SWIDLER BERLIN SHEREFFE FRIEDMAN, LLP

3000 K STREET, NW, SUITE 300

WASHINGTON, DC 20007-5116
TELEPHONE (202)424-7500
FACSIMILE (202) 4247647
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July 19, 2000 -
VIA OVERNIGHT MAIL

Ms. Blanca S. Bayo
Director, Division of Records & Reporting
Florida Public Service Commission
2540 Shumard Oak Blvd. i
Tallahassee, Florida 32399-0870 000903~ TF
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") of a series of transactions whereby Genesis will become a wholly-owned subsidiary
of ATSI. 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), i1s 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, ATSI will acquire control of Genesis through a series of transactions.
Following consummation of the transactions, Genesis will be a wholly-owned subsidiary of ATSI.
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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L DESCRIPTION OF THE COMPANIES

A. American TeleSource International, Inc.

ATSI is a Delaware company headquartered in San Antonio, Texas. The shares of ATSI are
publicly traded on the American Exchange under the symbol Al. 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 TeleSource Intemational, 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-TT 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-T1 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 of public record at the Commission, and Applicants
respectfully request that it be incorporated by reference herein.

III. DESCRIPTION OF THE TRANSACTION

ATSI 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 of transactions including the merger of Genesis 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 ATSI, 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 notinvolve a change in the manner in which Genesis provides
service to its customers. Following consummation of the 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 of service 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 Shereff Friedman, 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 El Camino Real

Suite 102

San Diego, CA 92130-2565

Tel:  (858) 792-2400

Fax: (858)793-8339

IV.  PUBLIC INTEREST CONSIDERATIONS

Consummation of the 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 of high 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 of this 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,

i ,;) -
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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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 consoclidated 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 asgsurance 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 19%9, 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 consclidated 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 clagsification 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.

/8/ 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)

July 3%,

ASHETS

CURRENT ASSETS:

Cash and cash equivalents s 1,091 3 379

Accounts receivable, net of allowance of $209 and $1,600, respectively 3,748 3,693

Prepaid expenses and other 844 987
Total current assets 5,683 5.05%

PROPERTY AND EQUIPMENT (At cost): 14,233 16,668

Less - Accumulated depreciation and smortization 12,418} {4,713}
Net property and equipment ' 11,815 11,956

OTHER ASSETS, net

Qoodwill, net 5,081 5,032

Contracts, net 1,173 703

Trademarks, net - 189

Other assets 489 €15
Total assets $ 24,251 s 24,154

e —————— esmecunmamew

LIABILITIES AND STOCKHOLDERS'® BQUITY

CURRENT LIABILITIES:

Accounts payable $ 5,683 3 4,164
Accrued liabilities 2,113 3,239
current portion of notes payable 688 981
current portion of convertible long-term dedt - 1,942
Current portion of obligations under capital leases 2,351 1,430
Daferred revenue 535 233
Total current liabilities 11,379 11,969
LORG-TERM LIABILITIES:
Notes payable, leas current portion I19 312
Convertible long-term debt, less vurrent portion 1,604 -
Obligations under capital leases, less cuxrent portion 2,941 5,523
Othex 530 213
Total long-term liabilities 5,794 6,048

COMMITMENTS AND CONTINGERCIES: (See Note 13)

STOCKHOLDERS® BQUITY:
Preferrsd stock, $0.001 par value, 10,000,000 shares
asuthorized,
Seriss A Cumulative Convartible Preferved Stock, 50,000
authorized, no shares issued and outstanding at July 31,
24,145 shares issued and outstanding at July 31, 19%3 - -
Seriss B Cumulative Convertible Preferred Stock, 2,000
authorized, no shares issusd and outstanding at July 31,
2,000 sharea issued and cutstanding at July 31, 1999 - -
Common stock, $0.001 par valus, 180,000,000 shares authorized,
45,603,566 issued and cutstanding at July 31, 1998

49,68%,207 issued and outstanding at July 31, 1999 46 4%
Additicnal paid in capital 22,249 29,339
Accumulated deficit (14,396} {21,587}
Deferred compensation (667} {468)
Other comprehensive income (144} {858}

Total stockholdera® equity 7,087 5,137
Total liabilities and stockbolders' eguity $ 24,251 3 24,154
m———————— [ PIERp——

The accompanying notes are an integral part of these consclidated financial
statements,
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AMERICAN TELESOURCE INTERNATIONAL, INC.
AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
{In thousands, except per share amounts}

For the Years Ended July 31,

1957 1998 199%
OPERATING REVENUES:
Network management services $ 1,698 $ 13,362 $ 19,250
Call gervices 12,545 13,547 6,602
Direct dial services 1,421 6,085 6,024
Internet e-commerce 564 1,526 2,642
Total operating revenues 16,228 34,520 34,518
OPERATING EXPENSES:
Cost of services 12,782 22,287 21,312
Selling, general and administrative 6,312 12,853 12,652
Bad debt expense 738 1,024 2,346
Depreciation and amortization 591 1,822 3,248
Total operating expenses 20,430 37,986 39,558
OPERATING LOSS (4,202) {3,466) {5,040}
OTHER INCOME (EXPENSE) :
Interest income 27 76 59
Other income 68 3z
Other expense {27) {24) (10)
Interest expense (513) (1,573) (1,745)
Total other income ({(expense) (445) (1,489) (1,696)
LOSS BEFORE INCOME TAX EXPENSE
AND MINORITY INTEREST (4,647} ' (4,955) (6,736)
FOREIGN INCOME TAX EXPENSE - {139} -
MINORITY INTEREST {48) - -
NET LOSS (54,695} ($5,094) ($6,736)
LESS: PREFERRED STOCK DIVIDENDS - - (855}
NET LOSS TO COMMON SHAREHOLDERS ($4,695) ($5,094) ($7,591)
EESEZIIT|IEDIIIN O R A T T EEt 3 1 £ & & £ 3 & & 3
BASIC AND DILUTED LOSS PER SHARE ($0.18) ($0.12) ($0.16)
== -2 1 E R E 3] mmmamESIERII
WEIGHTED AVERAGE
COMMON SHAREBS CUTSTANDING 26,807 41,093 47,467
EE 2 2 1 1 22 1 23 SN N S N 0N 20 I A WRNRTI TSI

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 31,

1997 1988 1999
Net loss : {$4,695) ($5,094) (87,591}
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustments $ 12 ($160) ($714)
Comprehensive loss to common stockholders ($4,683) ($5,254) (58,305}
sasswasszsz  zassmssssan asnsmansa=a

The accompanying notes are an integral part of these consolidated financial
gstatements.
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N
AMERICAN TELESOURCE INTERNATIONAL, INC.
AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In thousands)
Preferred Shares Cumulet:ve
- - - Additional Accusuiared Teanalacion Deferred
Shares Amount Pald la CapitLa. Deficitc {0 ‘ompensat.oa

BALANCE, July )i, 19%6
Tasuancee of common shares
for cash - -
Coaversian of coovertiMe
dept to common anares - -
Iseuaace of commem shares for
quisition - -
Issusaces of common sbares
for services - -
Deferred compensation - - -
Compensation exponse - - -
Wacraccs issued with
restoration long term dabt - - - 20
Cunulacive effect of
tragslation adjustmant - - - e}
Het loas - - - (4,695)

. (3 4.607) Y (L3 1]

BALANCE, July 31, 1997 - - 36,700 917,376 13 9,302) 5. (31.184)

Issusaces of common shares
r cash
Issuances of commoa sharse
tor reductian la indabteda
Cogversion of coovertible
debt tc common AhAr
Tesuanc of common shares
for servio
nsation expense - -
Cusuistive effact of
transltion adjustments - - - 1160)
Bxchange of cowson sbares for

- - (23,234m 23,248
- - 5,094y

- 45,604 3 L] 3 22,240 (814, 3381 {51442 3 &7

RALANCE, July 31, 1

- - 2,706 3 1,037
- - ” 40
- - 27y
s - -
- - - 1348)
0d expense - - - 180
Amortizatioa of equity amount - - - s 779
tion expense - - - 548
Cusulative effect of
transition adjustaent - - - (114
Met loms - - 16,736) 16,736)
BALAUKCE, July 31, 199 26 - (821, 90M 13852 [
BALANCE, July J1, 1986 [T EY)
Issuasces of common sbares
tor cash 4,736
Conversion of goavertible
dapt to common shares 1,967
Tssuance of common mhares for

quisitica
uasces of Common shares

tranaletion sdjusteant
v loss

BALANCE, July 31, 1997

femuasces of common shares

tor cash 3.4
1ssuasces of common shares
or reduction la indebtedness 1,078

Conversian of convertible
common shares

lesuances of comaem sbares
for sarvices

Compansation axpense
Cusulative sffect of
cragsicion adjustmsats
Exchange of common sbarss for

¥et loss (5,084)
BALAUKCE, July 11, 1898 $7,007

uaCes of commcm shares
1,660

x comacm shares
for services “©

Issuances of comman shares
r scquisition 179
Issusnces of preferred stoch 4178
compensatioa 9
Sxpanse 190)
Mmortization of equity amount °
axpense [t

Cumulative sffegt of

tracsition sdjustmsat (7114)
Nt loss 6,736)

BALANCE, July 31, 1999

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

AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adj o
opcrnnin? acrivities~
Depreciation and samortization
Amortization of debt discount
Deferred compensation
Provision for losses on sccounts receivable
Minority interestc
Changes in operating assgets and liabilities-
Increase in accounts receivable

{Increase) decrease in prepaid expenses and other

Increase (decrease} in accounts payable
Increase (decrease) in sccrued liabilities .
Increase (decrease) in deferred revenue
Other

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and squipoent
Acquisicion of business, net of cash acquired
Payments received on notes rsceivable

Natr cash used in investing activities

CASH FLOWE FPROM PIRANCING ACTIVITIRS:
Proceeds from issuance of debt
Net increase (dscrease) in short-term borrowings
Payments on debt
Capital lease paymants
Payments on long-terwm liabilities
|2 ds from i of preferred stock,
net of imsusance costs
ds from i

P stock,

net of issuance coscs

Net cash provided by fisancing activities

NET INCREASE (DECREASH) IN CASH
CASH AND CASH EQUIVALENTS,. beginning of period

CASH AND CASH EQUIVALENTS, =nd of period

ile net loss to net cash used in

(In thousands)

(1,98)

(849)

{1,028)
884
378

{85, 094)

1,822
307
487

1,024

{2.723)
197
3,479

{182)
7

(3,297}
(2,112}

2,547
353

(1,181}

(1,044}
{67}

for the Years Ended July 331,

{86,736}

3,248
34¢
545

2,346

(2,20m)
(1,632)
(1,139}
1,857
(131}

437
(488)
1679}
(941}

2533

4.176

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 "Company"}.
The Company was formed on June 6, 13996 undexr the laws of the state of Delaware
for the express purpose of effecting a "Plan of Arrangement" with American
TeleSource Internatiomnal, Inc., which was incorporated undexr 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, 1998,
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 100%
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 55%
of the shares of Computel effective May 1, 1997 and the remaining 45% effective
August 28, 1997. As ATSI-Canada acquired majority ownership effective May 1,
1997, the Company has recorded 100% 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 45% minority
ownership interest. For the years ended July 31, 1998 and July 31, 1999, the
Company's consolidated financial statements include 100% of the activities of
Computel.

In July 1997, American TeleSource International de Mexico, S.A. de C.V.
("ATSI-Mexico") acquired 100% of the outstanding stock of Servicios de
Infraestructura, S.A. de C.V. ("Sinfra"). In April 1998, TeleSpan, Inc.
{"Telespan") purchased 100% of the outstanding stock of Sinfra from ATSI-Mexico.
In Maxrch 1998, ATSI-Delaware acquired 100% 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)

............. Al gV A S G U R e N e

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 TeleSocurce International de Mexico, S§.A. de C.V.

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 gquarters, 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 corpdration)

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 alsc owns a 15-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, El Salvador
and Guatemala. For network services into Mexico, TeleSpan utilizes facilities
owned by Sinfra.

GlobalScape, Inc. {(*"GlobalSCAPE" 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 loocks 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 RESQURCES 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 existing 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 PFinancial 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.8. 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.8. 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 (8FAS) 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) ("IVA")

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
Asgets to Be Disposed Of" ("SFAS 121"). SFAS 121 requires an assessment of the
recoverability of 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 Computel, of 355,216,646 and
35,296,646, regpectively, 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 Yeara Ended July 31,

Cash payments for interest $ 416,756 $1,349,679 $1,102,771

Cash payments for taxes $ - $ 148,097 -3 -
Common mhares issued for services $ 153.885 $ 246,59 $ 40,000
Common. shares issued for acquisition of Computel and othex $1,846,563 3 - $ 178,750
Apsets acquired in acquisition of Computel $3,418,753 $ - $ -
Liabilities assumed in acquisition of Computsel $4,205,404 $ - 5 -
Conversion of convertible debt to coumon shares $1,966,531 $ 100,000 $ -
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Capital lease obligations incurred 51,521,875 354,635,693 3 -

Common share subscriptions sold $1,113,170 § - 3 42,500

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

New Accounting Pronouncements

In June 1897, 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

- e e WA e M M AL AL R L e M e Mh A  m e  m m em m m  m e  r

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 BEQUIPMENT, NET (at cost)

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

July 31, July 31,
1998 1999
Telecommunications equipment $ 6,084,771 $ 6,476,395
Land and buildings 892,507 447,748
Furniture and fixtures 882,449 902,873
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Equipment under capital leases 5,585,291 7,758,739
Leasehold improvements 281,014 474,748
Other 517,192 608,914
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
R Y N A ST =T oM

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

0

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, gee 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 $1,272,308
Less: current portion § 688,005 $ 960,523
Total non-current notes payable
$ 718,964 $ 311,782
A A R X 5 TR TR TR N W 2

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 scld to a billing clearinghouse, as discussed in Note 3, These
advances are typically cutstanding 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 cowpany 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 ongeing 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 cf 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 nctes 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 collaterized by
the assets of Computel. In the year ended July 31, 1999, the Company through
Computel exchanged certain assets collaterized 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 alsc 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 10%. 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 eqgual 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
0.0%, expected wvolatility of 62%, 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
cutstanding 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 78,718
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 alsc 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

R RS S S A e

Capital Leases

Future minimum lease payments under the capital leases together with the
present value of the net minimum lease payment at July 31, 1899 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 minimum 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 $1.728
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, 19992, 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 alsc 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
54,737,000 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, 199%7.
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 2,000
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 6% 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 75% 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

59



three month pericd, 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 wvalue, plus any accumulated, unpaid dividends at the Company’'s

option any time prior to the second anniversary date of the Date of Closing.

market price on the day prior to closing or b)
bid prices on the ten days preceding conversion.

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

78% of the five lowest closing
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.

common stock at exercise prices ranging from $0.70 to $1.06 per share.

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.

S. 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

Following is a summary of warrant activity from August 1, 1996 through July 31,

1999:

Year Ending July 31,

1987 1998 1989
Warrants outstanding, beginning 8,087,463 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
Warrants Outstanding, ending mEm e mEmmmEmme== mammEREEET
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Warrants outstanding at July 31, 1999 expire as follows:

Number of Warrants Exercise Price Expiration Date
80,000 $1.06 November 6, 1999
30,000 $0.50 December 31, 1999

367,400 $0.85 January 1, 2000
550,824 $0.85 February 7, 2000
1,030,060 $0.27 February 17, 2000
1,000,000 $0.70 February 28, 2000
192,254 $0.75 April 7, 2000
503,387 $0.70 April 13, 2000
50,000 $2.00 June 20, 2000
250,000 ; $3.56 October 14, 2000
50,000 $3.09 March 9, 2002
100,000 $1.25 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 .
gualified 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 1338 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 gualified 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, 19938,
the Board approved the granting of an additional 302,300 in options to employees
of the Company. The 19%8 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, 1958 and 1599 and changes during the periods
are presented below:

Years Ended July 31,

1997 Stock Option Plan 1997 1998
Weighted Weighed
¢ Average Average
Shares Exercise Shares Exercise
Price Price
Outstanding, beginning of vyear - - 4,483,000 $0.58
Granted 4,488,000 50.58 429,000 $§2.33
Exercised - - (245,000) 50.58
Forfeited {5,000) $0.58 {11,667) $1.28
Outstanding, end of year 4,483,000 $0.58 4,655,333 50.74
T2 T I o EZZTSRRES 22230
Options exercisable at end of
year 1,786,332 50.58 2,571,332 50.58
. T mameam EL 1 2+ 1} ] 2 2]
Weighted average fair value of
options granted during the year $0.45 $1.50 1

o EE 2 e

Year Ended July 31,

1997 Stock Option Plan 1999
Weighted
Average
Exercise
Shares Price
Outstanding, beginning of year 4,655,333 $0.74
Granted ~ -
Exercised (298,000) $0.58
Forfeited (134,666) $0.71
Outstanding, end of year 4,222,667 $0.75

Options exercisable at end of

year 3,271,333 $0.60
Weighted average fair value of

options granted during the year $0.00
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Year Ended July 31,

1989
1998 Stock Option Plan
. Weighted
Average
Exercise
Shares Price
outstanding, beginning of year - -
Granted 1,843,300 $0.80
Exercised - -
Forfeited {57,500} $0.78
Cutstanding, end of year 1,785,800 $50.60
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, "Accounting for Stock-Based Compensation®
was issued. SFAS 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 APB Opinion No. 25, "Accounting for Stock Issued to Employees”
("APB 25"). The Company has adopted SFAS 123 effective August 1, 1996, and has
elected to remain with the accounting prescribed by APB 25. The Company has
made the required disclosures prescribed by SFAS 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 1987
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 $666,859 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 atockholders
As reported $(4,695) $(S,0%4) $(7,591)
ero forma $(5,235) $(5,936) ${7.312)
Bagic and Diluted Loss per share
As reported ; $ (0.18) $ (0.12) S (0.16)
Pro forma $ (0.20) $ (0.14) 5 (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 1987 -
and acgquired 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 acguired in August 1997 for the
previously menticned 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,

...................

1597
{(Unaudited)
Cperating revenues $ 20,312,000
Net loss {$5,408,000)
Basic and Diluted net loss per share
(50.19)

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 acguisition, and the elimination of intercompany
transactions. The unaudited pro forma information is not necessarily indicative
of the results that would have 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 199%9, the Company acquired the rights to the source code of a
computer software program known as "CuteFTP". Prior to January 1999, the Company
had been the distributor of this software under an exclusive distribution
agreement executed in June 1896 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 FASE 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 alsc 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
Entexprise." Generally, financial information is regquired 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.S5. 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.8. 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.

U.S. Telco

As of and for the years ending

---------------------------------- - e A o .. " W = s i e e . W e W W W 8 v = = =

External revenues
Intercompany revenues

Total revenues

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

Cperating loss
Net loss
Total assets

Mexicc Telco

$ 13,714,251
$ 330,362

$ 14,044,613

S

($3,131,841)
($3,603,447)
($3,806,889)

$ 6,450,033

$ 26,695,690
$ 1,300,000

§ 27,995,690

mEESSSNESTIN

($16,807)
($1,294,037)
($1,819,986)

$ 10,049,021

$ 25,516,665
$ 800,012

$ 26,316,677

T S e R SO 2R

{$1,485,045)
{53,342, 035)
{$3,866,051)

$ 9,606,263

External revenues
Intercompany revenues

Total revenues

EBITDA
Cperating loss
Net loss

Total assets

Internet e-commerce

$ 1,949,755
$ 1,359,891

$ 3,309,646

$ 6,298,620
$ 5,136,541

$§ 11,435,161

(5183, 002)
($273,740)
{$364,402)

$ 9,097,780

{$1,434,261)
{$1,927,928)
($2,564,103)

$ 17,228,025

$ 6,359,238
$ 5,052,890

$ 11,412,128

($1,071,502)
($2,253,037)
{$2,691,450)

$ 13,236,868

External revenues
Intercompany revenues

Total revenues

EBITDA

#
Operating income

$ 564,381

DETSESTFRERS
$ 39,197
$ 36,483
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$ 1,550,517
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$ 215,081

$ 188,658

$ 1,052,015
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Net income

Total assets

$ 38,282

$ 266,955

$ 854,068

$ 1,222,238

External revenues

Intercompany revenues

Total revenues -z;i:;;B:E;;) -;ééj;;i:;;i) -255:5;5:;65)
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

External revenues
Intercompany revenues

Total revenues

$ 34,518,279

EBITDA ($3,610,971) ($1,644,800) ($1,791,642)
Depreciation, Depletion and (5590, 746) ($1,822,190) ($3,247,872)
Amortization

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 $ - 8 -

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 Company
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 bonug in such amount as may be determined by the Board of Directors
from time to time. Bonuses may not exceed 50% 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 50% 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 50% 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, egquipment 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 10% of the
Company's total revenues for the year. No other customer generated revenues
individually greater than 5% 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 1993, 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 12% 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 1995. 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 egual
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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VYERIFICATION

STATE OF CALIFORNIA

COUNTY OF SAN DIEGO

LA N M

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 of my knowledge, information and belief.

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

SIGNATURE:
NAME: Derek Giet#en
TITLE: President and Chief Executive Office
Subscribed and sworn to before me this 7] day of ‘SU (_,\4\ , 2000,
. a\Z
ELAINE HOPE BLACKBURN - =
Commission # 1171837 Notary Public -

My Commission expires on L‘%UUM_M\ 31 2600
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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, information, and belief.

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

SIGNATURE:
NAME: Arthur L. Smith
TITLE: Chief Executive Officer

Subscribed and sworn to before me this ﬂ%day of J U LEJL , 2000.

2 Notary Pubtic, State of Texas
D) ,_ir\f\' My Comnission Expires 01-24-03 §
: A s————

“v‘i-‘a-’.z"i'b} KATHLEEN KELLER

Notary Public

My Commission expires on _ O I‘QM) 02






