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Corporation, enclosed please find an original and thirteen (13) copies of the referenced 
Application. 

Please date stamp and return the enclosed extra copy of this letter in the envelope 
provided. 
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your assistance with this matter. 
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r • • BEFORE TilE PUBLIC SERVICE COMMISSION 

STATE OF FLORIDA 

JOINT APPLICATION OF 
NETWORK LONG DISTANCE, INC. 
AND EASTERN TELECOM 
INTERNATIONAL CORPORATION 
FOR APPROVAL OF A 
MERGER 

APPLICATION 

CASE NUMBER ____ _ 

Network Long Distance, Inc. ("Network"), and Eastern Telecom International Corporation 

("Eastern"), pursuant to the applicable Statutes of Florida and the Commission's Rules and 

Regulations currently in effect and/or subsequently enacted, hereby request Commission approval 

of the merger of Eastern, a 1000/t wboUy owned subsidiary ofNetwork, with and into Network (the 

"Merger"). 

As will be described in more detail below, Network and Eastern propose to enter into the 

Merger whereby Eastern, which is a 1 OOOAI wholly owned subsidiary ofNetwork, will be merged with 

and into Network pursuant to the short form parent-subsidiary merger rules of the Slate of Delaware. 1 

Commission approval of the proposed Merger may result in cost savings because of discounts on 

quantity ordering ofmaterialsand services and will streamline the level of service for all involved 

customers. At the same time, approval of the proposed Merger will not in any way be detrimental 

to the public interests of the State of Florida because the customers of both Network and Eastern will 

continue to receive the same high quality service presently rendered to them and no party to the 

proposed Merger will be given undue advantage over any other party. 

A draft copy of lhe proposed MCI'Jer inllrument is .U.:hed as Exhibit "A". 
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In support of this Application, AppUcants show the following: 

L THE PARTIES 

I. Network is a publicly held Delaware corporation with prin<:ipaJ offices localed at <i 2 c; 

Florida Street, Baton Rouge, LouiJiana 70801. Network is a non-dominant carrier that resells 

domestic and international long distance service purchued from various facilities based carriers 

pursuant to the FCC's Competitive Carrier policies. 

2. Network is authorized by the FCC to offer domestic interstate and international 

services in alJ fifty (SO) states and the District of Columbia as a non-dominant carrier Network 

currently originates interstate traffic in forty nine ( 49) states. and provides intrastate service, pursuant 

to cenification, registration ortarift"requirements, or on an unregulated basis, in fony nine ( 49) states 

Network is a certificated carrier in the State ofFiorida.2 

3. Eastern is a Vtrginia corporation and a 100% wholly owned subsidiary ofNc!wnrk 

with principal offices located at 11817 Canon Boulevard, Suite 600, Newport News, Virginia 2 3606 

Eastern is a non·dominant canier that raella domestic and international long distance service 

purchased from various faciJ.ities based caniers pursuant to the FCC's Competitive Carr1er policies 

4. Eastern is authorized by the FCC to offer domestic interstate and international services 

in all fifty (50) states and the District of Columbia as a non-dom.inPI'lt carrier. Eastern currently 

originates interstate traffic in twenty·six (26) states, and provides intrastate service, pursuant to 

cenitication, registration or tariff requirements, or on an unregulated basis, in twenty-six (26) states 

2 In Florida, Network provide~ iruruwe telccommunic:ation &mic:cs pursuant to Cenificalc of 
Public Convenience and Nccasity bearing Catifkate Numller 1178 iiiUCd iD mancr entitled • Application rorm for 
Authority to Provide lntcrcxchanac Tclecommunicaliou ScMa: Wilhia the Sl.lte of Florida, • Docket Number 
930249·TI; Order Number PSC·9l-0857·POF-11, d!'ective dale June 10, 1991. 
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Eastern is a certificated carrier in the State of Florida where it does business under the trade name 

of Eastern Telecom Corp. of Virginia. J 

D. DESIGNATED CONTACf 

5. The designated contact for questions concerning this Application is: 

Benjamin. W. Bronston. Esquire 
Nowalsky, Bronston& Gothard, L.L.P. 
3 500 North Causeway Boulevard 
Suite 1442 
Metairie. Louisiana 70002 
(504) 832-1984 

6. Copies of such correspondence lhould be sent to: 

Timothy Barton, President 
Network Long Distance, Inc. 
5.25 Florida Street 
Baton Rouge, Louisiana 7080 I 
(504) 343-3125 

and 

David Ferdman. Chief Operating Officer 
Eastern Telecom International Corporation 
7000 Squibb, Suite 310 
Mission, Kansas 66202 
(913) 262-3730 

IlL THE MERGER 

7. In the past several years, Network has acquired the assets and/or merged with several 

companies that provide intrastate telecommunication services pursuant to Certificates of Public 

Convenience and Necessity in various states. In this instance, Network proposes to continue to its 

3 In Florida, Eastern provides intrallte lelec:ommunicltions scmca using the trade name 
Eastern Telecom Corp. of Virginia, pursuant to Ccrtificale ol PubJjc Comellicnce and Ncc:asity bearing Certificate 
Number 2966. issued in 1naUer entitled M Application for Aulbority to Provide Intema;hangc Telecommunications 
Service in Flonda." Docket Number 920110-TI; Order Number PSC-92.0394-FOF·TI. effective date June 17. 
I'J?2 . 
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consolidation plans by merging Eastern, the previously acquired entity, with and into l'.ch .. or~. 

thereby creating one larger parent corporation. By virtue of this 1r1n11ction, Nctwmk w1ll rcahtc 

significant economic. marketJna and adminiltrative efficiencies. 

8. As a company providing intrastate telecommunications service directly in forty ninL' 

(49) states, with annualoperatingrevenuesofapproximatelyonehundred ten million ($11U,OOO,OOOJ 

dollars, Network is well-qualified to COnJWIUlllte the transaction which is the subject of th1s 

Application. Current financial information for Network is attached hereto as Exhibit "B" 4 

9. Eastern. which provide~ intrut1te telecommunications service directly in limy eight 

states, contributes approximately thirty million ($30,000,000) dollars to Network's overall operating 

revenues. Current financial information for Eastern is included in Exhibit "B". 

10. Applicants propose 1 Merger transaction u follows 

4 

Mnu:h 11. 1997. 

(a) Network shall mergeEulem. itsiOO% whol1y owned subsidiary corporation. 
with and into Network puraaant to the abort fonn parent-subsidiary rules of 
the State of Delaware; 

(b) All of Eastern'• issued and outstanding common stock shall be canceled and 
extinguiaMd u part of the Merger; 

(c) The sepante existence of Eastern shall c:ease after the Merger. with Networ~ 
remaining u the surviving corporation; and 

(d) Network will transfer all of the present customer accounts of Eastern to 
Net wort. and continue to service these customen through and pursuant to the 
Certificate of'Public Conwnience and Necessity presently utilized by Network 
in its service of its ecisting customers in the State of Florida. to the extent 
permitted by this Commission. Upon consummation ofthe proposed Merger. 
NetWork intends to notify all current end users of Eastern of the even! and 
also of any change in rates due to the alignment oflwo or more different rate 
products into 1 sinale rate product for common services. by either a separate 
mailiq or by a bill insert. To the extent that any present Eastern rate products 

Eshibit •a• 11 the moiii'OClCnl form 10-K tubmillod 10 the SEC by NctWOtt for the period ended 
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are not included in Network's Tariff's on file with the Commission, Network 
will amend its Tariffs accordingly. As such, the transaction should not cause 
any inconvenience or confUiion to the pre-existins aJilomers of either f :ast em 
or Network. 

II. The technicaJ, managerial and financial personnel of Network and Eastern will remain 

the same after the transaction, and will continue to serve their respective customers with their present 

high level of expertise. 

IV. PUBLIC INTEREST CONSIDERATIONS 

12. Critical to the proposed Merger is the need to ensure the continuation of high quality 

service to all customers currently served by both Network and Eastern. The proposed transaction will 

serve the public interest for the following reasons: 

(a) U will enable the companies to operate with a more streamlined and efticicnt 
level of service for all involved customers by creating a larger parent 
operation. The transaction will enhance the operating efficiencies, including 
market efficiencies, ofboth Applicants. 

(b) Additionally, it will result in cost savings because of discounts on quantity 
ordering of materials and services. 

(c) Accordingly, the proposed Merger will setve to create a heightened level of 
operating efficiency which generally will serve to enhance the overall capacity 
of Applicants to compete in the marketplace and to provide 
telecommunications services for a greater number of Florida customers at 
competitive rares and under one brand identity. 

I 3. The proposed transaction will be beneficial for the shareholders of Network, as the 

Merger will consolidate the operations ofEutern, Network's 100% wholly owned subsidiary. with 

and into Network. 

14. In addition. Network, as well u its customers and those of Eastern, will benefit fi'otn 

the enhanced economies ofsca.le and operating efficiencies. u is explained above. 
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V. CONCLUSION 

15. Commiuion approval is requested for the proposed Merger of Eastern wirh and into 

its parent corporation. Network. This transaction will result in cost savings because of discount~ on 

quantity ordering of materials and aervicea for both companies, and will streamline the level of service 

for all involved customers, creating one brand identity for customers ofboth Eastern and Network 

At the same time, approval of the proposed Merger will noc in any way be delrimental to the public 

intereiils ofthe State of Florida because the customers of both Network and Eastern will continue to 

receive the same high quality aervice presently rendered to them and no party to the transaction 

between Network and Eastern wiD be given undue advantage over any other party. 

16. WHEREFORE, for the reasons stated herein. Applicants respectfully request that the 

Commission authorize Network and Eastern to OOIIJUIIUillte the proposed Merger described above 

DATED this .11Ji. day of January, 1998. 

Respectfully submitted. 

Benjamin W. BronstoJ&, Esquire 
Nowalsky, Bronston & Gothard, LLP 
3 SOO North Causeway Boulevard 
Suite 1442 
Metairie, Louisiana 70002 
( 504) 832·1984 
Counsel for Applicants 
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STATE OF LOUISIANA 

PARJSH OF JEFFERSON 

VERIFICATION 

I, John Crawford, am the President ofEastern Telecom International Corporation. and am 

authorized to make this verification on its behalf. The statements made in the foregoing Application 

are true of my own knowledge, except as to those maners which are therein stated on intimna11o11 

and belief, and as to those manersl believe them to be true. 

Sworn to and subscribed before me, Notary Public, in and for the State and County named 
above, this mday of Janwuy, 1998. 

Notary~ 
My commission expires at death 



, • 
STATE OF WUISIANA 

PARISH OF JEFFERSON 

VERIFICATION 

I, Tim Barton, am the President ofNetwork Lons Distance, Inc .• and am authorized to make 

this verification on its behalf The statements made in the foresoing Application are true of my own 

knowledge, except as to those matters which are therein stated on infonnation and belief. and as to 

those matters I believe them to be true. 

By: t::.,. ~ ~ 
Narne~mB'lr:on 
Title: President 

Sworn to and subscribed before me, Notary Public, in and for the State and Parish named 
above, this ..11.f:kay of January, 1998. 

Nota!)'~ 
My commission expires at death 
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CERnFICATE OF OWNERSHIP AND MERGER 

OF 
EASTERN TELECOM INTERNAOONAL CORPORA nON, 

A VIRGINIA CORPORA nON 

It is hereby certified that: 

INTO 
NElWORK LONG DISTANCE, INC., 

A DELAWARE CORPORA nON 

1. Network Long Distance, Inc. (the "Corporation") is a business corporation of 
the State of Delaware. 

2. The Corporation is the owner of all of the outstanding shares of capital stock 
of Eastern TeJecom International Corporation, which is a business corporation of the State 
of Virginia. 

3. The laws of the jurisdiction of organization of Eastern Telecom International 
Corporation permit the merger of a business IX)q)Of'8tion of those jurisdictions with a 
business corporation of another jurisdicti~Jn. 

4. The Corporation hereby merges Eastern Telecom International Corporation 
into the Corporation. 

5. The following Ja a copy of the retelutions adopted on October 20, 1997 by 
the Board of Diredors of the Corporation to merge the said Eastern Telecom International 
Corporation into the Corporation: 

RESOLVED that Eastern Telecom International Corporation 
be merged into this Corporation, and that all of the estate, 
property, rights, privileges, powers and franchises of Eastern 
Telecom International Corporation be vested in and held and 
enjoyed by this Corporation aa fully and entirely and without 
chenge or diminution as the same were before t,eld and 
enjoyed by Eastern Telecom International Corporation in its 
name. 

RESOLVED that this Corporation shall essume all of the 
obligations of Eastern Telecom International Corporation 

RESOLVED that this Corporation shall cause to be executed 
and filed and/or recorded the documents prescribed by the 

1 
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laws of the State of Delaware and by the 1aw1 of any other 
appropriate jurisdiction and will cauae to be performed all 
necessary adl of the Corporation and Eaatem Telecom 
International Corporation within the State of Delaware and 
within any other appropriate jurildldlon. 

Executed on: -----• 199_. 

2 

Network Long Distance, Inc. 
By. ________________ __ 

Name: Timothy Barton 
Title: President 
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-URITIES AND EXCHANGE COMMIS.iiQN 
• WASHINGTON. D.C. 20549 W 

FORM 10-K 

ANNUAL REPORT PURSUANT TO SECTION 13 OR 151dl OF THE 
SECURITIES EXCHANGE ACT OF 1934 

(FEE REQUIRED) 

For the Fiscal Yetr ended: March 31, 1997 

OR 

TRANSITION REPORT PURSUANT TO SECTION 1 3 OR 1 51dl 
OF THE SECURITIES EXCHANGE ACT OF 1934 

[NO FEE REQUIRED! 

For the transition P•riod from ---- to -----

Commission File No. 0-23172 

NEJWOAK LONG QISTANC£ JNC 
!Exact Na~ of Regiarant 11 SPICified in it1 Chamrl 

Qtlawert 

(State or Other Juriadlction of 
lncorpor~don or Organization) 

72-1122018 
(I.R.S. Etnployet ldenti· 

ftcation Number) 

11e 1 1 Canon BMt •• Sun. eoo 
' N•wmn Ntwa. YirAtrU 23000 

IAddrea of Principal Executive Offlcia, 
Including Zip Codel 

Registrant's telephone number, including area code: (757) 873-1040 

Securities registered pursu•nt to Section 1 21bl of the Act; None. 

Securities registered pursu1nt to Section 121gl of the Act: Yea 

Common Stock, .0001 P•r V•lue Per Share 
Ciltle of Claal 

EXHIBIT 8 

Indicate by chec:k mark whether the Registrant (1) haa filed all reports reQUired to be filed by Section 13 or 1 ~ 1d l of 
the Securities Exchange Act of 1934 during the preceding 12 months lor for such shorter period that the Reg1strant 
was reQuired to file such reports), and 12) hiS been subject to such filing requirements for the past 90 days 

Yes -X. No _ 

As of June 25, 1997, 13,094,088 shares of common stock were outstanding. The aggregat e market v31ue of the 
common stock of Network Long Distance, Inc. (the • company• ) held by nonaffiliates as of June 25. 1997 was 
$48,944.795. 

Indicate bv check mark af disclosure of delinQuent filers pursuant to Item 40 5 of Re~u1ation S·K !Sect10n : :9 . .!C!: 
of thiS char;;terl is not ccmaaned here1n, and w1ll not be contained. to the best of Re,istram's knowledge, '" cel1nt t1" e 
crc xv or anfor matron s~ate:-:1ents incorpora ~ed by reference in Fart Ill of thrs Form 1 Q.'( or any amenament :c ::"las 
.=crm 10·K. !Xl 

:::ocuments Incorporated by reference: Part Ill incorporates ::e~atn information by reference from the Reg1str>1 nt s 
ceian.t1ve proxy staterr:ent ~o. rne unnual meetrng of Slockholder which w ill be fil-.d no later than 120 days .ttter tile 
close of the Registrant's fiscal year ended tv"arch 31 . 1997. 

Thrs Form 1 O·K consists of _ pages. Exhibi ts are indexed at page 18. 



PART I 

ITEM 1. BUSINESS. 

General 

Network Long Distance, Inc., a Delaware corpor1tion, directly and through ita 1Ub1idiJri11 1•the Company"i. ·~ a 
provider of long distance and other telecommunication IIMCII 10 enc:t-uaer1, Independent agents, and other len(; 
distence c:ompanae1, with a primary concentrttion on small to medium-sized businesses. 

The Company is recognized as a pioneer in the U.S. telecommunicatioN industry, 11 its predecessor company was 
established in and has been in comi,.,ous operation Iince 1979, 1 full five vears prior to the court-ordered break'\JP 
of the AT& TJBell System. an event aener-IJv regarded aa the •birth• of the competitive long distance industry in the 
u.s. 

Over the past three yea,.., the company hal expanded subaumially through mergers, acquisitions, and its own sales 
programs to become a nationwide, telecommuniCI1iona providar. The Company transmits long distance telephone 
calls over various types of transmialon cirr:utu leued from Dther ttlecommunicationa carriers at fixed or variable 
rates. Calls may be routed through orw the Com~ny'a four (4J IWitchlng centers, which select the least expens1ve 
among the various available cr.namiaion altemativu to complete the call or calls can be completed by various 
underlying carriers. The Company provid" bitrlng, r:u~r •rvk:a·and other featuru relative to the c1/l. Profits 
are based on the Company' a ability to charge mea In exc:ea of the Company's colt of trln.mitting calls over ,the 
transmission linu alected by the awftching eQUipmem or In uceaa of underlying carrier coati. 

The Company offers a wide range of producu and servicu including • 1 piUI• domtrltic long distance service. 
inbound !800) ~ervic:e, dedicated accUI and privala line 18rvtc., travel cards, conference calling, paging, prepaid 
calling cards, wireless services and nttionel imemtt aceta JerVice. 

The long distance inc:tuauy it dominated by tho II cornpanlea which coml)f'ise the first tier of the industry. those 
companiea with 8fn.lllized ntVen~e~ln excea af I 1 billion, aiCh u AT• T. MCI, Sprint. and WoridCom. The second 
tier ia compriRd of CQmpaniel under I 1, bWion but In exceaa of I 100 milllop in annualized revenues. The third tier 
consists of thole compaNu with annualized revenuu af under • 1 00 million. The Company is 1 second tier 
company aa 1 result of its acquilitionl completed atbaequent to March 31, 1997 (ae Mergers). 

History 

l'he Com;)enY was formed '01'1 D•c:ember. 3, 1 987 • .uncle~ the rteme Harmoney Street Capital, Inc. and was primarily 
in the business of seeking business opporNnltl" lnd a merger candidate. To this end, on December 19, 1990, the 
Comp,~ny acquired 1 00" of the outmndlng lharu af M.M. Roa, Inc., a private Louiliana corJ)Oration formed in 
1979. Since 1990, the Company hilS continued to expand itl aervices and customtrr bile and is now primarily a 
long distance telecommunications company. Accordingly, in August, 1991, the Company changed its name to 
Network Long Distance, Inc. to more accurately reflect ita operations. 

Recent Developmems 

Mergers 

On June 30. 1996, NetworK Long Distance, Inc. (NetWOrk), merged with Long Distance Telecom, Inc. dba Blue R1dge 
Telephone !Blue Ridgeland in connection therewith iaaued 3:37.079 shares of common stock for all of Blue Ridge's 
common stock.. On November 15. 1996. Networl( merged with United Wat•. Inc. !United Watsl and 1n connect1on 
therewith isStJed 2.277. 780 shares of common stock for all of United Wars' common Stock. /Both transactions will 
be collectively referred to IS the MMergers .• } The Mergers were accounted for as pooling-of-intereSts. 

SubseQuent to March 31. 1997. the Company made several strategic moves towards aceomplishmg 1ts goals anc 
~o be~er pos1rion itself :o remam competitive in the trlecommunications induStry. 
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,. ~ng ~IY of 1997,1hl two merge,.; Eastern Telecom, l~tion.ICETII for ~ 1.5 m•llion cash 
and the IIIUanc:e of lharu of common nock and n~l Teleservices. Inc tNill bv 
issuing approximately 3.274, wre1 of common nock. As 1 reault o these transactions. the Company 
positioned iuetf within the ACOnd tier lover •100 million in annual sales) of the indu.nry based on pro 'orrna fiscal 
1997 revenues. The acquilition of ETI will be eccounted for •• a purchase while the merger w•th NTI w•ll he 

accounted for as a pooling-af.fnt.ereats. !Both trarwctiona will collectively be known as the ·subseQuent Mergers· .1 

ET1 is a switch-bued inter.xchenge carrier .loc:Mid in Newpott New1, Virginia and operates primarily along the eas~ 
coast of the Urited Statu. It hal upended raDidly ttvouan the deployment of an aggressive direct sales crograrn. 
It operates a Northern Telecom OMS 250 dlgilaJ awitch which it located in Washington, D.C •• end offers " I " plus 
direct dialing, ·o• • operatar aaistld Clllll, 800/888 toll free Hrvict, dldicated lines, calling cards, international 
service, prepaid calling c.rdt, ~ging, internet accNI, and conferenc:e calling. 

Nl1 is a switch-bateel inter-exchange canter located in Wmona, Mimaota, and operates primarily in the m1d-wes-tern 
UMed States. A1 wi1h En, It hu also e~nded rapidly through direct ales. It operates a DEC 600 dig1tal switch 
loc.ted in Winona and oHers 1 full range of telecommunication products and Hrvicea. 

The following unaudited pro forma combined retultl of operation~ auume the acquisitions of ETI. NTI and other 
acquisitions c:onautnm~~ted during fi~eal 1997 were completed on April l, 1 996: 

Revenue 
Net loa 
Loaperwre 

Ve1rEnded 
Mamb 31 . 1 887 
.108,018,000 

(8, 73!5,000) 
10.88) 

These pro fonna amouma repruent ~ hiftariCIII opeqdng rauta of thue acquired entme• combined with those 
of the Complny wi1h app~opillte ldiuftMntl which give effKt to inwat IXS*1111, -.nortizatlon and the common 
shares iuued. Thea pro fonN lmount.l ltl noc nec:e-rlly lndlcaUvt of the operadng reaults that WOl.lld have 
occurred if the combined tn1hi81 hid bMn oDtmed by current INNio-ment during the period preaented because 
these amounts do not reflect fuU netWork gpdmizaion Md ~ ~c eHect on operating, ailing, gene("' and 

ICiminisu.tive expenaq; nor do they pUrport to indic.ce ~ which may b• amlnecl in the fut\lre. 

Pro foi'Tnll Nl'l'lngl before interat. ta81, depteeiltion, amonizadon lnd ~ provilioftl to reduce the carrying 
value of certain intangible .... u (EBITDA) were .3.289,000. !Pro fOnN EBITOA i1 provided becau1e EBITOA is a 
measure commonly uad In the indu.uy. EBITOA is not a meaaurernem of fln~ncial perfonn~nce under generally 
accepted accounting principles and lhould not be coftliderld an att.tNtive to net income as 1 measure of 
performance or to cash flow IS a meaa~re of liQUidity, EBfTDA it not necuurily comparable with similarly titled 
measures for other companies.) 

Consolidarion of Openriom 

After completion of the above two transac:tiona, ~ Company Wll made up of five independent operating ent1t1es: 
Network Long OiSQJnce, Inc., Urited Wm, Blue Ridge, En and NTI. The Company haa determined to undertake the 
consolidation of the operations of then entities. 

Included in this plan is the consolidation of all corporate functions including management, accounting and finance. 
billing and networking functions, and certain eu11:omer .service and support functions. The consolidation of these 
func:1ons is scheduled to take place during the firl1: two QUarters of fiscal year 1998. 

In May 1997, the Board of Directors elected John 0 . Crawford to the position of Chairman and Chief Execut1ve 
Officer. Mr. Crawford previously served in thia capacitY with f:TI. Timothy A. Barton, who was previously elec~ed 
President. will continue in this capacitY. Mr. Barton previously served in this capacity w1th United Wats. Thomas 
G. K~efe was elected Chief Financial Officer and Trueurtr of the Company. Mr. Keefe previously served •n :h•s 
cacac:ty with ETI. John V. leaf was elected to the poaition of Secretary. Mr. leaf previously serve~ as !=lres1den: 
anc Cc·J oi NTi. The primat'( foc:.Js of the Board of Directors of the Company was to ~! into place a mana,emem 
~eam whi c:-1 i: belie ve~ could complete the overall consolidatiOn of the operating companres anc to ceve1oo ar.a 
•r.o•en·'.tmt a s:~ate ;;•c plan wh•ch w•ll allow the Company to remain competitive in the industry. 
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In addition to management chan-there have been sevetal changes to th41.rd ot Directors of the Company 
John D. Crawford, Thomlll G. K~hn V. Leaf, and Albert A. Woodward, a orney w1th the firm of Maun and 
Simon in Minneapolis, MN, have joined the Board. M1rc I. Becker and Or. Joseph M. Edelman have res•gnec from 
the Bo:.rd. 

Strategic Plan 

A lang standing goal of the Comp1ny hal been to reach a volume of revenue• thlt would enable it to be classlf,eo 
as a second tier telecommunications <:ompany with annual revenues in uceu of $100 milhon. As a result of tne 
acquisitions of ETI and NTI subHquent to March 31, 1997, pro forma annual revenues uc:eeded Sl 08 m,u.on for 
the year ended March 31, 1997. Baaed on the pro form• revenuea, the Company hal achieved its objective and w•ll 
focus its future effortS to improve profitabilitY 1nd cash flowt while continuing to grow revenc.~es. To achieve the!'>l! 
objectives, the Company his implemented pl1n1 to conaolidlte itl Opetltiont 11 diteuiNd under ·consohdal!On of 
Operationt. • · 

Reduction of Transmission Cost.s 

Through increased economiu of ICale, expanlian of •on-net• origiNition 1nd termination of traffic. and greater 
purchasing power resulting from the mergers, the Company elepectl to reduce transmission costs !IS a percentage 
of revenue. 

ReVMue Growth 

To conti~U~Its reverut groW1h.1ht Compeny wUI focullm efforu on lmemal Alu. Over the past three years. the 
Comclanv ha primarily grown U1rOugh "*GGn ..::1 ~ Although h ~ny wUI continue to seek merger 
opponumiet, this wauav il not axpect.cl to be lhl primary vehicle for rewnue growth. Currently. the (.;ompeny 
has three dislinct ales dlnlbution channele ttvough which the Comptny mark.etl h producta 1nd services: Retail 
or direct bulfnea Alu, agema, and aaocle1ian ~· c.. SALES AND MARKETtNGl. The Qlmpany plans 
to direc:t its auemion to the m.a.. r.u.ll and uaoci8tio~ program distribution c:hlnnell in an effort to agw~essively 
grow revenue through internal AieL ' 

S.les and Marketing • 

The Company hu three prim11ry salu diwibution c:Nnnell wtthin 1m long dlance telecommunic.tions marketmg 
program: the agent, businea retail, and aaociltfion programa. The Company primllrily focuiU its efforts and 
expansion philomphy on the retail and auoclatlon program channela, where the Company believe• it can realize 
greater profit margins end maintain beftW conlnll of it:l cuaamet bl•. Approximately fiftv pftrcent of all empln'!fees 
are direct business retail salu per8Gni'WI. 

Business Ret31il 

The Company's retail division currently concentrlltN on commerciel customers, which u• long diltance services 
more freQuentty on weekdays dUring nonnaJ ~houri. u ~ to residential u...,1 who tend to place calls 
more frequemty at night and on w~ when ratlln lower. The ComPII'v bellevet that commercial cuStomers 
tend to use long diStance service• more often and geneme more billable minute• than reaidential ustors. The 
Company curremty has retail sale• offices in Louisiena, Virginia, Minne~ota, Wiscon.tin, Iowa, South Dakota. North 
Dakota, Nebraska, New Jersey, Pennsvlvania. Maryland, District of COlumbia and Illinois. The Company pr1mariiy 
targets commercial customers with monthly phone charon of approximately 1200 to $1 0,000. The Company plans 
to expand and further develop its retail sales force through the hiring of additional representatives. 

Association Programs 

The Company has a program whereby it establishes exclusive marketing agreements with various trade or tlus•ness 
associations to market its products and services to the members of the auociation. Under trus prograrr. the 

C:Jmpany, in conjunction with the association. will solicit the members of the usociation to 51Jbscrtbe to tne se~v•c es 
of the Comoany primarily through telemarketing and direct mail campaigns. In excl"'ange, the C:mcar.y cavs :~e 
assoc•at1on a royalty based on rhe level of monthly revenues generated by the memoers of the assoc•at,or.. 
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'Agenr 

M11ter agents sign non-excluaive contracts witt1 tht Company to represent the Company and sell 1ts lone <:•-;~ant.,. 
se~ices to end-users. Tl\e age.nts are paid 1 variable comm1nion on each serv•ce sold. The Company mte:-c:s ::: 
maintain this channel, but will primarily devote its marketing resources in the future to tts buscness retatl a~c 
association programs. 

Rates and Charges 

Management ex.pec:ts that its rates will generally remain competitive with rates charged by long distance :amers 
such as AT&T, MCI and Sprint and other common carriers. The uvings realized by customers of the Comcan-y anc 
other long distance carriers may decrease in the future if, and to the extent, AT&T further reduces its rates. See 
·competition" and •Regulation. • 

The Company charges its customers on the basis of minutes or partial minutes of use at rates which may vary w•th 
the distance. duration, time of day ard type of call. The Col'l'lpany performs its own billing functions for most of ots 
customer base, and also uses independent billing companiu to invoice certain customers in conjunction w1th :heor 
local and long distance telephone bills. 

Facilities 

The Company's fddea are 1 00" ltand, digital fiber optic trat\lmialion facilitiH. Primary fiber optic vendors fer 
the Company include WdTel and MCI. The• facilitiu ate utilized primarily bv the Company for the prov1S1ononc of 
its own telecommunicationJ network. Facilities are also ltued on behalf of tnt Company's customers to prov1ce 
private customer cOMK1iona to the networtc.. The Company..._. U... fKllitjea at ratu which are Ius ttuln those 
charged to its c:usmmers fot the uH of theM faciliti... In addition to the vendora named above, facilities from Bell 
Atlantic, Bell South, Ameritec:h, US West. NYNEX and MFS are an integral part of the Cempany's network. 

The contiRied aVIBabiJity of cott-.ffec:Uve digital, fiber optic transmialon facilities in the Company's serv1ce areas. 
as well u proper planning of the utilization of leaud tranamillions faeilities. Ia critical to the Companv's ab1lity to 
p~ovide its se,..,icu on a proflut!fe. bat!a. .. 

The Company cootrac:ts with other underlying telec:ommunication~ c;arriers to provide originating and term.natlnQ 
transmission of calls in.,. ••• where the Company does not deploy their own facilities. These facilities are camer 
tacilrtiea and do not c.ny a fixed monthly coat. The Company pays the carrier, on a per m4nute basis. for any calls 
which are tra.nsmitted over then faciUtiea. 

Network Switching 

The Company's computerized network switching IQUicwnent routes the calls to their de.Unations on a least cost rcu~e 
basis. over me leased tra,.,;ssion facilitiea. In addition to network.ing, the Company's switching eQuipment venfies 
the customer's preassigned authorization code, or the telephone number called from. It also records b1lling data. 
tests trai'\Stnission facilities and monitors syaem qualitY and performance. Aft,. the SubseQuent Merger3. ~ne 
Company has four switches. to which its leased and ca"ier facilities are connected. These switches are located on 
Baton Rouge. Louisiana. Washington, D.C., Winona. Minnesota and Culpeper. Virginia. 

The Company believes that digital switches are generally superior to other currentlY available ~ypes ot svvot::,.,es 
D1grtal switches are able to interface with the digital trarumiss1on facilities leased by the Company ana are aooe :o 
handle multiple transmission channels on a single line, thereby reducing transmission costs. A cic1tai sworct1 als:: 
crov•des superior oualitv and ease of maintenance. 

Mer~ers and Acouisrtions Program 

The Company has c::mcieted the acQUisition of customer bases primarily locatec in Te:us. New .:er!;e'(. L :lt.•s.a:-.a 
New York. Nevaca. Oklahoma. Californ1a. Utah, and IIUno1s . 
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ln .3dditio~ to the customer ~·e-ttd above and t~ merger.s wi.th ETI a"'IIITI, the Company ha~ c <lmptr-INI 

mergers with Blue Ridge and Urvt..-ra. Both compa,.... have hirtoncally ex~ced strong mternal U''""'"' ' '"'" 
their respective ales distrit:.Jtion channels and Ire expected to continue these trends. Altho~1uh the 1 omtJII•w plw~ 
to continue evaluating opponunitill that may ariat, tht ComPtny ~011 not Intend to solely look towarc~ rt"le • J"!'~ 
1nd acquisitions to grow tht Company. l111 •fttotnt OtvtloDrnenu· .1 

Compet1t1on 

The Company comperes with ~rous inttrexchlnge carriers and resellers. some of which are subs:ar.t:ally la•;e·. 
have substantially greater fil\al')Cill, technical and marketing resources. or utilize larger transm1SS1or. S}'stems :har: 
the Company. AT&T ia the dominant supplier ot long diltance setvices in the United States lnterLA i A market. The 
Company also competu with other Nltionll intetexchange c:aniers. auch as MCI, Sprint. WorldCom and reg1ona1 lone 
distance telecomrm~nications companiu. Under the Teleco""""niCitiona Act of 1996 /Telecom Actl and ensu1nc 
federal and state regulatory initiativea, the introduction of local e•chllnge competition establishes the! predu:ate for 
the Regional Bell Operating Co,.nitl (RBOC.) to l)rOvidt ln-ttglon inttrt•chlnoe long distance serv1ce~. The 
RBOCs are currentty 1llowed to offer certllf\ •Incidental• lo,g diltlnce ~ervice In-region and to offer out-of-reg1on 
long distance JtrviCII. One• tht RBOC. Itt allowed to offer in·region long diltJnce se.-vices. they could be m a 
position to offer lingle aource loctl and long dfmnce •rvice. 

The Company bellevu tNt the principal compeiitiYI factors affecting ita rT\Irktt wre are pricing, tranSmiSSIOn 
QualitY. cur.'omer aerviet, colt of underlying fecilltiu and, to 1 l~atr extent. value added se.-vicu. 

The Compeny believes that it COli.-• effecdvetv with other imetexc~nge Clrritlrs and re-'ftrl in its aervice areas 
on the basil of Chue fac:tora. The ability of the Company tQ compete effectively will depend upon its cont.inued 
ability to maintain high quality, m8lbl orientlld 111\itc:ea 8t l)ricu co~ve with those charged by its competitors . 

The Company's objective i1 to continue to expand Ita CUitOmer baM Primarily through Its buaineu retail and 
association program marketing chiiMtla. The Company belieYu tNt ftrlttgy, In con;unction with the increased 
purchasing power~ froM hi r.ctnt mlfglf'l tiM·~ Oevelopmentl"), wlllentb't it to continue to obtain 
f1vor1bla contracu frortl Its IUppllert which will allow it to maimaln adequate margjM while offering highly 
comoet!Uve prices for ttl .W::.. The CofriC*IY rr~Maill ita own in-houae ~lllng and cultomer service operations. 
which 1long with its ability to offer ~ price. proYidu the ComDany tf'\1 flexibility to tailor its services to 
meet the ever changing communleadon need8 of its customtra. Howtver, no uaurance can be given that the 
Compaoy's strltegias will continue to bt aucc:uaful. 

The Company expec:u to encounter inc,.aHd competition from both the major communication com~nies and the 
.sm.ller regional eompanita-.la Addldon. the ContPtftV.miY be .,biect to additiorvll.com~tition due to.lhe fl,..,..ctment 
of the Telecom Act end the development of· new technologita. The tlltcommuniCitions industry is in 1 period of 
rapid evolution mertttd .by the introduction of new product~ a·nd 81tYice1 and the changing regulatory environment. 
The Company believes its ftl'ltegiu will put it in e poaition to continue to effectively· compete in this industry. 

Govemmen.t Regulation 

The terms and conditions under which the Company provide• ttlecomrnunications product- and services are subjec~ 
to government reoulation. Feder1l laws and Fedar11 Communication$ Commiuion IFCCI regulations apply to 
in:erstate and international telecomrnunicatiOO$, wNie particular ltate regulatory authorities have JUrisdiction ove~ 
telecommunications that originate and terminate within the ume state. 

Federal Regularion 

The Company is classified by the FCC as a non-dominant carrier, 1nd therefore is subject to significantly recuced 
federal regulat1on. After the recent reclassification of AT&T 11 a non-dominant c1rrier in its prov1sions of dome~1c 
services. only the Local Exchange Carriers ILESSl are cl•uified as cfominlnt carriers tor the prov1S1on of inter~ate 
ac:ess services. As a conseQuence. the FCC regulatel many of the rates. charges. and services of the L!:Cs to a 
Qreater degree than the Company's. The FCC has proposed that t he Reg1onal Bell Operating C;>mpan1es or RSC Cs 
offering out-of-region interstate inter·exc!'llnge .services be regulated as non-dom.nant earners. as lone as s.,c, 
se!'olices are offered by an affiliate of the RBOC that complies with certain structural .separatiOn recu~rements. w~1c!': 
rr.ay make 1t eas1er for the R80Cs to compete directly with the Company for long distance subscribers. Tnese wouiC 
be rne same seoarcwo, recuuements that currently are appliC4ble to independent LECs :nat prov•oe 1r.~ers:.:~:t' 
u~:er·exchange services. although the FCC on March 21, 1996 initiated 1 rule·makmg proceed1nQ 1n wh1cn 11 1S 

cons1denng whether to modify or eliminate these separation reQuirementl. 
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Beuuse AT&. T ia no longlr ~ 1 dominant carrier, clnaln pricing re~ns that formerly al)plied tc :. -:-z, 
hive been ellminatiCI, which ,..,.kt It tuitt for AT&.T to compete wi~e Coml)anv tor low volume 1onc 
distance subscribers. Non-dominant cttriera are c:urrenttv required to file internat10n11 tanHs. The FCC gen~·a1 : ., 
does not exercise direct overlight over coat juri.cliefjon and me level of c~rges for service of non~om•nant cilrroer~ . 

such as the Compeny, although it haa the ~tutory power to do ao. Non-dominant carriers are reqUired by n• tute 
to offer interstate and international servlc11 under r1t11, tltml, lnd condition~ that are just, rusonable. and ne t 

unduly discriminatOfY. The FCC hll the juritdlction to ICt UI)On compleints filed by third panies or brought on ~he 
FCC's own motion aglinlt any common c1rrier, including nan-dominant carriers. for failure to comr::lv wo:h •ts 

mtutory obligaaons. Additionaly, lhe Telecom Act QIWic. ••plicit authority to the FCC to •forbear• from regvlat1nc 
any telecommunications aervicea provider in reaoonu co 1 pemion and if the agency determines th.; the Pub11c 
interest will be served. On October 31, 1998, the FCC exercilld thileuthority and relea~ an order wh•ch, among 

other ttVngs, r~ru non-doninllnt lmerexchange Carrt•r• (IXCat to cancel their currently-filed tariHs for interstate 
domestic services within nine rnomhl of II'MI effective date of II'MI Older and prohibits such filings in the future. 

The FCC imposes only minimal rtDOning re~iremenu on nan-dominant tlltllert, although the Company 1s sub1ec~ 
to certain reparting, accounting, and record keeping o_,IQitloN. A number of lhese requirements are imposed. at 
least in part, on all canittl, and othlrt are lmpolld on certain carriers, such 11 those whose annual operat1ng 
revenuea e•ceed • 1 00 million. 

On February 8, 1996, Pre8ident CUman ligned II'MI Telecom Act. which permiu, without limrt.tion, the RBOCs to 
provide domeaic and imlmldonllb'IQ dllanca MMCII to cu.tomera loc:ated ouaide of the RBOC1 home regions: 
penritla PdOoning A80C ID prcMdt don-* and inWnatlonallonO diftance aervice to cu.comers within its home 
regiona UPOn 1 finding by the FCC tha 1 pndoning A80C hu •a.tied certain Criqria for opening up its local 
exchange netwOftt to c:ompeddon and ChM Ita provilion of long~ .rvicu would further ttt. public interel't; 
and remove exilting bMin to lfllrY lmD loal .W:. nwtcea. AcldldoMIIy, ttw. are lignHICIInt changes in the 
maMtr In which CM'Ier·to-carrler ~ n ,..,.._ at the fMerlllnd mte level; procedures to revise 
univerlll •rvic• aandarda; and, penafdel for UNUthorind ftfitctiitiQ of cuatomera. The FCC haa instituted 
proceeding~ .xtrelling the implenwuradon of Chie 1.-...don. 

On Augu8t 8, '998, the FCC ,.,, .... ha ~ ,._, and Older in the Maner of lmpfemem.tion of the Local 
Competidon Pto'li8ian1 In me Telecom Act 11'M1 FCC lnWcotaiK't On*. In the FCC Interconnect Order, the FCC 
established nrtionwidtrula ~ ta'encaunge new lftlnntl co pantci.te in lhl local Mr.tice markets through 
interconnec:tio wiU\ lht incumbent local uct.nQe carriere (ll!C), , ... ,. of the ILEC. ret..il Mrvice• and unbundled 
network elements. ThHe Nlu Mt me groundwork for me 1t1tutotv cm.ta QOVtming RBOC emry into the long 
distinct market. The CQmPII'IV c:.mat sndlct the effKt .uch legillaaon or the ~...,.mino regulations will have 
on the ComJMny or the inctu.lry. MotiOM to ay ilnplemlmMion af the FCC Interconnect Older hllve been filed 
with the FCC •nd federal couru af IPDUI. ADPU~a ctwlllnging, among other thino-. the velidity of the FCC 
lmerconnect Order have bien fllad In aeveral federal courta of appal and Uligned to the Eighth Circuit Coun of 
Appeals for dispolition. The Eigmh Circuit Court .af APDUia hu .rayed me pricing provisiona of the FCC 
Interconnect Order. The United Statu Supreme Court hu dtcllnld to review d1e propriety of the stay. The 
Co~ny cannot predict either the outcome of thne challenge~ and appeall or the eventual effec:t on its business 
or the indumy in general. 

On December 24, 1996, the FCC releued 1 Notice of ProJ)OMCI Rulemaking (NPRMI llteking to reform t he FCC's 
current access charge paliciea and practic:ee to comport with 1 competitive or potentially competitive local access 
service market. On May 7, 1997, the FCC announced that it will iuue a Hriea of orders that reform Un1versa1 
Services Subsidy allocations, adopt veriou1 reforma to the exil1ing r1te l'tt\.lc:turt for interstate access that are 
designed to reduce access charges, OV81' time, to moll economic.tly effic ient levels and lite l'tructures. In cart1culat. 
the FCC adopted changes to it.l rate :nructuru for Common Line, Local Switching and Local TransDon rate elements. 
The FCC generally removed from minute-of-use ICCeas charges costs thlt are not incurred on a per·monute·of·<.Jse 
basis, with such costs being recovered through flat rated charges. Additional chllrges and details of the .::c ~· s 
actions are to be addressed when Orders are reltlled within the near future. Access charges 8rea pr.nc:s:;al 
component of the Company's transmission col'ts. The Company cannot Dredict whether or not the result ot :nos 
proce..,ding will have a material impact uDon its financial position or result~ of operations. 
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The intrastate long distance telecommunications of the Company are also subject to var1ou£ state laws and 
regulations, including prior certification, notification, and registration requirements. Gener11lly, the Company muS1 
obtain and maintain certificates of public convenience and necapity from regulatory authoritlel in most states 1n 
which it offers intrastate long distance HMCN. In molt of lhue jurildictiona the Company must also file and obta.n 
prior regulatory approval of tariffs for ita intraState oHerlnga. Currently, the Company is certified and tariffed wnere 
required to provide intrastate aervict to cuatomtra in the continental United States. 

There can be no assurance that the regulatory authorities in one or more of the states will not take action havmg 
an adverse effect on the businus or financial condition of the Company. 

Risk Factors 

Current and prospeCtive investors should c~refu/ly conaider the following riak factors, together with the other 
inf01TT111tion contained in £his Fonn 10-K, in IJValu.Ung the Col'fiiMny and it1 butinep, In particular, readers snould 
note that this Form 1()-K contaiN f~ .tatementt within the meaning Df the Private Securities Utigat1on 
Retonn Act of 1995 and tNt actual ruuiU c:ould dwt.r INiterially from tho• cormtrnpllted by such statemenrs. 
The ~rs listed be'tw ~certain impanJnt factors the Company believe• coutd c.use such results ro diHer. 
These factors are not intended to repr...m • cotnPIMe lilt of the general or IPICific ri.U lhet may aHect the 
Company, It should be recognized 1hat other rttb nwy be slgriftcam. pr .. ntty or in the future, and the risks set 

"' forth below may affect the co...,.ny to • greatet .... than indicated. 

r 
I 

I he Company's long di8111nc:e bulinea ia d~ent upon leue or ruale arrengemenu wieh Tiber~urtic •na digital 
rricrowave cm*s for the nnniaion of call. The fWirl profiabiDty of 1he Company Ia blaed upon its ability to 
tranSmit long r:lislance telephone calla over tranlmiaian t.cUhl• lu..s from others on a colt-eftective basis. The 
Company is currently dependant on thr• primary c.rrilrl, Ftonder CornrnunCMiont Servicu, Inc., WondCom 
Network Servicu, Inc. (•WiiTel•) and Sprint. The Company~ .. other fiber-optic c.rrierl to a l .... r extent to 
supplement cornrnunicadon tratiiPOI1•~cae, however, 1hent can be no UfUI'IIICe tNt in the future the ComJU~ny 
will continue to have accea on an ongoing ~. to nn.miaion t.dlltin It t.vorab&e ratu. 

Adv~~ Eff~ct of S.Mce lnrerruprJon 

The Companv's bulineu requires that mnamiaion and IIWftching t.cilitiea and other equipment be operational 24 
~rs per.cay, 36S daya ~r. yqr. Long dlmnce.telephone.cornpa.,; .. , ineludlr.g the Company, have on occasion 
and may in the future experience tempo,.,., •rvice lrarruptfon or ~pment failure, In .orne ca ... resulting from 
causes beyond their control. Any such evem exPtriencecl by the Company wOYic:t impair the Company's ability to 
service iu customers and could twve a material adver• affect on the Company's buainea. 

Rtcenr Losses from OperBrion& 

The Company incurred a loss of 1*7,854,0001 for the fitcal year ended March 31, 1997. The lop for the fiscal 1997 
was primarily due to the reduction in the carrying value gf certain assets, an increase in selling, general and 
administrative expenses, and the provision for lopes o, accounts receivable. Although the Company will anemot 
to ar:ain profitability as its recent acquisitiot\S are intagrated more fully into the Company's operations. t:~;::re 1S no 
assurance that this will occur or that the Company will achieve, or be able to sustain profitable operations. 

~he Company faces excess competition in providing long distance telecommunic•tions services. The Comr::anv 
comoetes for lnterLAiA and lnterlATA services with AT&T. MCI, Sprint and WorldCom, the L!::SS 1nd other nat1ona1 
anc reg1onal tXCs. where permissible. Certain of these companies have S\.lbstantially greater market share and 
financtal resources ~hat the Company. anc some of them are the source of communicauons caPIJCIW used t:ly t:"le 
C~mpany to prov::;:e l[S own Sei"VICeS. 

The Company expec-::s to encounter continued competition from major domestic communications ::ompan1es. 
1ncludinu AT&T. MCI. Spnm and Wo:1dCom. In addition, the Company may be subject to addit1onal comcet1t1on t1u~ 
to the enactment of the Telecom Act the development of new technologies and increased ava1labtlity of domeStiC 
transm1ss1on capac1ty. 
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~:·example, evan though fiber~orkl are now widely uaed for long disAe transmission. it is poss1b1e ~ha~ 
the desirability of &ICh natwork~.lld be adversely affected by changing -nology. The telecommumcatsons 
industry is in a period of rapid technological evolution, marked by the introduction of new product anc ser·11ce 
offerings and increasing satellite and fiber-optic transminion capacity for services simtlar to those prov1aed ov :he 
Company. The Company eennot predict which of many possible future product and service oHermgs w1ll be 
important to maintain its competitive position or whit expenditures will be required to develop and prov1ae sue~ 
products and services. 

Virtually all markets for telecommunications services are extremely competitive, ar.d the Company expects that 
competition will intensify in the future. In each of the markets in which it offers telecommunicatrons servrcas. thl'! 
Company faces significant competition from '-ger, better financ.cf Incumbent carriers. The Company competes wrth 
incumbent providers, which hive hiftOrically domin~ted thlir locel telecomrnunlcetiona markets. and long distance 
carriers, for the provilion of long dlltlncl arviCII. In Clrtaln market• the incumbent provider offers both local and 
long dittence Hrvicu. The incumbent LESS prtaentfv have numerous advantages as a result of their h1stonc 
monoDOIY control of tht local exchenge market. A continuing tl'llnd toward business combin.tions and alliances in 
the telecomm...l"'icdon. induWy may create aignlficam new competitors to the Company. Meny of the Company's 
existing n potential competitors have financi .. , persorneJ end other resources significantly greater than those of 
the Company. 'The Company alia facu competfdon in molt markau in which it operates from one or more 
competitors, including competitive •= ... pravid.,. r•CAPS•t operating fiber-optic net\"t.,rkl, in some cases in 
conjunction with the local cable tefevislon oper11or. Each of AT&T, MCI, Sprim and WartdCam has indicated rts 
intention ~o offer local t8lec:ormu'llclaervic11 in ma,lar U.S. marbta using ita own bcilitie1 or by resale ot the 
LESS' or other pravid.,.' Arvicn. Other potential competitor~ Include cable tefevilion companies, wireless 
telephone campanili, elecutc udhlel, microwave carrier~ .and prtvm nftWarkl of large end unrs. In addition. the 
Company competes with telecommurUCIIdonl rnanAoemem camp.Nta with reiPict to certain portions of its 
business. 

Under the Telecom Act and ensuing fede,..l and ate regula.ary lnhia1tvu, barriers to local exchange competition 
are being removed. The imroduc1ion of IUch corftiMtidon, however, 1180 establishes the predicate for the RBOCs 
to provide in-region imerexchange long dlntnce ..me... The RSOCa are currenttv allowed to offer certain 
•Incidental• long d~ .rvlcn in-reaiaft and to offet out.of~on long dlairnce lei'Yices. Once the RBOCs are 
allowed to offet in-tegion long dlatanc:e •rvtcu. both !My and the fout -~long dlairnce carriers IAT& T, MCI, 
Sprint n Woric:ICom) will bl in 1 ~ U) offer lingle IOUrct local and long dlairnce -.vice limiler to that being 
offered by the Company. 'The Company apecg that the lncrau.d cornc-tftlon made poaible by regulatory reform 
will result in certain pricing and margin praaure In the dameldc telecornmunicationa Arvicn business. 

!Ypid T.chnologic.l CMnga: Dependet~ce upon Product Developmet~r 

The telecornrn.nc.tiONI induwy it a&bjec:r = r-'d and a6gnif1c8nt changu in tachnology. While the Company does 
not believe 'lhlt. fot the foreMUbla future, tt.... change~ will either materiiDy and edvernly affect the continued 
use of tibet-optic cable or materially hinder lu ability co acQUire neceaary technologiee, the effect of technological 
changes, including changes relating to em.rging wirelese and wlreleaa uansmiuion and switching technologies. on 
the businesses of the Company cannot be predicted. 

Risks of Fi1111ncitll LevttrBQ•; Debt Sttrvictt, lnter.r /Yre Rur:rwrioru, Pouibltt Reaucrioru in Liquidiry, 
and R~strictive Covenantt 

In May 1996. the Company entered into a e14,250,000 credit facility !1997 Facility) with a bank wh1ch inc!uCles 
a revolving credit facility and term loan facility. Borrowing8 under the 1997 Facility were used to repay an ex1stmg 
aebt facility. Borrowinc;s under the revolving credit portion of the 1997 Facility may not exceed the lessor of 
S11 ,000,000 minus any reduction in amount the lender may deem reQUired or 85% ot eligible recervables. 
Borrowings under the revolving facility bear interest at the prime rate plus 0.75% 19.0% at March 31. 1997). 
Borrowings and unpaid interest on the revolving facility ere repayable in full at maturity of the facility on June 1. 
1999. At March 31, 1 997, borrowings outstanding under the revolving facility were $40.000. Unused borrowmg 
cacacit't under the revolvrng fac:lity at March 31, 1997 was $6,822,000. As part of the 1 997 Facility. the Company 
was also allowed !O borr::w $3,2~0.000 uncer a term loan facility. The term loan 1s recayable in 36 equal mon:nlv 
.r.stailments of S9C . .27!! ;;Jus ac:;rued intersst. The term loan tears •nterest at the prime rate plus 3 ~E. 11 1 .2~ "E. a~ 
March 31 . 1~971. At March 31. 1997, the balance outs:anding under the term facility was 52.437.000. 
Subs:antrally all of the assets of the Company including tangible assets. receivables and general intangibles. :he 
.::et~n1tron of wh•cl'1•ncludes but •s not limited to intellectual property, bus1neas plans, b~,;srness records and licenses. 
ar., pledged as collateral under the 1997 Facility. The 199 7 Facility requires compiiance with certam financ•al and 
operatmg covenants wh1ch mclude minimum leverage and fixed charge coverage ratios. 
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Because of the operating loa • lting decline In stockholdeB' eQUity r ed by the Company tor the year ·I ~ 
ended March 31, 1997, the Campa was not in compliance with certain tin•• covenants eontamed in 1ts bank 
credit facility. Accordingly, the Company received a waiver with rapect to certain of such covenants from rts lender 
as of March 31. 1997. As a result of and in connection with the merger tran&~ctiona consummated in May 1997. 
the Company complied with ctttain of 1he financiel covenanta, and haa negotilted certain 1mendments to the cred•t 
facility to reflect changes in financial poaltion and amicic-tect china•• in buJines• strtregies 1nd operatmg results 
associated with such tnlnuctions. While management, believaa that tha Coml)lny will be able to comply w1th the 
renegotiated loan agreement, there ctn be no Iaurance thlt m. Coml)lny will not reQuire additional waivers 1n the 
turure or, if such waiver.s are required, thlt the lender will grant them. 

Dividtnd Policy 

The Company hils paid no cash dividendi on ita Common Stock and hill no present intention of paying cash 
dividends in the foreseea!Xe future. It is the present policy of tha Boatd of Directors to retain all eamings to provide 
for the growth of the company. Payment of c .. h dividendi in the fu1ure will depend, among other things. uPOn the 
Company's turure eaminga, requirement~ for c.plul improvements, and operating and financial conditions of the 
Company and other factors deemed relevant by 1M Board of Directors. 

A major portion of the Cor11D1ny'1 growth fn recent yeara hila r..U.Ited from •cquilltlona, which involve certarn 
operational and flnanci-' rilka. Opec1donll rllkllncalde 1hl poatlblrv that an acqui8ition dou not ultimately provide 
the benefits originally anticic-ted bv lnllftlgement of n acquhr, while 1hl ~irer continuu to incur operating 
expenRI to provide the ..,..ica ~'f provided bv ttw Kquirld company. Financial rilka involve tt.. occu"ence 
of indebtednea bv IN 1CQUhr In Older m effec! the ~ lnd ttw .,blecJ.Iem need to Mrvice that 
indebtedness. In Jdclltion, 1M ~nee of ec:k in COfii"'eCttGn with ICQUi8itsons ailute1 the vouna power and may 
diiLil'e certain odw lnterats of exiltlng ........._ In c.nying out ita ~~~n w.tegy, the ComJ)ally anempts 
to minimize the rilk of ~ lilblida and COIRingencl• MIDCilald whh acqulra.:S bu-'neae• mrough planning, 
investi;.Uon and negotiation, but .,ch ~ filbllida may newntwl..- eccompany acquilitiona. There ~n 
be no ISSUm1C8 ht the Comp.tny will be &lcceaful in Jd•adfting lftl'adive acqulsitjon candidate• or completing 
additionalacquisltJona on flvon~ble tenpa. ~ 

Additionally,~ the ~DCP~Kied ber16ftll of IN SublecJ,Ient Mer;.ra will depend in c-rt upon the integration of 
the bulinesses of the Company, NTI and ETI, In an efftcienr manner, and !hlte c.n be no a81UI'Ince that this will 
occut. The transidon to a combined COmpMy will ,._,,,. aubamial aaandon from management. The div1sion of 
management ac:Uvkie• and any dlfficultla ~ in !he nn.hion procua could hllva an adverse effect on 

.- r-9venues and operattno reS\.Jih of. the .combined company •.•. In .addition, me prneM&.of r:ombining .. the various 
organizations could ~use tha intenupdon of, or a dllruption In, the actlvttln of any or all of the companies' 
busineaa, wt\ich could have a material adY.,. eff.c1 on their combined operatjons. There ~n be no assurance 
that the Company will realize •nv of the antici~ted benefits of the Subsequent Mergers. 

Based on the foregoing, during fiacat 1997, the Comc-ny incu"ed impeirment loaea of approximately t6,291 .000 
on the carrying value of certain intangible apetl. 

Contingenr Liabilities 

The Company is subject to a number of ltgal and regulatory proceedings. While th11t Company believes that the 
possible outcome of these rrwners, or all of them combined, will not have a mat .. :ial adverse effect on the 
Company's consolidated results of operations or financial poaition, no auurance can be given that a contrary result 
will not be obtained. See Item 3 • ·Lagal Proceedings•. 

Employees 

As of June 25, 1997, the Company had 303 full-time employees. None of the Company's employees are representee 
by a union. 
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ITEM 2. PROPERTIES. 

The Company owns a 4,500 square foot building and leaaes three floors. containing IPPro•lmettly 2:.: .uou souarf'! 
teet of a bui!ding located It 525 Florida Street, Baton Rouge, Louiaiana, 70801. Its prrmary telephone numoer 15 
15041 343-3125. In June. 1997, IN Company moved ltl principal tJrecutive offices to Newport News. Virg1n1a and 

reduced iu leuad IPICI in laton Rougt to approximately 15.000 souare teet. 

In addition to the above properties. the Company leases approximately 7.600 square feet of office space in Miss1or.. 
Kansas and approximately 3.800 square feet of office space in Culpeper. Virginia in which Un,ted Wats ana Slue 
Ridge operate. reapeeUvely. Pursuant to recent mergers, the Company acquired leased office and switch fac:ltt•es 
from ETI and NTI (see •Recent Developments•). 

ITEM 3. LEGAL PROCEEDINGS. 

After the end of the fiscal year. on May 21, 19.97, the Company wa1 notified that 1 Director/Shareholder of the 

Company has brought suit againtt m. Comparw. The 1Ui1 ia rtlattd to 1 certain escrow agreement previovs:y 
entered into with two majo,. stllrtholdtrl of Chi Com,.ny. The suit ueka the release of common stock in me 
Company which wu J)llctd into IICtOW bv the Director in relation to the Company's initiel public offering completed 
in February of 7 994. The numbtt of share• in diiPUtt ia 31 3,344. The outcome of the suit and its impact on th" 
operations and financial condition of the Company can not be determined at thi1 time. Howevtt, the Company 
believes that the specific criteria under which the common nock wu to be rtltued were not met and therefore 
believes that the shllta lhauld be r8tUmed to the Company 1nd cancetled according to the proviaiona of the esetQw 
agreement. 

The Company is involved in other legal proceedings generelly incidental to its bulinea. While results of thl$e 
varioln legal matters conmin an element of uncettainty, the Company believes that m. probable outcome of any of 
these matters. or all of them combined, lhould not heve 1 materialldvtiH tfftct on the Company. 

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

None • 
PART II 

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUlTY AND RELA TEO STOCKHOLDER MATTERS. 

lal PRINCIPAL MARI(ET OR MARKETS. Since Febuary 2•. 1994, the Company's Commo11 Stock hils trarl'!d m thP 
over-the-counter market and listed in the NASDAQ Srnati.Cap Market :System under the symbol ·NrwK·. The 
following table sets forth the high and low aalea ptlcea per there of Netwofk Common :Stock 11 reported on tne 
NasdaQ Small-Cap Market System for the perioda indicated. 

tijgb 1.gn 
~ 

t5.50 First Quarter •s.oo 
Second Quarter 8.25 7.38 
Third Quarter 9.00 7.38 
Forth Quarter 9.00 7.63 

~ 
$7.25 First Quarter • 9.38 

Second Quarter 11.25 7.63 
Th.rd Quarter 11.25 9.13 
Fourth Quarter 10.00 8.88 

~ 007 --- $9., 3 First Quarter ', 2., 3 
Seccnd Quarter 1, .eJ 10.50 
T!wd Quarter 1 1.38 7.75 
Four.h Quarter 9.CO 7.00 

c ... June 25. 1 2!?7. the c!cs·n~ pr1ce for the Commor. Stock. as reportea by tne NASDAQ Smaii·Cap .\.1arl.. e: wa~ 

S' :l.:5 per share. 
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lbf 'APPROXIMATE NUMBER OF .RS OF COMMON STOCK. The ,.,rnbiArecon::t awner1 of ttte Company's 
common stock at March 31, 1997, was approximately 225. This does not i ... e shareholders who hold stock'" 
their ac~ounts at broker/dealers. 

lei DIVIDENDS. Holders of common stack are entitled to receive auch dividends as may be declared by the 
Company's Board of Directors. No dividendi twve be•n Plid with r•apect to me ComPtny's common stock and no 
dividends are antici;Jated to be paid in the foreiHible futurt. 

ITEM 6. SELECTED FINANCIAl DATA. 

Selected F'rnancilll Date: 

Operating Results: 
Revenues 
Operating Income (losaJ 
Income (loss) befor~ eJCtnlordinery 

item and c:urnuia11ve effect of 
• change in acauning principle 

lncorM ilossl before cumulative effect 
of a chlnoe in acew7bng principle 

Net lncame lloal 
Prderred dividend reqWement 

Ean1ngs per common shlte: 
Income CL.oal befcn extr~arclnlty 

item and cumuiaUYe effect of 
a chlnge in acco.tadiiiQ prindpM 

Income tl.aal before cumulative effect 
of • c:Nnge in aCCIU'Iring princisM 

Net Income (Laal 

F'.....a.l position d8tc 
Total uaeu 
Lon;-tenn debt (p:cludng ~ 

mauttiesl 
Stodc.holcitn · investment 

• 

t59,609,135 
18,033.833) 

17,854,4291 

(7 ,854,429} 

(7 ,854,429) 

(1.30} 

(1.30} 
(1.30) 

1,084,114 

.,8,953,712 

1,454,258 
·8,1 1 l,11!19 

filcal Yurt Eztdtd March 31 
.lW .11l5. ~ 

MS,083,191 *29,374,853 *13,134,620 $6,067,903 
75&.720 1,099,130 452,268 143.9801 

374,497 887.514 173,886 304.969 

374,497 887,514 173.886 304.969 

374,-497 887,51-4 173.886 304,969 
31,984 

0.07 0.19 O.G& 0.07 

0.07 0.19 0.()& 0.07 
0.07 0.19 o.o.a 0.07 

1,071,938 .. 4,587,820 3,827.889 4,088,767 

t%3.311,118 n 1.7U,262 • , .885,818 12.366.280 

3.011.819 408,031 298,783 581,447 
13;986,066 . 7,372.l72 8,038.C12 ~55.SZ9 

ITEM 7. MANAGEMENTS DISCUSSION MD ANALYSIS 
OF FINANCIAL CONDITION MD ADULTS OF OPERATIONS 

The following di!cussion and analysis ,...._ ta the finMcial condition and ruutu of operation: of the Company for 
the ttvee years ended March 31,1997. 'TlQ info""-tlon .t1oukl be read in conjunction with the ·selected Financ•al 
Data• and the Company's Consolidated Firwncial StatementS appearing et.ewhere in this document. 

Gi:NERAL 

The Company's predecessor caiJ)Orations commenced operations in 1979, and since its initial public ;Jffenng •o 199o!. 
the Company has eXPanded a.bstlntiaUy through mergers. acquisitions and internal growth in it$ efforts to become 
a nationwide telecommunication• provider. 

On June 30, 1996, Netwo~ lang Dlmnce, Inc. (Network), merged wietl Long Distance Telecom, Inc. dba eluf.' R.c;e 
'iele:;~hone !Blue Ridge) and in connection therewith iuuecl 337.0791hares of common rtock. for allot 21u,_. i=aoge·s 
common stock. On November 15. 1996, Network merged with United Wats. Inc. IUnited Wats/ anc en ::::mne::::;or 
therewith issued 2.277. 780 shares of common stock for atl of United Wau· common stock. !Both transa:::~acr:s w1.: 
be collectevely referred to •• the •Mergers. •1 The Mergerl were bath accounted for as ;Jooling-of.,nteres~:>-

Subseauent to March 31. 1997. th'!: Company nw~de several rtrategic moves toward$ accomphs.'len~ •:s g::.:;: ~. ;< r ·~ 
to better position itself to remain competitive in the telecommunic•,.cns industry. 



Dunng May of 1997,1he Ca~ rwo merQtfa; e...m Telecom, l,.,..tion.l IETII tor J1.5 m•llion casn 
and the iSSWinc:e of appro..Om~~tetyWJ3,000 .twu of common .mck and N~Teleserv•ces. Inc INTII by •ssu.ng 
approximately 3,274,000 wres of common IRDC:k. As 1 teallt of thea tran&llction1, the Company pos•t•ontc 1tse1t 
within the second tier lo•1er $100 million in annual ••leal af the indu~ based l)n pro forma fiscal l 997 reve,..,ues 
The acquisition of ETI will be accounted for u a purchiiSe whi,. the merger with NTI will be accounted tor a~ a 
pooling-of-interests. 

En is a switch-baUd inter-exchlnge carrier lac:m.d in Newport New•, Va and operatea primarily along the east cca~ 
of the United States. It has expanded rapiGiy through the deployment of an aggressive direct sales program. !t 

operates a Northem Telecom OMS 250 digial.wilch wncn ia loc-ted in Washington D.C. and offers • 1 • plus ~·rec~ 
dialing, ·o· plus operator Ulisted Clllla. 8001888 tol free .,;c., dedtcated linea, calling card1, international serv•ce. 
prepaid calling cards, paging, internet accea, and conference calling. 

NT! is a switcft-basad inter-exchlngt carriw locer.t in Winon11, Minnesota and operates primarily in the mid-western 
United States. Aa with rn, it hal also ex~nded rapidly dvough direct Alea. /t operate• a DEC 600 dig1tal sw1tch 
located in Winona and offers a full ran~ of telecommunication producu 1nd aervic11. 

After completion of the above two tranactlont, -..be~Quem to the ftiCII Ytlr end, the Compeny was made up ot 
five independent opereting emidH: Nerwotk Lang OiDnct, Inc., United Wats, Blue Ridge, ETI and NTI. The 
Company hal determined to consolidate che OpetltioNI of mea emi1i .. aubaequent to the fiscal year end. 

Included in thia plan is the coMOiidl1fon of 111 corporMe fune'dana lnc!udlng m.nagtmtnt, eccouming and finance, 
billing and networking func:tio111. and certain CUMamer IIIYice and aiCIPQrt func:tiona. The conaolidat.ion of these 
functions is scheduled to tak8 piece during the flrlt twa quarwra of fla:at yur 1998. 

Certain statemem. at forth in lhlt Man.gement'l Dilcuaion and Analylia of Financial Condition and Results of 
Operations constiM:e forwMt ~ 1CIII8mlnl:l wilhin the munlng of ~on 27 A of the Stcuritie• Act of 1933, 
as amended, and are aubj~ tD the _,. hetOor crnted by IUCh RC:don. Whln appropriate, ceruin factors thst 
could CIIUSI ream to differ maerilly from d"GM proiec.Ud In the fotwatd looting Dtlrnenta are enumerated. Th•s 
Management's Diacuaion and Analylill of Finandll Condition and Aealtu of Operation~~ ahould be read in 
conjunction with the Company'l Conaol~ Financial Staten'MtnU and the notes thereto appearing elsewhere in 

. • I 
thiS Annual Report. 

Ruulr:s of Open~rions 

The Company's operation. Nlve grown 8iQniflcantly over the Jut three yura u 1 result of iU mergers and 
ac:QUiai'Qons program and irmtmll growth. . Toal .............. .including excise uwa 11ad fees, increased to...59,690, l 3!i 
in 1997, from 645,083,191 in 1996, regraenting a 32.4" incteue. Total revenue• in 1998 increased by 53.5% 
from $29,374,853 in 1995. The Company hu financed thil IJ'Qwth primarily through cash flow from operations, 
equity financing, •nd bank borrowing•. 

Billable minutes were approxirn~~tely 348.0 million in 1997, 1n increaae from IPJ'roximlltiiV 278.5 million minutes 
in 1996, and approximately 155.4 trillion,...,.,_. in 1995. ,......,.. per trinute tRPMJ, repreNming the r1t10 of total 
revenue to total minutes, waa approximately 10.172. •0.182 and &0.189 in fiae11 1997, 1996, and 1995. 
resPectively. In 1996, the Campeny de-emphasized ita raeiJer channel. 'T)U n.ffic tYpically carries I lower RPM than 
other fYpes of traffic. As a reault of the reduction in reaeller business in 1997, the overall RPM increased. The 
decrease in fiscal 1 996 when compared to 1995 reflects rate reduction• made to remain competitive in the marke! 
and wholesale rates provided to resellers. While rate fluct\lation. have 1ffected the Company's revenues on a ;:>er 
m1nute basis, billable miranes Nlve incteasect by 25.0" over 1998 billlble minutes, wh1lt billsble mmutes from 1996 
to 1995 increased approximately 79.2 ~. 

ic rr:a1ntam and improve the Company's competitive po.;tion, it may be necessary to change the Company's rate 
s:ructure. The Company is unable to predict with accuracy whether or when AT&T or other competttors w•ll 
1mplement future rate reouc~1cn.s or the effect of any such rate reductions on the Company's profit mar-;u,s. ':'he 
Comr::any ar.tic:cates inc~easec biilable minutes from its vario11s 1les dirtr1bution cnannels to offse! ~ne ede:::s c: 
a~y ~::nee reouc~:cns. 
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In aCidition to the awitch-bli..cl &ark, the Coml)lny operatu under negoAd contracts with other came1s to 
provide a nationwide plafform ~igin11t1 and terminllte traffic. The Com'Bift';y h11 contracted w1th marketmg 
companies. switchle~s rnellerl and agenU throughout the United States 1nct provides transpon, billin". customer 
service, and ather a~ppon aervices. Marittting to thelt type• of organiz.tions will continue in the upcommg f1sca1 
year. Gross margin percentllge, defined II tht ratio of the exceu of revenues over transm1ssion costs. •s expected 
to inc:reaN along with billlble minutll •• the percem~ge of wholellle traffic decreases. As of June 15. 1997. the 
Company is certified and tariffed to provide 11rvice aubjact to jurisdictions u required in the continental Umte~ 
States including the District of Columbie. 

The Company and other long distance telecommunic:Mions companies are affected by the FCC's direct regular,on 
of the rates and operetion• of AT&T 1nd ce!Uin other imerexchange carriers with which the Company coml)etes 
and from which the Company leases or may lease tr11Nmiuion t.cilities or may have underlying contracts in place. 
Consequently, reductions in the Company's rete ltNctUre, 11 well 11 the regulatory matters ai1ecr1ng the 
telecommunications industrY as a whole. may lm.,.ct the Company's future revenues and upenses. 

The Company's gross margin percentage in 1997 increlled over the prior y .. r with the transmission casts as a 
percent of revenuea decre .. ing to 88.2" or •0.117 per nar.n.1n 1997, reaulting In a gro!l m1rgin !'lercentage of 
31.8 %. In 1998, tranltniaion com were 7Z.,2% of revenuu or tO. 117 per minute, r11ulting in 1 gross marg.n 
percentage of 27.8". n. Company'l hnsmllllon coa 111 percem of revenue in 1995 were 74.3% or $0.140 
per mi~. which ru.Jihld in 1 groa mll'gin percentlgl of 25.7". n. Company has been able to improve irs gross 
margin during the lalt thrH Ylltl due to Ita condnued groW!h in reYenuu. The increue in revenue• has ellowed 
the Company to negotlae higher volume dl8coums from Ita underfying ceniers thereby reducing tt. trensmiuions 
costs as s percem of revenues. 

Gerwalanct edmlni~ and AIHng expen.a were •1!1,770,990 repraeming 28.4,. of revenuea, •9,420.273 
representing 20.~,. of revenue a, and t15.tt52, 1 03 repr ... nang 1 9.2" of revenues· for lhe yeara .nded March 31, 
1997, 1996, d 1995, rupectivety, hinctule in~ ft ldmiUilll&l:iW end ..Wng e""r\MI as I perCIIot.ge 
of revenue• is prim~~rily related to increuu In.,.,.,......,. eMil, c:onwnlaiona, tu:u and profeaionlll tees. The 
operations of Blue Ridge and United W111 Wife not coftiOIIdaed during filcal 1 897 rnutdna in the duplication of 
cercain general, admini~tive and •lllno func:dona. Sublequem to March 31, 1997, the Company implemented 
1 Qlan to coniOIIdabt aU~ fui!Cdt'• of 1t.- trlllda lnckdng eccounpng end fin11nce, billing and networking 
functions, and ceruin customer •rvtce and aupport func11ona. The coft101id1tion of me.. functions is scheduled 
to take place during the firwt rwo QUirtlltl of filcU 1988. 

Provision for loan on Accounts Receivable w .. •3,041,517 repreAnting 5. ~ -AI of revenues, $1,1 1 2.1 51 
representing 2.5" of ,...,..,..,.., n t403,314 ,......,.Una 1.4" of revenue• for the yeara ended March 3 1 , l 997, 
1996,.and 1!:?95 reapectively •. During the yeer ended Mlreh 31, \997. thelCorn:aoy dettl:nined .tNt loese! on 
certain eccounts receivable acquired through acqullildon hnMc:dona were gruw tNn expected et the time of 
acquisition. As a reiUit, the Company chlrgecM)H or made~ for IUch ac:counts receivable to reduce the 
carrying amount ro the estimated realluble value. During fiacal year 1998, the Company reevaluated its 
reseller/wholesale activiUea generally end apeciftcaly hi reldolllhip wl'd'l cenain reAIIera. AI • ruult, the Company 
has chosen to de-emphasize its reaellers tNrX.ting actMtfes by rlducing the number of wholeale customer• and 
the related wholesale accounts receivable. In .cfdition, ceruin whole .. le cultOmlrs have uPerienced fin11ncial 
difficulties which impede their 1bility to .,.y the Compeny on 1 timely buia. Wholesale customers with slow 
paymem histories have been placed on ISPICific payment: plans or under lock box egreements. The Company has 
specifically evaluated its allowance for doubtful accoums. which it provides for through itt provision far losses on 
accounts receivable and believes the allowance to be adequau to ab.arb probable loues an the accounts receivable 
at March 31, 1997. However, the actualloues on accounts receivable could differ from management's evaluat1on 
at March 31, 1997. 

Depreciaticn and amonization expense was •1,902.942 representing 3.2% of revenues, 11,245,825 representing 
2..8%, of revenues. and S396,561 representing 1.4% of revenues for the years ended M1rch 31, 1997. 1996, and 
1995, respectively. The increase both in dollars and as 1 percent of revenues is primarily associated w1th tt'le 
amon:ization of tt1e customer bases and goodwill acQUired ttvouoh the Compeny's mergers and acquisition act1v1t1es. 
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Dcl'ing lhe year ended March 31, .A7. the Company incurred non-cah charaAwaYiaion to reduce carrying value 
of certain assets. of approximatiiJ •6.3 million related to a writedown in-,pf carrying value of certain assets, 
including goodwill and customer base acquisition costs associated with certain acQuisitions. The Company 
determined during the settlemem process called for in the certain acquilition agreements that anrition rates for 
certain customer bases and businesses acca.airec:l w .. significandy greater than originally anticiptted. ConseQUently, 
the Company determined that future cash flaws would be lea than that required to realize these asaets. The 
Company reassessed lhe fair value of these eaetl by eltimating the pre•m value of the future c .. h flows through 
updating with historical results the cnh flow model1 utilized to initially allocate the inungiblea acquired. 

Due to lhe impairment of various intangibles, the Comptny analy%ed the live1 of itl intangible• in 1ccordance with 
SFAS 121. Consequently, the Company has utablilhed new periods for amortizing certain customer base intangible 
assets that it believes to be reasonable eltimates af the remaining lives of these customer baae imangibles assets. 
The revised remaining useful live1 aaigned by the Company, ,..nge from 4 to 8 \'Uti for acquired customer bases. 

Other Income snd Expensa 

Operating income Uossl was ($8,033,833) repruenting (1 3.5"1 of revenue far the year ended March 31. 1997. 
Operating income was $755,720 reprqenting 1. 7" of reve,.,.el for the yeat ended March 31, 1 996. For the year 
ended March 31, 1995, operating income wu t1 ,099,130 ,..prllenting 3. 7" of revenuea. 

Net interest expense fot the yur ended MM:h 31, 1997 WU t!517,5H II C:Orncllred tel net: intetllt IXDinM for the 
year ended March 31, 1998 of •198,897, an lnQUR of 180.2 "· In May 1998, the Company entlfed intd a 
• 14,250,000 credit facility (1997 Fac:iltry) with a bank which indude• 1 reYOMng cntdlt facility and term loan 
facility. The proceed~ of the term lcwl of~ t3,280,000 wu Ulld 10 fln.nc:e the May 1998 acqullition 
of Univeral NetWork Services, Inc. The revoMng c:redJt faciUty wu Ulld for ~ oDII8dno purpa11a. Net 
imerest income for the year ended March 31, 1995 wu t85,480. In December 1995, the Compeny renewed its 
line of credit (1998 Facility) with a blnk with proceed~ Ulld for general OI*8Cirl0 purpa.... Net intttelt income 
during fiscal vur 1995 ramed prtn.,t~y from the lmrellrMnt of the proceed~ from the Company'• MConctarv public 
offering. 

lncomtt Taxes 

The Company reported a net loa In fiacal 1997, and ICCOidlngly, recorded an income we benefit of approximately 
S697,000 or 8.2" of the pre-tax loa. A lianific:Mt po111on of the pre-we loa wu ,...ted tell writedown in tl'le 
carrying value of certain a&SIIU including goodwill and ~ baA ac:qul8ition ccms. The11 .... m must continue 
to be amonized for allC JJ,~rpoaa and the Comoany bellevea that only a portion of th11 writedown ahould be utilized 
for income tax purgases under a.•morellkety tMn not• c:m..r;.. ACCDidlngty, !he Compeny utllblished a valuation. 
allowance of S1,227,000 reJated to the aaoc:iagd defln'ed tax ....u of approximately U,300,000. For the year 
ended MatCh 31, 1996, 8223,273 wu provided for inc:ar'M _.. r8IUiting in net: income of •374,497. For the year 
ended Merch 31, 1995, S268,954, or 23.5" of.,.._ income, wu lftribuled to income tax resulting in net income 
of S867.514. 

Liquidiry and Cdp;rtll Resources 

Net cash provided by operations far 1997 was U.121,31 0, an increaae from net calh uAd by operations of 
$162.903 in 1 996, and net cash provided by operationa of t1,054,082 in 1995. The increaae in cash flow from 
operations was primarily attributable to the increaaed gross margin and the timing of collection of accounts 
receivable and payment of accounu payable. 

Cash flows used in operations resulted in a negative impact on cash during 1996 due primarily to the impact of 
growth in accounts receivable and other currem aaeu that were not offset by aimiler increaaes in accounts payable 
and other current liabilities. 

Tne Company's ac:::Junts receivat:le are anticipated to conti,...e to grow due to higher sales volume and ecqu•s•t•ons. 
Growtn will reQI.llte cash disbursemems for acquilitio~. inrtallaticn costs on lines and eC!Uipment to excand 
networlt.ing car;;ablitv. In addition, the growth will reQuire cuh payments to vendors pnor to receiQt of payments 
by 1ts customers. 
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Company's growth will alaoAuire continued expansion of the teleco.nic•tion• eQuipment and relat~d 
captal it~ms. The Co~ny ul8d .,.CIIh of •3,3 18,998, t807. 377 1nd t5 37 for invtning ICtiVItles for thf! 
years 1997, 1996. and 1995, re~gectlvely. The ptimery UH of c11h In 1997, 1998. and 199~ was for the 
acquitltlon of cuscomer biStl riiUiting In ICQUil!tlon costa of t3,801.004. $1,101,173 end $1.781.0~: 
respectively. 

Cash used in financmg activities in 1997 was •578,336 aa compared to 4:aah provided by financmg activities of 
$1.339,585 in 1996, and cash used in financing activities of t370,694 in 1995. In 1997 the Company made 
principal payments on debt of $3,743,031 and received Cllh of 83,250,000 from the issuance of debt. In 1 996. 
the Company borrowed $2,532,235 under its line of credit 1nd Mlde principal payments on its debt of $1.243,018. 
In 1995 the Company redeemed 111 of iu outstanding preferred stock for t55,527, m1de payments agamst costs 
of the secondary public offering of •53,585, reduced debt principal by t454,880, 1nd received t204,695 from the 
issuance of common stock. 

The Company experienced a net cuh decrease of t237,438 in 1997, 1 ntt e~~lh increase of •369,305 in 1996. and 
'114,551 in 1995. Stockholders' equity w11 •e. 1 12.,169 1nd t13,986,066 11 of March 31, 1997, .and 1996. 
respectively. 

In May 1996, the Company entered into a 114,250,000 c:nlditt.cility with 1 blnk (the 1997 FacilitY) which includes 
a revolving credit facility and term loan fllcUity. Banow:lng~ under the revolving credit portion of the 1997 Facility 
may not exceed the leaor of •11,000,000 rninul any r...,.,a U. ltndtr m1y dHm eligible or 85" of eligible 
receivables. Elorrowingrunder U. revalwr will bear lm.rat M U. prime,.. plua 0. 75". Borrowing4 and unpaid 
interest on the revolving f1cllity are ~~ In full at meturl!y of U. facllty on June 1, 1999. The Company is 
allowed to bomJw t3,250,000 under U. t.rm loan facWty. Tlw term ~ i1 repaVIble in 36 eQUal monthly 
installments of •90.278 Pua IICCNed ......._ 'The wnn loan bears imerat M U. primt ,.. plua 3 "· Substantially 
all of the asseu of the Company ere pledged u·cou.ur.J under U. crld~ ttcrrlty. At Mtrch 31, 1 Slll7. •4u.OOCi 
and t2,437,000, wert outiUindlng undlf the revot-tlng end U. wm lo1n, ,...,_cttvely. 

Substantially all of the ....u of the Cornpeny including UnQible ....u, rKeivllblu and genaral inbngiblea, the 
definition af which includes but il not limiald to imtllec!ulll l)rOperty, buainal ptans, bulinea records and licenses, 
11e pledged as collater.l under the 199J Fadflty. 'The 1997 Facility requi,.., complillnce with cettain financial and 
opeming covenams wNch include rnininun levwllge and fixed charge covtqge ,.tioa. A• of March 31, 1 997, the 
Company was not in cornpAnc:e with cerW'I ~ covM~ms ~ in U. 1997 Facility. Accord-ingly. the 
Company received 1 waiver with rapect to ellftaln of IUCh covtnantl from iu lender q of March 31, 1997. As a 
result at and in coMection with the merger uan.ctlone canaunmated in M.y 1997, the Company complied with 
certain of me financiel coven.ma, and has currently neaatiMed certain amendmema to the credit facility to reflect 

. chan~e& in financial position and amiciPitld changes in bwinea wetegiea 1nd operating resuiU nsociat~d wit., 
such tranSIICtiona. While manaaement. balitva thM U. c.omp.ny will be able to comply with the r~gotiated loan 
agreement. there can be no aaurance tNt U. Company will not reQUire 1dditional waivers in the future or, if such 
waivers are reQUired, that the lender will g,.m them. 

Absent significant capnal requirements for other acQUi.nions, the Company believes that Clllh flow from operations 
and funds available under existing credit facilltiea will be adequate to meet tha Company': capital needs for the 
remainder of fiscal 1998. 

Recently Issued Accounting Pronouncements 

In February 1997. the Finane ill Accounting Standlrda Soard IFASBJ issued Statement of Financial Accountmg 
Standard ISfASJ No. 128, ·earnings per Share•. This mtement established accounting standards for compucing and 
presenting earnings per share and applies to entities with publicly held common stock. This statement is effectNe 
for .oenods ending after December 15, 1997, including interim periocts. 

Early application of SFAS No. 128 is not permitted, however, upon adoPtion. all prior periods must be restated. 
eased on the standards to be adapted. basic earnings tlossl per shire would be 1$1.30), so.oa. and $0.19 fer the 
y~ars ended March 31, 19g7, 1996.and 1995. respec:ti...,ely, and diluted earnings per share would be 151.301. SC.C7. 
and $0.1 9. respec~1veJv. 

,.., February 1997, the FASa issued SFAS No. 129. ·oisclosure of Information about Capital Structure·. nus 
statement establishes standards for disclosing information about an entity's capital r.ructure. This statement 1S 

eHective for financial r.atements tor periods ending after December 15. 1 997. and will not m•tenally cnang~ the 

disclosures currently included in the Company's financial statements . 
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ITEM a. ANANCIAL STATEME-AND SUPPLEMENTARY DATA. 

Please see pages F-1 through F-8. 

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE. 

None 

PART Ill 

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT. 

Incorporated by reference to the Company' a definitive proxy mtement far 1997 Annual Meeting of Stockholders, 
to be filed with the Securities and Exchange Commission within 120 days attar March 31, 1997. 

ITEM 11. EXECUTIVE COMPENSATION. 

Incorporated by reference to the Company's definitive proxy ltltement for 1997 Annual Meeting of Stockholders. 
to be filed with the Securitiu and Exchange Comrniaion within 120 day1 after March 31, 1997. . . 
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT. 

Incorporated by reference to the Comp~ny'a dtrflnltlve proxy -.mem for 1997 AMU.II Meeting of Stockholders, 
to be filed with the Securidellnd Exchlnge Commialon within 120 day• afttr March 31, 1997. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. 

Incorporated by reference to tt.. Company's definitive proxy statement for 1997 Annual Meeting of Stockholders, 
to be filed with the SecuritiN and Exchllnge Cornmlaton within 120 days etter March 31 , 1 997. 

, 
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PART IV 

ITEM 14. EXHIBITS, FINANCIAL STATEMENTS. AND REPORTS ON FCAM 8-K. 

111 1. The following Financiel Stltemenu are filed •• part of thir Rti)Ort: 

Index to Financial Statemenu 

Independent Auditors' Repert F-1 · F-3 

Financial Statements 

Consolidated S.lance Sheets F-4 

Consolideted Sbltemenu of Oper1tiona F·5 

Consolidated SwtM~enu of Stockholdera' Equity F-6 

Consolidated Stiitementl of Cuh Rows 

Notes to CansoNdabd Financi1l Stnemena F-8 

Ia) 2. None. 

(8) 3. Exhibiu: 

27.1 Financial Datil Schedule (Filed herewith) 

(bl 1. 
~ ~ 

The Company m.d Farm ~A U'cM November t 15, 189e on January 14, 1997 which included the 
Supplamenal ~bel 8allnce S"-tt of 1he Company and iU IUblidillriu •• of March 31. 1996 and 
1995 and the ......, Suppienwal ConaoUdated St~~a~Nnu of Operations. Stockholder~' Equity 1nd Cash 
Flow• aaoc:illed with iU merger with United Wau. Inc. 
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SIGNATURES 

Pursuant to the reQUirements of Section 13 or 15(dl of the Securities ExcNinge Act of 1934, the Company has duly 

caused this Report to be signed on its behalf by the unclerligned, thereunto duly 1utt1orized. 

NITWOAK LONG DISTANCE, INC. 

Dated: June 27, 1 997 By Is/ Tbqm11 G Koefe 

Thotn11s G. Keefe, Chief Financial Officer 

Pursuant to the re~irements of the Securitiea ExcMnge Act of 1934, thi• report has been signed below by the fol
lowing persona on behalf of the Company and In the cap,~citiea and on the dates indicated. 

Sjgnawre 

lsi. Jgbc Q, Cia!lldg[d Chllrman, Chief June 27, 1 997 
John C. Crawford Exec:&ntv. Officer. 

and Oltector 

~l Iimsul:l::t: 6, BIEmD PrMiden1 June 27, 1997 
Timothy A. Banan and Dnctor 

~l JabD ~ Lt:lf Secmaty June 27, 1997 
John V. Leaf end Director 

~ Ibi:IEDII G IC-fl!! Prtncil*l Finaricill Officer. June 27, 1997 
Thamu G. Keefe Princ:lpel .Accoundng Officer, 

and Director • 
!al Laao L ~a~1t.U~ Dintaor June 27, 1997 

Leon L. Nowalsky 

l1l B1o1mll J, e1a1 Oitlctor June 27, 1997 
Ru,~ell J. Page 

l2l IlauUblt J, Slad;r: Director June 27, 1997 
Timothy J, Sledz 

l5l albaa A. ~gi:KI!O!IId Director June 27, 1997 
Albert A. Woodward 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To the Stockhold1r1 ol 
Natwork Long Distance. Inc.: 

w~ have audited the accompanying consolidated balance lheets of Network Long Distance. Inc. Ia Gelawa•!! 
Corporation) and subsidiaries as of March 31, 1997 and 1996. and the related consolidated statements of operat•or.:;, 
stockholders' equity and cash flows for each of the "ears in the three year period ended MarCh 31. 1997. 7hese 
financial statements are the tUPONibiJitv of the Company'' manegement. Our responsibility •s to upress an omnm~, 
on these financial statements baaed on our audita. We did not audit the financial statements of Long :::>•stan:e 
Telecom, Inc. included in the conaolidated finenciel sutamema of Network L.ong Distance. Inc. wh1ch statements 
constitute total ... ets of 4.6" u of March 31, 1996 and total revenues of 7.7" for the year ended March 31, 
1996. and total revenues of 9.5" for the year ended March 31, 1995 of tha related conaolidated totals. W~ also 
did not audit the financial ata..,.ntl of United Wam. Inc., included in the CGniOiidated financial statements of 
Networt. LonQ Distance, Inc. which 1Wtements corwlttute tcnal UMtl of t0.3" 11 of March 31, 1996 and total 
revenues of 23.9" for the yMr enct.d March 31, 1898 and total revenues of 8.0" for the year ended March 31, 
1995 of the related c:onaolidlntd 1DUIII. The finandel 811lnlntl of Long Dimnce Telecom, Inc. and Un•ted Wats, 
Inc. were audited by other eudttorl who• r....,rtllhereon have been fum.t.:f to ul, and our opinion. insofar as it 
relates to the amoums Included fot Long Oimnce Telecom. Inc. and Uni11d W1u, Inc •• il based solely upon the 
reporu of other audhors; 

We conducted our audita in accordanca with generally ac:cepl8d auditing aandarda. Tho• mndards reQuire that 
we plan ~lnd perform the audit to obtain reuonabhl ....,.nee about whether the finencial alltemems are free of 
material miutatement. An audit indudN aaminlng. on a ~at ba~l, I'Videnca supporting the amounts and 
disclosures in the financial ltlil111711ftJ8· An IUdlt allo inctudu aaeaipD the aceouming principle~ used and 
siom;c.nt estimates mllde by rftMiaement. u wall u evaluating 1M ov.,.ll financial ltlllem.nt pruentation. We 
believe U\lt our auditl and the ntpOI"tt of O'IMt eudiUn provide a reuonabll buia for out opinion. 

In our opinion, buect upon our IUdhl Md the ~ of DltW -..diUwa. the contOiidated financial sutemenu referred 
to above pnqem t.irty, in aiiiUtllrial rapec.u,1ht &.ldll po.ttion of Networt. Long Disunce. Inc. and subsidiaries 
as of March 31, 1997 and 19M, .nd 1ht raufZf of 1halr opaqtiontr and their Cllst'! flow• for.uch of the years in Ttl~ 
three year period ended March 31 , 1 997. in conformity wttn generally accepted accounting principles. 

Arthur Andersen U.P 

Jackson. Misaiui~pi. 
June 26, 1997 
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INDEP£NDENT AUDITOR'S REPORT 

io the General Partner 
ielecommunications Ventures Limited Partnership No. 1 
T/A Blue Ridge Telephone 
Culpeper, VA 22701 

We have audited the balance sheet of Telecommunicationa Ventures Limited Partnership No. 1. T/A Blue Ridge 
Telephone, as of December 31, 1995 and the related stttemenu of operationa, pa""ers' eQUity !deficit I 1nd cash 
flows for the years ended December 31, 1995 and 1994. TheM financial mtemenu 1re the responsibility of the 
Pa""ership's management. Our responsibility il to exprea an opinion on theA financitlrtatements based on our 
audits. 

We conducted our audits in accordance with gener~~lty KCepted IUdidn; mndarcla. Thoae IUndarct. reQuire that 
we plan and perform the audit to obtllin reasonable ....,.nt:e about whether the financial mtemenu ~re free 
of material misstatement. An audit includu eaminlnQ, on a tM baM, ewidenct SUPPOrting the amounts".md 
discloa~res in the financial mtemanta. An audit alto inc:lud• ....aing the accounting principles used •nd 
sigrificant estimates made by management. u well a eva~~MUno 1M ovttlll financialrtatement pteaentation. We 
believe that our audiu provide a reasonable bail for our opinion. 

In our opinion, the financia15tltemem:l referred ID lbove preant feirly, In all menrial te1P8Ctl, 1M financi•l position 
of TelecommunicatioN Vemur .. Lirnihd PII'D'ter8hiP No.1, T/A Baut Ridge Telephane 11 of December 31, 1995 
and the results of its operation~ and iU c:uh flow a for 1M YMrl ended Decttnblt 31, 1 99!5 and 1994 in conformity 
with generally accepted accouming principiQ. 

Culpeper, Virginia 
May 10, 1996 

, 
Yount. Hyde & S.tbour, P.C. 
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INDEPENDENT AUDITOR'S RE~ORT 

io the Board of Directors 

UNITED WATS. INC. 

We have audited the balance sheet of United Wats, Inc. as of December J 1 , 1 995. and the related S4atemen:s ~ • 
income. changes in stockholders' equity and cash flows for the years ended December 31, 1995 and 1 99t.. These 
financial statemems are the responsibility af the Company's mtnagement. Our responsibilitY is to ex pres$ an ooonoo . ., 
on these financial statements based on our audita. 

We conducted our audits in tccordance with generally accepted tuditing stanclarda. Those standards reQUire that 
we plan and perform the audits to obhlin reasonable aaurance about whether the financial statements are tree of 
material misstatement. An audit includu eumining, on a telt buil, evidence supporting the amounts and 
disclosures in the fln~~ncial tt~Umenta. An audtt allo lncludu aauaing the accounting principles used and 
significant estimates made by man~~gement, 81 well 11 evalullting the overall financial Ntement presentation. We 
believe thlt our audiu provide 1 ruiOMble bllil for our opinion. 

In our opinion, the fi~ ltltemenll,..,.,..., 10 ~ prnent fairty, in all m~~terial reapecu, the financial po.sst•on 
;;f United Wits, lr.t. •• ;)f Oecember ::1, 1395, lncl tt• reiUIU uf ;u ODtrltioN a(\lj ito .:uh fio ..... 1ur 1;·,~~: feor::. 
ended December 31, 1995 and f 994 in conformity with gene,.lly accepted accounting principles. 

Kansas City, Missouri 
Marc:h 1 1, 1996 

Mayer Hoffmln McCann LC. 
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ASSETS 

CURRENT ASSE'TS; 
Cash and casn eQUivalents 
Accounts receivable. net of allowance for doubtfulac=ums of 

52,355,000 and 11,073.000 at Merd'l31, 1997 and 1996, 
,espectivelv 

Other rec;eivaQies 
Deferred income ux asset 
Other CUtTent assets 

T0t11l current aueu 
PROPERTY ANO EQUIPMENT: 

Land 
Building and improvements 
Telecommunications eQuipment 
Furniture and fixtUI'U 

Less: accumulated deprednon 

CUSTOMER SASE ACQUISmON COSTS, NET 
GOOOW1U., NET 
OTHER INT ANGI8LES, NET 
OTHER ASSETS 

L!ABIU'D§ A.NQ STOCKHQLQft' EQUrTX 

CURRENT UABIUTlES: 
Aceo&ma pay8ble 
Accrued telecommuniC8tions co.t 
01:ner accrued iabil._ 
~deposttl 
Deferred income tax liability 
CLnem: ma1Uritia of l~m ddt end~-.. obllptfon 

Toml cun.nt lilllilaa 

DEFERRED INCOME TAX UA81LJTY 
LONG-TERM O£BT AND CAPITAL LEASE OBUGAnoNS 

COMMITMENTS .AND CONTlNGENCIES 

Seriel A CGnYertlble pqf.,...d stoc:lr. • •• 01 par value: 
25,000,000 ..,.,.. authoriz.d: no lhlta la.-cl end outnMCiing .t 
U.rcn 31, 1997 end 1 S98 CNdemptian v .. ue 13 per ftlel 

STOCKHOUDERS'EQUrrY 
Cornman ~ode • •.0001 par v .. ue: 20,000,000 atwa authorized; 

5,718.908 and 
6. 523,902 shllres issued and oumanclng ft March 31 , 1 997 and 
1996, 
respectively 

Additional paid-in capital 
Retained eaming1 (deficit) 
Treasury Stock 

Total S'I:Odcholder~' equity 

Total liabilities and ~ockholder~' eqU!v 

~ 

Ml[:b ~l 
10!:12 

$ 6SS, 136 

8,6L1,560 

360.965 
148,600 
flZZ Z54 

10,478.515 

75.000 
465,575 

1,583,949 
J 58J SZfl 
3,706,503 

I:Z QB l !S.ZI 
l f.l2~ 5] l 
5,645,730 

450,020 
214,22' 
~sa zn 

., 8 !1fi3 7J2 

• 390.315 
5,850,8-U 
1,808,959 

128,9!0 

l ZQII zgs 
9,387,287 

1,454,256 

672 

14,828,040 
16,624,253, 

!9229QI 

8,12 169 

f18 953 7J2 

~ :;,Q,: 

$ e92,57: 

e.Jzs.gs7 

708.962 

558 Z~, 
11,595.762 

75,000 
697,285 

2,338.866 
l 3Zl l9Z 
4,482,348 
[J zsa sJal 
2 Z23 4J2 
5,073,145 
3,287,637 

412,220 
.Zlll a!a 

'23 3pJ16 

11,657,423 
2.736.999 
1,, 52.591 

176.210 
242,872 
285 135 

5,251,230 

58,201 

3.015,619 

6~2 

12.970,833 
1,106,871 

!92 '>901 

, 3 986 066 

'23 311 n6 

The accompanying notes are an integral part of then financial statements. 
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Revenues !including exci11 ttxes of •2.863.000 , 
t1,230,000, end $219,000 in 1997, 1996 lnd 1995, •se 890 1;'5 t45 Oe3 ,91 $29 374 2!:3 
respecrively1 

Operating expenses: 
Transmission costs 
Selling, general and administrative 
Provision for Iones on 1ccounu receiv1ble 
Depreciation and amarmnon 
Provision to reduce Clnying value of Clllrtain a ... u 

Total operating uplnMI 

Open~ting income (loal 
Interest (income) expena, net 
Other (inc:omel expen~e 

Income Ileal before Income taxu 
Provision (benefit) far income taxe1 

Net income (loa) 

Pro fom11 adjunment (Note 1 }: 
lncDme to prov~on 

, 

Pro fom11 net income (loul 1ppli~e to convnon 
stockholders 

Earnings llassl per common share 

Pro fom11 earnings (lou} per common share 

40,717,419 32,548,221 
1s,no.sgo 9,420,273 

3,041,617 1,1, 2,, 51 
1,902.942 1,246.826 
8.291 000 

87 723.988 44.J27 471 

(8,033,8331 755,720 
517,596 198,897 

!40 947) 

18,5151,4291 597,770 
!897 QQQI 223 273 

(7,854,4291 374,497 

.. 
1ZDQ 128 375 

.,, 1§1 72'1 !24§ 12.2 

t !],3Ql t QQ1 

• ll,~P' • 9~ 

The accompanying notes are an integral part of these financial stltements. 
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21,823,645 
5,652.103 

403.314 
396.661 

29 275 723 

1.099,130 
165,4801 
30 142 

1,134,468 
286 954 

867,514 

28 885 

!838,829 

t 0 19 

I gJ§ 

~ 

j 
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HEIWO&. LQHG DI5IAHCE. IHt. AHI:l 5UBSIDIABIE5 
COHSOUPAIED SIAIEMENI5 t'E SIOCii.HOLDERS' EQUITY 

Cammon Stock Additional 
t.ooo I ~' !lalul Paid·in Retained ___JJusutuL~Kk_ 

Numbm Amgum Calli tal E.amjugs Hw.ubm Aluwlll 

OALANCf, MARCtf 31, 1994 5,418,179 • 54'l t6,139,916 $135.113 1.028,917 $(239.559) 

Issuance of common stock to former holders ol 
Series A Convertible Preferred Stock 63,602 1\ 190,500 

lssuar'ICe ol common stock for acquis6llou 29,038 3 232,128 

Issuance ol common atock Cnet of direct coata of -S53,5851 728,773 73 161,038 

Retirement of treaaury stock 1832,6tl71 1631 (18,3391 1128,8671 1032,521) H7.2U9 

Dividends on common stock, t0.02 per sf111re 1105,0001 

Net income BDZ.5H 

DALANCE, MARCU 31, 1995 5,808,965 661 6,695,241 768,760 390,390 (92.2901 

lasuance of common atock for acquisitions 916,937 91 6,275,592 

Dividend• on convnon stock, .0.006 per stlllre 136,3881 

Net income JH.~SZ 

BALANCE, MARCH 31, 1996 8,523,902 652 12,970,833 1,106,871 390,390 (92. 2901 

Issuance ol cornmon stock for acquisition 195,006 20 1,857,207 

Net loss - .. 17,854,4291 

Elfect of change in fiscal year end of merged entities 123.305 e 
OALANCE, MARCtf J 1, 1997 a. Z lii.IUUI • gz~ t14.828.04Q $(6,624,2531 _J9.fi...J..Il.U .LJUL~QI 

. 
The accompanying n'ltes are 1111 integral part of these finanCial statements. 
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CASH F!..OWS FROM OPERA iiNG ACTIVITIES 
Net rncome (loss) 
Ad,ustments to reconcile net income flossl to net cash 

assets 

provrded by lulld in) operating ac:tivitiea: 
Depreciation 
Amortization 
Provision for losses on accounta receiv1blt 
Provision to reduce c~rrying value of certain 

Provision (benefit) for deferred income taxea 
Provision for employee stock incentive plan 
!Gainl lou on diapoul of IQUiprMm 
Changes In 1111t1 and llabillti .. , net of effect of 

buaineu combinadona: 
Accounts receivable 
Other receivlblu and eutrem eueu 
Accounts payable and other current U.bititi11 
Other 

Net caah provided by fyled in) openn'n; ac:Uvtti•• 

CASH FLOWS FROM INVESTING ACTIVITI£5 
Capiull e..:penditurN 
Sale of llhort-term tnv.III'Mml 
Ac:qui.niona and rellted cotta 
Deere ... (i~l in ott.r lnc.ngiaie aaet. 
Proceeds from uJe of equipment 
Other • 

Net c:elh uled fn lnv~Wn; •cdvitia 

CASH FLOWS FROM ANANCING ACT1Vm£S 
Net borTOwinaa (rwpa~J under line of credit 
Principal paymentS on debt 

·'" ·j)roeebda. from iauanctt of debt 
Decrea• in c:epital leue obligation 
Proceedl from iauanca of common stock 
Redemption of preferred cock 
Dividends on common ftOCk 

Offering cosu 

Net ca8h provided by (u1ed in) financing aetMtiet 

EffeC1 of change in fiscal year end of marged 
entitie5 

Net increase lde~:rea•l in cash and cash 
equivalents 

Cash and CISh equivalents at beginning of period 

Cash and cash eauivalents at end of period 

fpr the Year !:ode" Mar;;'" ., 1 

1997 1996 • a a: 

tlz.es4,4291 $ 374,497 $ s:7.:~..: 

630,338 623,845 3HL391 
1,272.604 622.981 80.:70 
3,().41,617 1. 112. 151 4C3.3l~ 

8.291,000 

(724.275) 207,907 7\.434 
30,835 50,752 42,350 

117,0001 62,319 

11,518,.201 I 13.997., 38) 12.888,9431 
·347,997 ( 1 .206,.2501 34,408 

1,584,274 1,943,120 2.223.200 •• 
lll2 .5CI 122 ZJZ 1158 lZSJ 

3 121 .3lfl (1 82.Sfl31 1.054 082 

1304,7981 11,081,9831 ",423,988) 
1,558,582 2,751,238 

(3,801 ,004) (1, 101,1731 (1 '781 ,0551 
24,441 (185,321 I (1 10,8531 

784,353 17,000 

-- "~21 ~ lZSI 
'3 310.198) 1807 3V) (568 8371 

(2,492. 73, ' 2,532,235 
(1,250,3001 !1,U3,0181 1454,680} 
. a:~5o,ooo .ee.754 123.1nC 

t85,305J 
204.695 
155.5271 

(38,3861 1134,5971 
153.5851 

lnB.33~U l JJS SB:i 13ZO.fl94l 

538 5BB 

1237,4381 369,305 114,551 

BS2 SZ2 523.2SZ ~QB Zl fi 

I ==~ l~a I aa~.~z' • ~~~ ~~7 

The accompanying note& are an integral part of theM fin11ncial ftltements. 
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1. NATURI= QF BUSINESS MI:RGERS ACOU!S!I!ONS AND BELAT~O MAffiRS· 

;)escrjQtjon qf 9usjn:ss 

Network Long Distance, Inc. lthe •Company• or •Network•! provide• lang dinanc:e telecommuntcat•ons seT\11::es ::: 

commercial and residential cunorner1 throughout moft of the United Stares with • prim.;,ry concentratton or. srr.all 

to medium-sized businesses. The Company provides these servic:es primarily through three customer ser.~.~e 
channels· business retail, agenU and .. sociatlon program•. The bulineaa rettll channel involves the sale of lon~; 
distanc:e services directly to end-u1era. The agenta channel involvea the .. le of long distance servtces directly ~o 
end-usets through muter l;entl af the Compeny. The aaocinon program channelel'tlblishes exc:lus•ve marketmg 
agreements with various trade or business associations to market the CGmpaoy's products and services to memoers 
of the associations. PreviOLllfy, the Company DPit'ltld 1 IWitchleu rueller channel which involved the sale of I on~ 
distance services to ottlet entities who renll u,. 181\'icea to end UAfl. The Company began to de-emphas•ze 1ts 
switchless reseller channel during U,. yNr endld M81ch 31, 1998. See Note 2. 

Calls are transmitted over circuitllel.:l from Oltwr telecornmunic.tions carriers at fixed or variable rates. Calls are 
switched through the Company's IWhchincr center or by other carrletl on the Company's behalf. The Company 
furnishes its end user cusmmers. a wei u it11 r8llllllr cunomer1, with varioua long diJtance products including 1 + 

dialing, WAIS, private line, calling C8ldland 800 ten'fcea. Billing. caUection and eu~tamer Nrvice are available. 
at additional costs to reuller ~ 

The Company hal four wholly-owned IUblidiaria, NetWork Advanced Servicea. Inc .• Netwolk Acquisition Corp .. 
United Wau, Inc. and Long Oimnce T-.com, Inc. All refentnc:N to u,. Company include iu subsidiaries except 
as stated otherwise. The CGmpany'a princioal offica are located in S.mn Rouge, Loui.U.na. 

Mcmc:rs 

, . 
On June 30, 1996, Networtt "*Q8d whh Long a..nc. T-.com, Inc. dbiM,e Ridge T-'ephone (•Blue Ridge•l and 
in connection therewith iaued 337,078 lhatN M common ~ock for all of Blue Ridge'• common nock. On 
November 15, 1996, NetWork merged with UniUid Wau, Inc. 1•Umld Wau•J and In connection therewith issued 
2,277, 780 aha rea of common ltOCk for II of United Wm' common .u»ck. CBoth nnactiona are c:ollectively 
refen'ed to u the "M.-gera., EK:h of the~ wu accoumed for .. a paollng-af-imereltl and, eccordingly, the 
.Ne'Ytorlc. fir11Vld11 Nttmef'lt.l fol.periodl prior to tt. Melga haYI bnn·rutatect.to.ineludl Uw rea:lts Of etu~ Ri:!:;e 
and United Weu for all periodl preMnted. The combined compeniu of Nenwork, Blue ftidge and United Wats are 
hereinafter tefen'ed to as the Company. Separltl and combined rauiU of operedoN are u follows: (Noce that for 
the six months ended September 30, 1998, balance• for Blue Ridge have been included in the balances fer 
Network.): 

Revenues: 
Network 
Blue Ridge 
United Wats 

Combined 

Income floss! before income tax: 
Network 
Blue Ridge 
Untted Wats 

Combtned 

ThrH 
momb• onded 
.Jyne 30 1998 

88,975,000 
994,000 

4 446 000 •u 415 QQQ 

• 

(32.0001 
45,000 
63 000 
9§ goo 

F-8 

Six months 
ended 

Semember 30, 

t20.197,000 

9 448 000 
!29 845 099 

• 166.0001 

4141 000 
t34B QQQ 

Year Ended 
Marc;b 31 

i.~98 1995 

$30,810,000 $24.217,000 
3,463,000 2, 790.000 

10810000 2368000 
•4s QB3 990 '29 375 oog 

.1442.0001 
313.000 
727 000 

$~98 goo 

$ 609.000 
62.000 

416:;1 000 
$, 1341 oog 



,. 

r 

Prior to me Mergers, Blue RidQt.lted in the form of 1 partnership under th-me ·retecommun1cat•on~ \f'!'ll:.Hes 
Limited Partnership No.1 T/A B~idge Telephone.• On June 17, 1996. ~Ridge cnangec to a c:>rpora:~ iorm 

of orcanilation. Blue Ridge did not recognize income tax expense for the periods presented because 1T::; : a> ;,~·.::;~:~~ 
flowed to its partners. The consolidated statements of operat1ons tnclude an unaud•ted oro torma ;.d,ur.:n.,.~· 1c: 

reflect results as if Blue Ridge had been subtect to income tax for all periods presented. 

Pnor to the Mergers. both Blue Ridge and Un1ted Wats utilized a December 31 fis::al vear en:!. =:Jr :-..o r:l';se~ ~· :"'!" 
combined results of operations for the year ended Marc.h 31. 1997, the amounts 1nclude Ne~worr. . E:!lut ;:;,1:J;.:e a·1:! 

Umted Wats historical results of operations for the twelve months ended March 31, t 997. For pu~::>ose s o~ ~ ... !! 
combtned results of operations for the years ended March 31. 1996 and 1995. the Blue R1oge and Un1tec >'>a :~ 
amounts reflect Blue Ridge and United Wats tU'corical results of operations for the vears ended Decem:Jer :: i . i ?~S 
and 1994, resoectively, and the Networlt amounts reflect Network's historical results for the years en::Jec Ma~ : ~· ::; . 
1 996 and 1995, respectively. Therefore. the Blue Ridge and United Wats historical results of operatiOns for ~he :nr~~ 
months ended March 31, 1996 1re not contained in the Compal'!v's consolidated statements of operat1ons am! :zsn 
flows for any period presented. There were no signifitant intercompany transactions among Ne~wor~-- Blue F..:;;e 
and United Wats. 

The following are condensed statementS of operetion. and eaah flows for Blue Ridge and United Wets for the ttJr!le 

months ended March 31, 1996: 

Condtnsed Statements of Operation& 
Three Montb• Eoct8d March 31 1996 

Revenue 
Operating expenaM 
Operating income 
Other Income (IXI*'H•I 
lnco.me before tax 
Provillion for incom. tiJC 

Net income , , 

Stye Rjdge 
t926.000 

852 000 
74.000 
14.QQQI 
70.000 

t zg 999 

CondtnHd S~tementl of Calh Flowa 
Tbrn Montbs Ended Mttch 31 1998 

Net Inc..,,_ 
Deoreciation 
Ctwnoe in currem UMU and liabilities 
Cuh provided by operating activities 
Cash provided by lund in) inveJting 

aetivitin 
Cuh used in fintncing aetivltiu 
Increase ldeereaHl in calh and cash 

equivalents 

Merger and Acgujsjtjoo Actjyjtv and Belated Mwners 

Blye RidQI 
4 70.000 

31,000 
12 QQQI 
99 000 

10.QQQ 
(] 38.QQQJ 

t!29.00Ql 

Unjtod Wats 
t3.855.000 

3 pJ6 OOt) 
219,000 

219,000 
79.QQQ 

f 14Q,QOO 

United Wet# 
~ 140,000 

8.000 
47S.QQQ 
623 000 

137 0001 
!20 QQQI 

f 566,QQQ 

The Company has been actively engaged in an acquisition program, focusing on companies primarily in the lon; 
distance industry. See Note 3. Certain of the acqui~tions have resulted in the Company's acautr1ng S1Qn1f1cam 
intangible nsets. primarily curtomer bile acQUisition cofts and goodwill. As explained in Note 3, dunng tne year 
ended March 31, 1 997, primarily I'Ura.Jant to certain corurecNal reevaluation criteria, management Oeterm1 ned that 
the Company's ability to realize the unamortized balance of intangible assets related to certain prior ac:;,uis1t1or.s was 
uncer.ain. As a result. the Company incu.rred •6.291.000 in non-cash provisions to reduce the carrymg value of s~::-1 
intangibles to their estimated fair value. As of March 31 , 1997, the Company has approximately $6 .100.000 of 
remaining unamortited imanoible assets related to acQUisition transactions. Ma~gement believes tha: Its .nves:,.,en: 
in such intangible assets is realizable baaed on the e1t1mated future net cash flows expected to be genera:eo ~rc -r. 
the acQUired ent1t1es or customer bases. However. management's estimates of future net cash flows may c'iano;e 
'" the future an::! such c.hanges could be material. 
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T!'le Company incurred 1 net I-of t7,854,000 for the year ended M•r<ilillli 1, 1997. Factors tha~ :::m:r.ou:ec 
significantly to the loss were t.,_,vision to reduct the carrying value of i,.1ble assets. an encreasec ;:Hov:::ocr. 
for losses on accounts receivable and incre1sed selling, general and administrative expenses. As a resul: o! ~:-.e lc:::;. 
stockholders' e.Q\Jity declined from $13,986,000 at March 31. 1996 to $8,11 2.000 at March 31. 1997 :?.!!~a::~e 

of the operating loss and reaulting decline in stockholders' e~ity reported by the Company for :he vear enoec Mar::-. 
31. 1997, the Company wu not in compliance with certain financi11 covenants c:onta1ned .n ots bank :reo1: !a :: d,~·. 

!See Note 51. Accordingly, the Company received a waiver with respect to certain of such covenants froro 1 •ts lence• 
as of March 31, 1997. As 1 result of and in connection with the merger transactions consummate:: .n May l ~S:' 
(See Note 131, the Company complied with cert .. in of the financial covenants, and has negot•ate:: ::er.a:r. 
amendments to the credit facility to refleCt changes in financial position and antsc:pated changes 1n busmess 
strategies and operating results associated with such transactions. While management, believes that the Compar.·,· 
will be able to comply with the renegotiated lo.tn 1greement, there c:en be no usurenc.e that the Company w111 no: 
reQ1Jire additional waivers in the future or, if such waivers are reQ1Jired, thlt the fender will grant them. 

2. SUMMARY OF SIGNIFICANT ACCOUNTING pOLICIES: 

prjncjples of Cpnso!jdatjon 

The accompanying consolidated fin~ncitl mtemenu include the accounts of the Comp1ny and its wholly·owned 
5\Jbsidia:ies. All signific•nt imereomPtny bllances hive been eliminated in consolidation. 

Use of Estjmates 

The prep1r1tion of fintncial natementa in conformity ~~With genertlly accePted accounting principles requires 
management to make utirnatN tnd taaarnptlona that affect the reported amounts of uaets 1nd liabilit1es. the 
disclosure of contingent URtl tnd lit~ ~ the dtte of the flntncitl stttemems end revenues and expenses 
during the periods reported. Actual results could differ from thoH eatimttu. Estimates are used primarily when 
accounting for tllowtnce for doubtful eccaunta, depreciation tnd tmortizttion. end taxes. In eddition, estimates 
are used by rnantgemem in utimlting future net CMh flows when evalutting the Comptny' s 1bility to realize its 
investments in long4ived t...U, tncl in determining Ntimatld fair vtlue of uaeu which are deemed to have been 
impaired. See • Accounts Receivable• •net •Intangible A.ueu, • and Note 3; 

Eajr Y•lue gf fjnancjel lnmumenu 

The carrying amounts for c1sh, accountS rec:eivtble, other receivables, accounts PlY able, accrued liebilities and long· 
term debt approximate their ftir v11ue. 

Acc0unts Becejvebla 

Accounts receiv1ble rltP(esent emounu due on monthly billinga for long d.istlnce 1nd other telecommunications costs 
incurred by customers. 

The allowance for doubtful accounts is emblished through a provision for losses on accounts receivable which is 
charged to expense. Accounts receivable tr• written off IQainat the allowance for doubtful accounts when 
management believea the collectibility· of the receivtble is unlikely. The allowanc.e, which is based on evaluations 
of the collectibility of the receivablu and prior bad debt experience, is en •mount that management believes will be 
adeQUate to absorb probable losse$ on accounts rectivtble exiating It me reporting: date. The evaluations take .nto 
consideration such factors as ch1nges in the tgitJg and volume of the 1ccounts receiv1ble, overall Quality. revtew 
of specific problem receivables 1nd current induStry conditions thlt m1y 1ffect a cvstomer's ability to pay. Actual 
results could differ from m1nagement's 1Stim1tea. Writt-offa during the fiscal yurs 1997. 1996 and 1995 were 
approximately $2,010,000, t780.000, tnd, • 1 7'9,000, respective!'(. 

During the year ended March 31, 199ft the Comptny begin reevalu1ting its switchless reseller channel act1vrt1es. 
generally and, specifically iu relationship with certain resellers. As 1 reJ\IIt. the Company chose to de·empnas;:e 
its reseller marketing activities by r~ucing the number of resa!ler customers and the related wholesale accounts 
recetvaole. In addit1on. certam reseller customers experienced financial difficulties wh1ch impedec the" abtilty ~c 
pay the Company on a ttmely basis. Beseller customers with Slow payment h1stones have been placed on spe:::•k: 
payment plans or under lock box agreements. 
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Du~i·ngthe year ended M~rc:h 31, a1. the Company determined that losses o.am accounts re:e•vaote a:: ::::;u~~ 
through acQUisition tranuc:tionsWe greater than expected at the time of isltton. As a resut~. trl~ :.CJmc:;anv 
has wrinen·oH or made provision for such accounts receivable to reduce the carrvmg amount to !"\t e:.:o:-r.a:e: 
reali:able value. 

Mane~ement has specifically ev1luated its allowance for doubtful accounts and oeiteves tne aii'Jwan:•· :~. :J~ 
adeauste to absorb probable losses on the accounts receivable at March 31 . 1 99':". ~ow~ver :ne a::~a 1:;~~!:'~ :;"': 

accounts receivable could differ from management's evaluat1on at March 3 1. 1 ?9i ano such o!Herer.:. .. ::~u•:: :•t

material. 

Propeay and Egyjpm•ot 

Property and equipment are recorded at cost .. Depreciation is provided tor financial reporting purposes usrn~ pmr:ar11v 
the straight-line method over the following estimated useful lives: 

Building 
Building improvements 
Telecommunications eQUipment 
Office equipment 

30 years 
7 years 

3-10 years 
5·7 years 

Maintenance and repairs are expenae(t as incurred. Replacements and betterments are capitalized. The cosl anc 
related reserves of assets sold or retired are ren,oved from the propertY accounts. and env result1ng gam or loss. •s 
reflected in results of operations. 

Jotanqjblc: Asuta 

The Company's intangible Ultltl include customer balf ICQUilitlon colts and !'\On-compete agreements mcurred as 
a result of purchand customer baiU; goodwill, cu.tomer bul acQU.ilition colts and non-compete agreements 
readting from aCQUisitions of l:lulineael; and IOftwllt development costS attributable to telecommunications sen11ce 
activities. 

In aUocating the excess of the pUrehaH ~ce over angible aaeu acquired in bullneas combinations. the Company 
utilizes cash floW' models and projected attrition m .. to quantify the values alloc.ted to the various intangibles as 
well as the releted useful livea. While management believe• that the calh flow models are achievable and the 
attrition rates are reuonable, management regularly , ......... tt» reataation of the acqui.nion-related intangibles 
through periodic updetes of 1he cuh flow modela. Additionally, cerain a~on agreements call for a comparison. 

· at.a specified date, of actual .cut~t~r attrition rate~~.expeoeneed. to Thoae expect~ at the .time oLthe IICQtJisitton 
agreement fthe "T~Up•). If accual attridon rateS differ from elQ)eCted rat••· certain adjustments to the acQutsltaon 
price may be required. If at 'the time of the TNe-Up, actual anrition ratu are .;gnificantly greater than expected by 
the Company, the Company makes a determination. b .. ed on estimated future net casn flows. whether the 
intangible asset related to the aCQUinon hu been implited. tf an ~irment hH occurred. a provision for reduction 
in the carrying value is made to reduce the carrying amount of the intangible• to the estimated fair value of the 
related customer base. Such provi.;ot\1 art applied first to any goodwill attributable to the impaired assets until 
goodwill is eliminated and then to the customer baae acQUisition col'ts. See Note 3. 

Customer base acquisition costS in~ude the excess of the purchase price over any tangible assets acQutred as well 
as specific costs incurred to consum~te ttle transaction such aa anorn•v's fees. accountant' s fees and due 
diligence costs. Customer bua acquiaitlon costs are recorded based upon the utimated value (pumarilv based on 
esttmated future net cash flow1l of the customer ban acQUired and are amortized over 6 to 7 vears ustn" the 
straight-line method. Accumulated amortization at March 31, 1997 and 1995. was approximately $1.60 7.000 an: 
$418,000, respectively. 

Goodwill is recorded in connection with business combination.s to the extent the purchase price exceeds ~ne 
estimated fair value of specifically identifitbfe. tangible and intangible assets. The Company penodlcallv evalua1es 
the reali:ability of goodwill based primarily on expected cash flows from the 1couired usets or bus;ness. Gooa ..... ·• 
is amortized over 30 years using the l'tTIIQht·line method. Accumulated amorta:ataon • t March 31. 1 9S7 a.~::: i 99E 
was approximate ly $75.000 1nd $115.000. respectively. 
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Other imang1bles include sotrwer.acu ofapproxirNtely 1235,000 and 1295,_. as of March 31, 1997 anc: 1 99€. 
respectively. and non-compete ••menta of approxirNtely I 231,000 et - March 31, 1 99 7 and 1 995. The 
Company cap1talizes external coSTs related to software development while internal :osts are upensec. Sohware 
costs are amortized usin' the straight-line method over lives ranging from 4 to 5 years. Non-compete agreement: 
are amortized usin; the str~ight-tine method over the lives of the agreements, currently 5 years. Ac:::..mulat'!d 
amortization of other intengiblel 11 of March 31, 1997 end 1995. was apcro~eimately S317.000 and $1 94.:::1(.·:.. 
respectiVely. 

See Note 3 for discussion related to the application of St"ement of Financial Accountmg Standards. 1·SFAS". r-.c 
121 •Accounting for the Impairment of Long-Lived Auetsana for Long-Lived Assets to be Oispused of.· 

Other 9cccjyables 

Other receivables consist of current amounts due from customeu and entities that are providing or have formerly 
provided billing and collection services for 1 portion of the Company' 1 customer base. 

Other Cyrreot Assets 

At March 31, 1997 and 1996, other current aueu co~ed of com of direct response advenising and ott-.er 
prepaid exj.J8nsts. Direct reiJ)Clna advertiaing com are ClpiUiiziCI and amortized over the expected life of the 
customer. The Company has determined thM the expectiCIIIfa of I customer obtained through direct response 
advertising is one year. At March 31, 1997 lnd 1998, approximately t9,000 and $183,000, net of 1ccumull~ 
amortization of approximetaly •388,000 and t194,000, rupectivety, wa1 included in other current assets related 
to direct rnponae ICiverti.;ng • 

Other Aueu 

Other asnts consist prirNrily of long-term notal receivable from employees of 1pproximately S21, ,000 and 
$262.000 at March 31, 19971nd 1998, retpeetivety, deflfl'ed we UAtl of •179,000 at March 31. 1997 and 
deferred financing com of •100,000, ne1 of accumuland amoniution of U3,000 at March 31, 1997. 

, 
locgmc Tnu 

Income taxes are provided Ulina an u.et and liability aDPtacft. The current ptavillion for income taxes represenrs 
actual or estirNted amounu payable or refundable on wc retuma filed or to be filed for each ye~r. Deferred tax 
assets and liabilities are recorded for 1M eaimaud futute tD lffecu of Ill temDOrlry diHerencet between the tax 

•. ba!!is.o~. aaeu .and liabilitie1 .a~ amountl reported.!" the balanee .~ lirnf C~l.o::erating lc:s and ~:J• :redit 
carryforwarda. The overall chllnge in deferred we ....u and liabii~Vea tor the period mea11.1res the deferred tax 
expense for the period. Effects of changu in elliCted tu laws on deferrect tax aueu and liabilities are reflected 
as adjusvnents to tax expense in lhe period o1 ad;ultment. The meuuremem of deferred tax assets may be reduced 
by a valuanon allowance baed on judgmental aaaamem of available evidence if d11med me-re likely than not that 
some or all of the deferred tax aaaeu will not be realized. 

Bccognjtjpn gf Bs:ycnyc 

Customer long distance calls are routed through switching centers owned by the Company or others over lone 
distance telephone lines provided by others. The COI'T"Iplny records revenues at the time of customer usage pnma••ly 
on a measured time basis. 

Transmjsston Costs 

Transmission costs include all payments to local exchllngt carriera and interexchange camers prtmaTIIy for access 
and transport charges. The Company primarily utilizes long-term fixed cost contracts wrth other camers •n orcer lC 

carry c:us-.omer calls. 
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E;nojngs n«r Short: e 
For the year ended March 31. 1997, eamings per wre were based on the weighted average number of shares 
outstanding during the period. No common ~ock eQUivalentl were utilized in the calculation as thtw eHec~ wou1.: 
be anti·dilutive. For the years ended Merc:h 31, 1996 and 1995. earningr per share were calculatea basec :w ~"''!" 
weighted average number of lharu outlblnding during the year plus the dilutive effect of r.ock. opt1ons and war:ar~~ 
derermined u11ng the tra11ury method. Averega common and common eQUivalent ahlr11 utihad were 6.06::.. 1 ~~ 
5.079,938, and 4,587,620, rupectivtly, for the years tn:S.::I Match 31, 1997, 1996, and 1995. In ea:::n vea~ :r•e'!! 
were no differences in primary 1nd fully diluted earnings per wre. 

Common Stock ~scrow Acmtement 

As part of it.s public offering of eomman ltOCk in March 1994, the Company transferred 626.688 shares of common 
stock, owned by two offic:ers, imo an escrow acc:ount. The common stocK. could h8ve been released from escrow 
in three annual incrementa of 208,896 ahlre1 If the Coml)any either h8d met eamings per share reQuirements. on 

a tully diluted basis as defined in the agreement, or h8d conaunmeted an offering of the Company's common sto::k. 
considering cenain conditions defined in the e;teement. The ltipu~ted earning• per shire (•EPS•) amounts were 
as follows: 

Ve•rEnded 
Mtrc;b 31. 

t995 
1898 
1987 

eps 
. t0.375 

o.eo 
1.00 

A$ the Company faiJed 1D meet fPS ~ • .-m to the ~rma of the agreement, the common stock held 
in escrow will be forfeited and cancei.d m VIe CoJnPMY'I vauury by Juty 1 5, 2000. nw •.crowed sha• es have 
been~ from the weic;tlted ~ runbar or .... autsranding fot the ye111 ended Marc:h 31, 1997, 1996 
and 1995. As ditcuaed in Note 8, one or IN officerlaqect to IN e.erow agreement has initiated litigation 
against the Company ,..king IN ,., .... of the ..crowed Wla or OCher co~on. H the escrowed shares 
are released, future per wre uming~ (loa) would be rectuc.d. 

Statf!mcnt Qf Cub Rpws 
I 

For purpose~ of the statement of cuh flowa, cuh on hand and on dePOiit are corwidered to be cash 1nd cash 
eQUivalenu. 

Certain items for 1 996 and 1 995 h8ve been recl8aified to conform with the 1 997 Pll•ntation. 

RAccntly ls3!.!ed AscRYntinq prgnounc;•manu 

In February 1997, the Mnencial Accauming Standardl brd j•F.t.SB'J ._,ed SFAS No. 128, •eamings per Share. • 
This statement e.rtablishel eccounting ftlndards for computing and pre .. ntlng eaming.s per share and applies to 
entities with P-lbticly held common ~ock. This statement i1 effective for period• eno.ng 1her December 15, 1 997. 
including imerim periods. 

Early application of SFAS No. 1 28 i1 not permitted, howl'\'er, upon edoptjon, 111 prior periods must be restated. 
Baaed on the standltds to be edoptltd, basic earnin~ Uoa) per share would be *11 .301, •o.os. and •o.19 for tne 
vears ended March 31, 1997, 1996, and 1995, reapectivefy, and dlMed u~nga per ahlre would be $11.30). $0.07, 
and $0.1 9, res,oectively. 

In February 1 997, the FASB iuued SFAS No. 129, •oiaclaaue of Information 1bout Capital Structure." Th1s 
statement establishes standards for diaclaJing informa1ion about an entity's ca.oital structure. This statement •s 
eHec:tive for financial statemems for periods ending aher December 15, 1997. and will not materially c:hange the 
disclosures currently included in the Co~ny's fin8ncial ~atements. 
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3.· 

The Company h1s completed several aCQUISitiOns of C\.lstomer bases of other long distance comcanaes. ar·: :-• .;~·ru·~·. 
comb.nataons w1th other long distance companies. The following is a discusSion of tnose trens11c:aon:. .-,r,, . ~ ~ .... . , .. 
!:>een matenal. 

The Company has completed 1 Mries of acQUisitions of segments of other long dir.ance prov1ders ' customer oa:.e~ 
Such acau1sitions have been accomplished through the purchase of the cu11omer base and related ac:ou'1 : ~ 

receivable for cash, shares of the Company'a common nock. iaauance of notes payable and torg1vencss of ac::Jur.::.; 
receivable or a combination thereof. AU ICQUisitiona have been accounted for as pUrchases. 

The table below sets forth informetion conceming significant customer base acQUisitions by the Company: 

Acpu1ttd -=nt1ty 

Quantum 
Commurvca11ona, IPIC . 
IOuantvml 

NetwOitt SeMCII, Inc. 
INSIJ 

Colorlelo Riwr 
Co""""niceDone ICRCI 

Bu$ncss Combjnatjgna 

Purphltl f!riGt 

C.tl lftd Vekle of 
NotM SlwlrM 
lteyeDft ''IN"" 

.. ,~,000 1510,000 

711,000 11.000 

%31.000 

Aetttl Ar;qurrtd 

Account• Cuetomer Ot,..er 
lStt;tNablt Iter IOtiOQtbltt 

t111 ,000 ••27.000 • 
211.000 lti.OOO 

331.000 112.000 170.000 

In May 1996, the Co~ny purchaled a.~bstamialty aft of the cuftomer .,. .. of Univeraal Network Services. Inc. 
(•UniNet•), a provider of long diftance'1eleconvnunic:Mion lerVicea. in a transaction accounted tor as a pUrchue. 
The resulu of operations of the UniNet cufto,., bale acquired are Included in the resulu of operations of the 
Company from 1he dfte of acquitition. CoMiderat.ton fOt the purchall included 24'3. 758 shlrea of the Compenv' s 
common stock with 1n aui;ned value of approxitn8'tety •1,882.000 and approximately t3.e.so.ooo cash. The 
Company acquired the ouutandlng accouma receivable related to the curtomer baae which were valued at 
approximately .,76,000. Intangible aueu acQUired were 1llocated to cu~otNr baae acquisition cost at 
apprcXJmately S:!, 1 1 5,000 and gc:)Ciwill r. ~oximltety t2. n2.000. The ·com~ny originally orr.ortzed cu:n;;rr.er 
baae acquisition cost over 7.5 years and goodwill over 30 ye1r1 using the nraight~ine method baaed primarily on 
expected customer attrition ratea, .. timated net cuh flowt, and indumy l)lacticea. Of the 243,758 shares of the 
Company' 1 common stock iuued, 48,752 .nar .. are held in escrow pending reaolution of purchase pnce 
contingencies. The escrowed shares have not been considered ,. part of the pUrchue price. 

In October 1995, the Company ICq.Jired IUbftatnialy all of the ....u of ValueTel, Inc •• r·valueTel·). a long distance 
reseller whose customer bale wu located primarify In Illinois, in a tranAction accounted for •• 1 purchase. ReS\Jits 
of operations of ValueTel1re included in the Cofnl)lny'a result• of OPerations for the year ended March 31. 1996 
from the date of ecqvisition. As consideration for the purchase, the Company iuued tt90.915 ahares of 1ts common 
stock with an assigned value of approximately t5,955.000. assumed lilbilitiu of ValueTel of approx1mate'v 
$696,000 and forgave a ValueTel payable to the Compenv of approximately 1608,000. The Company acoUJreo 
substantially all of Value Tel's accounts receivable which were valued at 1pproximately I 1 .61 0.000. lnt11ngatJie 
assets acQuired were allocated to cul'tomer be .. 1t approximately t3.334,000 •nd goodwall It appro,umetelv 
52,315,000. The Comp1nv originally amortized cu.tomer ba .. ICQUilttion co111 over 7.5 veers and gooowlll over 
30 years us1ng the nra1ght·line method baaed pt~marilv on expected customer attrition r~res. estimated net cash 
flows, and andustrv prac~1ces. Of the 890,915 1harea of the Company's common 11ock issued. 16.500 snares are 
held an escrow pending resoll.:tion of purchase price contiDgtnciea. The escrowed snares have not been consacereo 
as part of the :;:lUrchase pt~ce. The purchase egree"'ent with ValuaTe! calls for 1 re-evalu1t1on of cur.omer a~maon 

r&tes one year from the acQuisition date. As of March 31, 1997. such re-evaluauon was in progress. However. 
management of the Comcanv beileves tMt. as 1 result of the re~vllu1t1on, the escrowed shares will not be released. 
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ThE' following unaudited pro fo.ombined results of operations for the ~ny assume that the Un•Ne~ anc: 
YalueTel acQuisitions were com on April 1, 1995. • 

Revenues '61.:95.000 ,56.285.000 
Loss applicable to common Jhllreholdera 

17,908.0001 17 .0:!9.0001 
loll per ahertt 11.181 !1.Z:!I 

These pro forma amounu represent the historicll operating r11ult$ of the acqyired ent1t1es comb1ned w•th those o• 
the Company with appropriate adjustment& which give effect 10 interest expense, amortization and common share::. 
issued. These pro forma amount• ere not necenarity indicltive of oper1ting results which would have oc~urred ,: 
UniNet and Value Tel had been oper~tecl by current management during the perioels presented. 

proyjsiQC to Beduc:• the! Carrving value gf Ccrtejn Auet• 

During the fiscal quarter ended December 31, 1998, u J*t of the ri1Valuation called for in the Value Tel agreemen~. 
the Company determined that the attrition ratu for the cunomer biA acquired were greater than originally 
anticipated. As a result. management deunnined !Nt II wu appropri8te to ,....valuate attrition rates of all customer 
bases acquired prior to the beginning of fiiCII yar 1997. In M1rch, .1997, menagement determined that attnt1on 
rates related to the customer baA 1cQUir.cf in coMKtion with the UniNet acquilition were 1lso greater than 
expected. Co~,l'nlnegelnlnt. applying the reQU6rlfMntl of SFAS 121, determined t~t future cash flows 
from the acquired cunomer ba.., would be lui 1hln thee ,.._,,* ro rullze theA aaeu. Management then 
reassessed U. fair value of V.. ...a bv estimlting the pruenr value of the futute call'! flow• through updating 
with hirtorical results the cuh flow 'Y\Qdq utiUzed 10 lnitillv ell~ the imengiblel acquired. As a result, the 
Company incurred non-call'! expenae F8leted to the provillon to rdlce the carrying value of customer base 
acquisition costs and goodwill to their rupecdve acnn.t.d t.ir Vlluel. 

The following Ulble deUiifs the WnActioM which ,..,hid in provlaiona: 

' ProYilkH\ 
Toul Unamo11iz.cf ro Reduce 

lntanglbla Carrying IIUIDCI Ablt etaYiliaD 
Acgui$itjon Prior tq PrpyjeJon Y•!u• Custpmor Bey GoOdwill 

CRC .1,588.000 • 950,000 • 838.000 • YelueTel 6,018.000 2.ff00,000 3,218.000 
Quantum 834,000 300,000 534,000 
UniNet 4,887,000 2,241,000 2,115,000 531.000 

Bacause of the higher than expected .nrition rata. the Co~ny analyzed the e~cted remainin" lives of it:~ 
intangibles in accordance with SFAS 121. Conaequentty, the eomp.ny hu Ntlblilhed new periods for amort11rng 
its customer base acquilitlon coau that it believu to be .....,,.ble estimate• of the remaining lives of these 
inUingibles. After the Company' I reauearnent of emortiution period• for iu c:uttomer baM acQUisition costs, the 
remaining useful lives assigned by the Company F8ttge from 4 to e year1. 

4. INCOME TAXES· 

The Company follows the auet and liability method of accounting tor deferred income taxes prescribed by SFAS 
No. 109. "Accounting for Income Taxu. • Deferred income t.DN reflect the net tu eHecta of temporary differences 
between the carrying amountl of aaeu II1CI lilbilitie• for finlncill reporting purpoael 1nd 1mounts u•ed for mcome 
tax purposes. A v•luation allowance il provided for that portion of 1ny deferred tax aNet. for which it is deemed 
more likely than not that it will not be realized. A v1lu8tion allow•nce of •1 ,227,000 hiS been established related 
to deferred tax assets resulting from the provision to reduce the Cltrying v1lue of intangibles dut to the unc:erta.nty 
of realizing the full tax benefit of amortiration of such int•nglble lhets for tu purposes over 15 years. 
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Tl!e provision (benefit) for inc. tiXIS is COmpoaed of the following: e 
1ssz 1996 ,aes 

Current provision lbenefitl 
Deferred provision !benefit} 
Total provisron (benefit) for income taxes 

• 27.000 
1724 0001 

t!097 QQQI 

s 15,000 
208 000 
f26~ goo 

$196.000 
71 000 

$26? ooq 

The following is a reconciliation of the actual provisions tor income taxel to the expected amounts which are :::lenve::: 
by applying the statutory rate to reported pretax income. The expected ~•tutory amount does not consrder rncome 
llossl related to Blue Ridge prior to June 17, 1998 becaun Blue Ridlilt was 1 partnership prior to that date. 

1997 1998 1995 

Expected staMory provilion (btnefhl t{3, 190,0001 8140,000 S392.000 
Usage of net operating loA carryforward• (75,0001 
Effect of officer' a life insurance 3,000 2.000 110,0001 
Effect of revocation of United Wata S Corporation 126.000) 
Status 
Reclassification from current taxe1 PIIVIble 145.0001 89,000 
Effect of merger expenses 83,000 
Effect of intangibles amordza11on and provisioM 1,2315,000 
Other lCOOO l2 000 ll~ 000} 

(1,924,0001 223,000 267,000 
Valuation allowanct on deftrrad tax aaet l Z2Z ooo 
Actual tax provision (benefit) I'IIZ 0001 tZ~a.ooo tiaz ooo 

The following is a summary of the significant component~~ of the Co~ny'a d•ferrld tax aaets and liabilities as 
of March 31 , 1 997 and 1998: 

Allow•nce tor dautnfulaccoums 
Depreciation 
Am ani :Ran 
Effect of aJe.4euebldl 
Provision to reduce CllfVino value of certain UNtl 
Effect of canvtnian from cuh baa. for income tu 
purposes 
Accouna receivable 
Prepaid expenses 
Accn,ed liebilltia 
Other 

Valuation allowance 
Total 

Amp 

• &18,000 

240.000 

1,294.000 

19,000 

2,089,000 
(] 222 000) 

1 a'~ ooo 

5. LONG-TERM PEST AND CAPITAL I EASE OBLIGATIONS· 

~. 

r.fi[Cb 32 
l&&7 1996 

Lleb!Jiz!a Anm Uabili!JCS 

• 419,000 • 
149,000 , 20,000 

''·"oo 72,000 

284,000 240,000 
929,000 

83,000 
828.000 

.t.aaQ - ] !i QOO 
514,000 1,088.000 1,388.000 

I~J4000 ll gu ooo ,, ~~~ ~c 

In December 1995, the Company renewtc~ ita line of credit 1•1 996 FacilitY•i with 1 bank with t6.000.000 b~1ng 
available under the 1996 Facility. Borrowin;a under the 1 998 Facility were scheduled to mature on April 30. 199 7 
and bore rnterest at 1% above the prime rate (9.25" at March 31, 19961. At March 31, 1996, S2.532.000 was 
outstanding under the 1 996 Facility, The 1998 Facility Wit secured by certlin accounts receivable of tne Company 
and r~quired compliance with certain financial and operatin~ covenant• which include minimvm leverage and f1xed 
cnarge coverage ratios. At March 31, 1996, the Company waa in compliance w•th thoae covenants. 



id.Jiay 1996. the Company en~ into a $14.250.000 credit t.cility 1•1 .Facility•l w1th another bank wh1ch 
includes a revolving credit facil~ term loan facifitv, Borrowings under th 97 Facilif'.( were used to repay and 
retire the 1 996 Facility. Borrowings under the revolving credrt POrtion of the 1 997 Facility may not exceed the lesser 
of $1 1 .000.000 less any reductiona the lender m1y establish ag1inst such amount or 8S% of eligible re::e1vab1e~ 
Borrowings under the revolving facility bear interest at the prime rate plus 0. 75% 19. C"' a~ March 31. i !:& 7. 
Sorrowings and unpa1d interest on the revolving facility are rep1yable in full at maturity of tne fa:;ilrty on June • . 
~ gge. 

At March 31, 1997, borrowings outstanding under the revolving facil:ty were S40.000. UnuseC: ~orrowmg capa::~v 
under the revolving facility at March 31, 1997 was $6,822.000. Aa part of the 1997 Facihty, the Comoany was 
also allowed to borrow $3,250.000 under a term loan facility. The term loan 1s re~vable in 36 eaual montn:y 
principal installmenrs of $90,278 plus 1ccrued interest. The term loan bears interest It the pnme rate plus 3% 
(11.25"' at March 31. 19971. At March 31, 1997, tht bll1nce auatanding under the term facility was 52,437,000. 
Substantially all of the assets of the Company including tangible Juetl, receivables and general intangibles. the 
definition of which includes but is not fimited to intellectual property, business plans. business records and licenses. 
are pledged as collateral under the 1997 Facility. The 1997 F.cility raquires compliance w1th certam financ•al and 
operating covenants which inc!ude minimum rev..ge and fixed chllrge coverage fltios. As of March 31, 1997. the 
Company was not in compli1nce with cemin fiMnc~J covenanta e,.,merated in the 1997 Facility. Acc:ordmgly, 
the Companv received a waiver with respect 10 cermin CJf auch covenanu from ita lender as .:;! March 31. 1997. 
As a result of and in connection wittt the merg~r U'llnac1ions conaurnmated in May 1997 !See Note 131. the 
Company complied with cenain of the finMcial COver\llnll, and hu currently negotiated certain amendments to the 

:. credit facility to reflect chlngel in financiel PQ.ttion and antic.iPMecl ch8ngea in businea atratagies and operating 
results associated with such traftllctiona. While manag~ment, believu that the Company will be able to comply 
with the renegotiated loan agreement. there can bl no ...wance that the Ccnnpeny will not reQUire additional 
waivers in the future or. if a~ch waivers are reQUiNd, that the lenaer win gr~~m them. 

At March 31, 1997 and 1998, 188,000 and 1343,000, ~vety, rem.ined OU'tltlndin; on notes payable 
prirnarily to sellers of acquinld erMia ncurr.d in coMIC1ion with ac~l8ition of cummar bases. Borrowings under 
these notes peyable are unsecured, bar im.rut e1 8" 1nd ,.,.,.,,.. in Feblu•ry 2001. 

At March 31, 1996, the Company htd other nata piY8ble ouutandiJ1e 10 banks with aggregate ~lances of 
$109,000. Borrowinas under 1hele ncnea wert fulv NOIIid by the Company during the .,.., IMided Merch 31, 1997. 

Future maturities of long-term debt are as follow.: 

1998 
1999 
2000 
2001 

11,112.000 
1,101,000 

329,000 
,, QQQ 

12558 QQQ 

Certain telecllrnmunications equipment ia leued under a c.piql leue agreemem expiring May 1 998. The followmg 
is an anatvsis of the equipmem under capnal le11e inctudMI in property and equipmem: 

Communications eQUipment 
Less accumulated depreciation 

1997 
• 368.000 

(]71 OOQI 
, 19Z.ooo 

1998 
• 388,000 

!] 10.QOOI 
! 25§ Q29 

The following is • schedule bv yurs of the future minimum lea1e peymentl under capit•Jiease together wrth the 
present value of the minimum lease payments as of March 31, 1 997. 

199B 
1999 
Total minimum lease payments 
Amounts representmg interest 
Present value of net minimum 
lease payments 
Less: current portion 
Long-term portion 
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$103.000 
e ooo 

112,000 
•e QQOl 

104,000 
(~fi 0001 

s B OOQ 



s.:;:MpLOYa::;: !3ENEEIJ P! AN. e 
In May 1994, the Company adoPted 1 stock incentive plan llhe Planl under which certam employees are eligtcle ~c 
rece1ve 100 shares of the Company's common stock upon cornoletion of their first anniversary of serv•ce. AI' sr.ares 
issued under the Plan are held by the Company far a period of three years from the iuue date. at wmch ttme :r-.e 
employee vests if they are still employed with the Company. In the event the Company is sold. all employees ve~ 
immediately. Approximately 15,000, 19,300 and 17.600 lharu of Cornman ltock ~d been awlrded under tr.e :liar: 
at March 31, 1997, 1996 and 1995, respectively. Compensation expense of S31 .000. $51 .~00 and $0:2.~0C was 
recogntzed in the years ended March 31, 1 997, 1996 and 1995, respectively. related to tne Plan. 

In March 1996, the Company adoPted a Defined Contribution Retirement Plan for all eligible employees wh•ch 
Qualifies under the provisions of Section 4011k) of the lnttmal Revenue Code and was retroact•vely eHect1ve to 
January 1, 1996. Eml)loyees are allowed to make tax deferred conttibutiona ranging from 1 % to 15% of the.r 
eligible compensation. The Company m.tchea 50" of the firlt 6% of each employee's contribution and 1s elig1ble 
to make additional discretionary comrib.nions. The CDmp~ny recognized expense for contributions of SJO.OOO durrog 
the fiscal year ended March 31, 1997. 

United Wats operates a Defined Contribution Redrement Plan which qualified under the prav•sions of Sect• on 401 lkl 
of the Internal Revenue Code. Eml)loyna are allowed to make tax deferred contribution• ranging from 1% to 15 ~ 
of their eligible compensation. United Wau f'Nitchea 25" of the finrt e~ of each employee's convibut1on anc •s 
eligible to rro411ke additional di~eretionary comributiona. T~l profit 8hllring expense w11 113,000 and 18,000 for 
the years ended March 31, 1997 and 1996, rupectively. 

7. STOCK WARRANTS; 

The Company gr1nts warranu to v.rioua dlrectora, officer~, eml)loy"' and noneml)lovees from time to time. The 
warrants vest in period• ranging from immedi.ltety following gram cs.te ta ten yeata from gram date. Terms and 
conctitions of the Company'• warr8nt8, indudJng ex1rcia price and the period warranu are exercisable, generally 
are at the discretion of the~~ Board of Directors. Each Wllnlnt ar-nted allows for the purc~se of one 
&hare of the Com~ny' a convnon llaCk. No warrams are exeteiaable for 1 period of more than ten years. 

The Company accounu for wanantl i-.ed under A=ouming PrinciDIII bn:l Opinion No. 25. under which no 
co~on cast has been recognized. Had cornpenation co~ tor thea plana been detennined consirtent w•th 
SFAS No. 123 "Accounting tor Stock-BaNd Compensation," the Comoanv'• net income floal and earnmgs 1/ossl 
per common share would twve been reduced to the following pro fonna amounu: 

Net income (lossl: 

Primary and fully diluted 
earnings (loss) per share: 

y .. r Enctod Mtn;b 31 
1997 1998 

A• Reponed t(7,85•.000I 
Pro FotrN (8,052,0001 

As Reported 
Pro Forma 

(1.301 
(1.40) 

1374.000 
(2,058,0001 

0.07 
10.421 

Because the method of accounting prescribed by SFAS No. t23 hN not been applied to options granted prior to Apnl 
l, 1995. the resulting pro forTT\11 compensation cost miiY not be re~eaentative of thlt to be expected in furure years. 
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A *-'rrmerv of the ltftul of'lhl ~'lltDCk w~ grarad It March 3J.l997 and 1996 and change~ aurong 
the years then ended is pren~ the table 1nd narranve below: • 

Outstanding, beginning of 
year 

Granted 
Exercised 
Forfeited 
Expired 

Outstanding, end of yeer 
Exercisable, end of year 
Weighted a\l'erage fair value 

of options gl'lfttld 

1997 

1,202,002 
90,000 

1230.000) 

t •·22 

weiohttd 
Average 
Exerciae 
Price 

• 8.15 
10.15 

9.00 

• ''14 
I I 21 

1 Qgfj 

We,gnted 
Average 
Exercise 

Sbm.s Price 

120,000 • 7.50 
1.092.002 8.22 

(10,0001 7.78 

J ~g, ~' I a.l~ 
1 992 999 t '23 

I ~ 4J 

The opUons outstanding It March 31, 1997 have 1xercla price• rwnging from t7.50 to •10.4375 with a remaimng 
weighted average contraCtual Qfe of 8. 73 y..,._ 

The fair v1lue of uch option gram iJ ..am.ud on the de._ of ar~m u.ing the Black·Scholea option pricing model 
with the following weighted IVtlllge aaumcrtionl uad for options cnntec1 during they .. ,. ended M1rch 31 . 1997 
and 1996: 

8, COMM!TMENJS· 

.. 
Risk tree imerat me 
Expected life ~ 
&Decud vollldtty 
~dividends 

Wtfpbtwt A)(lrtPI ApJ!DptiQOI 

5.5~ 
5.8 

4(),3,. 

At March 31, 1997, the eomp.,y wa c:onwnlftld under nonc:ar·.cellable, noncapitaliu~ 1greemema for frxed cost 
transmiaion fac:llitia m.r ~ minimum CIIIY"*U of ...oroxinwt81y t19, 100,000 in 1 998, •9.450,000 in 1999. 
ss. 100,000 in 2000 and t3,375,000 in 2001. 

The Company lease• office f1cilitie1 and c:ettain ~ under nonc:ancellable apetating IeaNa h8v1ng i1utaal or 
remaining terma of more than one veat'· Rent...,... relaud to thea 1 ..... wu approximately &576.000. 
$375.000, and $81,000for the yeara .nded March 31, 1997, 1998 Md 1995, rupK_:Vejy. Approximate minrmum 
lease payments under these operating IelMa ara a follows: 

1998 
1999 
2000 
2001 
2002 
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• 604,000 
805.000 
522.000 
242,000 

30.000 



r ... 'lroApril 1996. the Com.,.ny ent.into a Nle-4eaMI»ck tranNction where_.,e Company sold communocatoons 
eQuipment to a financial institu and obtained a leaH for the commun1c~ eQuipment. The leas~ r~Quores 
annual payments of $165,000 and expires in March 2000. No gain or loss was recogn1:ed upon consummatror. :J j 

the sale-leaseback transaction. The lease is accounted fur as an c.perating lease. 

Certain of the Company's tacility leues include renewal options and all leases •nclude provrs1ons tor ren: !!s::a la~ror
to reflect increased operating costs and/or reQUire the Company to pay cer:am maantenance and wt1ilty ::~$~S 

9. CONTING==NCIES: 

On February B. 1996, President Clinton signed the Telecommunications Act of 1996 lthe "Telecom Acr"i. wr.oc~ 
permits, without limitation, the Regional Bell Oper.ating Com.,.nies IRBOCsl to provide domestic and interna:•or.al 
long distance services to customers located outside of the RBOCs home regions; oerm1ts a petit•on~ng ?.SOC ~o 
provide domestic and international long cUtance •rvice to c:uatometS within its home regions upon a find.n~; by :he 
Federal Co~nications Commission (the •fcc•J that a petitioning RBOC has ntisfied certa1n crrteria for ocenmc 
uc its local e.xchange network to ~ and 1hat its provision of long distance services would further th~ pubu:: 
interest; a.nd remove ex:istmg barriers to envy into local MtVice markets. Additio~lly, there are significant cnanges 
in the manner in which carrieNo-carriet arrangementS ate r~lated at the federal and :state level; procedures to 
revise universal service sundards; and. penato.a for unauthorized awitehing of customers. The FCC has instituted 
proceedings addressing the implememaUon of this legiNtion. 

On August 8, 1996, the FCC re&eued ia First Repon lnd Older in the Matt.er of lmptememation of the L"'Cal 
Competition Provisions in the T-.:cm Act tthe •FCC lntetconnect Order•). In the FCC lntercomect Order, the FCC 
established rwDonwide ru6el detignect U) encourage new envanu to participate in the local Mtvice markets through 
irTter'con~ with the inc::ur'rment localexctwno• c.m.a (-a..EC'1,,...... of the ILECs retail Mrvices and unbundled 
network efements. These rules ~ the groundwOik fot the ~ criteria governing RBOC enuy imo the long 
distance matket. The ~ CllmOt predict tN effect auch legillation or the implementing regulations will have 
on the Company Of the induary. Motiani1D ay in.,.stalicWI of the FCC lmerconnect. Order have been filed w1th 
the FCC and federal courts of appuL AAl11'r chal•lgl~;. among other things, ttw validity of the FCC Interconnect 
Order have been filed in several federal couru of appeal and aaigned to the Eighth Circuit Court of Appeals for 
diSPQ$ition. The Eighth Circuit Court of Appula hu Rev-d the pricing provisions of the FCC lmerconnect Order. 
The United Stales ~preme Court hu dectined to review rhe ~ of ~the nay. The C~ny cannot predict 
either the outcome of theSe c:Nie~g~~ and apPeals or the eventual affect on iU businua or the industry in general. 

On December 24, 1996, the FCC released a Notice of Proposed Rulemaking ... king to reform the FCC's current 
access charge I)Oiicies and practices to comport with a competitive or potentially competitive local eccesa servic~ 
market. On May 7. 1 997, .the FCC aN\'lUnclld !Nit it. wW iNue a •n•• nf otdAts rtwuefoan Univarul Sftrvice5 . 
Subsidy allocatjor.s, adopt variou• reforms to the exi.sting me structure for imerRete accea that are designed to 
reduce access charges. over time, to tnf)re economically efficient levels and rate atructures. In particular, the FCC 
adopted changes to iu rate structures for Corntn0r1 Une, Local S)witchino and toc.l Transport rate elements. The 
FCC generally removed from mirute-of..uae access charges; com that are not iocutr.cl on a per-minute-of-use basis. 
with such costs being recovered through flat rate charges. Additional charges and detalla of the FCC' a actions are 
to be addressed when Orders are releaaed within the near future. Accea .chargea are a principal comi)Onent of the 
Company's transmission costs. The Company cannot predict whether or not the result of these proceedings w1ll 
have a material impact upon its financial position or reaufta of operations. 

On May 21, 1997, the former Chief Executive OHicer !•CeO•J of the Company initiated litigation against the 
Company in an effort to obtain the release of shares subject to the common stock escrow agreement discussed '" 
Note 2. or to be otherwise compenuted. Based on the fair market value of freely tradable common shares of the 
Company, the fair market value of the shares subject to litigation at May 21. 1997 was approximately S2.650.000. 
The outcome of thts litigation. which the Compeny is vigorously defending, is uncertain. However, if any of th~ 
escrowed shares of common stock are released, earnings (loa) per common share w·ould be reduced. The fair value 
of any shares released from escrow or any ca.sh payment made to the former officer in connectton with the lit1Q1t10n 
would be charged to expense. 

The Company is involved 1n l~~;al proc~edin~;s generally incidental to its buamess. While the results of these vartous 
fecal mar:ers contam an element of uncertainty, the Company believes that the probable outcome of any of tnese 
maners. or all of them combined. should not have a material adverse eHect on the Companv's C~:'lsolidated r~sults 
of operatton~ or financtal cos1tton. 
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I. •·· 

'1 !~ BELATED PARTY TBANSAr • 

The Company ~etd note& receivable and rtl11ed I:Crued interut from verioua emplovees of S21 1.000 and S25:.:x:::: 
as of March 31, 1997 and 1996, reSPectively. TheA nota. which are unsecured. include non-rnterest bearonc nctes 
and notes bearing interest at a rate of 8%. 

The Company is indebted to shereholders uncler notea PIYible aggregating • 1 3.00C and $1 C7.00.:l. reso~c~r .. ':!t\. 

at March 31, 1 997 and 1996. The nOll PIYablt outltlnding It Mtrch 3 1, 1997 bears mteres: at 8% anC :r.a~ .r e ~ 
October 1 997. The notes are secured by communic:ationa eQUipment. 

The Company leases office .space and 1 retail facility from an.reholdera under two operating leases. Annua· re!"':a:s 

under the leases totaled $33.000, $37,000, and 136,000. reapectivelv, for the vear1 anded March 31. 1997. : ?95 
and 1995. 

11. SUPPL~MENTAL DISCLOSURE OF CASH FLOW INFORMATION· 

Interest paid by the ComPinv during the years tnded Merch 31, 1997, 1996 and 1995 amounted ro &471 ,DOC, 
$261,000, and $88.000. rapectivefv. Income,._. Plid during the years tnclod Merch 31, 1997, 1996 and 1995. 
were $616,000, •115,000tncl.25,000, r~ly. 

In conjunction with ~sinea combinations lnd c:ultOmer blise ecqui8itiona during the years ended March 31 . 199 7. 
1996 •nd 1995, assets acquired end non-c:alh conliderlnion i-..d were u followa: 

Fair value of tangible useu ecquired 
Excess of cost over tangible UAU ecQUirM 
Accounts receivable forgiven 
Liebilities aaumed 
Notea payable iaued 
Common stock iaued '' 
Cash paid 

1HZ 

• 778,000 
.... 7,000 

11.812 DQOI 

'3'01 99A 

Y.s;b 31 
199§ 

t%.131.000 
7,330.000 

(193,0001 
{150.0001 
(531,0001 

tft: zap OQQI 
" lQl 999 

1995 

• 438.000 
1,771,000 

(196,0001 

!Z32 0001 
, 1§1 999 

For the year ended March 31, 1998, noncuh tranACtionl allo Inducted debt incurred for pUtchlse of eQUipment 
of $29,000 and other noncuh nnActiona of •a.ooo. For the YNr ended MilCh 31. 1995, nonc81h trans8ctions 
included retiremem of treaa.ry stock of •1•7,000, ~ ..._ obllption. incurred of •67.000, other noncnh 
transactio I'\& of •25 ,000 tnd rlldemption Of inferred IIDCk of • 1 91 ,000. · · 

12. CONCENTRAT!QNS ANQ IELECQMML,W!CADON$ !NQUSIRY RISKS· 

Four of the ComPiny's switchlea cummers •ccounted for ..,.,.-oxinwuty 13% ot rtvenuea 1n 1996 and' 
approximately 1 J% of gro11 eccounu rtceiYabll at March 31, 1996. The Company' I five largest awitchless 
customers accounted for approximttely 10" of rr~...,. and approxim~~ttly 9% of groa eccountl receivable at 
March 31, 1997. The decreue in concentration of swftchleu cuatomera reiUIU from m. Compeny'l de-emphaSis 
of its switchless reseller division. The c:::omp.ny patforma initiel encl ongoing credit evaluationa of iU cunomers and 
maintains an allowance for doubtful eccounu. Customers may be ukod to provide personal guarantees and/or 
secumy deposits. If the financial condition and operationa of thMe IWitchlitu c:ustomera dfteriorate below crrtical 
levels, the Company's operating rltiiUits could be ICivetMiy 8ffected. 

The Company faces intense competition in providing long dimnce ttlecommunicltiona service. Domestically, the 
Company competes for service• with AT&. T, MCI, Sprint lnd World Com, the loc:al excMnge c:arriers ("lEC5 ") and 
other national and regional interexcMnge c1rrier. (•IXC."'), where parmiaible. Ctrt1in of these companies have 
substamiallv greater market share ancl financ:i1l resources than the Company, 1nd some of them are the source of 
communications capacity used by the Company to provide itl own Hrvicea. 
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. • 1Tfi~ Company's long distance t~ne buainea ia dependent upon leen ASIIt arrangements with fiber-optic 

and digital microwave carriers tRe tranamiuian of calla. The future pr~lity of the CamPIIny is ~sed uoon 
its ability to transmit long distance relephane calla over trenamiuion facilitlu lllaed from othera on a cost-effective 
basis. The Company is currently dependent on three l)rirNry camera, Frontier Communications Services. Inc .. 
WorldCom Network Services, Inc. end S~rint. The Coml)lny utilizea other fiber opac carriers to a lesser extent to 
supplement corTV?11nication transport services, however, there cen be na usurance thet in the future the Company 
will continue to have access, on an ongoing blilia, to transmiaion facilitiea at favorable rates. 

The telecorTVRJnication.s industry iJ aub;ect to ,.pd and ligl ifteant chln;ea in technology. While the Company does 
not believe that, for the foreseeable future, theae chlngu will either rNittrially and ldveraely affect the contmued 
use of fiber optic cable or rNiterielly hinder ita ability to •c~ire nece111ry tecl'lnologiea, the effect of technological 
changes, including changes relating to emerging wireline and wirelea trlnamiaion and switching technologies. on 
the businesses of the ComPIInY CIMOt be ~redlcted. 

1 3. SUBSEQUENT EVENTS: 

In May 1997, the Company acquired Eastem Telecom International CotDOrltion I·E .. tem•), • provider of long 
distance telecommunications service~, in a nnuc:tion to bli accoum.d for u 1 purchase. The ac~isition was 
consummated with the iauance of 3,S33,2721Nrll of the Compiny'1 common ttock and Clllh of •1,500.00\l. 
Of the 3,833,272 wr .. iaued, 83,492 lhltn IN held in IICtGW pending re.alu1ion of purcheae prece 
comingencia At March 31, 1997, e.c.m hid tum~._.. of •7,3152.000 and INreholder'siQUity of •1,083,000. 
For the eleven month period ended March 31, 1997, Eutem h.ct revenua of t20,429.000 and net inconM.~ of 
$383,000. 

In May 1997, the Co~ny ecquiniCI Nation.l Tllaervlc•, Inc. C~n.1•1, 1 provider of long diaance 
tetecommunications service1, in a tranuctlon to be accoumed for 11 1 poollng-of-4merem. In exchenge for all of 
the outstanding common aock Df National, the Company 1-.ed 3,274,188 INrel Df ita common aock, of which 
155,524 shares are held in uctow pending ruolution Df pu~ ~ contingencia. M the merger will be 
accounted for under the pooling-of-imlreftl method, the hiMorical finlndal dla of the Compeny will be restated 
to include National data. The foUowina uMUdit8d .,..0 form~ dla aammariz11 the combined rea~ttl of operations 
of the Company and NMioNII u ~ !he nwg1t hid occurNCiat n blgilw f 1C1 of the year ended March 31, 1995: 

Rll'lvenues 
Net income 
Earnings per share 

• 
Y•1r Ended Maa;b 31 

•ee.ooo.ooo 
(8,874,0001 

(0.73) 

·~*e7,!580.ooo 
985,000 

0.12 

rUn•rtitmU 

$48.315,000 
1,630,000 

0.21 

Subseauent to the acquisitions diiC:Uaed above, four prinep.la of Eaaem and Natlonal were elected to be members 
of the Board o1 Oirec;tors. In addition, a new Chlirman of the Board of Directors and CEO, Chief Financial Officer 
and Treasurer. and Secretary were elected. The newly elected Chlirman and Chief Executive ')tficer end Chie1 
Financial Officer and Treasurer formerly served in similar capacities for Eastem. The newly elected Secretary 
formerly seNed as President and Chief Executive Officer of National. · 
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