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Report of Independent Auditors 

Board of Directors 
Net2000 Group, Inc. 

• l'h< ~~ 7111 ')()! '>I WJU 

We have audited the accompanying balance sheet of Nct2000 Group. Inc. as of December 
31, 1996 and the related statements of income. stockholders' equity and cash flows for 
the year then ended. These financial statements arc the responsibility of the Company's 

l8118gement. Our responsibility is to express an opinion nn these: financial statements 
based on our audit 

We conducted our audit in accordance with g~nctally accepted auditing standards. Those 
standards require that we pl1111 and rcrfonn the audit to obtain reasonable assurance a· .JUt 
whether the financial statements are free of material miso;tatcmenl. An nudit includes 
examining, on a test basis, evidence supporting the amount-; and disclosures in the 
financial statements. An audit also .ncludes assessing tht: accounting principles used and 
significant estimates made by management. as wc!J as evaluating the overall financial 
statement presentation. We believe that our audit pruvide:. a reasonable hasis for our 
opinion. 

In our opinion, the financial statements refencd In :.~hove present fairly, in all material 
respects, the financial po:.ition of Net2000 Group. Inc. at Ucct"ml"-..:r 31. 1996 and the 
results of its operations and its cash flows for the year then ended in confonnity with 
generally accepted accounting principles. 

July 2, 1997 

Etn_. & You~g Ill" ·~ ,, !JI(•fliiH·< 'ol I""' .~ \ '>uog 11111"1 ro,!l, on.11 I hi 
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Current assets: 

Cash 
Accounts receivable 
Prepaid expenses 

Total cum:nt assets 

Net2000 Group, Inc. 

Balance Sheet 

Propeny and equipment. net of accumulated dcprcciatiUn 
Other 
Total assets 

Llabilitit:saod atoc:kholden' equity 
Cum:nt liabilities: 

Accounts payable and accrued expenses 
Notes payable - officers 
Current maturities of capital lease obligations 

Total current liabilities 

Capital lease obligations, less current maturities 

Stockholders' equity: 
Common stock, S I par value; 5,000 shares authori1cd, 

4,000 !hares issued P'ld outstanding 
Retained earnings 

Total stockholders' equity 
Total liabilities and stockholders' equity 

See accompanying nales. 

Dcct:mber 31, 
1996 

s 2,691 
429,344 

16,060 
448,095 

146,500 
8,869 

S6D3,464 

Sl48,927 
100,000 
32,500 

281,427 

4,000 
255,0114 

S60J,464 
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Revenues: 
Commissions 
Consulting 
Other 

Total revenues 

Cost of revenue 
Gross margin 

Net2000 Group, Inc. 

Statement ofln.:omc 

Selling, general and administrative expenses 
Income from operations 

Interest expense 
Net income 

See occompanyi"g notes. 

December 31, 
1996 

S1,441,424 
423,062 
77,6Jl 

1,942,097 

361,956 
1,580,141 

1,501,007 
79,134 

11,464 
s 67,670 
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Net2000 Group, Inc. 

Statement of Stockholders' Equity 

Total 
C!;!mmon Stock Rdained Sto~kbolden' 

Sbares Amount Earnings Equity 

Balance, December 31, 199S 4,000 $4,000 $187.334 $19!,334 

Net income 67,670 67,670 
Balance, December 31 , 1996 4,000 $4,000 $255,004 S2~9,004 

See accompanying notes. 
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Net2000 Group, Inc. 

Statement of Cash Flows 

Opcratia1 •etlvttla 
Net income 
Adjustments to reconcile net income to net cosh 

provided by operating activities: 
Depreciation and amortization 
Changes in operating assets and liabilities: 

Accounts receivable 
Other current assets 
Prepajd and other assets 
Aa:ounts payable and accrued expem.c:s 

Net cash provided by operating activities 

Innstioa acttvitia 
Acquisition of propeny and equipment 
Net cash used in investing activities 

Financing activitin 
Net proceeds from notes payable- officers 
Repayment of capital leases 
Net cash provided by financing activities 

Net decrease in cash 
Cash at the beginning of peri"d 
Cash at the end of period 

See accompanying nof~s. 

DcccmbuJI, 
1996 

26,758 

(17.1,040) 
4,116 

12,967 
62,936 

(3J,861) 
(JJ,H61) 

20,000 
t 17,t.>54) 

2,346 

(JO,I08) 
.12,799 

s 2,691 . 
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Net2000 Group, Inc. 

Notes to Financial Statemcnls 

December 31, 1996 

I. Orpaizatloa aad Siplficant Accounting Polidrs 

Net2000 Group, Inc. "the Company" was fonned on June 23, l 993 under the laws of the 
State of Virginia. The Company's principal line of business is the resale of local 
telecommunications services which include the installation of voice, data and video 
services for businesses. The Company also provides telecommunications consulting 
services. 

Property and Equipment 

Property and equipment are stated at cost and depreciated usin~ the straight-line method 
c. .er the estimated useful life of the asset, ranging from thn:c to seven years. Leasehold 
improvements are depreciated over the lesser of the useful life of the addition or the lease 
term. 

Revenue Recopltloa 

The Company recognizes commission revenue~ on all <.~gcn~..:y ~cn.i~..:cs when the product 
has been installed. Consulting reveruc is recogni1ed \\hen c~JmcJ_ 

Fair Value or Flaaacial Instruments 

The Company considers the recorded value of its fin;.mci<.~l <.~.,-;ct~ .md liab1lities, consisting 
primarily of castt, accounts receivable, capital le<.~sc ohhg<.~tion~ and notes payable • 
officer.; to approximate tLe fair value of the respective asset<> <.~nd lial-:litics at December 
31, }996. 

U1e or E•timata 

The preparation of financial statements in conhmnity wilh ~cm·r<~lly o.~cccpted o.ccounting 
principles requires management to make estimates o.~nd <.~s~umptions that affect !.he 
amounts reponed in !.he fliUlllcial stalements and the reported amounts of revenues and 
expenses during the reporting period. Actual results cnulJ differ from those estimates. 

6 



Net2000 Group, lnc. 

Notes to Financial Statement~ (continued) 

1. Orpalzatioa aad Slpifleaot Accounting Polidts (continued) 

Jacome Ta:.:a 

The Company has elected to be taxed under the Subchapter-S provisions of th.e Internal 
Revenue Code. Accordingly, th.e Company's income passes through to its silarch0lders 
for inclusion in their individuaJ income tax returns. 

2. Property aad Equlpmcat 

Propeny and equipment consist ofthc following : 

Software 
Equipment 
Furniture 
Leasehold improvements 

Less accumulated depreciation and amortization 

3. Notes Payable - Officen 

llcccmhtr 31, 
1996 

S l#H 
155,778 

11,371 
H.~6H 

177,368 
(30,868) 

SI46,SOO 

At December 31, 1996 the Company had unsecured note!> po.~yahll' uf ~ j 00,000 payable on 
demand to officers ofth.e Company. These notes accrue intcrc~t at" rate of prime plu<> 1.5 
percent per annum. 

The Company paid interest of $11,464 related to the mllcs ra ya blc - officers and capital 
leases during the year ended December 31, 1996. 

7 



Net2000 Group. Inc. 

Notes to Financial Statements (continued) 

4. Lcua 

The Company c:um::ntJy leases office space a.nd equipment under non-cancelable operating 
leases. The future minimum lease payments under non-cancelable opcratin~ leases at 
December 31, 1996 are as follow: 

Fin;aiYur 
1997 
1998 
1999 
2000 
2001 
Total 

s 63,879 
59,986 
61,490 
49,SOO 

S::: l,R55 

The Company currently leases equipment und~r non-cmcdah!c: capital leases. The future 
minimum )case payments under non-cancelable capital lc:ao.;c:s al December J I, 1996 •. re as 
follow~ 

Fiscal Year 
1997 
1998 
1999 
2000 
2001 
Total minimum lease payments 
Less amount representing interest 
Present value of minimum lease payments 
Less current portion of capital lease obligation 
Long tenn ponion or capital lease obligation 

$ 42,147 
.H.J93 
20,712 

., ,464 

6.84~ 

I II ,578 
16,045 
95,533 
32,500 

s 63,033 

Rent expense Cor the year ended December 31. l 1J96 "a~ apprnxirmrtcly S85,000. 
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Net2000 Group, Inc. 

Notes to Financial Statements (continued) 

5. Slplftcaat Cutomen 

The Company derives a significant ponion of its sales from one major customer. For the 
year ended December 31, 1996 the Company recorded snl~s of approximately S 1.4 million 
from this customer. At December 31, 1996 tht• ( 'nmpany had accounts receivable of 
approximately $310,000 from this ..:ustomcr. 

6. Subsequent Eveab 

Subsequent to year end the Company entered in several non-cancelable operating Wld 
capital leases. Minimum payments related to the non-cancelable operating leases arc 
SI8S,41S and $13S,2J6 for 1997 and 1998 respectively and $282,732 thereafter. 
Approximately 6QO/o of the payments in 1997 and I 00~/o of the payments thereafter relate 
to a new office lease for the Company's corporate headquarters_ Minimwn payments 
related to the non-cancelable capital leases are S S 2, 5 70 and S6 8,604 for 1997 ~ .d 1998 
respectively and $88,250 thereafter. 

In addition, in March 1997 the Company obtained a S7SO,OOO line of credit with a bank 
The line is secured by substantiahy all of the assets of the Company and accrues interest at 
a rate of prime plus .5 percent per annum. l'ndcr the line of credit agreement the 
Company•s borrowings arc limited to a percent of its acwunts receivabl~ balance, and the 
Company must meet cenain finWlcial covenants. 
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