 1993. 

(6) lncorpori(Cd by rcfcrcnc:c &o lheCompany's Quancrty Reponon Fonn lo.Q for the quarter ended Mlrdl31, 199ol. 
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(7) lncorpcwaledl»ym...totbeCa•pal1}'so--ty RepeNt on Fonn 10-Q forthequlftefended June l0,19M. 
I 

(I) lncorpora&ed by reference 10 the Olmpiny'l o--ty ltepoft on Fonn 10-Q for die qulftCt eftCicd Septcmbtt )0, 19M. 

(9) lnc:orporiiCid by rcfamcc 10 the Colnplay's ProxJ Sm:mcnt for lhc 1995 Aftnull Mcetiaa or Sharawnas. ( 10) IIICOIJIOI*d by reference 10 
the Complny's Form J.K dlled July 11, 19M. (11) IMarponled by rera.a 10 lhc Coalpeny's Annual Rcpon on Form 10-K ror lhc year ended 
Dccanbcr 31, 1994. (12) lncorpo~lled 1»1 ad'tfu n 10 tbe eo.n.-ts QulrWt)' Rcpon oa Fonn 10-Q ror the quancrcnded Mlrdl ll. 1995. (ll) 
lncorpora&cd by refcr'CIICC 10 the Coalplny's Qulrllrty ltepoft on Form 10-Q for lhc quarter ceded June lO, 1995. (14) lncorponled by reference 10 
the Compeny's Quuurty Repoat oaF- lo.Q for die quner cnded ScpcaMcr lO, 1995. (15) lncorporlled by rcfcrcncc to the Compenys Fonn 
1-K dlled July 10, 1995. (16) ... ,...... 1»1 •• ~ 10 the Complny's Fonn I·K dlled Dec:cmbcr 17, 1995. (17) lncotpOralCd by reference to 
the Compeay's Rqislndon StilimiRl No. lJ-96116. (II) I~ by refCI'CIICC 10 lhc CempMy's Annual Report on Form 10-K for lhc year 
ended December 31, 1995. (19) laciOipor_, l»y allf& cc to the CoalpMy's QulrWty Report on Form 10-Q for the qu~~ner cnded June lO, 1996. 
(20) lncorpotaled b)'..,. .... die Ca~~pany'l QuMerty ltepoft oa Fom~ 10-Q ror the qUIIMr ended Scpecmbct lQ. 1996. (21) lncorporucd Itt 
refcr'CIICC 10 the c:o.np.y's o--tyltlpad oa r .. 10-QIA f'or die quarter cncled June )0, 1996. (22) Confldealdallralmeftt hu been rcqucsud 
for poations ofthiuxhibit. 
• lndic~Msa- 1 ·-.a•lllU ,,._._ •••••t,.....toMflledpurM~Mtoltllllll4(c)orF-IO.K. 
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SICNATURES 

Putsulnl to lhe requiranallsoCSection I) or t'S(d) oflhe Securilia 
E:~chanae Act or 1934, the Rqisuana has duly caused lhls repon 10 be liped on its behalf by the unclersi&ned, lhmunto duly audlorizcd. 

LCJ........_Inc. 

lyj lr/ ll BRIAN THOMPSQN 

H. .... Tbomplon 
~ orlhc 8olrd and Chief 
Exccudw omc. 
Dllc: March 17. 1997 

Pumaanl lo the requirements or lhc Sccurida !Jicblnp Ad of 19)4, lhis report hu been SiJncd below by lhe followinJ persons on behalf of lhe 
Retistranl and in lhe capacities and oa lhc cilia lndiQted. 

N:unc 

Ill H. BRJAN THOMPSON 

H. BRJAN THOMPSON 

Ill JOSEPH A. LA WllENCE 
---·---···--· 

JOSEPH A. LAWRENCE 

Ill WILLIAM F. CONNELL 

WILLIAM F. CONNELL 

Ill JULIUS W ERVING. II 

JULIUS W. ERVING. II 

Ill OQUGLAS M. t)AilP 

DOUGLAS M. KARP 

Ill GEORGE M. PERRIN 

GEORGE M. PEIUUN 

JOHN L VOGELSTEI:N 

Ill THOMASJ. WYNNE 

THOMAS 1. WYNNE 

a.-ofdw Boant. Chief 
Eacadw Ofl'.ccr ancl DiftCIOr 
(prillclp acculiw officer) 

s.kw Vice Pmidall· 
FIMnce ancl Dnelopmcnl 
... Qic( Fift:ndal Ofrlccr 
(lrincipll flaMdal ancl 
ICCOUIIII"' omccr) 

s -I 

M~tdll7,1997 

Marclll1, 1997 

MI!SII p. 1997 

M•rs" p . 1991 

M!fSh p . 1997 

Mlrdll7, 1997 



Ripon fllln dip IIMM Public Aa:cMIGIIDII 

We have audilCd in accordance with pnerall)' ........... -ll•ds.llle consolidlled fiiiMCill IIIICmcniJ iAckNSed in LCIIniCtnllional, lnc.'J 
annual report to shlteo~'MI'I iuca.,..... 111 ••• Cl Ia *' •- INC. _,lllvc ._. our ....,.. ..._. cllled Febnllly 6, 1997. Our IUdiiJ 
were made for 111c puopose of,...., Ill opiaila • .._ 111111 MM ..._ • • wt.ole. ne ICWule lillld in 1M Index illhc mponslblllty of lhc 
Company's manaacmcnt and il prae~lled for ,..,_. o1 ca~~pl) .. wl* 1M Securitia llld Exchenp Commission's rula llld is noc pen or lhc 
basic financial IWCmCnlS. ThisiCMdulc bas been •II»J I C1ed tD 1M ........ procedures lfPiied in die llldits Of lhc buic financial ltalCmeniS and, in 
our opinion, fairly swa in aJIIMICrial rapeca lhe ftalftdnldlla .,.....a.d 10 be Ml fonh lheRin in rclalloa IG cbc buic financiai~Wa~~CnU taken u 
I whole. 

Washinaton, D.C.' 
February 6, 1997 

All11111R ANDEilSEN LLP 



LCIINTERNAnONAL.INC. 

SCHEDULE II· VAWAnON AND QUAUFYINC ACCOUNTS 
(dollars in~) 

~ ~ ~ !d!II!!!.R --(I) (2) ....... c-...• Olrllll .. Dldl.aiou • IIIMcell ........ ., c ...... Oilier~ Dacrik betel ..... E.-a • Dacrlll (b) ...,.. 
~ 

R.efleCIId II reduclioM .. 1111 
relllcd IIICU: 

AllewMct (ordouWIII-* 
(deduaiofts rrom .,.. 
~receivable) 

Year elided Occcmbcr Jl, 19Pa ·- ,., 9,610 {i',966) 6,4SS 
Y•CIIded~JI, 19tS . ..,, 1.17J )7,lJS (42,101) t,US 
Yar Cllded Dlc:alllllr Jl, 1996 '·'" IS,ltO 61,)10 (69.4n) 2),411 

(a) Represents reduction or revenue ror tceniCd credits, recoveries or amounts prcvioi&Siy "TiUcn orr and bal:lnccs recorded rrom acquisilions. (b) 
Represents omounts written orr IS uncollccliblc, credits iaued end collcceion rccs. 
(c:) Consistent with indusuy pnc&icc. die Compeay Nduecd rcvtftuc ror related costs. 
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EXHIBIT ll 

Excapl from 1996 Annual Rcpon ao'Shareowncn 

LCIINTERNA TIONAL. INC. 
Scllald CONOiidlled Fiundal Diu 

(In Millions, Exccpc Revenue per MOU lftd ElrDiap per eo.- $bare) 

JJ!t l!U JB!l . J.!!&l lmtAl 

STATENEHT Of OPEJtATIONS DATA ..,_ SI,IOl.O 16n.t s.e.o SMU 1260.5 
~Ea..- "u JIU 41J.I JJO.O 267.0 
Opallitla 1- 14U 0.6 SO. I 21.l (U) 
IIICOIIIC (Loll) BcfM ExulontMy .._ 7U 50.1 u (U) (41.7) 
Ncti-(Losl) , ... SO.I 6.1 (10.9) <•1 .7) 
I~ (Lou) 011 C0111111011 Slick sn.o S4S.I SI.O S(llO) S(4U) 

OPEitA TINO DATA 
Minllla of Ute (MOUI) 1.151.1 4,162.6 )JU.4 2,l70 .• 1,671.2 
~pert.tOU SO .IUS 10.12J6 10.1226 so 127) so 126) 
EBITDACI) 1207.0 SI26S 117.0 167.6 SSOJ 

BALANCE SHEET DATA 
TaA...u IMO.O 117U S*.1 SJS9.1 1)2J.6 
Lons«nn Debe and CIJiilal Lase Obllpcioel 2JU 27U 1441 .. , :us.t 
Redeemable Prcrcrml Scock • . 1 
S~wncn· Equil)' CDcfocil) S4J0.7 SJ«.I Sl017 SitS l S(li.O) 

EARNINGS PER COMMON SHARE(C) 
Inc- (Lou) per ShiN 
acr011 Exnonti.wy 1 .... 10.16 10.62 1002 S(O.IO) S(l.ll) 
biDOidilw)· Lou per ShiN = = = Wll = 
Inc- (Lou) per SllaN lUt J2B J2Jl ~lUll IU.l.U 

WEIGHTED A VEitAQ£ NUMBU Of 
COMMON SHARES(C) IU 121 667 •7.2 )1. 

CASH DIVIDENDS PElt SHAU 

(A) Includes write-off ofaneu,lou continJtnc)' expenses and rcsuucturina characs of S62.S in 199~. Sll.l in 1993. and S24.4 in 1(')()2. (8) 
E:uninas bcf<R intcrcst. income &axes, depreciation and amoniution (EBITDA) cJtcludcs nonrccurrina chlracs discuucd in note (A) abo,·c. 
(C) Eaminp per common sbue and wciJhiCd •venae number or common sham DtC pmcnled on a fully diluted basis. 



MANAGEMENTS DISCUSSION AND AMLYSIS OF nNANCL\L CONDmON AND RESUL n OF OPERA TJONS • 
INTRODUCTION 

LCI lnlemllional, lee.. ...... wtlla ill llllllllll1ria (LCI or the Coalplny). is a lldlicia-bued, lon&-dilllnel lellcommunications CM'icr thai 
provides a broad ..... or -..;c lnll ............... ~ JaYicc offainp In all lnllkct .,_.11: commacial, wbo1aa1c and 
raiclcntiaJ/small busiMII. 1'11cCcn1pll)' pmtda_..to Its ..._..lhroup lcaled and owned dlakaJ fiber-optic facilities. Collectively, these 
facilities COIIIIiiUIC 1M~ ....... , ... Nllwalk). 

Hlsaoricall)', .,. Cocnp~ny .. .,.... 1a die sao Mllon Joea-dis~Mcc aclecomlnunlcations inch&slry. Tbc lona-disclncc ind"*Y Is hiply 
. compc11tM lnd isCUI1'CIIII)' dolfttuuf-., dM dnl ...... ~carriers: ATAT Corporllion (A TAT). MCI CommuniCilions CoiJIC)fllion 

(MCI) and Sprint Corpondoa (Sprll4 Ia 1996. r.w. ... llll odler publici)' lrldld ~ carrim, includina 1M ColnpMy, lwd 1Mual 
rncnua aceedifta Sl biUiaa. Till ...._. t1 .._ .... dl••ce ........, CGIIIprilll II¥Cral ..... smaller iftterexcblftp Arricrs. Recent 
lqillldYC lnd NpllloiJ 8Cd¥1tJ is ....... 10 -- OM ICiccolnmunicld illdUIUy to cncompus boch lona-dimncc lnd local 
ldccomlnunicldo .mea. The local talec: a • n •aicldou IDdullry is IPPfOXimalely S9S billion and is dominllcd by lht MYCn llqional Bell 
Operalina Compeaia (RIOCI) Md OTE Ca • • u n ....._ Owponlion (GTE). 11ae R80Ca lnd GTE have been &liMed dw IUthority 10 pro¥idc 
Local Access Transpon Ara (iltllrl.ATA) .... ,,. 1e1 .me. OUIIide lhcfr ~lve rqtons. The n11urc or competition In this combined 
industry is cxpccud to chanp lipifialdy u ........," lnd rqulllory activllia proaras. The Company intends to provide combined local and 
lona·distance services 10 compile in •illlls expected 10 be a SUO billion combined market. 

While the revenue of lonJ-dilllacc ~ iadUIUy proviclcn has pown between 5% and 1% annually in rcccftt years. the Company 
has experienced 64%, 45% lnd 36% powda Ia menua In 1996, 1995 and 1994, rapectlvtly, u well u 61%, 41% and 45'tlt powth in the volume 
of switched minutes of usc (MOUs) durift& abc 111M periods. This powlh hu bccft primarily acncrated by intcmal Jf0\\1h in all ~icc areas or the 
Company's business. The CocapM(IIIIideMiaiiiiMIIIIullacu revenues pew 1ft cxcas of 125%, 170% and 120% in 1996, 1995 and 1994, 
respectively, while intcrftlliolll JaYicc ,.__ ftom alllepncall lfCW in CXCCII of 100% In cedi of the same periods. Revenues from the 
Company's business SC~ft~CDt cxlailliled overall powlh ra1a or 45%. 2l'tlt and 31% In 1996, 1995 and 1994, rcspcc~ively. The Company intends to 
continue c:~pandinJ sales. matkctin&llld promodonll cfi'OftiiCrOII all CUSIOmCr scamcnts. 10 cxp..-.d its sen icc linn anll10 provick local service. 

The Company's ability to compete and pow ilsubjea 10 chanaina lncluluy conditions. Recent lqislllion and the rcsuhina judicial and rcJulllory 
oction ha\'e had a sipifican& llllpld on abc current lndullly environment These chanacs will alter the n11urc and dearcc or competition in both the 
local and lona-disaancc SCJft'CftlS oflhc induluy. 

INDUSTRY ENVIRONMENT 

LECISLA TIVE 1\IA TTERS 

Telecommunications Act of 19M. .. F*-Y 1996. 1M TtlecOINMiftiallona Act or 1996 (the Act) was passed by the United States ConJrm and 
slaned into low b)' PmWeM CU... 1\la ~" ~ lqislllion was dai&ncd to incrasc competition in lhc iunJ-diSI.1nec 
and local ttltcommUI\IcMioM ......._ nt lt&bladon wlU allow lhc RBOCs 10 provide lonl-dilllncC service in cxchanp for opcninJ their local 
ntt\vod.:s to competition. Vader ._ .. II*..._ lhc UOCI an lat•edillcly provick intctl.A T A lon&-dis&ancc service outside or their local·scrvicc 
territories.. However, 111 RBOC -...., 10 die F..._. CoauDunicllioas Commission (FCC) 10 provide lonJ-distancc services within any of the 
states in which lhc RBOC cunatly ....-. 11ae 

2 



R80Cs mlllllllilly ~~vera~ pro ca .. llltlve crielria bercwc lhc FCC will...,.-ovc • RIOC's request 10 provide lnof'Citon iniCfl.A T A lona-dis&Mec 
services. The lqitlldon pro¥lda I a-wort for lhc ComJIM)' lftcl ocher lon&-discalicc Qlricrs 10 compete wilh Incumbent local CXChUIIC carrien 
(LECs) by racllin& ICrYicc oflocllllllpbonc companies, inla'COMICtin& with LEC nctwCNt facilitla or buildina new locll-~ice f~eililics. 

Under lbc Ace. 1 eeleca•••lcllioM providlr-,..,.. inbJadon of lftlerconncctioraale nqoc'-llons with aLEC. The Compeny is aumnly in 
fonnal llpllllioftl willa ...... LECIIO Nldt local«mcc ... ecruaus and LCI ~Mends 10 vlptously compete in lhc local-service market. 
Initially, lhc c-paay will provide local _,ylcc 10 c:usaomcn on a bundled resale buis. The Comp111y's decision to sell unbundled service• or 10 
build local-service r.cililia is dcpc11dent on eco-nomic viability lftcl favorable rqulldoa. 

REGULA TORY MATTERS 

ln&cn:oMectioD Order. In order 10 Implement the Aa. lhc FCC is required 10 undcftlkc. Yariccy or rqulaloty Ktions \Wftictl CUI impact ~petition 
in the tclccoaiiiiUnlc:llionl indllllr)'. Thac rqulalocy actions include lbc ldopcion or 1 comprehauivc order to Implement policies, rula and 
proccdura rcprd~ local-terYice c:ompccilion IS requited under the Act {lntcrconncction Order). The lntcrconncction Order cst.ablisha 1 minimum 
national r~CNt ror intcrconnection wilb LIECI,Ihc purchac ofunbuodlcd local nctwoflc clements rtom LEes. local·scrvice male discounts and 
proccdura by wtlich qmmcnts ror lbc provllioll of locai~UVice dvouab LECs 1r1 10 be arbllnled. Several LECs. state rqulatory aacncics and 
other plltia have lppCIJcd the FCC's lnlerc~iwiiCdon Order. Thc United Swcs Court or Appeals ror lhe EiJhlh Circuit issued a stay or lhe 
lntcrconncction Order, pcndifla the OUICOmC or lhc appall. 8ccausc lhc ICJal outcome of lhctc ~pp~~ls is uncertain. tht Company is unable to 
predict what impact the pcndina judicial ptOCCcdlnp will have on local-service competition or on RBOC provision of m·rc1ion interLA T A lon1• 
distance services. 

GcoJraphic Rate Avcraaina- The FCC 1110 relalld an «*r rcprdlna rate lvcra&ina. Under the FCC's rate avcra1in1 order. the rates ctw1ed by all 
providers or intcrcxchanae tclccommualcllion ta'Yiccs to customers in Ntll and hiJh-cost ltCIS cannot be hiJher thm ..:.: rates charJcd by such 
providcn to their cvstomcrs in utbln aras. The Company is unable to predict how this order will 1ffect its results or operations or financial position. 

Access CJwae Rcfom. In Dcccmbcr 1996. the FCC pnlpOICd chlaJCIIO accas clwJcs levied by LECs on Ions-distance sendee providers These 
charaa currend~ rcprcscntiPPf'OximlleiY one-half or the lon&-dilllnCC industry rcvau1a. The FCCs intention is 1o require the ch11r1es for 11cccss 
services to be consistent with ICUIII CCOftOftlic cost. The FCC .... proposed two approiChcs ror KCCSI ctwae reform: The first proposed solution is. 
markct·bucd tpproech dial Nlla on COIIIpctillve .,....,... while the second is 1 practlpdve approach which would involve FCC intervention. It is 
widely expected dial mllCrial cta.ps to cuna\l lncluluy cost llNC1UrCI could result from lhcsc proc:ccdinas. The Company intends to actively 
participate in thciC proceediop. Ia llpt ot the uncatalftly reprdina lbc FCC's ultinwc actions in lhctc procccdinas. the Company is un11ble to 
predict what implctlhc pcndifla awoc-linP will have oa lht CompMy's cost suuctute. 

Local Service. The Com~=)' is involved in aaac rqulalory procccdinp in various swcs to secure approval to resell local service. which would 
cn3blc the Company to provide COIIIbiMcl local lnd lon&-diaancc ~UVica 10 nislina lnd prospcctive customcn. The Company has received 
approval to racll local service ia 21 llltCI (Aiablml, Califomil. Colondo, Coanccticul, Florida, Ocoraia. llllnoil. Indiana, Iowa, Mlt)'land. 
Michiaan. Minnaoca, Missiaippi. NC"Qda. New YOfk. PlnnsylYMil. Soulh Carolina. TCMCIICC, Tcus. Wuhinaron and Wisconsin) and the 
District of Columbia, lnd haslpplicltions for IOCII-ICf'Vicc IU&hority pcndinJ In another ICVcn llllCS. The Company is currently rcsclhnJ local 
telecommunications service in Califomil.lllinois lnd New York. 

INDUSTRY STRUCTURE 

The Current lonJ.cfislancc tclccommUfticllions mtrbt is hishf)' coatpelilive. Several of lhc Company'S COmpctiiOIS Ire Sli~tilll)" larJer and ha\·e 
SUbslantiaJiy paler (lfiiiiCial, tcchnicaJ and~ rciOW'CII. AI the Complft)' Jrowl. it cxpccu 10 (ICC incrcut~ competition, particularly from 
AT.tT, MCIInd Sprint The Company lllo COIIIpciCI wida OCher lalcrachanJe eatricn and mellen in various types or lona-dillanee services. 

l 



Exarpl from 1996 Annual Rcpon to Shlrcowncn 

The Complny's powdl is .... • a..-.. 1n110 lhat rocusa on ditracn&iallna LCIIhrou&JI ·simple. Fair Met Inexpensive• dorncslic Md 
intcmllioaal ulmmmna.. .m. ...._.ill alliU'kcllllft'CIIU. Thil...ealc ditcction is supponed by popaphic expansion or sales 
praencc and Nelwort opaMilll tacilllia, • Will • apenslon in Illes chlnncis. llrJCfCd service offcrinp to adl martct seamen• and selective 
acquisitions. 

The principal coa~pcd&ivc &cion llfecdaa lbc ..,... "• of die Campents IUIIeQ II'C che iadusby cnvitonmcat u clacribccl above, prici .. 
ciTICicnllow-cos& opc:illioDs, - ........ ......, or terVica end rcaaurcs. The Complnts priclaa appr'Oidlls 10 ~n-cr • simple, n .. .,.. 
pricill&IUUCIIR wilh rMII........,...., .._ tl AT&T, MCIIIICI Sprint. This pridna 111'11111 Is SUJIPOI'Cd by a continuous focus on lowerina 
che unit CIOII oiiM ~ .. o1..-. "'*" ..W. lbc Complny 10 CCialpditivcly price its ICMc:a. Recently, ccnain lon&-dis&ance 
Cllrim have Introduced flat.,. prlclaa ,..._ .._ imped 011 the Coepeay has not yet been dctcnnincd. The Compeny's ability 10 compete 
efl'cctivcly will depend 011 maincaioiaa ~~. lllllkc&-drivcn services ll prices pncrally equal 10 or below those charpd by its major 
compctitots. 

As a result oflbc,..... ., ... NJ. _. ... tftlcl or odlcr repllloly maacrs discussed above, lbc SINCture or the indusuy is cxpccted sn chanje by 
facililllina lbc provision of local ..a b)' arricn ocbcr lhln LEes. •11ilc pmninina RBOCs 10 provide intcrl.A TA lona-dis&ancc service within 
their service ICrriiOria. CollllqUI..,. lbc C-..ny cxpccU competition within the Industry 10 inaasc in boch the lona-distanc:c and local markets. 

REVIEW OF OPERATIONS 

The Comp111y's nvaua priiMriiJ _. .,._......, end privuc-linc revcnua. The Comp111y's switched revenues arc a function or switched 
MOUs and me SUUClUrC (l'lla ._.. pw MOU). whic:h In tum arc based upon the Comp~nts customer and service mix. PriYI&C-linc rcvmucs arc 
a func&i011 or faxed rllCI dill do DOC WilY wlda UIIP· Thc Compeny's COli of scrvlca consists primlrily of expenses lncumd for oriaination, 
&cnnination and lrlftlmiaion ol alii .......... LEes ud over lbc Complny's Nttwodc. Md lhc cost of transmission throup olbct lon&-dis&ancc 
carriers. The Complay's raulls ol ...... lacludc 1M acquisition or '-M)'lvania Allanllivc Communications, Inc. (PACE) from June I, 1996, 
and the acquisitioas ofTcledial ~ IK (Tcledlal Atncrica) and ATS Network Communications. Inc. (ATS) from January I, 1996. for the 
comparative pcriocls pracnted. die c.p.nys ,... ... oropcnlionl include the acquisition o(CotpOrate TclcmanaJCIIIml Group, Inc. (CTG) rrom 
Sqxember 1, am. 
REVENUES 

Tocal revenues incnMI~ ~ 10 Sl.l billioD in 1996. from $672.9 million in 199S. local revenues in 199S incrascd 45~. from 5464.0 million in 
1m. Revenues for all pcriodl p1 11 u~ • reduced by admllcd allowances for credits and uncollectible :accounts (s;ales allowance). 

Revenues from business CUSIOmCrl iDctased appcoxlmaldy ~S% durin& 1996 u compared 10 approllimllcly 30% durin& both 199S and 199~. 
Business revCIUICI coa&iauc 10 .. II ' aMIIC ......... , or lhc Compe~~y's lOIII revenues. Rcsiclcnlialftmall business revenues increased in excess or 
100% for all y.s preKIIIed. n. ~ ......, ......,. reprcscntCd 1110rc thin )OK of lOCal rcvcaua for 1996, u cornp:arcd to 
approximllely 20K for 1995 and I«* for 19f.t. Otowdl in interalllonal service revenues across Ill rcvcnuc service lines continued in excess or 
100% for all y.s presented. 

Durin& the last llalf of 1996. IIWIIl or abc~~ [ 11C11f diiOII ........ DCW flat-rate pricina ,.... or promocioas (or the midcntial nwtct. 
LCI COIIIiaua to llclicvc IIIII Ill .......,. Fair _. IDafiUiwe ~ _. ~icc pricilta approech II very COCDpctitivc in rcaaiaia& cxislint 
CUSIOIIICrS. a wd • Ia *•' ..... f R-11. As LCI's miclentialllmlll business bate pows. however, the year-over-year 11'0\\'lh rates arc 
expcc1Cd 10 decUae rr-cuna&..,.... poWih n1a. 

The Complny cxpcricaccd a 196 u.a- ~.,.,..., in revenue per MOU for both 19961ftd 199S. ~GaUl per MOU is affected by several 
fKIOIS. ~ .......... _. 11-. dJ I~ llaft a..,.._ n1e 11NCtUrC per MOU, Md the Compeny's powlh in that ICJiftCftlS 
has favonbly impecllld meaue per NOU. 
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Exccrpc from 1996 Annual Rcpon 10 Shllcowftm 

fKIOII plldnt dowDWII'd ,.... • ~,. MOU lncludt COIIlpllklvc lllllkct coadldou, a hill* lila allowlnce for uecollectibla on the 
arowlna but or raidclltiaUIIDIII ..._ ~ Md a chlnp 1ft lhc mix or bUsinaa voluma from switched terVIca 10 clcdicaled KCCtl 
services. n.e Compeny's powda Ia ,.,... ........ cbMpd Ill mawc mix end couequcndy impectS revenue per MOU. Chenaa in revenue 
per MOU 1re not necaslrily lndicldvc of die pcrfonnlncc lhM can be expected in the Complny's aross nwain, boch in total and 11 a pcrccncaae or 
revenue. The Company is c:ommiaed 10 powilta in all ..tea ICpacnll. whicb have ditrcrent rile I&IUClUm and JcnctiiC a varicly or aross nwains. 
but have similar opcrlliq ....... 

The Compeny apcrilncld an Inc.- llllll .... lllow•a Ia 1996 u a mull of the powdlln revenue and a shift In lhe customer mix &oward the 
midcnliallsmall businaa terVIcc ......- wbida. bbtor~ca~Jy, hu a biJhcr uncollectible '* than the business revenue ICpnCftt. This incrasc in 
sales alloWiftCC was also due to powda Ia specific JCIOIIiphic nwkca wbcrc the Company cxpcricnccd • hi&hu level or sales aJiow.ncc than the 
Company's historic:allcvcls. 

The Company uscs,a vvicly of cMnDIIIIO _.. iii~UVica. In addition to Its intcmalllla fon:c, the Company usa a combination of ldvcnisinJ. 
tciCinlfbtiaa end 'third-party lila 1p1111. Wilb rapect 10 lhird-plrly ales apnu, compaiAlion for sales is paid to aaents in the form or an 
onaoina commission based upon collecled mawc lllribucablc to custocners idcntirlcd by the 11Cft1S. Service responsibilities, includina billina and 
aas&omcr service functions for such~ .. pafonDed by die Compeny. AmcriCifl Communications NctWOft, Inc. (ACN), a nationwide 
network or lhifd.plny lila qcau. ~111110 be 1M -IUCCIIIIlul of die Company's lila aacnts end accounted for a siplriCMI ponion or the 
Company's raidcntiallsmall businaa lila powda.ln J.c 1996,the ~extended its conuK& with ACN thtou&h April 2011 . In consiclctalion 
for lhc connct extension, as •'CII 11 aduliwkJ Md- C!MIIpOtC pn~vlsiocd, lhc Company committed to make two payments on dcsiJIWCd dales 
which will be amonizcd over die life oldat coena. A pofdoo of lilac payments is continacnt on future pcrfonnanc:c by ACN. The ..,umcnt also 
contains a provision whereby ACN will recciwe a~ II...., is a ehanJe in lhc conlrOI of the Company. In c:oasidaalion for this c~o:nae in 
control paymcna. lhc Compuy will NCCiwe a )I% reduclioa Ia 1M oapiaa commission r11a paid to ACN. The chl.-:p in con1r0l payment is 
calculated based on a multiple oflhra &Jmu lhi.....,.IMIIIIlly collec:tcd revenue pncrllCd by customers identified by ACN. Avaaae monthly 
collected revenue is calculated over a 2<1-monlh pcd--.ce pcriociiUblcqucnt to the chanae in control. The amount or this payment is therefore 
dependent upon ACN's lc\•el of pcrfonnanc:c durin& this period. 

GROSS MARCIN 

The Company's J10SS nwain inc:rtaMd 67% to $M0.71Dilllon In 1996 from $276.7 million in 1995. Gross marain in 1995 increased 46% from 
Sl89.7 million in 1"". The followma llblc provida lalonnadon reprclina pou matJin: 

(In Millions) .1J2i .1m .1m 

Revenues SI,IOl.O $672.9 $464.0 
Cost ofScn·iccs IW nu mJ 

Gross MarJin I!B.2 mt.1 wu 
Gross Marsin% !!A Wli ~ 

Durinal996. 1995 and 1994, Chc poss 1D11Jin 11apan • ol'mauc iecralcd to41.1%, 41.1%and 40.9%, rapcctjvely. The inc:tcasc in aross 
rnarain u a pcrccnlaiC of revenue resulted from 1M lilt lntpact of MVCtal Items. The Company cxpcrlcnccd the positive impact or arowth in 
midcntiaUsmall businaa endlntematlonalll'lllic, whidl pnMde hlp JI'OIIIIWJins. The impnlvcmcnts in Network effic:lenc:ics and lower access 
costs due to LEC rate rcduc:tions provided cost ...... dial also favonWy impacted Jrot1 maraln. The Nc:•votk effic:icnc:ics resulted from 
intqntion of traffiC Cram acquired companies 011CD lhc Network and improved applic:alion of Network opclmlzalion tcc:hniqucs. The favorable 
impacts on aross mlrJia weft plllillly ol&et by CC~~D~~IIidwe ,........ for lower pricifta acraa all .mcc lines end In some intcmalional markets. 
The net impact 
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or all or lilac riCIOI'I raullldln • OWIIIII ialpro• •roc In dac .,_ llllflln • a perccft,taae or rncnuc. 

The Company continua 10 cvalullc ......... to rtducc i1l COil of ICrVica. Thac lllaiCJia Include usin& itS embedded fiber-optic capacity, 
cxpudins itS oWMd fibcr-opdc ClfiCk1 .t pinina _... 10 fiber· opcic and btoedbMcl qpKity lhrouah conuaca nqotia&ions or other 
amnacmcnu •ilh carriers. Ia ...... 1111 C a •P r )' c•l 1110 ldlad(y Ylriablt-coll........t ...me dial ;aa be cos&-ctrcctiYdy routed onto the 
eomp.ny's r~ Nct...t. '1'llwlrlla .._ ............ LCI .... to inlpfovc the rclilbilky and ell'lcicnc:y or dw l'fetwort and 10 continue to 
pursue opportunities 10 reduce ill CIOil of_.. per MOU. 

OPERA TINC EXPENSES AND OPERATING INCOME 

The rollowlna table provicla lnl-'oa ......... opa'lliq ....... opahnl ""*'-: 

(In Millions) J!lt J.!U .am 
Ciross Marain S460.7 S276.7 Sll9.7 
Sellin&. <icnaalllld Admlnisua&iw Ex,.... m.z .1.&1 w.z 
Elmlnp 8cfofc ,......., a-T-. 
~ lnd AMoftialioll (EIITDA) 207.0 126.6 17.0 
Dtprcci•ion lllcl Amoftiulioft w ~ H.! 

OpcnliftJ IIICOftll lWJ IW uu 
Aaa,....or~: 
O.O..M .. III 41.1% 41.1% 40.9% 
SclllnJ, (iener.allftcl Aclminiwlllvc ExpeMa u.D n.Di ~ 

EBITDA 11.1% 11.1% 11.1% 
DcprccWion llld Amortiza&ioll U% 6.5% 7.1% 
Opcra&inJ Income ua u.m J..J...m 

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES. Scllina. pncra1 and adminisuativc cllpcniCS lncrcucd 69% to S251.7 million in 
1996 and inc:rcucd 46% to SUO.I .Uiion In 199S rro. SI02.7 million In 1994. Ala percauap or rwvcnua. scllinJ.Icncral and adminiSIIalivc 
e,;pcftiCS were 23.0%. 22.3% lftd 22.1% ror 1996. lftS lad 1994, rapectivcly. The Compeny's scllinJ, acncraJ and ldminis&ra&ivc expenses arc 
impxtcd primarily by three apcn~C~: payroll. cornmilliclal.t bill Ia& ICrViccs. h)'roll cxpcNCS iAcralcd SJ7.S aaillion. S 17.4 million and S 13.5 
million ycar-ovcr·ycar ror 1996. 199S lad 1994, ....,.aiwly, due 10 an iDcrcuc in the number or employees thai mulled from the Compan>··s 
acquisitiOns and CXplftlion or the ala and c.- IUppOft iArnluuceun. This Jro-1h in the payroll CllpcniC )'cai-GYCf•)'Qr \YU leu than lhc 
corrcspondina powdlln rcvcnua ror the - periods. 

The arowdl in raidcntiaUimall "'*-me.~ 10 mote.._ JCM or lbc Company's customer buc in 1996 was responsible ror a sianific:un 
ponion or &he &f0\\1h in sclliaa. ..... _.~a,_ .... 1M,.. dva yars. Aldlou&h lhc raiclcntiall small bUiincss sen-icc line 
resulted in incrcaled COSU. k also,....... a......,.,_...,..,~ lbc Colnp1111y 10 manaae EIITDA 10 a consiacnt pcrccnaaae or revenue. 

The increase in scllin&. pncral .t ~ cxpcnscs rcftects. in pen. the SlS.l million. StU million and SS.S million Increase in 
commission apcnscs ror dac y-. CDded Dm•bcr 31, 1996, 199S and 1994, respectively, over the comparable prior periods. The 1f0"1h in 
midcntiaVsmall business mtnu~ told by lbird-plrty sales..-. witb an oaaoma commission •• the primary c:a&IIC or lbc 1nc:rasc in commission 
expense. The COSll iDCUI'Nd for Cl lnhu......., ...... odMr ¥lriablc marketinJ and tetlin& cxpcnsa Cor this rcvcnuc sqmcnt. BillinJ 
sen-ices expenses 1ac:rcated Sl4.6 ..... S6.5 aillioD lad S2.7 .n1ioD ,w-ovcr•yar ror 1996. 199S and 1994, rapccdvcly, primarily for 
raidenliallsmall busiftcsa bllllna IIMolapm u, wWcla .. pcdcnled by L£Ca. LEC bill in& COlli decllaed yar-ovcr·yar on a pcr·blll buis. but 
the lncrase In 
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rcsidmtiallsmall business customers_. ... ......, ,...... C....S 111 0¥a111 ~ ill lbil a,.. )'ar~·yar. Boch commiss1011 :.net billina 
services expenses arcw 11 a ruaa n1t ._ toca1 maua due 10 lhc shift in CUIIOina IIlia town raidcnliallsmall business services. 

The Comp111y anticipe&a an lacr••••' ..._In .a1 ... .....,.. lftd ..._iaisuatlvc cxp •• wilh the COftlinucd cxp.nlion or iu JIOJraphic 
sales pracnce lftd iu calrWICC lalo lhc locll••lols ..tea 'I'M~ lllo cxpecu c•l•u• ...._ illldlllla. pncnllftd admlnlsanlivc 
expenses u a result oflhc arowth in lhc ~I bulinallepMIII. wllich Incurs....., proponioaal cotU bulalso provides a hiJhcr sross 
marain than other sqmcnts. 

DEPRECIATION AND AMORTIZATION EXPENSE. Dcpredllioft lftdlft!Oftilllion cxpeaa rot 1996. 199S and 1,. lncrcued "" 22% and 
10% yar-ovcr-yar, rapecdwtly, dut 10 lhc Cawp1ny'1 iDcriMI~ Clpbl cxpcadii!II'IIIO IUppOft 1u powdl in rncnua lftd voluma, u well u 
additional amonizalion CXpcnll ,_ ICICI•iaici081 Tilt powda Ia ........ hu exut~ld lhc JI'OWib Ia depNdation lftd amotti-'oft cxpcate, 1111lidl 
hu caused dcprecillion and amocti&Mioa..,.. • 1 ,_...... orrncnua 10 dccrcaM 10.,. Ia 1996, from 7% in 199S and 1% 1n 1994. The 
Company's reYCnuc lf'0"1h out..,..S 1M powdt Ia 1M CCIII of addkioul Nctwolt lftd odlcr C8pilal --. due 10 LCrs ability 10 &Ike adnntaJC of 
improved tcchnoiOI)' with hi&hcr capedly Mlowcr COlli. 

OPERATING INCOME. ()pcnlilt iiiCIOmtllletiMid 74%10 SI43.S million In 19961ftd 6~ 10 Sl2.6 million in 199S from SS0.9 million in 1994. 
As a pcrcauaac of rCYCRUCS. openliaalncomc incrcucd 10 13%, I~ and II% for &be yan ended Dcccrnbcr )I, 1996, 199S and 1994, 
respectively, reflcctinJ the runapmclll or the unit COil or services lftd scllina. &cncnl and edminisuativc expenses durinJ • period of sianific;nt 
arowth in rCYcnucs and MOUs. 

OTHER (INCOM£)EXP£NSE. NET 

Other income, net or other expcnJCL " ... S.l million in 1996 comparccl to $.9 million in 199S. Other income, net for the )'Cir ended December 31, 
1996, includes. pin on the sale ora •11olly owned CTG subsidiary which provided service 10 ftOft•straiCJiC JCOJrapllic locations. In 1995. other 
income included a pin relllcd to the resolution or lhc STN lncotpOialcd (STN) invcstmcftt. In 1994, other e:-~pcnsc, net. was SS9.S million, 
primarily a result or the nonrecurrina chlrJc or $62.S million rea.inaiO lhc loss of the STN investments and accrued loss continaencics related to 
SlN obliaations. 

INTEREST £XP£l~S£. NET 

Interest expense, acufcapitalad iataat. incraled 10 521.1 million in 1996 from $16.3 million in 1995 and Sl.l million in 1994. Increased 
interest expense in 1996 •• priluril)·lhe rault of....,_levclsofouuc.adiaa debt and capital leases thtoupout 1996 as compared to 199.S. The 
Company's acquisitions ofTcledial A.nca. ATS and PACE incnMd outsllndin& debt by $120 million in 1996. The proceeds from the salt or 
accounu receivable throup lhc ACCO!III&I RcceiYiblc Sccuri&izalion Propwn (Sccuritiudon Pfoaram), in the third and founh quarters of 1996, were 
used 10 dcaasc lhc OUU1Iftdi• debe to SllS.IIIIillion 11 Decu1hr 31, 1996. The Compeny's acquisitions and upiUII expenditures durina 199.S 
increased OUUtandinJ debe and CII*I..._IO $274.7 aillioa M Decaabcr 31, 199S, from Sl".l million • December 31, 199.&. The effective 
weiaJucd avcrap iniCial nit • allladl'bUdiiiSI..........., .. 1.24% In 1996,as compered to 1.20% in 199S and 7.3S% in 1994. The Company 
cxpccu lower in&crcSti'IICI due 10 lhc Nduction of the OIIIIIMdift&llelaaca Uftdcr the Rcvolvina Credit FKility (Credit Facility) for 1 full year i:t 
1997. 

INCOI\1£ TAXES 

Income tax expense •• S40.21Di11ioa and Sl6.4lllillion Ia 19961ftd 199S, rcspcctively, and a bcnclit of S24.S million in 1994. Increased income 
tax expense resulted from 1ft.,_ • 1M ctrcalvc IIX rMIIO 35% in 1996 from 24% In 199S and the lncrcuc in Income before income J&.ns for 
the year ended Dccanbcr 31, 1996 • 
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COIIIf*Cd to lhc IMIC period ill 199S. Tht effective U.CO.C 1111 niC was lower IMI'IIf'C -...ory niC in 19961ftc1199S lftcl "• a benefit in 1994, 
primarily clue to lhc Ca•p_,. apectld utllill&ioa of IVIillblc net opcrllin&IOIIII (NOLl). Previously aencta&Cd NOLs for financial reponin& 
purposes bavc"-'fully raliladllolDicembcr 31, 1996. (Set NOIC IOtolhc CONOiidlled Financial Swcmcnts.) 

PREFERRED DMDENDS 

Preferred diviclcads were $2.1 ..... SU millloa ..cl SU million for 1996. 199S and 1994, mpectlvcly, ua raul! or &he dividend requirements 
on the Coml*lfs previously CIIIIIM •ina ~ C...,IIIIYC Convertible Exchanpablc Pmcmd Stodt (Preferred Stock). Durin& 1996, ncarl)· all of 
the 4.6 million shires ofPreferrld Sloct ociiiiiDCI .. Il Dectllllllr 31, 1995 WIN convated Into shim of the Company's Common Stock, par value 
S.OI per share (Coftunoa Stock). 0. S1pUmbcr 3, 1996, 1M remainlna lhara ofPrelcncd Stodt wac redccmcd by &he CompMy. The conversion of 
Preferred Stock wiU result Ia • ...-aviap ofSU million. baed upon &he orialnal4.6 million shares issued in Au&UII 1993. 

NET IN COM£ AND EARNINGS PER COMMON SHARE 

Net income inctcaMd to $74.1 '*llloa lew 1996. ~.1 million for 1995 and $6.1 million for 1994. Income on common 11od: wu S720 million, 
S4S. I million and SI.O million lor 1996. 199S _. 1994, respectively. 

For the years ended December 31, 1996 ud 199S,Ihc aminp per common share "'Cf'C calculalcd u net Income before prcfemd dividcndJ di\·idcd 
by the wci&htcd •venae number or_... lhlra. For lhc yar ended December 31, 1994, &he camlnfa per common share "·ere calculated as lhc 
income on common llodt divWed by 11M wei ..... IYCfllc number or common sbam. For &he YatS cnclcd Occcmbcr 31, 1996 and 199S. lhc 
wci&htcd avcraae Dumber or~ ..... iftcludcd lhc assumed conversion of any Preferred Scock then outiWidinJ durin& an;.· po!"t in the 
period, into 12.1 millioa shares ore- Stoct. For &he yars ended Dcccmbcr 31, 1994, &he auumcd convmion of the Prcfcmd Stod; into 
Common Stock was excluded from die weipted •venae number of common shares u such stock wu anti-dilutivc. For all years preJCntcd. 
Common Stock equivalents"._ reflected in lhc wciahccd avcraac number of common ahara usina die uaswy stock method. (SH l'ote 2 to the 
Consolidated Financial Stllcmall.) 

LIQUIDITY AND CAPITAL RESOURCES 

LCI lnlcmational, Inc. il a boldla& COIIII*'Y and conducts its opcra&ions throu&h its direct and indirect wholly owned wblidiarics. LCI SPC I. Inc. 
(SPC) is a wholly owned sublid;.y or LCI lftcl faclli&IICI tht Securitization Pf'o&ram. Except in ccruin limited circum~~anccs. SPC is Jubject to 
ccnain contractual proldbllioas conccmina die paymcnl or dividends and the mal.:in& or Joana and advMCCS to LCI. There arc. hOWC\'tr, no 
restrictions on the 1110\'CIIICnl of cash widlin &he remainder or &he consolidated aroup, and the Company• diJCuuion of i1s liquidily is b.lscd on the 
consolidated Jroup. The Compeny measures its liquidity boscd on cash now as rcpcHted in its consolidated stAtements of cash flow: howc\·cr. the 
Com~y doCJ usc Oilier opaalional~na~WC~, as OUIIincd below. to ~c Its opcra~ions. 

CASH FLOWS- OPERA TINC ACilVmES 

The Company provided $303.7 aailllon of cash from opcrlllons. " 'hich includes the procccdJ of$112.0 million from the Sccuritiz.:uion Proar.am for 
the year ended December 31, 1996. Cash ptOVIdcd from opera~ionl, cxdudinalhc proc:ccds from the Sccuritiulion ProJram. wu Sill. I million. 
compared to SSl.9 million and SJI.I million (or 199S and 1994, rapcctivcly. The inaasc in 1996, as wcllu in 199S and 199-1, iJ due to the 
sipiracant lf0"1h in mcaua _. • lacomc for &he periods, a well a iqnvcd manapmcnc of worttina ~tal lftcl IIIOnJcr ash collections 
durin&l996 when compared to 199S IDd 1994. 
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Excapl fro. 1996 Annual Repon to Shucowncrs 

C.UH FLOWI -INVUTING ACTIVITIII 

The Company hu supported Ill.,... 11111111 widl bocb apkalldditions llld acquisitions. In 1996, the Compuy spent S l «.3 million in capital 
expenditures to acquire eddkioallswllr:t ... 111 F

1nioa Md clislribution c.pecity, • well as to clcvclop infomlllion l)'llaiiS suppon. Capital 
c:<peaclituru ina.-d S47.0.UUOO •19Nwi11UII,Midl0 19f5,Md iacnelecl Sll.l •lllioft In 199S when ClllmpiNd to 1994. n.c Company's 
acquisitioas orTeledill ~ ATI_. PACE, • ..a • Ollllr illllllli'* ..u. raulleclln lhc use otSI24.6 million In cab fOf ta':e year mdcd 
December )I, 1996. Ia 199S,IM C111 IIIC' .. la4 .aHoaiO acquire CTCi lftcl $97.3 million for apitalldditions. In 1994,1hc Company spent 
$7.9 million for acquisitions Mel -.o .mioD llrapilll cxpcnclihii'CS. The rcmainina inYCIIiniiCtlvilics in 1995 111d 1994 reflect the payment ror 
lbc invcsancntln STN. 

CASH FLOWS- FINANCING ACTIVITIII 

In 1996. finlncinaiCdvida _. 1 .. SM.I .UU.. Dwilll 1996, lhc Compeny cxpericnced net bonowinJ of S70.7 million under its debt 
••rccmcncs. to ru~ lu acqulsidoas ....... apacliiUI'CI as cliscuacd In investinl activities. above. The net bonowlnp 11\' ei'C offset by the 
S 112.0 million in procccds pnMcled by 1M ... of eccounu receivable punulllt to the Securitization Propam, which were used to pay <10\' n 
outslandinJ balances under the CNclil FldiiiJ. Ia 199S Md 1994, ftftlfiCinJ Ktivitia provided a net S I :Z 1.1 million and $67.) millioft, respecth·el>·. 
primlrily from bonowlnp..., 1111 Oldt& ,..._. 

CAPITAL RESOURCES 

In February 1996, the eomp.ny ..., a S100 .ulioa Cndil Facility with a syndialc of blnb. which allows the Company to borrow funds on a 
daily basis. As a rcsuh. the eoa.p.y - iiiiVIIIIIIII Cilia 10 reduce the belance or ItS Credit Faciliry and maintains no cash on hand. \Jndcr the 
Credit Facility, the Company had S21S.O .UUO. Md S260.7 million oull&andin1 and SIO.O million and $10.4 million maved for lettm or credit 
issued fOf various business mattas, aofD•e••berll, 1996and 199S, respectively. As of December ll, 1996and 1995. rnpectivel)·. the Compan~ 
had $475.0 million 111d $171.9 million available under the Creclil Faciliry. 

The :amount t~t c;an be borrowed under 1hc Credit Facility Is subject to reduction based on the outstandinl b41ance belinnina June 30. ! 998 until 
m;nurity on March ll, 2001. Tbc iMaa& 1111 oe 1M ddll CIUCICiftcllna Is van.ble based on several indices. (See NoteS to the Consolid~tcd Financi~l 
StatementS.) The wciJhtcd ~ ...... ,_ oe 1M ddll CIUCICiftcllftJ under the Credit Facilil)' •-cre 6.09% and 6.11% on December J I, 1996 111d 
1995, respectively. The Cndk Fecilily _.. aftlia ..a.ce lhccl. operatin1 cash now, capital expenditure 111d ncptive covenant requirements. 
As of December ll, 1996, the CompMy Willa COIIIpliaftce with all covenants. 

In September 1996, the C~ ...... into two ..,... clilaellonary line of credit apumcn~S (Lina or Credit) with commercial banks ror 11 

total or SSO million. The Lines o(Oidk provide flalble lhonoleml borrowin1 facilities at competitive ma. As or Dt«mber 31, 1996, S&.O million 
was outs&andin1 on the Lines ofCNdiL 

In Au1u11 1996, the Company ......S Into the SecuritiDtlon Propam to sell a perccni4JC ownership intcrnt in a defined pool of the Comp;~ny's 
trade occounts receivable. The Coalpaay can •II an undivided 1a1crat In a clalpaled pool of accounts receivable on 111 on1oinJ basis to maintain 
the panicipation interest up to lhe liM o(SISO llllllloa. As of December Jl. 1996.1be pool ofuade accounts receivable that was available for ~:ale 
totaled approximately Sl20 miUion, Md lhe _. ot••n~t~asolclualcd Sl12.0 million. 

Althouah the Company bclina It hu IUfliciant Clpll'ldnt alii flows and available borrowin1 capKity to fund its current operations 111d 111ticipatcd 
capital requirements. the Conapeny continua 10 CVIIUMI odMr sources ot financlftJ. The Company has filed a shelf rcaistration statement with the 
Securities 111d Exchanp Commillion, wldcll wo.lcl lllow dll a-nee or S300 million of debt andlot equity securities. The Company has not yet 
dctcnnlned when ot if any aew Clpi1ll fla•clll will lie marl••• 
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Eaarpc f'roln 1996 Annual Rcpon to Shareowncn 

CAPITAL REQUJR£MEN'I'I 

Durinal997, the Compeny ..,.aM ill liOn bllldln& ....wmcnt lor c.pilal cxpenditum (culudin& ~equisidons) will incrasc from die 1996 
lcvtlllftd .. dlpcndlnl on lhl C1 1 )1'1 ....... _. ,..... powth. Tbac capkal rcquircmcnu arc primlrily lor swildlina lnd transmission 
lldllda. lldlnoiOI1 piiiiGnns _. ldn 11r. .,_ llpplialioM Ia lddilion 10 is onaoUtl apiW rcquirancnu,lhe CompMy cnla'Cd into an 
.,..,...._ In Fdlnllry 1997,10 ..._.ill~ nil c:aan..._ wiU extend thc Colnplny's fiber-optic nctWoftt by over 3,100 route miles, and 
Is cxpcacd 10 require C8pkal eqadleula or~ Sl20 lllilllon. includifta cquipnat. 

The Comp.ny ha relied upon ....P ~ • - - or cxplftdUta Its netwoct. sales and savlcc pracncc. and revenues ICtOSS the 
countl)'. The Company CVII\IIIa acb polllldalqlililioaiO determine Its **Jic fll within the Complny's powth. operatina marsin and income 
objccci¥CS. The Company cxpediiO eoadlluc 10 ICdwl7 aplorc poccntial acquisitions and may enter into discussions from lime to lime with 
poiCIIIial acquisition candidlla, but lhen -. be DO - ..a lhll thc Comp1ny wiU be able 10 enter into or complclc acquisition ..,ccmcau on 
accepcablc ICmiS. 

In May 1996, the Complny ....... 1ato two..,.... lfii"CCnatU widlalhird-perty sales epnt and an affiliated peny to thiaaacnt In consideration 
ror lhc coalnld CXIInlions. • well• adullvlc1_. ~provisions in the llrtemalll. the Company hu made and will mike paymcnu on 
various dcsip8lelt dlla over IIVIrll ,.... In M ~ 1 dMcc wie the two llf'Cl'I'CIIU. Ccnain of lhac paymcnua continacnt upon ~ehievcmenc of 
defined pcrf'OnnMCt masuta. De CompMy INiilva thlllbae pi)'IMftll, ir required, can be funded by Opctllions or bonowin& capacity undtt lht 
Credit Facility. 

Durina 1996, 1ht Complll)' .................... ror I ... COIJOI'IIe badquencnlftd an ldditional fiCilily for its ~in· subsidiaries. The 
aarecmcnt ror thc new~ .............. buildilll Is I ttaree-,._ opcratin&lcuc with I maximum midual JUUU1tCC payment atlhc end of the 
lease term. The IJrecmcftl for the lacillty fM the opcnlinaiUblidiaria il a c.pital lase. Occupancy for die aublidiarics' facility will be&in in mid· 
1997 and cncnd for a U·yar lam. (See Note 610 the Consolidated Financial Slalcmcnll.) 

COMMITMENTS AND CONTINGENCIES 

The Company hal IJrccmcnll with cenain ............. ,. Cll'ricn, LECJ and dllrd·party vendors to lease fiCililiel for oriainatina. tcrminAtinJ and 
transportinJ savica. That .,....... ,...U. lbc Compaar 10 malftlliD minimum monthly llldlor annual billinp bucd on uua•· The Company 
has met and apecll to concinueto ...csucla ••••• 1111111 nquU...U. The third-piny anial include WorldCom Nelwor\: Scrvica. Inc. dlbla 
WiiTel, Sprint and MCI. In addidoa.lhe eo.p.,-...._provided by tKb RBOC, GTE and ocher lllllllu LECs. The Company cunauly 1w 
onelipifant COillr8Cl with a lhifd.plriJ Cllrier. s.l!fea 10 lbclblllty ol lhll catriet to meet the Complll)~l opmaional requirements. the Company 
il oblipltd 10 use this c:snier ror aliplliclm pa: Ill ol savlca lhll thc Company provides lhlouJh ill lased fiCililia. The amoun11 payable 
under that contriCl, hcM"CVCr, ...,...m las m. •• or 1M Compeny's revenue on an annual basis. (See Noce 7 to the Conaolidaled Financi:al 
Swcmcnu.) The Compaar 1111 .....- ill Nelwoltt 10m~ 1M ialplcl on ill cusaomcrs of asaviee failure by any lhird-pany Qlricr and hu 
cs&lblisbed conlinpacy pllnJ 10 ..-ll'lftlc • ...., • pollible 111 .mcc failure by albird.,.ny Clrricr lbould occur. Allhoup most service 
failura that the Company 11M apcriiDcld blve "- CCII1'Cied In 1 rdlliwdy shon lime period. 1 ClliiUOphic taVicc failure could interrupt the 
provision or savice by bodllhl Ca•pny ... ltl ,,..., ..... ror. Jcnadty lime period. The ratoration period for I cawtrophic service failure 
CIMOl be reasonably determined; ....._,, Milher 1M Company nor lhllndusuy hat experienced a calUIIOphic IICtVicc failure in lls history. 

The Company hat beet~ named u a de._ dint iD vlrioullidpdoa 111111a1. Mt pmcnt inlcadiiO viJOIOUSiy defend lhac ouu.andina claims. The 
Company believa that It has .....-ICICnltd loa ...,...,....,... and 111M cumnt pcndina or du'CIIcned litiplion IIIIUCrl will not have 1 material 
adverse impact on the CompMy'l raaJa ol opaatlons or flniDcil1 condllioft. (See Note 7 to die Consolida&cd Financial Statemcnu.) 
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Excapc from 1996 Anaual Rcpon 10 Shlteownm 

FEDERAL INCOME TAXES 

The Company &enenled sipinc.nt N0Ls Ia prior ,..S IUIII'C available 10 reduce current cuh requirements for income ta.'tcs. See Noce I 0 or lhc 
Consolidated F"IIIMICial SCIICmCall for a dilcuslion oflllc aqiJ.biJity and Ulilialion oflhc NOLl. 

IMPACT OF INfLATION .ucD IIAIONAUTY 

The Company does aot believe IIIII 1M reladwly moda'lec levels of lnflalion dial have been experienced in the United Swcs In recent years have 
had a sipifiCIDI dl'eCI on iiS ~or......._ 

The Company's lona-clillancl ~ is IUbject 10 _. variadofts baled on each acpncnl Usc or lon&-cliAanCC services by comrneKial 
cusaomas Is t)'pically lower on w u' • Ill lbnlulbOullhc )W and in lhc founh quancr, due 10 holidays. As rcsiclcntial revenues increase as a 
proportion oflhc Complay'siOCIINu an a, lhc -.1 ....,_. dueiO challps in COIMICICial call in& paucms will be reduced . 

• 
PRIVATE SECURITIES UTICA TION RUODI ACT OF 1995- SAFE HARBOR CAUTIONARY STATEMENT 

This rcpon conlains forward-lookina •111.,_ •.,.... by 1hl Priv.tc Securida Uliplion llcfonn Act of 199S (the llcfonn Act). These 
f~lniiiiiCmlldl a,.. llltldla ............. or.....,ancna rcprdint LCI's fulurt results and performance and include. wilhout 
limilalion, the follo"in&: 1C11cmcn1S CIOIICIIID .. tht OMnplny's ftaa.n outlook; the Compeny's plans 10 enter the local-scnice market; the effect of 
FCC and judicial ndiop pcnainina 10 lilt Tclm•• nlcadoas Acl or 1996, Jocal.tervice competition and RBOC aury iniO lhc lon&-clisancc 
IMfkct; lhc impecl or ~ CDalptlll .. - priciaa ........ and rillS; cxpec:led revenue .,owdl: lhc COil reduction suatqics and 
opportunities 10 cxpllld the Network ........... ror lacr•••d polS lllltJin; lhc cxpccted future intcrat ... and interest savinp from lhc 
Securilization Proplm; runctlna or apilll ap r 1' a .S opcnliou; lhc CO!Ilpllly's bcllds rcprdina a carastrophic service failure; and other 
similar expressions conccmin&INIICIIIhiiii'C liCK historical rea.. 
Such statements arc bucd on cumnt apectMions and lavolvc a number of known and unknown risks and unccnaintics lhat could cause the actual 
results. performance and/or acbiev..,..... ol the Compeny 10 differ IIIIICrially from any future results. performance or achievements, expressed or 
implied by the r~ •mmllll a.lcrs .. cat•loned not 10 place undue reliance on lhac forw.d·lookina swcments and any such 
SlalemCnl is qualified b)· rdaace 10 1be rouo.r-. ~ .IIIIIICIIIS In connection with lhc safe harbor provisions of the llcfonn Act. the 
Company'sllllnlpiiMnl Is hcnby idenlifyinJ ilnpoMtt faciOrs daal could Cl* actual raults 10 differ malerially from manqcmcnt's expectations 
includina. without limitation. the foiJowina: inaiMidlcvcls of c:ompclition In the tclecoaununlcations indulll), includina RBOC entry into the 
intcrLA T A lona-cS-.cc inclusuy aed the lmpea on pridna: the ability of LCI's direct sales force and allmlative channels of distribution to obtoin 
new sales: lhc adopc1on and application or Nics aed rcplalions implcrncnlin&the Act; the availability of lcasccl capacity to support lhe Company's 
Jeopaphic expansion; lhc ability 10 MfOCiale appa•illll local..-vicc ll*caDCAts wilh LECs; Mel other risks described from time 10 time in the 
Company's periodic flllap "ida lhc s.:uri&ics Mil Exrtr p Cenlmlssiol'l. The Company is noc required 10 publicly release any chan1cs to these 
forward·lookin&lllllemcnts for events occurriAJ after tbt dale hereof or 10 rdlcct odlcr unanticipated cva11. 

OTHER r.JA TTERS 

ACCOUNTING PRONOUNCDIEHTS NOT YET EFFECTIVE 

A new accountina pnMIOUIICCIIICI on accounlifll for ._., and _,ylcinJ of (&naneial USCIS wu iaucd in 1996 and is effective for fiscal years 
bc&innina after December IS, 1996. As cxplaiMd in Noll 2 10 lhc Coatolld.red Financial Slatcmcnts, the Company docs noc expect any si&nificant 
impact from the adoption of this pnlftOUnCCIMnl 
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REPORT OF INDEPENDENT PVaUC ACCOUNTANTS 

TO THE BOARD OF DIRECTOIS AND SHAREOWNERS OF LCI INTERNA nONAL. INC.: 

We hawiUdilallbe ICCITJ I~-. ca dllldrlld ........... ofLCIIIIIIrMiionll,lnc. (a DdaWIN COipCIC'IIioa)and IUbsid*ies u orDcumbcr 
31, 1996 end ''"·end 1M l'llllld nualdMt I • 2 

111t1 of oplfllioM, ~ equicy and cab now. ror ach or lhe 111rw yan in the period 
ended Dccan11cr )I, 1996. Ta.. a..cial IIIII IRIS .. 1M raponslbilil)' or the Compenys lftiM&CinCnl Our responsibility is to cxprns 111 

opinion on lhae ftnencialtllllllll11 .._. on our audi&a. 

We conducted our ..cli1l iaiCCI Iff II wfda Jill~ ...................... no. ........ ,..alre M we,.. Md perf-the IUdtl to 
obcaia reuaar•ll --.._. ......... ....., P 

2 

n.111• &. or....naa ..,.lltiMIIL Aa audiclncluda eumiainJ, on alai basis. 
evklcftcc ~1M-_. •Ida•• Ill 1M "-del ... .,...... An eudil lito iacluda IIICSSinalhe accountiaa principles used and 
sipifiCUI alima'a made bJ•rr 1 IRS, • ..U • nlllll?.lnathe oYalll fenanciall?ltCmall pma.-ioll. We believe lhll our audits provide a 
rasonablc basis ror our opinioa. 

In our opinloa, lhl nn.ciiiMiflmMII relanclto lbcM piiMftl tilrty, in all,..... mpecll.the finlncial position or LCflntema&ional. Inc. and 
subsidiaria, U of December 31, lfN aDd 199j, aDd 1M raulll of IMir opcra?iORI and cash ftows for each or the three yean in the period ended 
December l 1, 1996, in coof'onnicy widl .....,.ay ICCCpCCd accoun&ina principia. 

Anhur Andmcn LLP 
WashinJUIII, D.C. 
february 6, 1997 
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LCIIniCIUiional. lac. 
CONSOUOATED STATEMENTI OF OPUATIONI 

(In Milllolll Eacapllor Elmlltp ,_c-.... ) 

REVENUES 

eo...rs.m. 
OROSS N.UGIN 

Sd.-..o.nMdA*'' h ......... 
~ ... Anloftilllloll 

Of'EJtA T1NG INCOME 

OIJict (Income) Expense, Net 
l!llmll EII,CIIIC. Net 

INCOME (LOSS) lEFOR£ INCOMI TAXIS 

Income Ta:c UJICIIIC (latflc) 

NETI!'I:COME 

Prcfcncd Oi•·idaMII 

I!'I:CO~IE ON COMMON STOCK 

EAR.'.:I:IIGS PER COMt.toN SHAU 

PIUAWlY 

FULLY DILUTED 

WEIGHTED AVERAOE NUMBO OF COMMON SHAMS 

Primary 

Fully Oilulccl 

14 

For,. Yw E"*4 O.C... Jl, 
Jilt 1!U JJlt 
SI,IOJ.O 

tw 
..0.7 

2SJ.7 
w 

IUS 

(.)) 

UJ 
IIS.O 

~ 

7U 

u 
au 

JUt 

JUt 

au 

17.) 

un.t 

uu 
27U 

ISO. I 
~ 

IU 

(.9) 

w 
67.2 

.w 
SO.I 

u 
&1 

lW 

JW 

11.0 

U .l 

S46C.O 

mol 

119.7 

102.7 
HJ 

S0.9 

59.1 
u 

(17.7) 

WJl 

6.1 

65.5 

66.7 



LCIIaelmiiiOMI,IM. 
COHSOUDATED BALANCE SHEDS 
(In Millions) 

ASSETS 

CUUENT ASSETS 
TriiiiA..-.... a..All -llrDMdll~ 
otWA .-dSt.lrot 19M.-dltt5. lllflahllr 
c .... Delllntd Tu A-. Na 
l'nplidiMd OdMr 

Tocal Ctllmll AIIIU 

PROPERTY, PLANT AND EQU1PM1NT 
Flllcr.()pcic ....... 
Tcct.oloaY Plllllnns. Equi,._..-d....., "'
Las . AccuftluiiiCd DcP'ftilliolt ... ~ 

Tocal Property, Plant end Equipment. Net 

OTHER ASSETS 
E.ucu ore. ower Nee AJSCU AcquiM. Nee o( 
Accumullld AaloftlaliolloUlS.IMd SIU 
ror 1996 Mil 1995. Rapean'Ciy 
Other, Net 

SISl .... 
w 

J.W 

l9.2 . .S 
llll 

Ul.W 

)4).9 

.w 
!W 

1161.6 
n.a 
w 
~ 

lS7.3 
90.1 

UJlll 
266.7 
1U 

H.U 

l4S.6 

w 
illJ. 



UAIIUT1ES AND SHAUOWNEU' EQUITY 

CUUINT LIAIIUTIIS A=-s..,.... 
FICIJicy C.. ACCNid 1M,.,... 
ACCNid £...-... Odllr 

TOCIIC....LIIMIIIes 

LONO-TEJtM DDT AND CAPITAL LEASE OIUOAT10NS 

OTHEil UA81unES AND DEFEIUtED CREDITS 

COMMmCENTS AND CONTINCJENCIES 

SHAREOWNER$' EQUITY 
Prcfcmd s.oclc • AlllllorizM U Sblra, liMed llld 
OuiSfalldiDa 4.6 Shira lA ''" 
ComBIOII s.oclc • Allllloriu4 J00 Slllla, ltMd _, 
Outallldilla 77.5 Shifts lA '"' ... AlldloriiM 100 SMia. 
Issued lftd Ouucandlnl 6U Slllra In 1995 
Peld·ln Clpkel 
Rctelned Enlnp (Dcrtell) 

Total ShlrcO\\liCrs' Equity 

The accompanyina noccs arc an lntcpal pan or lhctc s&MCmeftts. 
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Exclrpl from 1996 Annuli Repon to Shlreownm 

LCIIntcmllioDII.IDc. 
CONSOLIDATED STATEMENTS OF SH.UEOWNERS• EQUITY 

(In Millions) 

........ c-
s..ct SIOCl ...... TOUI 

1.01,., 1114111111111 S.OI P., Paid-in ElnMIIp S"--'· .. 'M'rf= ~ '-Ill mdsiU illlm: 
IA1.ANCEATD£COCBDJI.Itn JW.2 aJ u 11W IW.Ul lWl 
~s-t ....... 
Eutdle tiO,tl1u-w;.-. 
lncludlllt....,Tu...,.. . .s 2.1 2.1 
STN a_, *' SeDct bclllnp .J J.O ]0 
OdMf •• • Net ..... 6.1 61 
Pmcmd DMdlull :: :: :: :: f.11l f.11l 
BALANCEATDEC!MIDJI, ltN l1.W w u Jll!2.1 JUllJl ~ 

Acquisilioll ofCTO,IIIC. ~ .. 9J.I 9) I 
Emplo)-ee Sloct ........ 
E·urc:ilc orOpdoesiW-. 
lncludilla~c~M Tu llnefll • 4.1 ... 
Co11venioNaldl""t"" t1 
Prefemd Stoclc ( • .S) .I . .s 
Nell- .SO.I SO.I 
Preftmd Dividcllds :: - = :: !lll l11l 

BALANCE AT DfCENID Jl, 19ts l1W ~ u mu JW.ll lli:!J 

Employee Sloct ......... 
Eurcise or()pdoniiW-. 
lncludifta ..._. TP81Mfk 1.0 t•.o 1.&0 
C011venioWit I ~I qtloll e( 
Prc:fcmd Sloct (IIU) 12.1 .l IIU 
Nett- 7.&.1 7.&1 
Prcftmd Dividllldl :: = - = a.ll G.!! 

BALANCE AT DECEMBER 31 , 1996 1: !!J u IW.J w W2J 

The accompan)·ina noccs arc an intcpal pan of these lliiCIIICftll. 
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Exccrpc f'rom 1996 Annual Rcpon to Sharcowncn 

LCIIniCmlllonal, IIIC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

(In Milllons) 

forlbs VS!r Ended Pwmbsr )I, 

OPERA 11NO ACTlYmES 
Net Income S7• .1 SSO.I 
AcljusuneniS 10 Net Income: 
Ocpreclatiollllld Alnoftlulloll 6l.S ~·o 
Provllion ror Bid DdJC IU l.l 
Chlnae In Dlremd Taus 3U (1.2) 
Lou Continpftcla .. Other Chirps 
ChanJe in AsMISIL.ilbilkla: 
Trade AcCOUIIIS lt&aivlllk (59.0) (71.)) 
Net Securitization Adivily 112.0 
Accounts Peyable IIICI fecl!lty COIU ~ 111111 ~ .9.0 20.9 
Other AsKISILiabl!ltln u u 

t!s! S::lll! Provlclal ~ OlllndH 6SII!bla J& 1U 

INVESTINO ACTlVmES 
Capilal E~ltum • Ptopmy, P11M IIICI £4uiPfMM (1~.3) (97.)) 
Payment ror Acquls it lolls IIICI ()tiler (121.0) (6U) 
PayrneniS ror Sllol IIICOI~ = !!..t2l 

Net 00 Ugd in II!!SSJint AgjvbisJ !illJl Ull1l 

FINANCINO ACTIVmES 
Net DIIK (h)'ftiiiiiJ) &ono.inp (·U.l) 122.1 
Prererrccl Divlckncl PlymniiS (2.1) (S.I) 
Proccecb rrorn Emplo)u Scock PI- IIICI Wamnu 2.1 iJ 

Nf! ~ll!t f.!.!l:d inl bullld ~ El!&llll6cti"ilisJ WJl lliJ 

Chanae in Cu!llncl CIIJI EqulvalcMI = = 
Cash and Cash Equivllalts 11 the Bqlnnlfta or the Yew = = 
C:ash and Cash EquiYIIats 11 the EM or 1M Yar c 1:: 

SUPPLEMENTAL DISCLOSUU OF CASH FLOW INFOitMATION: 
Cllh,Piicl ror lntaal m.L WJ. 
CISh Paid ror Income Taus 11.J .w 
NON-CASH ACTIVITY: 

su 

36.1 
S.l 

(30.7) 
6U 

(35.6) 

(66.0) 
(7.9) 

Q.Ul 

~ 

70.9 
(5.7) 

ll 

tu 

.:: 

= 

HJ 

1LL 

Durin& 1996. lblrcownas CIIIIMIIId 4.6 million lhlra ol Prdared SIOCk into 12.1 million lhlra of Common SlocL In Scpccmbu 1995, the 
Company issued 4.6 millioa ....,.. ollls c- SIIDCit a p111i11 couiderlaion to purc1a11c CTO, with a m11tct value or approximately S93.2 
million, Tbc rccondlillion of .......... to net Cllh PfOYided b)' opcrat.lnJ activities Is net or assctl purctwed and liabilities assumed throuah the 
acquisition. 
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Exarpl &om 1996 Annual Report 10 Shartowftm 

NOTES TO CONSOUDATID FII'WfCIAL ITATIMDnl 

I. BUSINESS ORCANIZ.\nON AND PUJUIOSE 

The finlnCiaJ IIIICnn&s pralftiCd ..... ._... 1111 COIIIO''fn f lllllnc:c ...... ol LCIIftCimllioftal, Inc., a ~lawuc corporlliora, and its wholly 
o\mcd subsidi.-ics (LCI or lbc Ca pr ') • tl Dr~ r•• rr Jl, 19M and 199S, and &be rdiiCd consolidalccl SlllcmcniS or opcrllions, stwcownas' 
equity and Qlh flows lor lhe ..._ ,.S _....,. 111Nr J I. 19M. 

LCI is a facilitics-blscd ldecommunJcalio C8lricr that provides a lin* ranp or domcslic and illlemalional voice and W KNica offcrinp to the 
commcrcial. ,.ilolcsalc and raidcnliallsmall business market sqmea&l. The Coalplny ICtVCI its cldiOmen primarily chrou&h lcucd lnd owned 
di&ital fiber-optic f'acilicia. 

2. ACCOUNTING POLICIES 

ESTII\IA TES 

The prcpanaion or financial ltl'wcntl In coafonaily wbh acncnJiy accepted accountina principles requires manqemcn1 to nuke cstinwn and 
assumptions !hal affect lhc npoftld .ouDtl oiiiiiiS lftdliabililics and disclosure or continJCftl ~~ and liabilitin .. the dale or lhc financial 
statcmcniS and the reported amounts or revenues end expenses durin& die rcponinl period. Actual results could differ rrom lhcsc cstimatn. 

PRINCIPLES OF CO~SOUDATION 

The accompanyina consolidated fanaacial .........., include lhc accouniS or lhc Company and ill wholl)· owned subsidillrin. All m:ucrial 
inem:ompany tnansaaions and balances have been eliminated. 

CASH AND CASH EQUIVALENTS 

The Company considers all biply liquid inv~ purchased wilh oriainal maturilics or lhm monlhs or Ins to be cash equivalents. The 
Company uses iu available cash to reduce the balMce olhl Rcvo1Y1n1 Credit Facility (Crcdil Facility) and 1cncr.ally maintains no cash on lwld. 

TRADE ACCOUNTS RECEIVABLE 

Tr.adc accounu receivable rcpraca1 amounu due 11'0111 cuaomers lor telecommunications SCNica. Switched revenues include :unounts rccosnizcd 
ror KNicn provided. but not yet billed. A ponioll ollbc raidcnlial accoums receivable balance is billed lhrouJh locol exchansc carriers (LECs) 
who arc responsible ror the collcc&ion ol thae IICCD .. II 1M Compeny receives inlormalion f'rom die LECs about uncollectible accounts three to 
lhirtccn monlhs after lhc account is billed. The Complny'a NMrW Includes an estimate lor lhcsc future uncollectible accouniS. 

ACCOUNTS RECEI\' ABLE SECURITIZATION PROGIA~I 

In accordance with SCIIcmen& ot FiDancill ~--. s..dlrda (SFAS) No. 77, •Rcportin1 by Transferors ror Transfers of Rcccivabln \\ith 
R.ccoursc. • the tnnslcn or receivable llllaDCa - 1M crillrla to lie dauified u a sale f'or accountina putpOtCS. AI such. amounes sold under tbc 
Accoun&s RccciYiblc SccuriCJtalion rrop.m (Securkizllioa ,..._) a 110t included In &he accompaayinJ consolidlled financial swemenas. The 
costs of the Sccuritizalion Propwn areladuded iD oiMr o-> ......-. Mt in &be accompanrlna consolidalcd 5WCtnCn&s or opcq~lons. The cuh 
proceeds arc included in opcnliaa ecdYilia. while 1M • o( 1M ,..... a Included in financin& activities In lhc accompanyin1 consolidated 
SlatcmcniS of' cub flows. 

PREP AIDS AND OTHER 

Prcpaids and ocher 1SM1S include dcf'ared CU11on11r ,....cion coeu that are amortiJIId over lhc lllc of lhc related contrac&s, and vatious Olhcr 
accouniS and nota receivable apiCIId to lie NCCived wldaln 1M Mat ,ar. 
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PROPERTY, PLANT AND EQUIPMENT 

Thac .as ere .....Sil cost or M flir llllltcl value If obcalMd u pert of 1ft ieq'!llklon. ConiUUCtlon COlli lnchidc matrrial. labof, illltrcst end 
ovatad ror Clftlia .-nJiftd ,.,...all'llllld COliS. Propeft)', pllftt lftd ... lpmct~t u or December 3 I, 1996 end 199S. includn the na book v~lut 
or su millioa ... 110.2 atillioa ,., • aplsalilld ............. for ... Cclmpintl opcntina subsidiaries' hadq11811Cn. Routine repairs end 
mh' • te of prop11tJ .t ..... ICI. I U ofiDillor ilaal IN charpd to apcuc U incutred. Dcpfcciltion of buildinp end tqvipmca& il provided 
Uliaa lhc composile lnCChod over ..... , •• d .... llva or tbac ....... nc cost or equipment rctited in the ordinary counc or business, :m 
proceeds. is cbllpd eo eccumuiMed dlpmiiiJ. The apitalizecl bulldlna '- lllmOrtlzed on a walahl,llnc bul1 onr 1M tctm or the lase. 

nc ClliJnaled depn:iMioa lftd ......_ pcriodl by ... &ypc arc u follows: 

Auct Calqory 

Fiber Opdc Nawort: 
Ou1lidl Plant and Bulldiltp 
Tr~~~~million. DfMribudon lftd Switc~Mfta 
I nstlllalionl 
T tChnolol)' Plllroms 
lnformllion SystaU • Hlf'dwlrl lftd Softwwe 
Gcnml omce EqcdfmaiC 
c.pilllbld BuJ ... lAIM 

£.X CESS OF COST OVER NET ASSETS ACQUIRED 

)0 
10 
) 

' l·S 
s 0 10 
u 

Excess of COlt over Mt _. ecquiNd (podwill) COftliiU of the CXCIII of lhc COS110 acquire In entity over the mim:lltd (:air market valut of the 
na ISICU acquired. Ooodwill il -...illd on 1 l&rliatu-linc basis ovet 40 years. The Company continually c\;aluatn \\hcthcr C\'CftiS and 
cimllftlllnCCI baYC occurred dllt ~ dlt mnainin& atiiMICd useful life of Jood"·ill may wanant rcviJion Of WI the rciiWninJ babncc of 
&~ill may 110C be recoVU.W.. Ia CYIIullias whlchcr podwlll is rcco\·cnblt, lhc Com!*')' atinwcs the ~·•m or the c:"pcc~td future cull flo"'S. 
undilcouated and wllhout ialaal cMrpl. dlriYed tom IUCh 1oodwill over ill mnainin1 life. The Company bclit,·n that no such lmpairmtnt 
cxislcd 11 Decaatlclll, 19M.~ olJOOdwlll wu S9.2 million. S4.0 million and $2.1 million for the ynrs cndtd Dcctmbcr 31. 1996. 
199S ..... ,., ~· 

OTHER ASSETS 

Olhcr ..U coasill Of ddlt iauancc COlli, ..... of way, customer liSU. ftOft:COftiJIC'C 111ec1Uen1J and olhct dcfmcd COSU. Other 8SJCU IS of 
Dccanbcr )I, 199S inchldld • - .,. ....... -or Sl.l lltillion. Debe iliUM« COltS arc amortiud over the life or the applicable debt 
..,..cats. RiJhtsoofsWIJ elliS arc IIDOftizecl ewer the life or lhc rcspcctive IJrecmcniS. Customer lisu ond non-<:ompete :IJr«mcn&s arc lmOnized 
over the atimMcd life or canna 11rm of Chi CUitomer list or non-compete aarcemcnt. 

OTHER UAaiUTIES AND DEFERRED caEDm 

Olhet lilbilida 1M •rcnect cndia prta.ily lllcludc ~o~ta-.n •rcnect income aa.us and other lona-tcnn liabilities. As or December 31, 1996. net 
lonJsfCnlldclal'ld 1a1t liaiMiida olSSU ..atlloa wen iftduded In other liabilities and deferred cmliu. 

ADVERTISING COST 
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INCOME TAXES 

The Company follows SFAS No. 109 •ACCOUfttina ror Income Taxa. • (See Note 10.) 

WEIGHTED AVERAGE NUMBER Of COMMON SHAilES AND EARNINGS PER COMMON SHARE 

The wciptcd avcraac number o( ............. _.It Cllcul•--... per coawon lhlrt ......., die Comp.nys Common Scock. per value 
S.OI per stwc (Common SUlek) and Common Stock equlvaa.a. Cocnmoft Stock equivalents lftcWt Common Stock lssulblc pursuant to I&OCk 
options and Common Stock waniiiiS. Dwiltlf96. I ,. WIJ all of 1M prcriously .......... "'Cunaulllivc Convcniblc Eacbln ... lc 
Prcfcncd SIOCk, pcr value S.OI per.-. u.••fiMI Slick). .. coa~lltld Into c-Slock. For 19961Dd 1995, die wcipled avet~p number or 
common slwa iDcluded lhe UIUIDid ....... f/1..,. ra•atiMI Slick .._ ..,.udilta ..... ., poilat Ia lhc period. In 1994, die ~ 
conversion or tbc Prd'cned Stock lido Ca ................. .._ ............... ...,... .... ol COIIIIDOn lhlra u such IIOCk .. Mti· 
dilutivc. For Ill years pracnled. outiCIDIIIIIIIOCk .-_. c-SIOCk ..,.. ..,. rdleaed Ia 1M wtlaf*d avenp number or common 
shares usin& tbc u:.:asuty stodc mclhod. ne ~ ......... •va.ac ..., ol COIIIIDOn shires .. calcullled usina the avcnp daily cloaina 
price or the Common Stoc:k ror tbc period. 1M full)' dllulld weiptcd avaap number or common stwca v.-as cllculalcd usina the hiJhcr of &he end 
or the period closina price or the Common Stock or 1M avcnp daily closifta price or lhc Commoa Stock. 

For 1996 and 1995, caminp per CCNIUDOII ..... • calculllld una income bcrort pmcmd dlvklcncls divided by the \welahled 1\'lriJC number or 
common shares. u dcfmcd above. For 1994, ..unp per common share arc cllcullled u the income on common stock di,·idcd by the respective 
weiahiCd avcrqc number or eommoa......., a clclincd above. 

FAIR VALUE Of nNANCIAL INSTJtU~IENTS 

The canyina amounts of current ...U ancl lilbililia IIIPfO"itftMC &heir fair market \'IIUC bccautc of the shon· term maturity of these financial 
instruments. The fair market vlluc orJona-tcnn debt is diiCUSICd funhcr in Note 5. 

CONCENTRATION OF CREDIT RISK 

Financial insvumcnts that poccnciall)' subject 1111 Complny 10 coaccntlllions of cralit risk consist principal!)' of l1ldc ICcounts receivable. The risk 
is limiiCd due 10 the number or matkCt ........ 1M ..,.. number or entities comprisinJthe ~· custoiiiCr base and the dispersion or those 
entities KrOU many different lndlll&ria anct...,.ruc rqionJ. As or December 31, 1996, the Company hid no sianificant concentrations or credit 
risk. 

RECLASSIFICATIONS 

Certain reclassifications have becD lllldc 10 the consolidated financial statements ror 1995 and 1994to conform with the 1996 presentation. 

ACCOUNTING PRONOUNCEMENTS NOT VET EFFECTIVE 

In Junc 1996,1hc Fin8ncial A~ Stancllrds ao.d .._.SFAS No. 125 •AccOUfttina for Trwrcrs and Savicina or Financial AuCts and 
Extinaulslunents orLilbUitia. • SFAS 125 is ,..uifed ror flnlnclal••uiMftll ror fiscal )'CIII bqlMiaa after December 15, 1996; earlier adoption is 
not permitted. The Sccurltl·adon Propam wu IIIUCIUrad 10 comply wl&h the provisions of SF AS 125, \\ilich the Company will ldopt in 1997. and 
accordin&ly, the Company doa DOC expect any slpiRc:ant lalpectiO 1u rauhl or opcntions or finlncill condition from adoption or this statement. 

3. ACQUISITIONS 

Tbc Company has supplaDadecl powdl "- hi .._ businas wilh ICVCral ~Ua~qic ecquisitions. EKh ecquisltion over &he lui thtec years was 
eccouniCd ror as • purchac. 

In June 1996, the Compeny purdallld 1M ... ..._.,.._ ..u or Pteuylvania Abaallhoc Coaununicalioas, Inc. (PACE). Tbc results of 
operations for PACE \VCR lacluded In lhe Coalpeny'a COftiOiw.d 
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swcmcnt of openaionl froaa J.- I, I 9N _. 1M ••1111• wa noc considered llplticMI fot finlncial reponina putp0111. 

In JlmW)' 1996, lhc Company,.~-~ 1M ... ,......,. ....._ ..u ofTclcdial Amcricl, 1K. (Tdcdial America), which did business as U.S. 
Sipal Corpor11ioa, ud 1ft amu.d ca•piiJ, ATS *-t CoanunicMionl. IDC. (ATS). T1lc Complay ecquircd boch companies for 
~ S99 ..wioo ia Cilia, willa • rUkfnrl-1 ..,._.U24 mWiclaa.~l•r•t• eclail¥illa catlin maue pa(OftlllftCc lftd 
c:US101nCr rctcnlion ..rlaloaa CMI' ............. _, II cfRI • dtt C .... dill. 11M - ol podwill rcconlld in the putdlasc 
ttansiiCtions was S9U million. The nsul1s or operldoas for Telefill America ud A TS wac lndudeC in &he consolidated swcmcnt or opera! ions 
from Jan.wy I, 1996. The purchate of A TS wa noc eoasidcred liplliclftt for flnMCial rcportina putpOICL 

In Scptcmbcr 199$, .... CompiQ)' ..... c..,... Trha ...... Group. IDe. (CTG). I ar.mtllt. Soudl CArolina tlurC provkltr or lonl· 
dii&IMI W¥icel 10 ••••lfllll ••••• *•••• • UIIIM .._ U* 1M .... tllhl ..,..... ... lhl Centprny rqulred all or thc 
oUIJIIftdina shara or CTO and .... ••••rtrtat ........... ~ Wllnlltl in ~ for J4.U ndlliollln Cilia Md u mllliollllwa or the 
Company's Common SlOCk V8lllld • $20.25 per ..... 1M ~ price on lhc dire of a. ._don Ia conjuacdon with the lrlftiKtion.. the 
Company assumed epproal......,. S24 ....._ Ia MI. olwlllch $21.9 million " 'U rcflnMCed. Tbc emounl or podwlll recorded In the purdlasc 
ttansiiCtion wuSIS6.611lillloo. 'I'M camlllllll•rum•'llolopallioaslncludc lhcrauluofCTO from Scpcembcr I, 199$. 

The followina UftiUdlled pro ronu ., • ...,. ,._ ................ IICt Income lftd CM!Inp per common share from the combination or the 
operations oflhc Complny and 1&1 lfplflclll~~:q~flllfonl durina dM periods- CTO and Teledial America. The pro form• information is provided 
as if ach acquisilion W occurred • lbeleJir niat of lloda lhc fiiCII year of the putehuc end the immcdil&cly prcccdin& fiscal year. Pro lonna 
information is IIOC ptOYided for 1996, • llodt I c ••illtra. .... iacludeC In lhc coasolidMcd raults of opcnlioas from January I, 1996. The pro 
ronna infonnation is provided for......._.,., u• oely.lt illllled on blscoricallnfonulion rnd docs noc ncccssarily reflect the actual mullS 
that would have OCMNd, 10r illt n 1 c 1 1 Ur IIMIIcldw ofiM ftllutti"'IUIU of opctlliona of lhc combiMd cnlftpriM. 

(In Millions Except Eaminp per 
Common Sh:are AmounlS) 

Net Revenues 
Net Income 
Earninp per Common Share 

Unaudi&ed Pro Formalnfonnation 
for lhs Y., Ended Qsmnbsr l I . 

$114.7 
54.0 

50.63 

1m 

SS20.0 
o.s 

SO.OI 

Durin& the founh quarter of 1994,1he Compeny rccopiald a loa of$62.5 million on its investment in STN Incorporated (STN). This loss. recorded 
in other (income) cxpcasc, act iD die KCIIIJI*I)-u. conaaUCurd' IIIICmall ofopcB~ions. included $47.6 million for the full impairment of the STN 
investmenlS and Sl4.9 mi!Uoa for acauad loal CIOftll111nda ...._,eo future STN obliptlona. 

4. ACCOUNTS RECEIVABLE IECURITIZATJON 

In Auaust 1996, the Cocnpaay ...alato 1ft ..,._...eo .a a paCCIICIIC ownership iD&Cratln a deliDCd pool or its uadc accounlS receivable 
(Securitization Propwa). LCI SPC I, Inc. (SPC). a wbol!y owaad, ta.~cn~p~cy. remote subsidiary oflhc Company, was formed to execute the llle or 
receivables. Under this SccurtdiMioa Propam. the Company c. trlftll'cr an undivided interest In a daipatcd pool or Its accounlS receivable on an 
onaoina basis to maintain lhc pMiclpldon 1n1aat up to awx.._ oUISO million. At DccaDbcr ll, 1996, the pool orll'ldc accounlS receivable 
that were available for ale IOIIIed IJIIII'CIIIdmal Sl20 millioft. T'bl-of receivables sold, but DOt yet collected ll December l I, 1996, totaled 
Sill million and lhc poceedl ... Ulld to reduce lhc oultlw Cl• a.1ancc or lhc Compaay'alona-ccna debt. Tocal proceeds from the sale or 
accounu receivable duriaalbe ,_ .. sus llllllioo. n.-,..._.._ bllaftca 101c1 1r1 noc Included 1n the 
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accompenyina consolldl&ed ..,_ ..._ • De=anlta 31. 1996. The cot~ oflhc ~ila&ion Propwn is a.cd on a ditcount r.ac cquaJ10 lhc 
sbort-tcnn coauncrcial pepcr 1'111 plus aruia r.s llld ap e•• The CGmplny I'IIIN subswltially all lhc umc risL 'Jf mdit loss u if lhc 
rcccivabla hid aoc been 10111. _.._ ............ ,__fir Mil atimllld crcdillol-. 

Under the Securitiulion ,._ •••e•z. e. CGmplfty acu • fltllt ror lhc purchalct or lhc receivables by pcdonnifta rccordl.;ccpina 8lld 
collection runaions on lhc penltlplfkla ..... IOid. Till....-~~ C0111aias ccnain covcnanu rqardlna the quality or 1M eccounts rcctivablc 
ponfolio. u well u fmanclal co'llt•lll wlalda 11'1 ....._....ly idladciiiO dlole COMalned In lhc Comp111y'1 Credit Feclllty. (Sec Note 5.) Exccpc in 
CCftain limlled clrcum~CanCa. SPC IIIUbjlcllO Cllftlin conii'ICIIIII prohlbldou CIOnCimlna lhc payment or dividends and lhc mlkina or loans and 
edYIIICCIIO LCI. 

S.DEBT 

CREDIT FACILI'!Y 
• 

The Comp~~~y Cll'l bonow up 10 S100 .wioa hal a qadiclrc ofblnks under lhc Crtdll Fecility. The amount thai can be borrowed under the Crldit 
Fecility is subject to rcducdon 11111111 • ..._ .....-Iiiii blllncc. lqlnnina on June 30, 1991, until nwurity on MMh ll, 2001. This Credit Fecility 
bears intaat at a riiC COilSislilll of two CIOIIlpDIMDII. Thc bac niC component is dcpcndcnt upon a market indicalor;lhc second component warics 
from 0.625%10 1.5% bucd on 1M llwl otbclnotlinp (lcverlp ratio). The v.-ciahted avcrap intcmt ra&a on the outsaandina ~·inp under the 
Credit F.cility u of December 3 I, 1996 llld 1995 were'·"" and 6.11%. rapcctivtly. ~Credit Facility conlllns various .:.-.anclal covrn11111, the 
mos& rcAric:tivc beinalhc ~ ndo ,..._L AI of Die..., Jl. 1996 ancl 1995, chc Compeny wu In compliance wldlall Credll Fecllity 
ro¥~NMS and had S2 I 5.0 mlllllll &. 1110.7 .Wion. ,...alvtly. OUUIIftdlna Uftdcr 1M Crldlt Fecilicy. The canyinaamount or lhc Credit Fecility 
approltimlles Its fair value u e. .....,.inalalllwneftls arc varltbte r'IIC noces dw reprice frequently. 

The Compllly tw an intcmt '* ap ....... wilh. iyndicllc or banb thai limits the Comp~~~y's base intcmt rate eltposure to 7.5%. The 
aarccmcnt is for a two-year rcriocl enclina F*-Y 1991 on a SilO million notional principal balance of the Credit FICility. In an event of non· 
performance by the commacial lllllks, tbc CompMy V.'OUicl have exposure to the ntcnt of any incrcue in the base rate component above 7 .5%. The 
Comp:any believes the probability of IUdllll C¥cnl il NmOCC. 

In November 1996, the Company cntcRd Into an illla'Cil ntc swap aarccmcnt ror a one·ycar period. Th-. -arccmcnt. with two conuncn:ial banks, is 
on a S 100 million notional priacipal bellrQ or the CNdit Facilil)'. Under the .,.cement. the Company mikes a f1xed·ra&e payment 10 the banks ar an 
interest raac of 5.51% in cxchanp tor the receipt of a..,.._ from lhc banks based on a variable intereSt rate. As or December 31. 1996, the fair 
value of the apccmcnt was not .-rial. In an evcM of noaopcrformancc by a commercial bank, the Company would be required to m:al.:e interest 
paymmts in accord:o.-,cc with the Credit F.cility. The Cornplny believes that the probability of such an evmt is remote. 

LINES OF CREDIT 

Durin& 1996, the Company obtained two scparlle dilcnlionary linea of mdit (Lines or Credit) for a 10111 or $50 million. The Lines or Credit bcw 
interest at a nate dependent upon a aaarltct indicllor. The latcrat I"'IC 11 of December )I. 1996 on lhc SI.O million outstandin& balance under the 
Lines or Credit '''U 5.93%. Tile outslandina ba*lcl illlhc ICCOinpellyina consolidated balance sheets is renccted in lona·tcrm debt. due to the 
availabilil)' under the Credit FaciUiy. 

6. LEASES 

The Comp~~~y's apical leases primarily Include its opcndltc IUblidlarics' badquaners build ina lcuc, wblc:b expires In 2005. The noncurrent ponion 
of capitallcuc obliptions was SI2.91Dd 514.2 miUion 11 or Decenlbcr 31, 1996 and 1995, rapcctivcly. The Company tw opcntina Jeasa ror 
orra II*C and ........... willa ....... ,... dnaiO ... ,_. wllh opdona for rcncwall. The Company bas catcmS lniO acvcral riahu-of-way 
(ROW) 1casc qrccmcnt~ tbalallowldlor ln•Jiadoa or Its fl1llr.opdc naworic facilities. The &amS orthac 



apccmcats nnp he oec10 lO ,_.. _. _. eaM1ia......, opcioas. Thac ............. prcwidc for rcnw paymmu 10 be made for usc of 
OCher IMd llld lluildiap OCICUpild Ia ca. telha widl die ROW ~~tea•...._ mainccunct end rtplin. 

Durin& 1996, the eomp.ny CIIIINd 1a1o u ~ ._ ..,.._.. for lhc raw or a new corporaiC hcadq.ncrs bcina clcvdopcd 1ft suburbM 
VirJiniL Tbis ..-._a..._,_..._ ... widl two ClpdoasiO NMW for oec y-. each. The ..,eanau includa a muimum residual 
avmnc- wbicb lllacludad Ia *a' ' a.._,..,., .. Wow. n. PfiiPift1 wW Itt OWMd by an unrciMed IIKity IMt willlaMiht facility 10 
1hc eo.np.y. Fi111ac1na for 1M pNj1ct wUIIII ........ bJ a apdlclll of lllftb. Allo durifta 1996, 1M Compeny aecuted 1 S 19 million capital 
late apeantnl for an addldoall h•t,u.., Wily for Ill oplflliat MllcliMia. 'The 1euc term bellns July 1997 and, lhcreforc, Is noc included 
In the capital aca.IChedule. 

Tocal expenses for opcrlliaa a- far 6c ,_.. Cllded DecaDbcr 31, 1996, 1995 ud 1994 were SIO.O million, S6.1 million and ~.2 million, 
rcspcctivcly. The Company is ......... • a a' 'swa, 10 llllkc 1hc rollowiDa peymea~~ on capitalllld open&ina lases: 

(In Millions) '-illl Opml!na 

1997 S3.3 $12.9 
1991 3.1 13.0 
1999 2.6 "·' 2000 2.9 9.3 
2001 2.9 7.4 
ThcrcaRcr .w w 
Total Minimum LaM PlymlntJ 26.1 Sl41.4 
Leu· Arnouncs ~ lnlaat l.t2 --
Capital Lase Obli&llions 14.1 
Less • Amouncs Dill W!dlin One Yar u 
Noncurrent Portion ofCapiw 
Lease ObliJilioas lW 

7. COi\li\IITM£:\'TS AND CONTINCENCI£5 

CAPITAL EXPENDITURES 

Durina 1997,1hc Colapany cxpeca IIIII ill DOabiad-, COIIIIniUDent for capital cxpcnditura (excludina acquisitions) will incrasc from lhe levels 
expended in 1996 and is dcpaldcftt on the CCMDpllly't posnphic and revenue ~1h. The Company's capiw rcquitcmcnts arc primarily for 
switchina and nnsmilllon rac!llt!a llld ICChnoloJY pll&l'onnt arislna from the Company's IUatcaic expansion plans. In addition to its OftJOinJ 
capital requiremcnls,lhc Compoay...,.. ialo an ......-,Ia Fcbnlat)' 1997, to extend ill fiber-optic netWOrk. This commitment will cxtmd the 
Company's ftbcr-oplic ...,.. by owr 3,100 rouec lllilcl, and Ia cxpec:acd to require capital expcnclicurcs or approximalcly S 120 million. includiD& 
cquipalcDt. 

VENDOR AGREEMENTS 

The Company bas apeaacull willa Cllllaia srls c a•• •icMioal illlercxchla&e carricnllld ~ vendors slalt ;:quire sbc Company to maintain 
minimum moalbly aadlor _. .... .._. • UIIIL n. Ca p rr Ml aliqlc 11~ CIOIIIracl wilb a panicular ~carrier wbich 
bcpn iD AuJUil 1995. TWs COIIIIIII .. nlkl--s ................... and an l11a lltiaa cumulative mlnbnum usep requirement. which if 
not met, subjCClS lht CompMy 10 • ...s.u&iliadon cllarp. 'l'hrcMIP D1 c 11Mer 31, 1996, &he eo..p.ny h8d liplllcantly exceeded bodl die first· 
year minimum annual ................. CllS4111111l!oe llld ... aaaulallvc minimuiD ..... or $103 million csaabllsllcd for the second year. The 
Company's minlnnuniDOIIthly bWilt ._ ....... IIDIIIr til ... vendor •CCIDCIIII.-c approxiiDald)' S41Di11ioo lhroup 1997. Tbc Compeny 
has hislorically IIICt all m...._ lllllill ............. bcUfta lhallhc aaiftimum USIIC commlsmcncs will be met In lhc future. 
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LEGAL MATTERS 

In 1991, Thoma J. Byrnes llld lidllrd C. oao v. LCI tomn.anicalions Holdiap Co. cc 11. wu filed by two former mcmbcn or rhc Company's 
llllftllcmcnl in Commoa Pac. Cowl. f-*Jin c:o..cy, Olaio. The IUk allcpd. cliiCrimlnalion by lht Compeny. In 199), 1 jury returned 1 
verdict in f'1M1r otlhe Plaiftd ... 1111 C.. • D a ,._C... awarded approalllllllly Sl.l million In clamqa and aaorncy's fees. 

Bod! the PlaiDdtrs and lhe C......, ....,.aled tM ...., 10 lhe Court or Appeals in Ohio, wbich, in 1 two-co-oac decision, ovmulcd cacb or rhc 
~sii'JipDcals ot....., and two oteht ,..dfti' claims, aad IUitlincd the Pllintlf'f'l' request for epptOXIIDIICiy S.l million in prc·jlldpncnt 
ialaa& in atcHdoa 10 tbe ..... IWIId. Tile c.p.ny ....,.aled the 11111t11t 101M $upr-. Cclurt oiOhlo (the Court). 0a December II, 1996, the 
Court mcned tbe Court o( ~ .... - • alllllllf otllw,..., waalnlutrldall eviclace 10 IUaain the verdict ror Plliatif'f's. In Deccmbcr 
1996, lhe Plaialift'siUed wtda 1M Cowt I Modola for lteconlidaadon. wblcll wu daUed by lhe Coun in Janllll)' 1997. At &his lime. the Company is 
UMble 10 dctcnainc ....._ 1111 Plalalilfs will file 1 petitioa llkina the United Sllla Supranc Coun 10 consider the ca~e. 

The CompMy ._ beatlllllled IS 1 cld'cMinl in various oCher liliplioD llllllaS. Mlnlpmcnt Intends 10 vlaorously defend &hac outsllndina claims. 
The ConlpMy believes it has ...... ICCNid loa condnpncia and dW cumm or llwaleMd lltlpdon mlltcrs " 'Ill noc hive 1 lnllcrillldvmc 
implct 011 the Colnplny's malts ol opllllions or tlundal eondldon. 

I. SHAREOWNER$' EQUITY 

PREFERRED STOCK 

On September ), 1996, the remalaiaa CMIIIIIadilt ...... of the Complny's previously oullllndina "' Cumulltive Convertible ExchanJable 
Preferred Stock (Prefcmd Stock) WIN redeemed by 1M Company. Prcfcmd dividends, cumulalivc from the dllc of issuance. were paid quancrly 11 
an annUli ra1e of SUS per lh8rc 011 1M outsllndlnJ lhlra until redemption. Prior 10 redemption. shtreOwncrs convened .&.S99,19S sham of 
Preferred Stod; into 12.1~.661 shlraofCoaunon 5tGclt. 

In J111uary 1997, the Board ofDirlclon adoplcd 1 shareholder ripu plu (lhc RiJ)us Plan). In Older 10 implement the RiJhts PI~. the B03rd of 
Directors declared a dividend ol-prcl'cned lbarc purchase ript (1 Ript) for each share of the Company's Common Stod; 10 sharcowncrs of 
record on Janllll)' 22. 1997. EaciiRJPt. •'hen cxercilablc, repraaa &he riptiO purchaM one onc-chouslndth of a slwc of a newly issued series of 
Prcfcmd Stock of the eomp.n,, ~ IS Mior Panidpllina Prcfcmd Stod;, per value S.OI per lharc, or. in ccruin circumstances. to 
purchaM sbata ofCommoft SIDCk Mlallhlft die ~'lllilt ..at price. The cxada pri~ is $100 per RiJhl, the redemption price is S.OI per 
Ripl. and die Ripe apira on J.-y 22. 2007. Tile RJpa wUI be aacisablc only in lhc event dW any person or cntit~·. 10Jcthcr with its 
alliliata or associlta. acquires ~DCnlbllla ccnaia specilied peiccnllp of Common Srock or &he Company. The Riahts PI~ was dcsianed to ensure 
that slwco"-ncrs receive fair and equal trcauncnt in the event of any proposed takeover oflhc Company. 

COMMON STOCK 

In September 199S, the Complll)' issued 4,601.SI6 sbara of Common Stod; to purchalc CTO at S20.2S per slwc. the nwS.;ct price at the date or 
acquisition. 

COMMON STOCK WARRANTS 

In 1993, the Compaay issued W1n1D11 for S,401.900 ...... ofCom.noa Stock, at $2.13 per llllrc, that expire in 200). Durina 1996, 199S and 199 ... 
holders exercised 164.336, 40.572 and 41,216..,.... for an..,..._ unouna or 141,2Sl, 33,100 and 41.216 sham of Common Stocl.;. 
rcspcctively. As ofDccalbcr )I, 1996. dlcrc wen 5,162.776 unaadled Common Stod; wamncs.. 



Excerpt from 1996 Annual Rcpon to Shlnowncrs 

EMPLOYEE BENEFIT PLANS 

The Conlpeny mainlliu a ddlaccl ~......._.,a. lor ill anployca. Under this piM, eliaible cmploycnm~y conlribucc a pcrccn111c or 
dft .._ salary, subjecl to catlin •••"- BcalM~ Ia 1994. lhc Com~*')' elected to match • ponion or the cmploycn· coruributions. The 
cxpcMC oftbc Complny's IIIIIChlaa CliiMrlbudollwas S.7 .wion illl996, U mlllioft In 1995 ~ SJ millioa in 1994. Under this plan, anploycn 
may purc:hasc shires oiLCI's COINDOil SIOCk • -'ell prica. Durilt 1996, 1995 llld 1994, 63,200, 45,4141ftd JSJ211ham wcrc ltiUCd under 
this plu lliii&Ycrtp priCII ol$27.76. SIU2 Mel S9.)2, ~· 

9.1NCENTIVE STOCK PLANS 

STOCK OniONS 

The Compeay ... -* .... ,.... --.......... 10 purdlae ........ ol Coanon Stock may be .,..... 10 clireculnlftd key employees. 
Unclct the pllfts. dlt eo.p.ny 1111)' a-t .._....IIOCk opciofts (ISOs) • clcflnecl by the bncmal Revenue Code or IIOii·qualiriCd opcioM (NQOs). 
Stock oplioas paaally have a n,..,_ ftlliDa ptriod. Twaty percent of CICh option lf'llltccl acnmlly bccoma exercisable on the first 
annivcnMY or the plllllftcll."" CICh IIIOIIIb lhlnafter lor 41 mon&hs. Jn the eva11 of a cblaac In coniiOI ol the Compeny, all options ouiJWidina 
would become IOCM exercisable. Under lhc ,.._, options expire up to 10 years after lhc clalc or the JIML Exccpc in the case or ISOs. the option 
price mAy be lea than the fair lnltkct value oldlt Commoa $lock as or the clalc or pt. The option pra u'*r all pllnsla nxcd e&tht dtscmlon or 
an adminillrllive commlu. of the 8oll'd oiDirecton • ... time or lfiM. Durin& 1996, 199' lftcll99~. the option price for all options arantcd "·as 
the fair -'* VIlli or thc ..... • ...... or pill TM wei&IMed •YCIIIC fait value of opUOQS Jflfttccl durin& 1996 and 1995 for the stod: 
opcion pllns was S6.69 Mel S4.SJ, UIJIUivdy, Mel lor dw ESPP "• SUI lllcl S7.17, rcspcaivcly. Shares of Common Stock undcrt)ina 
surrcndcrcd options ny be rc ...... by 1M ao.d or Directors. As or Dcccmbcr 31, 1996, lhcrc were 12,590,152 opcions authorized under the 
Company's stock option pllns. lnfonnllioa rcprdina lhac llocl: opcion plaM is IS follows: 

OutsWidin& IS of Decclllber 31, 1994 

Options Avail~~~~~ for ar-t • fll 
Dcccmbcr ll, 19M 

Number or 
1111111 

~.1§7,~1§ 

1.113,600 
(152,520) 

'~H.nRl 

~.UI.Ilt 

2,199.191 
(211.366) 

'~nzl 

LAIZ.ZH 

2,352,000 
(SSS.olJ) 
~~I.IIRl 

U77.Hl 

2.616.QIQ 

1,1§U11 

Z,()UIM 

UMU37 

1.1f1,61P 
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WeiJhtccl 
A~ae 

E:ossrsjK Pries 

9.07 
2.69 
1J1 

U2 

12.91 
i .U 
2.12 

23.14 
6.91 
~ 

lWI 



The followin& llblc PfacnlllnfOI'IIIIIioe ror cbe 1.977.90 o,dons oulllladifta• or Decealbcr J I, 1996: 

Opsin Outapdinl Opsions Exmipblc 

Raapor N_..,ol ......... w..,.... H....., or Wei ..... 
Exercise Opdoas Awt~~~ A._. Opdons AYCIIIC 
Price Eardlc CoatncluaJ Eurcisc 

f!iB LJ(t~CYan) biB 

$0.17· S2.1J l,ll7,46f Sl.S6 6.00 1.111.476 SI.SS 
S4.S6· S9.1S 2,417,114 S1.,. 6.11 1,441,6CM SU7 
S9.94 • Sll.22 I,M2,SJ7 Sll.l5 7.91 11J.SOO SII.IS 
S 11.25 • S20.0J 561,. SI6J9 U6 161,l49 $15.11 
S20.SJ • SJ$.1) ~ 3.191.500 IUJ! w ~ m.n 
EMPUOYEESTOCKPURCHAII~ 

The Company hu an Employee SIOCk Pwcbalc Plla (ESPP), which enables subuantially all employees co purchuc shares of Common Stock on 
monthly offcrina dales at a ~ price equl to cbe .._ or IS% of the fair marl.:ct value or the Common Stock on lhc date or its purchase. or 
IS% of lhc fair lllllkct value or lhl c.- Scock. M _..llhed M inlcrvals from time 10 time. In 1995, lhc ContpM)'S lhlrco\mm approved an 
CXlCftSion or the ESPP undJ DO 1111r .._ No-••• lt97., untillhlla auchoriad under the ESPP arc cxhaustcd. A maxlmwn or 1.100.000 shares 
of Common Stock wae........_.,_,.a....,dleESPP. Duriat 1996, 199S aad 1994, 247.21J.I92.J96. and 211,6lllharcs were issued 
under the ESPP aa an avu.ac pricllol$24.64, SII.S9 and SS.II. rapcctivcly. As of Dcccmbcr ll, 1996, lhc amount or Common Stod; available for 
issuante was 96S,S9S shares. 

STOCK-BASED COMPENSAnON PLANS 

The Company follows the ........... or AP8 Oplnioa No. 2S lO account for its 1101:k opcion plans and ESPP and. accordinaly, no compensation 
tost is recoanizlcd in the COIIIOlldMed III&Cmalll or opaldons for lilac plans. The Company adopted SFAS No. 12) • AccouncinJ for Stock-Based 
Compensation,• which requlra Cllftain disdosura about llOCk-baed employee compcriiMion amnacmcnts. SFAS 123 req~;irn pro forma 
disclosure of the impiCt on net iaCOIDtand camlnp pcrlhanlrthc fait value mcchod defined In SFAS 123 had been used. 

The fair value or adl opcioe .. il alilnalcd on the dllc or.,..., usina the Black·Scholcs option pricina model, with the rollowinJ WCiJhtcd 
a\·CfaJe assumptions Used for plnllift 1996 and 199S, ,..ectivcly: rilk·frcc interest rata Of 5.7% and 6.7% for the Stock Options pions and 5.5"• 
and 5.6% ror the ESPP; no cxpecced dlvldcM yields; apeccedllvcs or ) .9 )uri and 4.0 )'CIII ror lhc llOCk options ~lans and 1.5 YCIII and 2.2 years 
for the ESPP; cxpeclld volldlit,y oiJ9AMd 43%(orlhiii0Ck opdoft plans and CS.J%and C7.S%fordlli ESPP. Pro fonna net income, as iflhc 
fair value method ta.d been lpplied, .. $66.9 •lDioa and $47.5 million for the years ended Dcccmbcr ll, 1996 and 199S. respectively. The pro 
rorma caminp per lhaac on a fully diluted llail ror dac amc periods wen SO. 77 and so.sa. 

In xcordancc wilh SFAS 123, cbe..., value mctbod Will not applied lO option11rantcd prior lO January I, 199S. The mullin& pro forma impact 
may not be rcpt'CICIIIIMive of raulliiO be expected In ftaturc periods and is not reRcccivc or Kluaii&Otk perfC)I'IM.."«. 
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IO. INCOME TAXU 

lncomtllllhptfiM(a..r.)llriM)'WI...., Oece-.r )I, 1996,1995 end 1994. conlilled of: 

(In Millioos) .l!2t 1m .1m 

Cuncnt Tax Expense: 
Federal S2.0 s- S0.6 
State 1.2 0.5 0.4 
Deferred Tax Expcn~~ (lcMfk): 
lncraa In Dcfetrccl Tax Lilbilily 4.0 1.7 IS. I 
Occrcuc (locralc) iD Dcrcmd Tax A.- 31.1 25.9 (22.9) 
Occrcuc ill Val.-ion AllowiMI Wl w.n UlJl 

Income Tax Explftll (BcMftt) lW 1W ~ 

The dccra.sc In lhc valllllion allowMcc iD 1996, 1995 and 1994 mulled from lhc Company's raliZlalion of its net opm1in1 loss (NOLs) 
canyforwatds bucd on the CGcnpeny's powth In rccurriaa opcratina income. The Company pays swc income caxcs on the amter or a net wonh 
basis or an income basis In alftl,jority otlhc swain whidllt opctiiCS. The Company records state deferred w assets and liabilities at an averqe 
blended nrc or'"' 

The SiJniracant items Jlvlna rill to lhc dcf'crrcd ~" (USCll) and liabilities as or December 31, I 996 and 199S. were: 

(In Millioftl) J!!t .am 1m 

m lli lli 

E:"pcctcd Tu ExpcniC (lkncfa&J • 
Fcclcral S~atiiCOf)' Income Tu it-. S.O.l JS.O su.s JS.O 1(6.2) (35.0) 
Etrcctor: 
~ Income Ta £JqiCftiC s.o ••• 2.0 2.9 o.s 2.S 
Non«duclilllc &,..... 1.7 ... 1.0 1.6 06 ) .6 
Cbanp in Valuation Allowance (5.1) (5.0) (11.7) (I H) (I 7 7) (99.9) 
Ocher, Net u Wl .u u I.L1l lUl 

Inc- Tu bpensc (lkMIIt) ~ w 1J.U w lllW l.JJJ.Jl 

The Company'sl996 dcfcmd Income lax balanc:a wcralncluded In current deferred I&" assets. net $41.9 million, and in ocher non-current liabilities 
of SS3.4 mlllioft. The 1995 clderNd Income lax balllaca•'tft Included in cumnt deferred I&" assets. net of Sll.l million and ocher wets or Sl.l 
million. The Compay lw aa!Cnted sipificlnt NOLl IMt may be ulcd to offset future l&ubk Income. EKh year's NOL lw a ~"imum I 5·ycar 
arryforward period. The c-...y's abll ity to ftall1ut~ its N0L canyforwards is dcpcndcnt on future taxable Income. As of Dcccmbct 3 I, I 996, the 
Company hM NOL Cln')'f'orw.dl oiSIOl million ror ._ ....... purposes subject 10 V8rious cxplnlioft dales bqinnina ill 1991 and cndina 
in 2001. The future tax ballftt .,._ NOL Cln')'f'OIWifds otSCU lllillion lftd S70.4 million lllina a 4CM efl'cctlvc tu rate in 1996 and 199S, has 
been recorded ... dcCemd .. -. 

II. SUPPLEMENTAL CONDENSED CONSOUDATIHG nNANCIAL INFORMATION 

The Company hu flied • lbdf ,......_ ••u-11 willa ... Secwltla IDd E•chrnac ColnaUIIIon to rqlacr SlOO million or ckbc INf/or cqull)' 
securities, for --. Oil 1 dcaa,.d or CCIGiinuous .... Aay ddlc ..tUa ..._, may be paraneeed by certain or the Company's "'holly owned 
subsid'-ia (a-.or Subsicliaria). Sucb ....,_ wW M fUJI. III<DWidiiiODal ...S joillllftd ICYUII. Ccnain or the Complny's subsldiaria 
would DOC providt my ,_.... (Non.ou..tor S.llllidlrria) prilnlrily • a mull or COftlrKtUII prohibitions. The primary Non-Ouarantor 
Subsidiary is SPC, clilcu•ld In Note 4. 5eprrrle flaradal-.na orlhc Ournntot SuWdilria have not bcal pmented bccluM lhc Company's 
manaacmcnt has dctmalned dial the)' would not be IMICrill. Tbc rollowiq •applanaatll tiuncill 1nr0tm11ion scu f'ofth. on ra uncouolidrlcd 
basis, stalemmt or 
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IO.INCOMI TAXa 

Income tiX expense (benefit) for the ycmcndcd December Jl. 1996, 1995 and 1994, COftlillcd of: 

(In Millioas) .1B liU JJ!! 

Cumnt TIX Expcur. 
Federal Sl.O s- $0.6 
Swc 1.2 o.s 0.4 
Dcfcmd Tax Exp.lc (Bendk): 
lacrasc iD Defend Tax Li11M1i1J 4.0 1.7 15.1 
Deer-.~) In Ddinwd T•A.- JU 2S.9 (22.9) 
Deer-. in v ... AUowiMt (.U) UJ.D U!.2l • 
Income Tu Expense (BeMfil) ~ lW JWJl 

The clcctale In lhe valuldon ......._ In 1996, 1995 lftd 1994 mulled from the Compenys realization of its net opcratin& Joss (NOLs) 
canylorwards baed on lhc c....,.. powdlln recurri11 opll'llifta iftcorne. The Company pays swe income aa."es on the &rater of a net wonh 
basis or an Income basis in a~Mjority ol'thc swain which it opmra. The Company records state clcfcmd aax assets and liabilities at an avmac 
blended nle or 5%. 

The sianifiQftt Items aivina rise 10 die.,...,... 1M (...,) lftd llabilhies u of December J I, 1996 and 1995, were: 

(In Mllliofts) .l!2t .li21 !22! 

I! I! I! 
E.'tpccted Tu ExJICftiC (lcftcfil) • 
Fedctal S&acucory lncoec Tax be S..2 JS.O sus JS.O S(6.2) (lS.O) 
Efl'ccl ot. 
S&llc IIICIOIIIC T a Expnlc u u 2.0 2.9 0.5 2.5 
Non«ccuctiblc Expmaa l.7 1.4 1.0 1.6 0.6 ) .6 
ChiiiJC In Vallllllon AllowMcc (U) (S.O) (11 .7) (11.<1) (17.7) (99.9) 
Ochct, Net f.Ul Ul u u u.ll (!J.) 

lneomc Ta."' £xpcnsc (Bacfit) 1m w IW w IW.1l l1lUI 

The Company's 1996 clcfemd iftCOIM laX baJMces ~we Included In cumnt clclemd ta." WCU. net 541.9 mlllioft. and in other non-curmuliabilities 
or $53.4 million. The 1995 deferred income aax balances"._._..... ill curmtt deferred 11X uscu, net of W.l million and other assetS or SS.I 
million. The Company has &cncraled sipificlnl NOLa dlalllll)' bl 111111 10 of&ct future I&Ublc income. EKh year's NOL hu a m&.'timum I S·ycar 
canyforwatd period. Tbe CocnpMy'ubWty to fully • its NOL CM)fol....a isckp eadan on fucurc taxable inc~. As or December 31, 1996, the 
Complll)' has NOL canyfonnrds oi'SIOJ .UIIion for incoaleta ,_.purposes subject 10 various cxplradoa claiCI bcJIMina in 1991 and cnclio& 
in 2001. The future tax beadle oftbae NOL ~ ofS4 U aaJWoa lftd $70.4 million usina a 40% ctrCCiiw tiX raaeln 1996 and 1995, has 
been recorded u. dcfcrNCI lax ... 

II. SUPPLEMENTAL CONDENSED CONSOUDATING f'INANCIAL INFORMATION 

The Complny has flied a abel( ........ • 111 willa die s-itia lftd E••• Commluioa 10 rqillcr SJOO million or clcbC ll!ld/or equity 
securities, for lauanc:e on a clel.,.s or........_....._ Alty ... ..tda ._.....,be....,........ by ccnaia of the Corn!*l)"s wholly owaccl 
subsidiaries (Ouarantor Sublidiwlll). Sucb ,.,..... wW M ft111. UDCOIIdilioaallftd joild lftd lntfal. Certain of the Company's su~idiarics 
would aoc proviclc 111y .......... ~ S 'r'.lflll) ~ a a rau11 of CIOCICriCIUII prohlWdons. The primary Non-Oulllntor 
Subsicliary is SPC, ditcualclln Noll4 . ..... fiDIIIclll 1 IIIII o(tbt au..a.or $ubsidiMa haw IIOC been pmcntcd becaulllhe Company's 
l'lllnlpiiCftt bas clctermillccl thai dlcy would aoc be mata1a1. nc foUowlna supplcmcnlal financial lafonnatlon scu fonh. on an unconsoliclalccl 
basis, stiiCIIICDt of 
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opcn&iou. ...._ .._ _. •n••••.t _.lew ldllllllloa for 11M ...,.... con~p~nyoaly (PIIal CclmpMy). ror cht GuaiWIIOt Subsidiaries lnd 
lhc Noft.OUifiMortt••tdllrla 1111 caqn.a .. • , n• for 199S lftd 1994 have noc .._. prcscllfld u lhc Noft-Guanntor lnfonnalion is noc 
mllerial to the consolldlled fllllndll ••••••• llr 111M ptriod. The supplcmcnlll flunclal lnfomlllioft reflects lhe Company's lnYcstmcnts in 
subsidiaries usia& the equity mallod or 'CCO'MM.. CMain ........W reclaullkations have becll made to proYidc ror uniform disclosufc r01 cht 
period pcacnteeL 

SUPPLEMENTAL CONDINS&D CONSOUDATING STATEMENT OF OPERATIONS 
FOil THE YEAR ENDED DECEMBER Jl, 19M 

.... 
c....., 

"* 
lt..-. s-
COil orScrvica = 
O...MarJiA 
Selima. 0cncn1 w 
Aclll'liAislraaiw ExpaiiO 0.1 
Dcprecillion ud AmoniDiiell = 
()pal&les (Loss) IIIQIIM (0.1) 
lntm~~ ... Odlef o-> ExpeftM. ... 2U 
lntrrCOmpUI)' (Inc-) Expense (2U) 
Eqvily in Eaminp or Sllblidiaria aul 

Inc- Before Inc- Ta."CCS 7U 
•-Tax Expmsc J.l 

Nett- 74.1 
l'rcrcrml Dividends u 
•-on Common SIOd: ma 

(Continued on next JIIIC.) 

(In MiUiou) 
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SI,IOl.O 
t!U 
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2JU 
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9.J 
21.6 

= 
IOH 
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61.6 

= 
IIU 
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Exarpc "-' '"'AM~~~~ Rcpon to s~ ..... 
II. SUPPLEMENTAL CONDENSED CONSOLIDATING nNANCIAL INFORM.\ TION (CONTINUED) 

SVPPI.EMENTAL CONDENIED CONSOUDATED lA LANCE SHEET 
DECDIIERll,ltH 

(a. Millions) 

..... ..... 
c....., au.... a-. 
Qllx C:d:zidid" !'t'd!MI!a £!imiM!jona ~! ? 

~ 

CUIUtENT ASSETS: 
Tr.de AC1C0UMS a.criYiblc, Na ~ SIU 170.4 s- W.l 
Cumn1 Dd'emd Tax Aua1. Na IU 29.2 .... 
PtqltidiMd Odllr u ll .t IU 
lnterca II Pill) ~ 1ZI.! = = WUl = 

Total Cunent A1MU ,.. .. SS.t 7U ()70.4) ISOS 

Property. PW.t and Eq11ip1111111. Net ""l.l ""l.l 
E.'(Ccss or Cost over Net Asscu Acq11ind. Na lSO.S lSO.S 
ln\'CSUIICIII in Amlilla 250.4 (lS0.4) 
Odlcr, Net w i!J 2.! = ~ 

ToWA"P IIIW JIW w IWW wu 
LIABILmES AND SHAilEOWNElS EQUITY 

CUUENT LIABIUTIES: 
1\«0111111 hylblc s- Sl7.1 s- 1- Sl71 
Facility Cosa Accrued and h)-able lll.O IZl.O 
I nWrtOmpM) l'aylblc l6U 1.) (l70.S) 
A«rucd E.<tpaua llld Odllr u w = = w 

Total Cwmu Liabilicla J.4 S7U 7.) (l70.S) liH 

Lon1-~a~~~ Debt llld c.piw Lease 
Obliplions lll.O ll.l l lS. 
Olll~r Liabilities llld Ocrtmd Crediu u 6U 70.0 

SHt\llEOWNEJtS EQUITY: 
P~rcmc~ Sloct.; 6U (6U) 
Common Stock 0.1 ll.O (12.0) 01 
Paid· in Capi1al 4l7.l 4).l 60-' (10).7) 4Z7.2 
RNincd (OcfiCil) Earninp u ZZJ lW (tiJl u 

Im• ~,... r-~~¥ !JU liU w W2Jl iW 

Total Liabilities Mil 
Sharw~r-llv MILl IIW w lliW ~ 

(Continued on next pqc.) 
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II. SUPPLEMENTAL CONDENSED CONSOLIDATING FINANCIAL INFORMATION (CONTINUED) 

SUPPLDIINTAL CONDENSED CONSOUDATED STATEMENTS OF CASH FLOWS 
YEAit ENDED DECEMIER Jl, 1996 

(lA MDiioftt) 

..... ..... 
c...., a-.. a........ 
ga .... Su!!tidjtr!g flj!njMsjpes 

OPEitATINO ACTIYmES: 

Ncl Cull Plovided by (UMd Ia) ---- aw sat ldUl 1:: 

INVESTING ACTIYmES: 
l~lnSPC (60.S) 60.S 
Capital Elf I rdis.a (IU.l) 
~lor Aequililiolllllld Odlef = l.WJJ = = 
Net Call (UMd ill) Provided 11J 

'"1linl AsiM!ip j!IJl ~ I2J = 
FINANCING ACTlvmES: 
Net Dcbl...,.__ (J7.7) (Ul 
Pmcmd Dividllld ~ (J.I) 

,__'"""~SliCk 
P!npW ... u = = = 

Net Cash (Used in) 
Fjntrstna Acriykip f1Ul UJJ = = 

C1laft&C "' Cash llld 
~ fahtllng = = = = 

Call llld Call ~ lllhl 
BqiMina orw v., .;: = = = 
Cash and Cuh Eqvi•-:alcniS ulhc 
Woflhc·Ycar Iii I; Iii I; 
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Exarpc from 1996 Alulu.J Report 10 Slwcownm 

12. QUARTERLY RESULTS OF OPERA nONS (UNAUDITED) 

The followin& is allbaladoa oflhl uneudited quartlrty ..au of opmtiOftl fOf lhllWO ~lllltnded Otctftlbtr ) I: 

(In MUIIoM, Eacepc lanllllp ,_,c....... .... , l!!i 

filii ~ IUIIQ 

Rcvcnua W0.6 S219 •• S219.l 
c.ors.m. JW .LW ut.t 

Gnlss~ 102.0 111.1 122.6 
Sdlifta. Oaenlllld AdmlnisUIIiYC Ex..- su 61.5 67.7 
Dcpftcillion IIICI Amoftizadoa w w w 
()pcrldaa ..... ll.l )4.7 )1.6 
lntaaalfld Odlcr Expense, Net Ll 1J ZJ 
Income Bcl'ort Income Taus 23.5 27.l )0.9 
Income T&' Expm~e u !.1 w 
Net Income IU 17.7 20.1 
Income on eoa.ortStock lW lW lW 

Eaminp pet Common Shire( A) 
lncomepetShlft WI HJ2 au 
Primary \Vci;hted Avcrap Sblm(B) liJ w 11.1 

Fully Dilutcd WclJIICcd Avcraac Shlra(l) w w 11! 

(In Millions, Eucpt Eaminp pet Conunon Shirl) au 
flrB ksa Ih.!d 

Revt~~ues Sl".l SIS2.0 Sl73.0 
Cost of Services w 1!.1 .1.2Ll 

Gross M .. in su 62.l 71.1 
Scllins. Cicamlllld Admiailultivc Expala li..S )).7 11.9 
Depreciation IIICI Amoftiullon !.I w l.J.J 

Opmlinalncome 17.l IIJ 21.7 
lntcmt llld Othct Expcaa, Net J4 u u 
Income Before IIICOriiC Taa IJ.I .... 17.l 
Income Tax Expense u u !J. 

Net Income IO.S 11.1 1).1 
Income on Common SIDCt IU w 1ll.i 

Eamlnp perc- Slllri(A) 
lacomc pet Sblrc &11 au I2Jj 

Primary Wciplcd A-. Slllra(B) 11.! .zu w 
Fully DUuted WciJIIIM Awmp Slllra(B) 21.1 1!.! w 

fOURJH 

S29U 
.li2J 

12•J 
61.1 
JlJ 

)9.0 

u 
)).4 

J.L! 

21.7 

I1L1 

W! 

w 
!1J 

W!a!! 

. 5203.7 
1.1.2..! 

1.0 
46.0 

w 
25.4 
u 

21 .6 
u 

16.1 
1W 

HJ! 

w 
w 

(A) The qllllterly per .._. lmOUilll repraeat bods .,.._, lftd fully diMid u bolla calculllions yidcllhe 111M result 

(8) The wciJhtcd awttp slwa ifteludc lhe __. CIODVCrlion or prdcrnd AOCk. 
weiahted •veraac slwa oulltandina. 

Income per ~bare is calculated u net income divided by 

)2 



DCOIJSOaiE/117'U 

APPENDIXB 
FORMlO-Q 



(MartOae) 

UNITED STATES 
SECtJili'IIS AND EXCHANGE COMMISSION 

W......_.., D.C. 2l5of9 

fOitM lf.Q 

[x] Qulnlrly report pniiDIID Section 13 or IS(d) of die Securities Excbanp Act of 1934 

For lbe quanaly period ended Sep!lmber 30. 1997 
or 

[ ] Transidoa npan punuanl to Section 13 or IS(d) of die Securities Exchanae Act of 1934 

For 1be nnlilioD period from to ----

Lei INTERNATIONAL, INC. 
(Euclaaa of tqiltnal u specified ID iu daancr) 

(S&alc or odllr jurildicdaD of 
iDcaqlorldoa. CIIV'''"kle) 

8180 Oreallboro Drive, Suite 800 
Md..eln· Virlinia 

(103) 442.0220 

13-3498232 
(I.R.S. Employer ldealificalioo No.) 

22102 
(lip Code) 

<.....,_., 111epboat DUIIIber, lncludlna area code) 

Indicate by cbeclt mut wbelber die reptranl ( 1) hu faled all repons required to be ftled by 
Section 13 or IS(d) of die Sec:uri1iel ExdMnp Act of 1934 durin& 1be precedina 12 momhs (or 
for such aborter period dW 1be reptranl wu required to file such reporu), and (2) baa been 
subject to IUCb filiD& requiremeall for 1be pat 90 days. Yal No 

As of October 31. 1997, lblre were 13.500,312 shares of LCIIntemational, Inc. Conunon 
Stock (par value $.01 per sbare) outaandina. 



LCIINTERNATIONAL, INC. 

PART I. FINANCIAL INIOilMATION 

Item I. FiniDcial SCI--111 

INDEX 

Unaudited Coadc..S Coasolidated StatcmeDU of Operations
For lbe 1bNe Moadu IDd Nine Mondu Ended 
Seplemblr lO, 1997 IDd 1996 

Condensed Comolidaled Bll1nce Sheecs-

.. . . . • . . 

As ol 5es*mber 30, 1997 (unaudited) and DKember 31, 1996 

Unaudited Condelllld Coato1idar.ed Starement of Shareowners' Equity
For lbe Nine Monrbs Ended Seprember 30, 1997 

Unaudiled ea.telllld Coaso1idlred Staremerus of Cash Rows-
For 1be Nine Monrbs Ended Sepcember 30, 1997 and 1996 

Nores to 1nrerim Unaudiled Condensed Consolidated Financial Swements 

hem 2. MllllpmeDI'I Dilcuuion IDd Analysis of Fi01ncial Condition and Results 
of Operalioal 

PART II. OTHER INFORMATION 

Item 1. Lepl ProceediDp 

Item 6. Exhibill and Repons on Form 8-K 

SIGNAnJRE 

EXIUBIT INDEX 

EXIUBrJ'S 

2 

. .... -. 

3 

4-5 

6 

7 



ltaDI. FluncMI .... •r t• 

LCIINTERNATIONAL, INC. 
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 

(Unaucl~ 
(/11 mlllloiU, n«pt for ~lll'lllllfl fM' com11t011 slrtln) 

For the Three Months For the Nine Monlhs 
Ended Sepcember 30, Ended Sepcember 30, 
1997 1996 1997 1996 

REVENUES s 364.1 $219.2 s 1,017.9 s 809.1 

Cost of services 213.S 166.6 S96.6 472.8 

GROSS MARGIN I Sl .3 122.6 421.3 336.3 

Sellina.aencral and administrative expenses 83.0 67.7 230.1 IIS.9 

Depreciation and amordzldon 22.1 16.3 61.4 46.0 

OPERATING INCOME 4S.S 38.6 129.1 104.4 

Interest and ocher expense, net 8.s 7.7 22.2 22.9 

INCOME BEFORE INCOME TAXES 37.0 30.9 106.9 81.5 

Income tax expense 14.4 10.8 42.4 28.5 

NET INCOME 22.6 20.1 ~.5 53.0 

Preferred dividends .s 2.8 

INCOME ON COMMON STOCK s 22.6 s 19.6 S 64.S s 50.2 

PER SHARE DATA 

Eaminp Per Common Share 
Primary s 0.26 s 0.23 S 0.7S s 0.61 
Fully Diluted s 0.26 s 0.23 s 0.74 s 0.61 

Weighted Averaae Number of Common Shares 86.9 17.7 86.6 87.5 

The KCOmpuyina noc.a are an intepal pert of these llllementl. 
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,, _..__....._......,. ........... __________________ _ 
---·- - - ··- ·-·-4--

LCIINTERNATIONAL, INC. 
CONDENSED CONSOLIDATED BALANCE SHEETS 

(in millltHU) -

ASSETS September 30, December 31, 
1997 1996 

(UnaudilCd) 
CURRENT ASSETS: 

Trade ICCOUIICI NCCivable, net s 162.5 s 85.2 
Current deferred tax usets, net 34.3 48.9 
Prepaids lnd ochei 20.0 16.4 

Total current IIICU 216.1 150.5 

PROPERTY AND EQUIPMENT: 
Fiber optic network 437.0 392.5 
Teehnoloay platfonns, equipment and buildinaleases 203.9 123.2 
Less - Accumulaaed depreciation and amortization (187.5) (171.8) 

453.4 343.9 

Property and equipment under consuuc:tion 140.9 58.9 

Total property and equipment, net 594.3 402.8 

OTHER ASSETS: 
Excess of cost over net assets acquired, net 348.1 350.5 
Other, net S4.2 46.2 

Total other auets 402.3 396.7 

Total Assets s 1,213.4 s 950.0 

(Continued on next paae) 
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··--· .· -· - · ---~······-...... · .....;. ...... -..-~-~·· · .. 
. . .. .. -.. ... __________ _ 

LCIINTIRNAnON~ INC. . 
CONDENSED CONSOLIDATEDALANCE SHEETS 

(Condnued) 
(in miUiolu) 

LIABILITIES AND SHAREOWNER$' §gUITY Scpcember 30, 
1997 

(UnaUdited) 
CURRENT LIABILmES: 

Accounts payable s 37.2 
Fac:iliry COltS ICCnlld llld payable 108.4 
Accnaed expenses and ocher 72.5 

Total current 1iabilitia 211.1 

LONO-TERM DEBT AND CAPITAL LEASE .. 
OBLIOA TJONS 396.1 

OTHER LIABILITIES AND DEFERRED CREDITS 89.4 

COMMITMENTS AND CONTJNCiENCIES 

SHAREOWNERS' EQUITY: 
Preferred Stock· AuthociMd 15.0 shares. no sham 
issued and outstanc~ina 

Common stock - Authorized 300.0 shares, issued and 
outstandina 78.6 shares as of September 30, I 997 and 
77 .S shares as of December 31, 1996 0.1 

Paid-in capital ..... 7 
Retained eaminp 67.3 

Total shareownen• equity 509.1 

Total Liabilities and Shareownen' Equity s 1,213.4 

December 3 I. 
1996 

s 37.1 
123.0 
53.3 

213.4 

23S.8 

70.0 

0.8 
427.2 

2.8 

430.8 

s 950.0 



LCIINTERNAnONAL, INC. 
CONDENSED CONSOLIDATED STATEMENT OF SHAREOWNER$' EQUITY 

FOR THE NINE MON11iS ENDED SEPTEMBER 30, 1997 
(Unaudited) 
(llf •illlolv) 

Common Stock 
liiUICI 
and s.ot Par Paid- Retained 

Outstandina Value In Capital Eaminp 

BALANCE AT DECEM8El31, 1996 71.5 s 0.1 s 427.2 s 2.1 

Employee stock purchua and 
exercise of optionslwlrranl 
includina reWed tax benefhl 1.1 14.5 

Net Income 64.S 

BALANCE AT SEPTEMBER 30, 1997 71.6 s 0.1 s 441.7 s 67.3 

The accomJ*tYina notes are an intepal pan of these statements. 
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LCIINTERNAnONAL.INC. 
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 

(Unaudited) 
(In milllolu) 

OPERA TINO ACTIVITIES: 
Net cuh prcMcW by opaatina activities s 

INVESTING ACTIVI'nES: 
Capital expendiUnl 
Payments for KqUisidonl ucl ocher 

Net cuh Ulld in iiMidnl Ktivitia 

FINANCING ACTivtnES: 
Net debt {paymenll) borrowinp 
Senior Nota iiiUinCe pnaeds 
Financ:ina fee paymaa 
Preferred dividend paymaa 
Proceeds from cm.,ao,.stock plans and warrants 

Net cuh provided by fanancina activities 

Net increuc in cash and cash equivalents 

CASH AND CASH EQUIVALENT'S AT THE 
BEGINNING OF THE PERIOD 

CASH AND CASH EQUIVALENTS AT THE 
END OF THE PERIOD s 

For the Nine Months 
Ended Sepcember 30, 

1997 1996 

10.6 s 231.9 

(224.5) (105.1) 
(7.1) (118.2) 

(2J2.J) (ll4.lh 

(204.2) (16.0) 
350.0 

(1.6) (2.7) 
(2.1) 

14.S 6 .6 

151.7 (14.9) 

s 

The acc:omplftyina noca n an intepal pan of these saatements. 
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LCIINTIRNAnO~ INC. 
NOTES TO iNTERIM CONDEN CONSOLJDA TED 

FINANCIAL STATEMENTS 
--30, 1997 

(UnaudhM) 

(1) opps 

Tbe ......, ot apenlioal for lbe u.rim periods lbowD ue DOC necessarily indicative of 
results to be apecltd far dll ftiCII year. In lbe opinion of IDiftiPIDCDI. 1be information contained 
bereUi reftectl all ldJI-•• aecaa1ry co mike a fair llltemelll of lbe mula for 1be lbree and 
niDe IDOillbl ended S.,.lller 30. 1997 and 1996. All ,ucb ldjullmeDII ue of a nonna1 recurrina 
nacure. 

(2} BUSJNIII OIGANJMDON AND PVJUIOSB 

Tbe ftDIIICial 1111emems praenred herein ue for LCI International. Inc .• a Delaware 
corporatioD. IIMI ill ·IUblidilria (colleclively LCI or lbe Cclalpay). IDcluded are the condensed 
consolidalld ••••• of opll'lliaDI for lbe lhne and nine IDOIIIba ended Seprember 30, 1997 and 
1996. die c:oade..t COIIIOlidlled NJUft lbeetl u of Seplember 30. 1997 and December 31. 
1996. cbe COiide-.t COIIIOlidalld llllaDIDl of llweownen' equky for lbe nine mondls ended 
Seprember 30, 1997. and cbe CQI•-.t c:oasolidaled ltlliiiDIDII of cub flows for lbe nine monrhs 
ended~ 30, 1997 ad 19M. 

LCI is a flcUidaabued lelecommunicalions company dW provides voice and da~ 
transmisaioo III'Vica 10 billa-. raideNill and local CUSUJmen. u well u other 
telecommuaicatioal CIITiln, dlraulbaUI lbe United Swa IDd iDimWioaal locations. The 
Company lll'Va la a.>m~n 1brCJu&b OWIIId and leued di&illl fiber-optic facUlties (the Network). 

(3) ACCOtJN'I'ING POUQP 

NOie 2 of lbe Noees to Coalolida* Finlllcial Statements iD LCI'a 1996 ADIUII Repon to 
ShareowDen IUIIIIDIIila cbe Cacapay'a aipificullacm•M• policies. 

Prilcd/IIM -t c..t'fr'M. Tbe ICCOIIIplllyq Coademed Coaaolidated Financial 
Statememl (Uaaudilld) iDclade lbe ICCOUDII of LCI aad ill wholly-owned subsidiaries. All material 
inten:ompiDY IJ'IP'Idka ad bel..- bave been elimi•lld. 

wa,w A..,. ,_., •I c...,. ,.,.,. For all periOds pmerued. the wei&hted 
averaae muDber of (C)I!'ft.lll ........ iacludlllbe Compuy•a Common Srock, par value $.01 per 
share (Commoll Srock), IIIII tbl illlpiCI of Common Srock equivaleDII uaiDa cbe treasUry stock 
method. For 1996. tbl wtllblld •venae IIIIDber or commoo abara includes cbe actual common 
shares issued for tbl caavenioD of prnioualy ouwa;.d .. 5S Qnnulative Coavenible 
ExchanJeable Prefened SIDct. per Yllue $.01 per lbare (PJeremd Srock) and the assumed 
conversion of any remaiai,. Preferred Sfoct outiiiDdiDa durin& lbe period. 

I 



.,..., hr C.•••• Sllln. For the dvec and nine momhs ended Scpcember 30, 1997 
and 1996, eaminp per COIIIJI• ....,.. is calcullled u net income befort preferred dividends divided 
by the weiaf*d •*'P .....,or common lhlnl. u defined above. 

(4) ACCOUN'I1 UCDVAIU SECURITIZAnON 

Under the eoaap.ny•a ....,..... 10 .. llrlde accounta receivable (Securitization Propa.~). 
LCI SPC I, Inc. (SPC). 1 ~.....-. IUblldiary of lhe Company, sells 1CC0UnC1 receivable. 
Receivabla IOid • not _..... In the accomp~nyiJia condenled consolidalcd bA1ancc sheets u of 
Scptanblr 30, 1997 lftd Da.-. 31. 1996. SPC had approximalllly $141 million of ICCOUilU 
receivable available for sale and hid sold, but not yet collected. a tocal of approximl&lly $70 million 
u of Scpcimber 30, 1997. The Company Nlains subalntially 1he ume ri* of credit loss as if che 
receivables had not been lOki, .,... ... allbllahld l'llerlel for such atinwecl creditiOJJCS. 

Under the SecUritization Propam. the Company ICU u aacnt for the purchaser of &he 
receivables by performina reconlbepina and collection functions on the puticipetion interest sold. 
The aarccment also conlaiDI catain covenanll reprdina the quality of the accounts receivable 
portfolio, u well a fiMncial COYa*lll which are substantially identical to those contained in the 
Company's llevolvina Credit Facility (Sec Note 5). Except in c:cnain limited circUiftllalal. SPC is 
subject to certain contractual prohibitions conccmina the payment of dividends and the makina or 
loans and advances to LCI. 

(5) DEBT AGREEMENTS 

In June 1997, lbe ~ iaued $350 millioD of 7.1SS Seaior Noec: (Nores). which 
mamre on June 15. '11X11. Tbe lilt proceeds from lbe iiP11ra: of lbe Noca were used 10 repay 
outstandina indebledDea llld for wortiDa capilllllld pDeral corporate purposes. 

1bc Compllly aiiO 1111 a $750 million Revolviaa Credil Fldlity (Credit Facility) from a 
syndicate of blab. Tbe Credil Fad1i9 is c:amprilld of two separate flcUitiel of $500 miUion aod 
$250 million. Tbc lira flci1ily bu a linD of 5-yean. wbile the second flcilily bas a one-year term. 
Each facility may be cxteaded for a limilld mllllbu of periods. 8odl fllcUitiel bear iDrerelt at a rate 
consistina of two compoaeall! Tbe bue r.- «~.-• ia depeadeoc upoo a market indicator; lbe 
sec:cmd componem Vlriel flam O.lOS 10 0.75S baed Oil tbe more favorable of tbe relationship of 
borrowiDp leveiiiO apel'llilw cub flow (1IYenae ndo) or senior UDIICWed debt ratina. As of 
September 30, 1997, lbe Compaay bad DO outlbncliD& bllara: under tbe Credit Facility. 1bc 
Credit Facility ruoa various financial CCMIIIIIIII, die IDOil reslriclive beiDa die lcven&e ratio 
requiremelll. N of Sepcember 30, 19'¥1, die Compaay was in complilla wilb all Credit Facility 
covawa. 

The Company hu an inllnlt ra11 cap apamcna to manaac interat rare risk ... ~ the Credit 
Facility. The apeerncnt limits the bue interat rare exposure 10 7.5" on $130 million notional 
principal balance ofche Credit Facility. In the event of non-performance by the syndicate banks, the 
Company would be oblipted to make tbe conlnctUal payments under the Credit Facility, and would 
have exposure to the extent of any incrcue in the bue rate component above 7.5%. The Company 
believes the probability or such an event is mnote. 
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·- ··--- . - ---- . ----

J'_.,. ..,_. ••· Tbe Company hu qreemenu with certain telecommunications 
intcmu:hanp cllriln lftd third puty vendon that require the Company to maintain minimum 
monthly lltdJOt _. billinp llllld on 111111· The Comp~ny hu hiaorically met all minimum 
billina ~_.Wines ... minimum uuae commi1mcntl will continue to be met. 

Olplttll ....... t Durill 1997. the Company expecu ita nonbindina comnlitrnent for 
Clpital expendibnl. wiUcll II ..,_.. .. on the CompiiiY'I I'OII'IPhic llld revenue powth. to 
incralc from die lnll apendld Ia 1996. The Complny's Oft.IOina Clpi1al requirements are 
primarily for swilcWal IIIII _...,. ficilitia and tcchnoloaY platf'onnJ arisina from the 
Company's strlflellc expllllion pllns. 

In lddidoa to ita onphta Clpital l'lqUinmenla. the Complny ... entcaed into several 
...-mera to IXIInd Ita ,........_ network. These commitment~ will ex1enc1 the Network 
throuaflout llveral .......,auc 11a1 of the United Slata. and are expected to require incrcmcn111 
capital expenditures of approximlelly $270 million for fiber-optic ClpiCity and reialed equipmenL In 
Sepccmber 1997, the Complny IC~IFtN apprvxllllltlly IJOO roule-mila of fiber between Chicqo, 
Illinois and o.Jiu. Teas.lftd paid S40 million lor the position in the fiber. The timina of ocher 
payments will depend on the dellv.y and ecceptance or fiCilities. which is expected to be completed 
in the first half of I 991. 

On Sepcember II, 1997, die Complny siped a definitive aancment to acquire USLD 
Communications Coap. (USLD), in a stock-for-stock tnnsletion that will be accounted for as a 
poolina of in--. USLD ~ lona-clisaance telecommunications services principally to 
business customcn in die Southwell. Soulheut. hcific Northwest and Western rcaions of the United 
States. In addition. USLD ofrln operator services for die hospitality and JIIY phone industries. and 
local telephone .vices in •I• cllll Jllllbts. The Company expectS the acquisition to close by the 
end of the year. The Complny will exchanp that fnction of a share of Common Stock havina a 
value of $20 per lhlre (valued pursuant to die formula contained in the aareement) for each 
outstandifta share of USLD common I&OCk raultina in a purchuc price between S3SO and $370 
million. This acquisition II contiftlllll on reaulatory approval and on the ability to qualify IS I 

pooling transaction. 

U,lll Mllllln. The Company hu been named u a defendant in various litiption matters. 
Management intends to viaorously clef'end these outstandina claims. The Company believes it has 
adequate accrued loa contiapnciea Ind. aJthouah the ultimate outcome of thae claims cannot be 
ascertained at this time. ~ pcndina or threatened litiption maaen will not have a material 
adverse impKt on ... Company's raultl or operations or financial position. 

m SBAREOWNERS' BOUrrY 

11/Pfr ~~- .llloct. In JIIIUIIY 1997, the Compoay odoplccl • 
shareholder riahta ~). desiped to ensure that=·ts wncn receive 
fair and equal treatment in ft'lftt or any proposed takeover ofthe Com One prcfened share 
purchase riaht (Riaht) been aaached to ach share or the ~·, n Stoek and. until 
distributed. may be transferred only with the Common Stock) The Riala will be distributed and 
become exercisable only in the event that any penon or entity. toaether with its affiliates or 
associates. acquim more than a certain pecata. of Common SCock or the Company. As of 
September 30. 1997, no such preferred stock wu issued or outstandina. 
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eo.-. s.ct. 'l'bl CcJa1FuY baa ltOCk opdon plans that anne opcioDs ro purdwe shares 
of OIIIIIIDD Scact 1D diNceon IIIII by employees. Durin& die nine months eaded Scprember 30, 
1997. die Ooa.,.ay an-t apciaal to purdwe 2. 7 million stwa of Commoa Stock. 1be opcioa 
price far Ill opdaalp..-1 wu tbe fair mubt value of cbe llwea on cbe date of pam. The 
Compay illued 0.1 mmim lbara of CmnoD 5eock duriDa cbe niDe IDODihs eaded September 30, 
1997 pllllla 1D apdaal eurcilld UDder lllatock opdoa plllll. 

Tbe a...., lllo .. ID Employee Stock Purcbue Plan IDd I deftDed conuibutioa 
~ .,._ tor ita ~ wbicb allow plfdclpaala to invest iD ComrMa Stock of the 
CoalpiDJ. 1'111 CoalpiDy llalld I toCil of 0.3 million sbara of Common Stock UDder tbe1e 
employtl '*-ftc- tor die aiDe IDOIIIbl ended Sepeember 30, 1997. 

'1111 proviliaD far iDcome cua for lbe lbree and aiDe monrhs ended September 30, 1997 
aDd 1996, coosilll of: 

1bree MOIIIbl NineMODibl 
Ended !!J!tember 301 Ended Seprember 301 

(ill .allltllll) 1997 1996 1997 1996 

CUrremcu aa-•: 
Fedenl s o.s s 1.7 s 1.6 s 2.6 
State 1.4 1.3 1.8 1.7 

TOCIJ current IU Cxpellll 1.9 3.0 3.4 4.3 
Defmed cu expea~~: 

(Decreul) mere.. iD de&ned IU 

1iabilidll (4.3) (0.7) 11 .4 0.7 
Decreue iD dermed tax ..... 16.8 11.0 27.6 28.5 
Decreue iD valualioll allowua, • ~2.Sl ~S .Ol 

Tocal deferreclcu ape• 12.5 7.8 39.0 24.2 

Tocal iDcome tax apeDII s 14.4 $10.8 s 42.4 $28.5 
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---------· ... ··-· · ··- .... - · . 

Tbe effective iDcome Wt l'llle recoocilladon for lbe dine llld Dille IDOIIIbl ended September 
30, 1997 aad 1996, ... followl: 

nr.MOIIIbl Nine Moalbl 
Eaded Seplember 30, Eaded Seplember 30, 
1997 1996 1997 1996 

Expected IU II Fedenl 
ICIIUtory iDCCJIIII - 1111 3'.0" 3'.0" 35.0S 35.0S 

Effect of: 
Stare iDcome IU apme 2.5 ,,2 3.5 5.2 
Noa-deduceibll.,_ 1.2 1.5 1.2 1.5 
Decreue in valuadaD lllowla, Mt (5.0) (5.0) 
Other. net 0.3 (1.7) (0.1) (1.7) 

Effective iDcome IU nil 39.0S 35.0S 39.5S 35.0S 

Tbe effective Wt n&e of 39.6S IDd 35.0S for lbe Dille IDI)!Hiha eaded September 30, 1997 
and 1996, respectively. repme.a lbl Compuay's estimaled efl'ecdve Wt rue for lbe period. This 
effective rax rate is evalualed quanerly buecl OD lbe Coinpaay'a esri""le of fub&&-e raxable income. 

The Company hu pnenllld net operatina loan (NOLl) chat may be used to offset future 
taxable income. Elch NOL hu a 15-year carryforward period. The Compuy's ability to fully use its 
NOL canyforwarcls is dependenc upon f'ulurc taxable income. As of September 30, 1997, the 
Company had NOL c:anyforwards for income lax purpo111 of $66.6 million. subject to various 
expiration dates from 2000 to 2010. The Company believes the utc of its NOLl islibly. 

The Company's.,.aed income tax balances include $34.3 million in currena defened CD 
assets. net and $74.2 mUUon in Olhlr noncunent liabilities u of Seplcmber 30, 1997. As of 
December 31, 1996, defcrnd income lax balances included $41.9 million in current defened tax 
assets, net and $53.4 million in ocher noncurrent liabilities. 
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(9) EARNINGS PIIIBAIII 
In FcbruMy 1997, Stntr••• of'Fillncill Aocounlina 5clndarcls (SFAS) No. 121 .. Eaminp 

per Shirt" Wll llud, whiGh -... dll method Ulld 10 calculale aminp per share. 
Impllmentltlon ot SPAS 121 Is requiNd lor flnlncial ....... iuued for periods cndina after 
Decenlber 15, 1997, incluclial Interim periods; earlier adoplion it no1 permiued. Pro forma 
information in accordance willa SFAS 121 is: 

For the Three Monlhs Ended Scplcmber 30, 
1997 ,....,. 

(Ill •11110116, ..., ,., ....... ,_, Income Shim Amount 

Basic Eaminp per-= 
Income available to common Meownen 22.6 71.5 s 0.29 

Effect of Dilutive Securida: 
Stock opdonl 3.3 
Wlrl'lllll 4.5 

Diluted Eaminp per Shire: 
Income available to common shareownen 

plus assumed c:onveniona $22.6 16.3 s 0.26 

For the Nine Months Ended Scpcember 30, 
1997 

Per sliare 
Income Shares Amount 

Basic Eaminp per Share: 
Income available 10 common lhareownln 64.5 71.1 s 0.13 

Effect of Dilutive Securidll: 
Stock options 3.0 
Warrants 4.5 

Diluted Eaminp per Shire: 
Income available 10 c:onunon lhareownen 

plus assumed c:onveniona $64.5 15.6 s 0.75 

Options 10 pun:hal 0.4 mUiion and 2.1 million lhlm of Common Stock were outstandina 
but not included in the camp lillian of..._ aminp per share durina the dne monlhs and nine 
months ended Septlmber 30, 1997, ~· n. opcions were excluded becl•• the exercise 
price of such options Wll...., lhM tbl.,...lnllbt price of the Common Stock for the period. 
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(!)EARNINGS PU IIIAII (coatlaMd) 

For the Three Months Ended Sepcember 30, 
1996 

PcrshU'C 
{ht .u//lolu, aft1l,., ..... I II W) Income Shares Amount 

Net income $20.1 
Lea: preferred stock~ (O.S~ 

8uic Eaminp per Shue: 
Income available to common lhlreowncn 19.6 74.6 s 0.26 

Effect ot" Dilutivc s.c.idll: 
Stock opcion1 S.9 
Wllllftll 4.1 
Convertible Preferred Slock o.s 2.4 

Diluted Eaminp per ShiN: 
Income available to conunaa lhaNownen 

plus assumed convenlons s 20.1 17.7 s 0.23 

For the Nine Months Ended Sepcember 30, 
1996 

rershlit 
Income Shares Amount 

Net income S S3.0 
Less: preferred stock div..._. (2.1) 

Basic Eaminp per ShiN: 
Income available to common lhanlownen S0.2 70.0 $0.72 

Effect of Dilutivc Securidll: 
Stock options S.3 
Warrants 4.7 
Convertible prefmeciiiDCic 2.1 7.0 

Diluted Eaminp per Shirr. 
Income available to common lbueownen 

plus assumed conveniaal S S3.0 17.0 s 0.61 
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Itlm 2. MANAGIMDI'I"' DIICl-.oN AND ANALYSIS OF fiNANCIAL CONDMON 
AND RESUL1S OP OPDA11CM 

LCJ .._..._., IDe., ....- widl iiiiUblidilria (1£1 or .._ Ccaplay), ill fiCUida
buecl te ...... M: ... Clllllr dill prcMdll I braid nap of doaldc aad lareraadaaaJ 
celecommuak:tdoal ..viDII. ....... laal-4..._, cilia IDd local laVica. Tbe Compauy 
WJe1S alliDUba - ncail IDd wbolr•lf bu1ia11111, resiclenrial llld local - IDd sellllbnJulb I 

variety of c:Jmme11, iDc:Wisw • .._.. IIIII farcr IDd alaDII clw••ll. Tbe C'.oalpuy llrYel 
ics aascomen priiDirily ........ ow..t _. laird dJailal fiber~ fldlldel, iDchNtiiW 1Witcba 
suatqically loc:llld Ibm,.... 1111 Uailrd s... Collecdftly. .._ facUiaa COIIIIitule lbe 
Compaay's network (lbe Nllwort) • 

• 
INDUsTRY ENYia9!!Pr 

HilfGrically, 1111 a .. .,._ oprniJd 1a lbe SIO bUUoa lona-41Ma,.. relecomnuaicalion 
industry. Raal Jealslld¥t lid 'lpbtcy ICtivky is daiped 10 crea11 oae teJecommuaicalioas 
iDdusuy 10 IIICCIIIIpMI bodl lq-cl'"e• t IDd local cellcclnmuak:ldoal .nica. Tbe Complay 
intends 10 provide c:GIIIba.d local IIIII ~ """* eo coa.- Ia wbat il admrtld 10 be 
I $150 billiaa COIDbiard ..... 1'111 curnM iaduiUy envlronmtat IUbjecla lbe Company 10 
varyina depees of I'II''II'DIJ oventpl oa bolb lbe nalioaal Uld 1t11e levels. Tbe followiJia 
developrnenu in lbe IIPIIIM IDd NP'MM'Y environment can impKI lbe na&ure and dqrec of 
competition in lbe erlecon•matrrlioas illd&ay. 

LgiiWNM .... 
T~~ Act tl/ 1996. 1D February 1996, tbe TelecoaununicatioDS Act of 1996 

(me Act) wu eDICIId eo balue competidaa ill lbe loa&-diltance IDd local releeomlnuaieations 
industtia. Tbl Jeai....._ op1111 eaq«ldoa Ia lbe localllrYices market ad, at 1be same time, 
contaim proviliaal l•tW tD ,...a MMIWII IDd buliDea from Ullfair competitioa by 
iDcumbelll local ncJwwl catfm {UO), IDdudi ..... reaioar1 Bell operadaa companies 
(RBOCs). Tbe Al:t IDowl DOCs to provide loa&-dimrn laVice OU1Iide of lbeir local laVice 
territories after cenaiD piO-C~Daa c:oadila., iDcludiaa 1 list of 14 specific •competitive 
checklist" requiiCIDIIIII for operadaa iD 1M local marblll'e met. 

On July 2. 1997. SIC Can-•krdoal IDe. (SIC) IDd ill local exchaaae carrier 
subsidiaria flied 1 la..at ill tbe Uailld s-a Dilcricl Caun for lbe Nonbera Dilaict of Texu 
cballenaiol oo CODIIif•IMDI pauadl lbl I'IIU~ CIJIICiirwl iD 1be Act applicable to RBOCa 
only. Tbe plaiDdfti Ia die a. .rt boda 1 cllcllniDry Jud..- Uld an bQuDcdoD ipiDII lbe 
enforcement of lbe chal ..... prorillaal. If S8C'1 cba11eaae were 10 IUCCMCI, it could result in all 
RBOCs beiDa able 10 pn7VIde ........... .vica wilhin tbeir local services territories. 

The Act provides 1 r. .. w01t far 1be Coalpay Uld Giber J.oaa-diiiiDc:e car.ien 10 
c~ wilb LECI by ...OIIW local ..U llllpboae ICfVice, leuin& UD~NmctW elemenu of lbe 
incumbent LEC netwarkl or buildbW IIIW local ICfVice fac:ilitia. Tbe CoiliiiUY bas siped local 
service qreemera wilb Amlrilrcb. IIIISoulb, BtU Adladc Uld NYNEX (for lbe ltMie of 
M1ssac:buseas) and il currtlllly ill farmll neaodrdaas wilb several Giber LECa. LCI iDiends 10 
vigorously compete in lbe local IIIVice marbt. IDilially. lbe Company wiD provide local service 10 
customers on a buDd1ed null bllil. However, lbe Company is alto evaluadD& providiD& ICfVice 
lhrou&b tbe recombiaadaa ol uabundled aetwork elemeau in lilht of lbe ncea1 ru1iDa !ty lbe Coun 
of Appeals for lbe Eiabl Circuit wbk:b does DOC require lbe LECs 10 recombiDe lbe various netWOrk 
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elemeat oo beball ottbllrlocll ~·· 1be Coalpuly coaJd lllo decide in lbe fwure to build, 
or Olherwile acquire, local ~~~Vice &cilida or use a competitive LEC to provide lotal service. 1be 
Company's decilioD oo 1be cialialllld melbod of providiJI& local service is depeodeot on lbe 
eeonomic vilbility of ill .,_, die raolndoll cf Y1rious aperllioall iaues, llld lbe ou~ of 

several repJarory ~·· wbk:b may cWrer Jllle.by-ltlle. 

Rlp/el!a,.., 

ID order 10 ~ dll Act. die FCC wu ftiCIUln!d 110 Ulldenlb a variety of rep111ory 
actions, wbicb implct D:m!l*iliaa ill 1be teJocxwmmk:adoal iDdusay. Certain of lbele rqularory 
actioal are dac:ribld below. 

l1111ftDIIIWC'II6II Or*. Ia A..- 19M, lbe FCC ldaplld 1D IDwcoaDicdaa Order (lbe 
IDiereolmection Order) wbk:b IICibU..., a minjmgm Dltioaal fnmewort relatiDa to cbe maDDer in 
wbidl aew entt11111 .... ,. IIIII)' iaro local aenica marteca would be able to inlertoanect wirb lbe 
LECs. The lnrercoaalcdoa Order covered IIYeral imponanl IDiereolmecdaa iauea includiaa 
UDbuDdJed local DetWGit elea.•• ...-... lillie di1t011•1 llld arbhndoa procedures between 
LECs llld ~ c:arrten. UDder lbe llllerc:oaalaio Order. awe rqulalory commis"'ions 
would have an ~ role implemenrtna and applyin& local interc:ormeclion policies, Nles and 
procedures. 

Several IWII, conpaill. aaociadoas aad adler emides appealed die lmerconnection 
Order. On July 18, 1997, lbe UDilld Staled Coun of Appeals for cbe £iabtb Circuit (the Coun) 
ovenumecl IDIIIY of die ruJa llllbUibld in tbe lmercoaDectioo Order aoveruiaa. amona ocber 
tbinp, tbe priciDI of a.nx. ............. IDd unbundled DllWOrk elemena. In ldditioo, the 
Coun ovenumed dll .,.. IIIII eta.• rule, wbicb would have allowed m~· enttiDll to receive 
the benefit of 1he molt favorlble provilioDI COQIIiged in I LEC's iDrercoaaection aareements with 
other carrien. Oil OciDblr 14, 1997, lbe Court funber ovenumed lbe FCC' a rules penainin& to the 
UDbuDdled netwadt .._. ... plllfanD. 1'bl Caun c:oacluded lba& lbe FCC's rula probibiliD& a 
LEC from separadaa aetWOrt .._.. dill may be curreody c:cmbined in cbe iacumbeal LEC's 
network, are comrary 10 lbe Act. 1'bl FCC bat •!IDOIJDCed its iDIIDl to appeal cbe Coun's July 18, 
1997 and October 14, 1997 NliDp 1D die Ulliled SWes Supreme Couna. 

Tbe Court's cllcilioaa ....,...Uy limit lbe FCC's jurisdictioD llld expand the jurisdiction 
of state replalan 110 IIIIIJiilb IDd IDforCI nala aovemiaa cbe deve1opmeDt of local competition. 
As a result, it il ID&Riillllly dill dll rules aovenUac local compeacioo will vary submmially from 
state to 111111. If a piiCiawart of .- I'CI''adoat were to develop. it could mab competitive eaary 
in some marbll ID&R dlftk:u1t IIIII expe•ive tbaa in olben llld could increue the coats of 

I 

rqulalory campliaacl .ac'• widl Joca1 eaary. Beclule .of tbe wanainly reprdina tbc I 
outcome of any fonbce •i"' ..,.... llld bow varioua 11111 commiuioaa will leek to flcilicare and 
rep1ale lotal camreciiMIII, 1111 Ooqay Ia Ulllble 10 predict wtw implct cbe Coun's decisions will 
bave OD LCJ'a abUky 10 ofllr campeddve local service and cbe coat uaociated with me local 
service. 

IWl Ope,., C...., (BOC) AppiJCtJIUIIu to PrrJviM ln-bgion inurLATA Long
Disttura. In Jmwy 1997, AIDirii8Cb Micbipn becune the fust BOC to apply for authority to 
provide in-rqioa ialerLA TA .-vice. It wilbdrew ill applic:acioo in February 1997. after rhe FCC 
sttuck from lbe record dll t.l~ tpeaDeD1 between Ameri1ecb and AT&T wbic:b formed 
the basis for lbe applicldaD. Ia MaJ 1997, Amerileeb Mic:hiaan refUed its applic:ation for in-reaion 
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interLATA authority iD Mjchipn, bul Gil Aupll19, 1997, die FCC relcued 1D order rejecq 1be 
application. Tbe FCC clecienDiDed dill Aarillc:b Mk:hipn bid DOt demonsttllld compliaace wilb 
the competitive cbecklill or tbe ..,..,.... of tbl Act. ID tbe Aupa ordlr, cbe FCC also 
established conditions llld staDdardl for fulure lpp1iclliaal for in-reaiCJD, ialerl.A TA relief, 
includin& 1be requiremeDl dW RBOC ipplicldoaa eomply wi1b cbe priciaJ IIIDdardl ori&iaaUY 
adopted in the lmen:oDDecdoa Order. Several ltBOCI bave uked lbe EiaJUb Circuit 10 declare 
these pricin& requiremalll a violldoa of tbe Court's 1arercoanection Order deciliaa. ~ 
requeslS are peudiJJ&. 

In Ap~ 1997, SIC ipplied 10 1111 FCC for IUibority lO provide iD-repoa inrerLA TA 
service in Otiahoma. Ia JUDe 19P7, llle FCC 11111.-t 1D Older re;eccm, SIC's applicalioD oa 1be 
grounds dW SBC had not ~ lbat tbe prospective flcUilia bued carrien wilb wbicb 
SBC bad enrered iDro inlercol-=doa qneaau were providiaJiocal telepbaae laVice ov. lbeir 
own facilities 10 resideadal IDd buliDaa cuaeamen in Oklaboma. u required by 1be Act. In July 
1997. SBC filed 1D appeal of die JUDI 1997 order wilb Unired Scates Coun of Appeals for lbe 
District of Columbia Circuit, wbi:b is CUI1'IIICiy peadial. 

On September 30, 1997, BeiiSoudl of Soulb Carolina IPPiied for aulbority ro provide in
region interLATA service. Tbe Coagnipiaa is currendy seeldna commeDIS on BeiiSouth's 
application. The Commiuiaa bas 90 days ro make a ruliJJ& oa BeUSoudl's applicalioo. The 
Company expects Olber RBOC. 10 apply for iD-rqiaG iDretLA T A lq-ctilwlce aulboricy in lhe 
near future. 

Access Clulrrt Rtfomc. In May 1997, 1be FCC issued orden desipeclro reform the system 
of interswe access cbarpl levied by LECs GD lq-distance service carrien. Accesl cbarps 
currently represent approximarely one-half of lhe revaues for the lona-diswlce 
telecommunicatioas induslry. In lbe May orders. lbe FCC decided to rely oa a combination of 
prescriptive: rate n!duccioaiiDd iacn ued ccnperidaa in ialentare access 10 brina interslate access 
cbarps closer 10 ICIUI1 eco~aDic COIL 1be FCC bll lllrecl dW il will iuue a funber order 
desi&Ded 10 permit incumbem LEO ro lower U.ICite ac:ceis cbarps in rapoa~e ro campetitiaa. 
The manner in which tbe FCC implemaa ttl appl'OICb in lowerina acceu cbarp levels wUI have 
a material effect on lbe prices 1be COIIIpiD)' IIIII i1s competiaon pay for ori&inatina and r.erminatina 
interstate traffic. Various plftiel bave filed pelilioas for recoasideration wilb 1be FCC and some 
parties. includin& LCJ, line lppelled 1be FCC's May orders 10 lbe appropriate federal coun. Tbe 
ultimate outcome of lbe FCC IDd raulrant court actioDI are uncertain and 1be Company is unable 
to predict wlw impact 1be FCC's revised acceu cJw&e ICbeme will have on lbe Company's acuu 
charJe cost IUUCIUre. 

UniYenal ~I'Yi«. In May 1997, lbe FCC releued ID order atlblilbiDa a lipificiDdy 
expanded federal eeleconunuDicadoa IUblidy rqime. Providen of inlemate lelecommuai..·:ations 
services. such u 1be CCIGipllly, u well u cenain ocher eatitia. muat pay 10 sublidize JCrVic:ea for 
schools. libraries and runl beallb care providers. Tbe Company's lbare of 1be federal subsidy will 
be based on iu market lbare of deftaed telecommu.nicatioas services and cenain defmed 
teleconununications end uaer revemaa. Several parties bave appealed lbe May 1997 order. and 
those appeals have been transferred and comolidaled in 1he United Scala Coun of Appeals for lbe 
Fifth Circuit. 
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PayphDM ~· ID Sepcember 1996, lhe FCC ldopced rules ro in1plemeiM lhe 
Act's requiremem ro fairly compem~'P peypbone service providers. This order included aspecifk 
fee ro be paid 10 eKh paypboaiiii'Vicl provider by lq-dillaace carrien and inferLA TA roll 
providen (iDdPdial LBCI) OD Ill •dlaJII'OUDd• calls, IDcludiq debit card and callina card calls. 
In orden 1'111111111 July I, IDd Sepcember 16, 1997, die United Swa Coun of Appeals for lhe 
D.C. Cin:ult VICIIId llld l""""ded some of 1be FCC rules. On Occober 9, 1997, 1be FCC iuued 
an order lddreaiJII die deflult per<all compenatioa rill iD Jipt of lbe Coun's decisioo vlellina 
and remancUaa ponkJIII ~ 1111 PCC'a peypbaae orders. In rapome to die Coun'siCtions 1be FCC 
bas elllblilbed a dlfluk per.all rife of SO.la. for a two-year period, wbicb will iDcreue lbe 
CompiiiY'I COlli 10 Cln)' •clial-uouad• calls dW ori&inale from paypbones. 'Ibis decision is 
expecred to appeal. ID lilbl of poceaDal appeals IDd any coun's uldmale IClioas in lbae 
proc:eedinp, lbe Compllly is uaable 10 predict wbat implct, if any. Ibis decision will have on lbe 
Company. 

PttidtJn Ftw Expedlttd Rulmttlking. In May 1997, LCI and &he Competitive 
Telecommunicalioas Aaociadoa (CompTe!) jointly filed a Pedlion for Expedired Rulmatiaa 
requesbn& 1be FCC 10 IICibHib pert.._.. ltiDdards for LECa 10 meet 1be operations support 
systems (OSS) ~ ~ lbl Act IIIII applicable FCC replatioas. 1be OSS requiremenll are 
in eDIUrina lbat ICCIII to 1be LECs' inlemal systems are provided at 1 level of quality consistem 
wilb LEC provided llrvlc:a. ID ill cmame1111. LCI ~ dW an iDdusuy poup consistina of 
loc:al and loq-ctisma carrien, lnde auociations and replaron be aiven approximately nine 
weeks ro establilb ~ CIIIICJiia. measurement formulas and default performance 
intervals for several 0SS Clllprill. ID June 1997. the FCC issued a public notice requestina 
commea11 on LCI's pecidoD. Numerous panics, includina lbe California Public Service 
Commillioo. WiiCODiia Public Service Ccmniuion. IDd lhe National Association of Reautarory 
Utilities Commiuiaaen, have flied comme1111 in suppon of LCI's petition. This petition is 
currently peadiiJI. 

Loctll Se~. Tbe Complay is iavolved in rep1arory procwiaas in various states 10 
secure approval to resell local service, wbicb would enable lbe Compaay to provide combined local 
and lona~istance services to exiJtiaa IDd prospective customer~. AI of Sepccmber 30, 1997, the 
Compaay has received IPPfOYil to resell local service in 35 states and che District of Columbia, 
and bas applicatioaa for local service IUibority peadina in anocber 13 awes. The Company is 
currendy reseUina localtelec:ommunations service in 31 markets. 

lmp«t tl/ .,._., luwl. Tbe repaJacory actions discussed above could impact the 
Company's cost IIIUCIUie by manain& acceu, per-line IDd pay pboae cbarJa. The Company is 
unable to predict wbedler lbae c:haJIIM will impact its pricina. revcmae powlb or arou maram. 

CDmp!liliM 

1be tooa-ctimac:e 'PIIcomn•nic:aaioas market is hiably compedtive. Tbe principal 
competitive facron alrectiDa 1be Company's mar1r.et llwe are pricin&. rqulatory developmen&s (as 
described above). customer service, and divenity of services and fealura. 1be Act is expected to 
chan&e tbe IWUJ'e of lbe iaduary by l1lowiaa carrien ocher dwl incumbenl LECs to provide local 
service while permittina RBOCI to provide lona-distance services. As 1 result, the Company 
expects competition wilhin the industry to lncreue in both lhe lona-ctilt.IDce and local markets. 
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Several of lbe Cclqllay'1 CGq*itan are IUbsWitially larpr aad bavc IUbsWitially pater 
financial, tecluicll .a _..... IIIGUI'CII. In lddltJon 10 lhe llraac telecommwUcadoas 
companies, AT&T, MCI Uld Sprint. lbe Compuay llso comperes wilh hundreds or ocher lona
diswx:e carriers, u weU u LEes, in various typeS or relecommunicatioas services. The 
Company's principal priciDa IUaltiiY il to offer a simple, ftal-rare priciJI& suuccwe wilb rares 
compedlive to 1bo1e of AT&T, MCI aad Sprial. Allboup LCI il prepared to respond to 
compedlive otrerinp from adler Cll'rien, lbe C'ompuly condJua to believe lhat iu •simple, Fair 
and IDexpeasive• marketiniiDd .mce priciDa ~pprOICb is very competitive in retainiJJ& exiJtini 
customers, as weU u abcainkW aew CUitGIDal. Tbe Compaay's ability to compete effectively will 
depeod on mainrainin& exapdaall cusramer service aad bi&b quality. awbt responsive services at 
prices pnera1ly equal to ar below dae cbupd by ill major competitan. 

lndlutry M~rrm. Sevcrl1 very larp merpn are curreally beina comemplaled in Che 
relecomDUlicalioas indlisuy. Amoaa lbae proposed merpn are MCI aad WorldCom, Inc.; MCI 
and British Telecomnulicllioal: and GTE and MCI. At Ibis time cbe Company is unable to predict 
the implct, if any, on lhe Compay or competition widlin the industry as a whole. 
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Tbe Coqaf'1 mtn• priallrily CGIIIill of IWiiCbed IDd privlle tiDe reveaua. Switcbed 
reveaua are a fuacdall of swll:llld mire• of 111e (MOUa) and rare IWCtW'e (rues cblrpd per 
MOU), wbicb are bued 011 1111 Compaay'a c:uaomer IDd ~~~Vice mix. Privare tiDe reveaua are a 
fuDcdoa of ftxecl r.- dill do 1101 VII)' wilb uup. Tbe Comptay'a COil of terYicel coasiiU 
prillllril)' of .... ia&:uned far orial-dao, *"'hwtim IIIII IJ'IIIIIIIiUioa of calb 1brouab I..ECa 
IIIII over lbe Coqaf'a Necwark. 

RIIUL11 or OriMJIIIM TP T!!V M!D NR !!OHDIIIPD 5RJMp 30, 1!!7 M 
CcMWD10W .... 619NpctpftiiiNpiDMiiNMJO.lm 

.......,. ltlwnua increued 26% to $364.1 million and 26% to $1,017.9 million for the 
three and nine 1n0111ha ended Sepcember 30, 1997, respectively, over Che comp~nble periods in 1996. 
MOUs increased 33% to 2.1 billion minutes for lhe three monchJ and 37% to 1.1 billion minutes for 
the nine month periods in 1997 over 1996. The fol1owiDa llble provides further illformadoa 
reaudina tbe Comptay'a mea~~~: 

(ill lllilliolu, 
ocqt switdW nwttW ,_, IIOVJ 

MOUa 

Switcbed ltlw.ae per MOU U) 

(l)$wildled ~ clividld by MOUa 

Tbrec MCIIIbl 
Eadld 11111•'-r 30, 

199'7 1916 g.. 
s * ·' s 219.2 26" 

2,137 

$0.119 

2,131 33" 

s 0.125 (5)" 

NiDcMOIIbl 
EDdld s. ...... 30, 

199'7 1996 Cbg 
s 1,017.9 s 109.1 26" 

1,067 5,196 37S 

50.117 SO.I26 {7)" 

Revenues fiom butineu cuamen increued in excess of 25% for lhe three and nine months 
ended Sepcember 30, 1997 over the cornplllble periods in I 996, and ~epn•nted approximately two
thirds of the Compay's tolal NYenUII. ResidentiaUsmall business ~evenua repmcnted 
approximately onHhird of lOCal NYenua and incrated in excaa of 20% and 30% for the three and 
nine months ended~ 30, 1997, mpectively, over the compuable periods in the prior year. 
Growth in m~ .mcc rcYe~m~ICIOII all revaue service u.s wu approximalely aoo• 
and 10• for 1111 dne IDd Dille IDODibJ eaded Sepfember 30, 1997, respeclively compared to lhe 
same periods in 1996. 

Tbe (".oqay apelieaced a decreue in averap reveaue per MOU for bocb tbe duee and 
niDe IMII4bs eadld ... ,._ 30, 1997. u CCIIIII*Id 10 ....... periodl iD 1996. Revaue per 
MOU Nftecll ~ COil of .mea, ella .. in 1be mix of III'Ykw by IDU'bt 111JD1D11 and 
compeddve prldaa. Tbl pvwda iD bull..., aad ~ .me. volumel, u measured in 
MOUa, exceeded tbl powda ba m •- due 10 compeddvc prk:ilw pceuurea aad cb.,.. iD lbe 
mix of iDleraUioaal C0U1111J ttlftlc. ID wtdilat, die Qxapay bu aperieaced MOU pOWib from 
hiJh volume bula.a GIIIM.,. wbo primarily ue dedicalld ~ """* ralber IbiD switched 
services, wbic:b bave a lower meDII per MOU. Tbe CompuiY'I powdl in various sepDIIUI, 
wbich have differeal nil ~ aad paerue differeD~ paa ....p., bu cbanpd ill mmae 
mix and consequeady iqNM:IId die &wrap revcmae per MOU. 
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Tbe Conll.., ._ ..,..._. iDcnue in lila allowace iD 1997, retlec&td u a cbarJe 
to pou reveaue, • a ..all of 1111 powda ID reveaue and a lbitc iD lbe cuaamer mix towards lbe 
residentiallsmall buliDIII .me. •an• A aipifaaa ponion of lbe midendal/IIDIIJ business 
ICCOUDII receivable .. ,_. II liilld IIIII colllclld lbroulb LECI. 1be Campuy conWua to 
evaluate and moaitar perfDrR PM of ... LI!CI, U lbele COIU of UDCOIIecdble ICCOUDCJ bave 
exceeded billaricll ..,....._. 1'bl Cclqay's uperieace willa a tuper level of uncollectible 
"Gil .. iD lbe ... ..,.. .. , .... bllli••IIIIDID' il COGS._ willa iDduluy rrendl. 

The CclmpiDJ- I ¥lrilly of cMnnllsiO marblltl.vicn. In addition 10 ha internal Min 

force, the eamp..,. - 1 -••••• of odllr channels. IUCh u ldYiftilina and third ptny •les 
apntl. For~ IIIW party .... lpllll. c:onapenMiion is paid 10 apnt1 in the form of an onaoina 
commission tiald upaa colllctldlaq dilllncc revenue aaribulable to customcn sold by the 11Cft11. 
The Company ..... 11sp Dlllibllity for the cus&omer relationship, includina billina and customer 
service. Amcric:ln Camm•ic•b• Network. Inc .. a nationwick nctwodt of third p1rty uln qencs. 
continued 10 be chi ..,.. of lhe Computy's sales apntl for residential/small business customen. 
The Compeny cloa. however, ccninuc to cxpllld iuules pmencc ecross the country usina a variety 
of channels. 

Grou ,.,. 1'bl Oaalplay'1 arau 1D1rJin increued 23~ to $151.3 million and 25~ to 
$421.3 miUioa for lbe IIIIIIIDII •aaoalbl ended Seprember 30, 1997, respectively, u compared 
to Che same periods iD 1996. Duriallbe duee and Dine moalbs eD&Ied Seplember 30, 1997, cross 
marain u. perr:enrap of~ dec:lalldto ••. ,.and 41.4~. respectively, from 42.4~ and 
41 .6~ for lbe- periods ill 1996, rapecdvely. Tbe clecreue u a percelllap of revaaae retleccs 
a shift iD nwm~~llllx 10 bilb-.. c:uscamen witb lower 11'011 nwJias per MOU u well u 
c:ontiDiect coa!pllidve pricial.,._. 

Tbe Coalpuy's fiber e.,...iaD plaiiD'd for rbe second half of 1997 and early 1998. will 
rcmponrily .-It iD MJI!dw fldlidll IIIII ilaeued coaa wbile nffic il moved from current 
leased fleilida 10 lbe IIIW OWIIId ladlidll. However. oar:e lbiJ 1r1111idoa is cumpleled, whicb is 
expected to be duoupaut 1991, lbe CcxaFaY wW realize 1lower COli of service. 1be Company 
c:ontilues to evaluate ...... 10 !educe ill COil of services and improve Che reliability and 
efficieacy of lbe Necwart. 

saJiar. O.nl .U A I f.UIIWfw Bq-va. Sellin&. pnera1 and administrative 
expenses iDcrealld 23S 10 $13.0 mQiioa IIIII 24~ to $230.8 millioa for lbe lbree and nine mondls 
ended SeptiiiiRr 30. 19V7, .....-...,, • c:ampared to lbe .... periods in 1996. As a 
percentap of....._.., ......... IIIII adminiltnrive expeata wen 22.1~ IDd 22.7~ for 
the lbree IDd DiDID'.,II llldld ..,.alber 30. 1997. respecdvely, u compued to 23.4~ and 
23.0~ for lbe .... periods in 1996, rapecdvely. Anlalalized revesue per employee hu remained 
It approxime•y $500,000 per emp&o,.e lbraulb lbe Dine IDOIIIbl ended Sepcember 30. J 997. 

Tbe Con111UJ'I ........... IIIII aclminilttllive apeiiiC iDcra1a ycar-ovcr·ycar were 
subswuially iq»acled by payroll IIIII CGIIUDillionl. Payroll expcnsa iDcreued 23~ and 26~ for 
the three and niDI moadu eadld s.,.mber 30. 1997, respectively. Payroll expcnsa increased at • 
slower rare than lbe revem~~ bier••• wbicb raullled from busineu IIIJDeDII wbicb do noc require 
c:oncurre111 iDcreues iD lllliDI. plllrlllllll adlniDislraiM expea.s. 

Tbe iDcreue iD ..waa. plllrll and adminillralive expen~~~ includes 1 $5.2 million and 
$13.7 million increue iD commllllaa expe111e for Che lbree IDd Dine moalba ended Sepcember 30. 
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1997, rapecdwly, over tbe Clll...,... prior periods. 1be powdl in residendallsmall business 
revaue sold by daild PlftJ IIIII .,.... wilb upfraal llld oaaoiD& commiuioal implcred 
cnmmi•siaa ..,_.. '1111 ex-. iDclaTid far lbinl pll1y IIIII lpllll' c:ommiuioaa primarily 
repllce ocber Ylrilllll---................ far lbil reYtall ......... 

1be C..., w'-rll!tlll ID baeme.al ilaeue iD seWDa, paenl llld adminianrive 
expe11111 due 10 till ...-• ~ ill IIOiflllbic IIIII preiiDC&, eaa-ace iDro 1be local service 
lllll'bt.llld --By ... to ICqUilidaa ICiivtcy. Duria& lbe DbleiDOIIIbl eaded 5epcember 30, 
1997, 1be powda Ia _.,_, ....... IDd eclm,infMriJioD apt Mil bu been leu IbiD meaue 
powlb, wbicb ...... ~ IDd opendDa eftlciladll. 

~ • A••lflllfiM ...... Depncildon and 1m01tization expeue for lhe 
three and nine ........... , ...... JO. 1997 Wll m.l million Md 161.4 million, rnpecdvtly. 
The increue refllccl the •-• lllldl in infruuucturt for Illes. customer service and ocher 
service delivery sy..., in ...,..ort oflhe Company's powdl in revenues and MOUs. The Company 
anticiplta thlt dlpr1clldaa llld aoniDcion will continue to increue due to invescmenu in new 
tcchnoloaY, u well • dll apiMion of lhe owned portion of lhe Network. The incrcuc in 
depreciation Md -•l•loe for the lddidonal Network &cillties is expected in flnt quaner of 
1991. Depreciadon lftd ...cialion expense u a perc:auaae of rnenua wu 6.3% and 6.0% for the 
three and nine monlha llldld Seplemblr 30, 1997, respectively, u compared 10 5.6% and 5.7% for 
the same periods in 1996, respectively. 

~ ,,..... ()penlial iDcome increued 18" 10$45.5 million and 24" to $129.1 
miUioD for lbe line llld aiDe IDOIIIbt eaded September 30, 1997, respectively. over the same 
paiods iD 1996. Ala pen:cr ... of~. operatiDa iDcome wu 12.5" and 12.7" for the 
duee llld aiDe maadll eadld s.r-•• 30, 1997, respectively, complied to 13.4" and 12.9" for 
tbe ume periods Ia 19M. 1'be deciU. Ia operatiDa income as a perc:e~ap of revaue reflec:u the 
cOmpetitive preiMII OD lfOII IIIIIJiD. and 1be iDcreued deprecillioa for lbe Company's capital 
expendi1ura prior 10 1be ftaU bealfta of 1bae inve11meDU beiDa reflecced in lhe resulu of 
operaliaal. 

IIIIMal ..t OIIMr B z • ., N& r.re.t and ocber expeme, net of capilalizcd inrerest, 
iacreated 10 sa.s mtntm IDd decrn••ll 10 $22.2 million for lbe 11uee IDd nine mombs ended 
5epcember 30, 1997. aapecdvely, COIDpllal to $7.7 miUioD aad $22.9 million for lbe same 
periods iD 19M,~·.._.. ape• iDcluded a ftaU quarter of iDieral from lbe newly 
iuued Sador Noell. wbicb ...a.t iD tbe illcreue for 1be lbird quaner 1997 over 1996. Tbe 
Compuly was lbll 10 reduce 1M 1ne1 of ougca'"'iaa debe duriDa 1be ftnl ba1f 1997 compared to 
1996, 1broulb 1M Securtdzldaa P1apam. wbk:b provided a 1oww COli of capilal, u weU u a 
lower U.. ~ OD tbl a.tit Fldlily. Aldaaup .... e.- decralld yar-over-year, 
iDiaelt ape• II tll*lld 10 llanu due 10 a bjper .._ oldie ~Mer• IIIOCillld widl 1be 
Senior NC*a ~ ID 1M lbart-tlllll rues c:urready availlble UDder uisti,. facilities. Tbe 
Compuly allo txpecll a biPir avenp bonowina u a ...tc of lbe Senior Nota dwiDa the 
second ball of 1997. ~ ro tbl 11111e period in 1996. However, lbe fixed iDterat nee on the 
SeDior N011e1 providll iDrlrelt .-lllbWcy and frea ClpKity UDder 1be Company's ocher shon
term facilities. 

,.._. Tu mp .... lncame tax expense wu $14.4 million and $42.4 million for the three 
and nine months ended Seftl•uber 30, 1997, respectively, u compll'ed to SIO.I million and $21.5 
million for che same periods iD 1996, respectively. The Compeny'a net operatina loss (NOL) 
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cany(OI'WIIdl for fL•acill•rt• •• ,.,nnW~~e fully utilized in 1996, raultina in an iiiCI'Call in 
the estinrecl cft'ecdft ta '* tD 39.5% ia 1997 from 35% in 1996. The increue in income tax 
expense mulled from the incla. in the ellimlled effective tax rate and the powda in eaminp 
before taxca. Tht Comp11111M1yas_. ..... ita efrcctive tax rate, If MCCIIII)'. on a quarterly 
buil. 

Pn/,., Dhillall. 1be OIIIIIUJ'I pmioully outiWidiJI& lbam of 5S Cumu1a1iYe 
Convertible Exc"".,.,..,.. Pllrlnld Sfact (Pre..._. Stock) were nHemed oa Sepctlllber 3, 
1996, tbenby elimitwdlll die CGI'ftllllcai'"W ........ dlvidead ..,_. 1be IDIIII1 .map flam 
the elimina., dividead PI)'IDIIIII II ............, $5.1 llliiUOD, baed upoa lbe oriplaJ 4.6 
million sbalef iaued iD Aupllt 1993. 

LCI Jmemadoall. IDe. (LCD) ill boldial company and conducll ill operalioallbrouab ill 
direct and indirect wbally-owaed IUbsidiariel. Tbe Company's dilcuuion of ill liquidity il bucd 
on tbe consolidalld araap. 

CGIII n.w · ~ Adhllla. Tbe Coalplny provided $10.6 miiUOD of cub from 
operations for me Dille~· eadecl Seplember 30, 1997, compared co $238.9 million for cbe 
same period in 1996. ExcbJdiaalbe act .uricizltioa accivity, cub from opemioal wu $121.8 
million for cbe Dille IDODib period eadecl September 30, 1997, compared to $130.9 million for cbe 
same period in 1996. 1be Colqlay's powdl ill revaua and net income hu provided consistent 
operatina cub flows. 

CGIII Fllltn • ,....., AcbWa. 1be Compay hu supponed ill poWib ln&qy wilh 
capital expendi1ura IIIII IICqUilidaal, raultiaa in $232.3 million in cub used for investin& 
activities duriJI& nine liD..,. eadecl Sepwmber 30. 1997. compared co $224.0 million in 1996. 
Durin& tbe nine IDO*n eadld s.,_,..., 30, 1997, cbe Company 1pea1 $224.5 milliocfin capical 
expendinara to acquiN llldiiMDI swil'.h'•· ll'lmlllillioa and diiUibuDOD ClpiCity, u well u to 
develop and liceale iaforaaaD syltla .uppon, repraelllina an iacreue of $111.7 millioa from 
me same period in 1996. 'l'bil iDcreue includes lbe $40 million paymem for cbe Chicqo-Dallas 
fiber purcbue in Seplember 1997. 

CGIII FIIIWI • ,...., Aalfilla. FiaanciJI& activities provided 1 net $151.7 million for 
tbe nine IDOIIIbl eaded Seplelllber 30, 1997. c:ompared wilb $14.9 million used in financina 
activities duriDa lbe .... period iD 1996. Ia Juae 1997, cbe Compmy received proceecb of $350 
million from lbe iw'IID ollaal-tlnD dlbl <• Capical Raourca below) and cbe proceeds were 
used. in part. co repay ok lbea oumnctiaa ........... 

c.,lltll ...,.__ Tbe net praceeda ttom me iuuancc of die Noea were used co repay 
outsrandiJI& indebiMDIIIIIId for WOitiDa Clpilal and paen1 corpora111 pwpoees. 

The Company hu a $750 million Cradit Facility with a syndic8M of benb. which allows the 
Compatty co borrow fUnds on a dilly bail. Ala rauh, lhe Complny Ulll ils available cash to reduce 
the balance of its borrowiap and UIUally mainaains no cuh on hand. AI of September 30. :997. 
there wu no OUtJtaDdiDI ...... OD lbe Credit Facility. Tbe ialerell .... OD me debe oullt.IDdina is 
variable baed on several illllal (See NOlle 5 to the Condensed Coalolida.s FiDanciaJ Sra&eDJCDI•). 
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Tbe Credit FICIIily MrMaint cenaiD fiDancialud aepdve COYeDIDl requkemeall. AJ of September 
30, 1 WI, die Ccapmy wa iD c:cmpliiDce widl aU COYtlllllll. 

The Colnplay .... dne ...... Dileretionlry Line of Credit Apeements (Linn of Credit) 
with commercial blab for a tacaJ of S75 million. The Lines of Credit provide flexible lhon-ccnn 
bonowifta f~eUida It ce~lllpldtivc r1111 dep~ndent upon a marbt indicator. Any outatandina balance 
is rcflccted in lcJat4na .. in the accomplftJina COIIIOiidatld balance lheltl due 10 borrowina 
availability under the Cl'lllk F.Uity to np11111Ch balanca. AI of Slptnber 30, 1997, there wu a 
$17.9 million ......... ....._ on the Lines of Credit. 

The Complny mai•inl• Securitizllion Propam 10 •II• pc~ ownenhip inlerat in a 
defmed pool of the Complny's nell accoun11 receivable. Tht Complny Clft tra111ltr • undivided 
intcrae in • ~ pool or accounll receivable on In onaoina buis to maintain the participllion 
interest up to SISO million. At Septanber 30, 1997,the pool ofcnde accoun11 receivable which was 
available for iall WM approximltely $141 million and the amount of receivables sold was 
approximltely $70 million.. 

C.., • ..,._.,... Durinll997, the Company expects that its non-bindina commiln'lCM 
for capital expendkura. which is dependent on the Compuay's aeopaphic and revenue powth, to 
incrcue from 1996 levels. TheM on-loin& capital requileaneta are primarily for switchina and 
transmission flcilitla. rec:hnoloay platf'onns and information systems applicalions. 

In addition to its oneoinl Clpital requirements. the Compuay tw entered into several 
...-menta to eXIInd ita owned fiber-optic network tfuouahout ~I poanphic areas of the 
United Stales. The Complny hu bindina commilmenll to purdlue will make paymen&s of 
approxiautely $270 millioa of flber.oplic ClpiCity and related equipment. In Sepccmbcr 1997, the 
complft)' accepeed lpiiiOXimlllly I ,500 route-miles from Chic:lao, Illinois to 0!-llu, Texas and paid 
approximalely S40 million for the position in the fiber. The timina of ocher payments will depend on 
the delivery and ICccpcMCe of fiCilitia, which is expected to occur in the first half of 1998. The 
Company beliewl it ...... cab ftow and bonowina ClpiCity to fund planned capital 
exprnditula. 

On Septanber II, 1997. the Compuay lipcd a definitive apecmcnt to acquire USLD 
Communica&iaal Corp. (USLD). in a aodt-for-IIOCk traftiiCtion that will be accourad for u a 
poolina ofu........_ USLD pnwida lona-disaance telecommunications services primarily to business 
customers in 1111 Soulhwal, SouiMut, PKific Northwest and Wesleni rqions of the United States. 
In addition. USLD ofl'en openror ..vica ror lhe hospitality and pay phone industries, and local 
telephone .rvica in •llceld ....... The Compuay cxpecu the acquisition to close by the end of 
the year. The CCI...-y will e.._,. the fnclion or a shire or Common Stock havina a value of$20 
per share (valued ,._ 10 1111 fannula c:oalained in the lpllllllllt). for ach OUIIIandina share of 
USLD common IIIDCk ......... in a purchue price or between $350 -$370 million. This acquisition 
is continan on ,.. .. acory lppiOYal and on the ability to qualify u a poolina tnnsaction. 

The Compay his i.ect stnteaic acquiJilionJ u one mc1111 of cXpandina its network. sales 
and service prc•nce. and rc¥CGUa KI'OSI the counuy. The Compeny evalUitel ach potential 
acquisition to determine its ltrlle&ic fit within the Company's aroWih. opcnlina rnarain and income 
objectives. The Company expect~ to continue to actively explore potential acquisitions and may 
enter into dilcuaiont fiam time to dme with pocenaial acquililion candidala. but there can be no 
usurancc the Complny wiU be able to enter inao or comp1eee acquililion apcrncnta on accepcable 
terms. 



Ct 11 1 1• Ml ~u•..-• The Complny hu apecmenu with certain intcruchante 
carr1en. LECa l3ld dllnl p11ty wndon to lcue f~eilitia for oriainatina. tenninatina lftd lrlnlpOrt 
servlea. The dlinl p11ty CMi1n include WorldCom Network Services, Inc. dlbla WiiTel, Frondlr 
CorpandoD. AT&T, Spri1t _. MCI. In llddhion. die Colnplny ua llnica provided by ach 
RBOC, GTE llld-.. ...U. LICa. Some ......... require the ComJ'IftY to mainllin minimum 
monlhly url/01 __. Wlllllp .._. on --.. 1be Company hu met and cxpectiiO continue 10 

meet such minimum ................. 

Ia OctDblr 19t7, dll ~ •melded a c:oatr1c:1 wilb 1 ·~carrier. UDder cbe 
~ _. .. dll Oil...., llld • obUpdoD to Ulllbll carrier for alipltlcaDt pemadlp of 
~ ..S a.r1•'w' ...,._diM die CclapaDy pnwidel duoulb ill laled flcilidll. UDder 
tbe ler'llll of lbe ............ till Cell.-, JICiiwd I reducaioll ill Ullp MIDJDi-.llld I 
uuae credit. iD a 'sfll far .....-. to ~ ill cenaiD nra. Tbe Compuy expeca 10 
mitipre till illlplct of -IDcr•••d ra111 by applyq die uuae credit apiDit fulure ICtivity over 
tbe life oldie ......, caiiiC&IDII by mipldaa tnflic ID Giber lower priced veadon. Ill addidaa, 
UDder tbe ....... ec811Cl cbe Ccrqay will awap fiber aJcaa roura wilb ..., CllpldtJ iD 
exc:banp: far fiber aiGIII ••upc .-. beDiftcil1 to • Compuy. If tbl Compuy il UDibll 10 
ideDiify 1ow1r CIGIC 1r1t11c .-. k _, iDcur iiiCIWid flcWty C.. wbeD &be available uuae 
Credit il nb•n•d.,... Ca...-, doll DOt expect dw tbe .ameDded coanct wUl have I DWerial 
ldvene implct OD tbe r.dll of Gplllliaal. 

The Compllay ._ lftli-.d its Network to minimize the impect on its cUIIOmen of a 
service faibn by .ay thinl ,.ny carrier and hu aaablished continacncy plans to rerouac trlft"ac u 
quickly as JU111* if 1 ..W. &ilan by a third puty carrier should occur. Althouah most savicc 
failura thll the eomp.y ._ aperilnced have been corrected in a relatively short time period. a 
ClllllrOphic .me. &lhn could inlerrupt lhe provision of service by boCh the CompMy and its 
compedtan for a ........, time period. The I'IIIOration period for a c:aautrophic service failure cannot 
be ra...a,ay cleeennined; bowewr, die Complny hu not experienced a c:aautrophic savice failure 
in its history. 

The Complny hu an .....-.=nt with American Communications Network. Inc. (ACN), a 
third pllty tala .... tbrouP April 2011. The apeement c:ontains a provision whereby ACN will 
receive a p~yma if there ita chanp in the Qdi'OI of the Company. In consideration for this chanac 
in c:onlrOI payma. lhe ~ company would receive a 31% reduction in the onaoina 
commiuion rata plid to ACN. Thlchlnp in control payment is calculated bued on a multiple of 
three tilnellhe •WftiiiiiiGIIdaly coll1 clld revenue pnerated by CUitOmen liped up by ACN to use 
the eomp.y•a ~ ..-... The rnonlhly collected revenue awrap it calculated over a 
24-monlh perf.,._ plriod lull••.- to the chantt in conii'OI. The amount of chis .-yment. if 
any, is therefore ..... upon ACN'1 level of performance durin& the entire performance period. 
and c:annoc be..........,. ....... II at lh1l dme. 

The Compaay a. ._.. _.. as a cWendant in various litiption maaen. Manapment 
intends to vl.,....ay .._. .._ OUIIIIndina claima. The Company berteve~ it has adequate 
accrued lola c:o~tdnpacillllld dill cur..- pendifta or threatened litiption maaen will not have a 
material adverse impKt on the Compaay'1 results of operation~ or financial condition. (See Note 6 
to the Condensed ConloUdared FiMacial Slatemaa.) 

F.ar.l IJic••• ra.. The Company hu pnerated lipiflcant NOLl in prior yean that 
arc available to Nduoe cull rtqUlrements for income wc.a. See Note I of the Condenled 
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Conlolidllld Fu..cill lUll n •1111 for a dilcuuion or the availability and expected Ulilizllion of the 
existina NOLL 

,.,_, •IS..•• •10· The Company's revenue is subject 10 seasonal variations based on 
each busiMD ........ u. or~ terYic:a by commercial customer~ ia t)'pically lower in 
the founh ..,.... clue to holida)'l. An incra1c in raiclentiiVIIIIIII buaineu revenue u a poponion 
of the Complny'a Iaiii ..-.- would CIUII lhe -• impact due co chanpa in commercial 
callina pllllrftl to • r•• a 1 d The Complny is unable to predict the revenue impKt or a snift 10 a 
larpr ......... a • ., .... 

,..,. s.c.tlll ,,_ .. a.t,. Ad II/ llfJ.,. • .,., c.~~t~ott., StllleiiWIIL 
This repo1t _... .. b~na 1t1temen11 u cleflnecl by the Private Securities Litiption 
Reform Act or 1995 (1111 Reform Act). Thae forward-lookina swements expreu the beliefs and 
expectations of rn111111 1Mnt reprdina LCI's future multi and performance and include, without 
limitation, the followifta:-....... conccmina the Complny'a ftiiUre outlook; the Compeny's plans 
10 enter lhe local .viol ..-; the efi'ICI of FCC and judicial rulinp pertainifta to the Act, local 
~~~Vice compelidaa llld R80C en11y inlo the lona-clisaanc:e martcct; the implct of marketplace 
competition on pricina •••aiel and nra: expected revenue powdl: the cost reduction --aiel 
and opponunilia 10 explftCI the Network which may allow for increued pou marain: expected 
future intcmt 1'1111; fundilta of c:apilal expendhura and operations; the Comp~ny's beliefs reprdina 
a cawuophic aervicl fill-. and OCher similar exprcuiOnl conccmina maaen that are not hiscorical 
facts. 

Suc:h statements are baed on current expectations and involve a number of known and 
unknown risks and uncerllinda lhal could caUIC the actual raulll. performance and/or achievements 
of the Company 10 diftir mTIHially from Ill)' fblurc results. perfonftlnce or achievements. expressed 
or implied by the forward-looldna ltltementl. Raden are cautioned not 10 place undue reliance on 
these forward-look.ina ltltrmaa and any such swement is qualified by reference to the followina 
cautiolwy stllllllllllll. In COGaiCiioa with the safe harbor provisions of the Reform Act. the 
Comp~ny's .... ,.. meat Is hereby idendfyina important facton that could cause actual results to 
differ maacrially from ............. ·s expectations includina. without limitation, the followina: 
increased levels or compedtion in the telecommunications industry (includina the competitive factors 
dacribed in ~ Envirol-). includina RBOC enuy no the i.-LATA lona-distance 
induslry and the ~ impact on pricina; the adoption and application of rules and 
rqulalions implanl•lna the Act. includina lhe decisions of federal and state replarory apncies 
and courts ir.rapredna and applyina the Act: the impact of access chirp refonn: the ability to 
nqotiate approprillllocal terYice ...,....a with LECs: the timely delivery of planned Network 
expansions and OIMr rim dacribld 1om time to time in the Complny'a periodic filinp wi1h the 
Securities and~ CGmati11laa. The Complny is not required to publicly releue any chanaes 
10 these fOI'WIId-looldllstliiN.I for evenll occurrina aftlr lhe dale hereof or 10 reflect other 
unanticipilld ~ 
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ltea~ 6. EDibltlud ......... 011 Fona 1-K 

(a) Exhibb: 11le ahibkl flied • put of dds report are set forth in the Index of Exhibits on paae 
30 of this report. 

(b) Repartl • PonD 1-K: Oil S.,.mber 23, 1997. lbe Compuy ftJed a repon oa form 1-K co 
report ... lfan'• ola dlflaidw ~~~~ad Plan of Merpr between lbe Compaay and 
USLD Cmmllklliolll Carp. 
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SIGNATUU 

Pursuant 10 lhe requiremcnls of the Securities Exehanae Aet of 1934, the registrant has duly 
caused this report 10 be siped on its behalf by lhe undersianed thereunto duly authorized. 

DATE: October I 1997 
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LCIINTERNA TIONAL, INC. 

BY: /sl Joseph A. Lawrenee 

Chief financial Offecer, 
Executive Vice President and 

Chief Financial Officer 

(as duly authorized offieer and 
principal financial officer) 
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ri:C11nternatlona1· 
' ' Wodclwlcle Telec:ommunleatlons 

FOR IMMEDIATE RELEASE 

LCIINTERNATIONAL REPORTS 1117 AND FOURTH QUARTER RESUL T8 
Company Deliva'S 25th ConHcutive Qu.rter of Growth in Revenue 8nd Network Traffic 

The following full ye.- Md fourth ~er amounts reflect the merger with USLD 
Communications Corp., which was completed in December, 1997 as a pooling of 
interests with all previous periods restated to reflect combined operations. The amounts 
below for the combined c:ornp.ny are ~ed on a recurring balia- except for the 
reported earnings per .._. amounts. The recurring results exclude the after tax impad 
of $0.65 per common share for charges associated with merger, reatructLWing and other 
one-time items. 

1117 HIGHUGHTS 

Revenue of $1.1 billion- up 21 percent 
Recurring Operating Income of $110 million - up 30 percent 
Recurring Net Income of $17 million - up 21 percent 
Recurring, Fully Taxed DlluiMI e.mlnga Per Share of $0.17- versua $0.71 
Reported Diluted Earnlnga Per lhaN of 10.32- versua $0.71 
Network teleconwnunlcatlona trafllc of 12.1 billion mlnutea- up 31 percent 

FOURTH QUARTER HIGHLIGHTS 

Revenue of $448 mlllon - up 30 percent 
Recurring Operating Income of Sit million - up 24 percent 
Recurring Net Income of $21 mlllon - up 11 percent 
Recurring, Fully Taxed DlluiMI bmlnga Per lhare of $0.21 - versua $0.21 
Reported Diluted Lou Per lhaN of 10.31-veraua eamlnga of $0.23 
Network telecomnullcatlona trafllc of 3.4 billion mlnutea - up 31 percent 

McLEAN, VA. Fetw.y 17, 1918-Sultainlng a reveru growth rate at aeverel times 
the telecommtmicldianllndultry ....... LCIIntemational (NYSE:LCI) t~y reported 
a 26 percent inae&H In 1887 reveru to $1.8 billion, versus revenue of $1.3 billion in 
1996. All amounts .. preeerUd on a pro forma combined basis, reflecting the merger 
with USLD Communlc8tionl Corp., completed on Dec:ember 22, 1997, which was 
accounted for as a pooling of lnterelta. 



PAGE TWO 
LCI lnternMior*, Inc. 
February 17, 1898 

Net income for the yur, excluding non recurring ctwges desaibed below, was up 29 
percent to $97 miUion vera.- S75 million in 1996. On • recurring fully teXed belia, 
eeminga per convnon .,_ weMI0.87 for the ye• verauaiO. 71 per lhere in 1986. 
Operlting lnoaml for .. ~. educing dwgH, roM to 1190 million, up 30 percent 
from 11..a milan In 1118. 

For the fcu1h quM« d 1897, revenue wea up 30 percent to 1446 million from 1344 
million in the b.rth quMe( d 1888 - merking LCI'a 25th consecutive querter of 
~growth. EJGCiuclng dwgH, reaning net income for the quarter wea S26 
million, up 18 pe~cenl from 122 million in the fou1h querter of 1996-or S0.26, up from 
$0.21 per._., on a r.curing fUiy texed basil, for the aeme periods. 

Cbergta & OJtw Non Rlqlrtna 111mt 

Results for the yur indudld non recurring chergea of S54 million for merger related 
and restructuing coMa. Alao included were non rea.rring charges of $42 million for 
coats UIOCiatld with the all.....,.,.ng of LCI'a eccounta receiveble reserves, 
grooming of the network, the write-off of unamortized finencing charges, and ot •• M 
items. 

Including these chergla, LCI'a reported operating income for the year was S98 million 
versus S130 milon in 1998; net income was S31 million, versus S74 million in 1996, 
and diluted eami~ga per lblrlwere $0.32 versus $0.75. In the fourth quarter, including 
charges, the compeny reported en operating lou of S38 million, veraus operating 
income of $41 milion for the compereil1996 querter; • net loll of S37 million, versus 
net income of 123 milion in thl fcuth quert« of 1996; end a dilut-.d loll per share d 
$0.39, veriUI uminga of 10.23 in the fowth quarter of 1996. 

LCI Stand Alont Rayg 

On a ltMclllone bella, without USLD ,.suits, LCI would have reported quarterly 
revenue of S382 miUion, up 30 ~. end S1 .4 billion for the ye•. up 27 percent. 
Excluding one-time chergla, LCI would hive reported recuring diluted earnings per 
share of S0.27 in the querter end 11.02 for the yeer. 

Foyrtb Ouwttr 1197 Higbligbta 

Contiruing the perfonnence d peat quart ... LCiaaid that the 31 percent inaaaae in 
minutes of uae on itl telecommunications network came from ell segments of the 
company's bualneu. 
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Significant strategic hlghlightlln the fourth quarter include: 

VSLP -With the merger d USLD, which closed in December, LCI e)(J*'ded ita direct 
presence and rMiket cover.ge into the Southwest and Northwest for the first time, and 
added to LCI's existing a.astomer base in the west and Southeast. This addition brings 
new core competencies in the .,... d operator services, services to the hospitality and 
pay pt-.one markets, pre-paid c.rd ofl.-ings, and facilities-based local telephone 
services. 

• New Services: During the qu81ter, LCI- the company that revolutionized the 
consumer long-distance nwket in 1992 with six-second billing - became the first 
major long-distance CMier in the industry to offer Exact Billing( am) to the second 
with ita introduction of LCI Diflerence(sm). Exact Billing was first Introduced for 
residential customers and LCI il now rolling it out to new and existing commercial 
customers. 

• Networfs Grpdl: DLWing the quarter, the company agreed to pwchase a position in 
1,925 miles of fiber optic cable between Washington, D.C. and Dallas from VYVX, a 
wholly-owned subsidi 1ry d Williams Communications Group, Inc. During the 
quarter, LCI began to move traffic on to its owned Chicago to Dallas fiber route
announced earty in 1997. 

• lntematiooll Grpwttt: International traffic continues to be a major factor in LCI's 
growth. Quarterly international reve....s, which more than doubled year-over-year, 
now make up more than 20 percen of LCI'a total revenue base. 

• local Telepbont Swyice: LCI now offers local service in a total of 41 markets in 18 
states, both on a resale basis, and more recently through a local network facility 
added with the USLD merger. On a COfl1*'8tive basis, the company said that the 
total annualized reven&* gener.a.d from LCI'slocal customers at ye• end were 
equivalent in liD to thole of a 130 milion competitive local exchange carrier 
(CLEC). Consiltent with its prwiously stated local telephone services strategy, the 
company said that It would contn. Ita aggregve, but measured, SJOWth through 
1998, while staying at the fon•f•ont d industry .rrorts to speed local competition. 
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Sus;rwu Oulloqk 

Commenting on the~ n qu81W, Chlim8n end CEO BriM Thompaon uid, ·w. 
cloled they.-with~ ltlenglh 8nd rul momentum. We made profcu1d 
gains cUing the yMr in lia, ruch .net perforrnence. We have in place a new
generation tect'i1ology pl..ronn th8t is akudy Mabling us to acc:elerate cu advanced 
service ow.tngs-.. LCI D~~~Wwa. enhenced 800 calling, Wtull private network and 
intemlltional frame relay MNicel, and a ful range cf IP MIVic:ea. 

•1n LCI's intematianlll bulineu, we .. making real strides to position our company to 
take advaiUge d the ............ opport&ntiel as pricing struct\ns change and 
barriers to competition fal, • Thomplon 8dded. 

·we are moving f8lt to expMd our owned fiber network. which will be more than 8,500 
route miles by the end d 1998. We have also greaUy expanded our market presence, 
adding sevn new sales oflicel during the year, Including 15 with the USLD 
acquisition.• 

On the loc.l competitive frorj, Thomplon uid that, ·even though it resembles trench 
warfare at times, we .. making progress in growing our local business. LCI has also 
been one cf the industry's loudest and most insistent voices in working to bring 
competition to local ,.,..._, We took a bold step rec:enUy to break the stalemate that 
now exists by filing a petition with the Federal Communications Commission that 
proposea a voluntary plan whereby the Regional Bell Operating Companies would 
separate their wholelale operdons from their retail operations. 

·under the proposal, the split would put the participating RBOC on a •taat track· to 
entering the long-clat.a market by ending an inherent conflict of interest- one side of 
the Bell Ope...aing eomp.nys ~being asked under the law to provide network 
services to competitor~, while the other side has a vested interest in keeping them out. 

·When you look bKk • cu performance and strategic progress through the year,· said 
Thompson, •and wt.1 you combine that with the immense opportunity in U.S. and 
international markMa for voice, datal and many other services, It's clear that LCI's future 
is looking very brtgN. True. we're in en indultry lh8t is becoming incrUiingly 
competitive. But we .. a company that is built to hancte that competition. We have 
created an organiDtion with the requisite scale and reach to take on the world's large 
players, but with the flexibility to move In ways and with speed that those companies 
often find difficult to match. • 

-more-
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Company Deecltptlon 

LCI lntem8tionlll, Inc. (NYSE:LCI), one cf the netion'a faateat-growtng long-diatMce 
telecomnu'lk:8tionl C*rierl, provtdela full array cf worldwide voice and data 
trw\lmlllion .... to tMinellel, reaidential CUitomerl and other carri .. through 
Ita fiber-optic nelwolt<. LCilrUrn8tionll, Inc. Ia headqu.tered In Mclean, Va., with 
otricH in mont than 80 lcationl, Including national network control and customer 
service centers, and regional operlltionl in v.-ioullocationa throughout the United 
Statea. 

To obtain copiel of other recent LCI anncuamenta, please viait LCIIntemational'a 
website Chttp://www,lctcpnl, which alao providea additional corporate information. 

NOTE: Statements made in thia pre11 ,.... .. , other than historical financial results, 
may be forwn-looldng ltlltementlaa defined by the Private Securitiea Litigation 
Reform AI:J. of 1995. Thele 1t11tement1 eJCpr8ll the ammt beliefs and expectations of 
LCI management regMing LCra fubn redl and performance but ereaubject to a 
number of known n W1known rllkl that could CltUI8 actual reiUita to differ materially 
from thole projected or Implied in forward-looking atatements. These risks and 
uncert.intiea, Including that rl increaaed level of competition and pricing pressures in 
the telecommunications induatry, are deaaibed In detail from time to time in LCI'a filings 
with the Securities and Exchange Commiuion, including LCI's Form 10-Q for the 
quarter ended September 30, 1997. LCI accept1 no obligation to update these forward
looking statements. 

The pro formalrecuring IMUta, iderdying cert.in chargea the company doea not 
expect to be recuring, .. pt'MMted to 8lliat In WKterstanding the resulta of operations 
and the per share impact IUCh charge~ had on r.ported resulta. 

t#t#t# 



AttiC••• A 

LCIIntematlonal, Inc. 
CondenMd ConeoiiUied Statements of Operation• 

(Amounts In miiUon. except umlnp per ahare) 
(Unaudlt8d) 

Fer ............. ..... 
Decealber31,1"' 

Fer die dane ••du eaded 
Decaaber 31, 1996 

NonW Nonw 
lt!por!!d Recurrin& Recurrina Reported Recurrig Recurring 

REVENUES $446 $446 s 344 s 344 

Cost of services 271 

GROSS MARGIN 175 

Sellin&. general and 
Administrative expenses 136 

Merger c:harJe 44 

Restructuring charge • 
Depreciation and amortization 25 

OPERATING INCOME (LOSS) {31) 

Interest and other expense, net 13 

INCOME (LOSS) BEFORE 
INCOME TAXES (51) 

Income tax (benefit) expense (14) 

NET INCOME (LOSS) $(37) 

I!EB SII&BII!6I6 
Earnings Per Common Shire 

Basic $(0.39) 
Diluted s (0.39) 
Recurring fully taxed diluted • 

Weighted Avenge Number of Common Shira (C) 

(I) 

(35) 

(44) 

(I) 

(I) 

89 

(S) 

94 

31 

$63 

270 

176 

101 

24 

51 

8 

43 

17 

$26 

$0.27 
$0.26 
$0.26 

203 

141 

80 

20 

41 

6 

35 

12 

s 23 

$0.26 
$0.23 

(1) 

s (1) 

203 

141 

80 

20 

41 

7 

34 

12 

s 22 

S 0.2S 
$0.22 
$0.21 

Basic 95 9S 19 89 
Diluted 95 101 100 100 

<A> AdjuiUDeat 1tem1 blclude S44lailliaa ror...., c:~~q~~llld sa ..wioa ror ~cUr.-. • we11 • 
$42 aaiWoa Ia .... _alicCIIIIII ........... IIIl'MIIIdll& ......... 1CC0U11U recdwble raerw ..,......,._ 
wri&H« of11D11110dbed "•tdltl ._ad odler-... Ia 1991; and 1 S 1.5 nU1Hoa pin from the llle ol oae 
of tbc Complny'a IUblt ~~-- Ia 1996. Tbe ...,.......,, a11o iadudc &he lncomc &IX impiCl of lhae chalpl. 

(B) Rec:wrina fully taxed....,. per common lbare ca'ad..., Ulial 1 39% dl'ec:tM iacoiDc cax I'IIC. 
(C) Rcc:urrinl eaminp per lbare was Cl'adltld llllld oa 1 dilllled weiJhled IWfiiC ablrel oliO I millioa for abe 

tbrcc moalhs caded DecallliCr 31, 1997, dac 10 c:amiDOIIIIoc:lt equivaJaU lhll were llllidiluliw to the reponed 
calculatioa. 



LCIIntlm11 
ltatlltlcal . 

Operating Statiatica 

Gross marain 

Sellina, aenerai & ldministndve apeasea 

Eaminp before imerest, tues. depreciation and 
amortization 

Operatina income 

Effective income tax rate• 

Net income 

• Rate applied against eaminp before income taxes 

RICUI 
(Unauc 

FOI 
En 
11 

Noce: Tbe infonnatioa .,_... above adudel tbe impK 
an.ch!IWits. See Allacb!IWII A ud Au.de..,.... B. 



Allllchnllnt D 
LCIInternatlonal, Inc. 

CondenHd Conlolldet8d Stmamenta of Operatlona 
(Amounla In mlllona except..,.... per ahere) 

REVENUES 

Cost of service~ 

GROSS MARGIN 
• 

Sell iDa, aeaenl and ldmlnillndve ..,_. 

Merpr cblrpl 

RestruallriDa c:baqll 

DepncildoD llld IIDOftirllioD 

OPERA11NG INCOME (LOSS) 

Interest and ocher ..., 1111, ... 

INCOME (LOSS) BEFOitE INCOME TAXES 

IIICOIM tB lip- (blallt) 

INCOME (LOSS) FROM 
CON11NUINO OPERA110NS 

D~ opel'llio-. 

NET INCOME (LOSS) 

Preferred dividiDda 

INCOME (LOSS) ON COMMON STOCK 

PER SHAll DATA 
EamiDp per eo-... 

Bllic 
Dilulld 

RecurriM Per Shtr! DMI w 
a.lc 
Dihad 
FullyTIUd (39S tB n~e)• 

WeiJbted Averqe NUIIIblr of S.... 

(Unaudited) 
Fwdle,.....Mnl'-
............. 3 •• ., 

S446 

271 

175 

136 

44 

I 

2S 

(31) 

13 

(SI) 

(14) 

(37) 

(37) 

$(37) 

$(0.39) 
$(0.39) 

$0.27 
$0.26 
$0.26 

•• 
S344 

203 

141 

10 

20 

41 

6 

3S 

12 

23 

23 

$23 

$0.26 
$0.23 

$0.25 
$0.22 
$0.21 

roru.Y.,. 
~Der••blr31, ., -

$1,642 

916 

656 

401 

4S 

9 

96 

98 

36 

62 

31 

31 

31 

$31 

$0.34 
$0.32 

s 1.06 
$0.97 
$0.97 

·"' 
$1,304 

778 

S26 

30S 

16 

1S 

130 

29 

101 

38 

63 

II 

74 

3 

$71 

$0.86 
S0.7S 

s 0.87 
$0.75 
s 0.71 

Bille 95 19 91 13 
Diluted IQ 95 100 99 99 

(A) lt.ecuniDa ....... ,_ ..... udllde a S4SIIIillimt _.., charp, S9 .;1liaa ............ dwp u ..a1 u $42 millioo &a 
DOIH'Iallaial CIOIIIia l9f7; _.a $16111i1Uoa 1111rUc1UriJ1a cllarp, a $2 lllillimt pill oa lbl ... of a --tlnlqic wholly 
OWIIId • t "* r,, _. Sll ..... ill lllu N all opll'llioal ill 1996. aa.1 oa ai'ICIIIrilta .rr.:tiw .__ ... nil ofl9S 
ill 19f7 .. ,. ill liN. 

(B) Fully laed • . r ,_ ..... .rot ' II ... a J9S etr.ccive .._. caa n11. 
(C) Jtecurrillt --· r .......... cWrl?'ell ...... OQ. diluced .......... ,....,. ...... of 101 milliolt for .... daNe mootha 

... _ .. , .......... ... -\. ... .,. ·~ ..... .. ·- ----· .. - . ' . . . . . . 



Atblc:hment E 

LCIIntematlonal. Inc. 
Condenud Consolidated Balance Sheets 

(Amounts In mlllloM) 
(Unaudited) 

Curraat AIICIII 
CUb ad Clllla .... ..... 
Tnde ICIIIMI ........... -of 11JoMu1ce for 

douWII .,.. ... otl52 _. UO,I'IIfiCilwlyW 
Cuneat clet.rnd Ill ...... • 
PrepUk ucl Oilier 

Tolal carrelll-

Property and ~ . ... 

lJabilides " SbanoWMI'S' EqukJ 

Cum:at Ulbllitiel 
Armqnll paylble 
F.atity COlts acc:ned ud paytlble 
Ac:cnaed CXpaiMI ad odaer 

Tolal Cllll'lllllilbilidel 

l.oDJ·Tena Debt and ....... 

Tolal'"""lidel and SbareowMn' Equity 

Dec .... , •• 
1997 

s -
190 

" 22 

271 

671 

412 

s 1,354 

$43 
154 
91 

218 

413 

101 

SS2 

s i,354 

Dece ... , •• 
1996 

s 12 

Ill 
Sl 
22 

206 

432 

41S 

s 1,053 

$40 
135 
63 

238 

2Sl 

73 

490 

s 1,~3 
(A) Each.- tiDOII ...... ..., .... .,, .... receiYible eecuritizatioa propam of $59 million in 1997 .ad Sll2 
millioa ill 1996. 


