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Qwest’s Bond Swap Cuts Debt,
But Some Holders Oppose It

By SHawy Youne

Qwest Communications Tnternationa
{nc. said il has reduced its debt by 31.94
oillien by swapping some bonds ior new
honds that have a lower face value but a

igher interest rate and longer maturi-
ties.

The debt reductivn rom she bond
swap. which some bondholders ¢laimed
was coercive and a violation of securities
laws. was at the ow end of the deal's
expected range. But the exchange still
zives Qwesl as much as three extra
vears o repay some of its more burden.
some debts, easing the local and long-dis-
tance phone company's [inancial pinch.

Qwest, based in Denver, will cut ils
debt 0 522.6 billlon from $24.3 billion
through the deht exchange. The con-
pany has been racing to reduce a debt
load that investors fecr could force it into
pankruptey-1aw protection. At the same
time. Qwest has been struggling with a
flagging core business, investigations
into its accounting and the collapse of its
stock price. Qwest has sald it overstated
revenue from 2000 and 2001 by about $1.%
billion, and plans to restate about SL.3
billion in earnings [rom that period.

In 4 p.m. New York Stock Exchange
rrading, Qwest shares were up 29 cents.
or 7., at 53.69, The stock traded as high
as 364 at its peak ip early 2000. but Gold-
man. Sachs & Co. analyst Frank Gover-
nati and some other analysis said it is
still overpriced at its cwrent level.

The debt swap. which was available
onty 10 institutional investors. had the
potential o cut Qwest's debt by between
31.5 billion and 52.56 billion. depending on
now many bondhoiders chese to partici-
pate and which bonds they held. Al
thouzh the exchange was at the range’s
low end. the swap moves 5733 milllon in
deb( that was due to mature in 2004, 2005
and 2006 back to 2007, Mr. Governaii said.
Investors were particularly concerned
about Qwest's ability to handle those pay-
ments. The swap will increase Qwest's
mterest expense. which was $1.44 billion
in 2001, by sbout 368 million 4 vear.

“The successtul results of this privite
exchange offer mark another significam
step in our plans to improve liquidity ...
and strengthen our balance sheet, which
we have undertiaken o benetfit 2l of the
company’'s constituencies.” said Chief Fi-
nancial Otficer Cren Shaffer in a state-
ment, We coatinnue 10 make progress on
improving Qwest's financtal position to
easure the long-lerm success of the com-
nany.” The company's deot-reduction ef-
forts 30 far have included a deal (o sell ils

phone-Jdireciory business for 37 2ullicn.
Mp. Shaffer assumed his pest :n July
45 part of i shakeup ihat has chanved
nearly ail of 1Qwest's wp Hficers. He pre-
viously worked for Qwest Chiirman and
Chief Executive Richard Notebaert, who
wis appointed in June, at Ameritech
Corp.. the Baby Bell that served the Mid-

west until it was bought by SBC Commu-

nications Inc. in 199,

Qwest had offered holders of 5§12.9 hil-
licn in bonds issued by its Qwest Capital |
Funding subsidiary as much as $4 billion :

in new notes from its Qwest Services
Corp. subsiciary and 36.6 billion in
Qwest notes. The otfer expired lust week,

and the exchange for notehoiders who |

accepted will tuke place Thursday.
A group of unhappy bordholders had

sued to block the exchinge but dropped -
their complaint Jast week after a judge

refused 10 Issie a restraining ordet that
wouid have delayed the swap.

Their compliint claimed that the oifer |
sought 1o strip noteholders of more than
$2.25 billion in value and was coercive |
because the new notes have a higher pri-
ority for repavment than the old ones, .
which penalizes bondholders who don't :
par:icipate. The bondholders also com- ;
plained that Qwest's current lack of au-
dited financial stalements made it diffi-

cuit for them to assess the offer.

Brad Scheler. 1 partner at Fried. .

Frank. Harns. Skriver & Jacohson. the

New York law firm representing the bond. :

holders. sait Jast week that the bonchold-
ers could seek damages related to the
offer after it expires.

Meanwhile. the Federal Communica- ;

tions Commission vesterday cleared the

way jor Qwest to sell long-gistance phone !

service in nine of its 14 states. The ap-
provals by the FCC uare the first for
(west, which had withdrawn applica-
tions for Coloradoe, lduho, fowa, Ne-
britska, North Dukota, Montana, Etah.,

Washington and Wyoming in September

ahead of almest-certain rejection by regu-

lators. Qwest is the regional Bell serving -

14 Western and Mountain states, and out-

side that region is the country’s fourth-

largest iong-distance carrier.

The FCC had been setl to reiect the

applications sver concerns about Qwast’s
aceounting scendat. But Qwest refiled its
application after updating the aifiliate’s
finungial Statements and putting new con-

irols in place o ¢nsure that both Qwest .

and the long-distance subsidinry com-

plied with accounting principles, l=ading -

to vesterday's FCC aporoval,
=Yochi J. Drewzen
conrributed in this nrticte,
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