NowalLsky, BRONSTON & GOTHARD, 1..1.1°
ATTORNEYS AT LAW

TTON | NOWA) SKY 00N CAUSEWAY BOUI FVARDD SO A K Ok
BENIAMIN W BRONSTON SUITE 1442 THEVRIY T G
‘ ) - METAIRIE, LOUISTANA 70002 UM Cannsed

EDWARD I' GOTHARD TELEPHONE: (5043 H32- 1984

FACUSIMILE: (504} §31-0892

January 13, 1998

VIA AIRBORNE EXPRESS (3 £00 7 -7 e

Executive Secretary

Flonda Public Service Commission
2450 Schumard Oak Boulevard
Tallahassee, Flonda 323998-0850
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Dear Sir:

On behalf Network Long Distance, Inc. and castem Telecom International
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.

Please call me should you have any questions concerning this filing. Thank you for
your assistance with this matter.

BenjaminV. Bronston
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BEFORE THE PUBLIC SERVICE COMMISSION

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

APPLICATION

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 100% wholly owned subsidiary of Network, 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 100% wholly owned subsidiary of Network, will be merged with
and into Network pursuant to the short form parent-subsidiary merger rules of the State of Delaware.’
Commission approval of the proposed Merger may result in cost savings because of diseounts on
quantity ordering of materials and 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 the proposed Merger instrument is attached as Exhibit "A".
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In support of this Application, Applicants show the following:
L THE PARTIES

1. Network is a publicly held Delaware corporation with principal offices located at 525
Florida Street, Baton Rouge, Louisiana 70801. Network is a non-dominant carrier that resells
domestic and international long distance service purchased 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 all fifty (50) 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 certification, registration or tariff requirements, or on an unregulated basis, in forty nine (49) states
Network is a certificated carrier in the State of Florida.?

3. Eastern is a Virginia corporstion and a 100% wholly owned subsidiary of Network
with principal offices located at 11817 Canon Boulevard, Suite 600, Newport News, Virginia 236006
Eastern is a non-dominant carrier that resells domestic and international long distance service
purchased from various facilitics based carriers pursuant to the FCC’s Competitive Carrier policies

4, Eastern is authorized by the FCC to offer domestic interstate and international services
in all fifly (50) states and the District of Columbia as a non-dominent carrier. Eastern currently
originates interstate traffic in twenty-six (26) states, and provides intrastate service, pursuant 10

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

2 In Florida, Network provides intrastate telocommunications services pursuant to Centificate of
Public Convenicnce and Necessity bearing Certificate Number 3178 issued in matier eatitled " Application form for
Authority to Provide Interexchange Telecommunications Service Within the State of Florida,” Docket Number
930249-TI; Order Number PSC-93-0857-FOF-T], cffective date June 30, 1993,
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consolidation plans by merging Eastern, the previously acquired entity, with and into Network
thereby creating one larger parent corporation. By virtue of this transaction, Network will reali/¢
significant economic, marketing and administrative efficiencies.

8. As a company providing intrastate telecommunications service directly in forty nine
(49) states, with annual operating revenues of approximately one hundred ten miliion ($110,000,000)
dollars, Network is well-qualified to consummate the transaction which is the subject of this
Application. Current financial information for Network is attached hereto as Exhibit "B" *

9 Eastern, which provides intrastate telscommunications service directly in forty cight
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 a8 Merger transaction as follows.

(a)  Network shall merge Eastern, its 100% whol'y owned subsidiary corporation,
with and into Network pursuant to the short form parent-subsidiary rules of
the State of Delaware;

®) All of Eastern’s issued and outstanding common stock shall be canceled and
extinguished as part of the Merger;

(c)  The separate existence of Eastern shall cease after the Merger, with Network
remaining as the surviving corporation; and

(d)  Network will transfer all of the present customer accounts of Eastern to
Network, and continue to service these customers through and pursuant to the
Centificate of Public Convenience and Necessity presently utilized by Network
in its service of its existing customers in the State of Florida, to the extent
permitted by this Commission. Upon consummation of the proposed Merger,
Network intends to notify all current end users of Eastern of the event and
also of any change in rates due to the alignment of two or more different rate
products into a single rate product for common services, by either a separate
mailing or by a bill insert. To the extent that any present Eastern rate products

4 Exhibit "B is the most rocent Form 10-K submitted to the SEC by Network for the period ended
Muarch 31, 1997
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V. CONCLUSION

15.  Commission approval is requested for the proposed Merger of Eastern with and into
its parent corporation, Network. This transaction will result in cost savings because of discounts on
quantity ordering of materials and services for both companies, and will streamline the level of service
for all involved customers, creating one brand identity for customers of both Eastern and Network
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 Eastemn will continuc to
receive the same high quality service presently rendered to them and no party to the transaction
between Network and Eastern will 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 consummate the proposed Merger described above

DATED this E‘tL day of January, 1998.

Respectfully submitted,

g7z

Benjamin W. Bronston, Esquire
Nowalsky, Bronston & Gothard, 1. L.P
3500 North Causeway Boulevard
Suite 1442

Metairie, Louisiana 70002

(504) 832-1984

Counsel for Applicants
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STATE OF LOUISIANA

PARISH OF JEFFERSON
VERIFICATION

1, John Crawford, am the President of Eastern Telecom International Corporation, and am
authonzed to make this verification on its behalf. The statements made in the foregoing Application
are true of my own knowledge, except as to those matters which are therein stated on information

and belief, and as to those matters I believe them 1o be true.

Sworn to and subscribed before me, Notary Public, in and for the State and County named
above, this fﬂi\day of January, 1998.

Y s

Notary Public

My commission expires at death




STATE OF LOUISIANA
PARISH OF JEFFERSON

VERIFICATION

[, Tim Barton, am the President of Network Long Distance, Inc., and am authorized 10 make
this verification on its behalf. The statements made in the foregoing Application are true of my own

knowledge, except as to those matters which are therein stated on information and belief, and as 1o

those matters | believe them to be true.
By: %_—_—
Name: Tim Barion
Title: President

Swom to and subscribed before me, Notary Public, in and for the State and Parish named
above, this ﬁﬂday of January, 1998.

Notary Public ~ ~~

My commission expires at death
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CERTIFICATE OF OWNERSHIP AND MERGER
OF
EASTERN TELECOM INTERNATIONAL CORPORATION,
A VIRGINIA CORPORATION
INTO
NETWORK LONG DISTANCE, INC,,
A DELAWARE CORPORATION

it is hereby certified that:

1. Network Long Distance, Inc. (tha "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 Telecom Intemational 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 corporation of those jurisdictions with a
business corporation of another jurisdiction.

4 The Corporation hereby merges Eastemn Telecom Intemnational Corporation
into the Corporation.

5. The following is a copy of the resolutions adopted on October 20, 1997 by
the Board of Directors of the Corporation to merge the said Eastern Telecom International
Corporation into the Corporation;

RESOLVED that Easiern 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 as fully and entirely and without
chenge or diminution as the same were before held and
enjoyed by Eastern Telecom Intemational Corporation in its
name.

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

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



! | ®

laws of the State of Delawars and by the laws of any other
appropriate jurisdiction and will cause to be performed al!
necessary acits of the Corporation and Eastern Telecom
International Corporation within the State of Delaware and
within any other appropriate jurisdiction.

Executed on: , 199__ .

Network Long Distance, Inc.

By:

Name: Timothy Barton
Title: President
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iTEM 1. BUSINESS.

General

Network Long Distance, Inc., a Delaware corporation, directly and through its subsidiaries ("the Company”i, 1= a
provider of long distance and other telecommunication services o end-users, independent agents, snd other lang
distance companies, with a primary concentration on small to medium-sized businesses.

The Company is recognized as & picneer in the U.S. telecommunications industry, as its pradecessar company was
established in and has been in continuous operation since 1979, a full five years prior to the court-ordered break-up
of the ATAT/Bell System, an event genarally regarded ag the “birth® of the competitive long distance industry in the

u.s.

Over the past three years, the company has expanded substantially through mergers, acquisitions, and its own sales
programs to become a nationwide, telecommunications provider. The Company transmits iong distance telephone
calls over various types of transmission circuits lessed from other telecommunications carriers at fixed or variable
rates. Calls may be routed through one the Company's four {4} switching centers, which select the least expensive
among the various available transmission aiternatives to compiete the call or cails can be complieted by vanous
underlying carriers. The Company provides billing, customer service-and other featuras relazive to the call. Profits
are basad on the Company's ability to charge rates in excess of the Company's cost of transmitting calls over the
transmission lines selected by the switching squipment or in excess of undertying carrier costs.

The Company cffers a wide range of products and services including “1 plus® domestic long distance service,
inbound (B00} service, dedicatad access and privars line sarvice, travel cards, conference calling, paging, prepaid
calling cards, wireless services and national intermnat access ssrvice.

The long distance industry is dominated by thosa companiss which comprise the first tier of the industry, those
companies with annuslized revenuas in excess of 81 billion, such as AT&T, MCI, Sprint, and WorldCom. The second
tier is comprised of companies under §1, billion but in excess of $100 milliop in annualized revenues. The third tier
consists of those companies with annualized revenues of under $100 million. The Company is & second tier
company ag a result of its acquisitions complated subsequent to March 31, 1997 (see Margers).

History

The Compeny was formed on Decemnber. 3, 1887, under the nama Harmonaey Street Capital, inc. and was primarily
in the business of seeking business opportunities and a merger candidate. To this end, on Dacember 19, 1390, the
Company acquired 100% of the outstanding sharas of M.M. Ross, Inc., a private Louisiana corporation farmed in
1879, Since 1990, the Company has continued to expand its services and customer base and is now primarily a
long distance telecammunications company. Accordingly, in August, 1991, the Company changed its name tc
Nerwork Long Distance, Inc. to more sccurately refiect its operations.

Recent Deveiopments

Mergers

On June 30, 1996, Network Long Distance, Inc. (Natwork), marged with Long Distance Telecom, Inc. dba Biue fidge
Telephone (Blue Ridge) and in connaction tharewith issued 337,079 shares of common stock for all of Blue Ridge's
common stock. On November 15, 1996, Network mergad with United Wats, Inc. {United Wats) and in connection
therewith issued 2,277,780 sharas of common stock for all of United Wats’' common stock. [Both transactions will
be collectively raferred to as the "Mergers.”} The Mergers were accounted for as pooling-of-interasts.

Subsequent to March 31, 1287, the Company made saveral strategic moves towsrds accomplishing s goals anc
0 better pasition itself 1o remain cocmpetitive in the telacommunications industry.




Ouring May of 1997, the oted two mergers; Eastern Telecom, | tionsl (ETI) far 31.5 million cash
and the issuance of approximat ,633,000 shares of common stock and nsi Teleservices, Inc (NT)} by

issuing approximately 3,274, shares of comman stock, As a result of these transactions, the Company
positioned itself within the second tier {over $100 million in annual sales) of the industry based on pro ‘orma fiscai
1997 revenues. The acquisition of ET! will be accounted for as a purchase while the marger with NT| wiil pe
accounted for as & pooling-of-interests. (Both transactions will collectively be known as the “Subseguent Mergers™

ETlis a switch-based inter-exchange camier located in Newport News, Virginia and operates primarily along the eas:
coast of the United States. It has expanded rapidly through the deployment of an aggressive direct saies program.
it operates s Northern Telecom DMS 250 digitai switch which is located in Washington, D.C., and atfers "1” pius
direct dialing, "0" pius operator assisted calls, 800/888 toll free service, dedicated linas, calling cards, international
service, prepaid calling cards, paging, imernet access, and conference calling.

NTlis a switch-based inter-exchange carrier locatad in Winona, Minnesota, and operates primarily in the mid-western
United States. As with ET, it has slso expanded rapidly through direct sales. |t operatas s DEC 800 digital switch
located in Winona and offers a full range of telecommunication products and servicas.

The foliowing unaudited pro farma combined results of operaticns assume the acquisitions of ET!, NTI and other
acquisitions consummated during fiscal 1997 were completed on April 1, 1886:

Year Ended
March 31, 1997 ..
Revenus $108,018,000
Net |03! 18.735.cm1
Loss per share {0.88)

These pro forma amounts represent tha historical operating resuits of these acquired entities combined with those
of the Company with appropriate edjustments which give sffect to interest expenss, amortization and the comman
shares issued. These pro forma amounts are not necessarily indicative of the operating results that would have
occurred if the combined entities had been operated by current menagement during the period presented because
these amourts do not reflect full network optimization and the synergistic effect on operating, selling, general and
administrative expensas; nor do they plrport to indicate results which may be attained in the tutura.

Pro forma samings bsfore interast, taxes, deprecistion, amortization and non-cash provisions to reduce the carrying
value of certain intangible assets (EBITDAI} were $3,288,000. (Pro forma EBITDA is provided because EBITDA is a
measure commonly used in the industry. EBITDA is not a maasurament of finsncial performance under generally
accepted accounting principles and should not be considersd an alternative to net income as a measure of
performance or to cash flow as a measure of liquidity, EBITDA is not nacessarily comparable with similarly titled

measuras for gther companies.)
Consolidation of Operations

After completion of the above two transactions, the Company was made up of five indepandent operating entties:
Network Long Distance, Inc., United Wats, Biue Ridge, ET1 and NT1. The Company has determined to undertake the
consolidation of the operations of these entities.

Included in this plan is the consalidation of all corparata functions including management, accounting and finance,
billing and networking functions, and certain customear service and support functions. The consolidatian of these
functions is scheduled to take placae during the first two quarters of fiscal year 1998,

In May 1987, the Board of Directors stected John D. Crawford to the position of Chairman and Chief Executive
Cfficer. Mr. Crawford previously served in this capacity with ETI. Timothy A. Barton, who was previously elected
Fresident, will continue in this capacity. Mr, Barton previously served in this capacity with United Wats. Thamas
G. Keefe was electad Chief Financial Officer and Treasurer of the Campany. Mr. Keefe previously served in this
cacac:ty with E7). John V. Leaf was etected to the position of Secretary. Mr. Laaf previousty servec as President
and CED of NTi. The primary focus of the Board of Directors of the Company was 1o put into place a management
<eam which it Delieved couid complete tha overall consolidstion of the operating companies ang to geveiop anc
impiement a sirategic glan which will allow the Company to remain competitive in the industry.

L.




in addition to management chan there have been several changes to the rd of Directors of the Company
John D, Crawford, Thomas G. K ohn V. Leat, and Albert A, Weodward, a orney with the firm of Maun ang
Simon in Minneapolis, MN, have joined the Board. Marc |. Becker and Dr. Joseph M. Edelman have resignec from

the Board.

Strategic Plan

A lang standing goal of the Company has bsen to reach a volume of revenuss that would enabtle it to be classifieg
as a second tier telecommunications company with annugl revenues in excess of 3100 million. As a result of tne
acquisitions of ETI1 and NT| subsequent to March 31, 1887, pro forma annual revenues exceaded $108 rmillion ‘or
the year ended March 31, 1997. Based on the pro forma revenues, the Company has achieved its objective and wall
focus its future effarts to improve profitability and cash flows while contimuing to grow revenues. To achieve these
objectives, the Company has implemented plans to consolidate its operations as discussed under "Consolidation of

Operations.’

Reduction of Transmission Costs

Through increased sconomias of scale, expansion of "on-net” origination and termination of traffic, and greater
purchasing power resulting from the margers, the Company expects to reduce transmission costs 5 a percentage

of ravenue,

Ravenue Growth .

To continue Its revenue growth, the Company wlll focus its afforts on intamal sales. Over the past three years, the
Company has primarily grown through mergers and scquisitions. Although the Company will continue to seek merger
opporuréties, this strategy ia not expected to be the primary vehicie for revenue growth. Currently, the Company
has three distinct sales distribution channels through which the Company marketa it products and services: Retail
or direct business zaies, agants, and association programs, {sse SALES AND MARKETING). The Campany pians
to direct its attention to the business retall and associstion program distribution channels in an effort to aguiessively
grow revenue through intemal sales.

Sales and Marketing

The Company has three primary sales distribution channeis within its long distance telscommunications marketing
program: the agent, business retail, and association programs. The Company primaniy focuses its efforts ang
expansion philosophy on the retail snd associstion program channeia, where the Company believes it can reaiize
preater orofit margina and maintain better control of its customer base. Approximataly fifty parcent of all empinvees
are direct business retail sales personnal.

Business Ratail

The Company's retaii division currently concentrates on commercial customers, which use long distance services
mare frequently on weekdays during normal business hours, es compared to residential usars who tend to place calls
more frequently st night and on weekends when rates are lowsr. The Company believes that commaercial customers
tend to use long distance services more often and generste more billable minutes than residentiat users. The
Company currently has ratail salas offices in Louisiana, Virginia, Minnesota, Wisconsin, lowa, South Dakota. North
Dakota, Nebraska, New Jersey, Pennsyivania, Maryland, District of Columbia and lllinois. The Company primariiy
targets commercial customers with monthly phone charges of approximately $200 to $10,000. The Company plans
to expand and further develop its retail salas force through the hiring of additicnal rapresentatives.

Association Programs

The Company has a program whereby it establishes exclusive markating agraements with various trade or business
associations to market its products and sarvices to the members of the association, Under this program the
Company, in conjunction with the association, will solicit the members of the association to subscribe to the services
of the Company primarily through telemarketing and direct mail campaigns. In exchange, the Comgany pays ime
associatien a royalty based on the ievel af monthly revenues generated by the members of the association.










Because AT&T ix no longer i a dominant carrier, certain pricing restrigiions that formerly applied 1c AT7 ™
have been eliminated, which ke it easior for ATAT to compete :la Company for low volume iong
distance subscribers. Non-dominant carriers are currently required to fiie international tanffs. The FCC gene-ai,
does not exercise direct oversight over cost jurisdiction and the level of charges for service of naon-dominant carner-.
such as the Compary, although it has the statutory power to do 80. Non-dominant carriers are requirad by statute
to offer inzerstate and international services under rates, terms, and conditions that are just, reasonabie. and ngq
unduly discriminatory. Tha FCC has the jurisdiction to act upon complaints filed by third parties or brought on the
FCC's own motion against any common carrier, including non-dominant camiers, for failure to comely with its
stanutory obligations. Additionally, the Telecom Act grants explicit authority to the FCC to “forbear™ from reguianng
any telecommunications services provider in response to a petition and if the agency determines tha: the pubiic
interest will be served. On October 31, 1898, the FCC exercisad this authority and releasad an order which, amang
other things, requires non-dominant interexchange Carriers (1XCs) to cancel their currently-filed taritfs for interstate
domastic services within ning montha of the sffective date af the order and prohibits such filings in the future.

The FCC imposes only minimal reporting requirements on non-dominant resellers, sithough the Company 13 subjec:
to certain reporting, accounting, and racord keeping obligations. A numbaer of these requirements are imposed. at
least in part, on all carriers, and others sre imposed on certain carriers, such as those whose annual aperating
revenues exceed $100 million.

On February 8, 1996, President Clinton signed the Telecom Act, which permits, without limitation, the RBQOCs 1o
pravide domestic and intemational long distance services to customers located outside of the RBOCs home regions;
permits a patitioning RECC to provide domestic and intemational long distance sarvice to customers within its home
ragions upon a finding by the FCC that a petitioning RBOC has satisfied certain criteria for opening up its local
exchange network 1o competition and that its provision of long distance services would further the public interest;
and remove existing barriers to smtry into local service marksts. Additionslly, there are significant changes in the
mannar in which carier-to-carrier arrangements are regulated at the federal and state level; procedures to revise
universal service standards; and, penaities for unsuthorized switching of customers. The FCC has instituted
proceedings addressing the implsmentation of this legisiation.

On August 8, 1998, the FCC released its First Report and Onder in the Matter of implementation of the Local
Competition Provisions in the Telscom Act the FCC interconnect Order. 5? the FCC intercannect QOrder, the FCC
established nationwide rules designed to encourage new entrants to participate in the local service markets through
interconnection with the incumbent local exchange carriers (ILEC), resale of the ILECs retsil services and unbundled
network elaments. These rulss set the groundwaork for the statutory criterda goveming RBOC entry into the long
distance market. The Company cannot predict the sffect such legisiation or the implementing reguiations will have
on the Company or the industry. Motions to stay implamentation of the FCC Imerconnect Order have been filed
with the FCC and federal courts of aposal. Appseals chailenging, among other things, the velidity of the FCC
intercannect Order have been filad in several federal courta of appeal and assigned to the Eighth Circuit Court of
Appeals for disposition. The Eighth Circuit Court .of Appeals has stayed the pricing pravisions of the FCC
Interconnect Order. The United States Supreme Court has declined to review the propriety of the stay. The
Company cannot predict sither the outcome of thesa challenges and sppeals or the eventual effect on its business

or the industry in general.

On December 24, 1998, the FCC released a Notice of Proposed Rulemaking (NPRM) seeking to reform the FCC's
curremnt access charge policies and practices to comport with a compatitive or potentially competitive local access
service market. On May 7, 1997, the FCC announced that it will issue & series of orders that reform Universar
Services Subsidy allocations, adopt various reforms to the existing rate structure for intesstate access that are
designed o reduce access charges, over time, to more economically efficient levels and rate structures. In particular,
the FCC adopted changes to its rate structurss for Common Line, Local Switching and Local Transport rate elements.
The FCC generaily removed from minute-of-use access charges costs that are not incurred on a pes-minute-of-use
basis, with such costs being recavered through flat rated charges. Additional charges and details of the FCl's
actions are to be addressed when Orders are released within the nesr futurs. Access charges area prninc:cal
component of the Company’s transmission costs. Tha Company cannct predict whether or not the result of tnrs
proceeding will have a matarial impact upon its financial position or results of cperanons.



State Regulation . .

The intrastate long distance teilecommunications of the Company are siso subject to vanous state laws and
regulations, including prior certification, natification, and registration requirements. Generally, the Company myst
obtain and maintain certificates of public convenience and necessity from regulatory authorities in most states «n
which it offers intrastate long distance sarvices. in most of thesge jurisdictions the Company must atso file and obtain
prior reguiatory approval of tariffs for ita intrastate offerings. Currently, the Company is certified and tariffed where
required to provide intrastate service to customers 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 having
an adverse sffect on the business or financial condition of the Company.

Risk Factors

Currant and prospective investors should carefully consider the following risk factors, togethar with the other
information contained in this Form 10K, in evalusting the Company and its business. In particular, readers snouid
note that this Form 10K contains forward-ooking statements within the meaning of the Private Securities Litigation
Reform Act of 1985 and that actual results could differ materiaily from thoss contemplsted by such statements.
The factors listed belc w represent certain important factors the Company believes couid cause such results to differ.
These factors are not intended to represant a compiste list of the general or specific risks that may affect the
Company. It should be recognized that other risks may be significant, presently or in the future, and thae risks set
forth below may affact the Company to a greater extent than indicated. .

Dependance on Carriers and the Availabiiity of Transmizsion Fecilitas not Assured

fhe Compary's long distancs business is dependant upon leass or resale srangaments with fiber-optic ana digital
microwave carmiars for the tranamission of calls, The future profitability of the Company is based upon its ability to
transmit long distance telephone calis over transmission faclities lsased from others on a cost-sffective basis. The
Company is currently dependant on three primary carriers, Frontier Communications Services, Inc,, WorldCom
Network Services, Inc. ("WilTei") and Sprint. The Company utilizes other fibsr-optic carriers to a lesser extent to
supplement communication Tansport seryices, however, there can be no asgurance that in the future the Company
will continue to have access on an ongoing basis, to transmission facilities st favorabis rates.

Adverse Effect of Service Interruption

The Company's business raquires that transmigsion and switching facilities and other equipment be operational 24
hours per.cay, 365 days pec year. Long distance telephons companies, inciudinrg the Company, have on occasian
and may in the future experience temporary service intsrruption or equipment failure, in some cases resulting from
causes beyond their control. Any such event exparienced by the Company would impair the Company’s ability to
service its customers and could have & material adverse affect on the Company's business.

Recent Losses from Operations

The Company incurred a loss of (87,854,000) for the fiscal yaar ended March 31, 1887. The loss for the fiscal 1997
was primarily due to the reduction in the carrying value of certain assets, an increass in selling, general and
administrative expenses, and the provision for logses on accounts receivabie, Although the Company will artemgt
to artain prefitability as its recent acguisitions are intagrated more fully into the Company's operations, tiiore 1s no
assurance that this will occur or that the Company will achieve, or be able to sustain profitable operations.

Competition Risks

The Company faces excess campetition in providing long distance telecommunications services. The Company
competes for interLATA and Interl ATA services with AT&T, MCI, Sprnt and WorldCom, the LESS and other national
anc regional [XCs, where permissibie. Certain of these companies have substantialiy greater market share and
financial resources that the Company, and some of them are the source of communications capacity usecd by the
Company tp prov:Ze its own Services.

The Company expecis to encounter continued competition from major domestic communications companies,
inchuging AT&T, MCI, Spnnt and WordCom. In addition, the Company may be subject to additional competition aue
to the enactment of the Telecom Act, the deveiopment of new technologies and increased avaiability of domestc
transmission Capacity.

8-



r'example, even though fiber orks are now wiclsty usad for long di’r.e transmissien, it is possibie tha+
the desirability of such natwo Id ba adversaly affected by changing nolagy. The telecommunicatigns
industry is in a period of rapid technological evoiution, marked by the introduction of new product anc saruce
cfferings and increasing satellite and fiber-optic transmission capacity for services similar to those provided by the
Company. The Company cannot predict which of many possible future product and service otferings will 5e
important ta maintain its competitive position or what axpenditures will be required to develop and provide such
products and services,

Virtually ail markets for telacommunications sarvices are extremely compaetitive, and the Company expects that
competition will intensify in the future. In each of the markets in which it offers telecommunications services, the
Company faces significant competition from larger, better financed incumbent carrisrs. The Company competes with
incurmbent providers, which have historically dominated their local telecommunications markets, and long distance
camiers, for the provision of long distance services. In certain markets the incumbent provider atfers both local and
long distance services. The incumbent LESS presently have numerous advantages as a result of their histonic
manopoly control of the local exchange market. A continuing trend toward business combinations and alliances in
the telecommunications industry may create significant new competitors to the Company. Many of the Company's
existing and potential competitors have financial, personnel and other resources significantly greater than those of
the Company. The Company also faces compatition in most markets in which it operates from ane or more
competitors, including competitive access providers ["CAPS") opersting fiber-optic networks, in some cases in
conjunction with the local cable television aperator. Each of AT&T, MCI, Sprint and WorldCom has indicated its
intention w offer local telscommunications services in major U.S. markats using its own facilities or by resale of the
LESS' or other providers' services. Other potentisl competitora include cable television companies, wireless
teiephons companies, electric utilities, microwave carriera and private networks of large end users. In addition, the
Company competes with telecommunicationa management companies with respect to certain portions of its
business.

Under the Talecom Act and ensuing faderal and stats reguiatory initiatives, barriers to local exchange competition
are being removed. The introduction of such competition, however, siso establishes the predicate for the RBOCs
to provide in-region interexchangs long distance servicas. Tha RBOCs are cumently allowed to offer certain
*Incidental” long distance sarvices in-region and to offer out-of-region long distance services. Once the RBOCs are
allowed to offer in-region long distance services, both they and the four lar long distance carriers (AT&T, MC!,
Sprint and WorldCom) will be in 8 position to offer single source local and long distance service similar to that being
offered by the Company. The Company expacts that the increased competition made possible by regulatary reform
will result in certain pricing and margin pressure in the domestic telecommunications sefvicas business.

Rapid Tachnalogical Changes: Dependeance upon Product Development

The telecommunications industry is subject to rapid and significant changes in technology. While the Company does
not believe that, for the foreseeable future, thesa changes will sither materially and adversely affsct the continued
use of fiber-ogtic cable or matenially hinder its ability to acquire necessary technologies, the effact of technological
changes, including changes relating to emarging wirelese and wirsleas rransmission and switching technologies, on

the businesses of the Company cannot be predicted.

Risks of Financis! Levarage; Debt Service, Interest Rate Fluctustions, Possible Reductions in Liquidity,
and Restrictive Covenants

in May 1986, the Company entered into a 814,250,000 credit facility (1297 Facility) with a bank which incluges
a revolving credit facility and term loan facility. Borrowings under the 1997 Facility were used 1o repay an exisung
debt facility. Borowings under the revolving credit portion of the 1997 Facility may not exceed the lessor of
$11,000,000 minus any reduction in amount the lender may deem required or 85% of eligible receivables.
Borrowings under the revalving facility bear interest at the prime rate pius 0.75% (9.0% st March 31, 1997}
Borrowings and unpaid interest an the revoiving facility are repayable in full at maturity of the facility on June 1.
1899, At March 31, 1287, barrowings outatanding under the revalving facility were $30,000. Unused borrowing
canacity under the revolving facility at March 31, 1997 was $8,822,000. As pant of the 1997 Facility. the Company
was also allowed 10 borrow $3,250,000 uncer a term loan facility. The term loan is recaysbie in 36 equal moniniy
rstallments of $SC.279 zius acsrued interast. The term loan Cears interest at the prime rate plus 3% (11.25% at
March 31, 19€7). At March 31, 1987, the talance outsianding under the term facility was $2,437.00C.
Substantially all of the assets of the Company including tangible assets, raceivables and general intangibles, the
Zenmuon of which inciudes but is not limited to intellectual property, business pians, business records and licenses.
are pledged as collaterat under the 1997 Facility. The 1997 Facility requires compiiance with certain financiat and
operating covenants which include minimum ieverage and fixed charge coverage ratios.
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Bec;use of the operating loss ar’.ﬂﬁnu decline in stockholders' equity r od by the Company tor the year
ended March 31, 1997, the Compaly was not in complisnce with certain fina | covenants contained in its bank
credit facility. Accordingly, the Company received a waiver with respect to certain of such covenants from its lender
as of March 31, 1997, As a rasult of and in connaction with the mergar transactions consummated in May 13997,
the Company complied with certain of the financial covenants, and has negotisted certain amendments 1o the credit
facility 1o reflect changes in financisl position and anticipated changes in buginess strategies and operating resuits
associated with such transactions. While managamant, believes that tha Company will be able to comply with the
renegotisted joan agreement, there can be no assurance that the Company will not raguire sdditionsl waivers in the
future or, if such waivars are required, that the lander will grant them.

Dividend Policy

The Company has paid no cash dividends on its Common Stock and has no present intention of paying cash
dividands in the forasseable future, it is the present palicy of the Bosrd of Dirsctors to retain all earnings to provide
for the growth of the company. Payment of cash dividends in the future will depend, among other things. upon the
Company's future sarnings, requirements for capital improvements, and operating and financial conditions of the
Company and other factors deemed relevant by the Board of Directors.

Acquisition Integration

A major portion of the Company’s growth in recent years has resulted from acquisitions, which invoive certain
operational and financisl risks, Operstional risks include the possibility that an scquisition doas not ultimately provide
the benefits originally anticipated by management of the acquirer, while the scquirsr continues to incur operating
expenses 10 provide the servicss formerly provided by the scquired company. Fnesncisl riske involve the occurrence
of indebtedness by tha scquirer In order to effect the acquisition and the subssquent need to service that
indebtedness. In addition, the issuance of stock in connection with scquisitons ailutes the voung power and may
dilute certain other interests of sxisting shareholders. In carrying out its acquisition strategy, the Company attempts
to minimize the risk of unexpscted labiiities and contingencies associated with acquired businesses through planning,
investigation and negotistion, but such unexpacted lisbilitias may nevertheless sccompany acquisitions. There can
be no assurance that the Company will be successful in identifying sttractive acquisition candidates or completing
additionsl acquisitions on favorable terna. .

Additionally, achieving the expected benefits of the Subsequent Mergers will depend in part upon the integration of
the businesses of the Company, NTi and ETI, in an efficient manner, and there can be no essurance that this will
occur. The transition to a combined company will require substantial attention from management. The division of
management activities and any difficulties encountersd in the transition procass could have an adverse effect on

.—ravenues and operating results of the combined company... In addition, the process.of sombining.the various _. .

organizations could cause the imterruption of, or # dlsruption in, the sctivities of any or all of the companies’
businesses, which coulkd have & material sdverss effect on their combined operations. There can be no assurance
that the Company will realize any of tha anticipated benefits of the Subsequent Mergers.

Based on the foregoing, during fiscal 1997, the Company incurred impairment losses of approximately $6,291,000
on the carrying vaiue of certain intangible assets.

Contingent Liabilities

The Company is subject to a number of legal and regulatory proceedings. While the Company believes that the
possible outcome of these matters, or all of them combined, will nat have a mat. ial adverse effect on the
Company's consolidated results of operations or financial position, no assurance can be given that a contrary resulit
will not be cbtained. See ltem 3 - "Lagal Proceedings®.

Employees

As of June 25, 1997, the Company had 303 full-time esmployees. None of the Company's employees are representec
by a union,
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) 'APPRDXIMATE NUMBER OF RS OF COMMON STOCK. The nu record owners of the Company's
common stack at March 31, 1997, was approximately 225. This does not i e shareholders who hoid stock in

their acnounts at broker/dealers.

c) DIVIDENDS. Holders of common stock are entitled to recsive such dividends as may be deciared by the
Company's Board of Directors. No dividends have been paid with respect to the Company's common stock and no
dividends are anticipated to be paid in the foresesable future.

ITEM 6. SELECTED FINANCIAL DATA,

Salacted Financial Data:
fincal Yearg Ended March 31,
1997 1998 19958 1994 1393
Operating Resutts:

Revenues $59,6809,135 $45,083,191 $29,374,853 $13,134,620 $6,067,903
Cperating Income {Loss) {8,033,833) 758,720 1,099,130 452,268 {41,980}

incaome (Loss) before extraordinary
item and cumulative etfect of

a change in accourtting principle (7,854,4289) 374,497 867,514 173,886 304,969
Income {Loss} before cumulative effect
of 3 change in Bccounting principle (7.854,428) 374497 867514 173,886 304,969
Net Income (Loss) (7.854,428) 374487  BE7.514 173,886 304,969
Preferred dividend requirement - - - 31,984 .
Eamings per commion share:
Income {Loss) betors extraordnary
itern and cumulative effect of - '
a thange in accounting principle (1.30} 0.07 0.18 0.04 0.07
Income {Lows) before cumulative effect
of a change in accourtting principle {1.30) 0.07 0.19 0.04 0.07
Net income {Loss) {31.30) 0.07 0.19 0.04 0.07
Weighted average shares . 8.084,1684 5,078,838 , 4,587,820 3,827.889 4,088,767
Financial position deta:
Total assets 418,863,712 #23.311,118 311,782,282 $1,885,818 82,166,280
Long-term debt {excluding current
manrities} 1,454,288 3,018,819 408,00 298,783 581,447
Stockholoers' investment ©  ° ' ‘8,112,168 13,986,066 -7,372.272 8,038.C12 453,529
TEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis relates to the financial condition and resufts of opsrations of the Campany for
the three years ended March 21,1987. This information should ba read in conjunction with the "Selected Financiai
Data” and the Company's Consalidated Financisl Statements appearing eisewhere in this document,

GENERAL

The Company's predecessor corporations commenced operations in 1979, and since its initial public atfering in 1994,
the Company has expanded substantially through mergers, acquisitions and internal growth in its efforts to become
a nationwide talecommunications providar,

On June 30, 1996, Network Long Distance, inc. (Nstwork), merged with Long Distance Telecom, inc. dba Blue Ricge
Teleshone (Blue Ridge! and in connection therewith issued 337,079 shares of common stock for all oi Biue Ficge's
common stock. On Novembar 15, 1996, Network merged with United Wats, Inc. {United Wats) ang in connesuor
therewith issued 2,277,780 shares of common stock for afl of United Wats' commaon stock. (Both transazsicr:s vl
be coliectively referred to as the "Mergers.”) The Mergers were bath accounted for as pooling-of-nteres:s.

Subsequent to March 31, 1297, the Company made several strategic moves towards accomphshing 125 gaals ar-d
to berrer position itseif to remain compaetitive in the tslecommunicarions industry.
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Dunng May of 1997, the Cao two mergers; Eastern Tetecom, | tional (ET! for $1.5 mullion casn
and the issuance of approximatety 3,000 shares of common stock and Nati Taleservices, Inc {NTI) by 1ssuing
approximately 3,274,000 shares of common stock. As 8 result of these transactions, the Company positionec itseif
within the second tier {over $100 million in annual sales) of the industry based an pro forma fiscal 1997 revercas
The acquisition of ET! will be accounted for as a purchase while the merger with NT| will be accounted for as 5

poailing-of-interests.

€Tl is a switch-based inter-axchange carrier located in Newport News, Va and operates primarily along the east ccas:
of the United States. It has expanded rapidly through the deploymant of an aggressive direct saies program. !t
aperates a Northem Telecom DMS 250 digital switch which is located in Washington D.C. and offers " 1" plus cirec:
dialing, "0 plus operator assisted calls, 800/888 toll free service, dedicated lines, calling cards, international service,
prepaid calling cards, paging, internet access, and conferance calling.

NTY is a switch-based inter-exchange camier located in Winona, Minnesota and operates primarily in the mid-western
United States. As with ET1, it has also expanded rapidly through direct sales. It operates a DEC 800 digital swrich
located in Winana and offers a full ranga of telecommunication products and services.

After comptation of the above two transactions, subssquent to the fiscal year end, the Company was made up of
five independent operating entities; Network Long Distance, Inc., United Wats, Blue Ridge, ETT and NTI. The
Company has determined to consoclidate the operstiona of theas entities subsegquent ta the fiscal year end.

included in this plan is the consalidation of all corporats functions including management, accounting and finance,
biling and networking functions, and certain customer ssrvice and support functions. The consolidation of these
functions is scheduled to taks place during the first two quarters of fiscsl year 1998,

Certain statemants set forth in this Management's Discussion and Analysis of Financisl Condition and Results of
Operations constitute forward looking statements within the meaning of Section 27A of the Securities Act of 1833,
as amended, and are subject 1o the safe harbor crested by such saction. When appropriate, certain factors that
could cause results to differ materially from those projected in the forward looking statements are snumerated. This
Management's Discussion and Analysis of Financlal Condition and Results of Operationa should be read in
conjunction with the Company's Com}ldam Financial Statements and th‘o notes thereto appearing glsewhere in

this Annual Report.
Results of Operations

The Company's operations have grown significantly over the last three years as a rasult of its mergers and
acquisitions program and imemal growth.  Total ravenues, including excise taxes and fees, increased 10-459,A90,135
in 1997, from 845,083,191 in 1998, representing 8 32.4% increase. Total revenues in 1998 increased by 53.5%
trom 829,374,853 in 1995. The Company has financed this growth primarily through cash flow from operatons,

equity financing, and bank borrowings.

Billable minutes were approximately 348.0 million in 1887, an increase from spproximatsly 278.5 million minutes
in 1996, and approximately 155.4 million minutes in 1995. Revenue per minute (RPM), representing the ratio of total
revenue to total minutes, was approximately $0.172, $0.162 and $0.189 in fiscai 1997, 1996, and 1995,
respectively. In 19986, the Company de-emphasized its ressiler channet, This traffic typically carries a lower RPM than
other types of traffic. As a result of the reduction in ressller business in 1997, the overall RPM increased. The
decrease in fiscal 1996 when compared to 1995 reftects rate reductions made to remain compatitive in the market
and wholesale rates provided to resellers. While rate fluctuations have affectsd the Company's revenues on a per
mirute basis, billable mirutes have increased by 25.0% over 1598 billable minutes, while billable minutes from 1996

to 1995 increased approximately 79.2%.

Te mawntain and improve the Company's competitive position, it may be necessary ta change the Company's rate
siructure. The Company is unable to predict with accuracy whether or whan AT&T or other competitors wiil
imgiement future rate reouclicns or the effect of any such rate reductions on the Company's profit margins. The
Cempany anticipatss increased biilable minutes from its various ales distnbution cnannels (o offse: the effecis ¢t

any price reguclicns,
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in addition to the switch-based ork, the Company oparates under nego contracts with other carners 1
provide a nationwide platform to Originate and terminate traffic. The ComP8hy has contracted with marketing
companies, switchiess resellers and agents throughout the United States and provides transpart, billing, customer
service, and other support services. Marketing to these types of organizations will continue in the upcoming fiscat
year, Grass margin percentage, defined as the ratio of the excess of revenues over transmission costs, 1s expected
to ncrease along with billable minutes as the percentage of wholesale traffic decreases. As of June 15, 1997, the
Company is certified and tariffed to provide service subjact to jurisdictions as required in the continental Unitez
States including the District of Columbia.

The Company and other long distance telscommunications companies are af'acted by the FCC's direct reguiation
of the rates and operations of AT&T and certain other interexchange carriers with which the Company competes
and from which the Company leases or may lease transmiasion facilitias or may have underlying contracts in place.
Conseguently, reductions in the Company's rete structure, as well as the regulatory matters aifecting the
telecommunications industry as a whols, may impact the Company's future revenues and axpanses.

The Company's gross margin percentage in 1887 increased over the prior yaar with the transmission costs as »
percent of revenues decressing to 68.2% or $0.117 per minute in 1887, resulting In 8 gross margin nercentage of
31.8%. In 1996, trangmission costs were 72.2% of revenues or $0.117 per minute, resulting in 8 gross margmn
percertage of 27.86%. The Company's transmission costs as 8 percent of revenue in 1995 were 74.3% or $0.140
per minute, which rasulted in a gross margin percentage of 25.7%. The Company has besn able to improve its gross
mergin during the last thres years dus to its continued growth in revenuas. The increase in revenues has allowed
the Company 10 negotiate higher volume discounts from its underlying carriers thereby reducing its transmissions

Costs as s percent of ravenues.

General and sdministrative and selling sxpenses were §15,770,980 representing 28.4% of revenues, $9,420,273
reprasenting 20.9% of revenues, and $6,4%2,103 representing 18.2% of rovanuss for the years ended March 31,
1997, 1998, and 1995, respactively. The increase in general and sdministrative and seiling sxpensas as 8 perce:lage
of revenues ig primarily related to increases in personne! costs, commissions, taxes snd professional fees. The
operstions of Blue Ridge and United Wats were not consolidsted during fiscal 1997 resulting in the duplication of
certain general, administrative and selling functions. Subsequent to March 31, 1987, the Company implemeanted
a plan to mwmwﬂmmbﬂﬂumnﬁm snd finance, billing and networking
functions, and certsin customar service and support functions. The consolidation of these functions is scheduled
to take place during the first two quarters of fiscal 1998.

Provision for losses on Accounts Recsivable was $3,041,817 representing 5. % of revenues, $1,112,151
representing 2.5% of revenues, and $403,314 representing 1.4% of revenues for the yvears ended March 31, 1997,
19985, .and 1295 reapectivaly.. During the year ended March 21, 1997, the:Comzany determined that lozsex cn ..
certain accounts receivable scquired through acquisition transsctions were graster than expectad at the time of
acquisition. As a result, the Company charged-off or made provision for such accounts receivable to raduce the
carrying amount to the estimated reailzable valus. During fiscal yesr 1896, the Company resvalusted its
reseller/wholesale activities generally end specificaily its relstionship with certain reseliers. As a result, the Company
has chosen to de-amphasize its resellers marketing activities by reducing the number of wholesale customers and
the related wholesale accounts receivable. In addition, certasin wholessle customers have axperienced financial
difficulties which impede their ability to pay the Company on a timely basia. Wholesale customers with siow
payment histories have been placed on specific payment plans or under lock box sgreements. The Company has
specificaily evaluated its allowance for doubrful accounts, which it prowides for through ite provision for losses on
accoums receivable and believes the aliowance to be adequate tn absorb probable losses on the accounts rece:vable
at March 21, 1997. However, the actual losses on accounts receivable could differ from management's evaluation

at Mareh 31, 1997.

Depreciaticn and amortization expense was 81,902,942 representing 3.2% of revenues, 81,245,826 representing
2.8%, of revenues, and $396,661 representing 1.4% of revenues for the years ended March 31, 1897, 1986, and
199E, respectively. The increase both in dollars and as a parcent of revenues is primarily associated with the
amortization of the customer bases and goodwill acquired through the Company's mergers and acquisition activities.
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Dering the year ended March 31, , the Company incurred non-cash cha ovision to reduce carrying vaiue
of certain assets, of approximat8ly $6.3 million related to & writedown in carrying value of certain assets,
including goodwill and customer base acquisition costs associsted with certain acquisitions. The Company
determined during the settlement process called for in the certain acquisition agreements that arttrition rates for
certain customer basas and businesses acquired were significantly greater than originally anticipated. Conseaguently,
the Company determined that future cesh flows would ba less than that required to realize these assets. The
Company reassessed the fair value of these assets by estimating the prasent vaiue of the future cash flows through
updating with historical results the cash flow models utilized to initially allocata the intsngibles acquired.

Due to the impairment of various intangibles, the Company analyzed the lives of its inmtangibiss in accordance with
SFAS 121, Consaquentdy, the Company has established new pariods for amortizing certain customer base intangible
assets that it believes to be reasonable estimates of the remaining lives of these customer base intangibles assets,
The revised remaining useful lives assigned by the Company, range from 4 to 8 yaars for acquired customer bases.

Other income and Expenses

Operating incoma {loss) was (48,033,833) reprasenting {13.5%} of revenua far the year anded March 31, 1997.
Operating income was 8755,720 reprasenting 1.7% of revenues for the year ended March 31, 1996. For the year
ended March 31, 1995, operating income was $1,089,130 rapresenting 3.7% of revenues,

Net imterest expenss for the year ended March 31, 1897 was $517,598 as compared to net interaat expense for the
vear snded March 31, 19968 of 198,897, an increass of 180.2%. !n May 1998, the Company antered intd a
414,250,000 credit faciiity {1997 Facility) with a bank which includes a revolving credit facility and term loan
tacility. The procesds of the term loan of approximetely $3,250,000 was used to finance the May 1998 acquisition
of Universal Network Services, inc. The revolving credit facllity was used for general operating purposes. Net
interest income for the year anded March 31, 1995 was $65,480. In December 1895, the Company renewed its
line of credit {1296 Facility] with a bank with proceeds ussd for general operating purposss. Net intersat income
during fiscal year 1995 resuitad primarily fram the investment of the proceeds from the Company's secondary public

offering.
income Taxas . .

The Company reported a net loss in fiscal 1987, and accordingly, recorded an income tax benefit of approximately
$697,000 or 8.2% of the pre-tax loss. A significant portion of the pre-tax loss was related to a writedown in the
cammying value of certain assets including goodwill and customer base acquisition casts. Thess assets must continue
to he amortized for tax purposes and the Company bslleves thet anly a portion of this writedown should be utilized
for income tax purposes under a,"more likely than not® criteris, Accordingly, the Company established a valuation .
allowance of 31,227,000 related to the associzted deferred tax asssts of approximately $3,300,000. For the yaar
ended March 31, 1936, $223,273 was provided for incoms taxes resulting in net income of 374,487, For the year
ended March 31, 1995, $268,954, or 23.5% of pre-tax income, was attributed to income tax resulting in net income

of $867,514.
Liguidity and Capital Resgurces

Net cash provided by operations for 1997 was #3,121,310, an increase from het cash used by operations of
$162.903 in 1996, and net cash provided by operations of 81,054,082 in 1995. The increase in cash flow from
operations was primarily attributable to the increased gross margin and the timing of collection of accounts
receivabie and payment of accounts pavable.

Cash flows used in operations resulted in a negative impact on cash during 1996 due primarily 1o the impact of
growth in accourts receivabie and other current asssts that were not offset by similar increases in accounts payable
and other current liabilities.

The Company's accaunts receivakie are anticipated to continue 10 grow due to higher sales volume and acquisitions.
Growth will require cash cisbursements for scquisitions, installation costs on lines and equipment to exsand
nerworking cacakility. In addition, the growth will require cash payments to vendors priof 10 receipt of payments
by its customers.
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The ‘Company's growth will als ire continued expansion of the teleco nications equipment and related
capital rems. The Company usad cash of $3,318,968, $807,377 snd 45 J7 tor investing activitiec for the
vears 1997, 1596, and 1095, respactively, The primary use of cash in 1997, 1898, and 1995 was for the
acquisiton of customer bases rasulting In acquisition costs of 83,801,004, 51,101,173 and $1.781.05¢

respectively,

Cash used in financing activities in 1897 was 8578,336 as compared to cash provided by financing activities of
$1,339,585 in 1996, and cash used in financing activities of 370,694 in 1995. In 1997 the Company made
principal payments on debt of $3,743,031 and recsived cash of $3,250,000 from the issuance of debt. In 1996,
the Company barrowed $2,532,235 under its line of credit and made principal payments on its debt of $1,243,018.
In 1995 the Company redesmed all of its outstanding preferred stock for 855,527, made payments against costs
of the secondary public offering of $53,585, raduced debe principal by $454,680, and received $204,695 from the

issuance of commaon stock.

The Company experienced a net cash decresse of $237,438 in 1897, a net cash increase of $369,305 in 1996, and
$114,557 in 1995. Stockholders’ squity was 88,112,189 and 913,088,086 as of March 31, 1997, and 1996,

respectively.

Iin May 1938, the Company entered into a $14,250,000 credit facility with e bank (the 1997 Facility) which includes
a revolving credit facility and term loan facility. Borrowings under the revolving cradit portion of the 1997 Facility
may not exceed the lassor of 811,000,000 minus any ressrves the lender may deem eligible or 85% of eligible
receivibles. Bomrowings under the revolver will bear interest at the prime rate plus 0.75%. Borrowings and unpaid
interest on the revolving facliity sre repayabls in full at maturity of the facility on June 1, 1998, The Company is
aliowed to borrow $3,250,000 under the term loan facility. Tha term loan is repayable in 36 equal monthly
installments of $80,278 plus sccrued imerest. The term loan bears interest at the prims rate plua 3%. Substantially
all of the assets of the Company are pledged as collstersl under the credit taciiity. At March 31, 1837, 440,000
and $2,437,000, were outstanding under the revoiving and the term loan, respectively.

Substantially all of the assets of the Company including tangible assets, receivables and general intangibles, the
definition of which includes but is not imited to intellectual property, businass plans, business records and licenses,
are pledged as collateral under the 199? Facility. The 1997 Facility requires compliance with certain financial and
operating covenants which include minimum lsverage and fixed charge coverage ratios. As of March 31, 1997, the
Company was not in compliance with certain financial covenants enumerated in the 1987 Facliity. Accordingly. the
Company recerved a waiver with respsct to certain of such covanants from its lender as of March 31, 1997. Asa
resuit of and in connection with the merger transacticne consummated in May 1987, the Company complied with
certain of the financial covenants, and has currently negotiated certain amendments to the credit facility to reflect
-changes in financial position and anticipated changes in business strategiss and operating resuits associated with
such rransactions. While managemert, believes that the Company will be able to comply with the remegotinted loan
agreement, there can be no assurance that the Company will not require sdditional waivers in the future or, if such
waivers areé required, that the lender will grant them.,

Absent significant capital requiremerits for other acquisitions, the Company believes that cash flow from operations
and funds available under axisting credit facilities will be adequate to meet tha Company’: capital needs for the
remainder of fiscal 1988.

Recently Issued Accounting Pronouncements

In February 1997, the Financial Accounting Standards Board {FASB] issued Ststement of Financial Accounung
Standard {SFAS) No. 128, "Eamings per Share”. This statement astablished accounting standards for computing and
presenting eamings per share and applies to entities with publicly held common stock. This statement is effective
tor penods ending after December 15, 1987, including interim periods.

Early application of SFAS No. 12B is not permitted, however, upon adoption, all prior periods must be restated.
Eased on the standards to be adopted, basic earnings {loss) per share would be {$1.30), $0.08, and $0.19 for the
years ended March 31, 1887, 1996, and 1995, respectively, and diluted esmings per share would be ($1.30), $C.C7,
and $C.19, respectivaly.

Y February 1997, the FASZ issued SFAS No. 129, "Disclosure of Information about Capital Structure™. This
staternent establishes standards for disclosing information about an entity's capital siruzture. This statement s
effective for financial statements for periods ending after Dacember 15, 1997, and will not mateniaily change the
disclosures currently included in the Company's financial statements.
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ITEM 8. FINANCIAL STATEME‘AND SUPPLEMENTARY DATA. .

Plaase sea pages F-1 through F-8.

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

None
PART Il
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Incorporated by reference to the Company’s definitive proxy stateament for 1997 Annual Meeting of Stockhoiders,
ta be filed with the Securities and Exchange Commission within 120 days after March 31, 1997.

ITEM 11. EXECUTIVE COMPENSATION.

Incorporated by reference to tha Company's definitive proxy statement for 1987 Annual Meeting of Stockholders,
to be filed with the Securities and Exchange Commission within 120 days after March 31, 1997,

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT. .-

incorporated by reference to tha Company's definitive proxy statement for 1987 Annual Meeting of Stockholders,
to be filed with the Securities and Exchange Commission within 120 days after March 31, 1997,

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

incorporated by referance to the Company's definitive proxy statement for 1997 Annus! Mesting of Stockholders,
to be filed with the Securities and Exchangs Commission within 120 days after March 31, 1997.

’ %
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. PART IV .

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

{a} 1. The foliowing Financial Statements are filed as gart of this Report:

Page
Index to Financial Statemeants
Independent Auditors’ Report F-1-F-3
Financial Statements
Consolidated Balance Sheets F-é
Consolidated Statements of Operations F-5
Consolidated Statements of Stockholders’ Equity F-6
Consolidated Statements of Cash Flows -k-7
Notes to Consolidated Financisl Statemants F-8
{a) 2. None.
(a) 3. Exhibits:

27.1 Financis! Data Scheduls {Fled herewith)

(b) 1. The Company filsd Form 8-K/A dated November 15, 1986 on January 14, 1887 which included the
Supplermental Consclidated Balance Shests of the Company and its subsidiaries as of March 31, 1996 and
1895 and the relstec Supplemental Consolidated Statements of Operations, Stockholders' Equity and Cash
Flows associated with its merger with United Wats, Inc.



- . SIGNATURES .

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company has auly
caused this Report to be signed on its behailf by the undersigned, thereunto duly suthorized.

NETWORK LONG DISTANCE, INC.

Dated: June 27, 1997 By

Thomas G. Keefe, Chief Financial Officer

Pursuarnt to the requirements of the Securitiss Exchange Act of 1834, this report has been signed below by the fol-
fowing persons on behalf of the Company and in the capacities and on the dates indicated.

Signature Cagacity Rate

st John D, Crawtord Chairman, Chief June 27, 1997
John D. Crawford Executive Officer,

and Director -
s/ Timathy A, Barton President June 27, 1997
Timothy A. Barton and Director
st ehn V, Leaf Secretary June 27, 1997
John V. Leaf and Director
dstThomas G Keefe Principal Financial Otficer, June 27, 1997
Thomas G. Keefe R Principal Accounting Officer.

and Dirsctor
Jaileon |l Nawalsky Director June 27, 1997
Leon L. Nowalsky
sl Russell ). Bage Director June 27, 1997
Rusaell J. Page
ds/ Timothy J, Sledz Director June 27, 1997
Timothy J. Sledz
Jsf Albert A, Woodward Diractor June 27, 1897

Albert A. Woodwarad
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Stockholders of
Natwork Long Distance, Inc.:

We have audited the accompanying consolidated batance shests of Network Long Distance, Inc. {a Deiaware
Corporation) and subsidiaries as of March 31, 1997 and 1986, and the related consolidated statements of operations,
stockholders’ equity and cash Hows for each of the years in the three year period ended March 31, 1987, These
financial statemants ate the rasponsibility of the Company’s management. Qur responsibility 1s to express an opinion
on these financial statements based on our audits. We did not audit the financial statements of Long Oistance
Telecomn, Inc. included in the consolidated financial statemenms of Network Long Distance, inc. which statements
constitute total assets of 4.8% as 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, 1895 of the related consolidated totals. We also
did not audit the financisl statemanms of United Wars, Inc., included in the consolidated financial statements of
Network Long Distance, Inc. which statements constitute tota!l agsats of 10.3% es of March 31, 1396 and to1al
reverwes of 23.9% for the year ended March 31, 1898 and total revenues of 8.0% for the year ended March 31,
1995 of the related consolidated totais. The financisi statements of Long Distance Telecom, Inc. and United Wats,
Inc. were sudited by other auditors whoss reports thereon have besn fumished to us, and our opinion, insofar as it
ralates 10 the amounts included for Long Distance Telecom, Inc. and United Wats, Inc., is based solely upon the

reports of other auditors.

We conducted our sudits in sccordance with genarally accepted auditing standerds. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whethar the financial statements are free of
matarial misstatement. An sudit includea examining, on a test basis, svidence supporting the amounts and
disclosures in the finencial . An sudit siso inciudes assessing the accounting principles used and
significant astimatss mads by management, s wall as evalusting the overall financisl statement presantation. We
believe that our audits and the reports of other auditors provide a reasonable basis for our opinion,

in our opirion, based upon our audits and the reports of other suditors, the consolidated financisl statements referred
to above prasem feirty, in all material respects, the financial position of Network Long Distance, Inc. and subsidiaries
as of March 31, 1997 and 1994, and the results of their operstions and their cash flows for.each of the years in the
three yoar period ended March 31, 1897, in conformity with genarally sccepted accounting principles.

Arthur Andersen LLP

Jackson, Mississippi,
June 26, 1997

m
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INDEPENDENT AUDITOR'S REPORT

To the General Partner

Telecommunications Ventures Limited Partnership No. 1
T/A Biue Ridge Telephone

Culpeper, VA 22701

We have audited the balance sheet of Telscommunications Ventures Limited Partnership No. 1, T/A Blue Ridge
Telephone, as of December 31, 1995 and the related statements of operations, pertners’ equity (deficit) and cash
flows for the years ended December 31, 1995 and 1994. These financial statements are the responsibility of the
Partnership’s management. Our respansibility is 1o express an opinion on these financial statements based on our

audits,

We conducted our audits in accordance with generally sccepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonabie assurance about whether the financial statemems are free

of material misstatement. An audit includas examining, on a test basis, svidence supporting the smounts and
disclosures in the financial statements. An audit slso includes assessing the accounting principles used and
significant estimates made by management, as well as svaluating the overall financial statement presentation. We
believe thet our sudits provide a reasonable basis for our opinion.

in our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Telecommunicationa Ventures Limited Partnership No. 1, T/A Blue Ridge Telephone as of December 31, 1995
and the results of its operations and its cash flows for the years ended December 31, 1885 and 1894 in conformity

with generally accepted accounting principles.

at

L
Yourm, Myde & Barbour, P.C.

Culpeper, Virginia
May 10, 1996
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INDEPENDENT AUDITOR'S REPQRT

To the Board of Directors

UNITED WATS, INC.

We have sudited the balance sheet of United Wats, Inc. as of December 31, 1985, and the related statemen:s o¢
income, changes in stockhoiders’ equity and cash flows for the years ended December 31, 1985 and 1994, These
financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that
we plan and perform the audits to obtain reasonable assurance sbout whather the financisl statements are free of
material misstatament. An audit includes examining, on a test basis, svidence supporting the amounts and
disctosures in the financial statsments. An audit aiso includes assessing the accounting principles used and
significant estimates made by managamant, es well as svaluating the overall financial statement presentation, We
believe that our audits provide s ressonable basis for our opinion.

In our opinion, the financial statements referred t0 above present fairty, in all material respects, the financial position
&f United Wats, Inc. a5 of December 31, 1385, and the results of its oparstions and its cash fiows tur Liic yRars
ended December 31, 1895 and 1984 in conformity with generally accepted accounting principles.

Mayer Hoffman McCann L.C.

Kansas City, Missouri s
March 11, 1896
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ASSETS
CURRENT ASSETS:

Cash and casn squivalents
Accounts receivable, net of aliowance for doubtful accounts of

§2,355,000 and §1,073,000 at March 31, 1897 and 1896,

respectively
Other receivabies
Deferred income 1ax asset
Other currert assets
Total current sssets

PROPERTY AND EQUIPMENT:

Land

Building and improvements
Teiecommunications eguipment
Fumiture and fixtures

Less: accumulated deprecigtion

CUSTOMER BASE ACQUISITION COSTS, NET
GOCDWILL, NET

OTHER INTANGIBLES, NET

OTHER ASSETS

Total assets
LIABILITIES AND STOCKHOLDERS: EQUITY
CURRENT LIABILITIES:

Accoustts payable

Accrued telecommunications cost

Other accrued lisbliites

Customer depcsits ;

Deferred income tax labitity

Cusrernt maturities of long-term dabt and capital lease obligation
Total current Babilities

DEFERRED INCOME TAX LIABILITY
LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS
COMMITMENTS AND CONTINGENCIES

Series A convertible preferred stock - §.01 par value;
25,000,000 shares authorized]; no shares issusd ang autstanding st
March 31, 1997 and 1996 (redemption value $23 per share)
STOCKHOLDERS’ EQUITY
Common stock - §,.0001 par value; 20,000,000 shares suthorized;
6,718,908 and
6,523,902 shares issued and outstanding at March 31, 1997 and
1996,
respactively
Addtions! paig-in capital
Aetsined eamings {deficit)
Treasury Stock

Total stockholders’ equity
Total liabilities and stockhoiders’ aguity

&

Marzh 21
1047 SDE
$ 625,136 $ Po2E72
8,641,560 0,325,957
360,965 708,962
148,600 -
4 21
10,478,515 11,695,762
75,000 75,000
465,575 697,285
1,583,849 2,338,866
~L581.979 _1371.197
3,706,603 4,482,348
12081992  (1.758.936)
624511 22723412
5.645,730 5,073,145
450,020 3,287,637
264,221 412,220
$8.200.712 23311118
$ 390,316 $1,657,423
5,850,844 2.736,999
1,808,959 1,152,551
128,980 176,210
- 242,872
1208208 _2R813%
9,387,287 6,251,230
- 58,201
1,454,258 3.015,619
672 652
14,828,040 12,970,833
16,624,253) 1,106,871
—192.29Q) _ 192 290
£3112169 13986 066
18952712 s22301008

The accompanying notes are an integral part of these financis! statements.
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Revenues lincluding excise taxes of $2,863,000,

$1,230,000, and $218,000 in 1997, 1996 and 1995,

respectively)

Oparating expenses:
Transmission costs
Selling, general and administrative
Provision for iosses on accounts raceivable
Depreciation and amortization

Provision 1o reduce carrying value of certain assets

Total operating expenses
Operating income (loss)
Interest {income) expanss, net
Other (income} expense

Income (loss] before incoma taxes
Provision {benefit) for income taxes

MNet incoms ({loss)

Pro forma adjustment (Nots 1}:
Income tax provision

[

Pro forma net income (loss) applicable to common
stockholdars

Earnings {loss) per comwnon shara

Pro forma earnings {loss) psr commaon share

Ya = P ki

1397 1294 190¢
$52.890.135 #45.083.191 $202.274 252
40,717,419 32,548,221 21.823.,645
15,770,990 9,420,272 5,652,103
3,041,617 1,112,191 403,314
1,902,942 1,246,828 396.661

£.291.000 = -
62723968 44.327.471 28.275.723
(8,033,833) 755,720 1,099,130
517,596 198,897 {65,480)
- 140947} __ 30,142
(8,581,428} 587,770 1,134,468
168970000 _ 223,273 _ 266954
(7,854,429) 374,487 867.514
a0 _ 128375 __28885
$(2862.122 824822 8808823
S 130 £ 007 to Q12
U3 £ 000 0.8

The accompanying notes are an integral part of these financial statements.
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NETWORK LONG DISTANCE, INC, ANC SUBSIDIARIES
CONSOLIDATED STATEMENIS CF STRCKHOLDERS" EGUITY

BALANCE, MARCH 31, 1994

Issuance of common stock to tormer holders of
Saries A Convertible Praferred Stock

Issuance ol common stock for acquisitions

Issuance of common stock {net of direct coata of
$53,585)

Retirament of tressury stock

Divideuls on cormunon stock, $0.02 per share

Net incoime

BALANCE, MARCH 31, 1995

lssuance of common stock for acquisitions
Divideinds on common stock, $0.008 per share

Nat income

BALANCE, MARCH 31, 1998

Issuance of common stock for acquisition

Net loss

Elfect of clanga in fiscal year end of merged entities

BALANCE, MARCH 31, 1997

Common Stock Additional
—3.000] Par Value Paid-in Retained
Number Amount __Capital . Eamines
5418,179 ¢ 542 $8,139,916 8135113
63,502 Y 190,500 -
28,038 3 232,128 -
728,773 73 161,038 -
(832,627) 163) {18,339) (128,867}
- - - (105,000}
= = = B072.514
5,600,805 561 6,695,241 768,760
916,937 81 6,275,592 -
- - - 136,386)
= - = 374,497
6,523,802 652 12,970,833 1,106,871
195,008 20 1,857,207 -
- - - (7,854,429)
= - - 122,305
6218908 _8 67 $14.828,040 $(6.624.253)

L]
The sccompanying notes are an intagral part of these finandial statements.
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Numnber Artount
1.028.017 ${239,559)
632,527 147,269
396,390 {92,290
396,390 {92,29M
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CASH FLOWS FROM OPERATING ACTIVITIES
Net income [loss)
Adustments to reconcile net income (loss] to net cash
provided by (usad in) operating activities:
Depreciation
Amaortization
Pravision for losses on accounts receivable
Provision to raguce carrying value of certain

assets

Provision (benefit) for deferred income taxes

Provision for employse stock incentive plan

{Gain) loss on dispossl of squipment

Changes in assets and lisbilities, net of stfect of
business combinations:

Accounts receivable

Other receivablas and current assets
Accounts payable and other current liabilities
Other

Net cash provided by {used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expsnditures
Sale of short-term investments
Acquisitions and related costs
Decrease {increase) in other intangible assets
Procesds from sale of equipment

Other

L4

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Net borrowings (repayments] under line of credit
Principal paymarnts on dabt

* ‘Procewds from issuance of dabst
Decresse in capital lease obligation
Proceeds from issuance of common stock
Redemption of prefarred stock
Dividends on common stock
QOtfering costs

Net cash provided by (used in) financing activities

Effect of change in fiscal year end of merged

entities

Net increase {decraase) in cash and cash

equivalents

Cash and cash equivalants at beginning of period

Cash and cash equivalents at end of period

The accompanying notes are an integral part of these financial statemnents.
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1887 19096 - ao:
8(7,854,429) 8 374,457 5 BIT.22
630,338 623,845 316,29
1,272,604 622,981 80.270
3,041,617 1,112,151 423,314
8,291,000 - -
{724,275) 207,907 71.434
30,835 50,752 42,350
- {17,000} §2,319
(1,516,201} (3.997,138) (2,888.943)
347,887 (1,208,250 34,408
1,804,274 1.843,120 2,223,200 ..
82,4501 122232 __ 1158175}
4321310 _(162,80%) 1.064,082
{304,798) (1,081,983} (1.423,988)
- 1.558,562 2,751,238
(3.801,004} (1,101,173) (1,781,055)
24,441 {185,321} {110,853)
764,363 17,000 -
= —_—ltdf2) (4179
3316988 807377 _(S56R.B3D
{2,482,731) 2,532,235 -
(1,250,3001 (1,243,018) {454,8801
+ ;250,000 -28,754 123,000
{85,305) - -
- - 204,695
- - 55,527)
- (38,388} {134,597}
= = —{83,885)
IS78.33% _1.339.588 _(370.694)
536 588 - -
1237.438) 368,305 114,551
—B92572 __ 8523287 _4DB7IE
L.855138 L8252 £.523.207



Network Lang Distance, inc. (the "Company” or *Network”) provides long distance telecommunications services <2
commercial and residentiai customers throughout most of the United States with a primary concentration on smatl
to medium-sized businesses, The Company provides these services primarily through three customer sersize
channels - business retail, agents and association programs. The business retail channel involves the sale of long
distance services directly to end-users. The agents channsl invoives the sale of long distance services directy 1o
end-users through master sgents of the Company. The association program channel establishes exclusive marketing
agreements with various trade or businass associations to market the Company’s products and services to mempers
of the associations. Previously, the Company operated a switchless ressiler channal which invoived the sale of iong
distance services to other entities who resell the services to enct users. The Company began to de-emphasize its
switchiess reselier channel during the year anded March 31, 1998. See Note 2.

Calis are transmitted over circuits lsassd from other telacommunications carriers st fixed or variable rates. Calls are
switched through the Company’s switching cemter or by other carriers on the Company’'s behalf. The Company
fumishes its end user customers, as well as its reseiler customers, with various long distance products inciuding 1 +
dialing, WATS, private line, calling cards and 8OO services. Billing, collection and customer service are available,
at additional costs to resellsr customers.

The Company has four wholly-owned subsidiaries, Network Advanced Services, Inc., Network Acquisition Corp..
United Wats, Inc. and Long Distance Telecom, Inc. All refsrencea to the Company include its subsidiaries except
as stated otherwise. The Company’s principal affices are located in Baton Rouge, Louisiana.

Mergers

On June 30, 1996, Network merged with Long Distance Telecom, inc. dba Biue Ridge Telephone (*Blue Ridge”] and
in connsction therewith issued 337,078 shares of common stock for all of Blus Ridge’s common stock. On
November 15, 1936, Network merged with United Wats, Inc. (*Unhed Wats®) and in connection tharewith issued
2,277.780 shares of common stock for all of United Wats’ common stock. {Both transactions are collectivaly
referred to as the “Mergers.™) Each of the Mergers was accounted for as & pooling-of-merasts and, accordingly, the
Nenwark financial statements fot.periods prior to the Mergers have bean resmated to.include the resuits of Blue Ridge
and United Wats for all periods pressntsd. The combined companias of Network, Blus Ridge and United Wats are
hereinafter referred to as the Company. Separate and combined results of operations are as foliows: (Note that for
the six months ended September 30, 1996, baisnces for Blue Riige have been included in the balances for

Network.):

Thres Six manths Year Ended
monmthg anclad __ended —_—March 31,
June 30, 1986 Seotember 30, — 1396 1992
Revenues:
Network 88,975,000 820,187,000 430,810,000 824,217,000
Blue Ridge 994,000 - 3,463,000 2,790,000
United Wats -4.446.000 —13.448,000 10,810,000 2.368.000
Combined 314415000 322645000  #45,080.000Q $28,272.000
Income {loss) before income tax:
Network $ (32,0001 ¢ (68,000} ${442,0001 & 509,000
Blue Ridge 45,000 - 313,000 62,000
Unrted Wats 83,000 414,000 727000 __ 463,000
Combined 186000 __$348000  .$528.000 1134000
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Oiher imangibles include softwar of approximatealy $235,000 and 8296, as of March 31, 1997 and 199¢,
respectively, and non-compete ements of approximately $231,000 at March 31, 1997 and 1996, The
Company capitalizes external costs related to software development while internsl osts are expensed. So*tware
costs are amortized using the straight-line mathod over lives ranging from 4 to 5 years. Non-compete agreement:s
are amortized using the straight-ine methoed over the lives of the agresments, currently & years. Accumulateg
amartization of other intangibles as of March 31, 1997 and 1896, was approximately $317,000 and $194.9%7.

respectively.

See Note 3 for discussion reiated to the application of Statement of Financial Accounung Standards, (“SFAS™. g
121 “Accounting for the Impairment of Long-Lived Assets ana for Long-Lived Assats to be Dispused of.”

Qther Receivables

Other receivabies consist of current amounts due from customers and entities that are providing or have formerly
provided billing and collection services for a portion of the Company's customer basa.

Other Current Assets

At March 31, 1997 and 1996, other currant assets consisted of cosis of direct response advartising and other
prepaid expenses. Direct response advertising costs are capitalized and amortized over the expected life of the
customer. The Company has detarmined that the expected life of a customer obtained through direct response
advertising is one year, At March 31, 1987 and 1986, approximately $3,000 and $183,000, net of accumulared
amortization of approximataly $388,000 and $184,000, respectively, was included in other current assets related
to direct responss edvertising .

Other Assets

Other asseis congist primarily of long-term notes receivable from employees of approximately $211,000 and
$262.000 at March 31, 1997 and 1998, respectively, deferred tax assets of $1789,000 at March 31, 1997 and
deferred financing costs of $100,000, net of accumulated smortizetion of $83,000 at March 31, 1997.

. 4

locome Taxes

incorne mxes are provided using an asset and liability approach. The currant provision for income taxes represents
actual or estimated amounts payable or refundable on tax returns filad or to be filed for sach year. Deferred tax
assets and liabilities are recorded for the astimated future tax effects of (a} tamporary ditferences between the tax
.. buxis.of. apzety and fiabilities and amounts reported.in the belance -shasts. crd (%) cperating lccs and tax zredit
carryforwards. The overall change in deferred tax assets and liabilities for the period maasures the deferred tax
expense for the period. Effects of changes in snacted tax laws on deferred tax assets and liabilities are refiected
as adjustments to tax expenss in the period of adjustment. The measurement of deferred tax assats may be reduced
by a valuation allowance based on judgmental asssssment of available evidence if deemed mere likely than not that
some or ail of the deferred 1ax assets will not be realized.

R ition af B

Customer long distance csils are routed through switching centers owned by the Company or others over iong
distance teiephone lines provided by others, The Company records revenuss at the time of customer usage primanly
on a measured time basis.

Teansmission Costs

Transmission costs include all payments to local exchange carriers and interexchange carners primarnily for access
and transport charges. The Company primarily utilizas long-term fixed cost contracts with other carners in orger 1C

carry cusiomer calls.
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For the year ended March 31, 1997, sarmings per share were hassd on the weighted average number of shares
outstanding during the period. No common stock syuivalents were utilized in the calculstion as theu etfect wouwz
be anti-dilutive. For the years sndad March 31, 1998 and 1985, sarnings per share were calculated basec or 3ne
weighted average number of sharas outstanding during the vear plus the dilutive et{ect of stock options and warrar::
determined using the treasury mathod. Average common and commaoan squivalent shares utihzed were 5,067 144
5,079,938, and 4,587,620, respactively, for the years ended March 31, 1897, 1986, and 1995, In each vear thers
were np differences in primary and fully diluted eamings per share.

Common Stock Escrow Agresment

As part of its public offering of common stock in March 1994, the Company transferred 826,688 shares of common
stock, owned by twao officers, into an escrow account. The common stock could have been released from escrow
in three annual incremants of 208,896 shares if the Company sither had met samings per share requirements, on
a fully diluted basis as defined in the agreement, or had consummated an offering of the Company’s common stozk
considering certain conditions defined in the agreement. The stipulated sernings per ghare {°EPS”) amounts were

as follows:

Year Ended
March 31, —EPS
1905 - 80,375
1988 0.60 .
18897 1.00

As the Company failed to mest EPS requirements, pursuant to the terms of the agreement, the common stock heid
in escrow will be forfeited and canceled o the Company's trsasury oy July 15, 2000. Tiw escrowasd snaies have
been excliuded from the weighted average number of shares outstanding for the years ended March 31, 1987, 1996
and 1995. As discussed in Note B, one of the officers subject to the escrow agreement has initiated litigation
against the Company gesking the releass of the sscrowed shares or other compensstion. i the sscrowed shares
are released, future par share samings (loss) would be reduced.

: E Fy *

For purposes of the statement of cash flows, cash on hand and on deposit are considered to be cash and cash
equivalents.

Baclassifications
Certain iterns for 1998 and 1995 have bean reclassified to conform with the 1897 presentation.

Bacently Issued Accounting Prontuncemants

in February 1957, the Rnancial Accounting Standards Board (*FASB®) issusd SFAS No, 128, “Earnings per Share.”
This staternent establishes accounting standsrds for computing and presenting samings per share and applies to
entities with publicly hald common stock. This statement is effective for pariods eno.ng after Descember 15, 1997,
including interim periods.

Early application of SFAS No. 128 is not permitted, however, upen edoption, all prior periods must be restated.
Based on the standards to be adopted, basic earnings {iozs) par share would be ${1.30], $0.08, and $0.19 for the
vears ended March 31, 1987, 1896, and 1985, respectively, and diluted samings per share would be 8{1.30), $0.07,
and $0.19, respactivaly.

In February 1997, the FASB issued SFAS No. 128, “Disclosurs of Information about Capital Structure.” This
statement establishes standards for disclosing information about an entity’'s capital structure. This statement s
eftective for financial statements for periods ending after Dacember 15, 1997, and will not materially change the
disclosures currently included in the Company's financial statements.
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The" following unaudited pro for ombinead results of operations for the ny assume that the UniNet anc
ValueTel acquisitions were com on April 1, 1985,

1927 1998

Revenues $61.295,000 $56.2685.000

Loss applicable to common sharehoiders
(7,908,000 (7,029,000}

Loss per share {(1.18) 1.2

These pro forma amounts represent the historical operating results of the acquired snuties combined with those of
the Company with appropriate adjustmants which give effect to interest expense, smortization and common Shares
issued. These pro forma amounts are not nacessarily indicative of opersting resulte which would have occurred ¢
UniNet and ValueTel had been oparated by current management during the pariods presented.

Provisi Reducs the Carrving Value of Certain 2

During the fiscal quarter ended Dacember 31, 1988, as part of the re-evakiation calied for in the ValueTe! agreemen:,
the Company determined that the attrition rates for the customer base acquired were greater than originally
anticipated. As a result, managemert determined that it was sppropriate to re-svaluate attrition rates of all customer
bases acquired prior to the beginning of fiscal year 1887, In March, 1897, management determined that attrition
rates related to the customaer bass acquired in connection with the UniNet acquisition were also greater than
expected. Conssquently, mansgement, applying the requirements of SFAS 121, determined that future cash flows
from the acquired customer bases would be lass than that reguired to realize these assets. Management then
reassessed the fair value of thess assets by estimating the pressnt value of the future cash flows through updating
with higtorical rasults the cash flow models utilized to initislly sllocate the intangibles scauired. As a result, the
Company incurred non-cash expense reisted to the provision to reduce the carrying value of customer base
acquisition costs and goodwill to their respective astimated fair values.

The foliowing table details the transactions which resulted in provisions:;

’ Provision ’
Total Unamortized 10 Reduce
intangiblas Carrving  _Batance Afier Provision

s couisiti pii Provial Vat C B Goodwedll
CRC $1,588,000 $ 950,000 $ 838,000 s -
VaiueTel 8,018,000 2,800,000 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 sttrition rates, the Company analyzed the expected remaining lives of its
intangibies in accordance with SFAS 121. Consequently, the Company has established new periods for amormzing
its customer base acquisition costs that it believes 10 be reasonable estimstes of the remaining lives of these
intangibles. After the Company’s reassessment of amortization periods for its customer base acquisition costs, the
remaining useful lives assigned by the Company renge from 4 to 6 years.

4. INCOME TAXES:

The Company follows the asset and liability method of accounting for deferred incoms taxes prescribed by SFAS
No. 108, "Accounting for Income Taxes.” Deferred income taxes reflect the net tax affects of temporary ditferences
between the carrying amounts of assets and liabilities for financis! reporting purposes and amounts used for ncome
tax purposes. A valuation allowance is provided for that pertion of any deferred tax asset, tor which it is deemed
more likely than not that it will not be realized. A valuation sllowance of $1,227,000 has besn established related
to deferred tax assets resulting from the provision to reduce the carrying value of intangibies due to the uncenainty
of reslizing the full tax benefit of amortization of such intsngible assets for 18x purposes over 15 years.



The provision {benefit) for incb.tnxu is composed of the following:

Current provision {benefit)
Deferred provision {banefit}
Tozal provision (benefit) for income taxes

—1297  __193¢ _ 199
$ 27,000 15000 $96.000
2240000 208000 _71.000
0272000 220000 4282000

The foliowing is a reconciliation of the actus! provisions for income taxes to the expected amounts which are derrvesd
by applying the statwtory rate to reported pretax income. The expected statutory amount does not consider INCome
{ioss) related to Blue Ridge prior to June 17, 1996 because Blue Ridge was a partnarship prior to that date.

Expected stawutory provision (benefit)
Usage of net operating loss carryforwards
Etfect of officer's life insurance

EtHfect of revocation of United Wats S Corporation

Status
Reclassification from current taxes payable
Effect of merger axpenses

Effect of intangibles amortization and provisions

Other

Valustion aliowance on deferred tax sssst
Actual tax provision (banefit)

1997 1998 1895

${3,190,000) $140,000 $392,000

- ~ (75.000)

3,000 2,000 (10,000

- - (26,000
{45,000} 69,000 -
83,000 - -

1,235,000 - - .-
—10.000 12000 _(14.000)
(1,824,0000 223,000 267,000

1.222.000 . :
MEAZ.000" 4222000 1207000

The following is a summary of the significarmt components of the Company’s deferred tax assets and liabilities as

of March 31, 1997 and 1998:

Allowance for doubthd sccounts

Depreciation

~Amordzation

Ettect of sale-easeback

Provision to reduce carrtying value of certain assets
Ef{ect of conversion from cash basis for incoma tax
purposecs

Accounts receivable

Prepaid expenses

Accrued liabilities

Other

Valuation allowance
Total

g, -T| T

L)

‘ _ March 31
1897 1996

$ 419,000 3

$ 516,000 - -
- 149,000 - 120,000
240,000 - 41,000 -
- 72,000 - -
1,294,000 - - -
- 284,000 - 240,000
- - - 929,000
- - - 83,000
19,000 - 628.000 -
—_— 2000 = 16000
2,089,000 514,000 1,088,000 1,388,000
(L227.000 = = =
$842000 12000 ALOBAOOD +LdEACN

In December 1995, the Company renewed its line of cradit (*1986 Facility”) with a bank with 36,000,000 being
available under the 1996 Facility. Borrowings under the 1896 Facility were scheduled to mature on April 30, 1987
and bore interest at 1% above the prime rate (9.25% at March 31, 1996). At March 31, 1998, $2,532,000 was
outstanding under the 19%6 Facility. The 1898 Facility was secured by certsin accounts receivable of the Company
and required compliance with certain financial and operating covenants which inciude minimum leverage ang fixed
cnarge coverage ratios. At March 21, 1998, the Company was in compiisnce with those covenants.
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ir‘May 1996, the Company en into a 814,250,000 credit facility (*1 Facility”) with another bank which
includes a revolving credit facili term loan facility. Borrowings under th 97 Facility were used 1o repay and
retire the 1996 Facility. Borrowings under the revolving cradit portion of the 1997 Facility may not exceed the lesser
of $11,000,000 less any reductions the lender may establish against such amount or 85% of eligible recevabres.
Sorrawings under the revolving faciiity bear interest st the prime rate plus 0.75% {9.0% a: March 31, 19¢7,

Borrowings and unpaid interest on the revolving facility are repayable in full at msaturity of the faziirty on June °

1908,

At March 31, 1997, borrowings outstanding under the revolving faciiity were $40,000. Unusec borrowmng cacacity
under the revolving facility at March 31, 1997 was $6,822.000. As part of the 1997 Facility, the Company was
also allowed to borrow $3,250,000 under a tarm loan facility. The term loan 15 repayabile in 36 equal montniy
principal installments of $90,278 plus accrued interest. The term loan bears interest at the pnme rate plus 2%
[11.25% at March 31, 1997). At March 31, 1997, the balance outstanding under the term facility was $2,427,000,
Substantially all of the assets of the Company including tangible assets, raceivables and general intangibles, the
definition of which includes but is not limited to intsliectual property, business pisns, business records and licenses,
are pledped as collateral under the 1997 Facility. The 1997 Facility requires compliance with certain financial and
operating covenants which include minimum leverage and fixed charge coverage ratios. As of March 31, 1997, the
Company was not in compliance with cermin financisl covenants enumerated in the 1897 Facility. Accordingly,
the Companv received a waiver with respact 1o certsin of such covenants from its tender as o4 March 31, 1997,
As a result of and in connection with the merger transactions consummated in May 1997 (See Note 13}, the
Company compliad with certain of the financial covenants, and has currently negotiated certain amendments to the
credit facility to reflect changes in financisl position and anticipated changes in businass stratagies and operanng
results associated with such transactions. While management, believes that the Company wilt be able to compiy
with the renegotiated ioan agreement, there can be no assurance that the Company will not require additionat
wsivers in the future or, if such waivers are required, that the lender will grant them.

At March 31, 15997 and 18986, 968,000 and $343,000, respectively, remained outstanding on notes payable
primarily to seflers of acquired entities incurred in connection with acquisition of customer bases. Borrowings under
these notes payable are unsecured, bear interest at 8% and reture in February 2001,

At March 31, 1986, the Company hpd other notes paysble outstanding to banks with agpregate balances of
$109,000. Borrowings under these notes were fully repeid by the Company during the ysar ended March 31, 1997.

Future maturities of long-term debt are as foliows:

1998 $1,112,000
1988 1,101,000 .
2000 328,000
2001 —1£8.000
FEASALAG

Certain telecommunications equipment is leased under a capital lease agresment expiring May 1998. The following
is an analysis of the equipment under capital isase included in property and equipment:

March 31,
1997 19868
Communications equipment 8 368,000 s 388,000

Less accumulated depreciation —{171.000) —1110,000)
The foliowing is a schedule by years of the future minimum lease paymants under capital lease together with the
present value of the minimum lease peyments as of March 31, 1997.

1998 $103,000
1999 —2.000
Total minimum jease payments 112,000
Amgpunts representing interest I8 000)
Present value of net minimum

lease payments 104,000
Less: current portion 96 000
Long-term portion 3 _8.000
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8.2 EZ E1T P1

In May 1994, the Company adopted a stock incentive plan (the Pian) under which zertain empioyees are eligicie *¢
recewve 100 shares of the Company’s common stock upon completion of their first anniversary of service. Al shares
issued under the Plan are held by the Company for a period of three years from the issue date, at wnich time the
employee vests if they are still employed with the Company. In the event the Company is soid, all employees ves:
immediateiy. Approximately 15,000, 19,300 and 17,800 sharas of common stock had been awarded under the 2lar
at March 31, 1997, 1996 and 1995, respeactively. Compensation expanse of 331,000, 551,000 and $22,00C was
recognized in the years ended March 31, 1957, 1998 and 1995, respactively, related 0 the Plan.

in March 1996, the Company adopted a Defined Contribution Retirement Plan for ail eligible amployees which
qualifies under the provisions of Section 401(k) of the Internal Revenus Code and was retroactively effective to
January 1, 1896, Employees are aliowed to make tax deferred contributions ranging from 1% to 15% of ther
eligibie compensation, The Company matchas S0% of the first 8% of each employee’s contribution and 1s eligibie
to make additional discretionary conmributions. The Company recognized expensa for contributions of $30,000 during
the fiscal year ended March 31, 1997,

United Wats operates a Defined Contribution Retirament Plan which gqualified under the provisions of Secton 401(k)
of the Intemal Revenue Cods. Employess are sllowed 10 make tax deferred contributions ranging from 1% 10 15%
of their aligible compensation. United Wats matches 25% of the first 8% of esch employee’s contribution ana s
eiigible to make additional discretionary contributions. Total profit sharing expense was $13,000 and 88,000 for
the years ended March 31, 1997 and 1998, respectively. .

7. STOCK WARRANTS:

The Company grants warrants to various directors, officers, smployees and nonemployess from time to time. The
warrants vest in periods ranging from immedimtely following grant date to ten years from grant date. Terms anc
conditions of the Company’s warmants, including exsrcise price and the period warrants are exercisabie, generally
are at the discretion of the Company's Board of Directors. Each warrant granted sllows for the purchase of one
share of the Company’s common stock. No warrants sre axercisabie for a period of more than ten years.

The Company accounts for warrants fssued under Accounting Principles Board QOpinion No. 25, under which no
compensation cost has been recognized. Had compensation cast for thess plans been determined consistent with
SFAS No. 123 “Accounting for Stock-Based Compensation,” the Company’s net incoma {loss) and earnings [loss)
per common share wouid have been reduced to the following pro forma amounts:

. - —Yanr Ended March 31
1987 1996
Net income {loas): As Reported ${7,854,000} $374,000
Pro Forma (8,052,000} (2,056,000}

Primary and fully diluted
sarnings (loss) per share: Ag Reported  {1.30} 0.07

Pro Forma {1.40) 10.42)

Because the method of accourting prescribed by SFAS No. 123 has not been applied to options granted prior to Apnl
1. 1995, the resulting pro forma compensation cost may not be represantative of that to be expected in future years.
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A .i.rmmarv of the status of the
the years then ended is press

‘s stock warrants granted st March 311997 and 1996 anc changet dunng
the table and narrative balow:

1987 1994
Weighted Weighted
Aversge Average
Exercise Exercise
Shares  _Price = Shares _Prige
Qutstanding, beginning of
year 1,202.002 ¢ 8.15 120,000 ¢ 7.50
Granted 80,000 10.18 1,092,002 B.22
Exercised - - - -
Forfeited {230,000) 8.00 {10,000) 7.78
Expired = = = =
Outstanding, end of yesr  L0B2.002 & B4 L202002 L BIS
Exercisable, end of year 285338 L_B821 LOG2000 §_B23
Waeighted averags fair value
of options grated 422 fom bl

The options outstanding st March 31, 1887 have exerciss prices ranging from $7.50 to $10.4375 with a remaining
weighted average contractual life of 8.73 years.

The fair value of each option grant is estimated on the date of gramt using the Black-Scholas option pricing model
with the following weighted sverage assumptions used for options gramed during the ysars ended March 31, 1997
and 1996:

YWeighted Avarage Agsumptions
* 1897 . 888
Risk fres imerest rate 5.9% 5.5%
Expected iife {ysars) 3.1 50
Expected volatility 47.8% 40.3%
Expected dividends - -

8. COMMITMENTS:

At March 31, 1997, the Company was committed under noncancellable, noncapitalizable agreemems for fixed cost
transmission facilities that require minimum paymems of spproximatsly $19,100,000 in 1998, $8,450,000 in 1989,
$8,100,000 in 2000 and $3,375,000 in 2001.

The Company leases office facilities and certain equipmant under noncancetlable operating leases having irtial or
remaining terms of more than one year. Rant expense refsted to these lesses was approximately 575,000,
$375,000, and 881,000 for the years ended March 31, 1997, 1996 and 1895, respec..vely. Approximate minimum
iease payments under these opersting leases are as follows:

1998 $ 604,000
1999 805,000
2000 522,000
2001 242,000
2002 30,000
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RbA RELATED PARTY TRANSAQEENS: -
The Comparw held notes receivable and related accrued interest from various eamployvees of §211.000 ang $262.007
as of Mareh 31, 1997 and 1996, respactively. These notes, which are unsecured, include non-interest bearnng netes

and notes bearing interest at a rate of 8%.

The Company is indebtad to sharehoiders under notes payable aggregating $13,00C and $1C7.000, respecivern,
at March 31, 1997 and 1986. The note payable outstanding at March 31, 1997 bears interes: at B% ang matyres
Cctober 1997. The notes are sscured by communications squipment.

The Company leases office space and a retail facility from shareholders under two oparating leases. Annua renta:s
under the leases totaled $33,000, $37,000, and 338,000, respectively, for the years ended March 31, 1987, " 235
and 1995,

11. SUPPLEMENTA! DISCLOSURE OF CASH FLOW INFORMATION:

Interast paid by the Company during the years ended March 31, 1887, 1986 and 1995 amounted to 5471 OOO.
$261,000, and $88,000, respectively., Income taxes paii! during the years ended March 31, 1997, 1996 and 199
were $615,000, $115,000 and $25,000, respectively.

in conjunction with business combinations and customer bass scruisitions during the years ended March 31, 1997,

1996 and 1995, assets acquired and non-cash consideration issusd were as foliows: .-
March 31
—1287 —1996 —1385__

Fair value of tangible assets acquired $ 778,000 $2.135,000 $ 438,000
Excess of cost over tangible asssts acquired 4,887,000 7,330,000 1,771,000
Accounts receivable forgiven - {893,000} {196,000}
Liabilities assumed - {650,000) -

Notes payable issuad - {632,000} -

Common stock issued . 418820000 (&289000) __[232.00Q)
Cash paid $3.801.000 $1101.000 $1LZ81000

For the year ended March 31, 1998, noncash transsctions also included debt incurred for purchase of equipment
of $29,000 and other noncash ransactions of $8,000. Fer the yesr ended March 31, 1985, noncash transactions
included retirement of treasury stock of $147,000, capital lsase obligations incurred of ‘67 000, othor noncash
trangactions of $25,000 and redemption of preferred stock of $191,000.

12. CONCENTRATIONS AND TELECOMMUNICATIONS INDUSTRY RISKS:

Four of the Company’'s switchless customers accounted for approximately 13% of revenues in 1996 and
approximately 13% of gross accounts receivable st March 31, 18996. The Company’s five largest switchless
customers accounted for approximately 10% of revenuss and approximately 8% of gross accounts receivable at
March 31, 1997. The decrease in concentration of switchiess customera results from the Company's de-emphasis
of its switchless ressller division. The Company performs initial and ongoing credit evalustions of its customers and
maintains an allowance for doubtful accounts. Customers may be asked to provide personal guarantees and/or
secunty deposits. [If the financial condition and operations of thess switchless customers deteriorate below cnticai
leveis, the Company's aperating results could be advarssly sffected.

The Company faces intense competition in providing long distance telecommunications service, Domestically, the
Company competes for services with AT&T, MCI, Sprimt and WorldCom, the local exchange carriars {“LECs”"} and
other national and regiona! interexchange carriers (“IXCs®), where permigsible. Certain of these companies have
substantially greeter marker share and financial resources than the Campany, and some ot them are the source of
communications capacity used by the Company to provide its own services.
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) ,Tﬁe' Company’s long distance t ne business is dependent upon lease ssle arrangements with fiber-opuic
and digital microwave carriers fol the transmission of calls. The future pr ility of the Company is based upon
its abiity to transmit long distance telephone calls over transmission facilities leased from others on a cost-effectve
basis. The Company is currently dependent on three primary carriers, Frontier Communications Services, Inc.,
WorldCom Network Services, Inc., and Sprint. The Company utilizes other fiber optic carriers to a lesser extent tp
supplement communication transpart services, howevar, thers can be no assuranca thet in the future the Company
will continue to have access, on an ongoing basis, to transmission facilities at favorabie rates.

The telecommunications industry is subject to rapid and significant changes in technology. While the Company does
not believe that, for the foreseeable future, these changes will either matsnially and advarsely affect the continued
use of fibar optic cabie or materially hinder its ability to acquire necessary technologies, the effact of technoiogical
changes, including changes reiating to emerging wireline and wireless transmigsion and switching technologies, on

the businesses of the Company cannot be predicted.

13. SUBSEQUENT EVENTS;

In May 1997, the Company acquired Eastermn Telecom Imemational Corporation {("Eastern”), a provider of long
distance teiscommunications services, in a transaction to ba accounted for as 8 purchass. The acauisition was
consummated with the issuance of 3,033,272 shares of the Company’s common stock and cash of $1,500.000.
Ot tha 3,633,272 shares issued, 63,492 shares are held in escrow pending resolution of purchase price
comtingencies. At March 31, 1997, Eastern had total assets of $7,352,000 and sharsholder’s squity of $1,083,000.
For the eleven month period ended March 31, 1987, Eastern had revenuas of 820,429,000 and net income of

$383,000.

in May 1997, the Company acquired National Telaservice, Inc. (“National”), a provider of long distance
telecommunications services, in a transaction to be accounted for s 8 pooling-of-imterests. in exchengs for all of
the outstanding comman stock of National, the Company issued 1,274,188 shares of its common stock, of which
155,524 shares are held in sscrow pending resolution of purchass price contingencies. As the merger will be
accourted for under the pooling-of-interests method, the historical financial data of the Company will be restated
to include Nationsl data. The following unaudited pro forma data summarizes the combined resuits of operations

dm&ﬂmww“m&nwhﬂmdnhhﬂrrudhvurerﬂd March 31, 1995:

—Yaar Ended March 31, (Unsudited!

1997 l9a4 1988
Revenues - $86,000,000 .-A87,580,000 $48,315,000
Net income (8,674,000} 985,000 1,630,000
Earnings per share 0,73} 0.12 0.21

Subsequent 10 the acquisitions discussed above, four principeis of Eastem and Nationa!l were slected to be members
of the Board of Diractors, In addition, a new Chairman of the Board of Directors and CEO, Chief Financial Officer
and Treasurer, and Secretary were slected. The newly slected Chairman and Chisf Executive Dfficer and Chief
Financial Officer and Treasurer formerly served in similar capacities for Esstam. The newly elected Secretary
formerly served as President and Chisf Executive Officer of National. )
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