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SWIDLER BERLIN SHEREFF FRIEDMAN, LLP 

3000 K STREET, NW, SUITE 300 
WASHINGTON, DC20007-5116 

TELEPHONE (202)424-7500 
FACSIMILE (202) 424-7647 

NEW YORK OFFICE 

405 LEXINGTON AVENUET~ ~&<6~ Lio~~ NEW YORK, NY 10174

-r.:f "3 5 S :::.. 7 y I ~ 
-r~415 -;: ,4 \3 

July 19,2000 
C " , 
I: ­

VIA OVERNIGHT MAIL 

Ms, Blanca S. Bayo 
Director, Division of Records & Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. ()oo903-TF
Tallahassee, Florida 32399-0870 

Re: 	 Transfer of Control of Genesis Communications International, Inc. to American 
TeleSource International, Inc. 

Dear Ms. Bayo: 

American TeleSource International, Inc. ("ATSI") and Genesis Communications 
International, Inc. ("Genesis") (together, "Applicants"), by their undersigned counsel and pursuant 
to F.S,A. § 364.33, hereby request approval from the Florida Public Service Commission (the 
"Commission") ofa series oftransactions whereby Genesis will become a wholly-owned subsidiary 
of A TSr. Genesis is a nondominant carrier authorized by the Commission to provide 
telecommunications services in the State of Florida. ATSI's subsidiary, also known as American 
TeleSource International, Inc. (a corporation organized under the laws of the State of Texas), is a 
nondominant carrier authorized by the Commission to provide telecommunications services in the 
State of Florida. The transactions do not involve any assignment of Genesis's Florida certificates. 

As described below, A TSI will acquire control of Genesis through a series of transactions. 
Following consummation of the transactions, Genesis will be a wholly-owned subsidiary of ATSr. 
Although Genesis will have a new corporate parent, Genesis will continue to provide services to its 
existing customers under existing service arrangements pursuant to its certificate granted by this 
Commission. The proposed transactions, therefore, will be virtually transparent to Genesis's Florida 
customers. Attached hereto as Exhibit A is a chart that illustrates the corporate structure of the 
parties prior to and immediately following consummation of the proposed transfer of control. 

In support of this Application, the Applicants state as follows: 
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I. DESCRIPTION OF THE COMPANIES 

A. American TeleSource International, Inc. 

ATSI is a Delaware company headquartered in San Antonio, Texas. The shares ofATSI are 
publicly traded on the American Exchange under the symbol AI. ATSI's financial information from 
its most recent SEC Form 10-K is attached hereto as Exhibit B. 

ATSI, through its subsidiaries, is a provider of international telecommunications services 
between the United States and specific markets with Latin America, most notably Mexico. ATSI's 
subsidiaries are facilities-based carriers transporting both wholesale and retail voice and data 
communications traffic through a network of fiber and satellite-based transmission and receiving 
facilities in San Antonio and Dallas, Texas as well as Mexico, Guatemala, El Salvador and Costa 
Rica. ATSI's subsidiary, also known as American Te1eSource International, Inc., a corporation 
organized under the laws of the State of Texas, holds authority to provide interexchange and 
alternative operator services pursuant to Certificate No. 4024 granted by Commission Order No. 
PSC-95-0559-FOF-TI in Docket No. 950191-TI on May 8, 1995. 

B. Genesis Communications International, Inc. 

Genesis is a privately-held California corporation headquartered in San Diego, California. 
Genesis provides local and interexchange services to more than 65,000 customers in Arizona, 
California, Colorado, Illinois, Nevada, New Mexico, Oregon and Texas and holds authority to 
provide local and interexchange services in numerous additional states. Genesis also is authorized 
to provide international telecommunications services pursuant to a Section 214 authorization granted 
by the Federal Communications Commission. In Florida, Genesis is authorized to provide local 
exchange and interexchange telecommunications services in the State of Florida pursuant to 
Commission Orders issued on April 14, 2000 in Docket Nos. 000057-TI and 000058-TX, 
respectively. (Consummating Orders in both dockets were issued on May 10, 2000). Further 
information concerning Genesis's technical, managerial, and financial qualifications to provide 
telecommunications service in Florida was filed with its application for authority to provide service. 
That information is, therefore, already a matter ofpublic record at the Commission, and Applicants 
respectfully request that it be incorporated by reference herein. 

III. DESCRIPTION OF THE TRANSACTION 

A TSI and Genesis have determined that they will realize significant economic and marketing 
efficiencies by establishing Genesis as a direct subsidiary of ATSI. ATSI will acquire Genesis 
through a series oftransactions including the merger ofGenesis and ATSI Merger Corp. ("Merger 
Sub"), a direct and wholly-owned subsidiary of ATSI. Merger Sub is a newly-formed California 
corporation formed exclusively for the purpose of effecting the proposed transactions. 
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Pursuant to the Applicants' agreement, Merger Sub will merge with and into Genesis, with 
Genesis surviving the merger as a wholly-owned subsidiary of ATSI. At the time of the merger, 
each issued and outstanding share of common stock of Genesis will be converted into the right to 
receive a number of shares of common stock of ATSI, based on a formula agreed to by the 
Applicants. Each of the issued and outstanding shares of Merger Sub will be converted into one 
share of common stock of Genesis. As a result, Genesis will become a direct, wholly-owned 
subsidiary of A TSI, and the separate existence of Merger Sub shall cease. 

The corporation surviving the merger, Genesis, shall possess all the rights, privileges, 
powers, franchises, all property, real personal and mixed, and all debts due to Genesis and Merger 
Sub prior to the merger. Although the proposed transactions will transfer ownership and control of 
Genesis to ATSI, the transactions will not involve a change in the manner in which Genesis provides 
service to its customers. Following consummation ofthe merger, Genesis will continue to provide 
high quality telecommunications services to customers pursuant to its certification, with no change 
in the rates or terms and conditions ofservice currently enjoyed by its existing customers. As such, 
the transactions will not cause inconvenience or confusion to Genesis's customers nor otherwise 
have a negative impact on the operations of Genesis. The transfer of control of Genesis to ATSI, 
therefore, will be virtually transparent to Genesis's customers in terms of the services that they 
receIve. 

III. DESIGNATED CONTACTS 

Inquiries or copies of any correspondence, orders, or other materials pertaining to this 
Application should be directed to: 

Katherine A. Rolph, Esq. 

Jennifer A. Schneider, Esq. 

Swidler Berlin ShereffFriedman, LLP 

3000 K Street, N.W., Suite 300 

Washington, D.C. 20007 

Tel: (202) 424-7500 

Fax: (202) 424-7645 


with copies to: 

Arthur L. Smith 

American TeleSource International, Inc. 

6000 Northwest Parkway 

Suite 110 

San Antonio, Texas 78240 

Tel: (210) 547-1000 

Fax: (210) 547-1001 
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and: 

Derek Gietzen 

Genesis Communications International, Inc. 

11995 EI Camino Real 

Suite 102 

San Diego, CA 92130-2565 

Tel: (858) 792-2400 

Fax: (858) 793-8339 


IV. PUBLIC INTEREST CONSIDERATIONS 

Consummation ofthe transactions described herein serves the public interest in promoting 
competition among providers of local and interexchange telecommunications services. The 
transactions will result in a company better equipped to accelerate its growth as a competitive 
telecommunications service provider by combining the financial resources and complementary 
managerial skills and experience of ATSI and Genesis. The resulting corporate structure and 
improved financial condition are expected to enhance Genesis's operational flexibility and 
efficiency, as well as its long term financial viability. The proposed transactions will therefore 
ensure the continued provision ofhigh quality and innovative telecommunications services to the 
existing customers of Genesis and should promote competition in the Florida local exchange and 
interexchange telecommunications marketplace. 
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v. CONCLUSION 

WHEREFORE, for the reasons stated herein, ATSI and Genesis respectfully request that the 
Commission approve this Application to permit Applicants to consummate the proposed transfer of 
control as soon as possible, and grant all other relief as necessary and appropriate to effectuate the 
transactions described herein. 

Please date-stamp the enclosed extra copy ofthis Application and return it to us in the self­
addressed, stamped envelope provided herein. Should you have any questions or comments 
regarding this transaction, please do not hesitate to contact me or Jennifer Schneider at (202) 424­
7742. 

Respectfully submitted, 

/(~.~~kto~ .4: kek¢,-­
Katherine A. Rolph 
SWIDLER BERLIN SHEREFF FRIEDMAN, LLP 
3000 K Street, N.W., Suite 300 
Washington, D.C. 20007 
Tel: (202) 424-7788 
Fax: (202) 424-7645 

Counsel for the Applicants 

341406.1 
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EXHIBIT A 


ILLUSTRATIVE CHART OF 

PROPOSED TRANSFER OF CONTROL 




PRE-MERGER 


Genesis Communications International, Inc . 


AmericanTeleSource International, Inc. 
(Delaware) 

rATSI Delaware'~) 

American TeleSburce International/ hic;.;. Subsidiaries 

340842.2 




POST-MERGER 


American TeleSource International, Inc. 

(Delaware) 


("ATSI Delaware") 


Genesis Communications Intemationa\,':lnc. American·TeleSource InternationaIJJoc... -Subsidiaries 

340842.2 
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 

To the Stockholders of American TeleSource International, Inc.: 

We have audited the accompanying consolidated balance sheets of American 
TeleSource International, Inc. (a Delaware corporation) and subsidiaries (the 
Company) as of July 31, 1998 and 1999, and the related consolidated statements 
of operations, comprehensive income (loss), stockholders' equity and cash flows 
for the years ended July 31, 1997, 1998 and 1999. 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 audit to obtain 
reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 
We believe that our audits 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 American TeleSource 
International, Inc. and subsidiaries as of July 31, 1998 and 1999, and the 
results of their operations and their cash flows for the years ended July 31, 
1997, 1998 and 1999, in conformity with generally accepted accounting 
principles. 

The accompanying consolidated financial statements have been prepared assuming 
that the Company will continue as a going concern. As discussed in Note 2 to 
the consolidated financial statements, the Company has a working capital 
deficit, has suffered recurring losses from operations since inception, has 
negative cash flows from operations and has limited capital resources available 
to support further development of its operations. These matters raise 
substantial doubt about the Company's ability to continue as a going concern. 
Management's plans in regard to these matters are also described in Note 2. The 
consolidated financial statements do not include any adjustments relating to the 
recoverability and classification of asset carrying amounts including goodwill 
and other intangibles or the amount and classification of liabilities that might 
result should the Company be unable to continue as a going concern. 

/s/ ARTHUR ANDERSEN LLP 

San Antonio, Texas 
October 5, 1999 
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AMERICAN TELESOURCE INTERNATIONAL, INC. 

AND SUBSIDIARIES 


CONSOLIDATED BALANCE SHEETS 

(In thousands, except share information) 


I'SlIETS 

CURRENT I'SlIETS, 
cash and. cash equivalents 
Accounts receivable, net of allowance of $20' and. $1,.600, respectively 
Prepai.d expense. and other 

Total current asset. 

PROPERTY AND EQt1II'MElIT (At con), 
Less - Accumulated depreciation and. UIfIOrtt:zation 

Nee property and equipment 

OTHER ASSETS. net 
Ooodvill. nee 
Contracts, net 
Trademarlta * net 
Other Assets 

Total ...eta 

LIABILITIIlS AlID S'rOCXIIOLDl!RS' EQllITY 

Ct1IIREN'l' LIABILITIES, 
Account. payable 
Accrued li&bl1itie. 
CUrrent portion of not.•• payable 
current portion of convertible long-tera debt 
CUrrent portion of ob11gation. ua.c1er capital leu•• 
Deferred revenue 

Tota~ current liabUiti.. 

LOIro-TBRM LIABILITIES, 
Not•• payable,. le•• current portion 
Convertible long-tena. debt. 1••• C"Ur'X'eJ1t portiOl1 
Obligation. under capital 1•••••• 1••• c:unent. portion 
Other 

Tot.a~ long·t.erot liabill.tiu 

COMMITNDTS AND COHTIIIGEllCII!S, IS.. Rote 13) 

STOClIIIOLDl!RS' BQ(nTY, 
Preferre<l atoc:k, SO.OOl par value, 10,000,000 allarea 

aut.borizecl, 
Serie. A CUmulaeive Convanibla Preferred. Stoc:k f 50~ 000 
authorized. no .hara. iuued _ <Ntat_ing at July 31. 

24,145 allarea i ••ued and <Nutanding at July 31, 1999 

serie. 8 CUmulative convertible Prefe....ed Stock, 2.000 

lluthorhed, no share. iu1.Ie<l and <Nut_ing at July 31. 
2,000 .lIarea ...ued and <Nut_ing at July 31, 1999 

Common .tock, $0.001 p.r valu., 100,000,000 abare • • uthorized, 
45,603,566 iaaued and <Ntatanding at July 31, 1998 
48.685,387 i ..ued _ <Ntat_ing at July 31, 199' 

J\cIditional paid in capital 
Accumulated deficit 
Deferred. compen.ation 
Other comprehenaiv. income 

Total stockholdera J equity 

Total liabilit!e. and atoc:ltI>olcara' equity $ 

Ju~y H. 

1998 H99 

~. 091 $ )79 
l.7<8 3.6U 

8U 987 

5.683 5.0SJ 

14.233 16,66' 
(2.4191 (4.7l)) 

n,elS 11.956 

5,09~ 5.032 
1,173 703 

789 
489 615 

24.2H S 24 t lS4 

5.683 $ 4,164 
2,113

6ea 
3.239 

961 
1.942 

2.351 1,430 
535 233 

11.370 11,969 

719 312 
1.604 
2,941 5,523 

530 213 

5. "4 6,04' 

" 
., 

22,248 H,l" 
114.3961 (21,987) 

(667) (466) 
I1U) (858) 

7.087 6.ll7 

24.251 $ 24. ~54 

The accompanying notes are an integral part of these consolidated financial 
statements. 
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AMERICAN TELESOURCE INTERNATIONAL, INC. 
AND 

CONSOLIDATED 
(In thousands, 

OPERATING REVENUES: 
Network management services 
Call services 
Direct dial services 
Internet e-commerce 

Total operating revenues 

OPERATING EXPENSES: 
Cost of services 
Selling, general and administrative 
Bad debt expense 
Depreciation and amortization 

Total operating expenses 

OPERATING LOSS 

OTHER INCOME (EXPENSE): 
Interest income 
Other income 
Other expense 
Interest expense 

Total other income (expense) 

LOSS BEFORE INCOME TAX EXPENSE 

AND MINORITY INTEREST 


FOREIGN INCOME TAX EXPENSE 

MINORITY INTEREST 


NET LOSS 

LESS: PREFERRED STOCK DIVIDENDS 

NET LOSS TO COMMON SHAREHOLDERS 

BASIC AND DILtn'ED LOSS PER SHARE 

WEIGHTED AVERAGE 

COMMON SHARES OUTSTANDING 


SUBSIDIARIES 
STATEMENTS OF OPERATIONS 
except per share amounts) 

For the Years Ended July 31, 
1997 1998 

$ 1,698 $ 13,362 
12,545 13,547 
1,421 6,085 

564 1,526 

16,228 34,520 

12,792 22,287 
6,312 12,853 

735 1,024 
591 1,822 

20,430 37,986 

(4,202) (3,466) 

27 76 
68 32 

(27) (24) 
(513) (1,573) 

(445) (1,489) 

(4,647) (4,955) 

(139) 
(48) 

($4,695) ($5,094) 

($4.695) ($5.094) 

($0.18) ($0.12) 

26,807 41.093 

1999 

$ 19,250 
6,602 
6,024 
2,642 

34,518 
--_ .. _------­

21,312 
12,652 

2,346 
3,248 

39,558 

(5,040) 

59 

(10) 
(1,745) 

(1,696) 

(6,736) 

($6.736) 

(855) 

($7.591) 

($0.16) 

47,467 

The accompanying notes are an integral part of these consolidated financial 
statements. 
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AMERICAN TELESOURCE INTERNATIONAL, INC. 

AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) 

(In thousands) 


For the Years Ended July 11. 

1997 1998 1999 

Net lOBS ($4.695) ($5.094) ($7,591) 

Other comprehensive income (loss), net of tax: 

Foreign currency translation adjustments $ 12 ($160) ($714) 

comprehensive loss to common stockholders ($4.681) ($5,254) ($8.105) 

The accompanying notes are an integral part of these consolidated financial 
statements. 
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AMERICAN TELESOURCE INTERNATIONAL, INC. 

AND SUBSIDIARIES 


CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 

(In thousands) 


P'l'ara""ad aM"" c.-J..t~~ .. 
•••• ------...... ---- •• ---------.---- Addlti~l Ae~ ......i.tl!cI T".n.l.",~o.." 

abac.. relel 11l Capital o.fic:lt Aodjunllller.t COOIIpellllal .. o.a-_- ...-._. __ ._­
IALAIICW• .July n, 19K n,??! $ I. ~ •• 

I ••~.ofc:_.~. 
for caM ',711;0 ",7)1 

Co.c.... .,,,.iaa of caawn1Jl1. 
<ktpt;.toc:_.~•. ),1101 1.,&7 

I • ...-uce at co-. abar•• for 
aeqlllait!aa 2,711 1,147 
h.~. of c_ abans 
for ••rvle•• m 

CWrarred e~MI.tlOA !1,l""
eo.p.naatlO£1 • .,._ 1,'''' 
••""anc., l .....d _ltb '" 
r.atarat-i_ 10D9 ta.. .abC. 


Cuallativa .n:aet. of 

.!:~!:t.loc. adj".c._I1t. 

(4,"!S) 

MLUlCK• .Ju.ly n. 1"" 1',7" • 17,)7' 1".10:11 

I"II_c.a of a_ abans 

for caM 1,!lOO ), .. 1& 


I ••~.ore_""n. 
for redu.ct.1C111 10. 1.IKMMada••• :Z,171 1,07' 


COava .. aloa. of coawrt.iblAl 

debt. ta c_ abu'•• 


r ••__•• ofc_ab.-...a 

fall:' ••rvia•• 

co.pellAUoa '.,.,aH
cua".lat.lva affact. of ." 
t.1'~ltloa "'j"'~Dt.. 


betlADlJli of ~
.ban. foe 
c:~.t~ (aa,aUI aa,a". 

"t 10•• 1'1.0"" . ..... - -_._-. 
MLtoIIt'I, .July 11. UI' "',104 . .. $:12.01'" 1'14.l!IlI Ul.... ' ($ "7) 

t ••IA&DCe.ofc_ ...... 

fOl'c.... 2,70. 1.017 


l ••..auw.ofe_ ...... 

fol' ••"10:.. 

r._.ofe_ ...... 


(oe .c:q1U.1t.i_ 

l ••uaace. of ,nfenedi .t~ '" 1.17' 
Dehn-eel c.....".....1_ ,.. /lUI 
DlvideDd expec.H UOI 
-WiniMt..i.OA of .qtlJ.t.y _t. 17nl 
eo.peAsati_ • .,. ­
o-l.Uv••Uect. of 
t.1's.ulUoa MI::I~~Dt. 

..t. 10.. '1.7'11 11.71" ............. 

~ • .Ju.ly11.l'" ......, •OIl.". 1,21.,.7) (f .... ,............. 


'tot..l 

It.oc:JUm1dell:''' 


.....lty 


~,.J\a.lyn. 11M '1."0 

tHIA&DCe. of c:-. .ban. 
fol' c-.b. 4.7" 


CI:/A.,.nioa Df ooa..,.et..lIIlAI 

!U:pCoto_ebK.. 1,,'7 


t ••1A&DCe of _ .-ra foe 

.cqu.i.1Uoa 1,'47 


t ••IA&DCe.ofe_ ..... 

foe ••rvleos• 


.!)ef."*, c~t.loa 
 , 
~loa • ...,... ,M 

_I'J'_U 1......1t,b 

I'••tonotloa 10119 t ... .abC. 


e..-u.at.l.,. eUect of 

t.l'aul.Uoa .dj~~t. 


"t.l_ (4 ••11, 
" 
~ • .J\a.ly n. 1117 ",1M 

t ••IA&DCe.of c_ ...... 
fo... c.... '.4M 


1••1A&DCe.of c_..a...n. 

fol' 1'ecluel.10D 10 .I..DdIIbc.ecID.. 1,07' 

~....loaof_n.llll. 

otebet.o_ ...... 


I ••IA&DCe.of_ ......... 

fol' ""los. 

~tloa ...._ on '" 
a-l.tl.,. .Uect. of 


t....".1t..1oa ...:t~t:.eDt. (1101

bcbaD9a Df _ ......... foJ' 

c_.t.aaIL , 

"t.l_ II.OM) 


~,.J'\al'Jl,l••• ,7.0'7 

1••_. Df_ ..... 
COl' G.... 1 ..... 

1._Df_..... 

fOJ'Hnl_ .. 

1••_.01E_ ..... 
fOJ'~.1t.l_ 

I ••1.lII.IUIIUI 0111: '"pre.f.rrecl .I;,~ 4,17' 

DlIE.""~1-. 


, 
D1v14Ud ...... 
~1_t;1_ of -...1t, _t "0', 
.........100_ ...

a-lau..,. .Ueac. of_1_ (•.(714)7.,,,t.~.1t.1_ ...j_~ 

~.J\t.l'll,1". ".1)7 

The accompanying notes are an integral part of these consolidated financial 
statements. 
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AMERICAN TELESOURCE INTERNATIONAL, INC. 
AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(In thousands) 

For the Year. Ended ,July 31 t 
1997 1998 1999 

CASH PLOIIS FROM OPIIlIATIIIG ACTIVITIES, 
Nee loa. 
Adjuaetlletlea to reconcile net 10s8 to Mt cash used in 

($4,695) ($5.094) ($6.736) 

opeo!:;!~a:i~V!!~·:~rtiZ.tion 59l 1,84:2 l,248 
Amortization of debt di."ount 87 307 346 
Deferred compen.sation 
Provision for lo•••s on account.. receivable 

295 
735 

487 
1,024 

545 
2.346 

Minority interest 
Change. in operating ••••t. and. liabilities .. 

lnera••a in accounts receivable 
(Incr••••) deere... in prepaid expen.e. and other 
:Incr....e (deere..s.) in accounts payable 
:tner•••• (deere..s.) in accrued liabilities 

4$ 

(1.98l) 
(8U) 

(1.025) 
884 

(2.72l) 
197 

3,479 
(192) 

(2.207) 
(1.632) 
(1,139) 
1.857 

InCrease (deere••• ) in deferred revenue 378 71 (191) 
Other 4 

Net ca.h used in operating activities (5.530) (622) (3.563) 

CASH PLOIIS FROM IIMISTIIIG ACTIVITIES: 
Pureha.. of property and equipment 
Acquiaieion of busine•• , nee of cash acquired 
Payments received on note. receivable 

(590) 
7l 

101 

(3.297) 
(2,112) 

(956) 
(171) 

Net cash uaed in investing activiti•• (416) (5.409) (l.127) 

CASH FLOWS P1I<:II PINl\IICIIIlI ACTIVITIBS: 
Proceed..­ frOID i ••uance of debt. 3.632 2,547 437 
Net. incre... (aer..... ' in .bon·t.erm borrowing. 
Payment. on debt 
Capit.al le.... P4ycM1nt. 
Payment. on long.. term liabi1itie. 
Pro"eeds !rQIIl iae"""ee of preferred .toc:k. 

net. of i ••uanee <:OIt. 

281 

(401) 

353 
(1.141) 
(1.044) 

(61) 

(488) 
(679) 
(941) 7 
(12l)__ 

4.176 
Proceeda froe. i ••uance of C~ .teck, 

net of i ••\I&1!lce COlt. 3.699 4.55l 1.596 

Net ca.h provided by financing activitie. 7.211 5.201 3.978 

NET ISCREASII (DIIClIIWIB) IS CAS!! 1,265 (830) (712) 

CASH AI!ID CAS!! IlQUIVALllllTS. beginning of period 656 1.921 1.091 

CASH AI!ID CAS!! IQUlVALIIII'I'S. end of period $1.921 Sl.091 379 

The accompanying notes are an integral part of these consolidated financial 
statements. 
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AMERICAN TELESOURCE INTERNATIONAL, INC. 

AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. DESCRIPTION OF BUSINESS AND BASIS OF PRESENTATION 

The accompanying consolidated financial statements are those of American 
TeleSource International, Inc. and its subsidiaries ("ATSI" or the "Companyll). 
The Company was formed on June 6, 1996 under the laws of the state of Delaware 
for the express purpose of effecting a "Plan of Arrangement" with American 
TeleSource International, Inc., which was incorporated under the laws of the 
province of Ontario, Canada (hereinafter referred to as "ATSI-Canada"). The 
Plan of Arrangement called for the stockholders of ATSI-Canada to exchange their 
shares on a one-for-one basis for shares of the Company. on April 30, 1999, 
shareholders of ATSI-Canada approved the Plan of Arrangement, and on May 11, 
1998, ATSI-Canada became a wholly owned subsidiary of the Company. The Company 
is publicly traded on the OTC Bulletin Board under the symbol "AMTI". 

, 
The accompanying consolidated balance sheet dated July 31, 1998 includes 

the assets, liabilities and shareholders' equity of ATSI-Canada which were 
transferred to the Company on May 11, 1998, and the accompanying statements of 
operations for the years ended July 31, 1997 and 1998 include the consolidated 
operations of ATSI-Canada through May 11, 1998. 

In May 1997, ATSI-Canada entered into an agreement to purchase up to lOOt 
of the outstanding shares of Sistema de Telefonia Computarizada, S.A. de C.V. 
("Computel"), the largest privately owned operator of casetas (public calling 
stations) in Mexico. Under the terms of the agreement, ATSI-Canada acquired SSt 
of the shares of Computel effective May 1, 1997 and the remaining 45t effective 
August 28, 1997. As ATSI-Canada acquired majority ownership effective May 1, 
1997, the Company has recorded lOOt of the net assets and liabilities of 
Computel as of that date. The Company's consolidated financial statements for 
the period May 1, 1997 to July 31, 1997 include the impact of the 45t minority 
ownership interest. For the years ended July 31, 1998 and July 31, 1999, the 
Company's consolidated financial statements include lOOt of the activities of 
computel. 

In July 1997, American TeleSource International de Mexico, S.A. de C.V. 
(nATSI-Mexico") acquired lOOt of the outstanding stock of Servicios de 
Infraestructura, S.A. de C.V. ("Sinfra"). In April 1998, TeleSpan, Inc. 
("Telespan") purchased lOOt of the outstanding stock of Sinfra from ATSI-Mexico. 
In March 1998, ATSI-Delaware acquired lOOt of the outstanding stock of 
Soluciones Internactionales de Mercadeo, S.A. and subsequently changed the name 
to ATSI de CentroAmerica, S.A. 

Through its subsidiaries, the Company provides retail and wholesale 
communications services within and between the united States and select markets 
within Latin America. Utilizing a framework of licenses, interconnection and 
service agreements, network facilities and distribution channels, the company 
aims to provide U.S standards of reliability to Mexico and other markets within 
Latin America which have historically been underserved by telecommunications 
monopolies. As of July 31, 1999, the Company's operating subsidiaries are as 
follows: 

American TeleSource International, Inc. ("ATSI-Texas" a Texas corporation) 

ATSI-Texas owns and operates a switching facility and multilingual call 

center in San Antonio, Texas. This facility provides U.S. based call services 

to public telephones owned by ATSI-Mexico and 
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casetas owned by Computel in Mexico, as well as to third party-owned public 
telephones, casetas and hotels in Mexico. Although these calls originate in 
Mexico, they are terminated and billed in the United States and Mexico by ATSI­
Texas. In July 1998, ATSI-Texas also began providing domestic U.s. and 
international call services to residential customers in the U.s. 

American TeleSource International de Mexico, S.A. de C.V. 

("ATSI-Mexico" a Mexican corporation) 

ATSI-Mexico owns and operates coin-operated public telephones in Mexico. 
Utilizing its 20-year comercializadora license, ATSI purchases telephone lines 
and resells local, long distance and international calls from public telephones
connected to the lines. Direct dial calls may be made from the telephones using 
pesos or quarters, and users may use the services of ATSI-Texas to place calls 
to the u.s. by billing calls to valid third parties, credit cards or calling 
cards. 

Computel (a Mexican corporation) 

Computel is the largest private operator of casetas in Mexico, operating 
approximately 126 casetas in 66 cities. Direct dial calls may be made from the 
casetas using cash or credit cards, and users may use the services of ATSI-Texas 
to place calls to the U.S. by billing calls to valid third parties, credit cards 
or calling cards. Computel utilizes telephone lines owned by ATSI-Mexico. 

Sinfra (a Mexican corporation) 

Utilizing its 20-year Teleport and Satellite Network license, Sinfra owns 
and operates the Company's teleport facilities in Cancun, Monterrey and Mexico 
City, Mexico. These facilities are used for the provision of international 
private network services. Sinfra also owns a lS-year Packet Switching Network 
license. 

TeleSpan, Inc. ("TeleSpan" a Texas corporation) 

TeleSpan owns and operates the Company's teleport facilities in the United 
States and Costa Rica. TeleSpan contracts with U.S. based entities and carriers 
seeking facilities or increased capacity into Mexico, Costa Rica, HI Salvador 
and Guatemala. For network services into Mexico. TeleSpan utilizes facilities 
owned by Sinfra. 

GlobalScape, Inc. ("GlobaISCAPE" a Texas corporation) 

GlobalSCAPE markets CuteFTP and other digitally downloadable software 
products and distributes them over the Internet utilizing electronic software 
distribution ("ESD"). 

ATSI de CentroAmerica (a Costa Rican corporation) 

ATSI de CentroAmerica markets international private network services in 
Costa Rica and other Latin American countries and looks to develop corporate 
development opportunities in Latin American countries through joint ventures and 
interconnection agreements with existing telecommunication monopolies. 
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2. 	 FUTURE OPERATIONS, LIQUIDITY, CAPITAL RESOURCES AND VULNERABILITY DUE 
TO CERTAIN CONDITIONS 

The accompanying consolidated financial statements of the Company have been 
prepared on the basis of accounting principles applicable to a going concern. 
For the period from December 17, 1993 to July 31, 1999, the Company has incurred 
cumulative net losses of $21.9 million. Further, the Company had a working 
capital deficit· of $5.7 million at July 31, 1998 and $6.7 million at July 31, 
1999. Further, the Company had negative cash flows from operations of $5.5 
million, $.6 million and $3.6 million for the years ended July 31, 1997, 1998 
and 1999, respectively. The Company has limited capital resources available to 
it, and these resources may not be available to support its ongoing operations
until such time as the Company is able to generate positive cash flow from 
operations. There is no assurance the Company will be able to achieve future 
revenue levels sufficient to support operations or recover its investment in 
property and equipment, goodwill and other intangible assets. These matters 
raise substantial doubt about the Company's ability to continue as a going 
concern. The ability of the Company to continue as a going concern is dependent 
upon the ongoing support of its stockholders and customers, its ability to 
obtain capital resources to support operations and its ability to successfully 
market its services. 

The Company is likely to require additional financial resources in the near 
term and could require additional financial resources in the long-term to 
support its ongoing operations. The Company has retained various financial 
advisers to assist it in refining its strategic growth plan, defining its 
capital needs and obtaining the funds required to meet those needs. The plan 
includes securing funds through equity offerings and entering into lease or 
long-term debt financing agreements to raise capital. There can be no 
assurances, however, that such equity offerings or other financing arrangements 
will actually be consummated or that such funds, if received, will be sufficient 
to support existting operations until revenue levels are achieved sufficient to 
generate positive cash flow from operations. If the Company is not successful 
in completing additional equity offerings or entering into other financial 
arrangements, or if the funds raised in such stock offerings or other financial 
arrangements are not adequate to support the Company until a successful level of 
operations is attained, the Company has limited additional sources of debt or 
equity capital and would likely be unable to continue operating as a going 
concern. 

3. 	 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The consolidated financial statements have been prepared on the accrual 
basis of accounting under generally accepted accounting prinCiples of the U.S. 
All significant intercompany balances and transactions have been eliminated in 
consolidation. Certain prior period amounts have been reclassified for 
comparative purposes. 

Estimates in Financial Statements 

The preparation of financial statements in conformity with generally 
accepted accounting principles requires management to make estimates and . 
assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results may differ from those estimates. 

Revenue Recognition Policies 

The Company recognizes revenue from its call services and direct dial 
services as such services are performed, net of unbillable calls. Revenue from 
network management service contracts is recognized when service commences for 
service commencement fees and monthly thereafter as services 
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are provided. The Company recognizes revenue from equipment sales when the title 
for the equipment transfers to the customer and from equipment installation 
projects when they are completed. Revenues related to the Company's Internet 
product are recognized at the point of delivery, as the Company bears no 
additional obligation beyond the provision of its software product other than 
post-contract customer service. 

Foreign CUrrency Translation 

Until January 1, 1999, Mexico's economy was designated as highly
inflationary. Generally Accepted Accounting Principles, "GAAP" require the 
functional currency of highly inflationary economies to be the same as the 
reporting currency. Accordingly, the consolidated financial statements of ATSI­
Mexico and Computel, whose functional currency is the peso, were remeasured from 
the peso into the U.S. dollar for consolidation. Monetary and nonmonetary 
assets and liabilities were remeasured into U.S. dollars using current and 
historical exchange rates, respectively. The operating activities of ATSI-Mexico 
and Computel were remeasured into U.S. dollars using a weighted-average exchange 
rate. The resulting translation gains and losses were charged directly to 
operations. As of January 1, 1999, Mexico's economy was deemed to be no longer 
highly inflationary. According to GAAP requirements the change from highly 
inflationary to non-highly inflationary requires that the nonmonetary assets be 
remeasured using not the historical exchange rates, but the exchange rate in 
place as of the date the economy changes from highly inflationary to non-highly 
inflationary. As such, the Company's non-monetary assets in ATSI-Mexico and 
Computel have been remeasured using the exchange rate as of January 1, 1999. 
Subsequent to January 1, 1999, monetary assets and non-monetary assets are 
translated using current exchange rates and operating activity of ATSI-Mexico 
and Computel are remeasured in to U.S. dollars using a weighted average exchange 
rate. The effect of these translation adjustments are reflected in the 
cumulative translation account shown in equity. 

Accounts Receivable 

The Company utilizes the services of credit card processing companies for 
the billing of commercial credit card calls. The Company receives cash from 
these calls, net of transaction and billing fees, generally within 20 days from 
the dates the calls are delivered. All other calls (calling card, collect, 
person-to-person and third party billed) are billed under an agreement between 
the Company and a billing clearinghouse. This agreement allows ATSI to submit 
call detail records to the clearinghouse, which in turn forwards these records 
to the local telephone company to be billed. The clearinghouse collects the 
funds from the local telephone company and then remits the funds, net of 
charges, to ATSI. Because this collection process can take up to 90 days to 
complete, ATSI participates in an advance funding program offered by the 
clearinghouse whereby 100% of the call records are purchased for 75% of their 
value within five days of presentment. The remaining 25% value of the call 
records are remitted to ATSI, net of interest and billing charges and an 
estimate for uncollectible calls, as the clearinghouse collects the funds from 
the local telephone companies. Under the advanced funding agreement, the 
collection clearinghouse has a security interest in the unfunded portion of the 
receivables as well as future receivables generated by the Company's long 
distance business. The allowance for doubtful accounts reflects the Company's 
estimate of uncollectible calls at July 31, 1998 and 1999 and includes $1.5 
million of specific accounts identified by the Company as potentially 
uncollectible. ATSI currently pays a funding charge of prime plus 4% per annum 
on the amounts that are advanced to ATSI. Receivables sold with recourse during 
fiscal years 1997, 1998, and 1999 were $8,530,665, $11,127,221 and $6,138,549 
respectively. At July 31, 1997, 1998 and 1999, $577,256, $484,381 and $444,398 
of such receivables were uncollected, respectively. See Note 5 for additional 
disclosure regarding advanced funding. 
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In fiscal·1998, the Company adopted Statement of Financial Accounting 
Standards (SFAS) No. 125 "Accounting for Transfers and Servicing of Financial 
Assets and Extinguishments of Liabilities". This statement provides accounting 
and reporting standards for, among other things, the transfer and servicing of 
financial assets, such as factoring receivables with recourse. The adoption of 
these statements has not had a material impact on the financial position or 
results of operations of the Company. 

Impuesto al valor Agregado (Value-Added Tax) (nIVAn) 

The Company's Mexican subsidiaries are required to report a value-added tax 
related to both purchases and sales of services and assets, for local tax 
reporting. Accordingly, each subsidiary maintains both an IVA receivable and IVA 
payable account on their subsidiary ledgers. For consolidated reporting 
purposes, the Company nets its Mexican subsidiaries IVA receivable and IVA 
payable accounts as allowed by regulatory requirements in Mexico. For the years 
ended July 31, 1998 and 1999, this netting of IVA accounts resulted in the 
elimination of IVA payable and a corresponding reduction in IVA receivable of 
approximately $197,000 and $1.2 million, respectively. 

Basic and Diluted Loss Per Share 

Loss per share was calculated using the weighted average number of common 
shares outstanding for the years ended July 31, 1997, 1998 and 1999. Common 
stock equivalents, which consist of the stock purchase warrants and options 
described in Note 9, were excluded from the computation of the weighted average 
number of common shares outstanding because their effect was antidilutive. 
Additionally, the Company has excluded the convertible preferred stock described 
in Note 8, from the computation of the weighted average number of common shares 
outstanding, as their effect will also be antidilutive. 

Property and Equipment 

Property and equipment are stated at cost. Depreciation and amortization 
are computed on a straight-line basis over the estimated useful lives of the 
related assets, which range from five to fifteen years. Expenditures for 
maintenance and repairs are charged to expense as incurred. Direct installation 
costs and major improvements are capitalized. 

Effective for the fiscal years beginning after July 31, 1996, the Company 
follows rules as prescribed under Statement of Financial Accounting Standards 
No. 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived 
Assets to Be Disposed Of" ("SFAS 121"). SFAS 121 requires an assessment of the 
recoverabilityof the Company's investment in long-lived assets to be held and 
used in operations whenever events or circumstances indicate that their carrying 
amounts may not be recoverable. Such assessment requires that the future cash 
flows associated with the long-lived assets be estimated over their remaining 
useful lives and an impairment loss be recognized when the undiscounted future 
cash flows are less than the carrying value of such assets. As of July 31, 
1999, the Company has determined that the estimated undiscounted future cash 
flows associated with its long-lived assets are greater than the carrying value 
of such assets and that no impairment loss needs to be recognized. 

Goodwill, Trademarks, Contracts and Other Assets 

As of the years ended July 31, 1998 and 1999, other assets include 
goodwill, primarily related to the purchase of Compute 1 , of $5,216,646 and 
$5,296,646, respectively, net of accumulated amortization of $126,668 and 
$265,089. respectively. Goodwill is amortized over 
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40 years. As of July 31, 1998 and 1999 other assets include acquisition costs of 
$1,417,870, and $1,596,620, respectively, related to the Company's acquisitions 
of several of its independent marketing representatives, net of accumulated 
amortization of $244,652, and $893,212, respectively. These acquisition costs 
are being amortized over the life of the contracts, which approximates three 
years. As of July 31, 1999, other assets include $898,943 related to the 
purchase of the rights to CuteFTP, net of accumulated amortization of $110,352. 
This trademark is being amortized over an estimated five-year life. 
Additionally, as of July 31, 1998 and 1999, other assets include approximately 
$489,000 and $615,000 of other assets, not specifically identified as goodwill, 
acquisition costs or trademarks. As it relates to SFAS 121, as of July 31, 1999, 
the Company has determined that the estimated future cash flows associated with 
its goodwill and other intangible assets are greater than the carrying value of 
such assets and that no impairment loss needs to be recognized. For the years 
ended July 31, 1997, 1998 and 1999, the Company recorded amortization expense of 
$55,491, $369,219 and $925,440, respectively related to its other assets. 

Income Taxes 

The Company accounts for income taxes in accordance with SFAS No. 109, 
"Accounting for Income Taxes". Under the provisions of SFAS 109, the Company 
recognizes deferred tax liabilities and assets based on enacted income tax rates 
that are expected to be in effect in the period in which the deferred tax 
liability or asset is expected to be settled or realized. A change in the tax 
laws or rates results in adjustments in the period in which the tax laws or 
rates are changed. 

Statements of Cash Flows 

Cash payments and non-cash investing and financing activities during the 
periods indicated were as follows: 

For the Year. lIn<1e<1 J\1l.y 31, 

1991 1998 1999 

ca.h payment. for inter.at $ 416,756 $1,349,679 $1.101,771 

Ca.h payment. for taxa. 148 t Og7 $ 

COIlI'IlOD aharea 1••ue<t tor aerviee. $ 153.685 $ 246.591 $ 40,000 

CQIOIIIOn abue. i .._ for aequioitiOD of Coonputel and other $1.846.569 $ $ 178,750 

AIInt. acquired in acquiaition of Coonputel $3.418.753 $ 

Liabilitie. a••UMd in aequia1t1on of Coonputel $4.205.404 $ 

conver.ion of cot:'lVertlble debt to COMlOI1 &har•• $1.965.531 $ 100.000 $ 
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Capital lease obligations incurred $1,521,875 $4,635,693 $ 

Common share subscriptions sold $1,113,170 $ $ 42,500 

For purposes of determining cash flows, the Company considers all temporary 
cash investments with ~n original maturity of three months or less to be cash 
and cash equivalents. 

New Accounting Pronouncements 

In June 1997, the Financial Accounting Standards Board ("FASB") issued SFAS 
NO. 130, "Reporting Comprehensive Income," which establishes standards for 
reporting and disclosure of comprehensive income and its components in a full 
set of financial statements. SFAS No. 130 is effective for fiscal years 
beginning after December 15, 1997, and requires reclassification of comparative 
financial statements for earlier periods. The adoption of SFAS No. 130 has 
resulted in the presentation of comprehensive income (loss) that differs from 
net income (loss) as presented in the accompanying financial statements to the 
extent of foreign currency translation adjustments as shown in the accompanying 
consolidated statements of comprehensive income (loss). The Company 
presentation of its comprehensive income component, foreign currency translation 
adjustments, is presented net of tax, which is $0 for all periods presented, in 
light of the Company's current net operating loss carryforward position. 

Disclosures about Fair Value of Financial Instruments 

The following methods and assumptions were used to estimate the fair value _ 
of each class of financial instrument held by the Company: 

CUrrent assets and liabilities: The carrying value approximates fair value 
due to the short maturity of these items. 

Long-term debt and convertible debt: Since the Company's debt is not 
quoted, estimates are based on each obligations' characteristics, including 
remaining maturity, interest rate, credit rating, collateral, amortization 
schedule and liquidity (without consideration for the convertibility of the 
notes). The Company believes that the carrying amount does not differ 
materially from the fair value. 

4. PROPERTY AND EQUIPMENT, NET (at cost) 

Following is a summary of the Company's property and equipment at July 31, 
1998 and 1999: 

July 31, 

1998 

July 31, 

1999 

Telecommunications equipment 
Land and buildings 
Furniture and fixtures 

$ 6,084,771 
892,507 
882,449 

$ 6,476,395 
447,748 
902,873 
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Equipment under capital leases 
Leasehold improvements 
Other 

5,585,291 
281,014 
517,192 

7,758,739 
474,748 
608,914 

14,233,224 16,669,417 

Less: accumulated depreciation and 
amortization (2,418,514) (4, 712, 671) 

Total - property and equipment, net $11,814,710 $11,956,746 

Depreciation expense as reported in the Company's Consolidated Statements 
of Operations includes depreciation expense related to the Company's capital 
leases. For the years ended July 31, 1997, 1998 and 1999, the Company recorded 
approximately $536,000, $1,453,000 and $2,323.0000. respectively of depreciation 
expense related to its fixed assets. 

5 . NOTES PAYABLE AND CONVERTIBLE DEBT 

Notes Payable 

Notes payable are comprised of the following, July 31, 

1998 1999 

Note payable to a company, see terms below. $ 25,320 $ 137,071 

Note payable to an individual, see terms below. 150,000 

Note payable to a bank, see terms below. 150,000 

Notes payable to related parties, see terms 100,000 
below. 

Note payable to an individual, see terms below. 368,768 

Notes payable to various banks, see terms below 416,846 56,878 

Notes payable to a company, net of discount, see 
terms below. 364,803 309,588 

$1,406,969 $1,272,305 

Less: current portion $ 688,005 $ 960,523 

Total non-current notes payable 
$ 718.964 $ 311,782 

During November 1996. the Company entered into an agreement with a 
financing company under which the Company is advanced an additional 13.75\ of 
its receivables sold to a billing clearinghouse, as discussed in Note 3. These 
advances are typically outstanding for periods of less than 90 days, and are 
repaid, including accrued interest, by the clearinghouse on behalf of the 
Company as its receivables from long distance call services are collected. The 
Company was charged 4' per month for these fundings. When the agreement with the 
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financing company expired in November 1998. it was renewed on a month-to-month 
basis, and the Company ceased using the factoring arrangement altogether in 
April 1999 as part of its ongoing effort to minimize costs. The approximate 
$137,000 outstanding represents advances to be repaid by the clearinghouse to 
the financing company upon its subsequent collection of its receivables from 
long distance call services. 

During February 1999, the Company entered into a note payable with an 
individual, for working capital purposes, in the amount of $150,000. Interest 
accrues at an interest rate of 12' per year. principal and interest due at 
maturity. The note originally matured in May 1999, but the Company has extended 
the note with the individual for an additional six months. 

During January 1999, one of the Company's subsidiaries entered into a note 
payable with a bank in the amount of $180,000 related to its acquisition of a 
computer software program known as "CuteFTP". (See Note 10). The note calls 
for principal payments of $5,000 per month for twelve months and $10,000 per 
month for twelve months. Interest accrues monthly at an interest rate of the 
Lender's "Prime Rate" plus 1'. At July 31, 1999, the Lender's "Prime Rate" was 
8.00'. 

In February 1999, the Company entered into notes payable with related 
parties, all of whom were officers or directors of the Company in the amount of 
$250,000. The notes accrue interest at a rate of 12' per year until paid in 
full. As of July 31, 1999, $100,000 of the notes remain outstanding. 

In January 1999, one of the Company's subsidiaries entered into an 
agreement with an individual related to its acquisition of a computer software 
program known as "CuteFTP". (See Note 10). The agreement calls for twelve 
principal and interest payments of $63,000 per month beginning February 28, . 
1999. The Company has imputed interest using an interest rate of 12' per annum. 

As of July 31, 1998 and July 31, 1999, the Company through its acquisition 
of Computel had approximately $416,846 and $56,878, respectively, of bank notes 
payable to various banks in Mexico. The notes have interest rates ranging from 
8' to 15', with monthly principal and interest payments of approximately $7,500. 
The notes mature between October 1999 and December 2015 and are col laterized by 
the assets of Computel. In the year ended July 31, 1999, the Company through 
Computel exchanged certain assets col laterized by the notes for a reduction in 
its indebtedness. The notes remaining mature during the year ended July 2000. 

During October 1997, the Company entered into a note payable with a company 
in the amount of $1,000,000. The note calls for quarterly payments of principal 
and interest beginning in January 1998 and continuing until October 2004. 
Interest accrues on the unpaid principal at the rate of 13' per year. The 
Company also issued 250,000 warrants to the note holder which carry an exercise 
price of $3.56 per warrant. These warrants expire in October 2000. The amount 
of debt discount recorded by the Company related to the issuance of these 
warrants was $103,333. The fair value of the warrants was calculated on the date 
of issuance using an option pricing model with the following assumptions: 
Dividend yield of 0.0', expected volatility of 30', risk-free interest rate of 
6.00', and an expected life of three years. The warrants expire three years 
from their date of issuance, and are not exercisable for a period of one year 
after their initial issuance. In January 1998, the noteholder exercised 700,000 
warrants at an exercise price 
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of $0.70, unrelated to the warrants noted above, in consideration of a $490,000 
reduction of the principal balance outstanding on the note. 

Convertible Debt 

In March and May 1997, the Company issued $2.2 million in convertible 
notes, interest at lot. The principal and interest, which accrues quarterly, is 
due and payable three years from the date of issuance. The convertible notes 
convert into fully redeemable preferred stock at the Company's option. In 
addition, for each $50,000 unit of convertible debt, each holder was issued 
108,549 warrants to purchase an equal number of shares of common stock at $0.27 
per share. The fair value of the warrants was determined to be $0.37 per share 
and the Company assigned $990,000 to the value of the warrants in stockholders' 
equity. The fair value of the warrants was calculated on the date of issuance 
using an option pricing model with the following assumptions: Dividend yield of 
O.ot, expected volatility of 62t, risk-free interest rate of 6.35%, and an 
expected life of three years. The warrants expire three years from their date 
of issuance, and were not exercisable for a period of one year after their 
initial issuance. The Company has recorded the $990,000 as debt discount and is 
amortizing the discount over the term of the debt based on the effective 
interest method. Principal outstanding as of July 31, 1998 and July 31, 1999, 
net of debt discount, was $1,603,802 and $1,942,614, respectively. All of the 
outstanding principal at July 31, 1999 is reflected in the current portion of 
convertible long-term debt. 

Maturities of notes payable and convertible debt as of July 31, 1999 were as 
follows: 

Year Ending July 31, 2000 $2,903,137 

2001 107,983 

2002 56,949 

2003 67,138 

2004 78,71S 

Thereafter 994 

Total $3,214,919 

6. LEASES 

operating Leases 

The Company leases office space, furniture, equipment and network capacity 
under noncancelable operating leases and certain month-to-month leases. During 
fiscal 1997, 1998 and 1999, the Company also leased certain equipment under 
capital leasing arrangements. Rental expense under operating leases for the 
years ended July 31, 1997, 1998 and 1999, was $176,700, $942,750 and $2,952,710, 
respectively. Future minimum lease payments under the noncancelable operating 
leases at July 31, 1999 are as follows: 
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2000 $ 2,929,328 

2001 3,284,740 

2002 2,598,753 

2003 583,524

2004 574,542

Thereafter 1,864,863 


Total minimum lease payments $11,835,750 
===---=~=.-

capital Leases 

Future minimum lease payments under the capital leases together with the 
present value of the net minimum lease payment at July 31, 1999 are as follows: 

2000 $ 2,295,036 
2001 2,246,127 
2002 2,022,825 
2003 1,758,391 
2004 562,335 
Thereafter 277,435 

Total minimum lease payments 9,162,149 
Less: Amount representing taxes (45,302) 

Net m~n~mum lease payments 9,116,847 
Less: Amount representing interest (2,164,572) 

Present value of minimum lease payments $ 6,952,275 

In April 1997, the Company, through ATSI-Mexico secured a capital lease 
facility with IBM de Mexico to purchase intelligent pay telephones for 
installation in Mexico. The capital lease facility of approximately $1.725 
million has allowed the Company to install U.S. standard intelligent pay 
telephones in various Mexican markets. In April 1998, the Company through ATSI­
Mexico secured an additional capital lease facility with IBM de Mexico for 
approximately $2.9 million to increase network capacity and to fund the purchase 
and installation of public telephones in Mexico. In May 1999. the Company
restructured its capital lease obligation with IBM de Mexico by extending the 
payment of its total obligation. The restructured lease facility calls for 
monthly payments of principal and interest of approximately $108,000 beginning 
in July 1999 and extending through June 2003. Interest accrues on the facility 
at an interest rate of approximately 13% per year. The obligation outstanding 
under said facility at July 31, 1998 and July 31, 1999 was approximately 
$4,272,000 and $3,826,000, respectively. 

In December 1998, the Company ordered a DMS 250/300 International gateway 
switch from Northern Telecom, Inc. at a cost of approximately $1.8 million. As 
of July 31, 1999, the Company entered into a capital lease transaction with NTFC 
Capital Corporation, ("NTFC") to finance the switch and an additional 
approximate $200,000 of equipment over a five and a half-year period with 
payments delayed for six months. Quarterly payments approximate $139,000 and the 
capital lease has an interest rate of approximately 11%. The lease facility 
requires that the company meet certain financial covenants on a quarterly basis 
beginning October 31, 1999, including minimum revenue levels, gross margin 
levels, EBITDA results and debt to equity ratios. Due primarily to pricing 
pressures in the Company's network transport services business, 
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the Company may not be able to meet some of the financial covenants in the 
facility, which, if not cured, would allow NTFC to demand payment in full of the 
amount outstanding. However, because management does not believe that non­
compliance is a certainty, the majority of the amount outstanding under the 
facility has been classified as non-current in the accompanying balance sheet. 
The Company also has certain affirmative covenants under the facility, including 
a covenant on Year 2000 compliance, under which the Company gives assurance that 
the Company's systems will be able to process transactions effectively before, 
on and after January 1, 2000. 

The Company secured a capital lease for approximately $500.000 in December 
1998 for the purchase of ATM equipment from Network Equipment Technologies
("N.E.T"). The capital lease is for thirty-six months with monthly payments of 
approximately $16,000 a month. The Company's capital leases have interest rates 
ranging from 11% to 14%. 

7 . DEFERRED REVENUE 

The Company records deferred revenue related to the private network 
services it provides. Customers may be required to advance cash to the Company 
prior to service commencement to partially cover the cost of equipment and 
related installation costs. Any cash received prior to the actual commencement 
of services is recorded as deferred revenue until services are provided by the 
Company, at which time the Company recognizes service commencement revenue. 

8. SHARE CAPITAL 

As discussed in Note 1, in May 1998, the Company completed its Plan of 
Arrangement whereby the shareholders of ATSI-Canada exchanged their shares on a 
one-for-one basis for shares of ATSI-Delaware stock. The exchange of shares 
resulted in the recording on the Company's books of $0.001 par value stock and 
additional paid-in capital. 

During the year ended July 31, 1997, the Company issued 13,012,448 common 
shares. Of this total, 5,760,355 shares were issued for approximately 
$4,737,000 of net cash proceeds, 924,761 shares were issued for services 
rendered to the Company, 3,611,786 shares were issued for the conversion of 
convertible debt to common shares, and 2,715,546 shares were issued related to 
the Company's acquisition of Computel. (See Note 10). 

During the year ended July 31, 1998, the Company issued 8,816,461 
common shares. Of this total, 7,765,174 shares were issued for approximately 
$3.2 million of net cash proceeds and reductions in indebtedness of 
approximately $1.1 million through the exercise of 7,765,174 warrants and 
options, 245,016 shares were issued for services rendered to the Company, 
200,000 were issued resulting from the conversion of a $100,000 convertible note 
and 606,271 shares were issued for approximately $333,000 in net cash proceeds. 

During the year ended July 31, 1999, the Company issued 3,081,721 

common shares. Of this total, 2,203,160 shares were issued for approximately 

$1.3 million of net cash through the 
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exercise of 2,203,160 warrants and options, 36,643 shares were issued for 
consulting services rendered to the Company, 59,101 shares were issued to a 
shareholder in exchange for a guarantee of up to $500,000 of Company debt, 
503,387 shares and an equal number of warrants to purchase the Company's common 
stock for $0.70 per share were issued in exchange for approximately $300,000 in 
net cash proceeds and 279,430 shares were issued related to the Company's 
acquisition of certain customer contracts in previous years. The shares issued 
for services rendered·, the guarantee of Company debt, and the shares issued for 
the $300,000 in cash proceeds (including the shares underlying the warrants 
issued) have not been registered by the Company, nor does the Company have any 
obligation to register such shares. 

At July 31, 1999, stock subscription receivables of $42,500, were 
outstanding related to sales of common stock. Such amounts were collected by 
the Company subsequent to said date. No dividends were paid on the Company's 
stock during the years ended July 31, 1997, 1998 and 1999. 

The shareholders of ATSI-Canada approved the creation of a class of 
preferred stock at the Company's annual shareholders meeting on May 21, 1997. 
Effective June 25, 1997, the class of preferred stock was authorized under the 
Ontario Business corporations Act. According to the Company's amended Articles 
of Incorporation, the Company's Board of Directors may issue, in series, an 
unlimited number of preferred shares, without par value. No preferred shares 
have been issued as of July 31, 1999. 

Pursuant to ATSI-Delaware's Certificate of Incorporation, the 
Company's Board of Directors may issue, in series, an unlimited number of 
preferred shares, with a par value of $0.001. In March and April 1999, the 
Company issued a total of 24,146 shares of Series A Preferred Stock for cash 
proceeds of approximately $2.4 million and in July 1999 the Company issued 2,OOQ 
shares of Series B Preferred Stock for cash proceeds of approximately $2.0 
million. The Series A Preferred Stock accrues cumulative dividends at the rate 
of 10% per annum payable quarterly, while the Series B Preferred Stock accrues 
cumulative dividends at the rate of 6% per annum. 

In September 1999, the Company issued 500 shares of Series C Preferred 
Stock for cash proceeds of approximately $500,000. The Series C Preferred Stock 
accrues cumulative dividends at the rate of 6t per annum. 

The Series A Preferred Stock and any accumulated, unpaid dividends may 
be converted into Common Stock for up to one year at the average closing price 
of the Common.Stock for twenty (20) trading days preceding the Date of Closing 
(the "Initial Conversion Price"). On each Anniversary Date up to and including 
the fifth Anniversary Date, the Conversion price on any unconverted Preferred 
Stock, will be reset to be equal to 75% of the average closing price of the 
stock for the then twenty (20) preceding days provided that the Conversion price 
can not be reset any lower than 75t of the Initial Conversion Price. The Series 
B Preferred Stock and any accumulated, unpaid dividends may be converted into 
Common Stock for up to two years at the lesser of a) the market price on the day 
prior to closing or b) 78% of the five lowest closing bid prices on the ten days 
preceding conversion. As these conversion features are considered a "beneficial 
conversion feature" to the holder, the Company allocated approximately $1.6 
million and $1.1 million, respectively of the approximate $2.4 million and $2.0 
million, respectively, in proceeds to additional paid-in capital as a discount 
to be amortized over a twelve month and 
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three month period, respectively. The Series A Preferred Stock is callable and 
redeemable by the Company at 100% of its face value, plus any accumulated, 
unpaid dividends at the Company's option any time after the Common Stock of the 
Company has traded at 200% or more of the conversion price in effect for at 
least twenty (20) consecutive trading days, so long as the Company does not call 
the Preferred Stock prior to the first anniversary date of the Date of Closing. 
The Series B Preferred Stock is callable and redeemable by the Company at 127% 
of its face value, plus any accumulated, unpaid dividends at the Company's 
option any time prior to the second anniversary date of the Date of Closing. 

The Series C Preferred Stock and any accumulated, unpaid dividends may 
be converted into Common Stock for up to two years at the lesser of a) the 
market price on the day prior to closing or b) 78% of the five lowest closing 
bid prices on the ten days preceding conversion. Consistent with the accounting 
for the Company's Series A and Series B Preferred Stock, this is considered a 
"beneficial conversion feature" to the holder. The Company will allocate 
approximately $139,000 of the proceeds to additional paid-in capital as a 
discount to be amortized over a three-month period. 

The terms of the Company's Series A, Series B and Series C Preferred 
Stock restrict the Company from declaring and paying on its common stock until 
such time as all outstanding dividends have been fulfilled related to the 
Preferred Stock. 

9. STOCK PURCHASE WARRANTS AND STOCK OPTIONS 

During the year ended July 31, 1999, certain shareholders and holders 
of convertible debt of the Company were issued warrants to purchase shares of . 
common stock at exercise prices ranging from $0.70 to $1.06 per share. 
Following is a summary of warrant activity from August 1, 1996 through July 31, 
1999: 

Year Ending July 31, 

1997 1998 1999 

Warrants outstanding, beginning 8,097,463 14,489,942 7,562,168 

Warrants issued 9,931,854 667,400 933,387 

Warrants expired (777,200) (2,386,470) 
Warrants exercised (2,762,175) (7,595,174) (1,905,160) 

14,489,942 7,562,168 4,203,925 
== __ =!;It:;=:===Warrants outstanding, ending ==-2:111=====_ --======== 
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Warrants outstanding at July 31, 1999 expire as follows: 

NUmber of Warrants Exercise Price Expiration Date 

80,000 
30,000 

367,400 
550,824 

1,030,060 
1,000,000 

192,254 
503,387 

50,000 
250,000 

50,000 
100,000 

$1.06 
$0.50 
$0.85 
$0.85 
$0.27 
$0.70 
$0.75 
$0.70 
$2.00 
$3.56 
$3.09 
$1.25 

November 6, 1999 
December 31, 1999 

January 1, 2000 
February 7, 2000 

February 17, 2000 
February 28, 2000 

April 7, 2000 

April 13, 2000 


June 20, 2000 

October 14, 2000 

March 9, 2002 
July 2, 2004 

The Company had two fixed stock plans during 1997. The Company had a stock 
option plan that was in existence since May 1994 (the Canadian Plan). No 
options were ever issued as part of the Canadian Plan, even though the Company 
had the ability to issue options to acquire approximately 2,800,000 shares of 
the Company's common stock. In February 1997, the Company's Board of Directors 
adopted the 1997 Stock Option Plan, which replaced the Canadian Plan. Under the 
1997 Stock Option Plan, options to purchase up to 5,000,000 shares of common 
stock may be granted to employees, directors, consultants and advisers. The _. 
1997 Stock Option Plan is intended to permit the Company to retain and attract ~ 
qualified individuals who will contribute to the company's overall success. The 
exercise price of all of the options is equal to the market price of the shares 
of common stock as of the date of grant. The options vest pursuant to the 
individual stock option agreements, usually 33 percent per year beginning one 
year from the grant date with unexercised options expiring ten years after the 
date of the grant. On February 10, 1997, the Board of Directors granted a total 
of 4,488,000 options to purchase Common Shares to directors and employees of the 
Company. Certain grants were considered vested based on past service as of 
February 10, 1997. The 1997 Stock Option Plan was approved by a vote of the 
stockholders at the Company's Annual Meeting of Shareholders on May 21, 1997. 

In September 1998, the Company's Board of Directors adopted the 1998 Stock 
Option Plan. Under the 1998 Stock Option Plan, options to purchase up to 
2,000,000 shares of common stock may be granted to employees, directors and 
certain other persons. The 1997 and 1998 Stock Option Plans are intended to 
permit the Company to retain and attract qualified individuals who will 
contribute to the Company's overall success. The exercise price of all of the 
options is equal to the market price of the shares of common stock as of the 
date of grant. The options vest pursuant to the individual stock option 
agreements, usually 33 percent per year beginning one year from the grant date 
with unexercised options expiring ten years after the date of the grant. On 
September 9, 1998, the Board of Directors granted a total of 1,541,000 options 
to purchase 
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common stock to directors and employees of the Company. On December 16, 1998, 
the Board approved the granting of an additional 302,300 in options to employees 
of the Company. The 1998 Stock Option Plan was approved by a vote of the 
stockholders at the Company's Annual Meeting of Shareholders on December 17, 
1998. 

A summary of the status of the Company's 1997 and 1998 Stock Option Plans 
for the years ended July 31, 1997, 1998 and 1999 and changes during the periods 
are presented below: 

Years Ended July 31, 

1997 Stock Option Plan 1997 1998 

Weighted 
Average 

Weighed 
Average 

Shares Exercise Shares Exercise 
Price Price 

Outstanding, beginning of year 
Granted 
Exercised 

4,488,000 $0.58 
4,483,000 

429,000 
(245,000) 

$0.58 
$2.33 
$0.58 

Forfeited 
Outstanding, end of year 

(5,000) 
4,483,000 
=:a:c=== ••• 

$0.58 
$0.58 
===_:: 

(11,667) 
4,655,333 
========= 

$1.28 
$0.74 

Options exercisable at end of 
year 1,786,332 $0.58 2,571,332 $0.58 

==a===_._ ::========= 
Weighted average fair value of 
options granted during the year $0.45 $1. 50 

1997 Stock Option Plan 

Outstanding, beginning of year 
Granted 
Exercised 
Forfeited 
Outstanding, end of year 

Options exercisable at end of 
year 

Weighted average fair value of 
options granted during the year 

Year Ended July 31, 

1999 

Weighted 
Average 

Exercise 
Shares Price 

4,655,333 $0.74 

(298,000) $0.58 
(134,666) $0.71 

4,222,667 $0.75 
= ••••--== 

3,271,333_== ___ :=-= 
$0.60 

$0.00 
====­

62 




"-' ---. 

Year Ended July 31, 

1999 

1998 Stock Option Plan 
Weighted 

Average 
Exercise 

Shares Price 

OUtstanding, beginning of year
Granted 
Exercised 

1,843,300 $0.60 

Forfeited 
Outstanding, end of year 

(57,500) 
1,785,800 

$0.78 
$0.60 

Options exercisable at end ,of 
year 

Weighted average fair value of 
options granted during the year $0.64 

The weighted average remaining contractual life of the stock options 
outstanding at July 31, 1999 is approximately 7.5 years for options granted 
under the 1997 Stock Option Plan and approximately 9 years for options granted
under the 1998 Stock Option Plan. 

In October 1995, SFAS No. 123, nAccounting for Stock-Sased Compensation" 
was issued. SPAS 123 defines a fair value based method of accounting for 
employee stock options or similar equity instruments and encourages all entities 
to adopt that method of accounting for all of their employee stock compensation 
plans. Under the fair value based method, compensation cost is measured at the 
grant date based on the value of the award and is recognized over the service 
period of the award, which is usually the vesting period. However, SFAS 123 
also allows entities to continue to measure compensation costs for employee 
stock compensation plans USing the intrinsic value method of accounting 
prescribed by APS· Opinion No. 25, "Accounting for Stock Issued to Employees· 
("APB 25"). The Company has adopted SPAS 123 effective August 1, 1996, and has 
elected to remain with the accounting prescribed by APS 25. The Company has 
made the required disclosures prescribed by SPAS 123. 

In accordance with APB 25, the Company recorded approximately $1.4 million 
in deferred compensation related to approximately 1.5 million of the options 
granted based on the increase in the Company's stock price from February 10, 
1997 when the options were granted, to May 21, 1997, when the underlying 1997 
Stock Option Plan was approved by the Company's shareholders. Additionally, the 
Company recorded approximately $340,000 in deferred compensation related to 
approximately 1.5 million of the options granted based on the increase in the 
Company's stock price from September 9, 1998 to December 17, 1998, when the 
underlying 1998 Stock Option Plan was approved by the Company's shareholders. 

As of July 31, 1998 and July 31, 1999, the Company had $666,899 and 
$465,487, respectively, of deferred compensation related to options granted. 

Because the Company has elected to remain with the accounting prescribed by 
APB 25, no compensation cost has been recognized for its fixed stock option plan 
based on SFAS 123. Had compensation cost for the Company's stock-based 
compensation plans been determined on 
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the fair value of the grant dates for awards under the fixed stock option plans 
consistent with the method of SFAS 123, the Company's net loss (in thousands) 
and loss per share would have been increased to the pro forma amounts indicated 
below: 

Year Ended Year Ended Year Ended 
July 31, 1997 July 31, 1998 July 31, 1999 

Net LoSS to common stockholders 

As reported $(4,695) $(5,094) $(7,591) 

Pro forma $(5,235) $(5,936) $(7,312) 

Basic and Diluted Loss per share 

As reported $ (0.18) $ (0.12) $ (0.16) 

Pro forma $ (0.20) $ (0.14) $ (0.15) 

The fair value of the option grant is estimated based on the date of grant 
using an option pricing model with the following assumptions used for the grants 
in 1997, 1998 and 1999: Dividend yield of 0.0%, expected volatility of 60%, 46% 
and 62%, respectively, risk-free interest rate of 6.41%, 5.10% and 6.50%, 
respectively, and an expected life of ten years. 

10. ACQUISITIONS 

As discussed in Note 1, the Company acquired 55% of Computel in May 1997 
and acquired the remaining shares in August 1997. The total purchase price for 
the acquisition of Computel was approximately $3.6 million, of which $1.1 
million was paid in cash, $700,000 in a note receivable forgiven by the Company 
and approximately $1.8 million in common stock, representing 2,715,546 shares. 
The Company recorded the assets and liabilities of Computel as of May 1, 1997. 
As Computel had net liabilities at May 1, 1997, the Company recorded goodwill of 
$2,279,231 related to the acquisition. The remaining 45% ownership interest is 
reflected as minority interest at July 31, 1997. Per the terms of the 
agreement, the remaining shares of Computel were acquired in August 1997 for the 
previously mentioned cash payment of approximately $1.1 million and forgiveness 
of the aforementioned note receivable. The Company recorded additional goodwill 
of approximately $2,857,000. 

The following unaudited pro forma results of operations for the year ended 
July 31, 1997, assumes the acquisition of Computel occurred as of the beginning 
of the period. Such pro forma information is not necessarily indicative of the 
results of future operations. 
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Year Ended July 31, 

1997 

(Unaudited) 

Operating revenues 
Net loss 
Basic and Diluted net loss per share 

$ 20,312,000 
($5,408,000) 

($0.19) 

These unaudited pro forma results have been prepared for comparative 
purposes only and include certain adjustments such as additional amortization of 
goodwill as a result of the acquisition, and the elimination of intercompany
transactions. The unaudited pro forma information is not necessarily indicative 
of the results that would hav~ occurred had such transactions actually taken 
place at the beginning of the period specified nor does such information purport 
to project the results of operations for any future date or period. 

Pro forma results of operations for the year ended July 31, 1998 have been 
omitted, as pro forma results would not materially differ from actual results of 
operations for the period. 

In January 1999, the Company acquired the rights to the source code of a 
computer software program known as ftCUteFTP". Prior to January 1999, the Company 
had been the distributor of this software under an exclusive distribution 
agreement executed in June 1996 with the software'S author. The Company 
acquired the rights to CUteFTP in exchange for cash payments totaling 
approximately $190,000 in January and February 1999 and an additional $756,000 
to be paid in twelve monthly installments. 

11. SEGMENT REPORTING 

In June 1997, the FASB issued SFAS No. 131, "Disclosures About Segments of 
an Enterprise and Related Information," which establishes standards for 
reporting information about operating segments in annual and interim financial 
statements. It also establishes standards for related disclosures about 
products and services, geographic areas and major customers. SFAS No. 131 
supersedes SFAS No. 14, "Financial Reporting for Segments of a Business 
Enterprise. ft Generally, financial information is required to be reported on the 
basis that it is used internally for evaluating segment performance and deciding 
how to allocate resources to segments. SFAS No. 131 is effective for financial 
statements for periods beginning after December 15, 1997. SFAS No. 131 need not 
be applied to interim financial statements in the initial year of its 
application, but comparative information for interim periods in the initial year 
of application is to be reported in financial statements for interim periods in 
the second year of application. In an attempt to identify its reportable
operating segments, the Company considered a number of factors or criteria. 
These criteria included segmenting based upon geographic boundaries only, 
segmenting based on the products and services provided, segmenting based on 
legal entity and segmenting by business focus. Based on these criteria or 
factors the Company has determined that it has three reportable operating 
segments: (1) U.S. Telco; (2) Mexico Telco; and (3) Internet e-commerce. 
Clearly, the CompanY's Internet e-commerce subsidiary, GlobalSCAPE, Inc. and its 
operations can be differentiated from the telecommunication focus of the rest of 
the Company. Additionally, the Company believes that its U.S. and Mexican 
subsidiaries should be 
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separate segments in spite of the fact that many of the products are borderless. 
Both, the u.s. Telco and Mexican Telco segments include revenues generated from 
Integrated prepaid, Postpaid, and Private Network Services. The Company's 
Carrier Services revenues, generated as a part of its U.S. Telco segment, are 
the only revenues not currently generated by both the U.S. Telco and Mexico 
Telco segments. The Company has included the operations of ATSI-Canada, ATSI­
Delaware and all businesses falling below the reporting threshold in the "Other" 
segment. The "Other" segment also includes intercompany eliminations. 

As of and for the years ending 

July 31, July 31, July 31, 
1997 1998 1999 

U.S. Telco 

External revenues $ 13,714,251 $ 26,695,690 $ 25,516,665 
Intercompany revenues $ 330,362 $ 1,300,000 $ 800,012 

Total revenues $ 14,044,613 $ 27,995,690 $ 26,316,677 
========:•••• ======aa==aa ...::::_._._--­

Earnings before interest, taxes, 
depreciation and amortization (EBITDA) 

($3,131,841) ($16,807) ($1,485,045) 

Operating loss ($3,603,447) ($1,294,037) ($3,34.2',035) 

Net loss ($3,806,889) ($1,819,986) ($3, 86g::051) 

Total assets $ 6,450,033 $ 10,049,021 $ 9,606,263 

Mexico Telco 

External revenues $ 1,949,755 $ 6,298,620 $ 6,359,238 
Intercompany revenues $ 1,359,891 $ 5,136,541 $ 5,052,890 

... ----------- _.... ---------- .... _--------­
Total revenues $ 3,309,646 $ 11,435,161 $ 11,412,128 

-_.-.--.---- ======s===== -======:1====­

EBITDA ($183,002) ($1,434,261) ($1,071,502) 


Operating loss ($273,740) ($1,927,928) ($2,253,037) 


Net loss ($364,402) ($2,564,103) ($2,691,450) 


Total assets $ 9,097,780 $ 17,228,025 $ 13.236,868 


Internet e-commerce 


External revenues $ 564,381 $ 1,525,517 $ 2,642,376 

Intercompany revenues 25,000 

... _----­------------ ----_ 
Total revenues $ 564,381 $ 1,550,517 $ 2,642,376 

=--========== -========-=== =::1_========­

EBITDA $ 39,197 $ 215,051 $ 1,052,015 

Operating income $ 36,483 $ 188,658 $ 873,832 
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Net income $ 38,282 $ 197,698 $ 854,068 

Total assets $ 266,955 $ 537,289 $ 1,222,238 

Other 

External revenues 
Intercompany revenues ($1,690,253) ($6,461,541) ($5,852,902) 

Total revenues ($1,690,253) ($6,461,541) ($5,852,902) 
============ =========.:::== ============ 

EBITDA ($ 335,325) ($408,783) ($287,110) 


Operating loss ($361,013) ($433,683) ($318,274) 


Net loss ($562,119) ($907,570) ($1,887,651) 


Total assets $ 5,940 ($3,563,743) $ 88,924 


Total 


External revenues $ 16,228,387 $ 34,519,827 $ 34,518,279 

Intercompany revenues 

Total revenues $ 16,228,387 $ 34,519,827 $ 34,518,279 
============ ============ ============ 

EBITDA ($3,610,971) ($1,644,800) ($1,791,642) 

Depreciation, Depletion and 
Amortization 

($590,746) ($1,822,190) ($3,247,872) 

Operating loss ($4,201,717) ($3,466,990) ($5,039,514) 

Net loss ($4,695,128) ($5,093,961) ($7,591,084) 

Total assets $15,820,708 $24,250,592 $24,154,293 

12. INCOME TAXES 

As of July 31,1999, the Company had net operating loss carryforwards of 
approximately $9,335,000 for U.S. federal income tax purposes which are 
available to reduce future taxable income of which $534,000 will expire in 2009, 
$2,385,000 will expire in 2010, $2,083,000 will expire in 2011, $2,894,000 will 
expire in 2012 and $1,439,000 will expire in 2019. The availability of the net 
operating loss (NOL) carryforwards to reduce U.S. federal taxable income is 
subject to various limitations in the event of an ownership change as defined in 
Section 382 of the Internal Revenue Code of 1986 (the "Code"). The Company 
experienced a change in ownership in excess of 50 percent, as defined in the 
Code, during the year ended July 31, 1998. This change in ownership limits the 
annual utilization of NOL under the Code to $1,284,000 per year, but does not 
impact its ability to utilize its NOL's because the annual limitation under the 
Code would allow full utilization within the statutory carryforward period. 
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The tax effects of significant temporary differences representing deferred 
income tax assets and liabilities are as follows as of July 31, 1998 and 1999: 

July 31, 1998 July 31,1999 

Net operating .loss carryforward $ 2,919,000 $ 3,174,000 

Other tax differences, net 628,000 839,000 

valuation allowance (3,547,000) (4,013,000) 

Total deferred income tax assets $ $ 
::;:=:;;;::::;1:::=::;;;;===== =========== 

A valuation reserve of $3,547,000 and $4,013,000, as of July 31, 1998 and 
1999, respectively, representing the total of net deferred tax assets has been 
recognized by the Company as it cannot determine that it is more likely than not 
that all of the deferred tax assets will be realized. 

Additionally, the Company's effective tax rate differs from the statutory 
rate as the tax benefits have not been recorded on the losses incurred for the 
years ended July 31, 1997, 1998 and 1999. 

13. COMMITMENTS AND CONTINGENCIES 

During the years ended July 31, 1998 and 1999, nine officers of the Compan¥ 
entered into employment agreements with ATSI-Texas or ATSI-Delaware, generally _ 
for periods of up to three years (with automatic one-year extensions) unless 
terminated earlier in accordance with the terms of the respective agreements. 
The annual base salary under such agreements for each of these nine officers 
range from $75,000 to $100,000 per annum, and is subject to increase within the 
discretion of the Board. In addition, each of these officers is eligible to 
receive a bonus in such amount as may be determined by the Board of Directors 
from time to time. Bonuses may not exceed 50t of the executive's base salary in 
any fiscal year. No bonuses were paid during fiscal 1999. 

Effective August 1998, two of the aforementioned officers entered into 
employment agreements with ATSI-Delaware, which superceded their previous 
agreements, each for a period of three years (with automatic one-year 
extensions) unless terminated earlier in accordance with the terms of the 
respective agreements. The annual base salary under such agreements for each of 
these two officers may not be less than $127,000 and $130,000, respectively, per 
annum, and is subject to increase within the discretion of the Board. In 
addition, each of these officers is eligible to receive a bonus in such amount 
as may be determined by the Board of Directors from time to time. Bonuses may 
not exceed 50t of the executive's base salary in any fiscal year. No such 
bonuses were awarded for fiscal 1999. 

Subsequent to July 31, 1999, three officers whose employment agreements 
were to expire January 1, 2000 were informed that their agreements would not be 
renewed under the current terms and conditions. Two of the three officers have 
since entered into new employment agreements with ATSI-Delaware, each for a 
period of one year unless earlier terminated in 
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accordance with the terms of the respective agreements. The annual base salaries 
under such agreements may not be less than approximately $101,000 and $105,000, 
respectively, per annum, and is subject to increase within the discretion of the 
Board. In addition, each of these officers is eligible to receive a bonus in 
such amount as may be determined by the Board of Directors from time to time. 
Bonuses may not exceed SOt of the executive's base salary in any fiscal year. 

14. RISKS AND UNCERTAINTIES AND CONCENTRATIONS 

The Company's business is dependent upon key pieces of equipment, switching 
and transmission facilities, fiber capacity and the Solaridad satellites. 
Should the Company experience service interruptions from its Underlying 
carriers, equipment failures or should there be damage or destruction to the 
Solaridad satellites or leased fiber lines there would likely be a temporary 
interruption of the Company's services which could adversely or materially 
affect the Company's operations. The Company believes that suitable arrangements 
could be obtained with other satellite or fiber optic network operators to 
provide transmission capacity. Additionally, the Company's network control 
center is protected by an uninterruptible power supply system which, upon 
commercial power failure, utilizes battery back-up until an on-site generator is 
automatically triggered to supply power. 

During the year ended July 31, 1999, the Company's wholesale transport 
business had two customers, whose aggregated revenues approximated lOt of the 
Company's total revenues for the year. No other customer generated revenues 
individually greater than 5t during the year. 

15. RELATED PARTY TRANSACTIONS 

In January 1997, ATSI-Canada entered into an agreement with an 
international consulting firm, of which ATSI-Delaware director Carlos K. Kauachi 
is president, for international business development support. Under the terms 
of the agreement, the Company paid the consulting firm $8,000 per month for a 
period of twelve months. In January 1998, the agreement was renewed at $10,000 
per month for a period of twelve months. In March 1999, the agreement was 
renewed at $6,000 per month for a period of twelve months. 

In April 1998, the Company engaged two companies for billing and 
administrative services related to network management services it provides. The 
companies, which are owned by Tomas Revesz, an ATSI-Delaware director, were paid 
approximately $140,000 for their services during fiscal 1998. Subsequent to 
year-end, the Company entered into an agreement with the two companies capping 
their combined monthly fees at $18,500 per month. For fiscal 1999, the 
companies were paid approximately $180,000 for their services. Additionally, 
the Company has a payable to Mr. Revesz of $90,000. 

In February 1999, the Company entered into notes payable with related 
parties, all of whom were officers or directors of the Company in the amount of 
$250,000. The notes accrue interest at a rate of 12t per year until paid in 
full. As of July 31, 1999, $100,000 of the notes remain outstanding. 
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The Company has entered into a month-to-month agreement with Technology 

Impact Partners, a consulting firm of which Company director Richard C. 
Benkendorf, is principal and owner. Under the agreement, Technology Impact 
Partners provides the Company with various services that include strategic 
planning, business development and financial advisory services. Under the terms 
of the agreement, the Company pays the consulting firm $3,750 per month plus 
expenses. At July 31, 1999, the Company has a payable to Technology Impact 
Partners of approximately $74,000. 

16. LEGAL PROCEEDINGS 

On January 29, 1999, one of the Company's customers, Twister 
Communications, Inc. filed a Demand for Arbitration seeking damages for breach 
of contract before the American Arbitration Association. The customer claims 
that the Company wrongfully terminated an International Carrier Services 
Agreement executed by the parties in June 1998 under which the Company provided 
wholesale carrier services from June 1998 to January 1999. The customer's 
claims for damages represent amounts that it claims it had to pay in order to 
replace the service provided by the Company. The Company disputes that it 
terminated the contract wrongfully and asserts that the customer breached the 
agreement by failing to pay for services rendered and by intentionally making 
false representation regarding its traffic patterns and on March 3, 1999 filed a 
Demand for Arbitration seeking damages for breach of contract in an amount equal 
to the amounts due to the Company for services rendered plus interest, plus 
additional damages for fraud. An arbitration panel was selected and the parties 
are now completing written discovery. 

While the Company believes that it has a justifiable basis for its 
arbitration demand and that it will be able to resolve the dispute without a 
material adverse effect on the Company's financial condition; until the 
arbitration proceedings take place, the Company can not reasonably estimate the 
possible loss, if any, and there can be no assurance that the resolution of this 
dispute would not have an adverse effect on the Company's results of operations. 

On June 16, 1999, the Company's subsidiary, ATSI Texas initiated a lawsuit 
in District Court, Bexar County, Texas against PrimeTEC International, Inc., 
Mike Moehle and Vartec Telecom, Inc. claiming misrepresentation and breach of 
conduct. Under an agreement the Company signed in late 1998, PrimeTEC was to 
provide quality fiber optic capacity in January 1999. Mike Moehle is PrimeTEC's 
former president who negotiated the fiber lease and Vartec is PrimeTEC's parent. 
The delivery of the route in early 1999 was a significant component of the 
Company's operational and sales goal for the year and the failure of its vendor 
to provide the capacity led to the Company negotiating an alternative agreement 
with Bestel, S.A. de C.V. at a higher cost. While the total economic impact is 
still being assessed, the Company believes lost revenues and incremental costs 
are in excess of $15 million. While the Company's contract contains certain 
limitations regarding the type and amounts of damages that can be pursued, the· 
Company has authorized its attorneys to pursue all relief to which it is 
entitled under law. As such, the Company can not reasonably estimate the 
ultimate outcome of neither this lawsuit nor the additional costs that may be 
incurred in the pursuit of its case. 

The Company is also a party to additional claims and legal proceedings 
arising in the ordinary course of business. The Company believes it is unlikely 
that the final outcome of any 
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VERIFICATION 

) 

STATE OF CALIFORNIA ) 


) 

COUNTY OF SAN DIEGO ) 


I, Derek Gietzen, hereby declare under penalty of perjury that I am President and Chief 

Executive Officer of Genesis Communications International, Inc.; that I am authorized to provide 

this verification on its behalf; and that the facts stated in the foregoing documents are true and 

correct to the best ofmy knowledge, information and belief. 

I declare under penalty ofpeIjury that the foregoing is true and correct. 

SIGNATURE: ~~:;;;:? 
NAME: Derek Gi, 

TITLE: President and Chief Executive Office 

A
Subscribed and sworn to before me this day of ~u Lt.,:"! ,2000. 

\ 


...................................... 
 ~~~~ ••.. ELAINE HOPE BLACQUfIN 
. Commission. 1171&11 

Notary Public - Callfcmlo 

san DIego County 


MfCcmm. fiIpNs Jan31.21121 
..... --- - - ._.. -_. --- .............. ~~'--......--....... 


My Commission expires on.JAtJuAtL'--1 3 1 2LJC)(j.
\ :) 
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VERIFICATION 

) 
STATE OF TEXAS ' ) 

) 
COUNTY OF BEXAR ) 

) 

I, Arthur L. Smith, hereby declare under penalty of perjury that I am Chief Executive 

Officer of American TeleSource International, Inc.; that I am authorized to provide this 

verification on its behalf; and that the facts stated in the foregoing documents are true and correct 

to the best of my knowledge, infonnation, and belief. ' 

I declare under penalty of perjury that the foregoing is true and correct. 

SIGNATIJRE: ~=~-
NAME: Arthur L. Smith 

TITLE: Chief Executive Officer 

Subscribed and sworn to before me this Jltltiay of J u L~ ,2000. 

.'\l"'V'~~'~' I(ATHLEENKELLER 
.. [),. Notary PublIc. State ofTexas 
~ ~f~~ MyCommtsslon~01-2+4)3 

itt'\\ 

tjy~ 


My Commission expires on () ll.;:t.4.l 0 ? 




