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SWIDLER BERLIN SHEREFF FRIEDMAN, LLP

3000 K STREET, NW, SUITE 300

WASHINGTON, DC 20007-5116
TELEPHONE (202)424-7500
FACSIMILE (202) 424-7645

NEW YORK (OFFICE
919 THIRD AVENUE
NEW YORK, NY 10022

October 12, 2000
VIA OVERNIGHT MAIL

Ms. Blanca S. Bayo

Director, Division of Public Records and Reporting
Florida Public Service Commission

2540 Shumard Oak Blvd.

Tallahassee, FL. 32399-0850

Re:  Application for Approval of Transfer of Control of CapRock Telecommunications
Corp. to Mcl.eodUSA Incorporated and Related Transactions

Dear Ms. Bayo:

MclLeodUSA Incorporated (“McLeod”), McLeodUSA Telecommunications Services, Inc.
(“MTS”) and CapRock Telecommunications Corp. (“CTC”) (McLeod, MTS and CTC collectively,
hereafter, the “Applicants™), by undersigned counsel, respectfully request approval of a pair of
related transactions whereby (1) McLeod will acquire control of CTC and (2) CTC’s assets will be
transferred to McLeod’s subsidiary, MTS. CTC is a wholly owned subsidiary of CapRock
Communications Corp. and is authorized to provide interexchange telecommunications service in
the State of Florida, as detailed below. McLeod is one of the leading telecommunications companies
in the United States and the holding company parent of a nondominant carrier that is authorized by
this Commission to provide interexchange telecommunications service within the State of Florida.
Neither McLeod nor any of its subsidiaries are currently affiliated with CTC.

As described below, McLeod will acquire control of CTC through a transaction whereby a
new subsidiary of McLeod (formed specifically for purposes of accomplishing the acquisition) will
merge with and into CTC’s corporate parent, CapRock Communications Corp. (“CCC”), with CCC
the survivor of the merger. As a result of the merger, CTC will be an indirect, wholly owned
subsidiary of McLeod. Attached hereto as Exhibit A is an illustrative chart depicting the corporate
structure of the Applicants prior to and immediately following consummation of the proposed
transaction.

As soon as practicable following closing of the merger, McLeod will consolidate the
operations of CT'C with those of MTS by transferring CTC’s assets to MTS. Following the transfer
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of CTC’s assets, MTS will provide continuous and uninterrupted service to CTC customers, with
no change in the rates or terms and conditions of service that these customers currently enjoy.
CTC’s Florida customers will be given written notice of the assumption of their service by MTS and
assured that no charge or rate increase will be imposed as a result of these changes. The
consolidation of CTC’s operations with those of MTS will therefore be scamless and virtually
transparent to CTC’s Florida customers in terms of the services they receive.

Applicants respectfully request expedited treatment of this Application in order to permit
them to consummate the proposed transfer of control as soon as possible, but no later than November
30, 2000.

An original and five (5) copies of this letter are enclosed. Please date-stamp the enclosed
extra copy of this filing and return it in the attached self-addressed stamped envelope.

I DESCRIPTION OF THE PARTIES
A. McLeodUSA Incorporated (“McLeod”)

McLeod is a Delaware holding company that is publicly traded on the NASDAQ stock
exchange under the stock symbol “MCLD.” Headquartered in Cedar Rapids, lowa, McLeod 1s one
of the leading telecommunications companies in the United States, possessing the technical,
managerial, and financial qualifications to acquire control of CTC.¥ McLeod is led by its founder,
Clark McLeod, one of the most respected and influential leaders in the telecommunications industry,
who has assembled an executive management team with extensive experience in the
telecommunications industry.

B. McLeodUSA Telecommunications Services, Inc. (“MTS”)

MTS is an lowa corporation and a wholly owned subsidiary of McLeod. MTS is a

v A facilities-based telecommunications provider, McLeod has over 360 ATM

switches, 37 voice switches, nearly 824,000 local lines, and over 10,000 route miles of fiber optic
network, and employs over 9,100 employees. The services of McLeod primarily include local and
long distance telecommunications services, telecommunications network maintenance services and
telephone equipment sales, service and installation, private line and data services, the sale of
advertising space in telephone directories, the operation of an independent local exchange carrier,
and telemarketing services. Information regarding the financial condition of McLeod is provided
in Section II. B., below.
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nondominant carrier that provides integrated telecommunications services to small- and medium-size
business and residential customers and governmental entities. ~MTS offers integrated
telecommunications services including local services in its 21-state footprint, primarily in the
Midwest, Rocky Mountain and Pacific Northwest states; long distance and advanced data services
are available in all states except Alaska and Hawaii. In Florida, MTS is authorized to provide
interexchange telecommunications service pursuant to Commission Order No. PSC-97-0268-FOF-T1
issued in Docket No. 961457-TI (issued Mar. 11, 1997, as amended, Mar. 24, 1997, effective Apr.
2, 1997). MTS also provides interstate and international telecommunications services as a
nondominant carrier pursuant to authority of the Federal Communications Commission (“FCC”).

Further information regarding MTS and McLeod was filed with MTS’s certification
application to provide telecommunications services in the State of Florida and is, therefore, already
a matter of public record. Applicants respectfully request that the Commission take official notice
of that information and incorporate it by reference herein.

C. CapRock Telecommunications Corp. (“CTC”)

CTC is a Texas corporation, whose principal offices are located at 15601 Dallas Parkway
Suite 700, Addison, Texas 75001. CTC is a provider of facilities-based integrated communications
services, including local and long distance services, to businesses and carriers in states in the
Southwestern U.S. In Florida, CTC is authorized to provide interexchange telecommunications
service pursuant to Commission Order No. PSC-97-1247-FOF-T], issued in Docket No. 970773-T1
(issued Oct. 13, 1997, effective Nov. 4, 1997).7 CTC is a wholly owned subsidiary of CapRock
Communications Corp. (“CCC”).¥

Further information concerning the legal, technical, managerial and financial qualifications
of CTC was filed with the Commission as part of its application for certification, as referenced
above, and is, therefore, a matter of public record. Applicants respectfully request that the

Y The Order grants certification to CapRock Communications Corp. This Commission

approved the name change to CapRock Telecommunications Corp. in Docket No. 981352-TI, Order
No. PSC-98-1488-FOF-TI, effective November 16, 1998.

¥ CCC is a Texas holding company that is publicly traded on the NASDAQ stock
exchange under the stock symbol “CPRK.” Through its operating subsidiaries, CCC offers local,
long-distance, Internet, data and private line services to business customers. CCC also provides
switched and dedicated access, regional and international long-distance, private lines, dark fiber and
bandwidth to carrier customers.
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Commission take official notice of that information and incorporate it by reference herein.
C. Designated Contacts
Questions or correspondence concerning this letter should be directed to:

Grace R. Chiu

Heather A. Thomas

Swidler Berlin Shereff Friedman, LLP
3000 K Street, N.W., Suite 300
Washington, D.C. 20007

(202) 424-7500 (Tel)

(202) 424-7645 (Fax)

With a copy to:

David R. Conn

Vice President and Deputy General Counsel
McLeodUSA Incorporated

P.O. Box 3177

Cedar Rapids, TA 52406-3177

and:

Michael G. Donohoe

Vice President, Legal Counsel
CapRock Communications Corp.
15601 Dallas Parkway, Suite 700
Addison, TX 75001
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IL. REQUEST FOR APPROVAL OF TRANSFER OF CONTROL AND
RELATED TRANSACTIONS

A. Description of the Transactions

McLeod and CCC, the corporate parent of CTC, have determined that they can realize
significant economic and marketing efficiencies by merging McLeod and CCC and consolidating
the operations of their telecommunications subsidiaries, MTS and CTC, respectively. To that end,
McLeod and CCC have entered into an Agreement and Plan of Merger (“Agreement”).

McLeod will acquire control of CTC through a transaction whereby a new subsidiary of
McLeod (formed specifically for purposes of accomplishing the acquisition) will merge with and into
CTC’s corporate parent, CCC, with CCC the survivor of the merger. As aresult of the merger, CTC
will be an indirect, wholly owned subsidiary of McLeod. Attached hereto as Exhibit A is an
illustrative chart depicting the corporate structure of the Applicants prior to and immediately
following consummation of the proposed transaction.

As soon as practicable following closing of the merger, McLeod will consolidate the
operations of CTC with those of MTS by transferring CTC’s assets to MTS. Following the transfer
of CTC’s assets, MTS will provide continuous and uninterrupted service to CTC customers, with
no change in the rates or terms and conditions of service that these customers currently enjoy.
CTC’s Florida customers will be given written notice of the assumption of their service by MTS and
assured that no charge or rate increase will be imposed as a result of these changes. The
consolidation of CTC’s operations with those of MTS will therefore be seamless and virtually
transparent to CTC’s Florida customers in terms of the services they receive.

Applicants intend that following the consolidation of the operations of CTC and MTS in
Florida, MTS will be led by a McLeod team of well-qualified telecommunications managers.
Applicants expect that the substantial managerial, technical and financial expertise of the combined
management team will enable MTS to continue providing high quality, uninterrupted service to the
existing customers of CTC, as well as to expand MTS’s service offerings and customer base.

B. Qualifications of MclL.eod

Since its inception in 1991, McLeod has aggressively pursued its goal to be the leading
provider of integrated telecommunications services in the market areas it targets. McLeod has grown
rapidly over the last several years, expanding its existing networks, developing new networks, and
increasing its service offerings. A facilities-based telecommunications provider, McLeod has over
360 ATM switches, 37 voice switches, nearly 824,000 local lines, and over 10,000 route miles of
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fiber optic network, and employs over 9,100 employees. McLeod recently expanded its marketplace
for advanced data and Internet services to all 50 states through the acquisition of Splitrock Services,
Inc., a facilities-based provider of data services. The Splitrock network, which is capable of
transmitting integrated next-generation data, video and voice services, reaches 800 cities and 90
percent of the U.S. population.

McLeod’s annual revenues have grown from in excess of $23 million for 1994 to more than
$908 million for 1999. For the quarter ended June 30, 2000, total revenues were a record $331.8
million, compared to $222.7 million for the same period one year ago, an increase of 49 percent.
The growth of McLeod has been funded, in part, through net proceeds of approximately $388 million
from McLeod’s 1996 initial and secondary public offerings of common stock, and private sales of
equity securities yielding proceeds of $41 million. In September 1999, McLeod welcomed
Forstmann Little & Co., a New York-based investment firm, as a long-term strategic partner.
Forstmann Little provided a $1 billion infusion, purchasing a 12 percent stake in McLeod. In May
of this year, McLeod secured a bank credit facility of $1.3 billion, funding its business plan at
favorable rates. Attached hereto as Exhibit B is a copy of McLeod’s financial statements, as filed
with the Securities and Exchange Commission, containing information regarding the financial
condition of McLeod.

McLeod is led by its founder, Clark McLeod, one of the most respected and influential
leaders in the telecommunications industry. Mr. McLeod’s previous business venture, Teleconnect
was founded in 1980. As chairman and chief executive officer of Teleconnect and President of
Telecom*USA, the successor of Teleconnect, Mr. McLeod was responsible for the transformation
of this venture, by 1990, into the fourth largest U.S. long distance carricr. In August 1990,
Telecom*USA was purchased by MCI for $1.25 billion.

Backed by its substantial financial resources, and supported by a management team with
proven experience in the telecommunications industry, McLeod is well qualified to acquire control
of CTC and effectuate a seamless consolidation of the operations of CTC and MTS.
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III. PUBLIC INTEREST CONSIDERATIONS

Grant of this Application will serve the public interest, convenience, and necessity for several
reasons. First, the proposed merger of McLeod and CCC will create a significantly larger entity
committed to bringing competitive integrated telecommunications to consumers in small- and
medium-size markets that are usually not targeted by other telecommunications providers. As a
result, consumers in these markets will receive the many benefits of competition, including superior
customer service and expanded service offerings.

Applicants also believe that the combination of the existing management and work force of
the two companies will strengthen their collective ability to bring competitive telecommunications
services to consumers in the State of Florida. Each company’s executive management team
possesses extensive telecommunications experience, from which the combined company will benefit.
The proposed transactions will also allow Applicants to manage their telecommunications operations
more efficiently, thereby permitting greater investment in facilities, customer services, and
technological innovation. As such, Applicants anticipate that the contemplated business
combination will result in a company better equipped to accelerate its growth as a competitive
telecommunications service provider.

In addition, the combined resources of the new business structure will give these companies
greater access to capital markets, ultimately enabling MTS to continue to improve and expand its
competitive service offerings to the Florida public. The proposed transactions will therefore benefit
the public interest by enhancing the financial viability of these companies as well as their operational
flexibility and efficiency. In sum, the proposed transactions will ensure the continued provision of
high quality and innovative telecommunications services to Florida customers and should promote
competition in the Florida telecommunications service market.
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IV. CONCLUSION

Wherefore, for the reasons stated herein, Applicants respectfully request that the Commission
approve this Application to permit consummation of the proposed transfer of control as soon as
possible but no later than November 30, 2000, and grant all other relief as necessary and appropriate
to effectuate the transaction described herein.

Respectfully submitted,

McLeodUSA Incorporated,
McLeod Telecommunications Services, Inc.
CapRock Telecommunications Corp.

drew D. Lipman
race R. Chiu

Their Counsel
Attachments
cc: David R. Conn (McLeod)

William A. Haas (McLeod)
Michael G. Donohoe (CCC)

351419.2
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'REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders of
McLeodUSA Incorporated:

We have audited the accompanying consolidated balance sheets of McLeodUSA I[ncorporated (a Delaware
corporation) and subsidiaries as of December 31, 1999 and 1998, and the related consolidated statements of
operations and comprehensive income, stockholders' equity. and cash flows for each of the three years in the
period ended December 31, 1999. These financial statements are the responsibility of McLecdUSA
Incorporated’s management. Our responsibility is to express an opinion on these financial staternents based on
our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
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 consolidated financial statements referred to above present fairly, in all material
respects, the financial position of McLeodUSA Incorporated and subsidiaries as of December 31. 1999 and
1998, and the results of their operations and their cash flows for each of the three years in the period ended
December 31, 1999 in conformity with accounting principles generally accepted in the United States,

ARTHUR ANDERSEN LLP

Chicago, Illinois

January 26, 2000

(except with respect (o the matters discussed in
Note 16, as to which the date is February 29, 2000)




McLEODUSA INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In Miitions, Except Shares)
December 1.
ASSETS A3 199
Current Assets '
Cash and cash eqUIVAIENIS . . . .. ... ... .S 3268 % assk
Invesument in available-for-saie segurities . ... ... ...... . ... ... ..ol 9348 t16.6
Trade receivables, N8 . . .. .. ... .. ... e 1838 1164
VEMIOTY . . e s 12.8
Dol e PSS . ... e e 192 26.7
Prepaid expenses and OtMeY . . . .. ... ... L. 580 456
Total cutTent assets . . .. . ... .. R 1.569 % T332
Property and Equipment
Land and bullding. . ... ... . e e e 8s5.1 60.3
TelecommuURICations REIWOTKS . . . . . ... ... . ...ttt e e 6359 073
Furniture. fixtures and eqQUIPMENL . . ... ... ... e 2672 1383
N etWOrKS TN PIOToES . . . . .. ... e 4532 185.5
Building inprogress . ... ... .. ... e 20008080 0ac0naaa0asa 3 12.6

Less accumulated depreciation . ... ... ... L ' .172,5 74:3

Investments. Intangibles and Other Assets

L0 LT T T 1 T 359 359
LT T T 957.1 289.6
Other intangibles. NEL . .. .. ... ... e 290.2 Hd
OB . . .. e e e e e e e 80.4 634

1.363.6 L3

LIABILITIES AND STOCKHOLDERS® EQUITY

Current Liabilities

Current maturities of long-termdebt . .. ... ... ... . ... .. e i S 144 S5 82
Contracts and Notes PAYADIE . .. ... .. ... et 1 is5
ACCOUNES PRYADIE . . .. i e e e e ey 109 .6 6.0
Accrued payroll and payroll related eXpenSes . . . . ... ... .. e e 6.2 13.6
Other accrued Labilities . . ... ... . et i 92.2 63.8
Deferred revenue. CUTTERL POTTION . . . ... ... ittt ittt ittt e ettt et 41 i1.0
CUsOMET dEpPOsils ... ... .. it e e e 3ol 16.8
Total cument HabilUES . .. .4 . . .. e 296.7 1799
Long-Term Debt. less CUITent MAIALIes . . .. ... ..t tuttrt s ettt et e s 1.763.8 12482
Deferred Revenue. less CUmTenl pOrtion . . ... ... . ... 0ottt e e 15.8 168
Other Long-term labilities . . . .. .. ... e e 18.3 205

'
ol
=
=]
Pl
b

an-

Redeemable convertible preferred stock
Preferred. Senies B. redecrnabie. convertible. 5.01 par value, authorized. issued and
Outstanding 1999 275.000: 1998 00N . .. ... ... .00ttt e 687.5

Preferred. Series C. redeemable. convertible. $.01 par value. authonzed. issued and
Outstanding 1999 1250002 1998 NOBR . . .. ... ... tiiiiein it e e s =
1.000.0 -—
Stockholders’ Equity
Capital stock:
Preferted. Series A. $.01 par value: authorized. issued and outstanding 1999 1.150.000 shares: 1998 none . . . . - -
Common, Class A, $.01 par value: suthorized 250.000.000 shares: issued and outstanding 1999 157.587.012
shares and 1998 127358350 shaMes . . . .. .. . ... ... ... . are e 1.6 i3
Common, Class B, convernibie. 5.0} par value: authorized 22.000,000 shares: issued and
outstanding 1999 none: 1998 NOME . . .. ... ... L. e —_ —_
Additional paid-in CaPIBAE . . . ... ...l e e e 1660000000000000 1.523.5 T16.5
ACCUMUIBEd dEfiolt . . .. ... e 9Ly (253D
Accumulated other comprehensive income (Joss) . ... ... ... ... 47 (nn

The accompanying notes are an integral part of these consolidated financial statements.
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- McLEODUSA INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPRERENSIVE INCOME

(In Millions, Except Per Share Data)
Year Ended December I,
1999 1998 1997
Revenue:
Telecommunications:
Local and long distance . .. .. ... ... ... ... i $ 4560 $271.2 Sil0.0
Local exchange services . ............... . .t inierennnnnn 78.4 67.8 16.1
Private line and data ... ....... P e 80.1 0.1 17.2
Network maintenance andequipment . . . .................cvnunnn.. 36.3 329 21.0
Qther teleCOMMUNICALIONS . . . . .. .. v ittt e i en e e nasns 30.1 278 9.9
TOTAL TELECOMMUNICATIONSREVENUE ................ 6809 4398 1742
DL O Y . . o o ot 209.2 1449 8t.1
Telemarketing. . .. ... .. i e e 18.7 19.4 12.6
TOTAL REVENUE . ... .. ... it it ittt 9088 604.1 2679
Operating expenses:
CostOf 58IVICE . . .. .. i i e 457.1 3232 1512
Selling, general and administrative . . . ..., ...... .. ... .. oo, 392.7 2609 148.2
Depreciation and amortization . ............. hoooonoooaacnncanoo: 190.7 89.1 333
L8 T O — 5.6 4.6
TOTAL OPERATINGEXPENSES .......................... 1.0405 6788 3373
OPERATING LOSS ... ... .. i it iieannanns (131.Y  (74.7) (69.4)
Nonoperating income (expense).
IRerest ICOME . . . .o ittt i it ettt 42.6 26.0 i
Tnterest {(EXPeNSE) . ... .. .t iiliiran ettty (1368) (78.2) (34.6)
L0 1T T T+ T+ U 5.6 2.0 1.4
TOTAL NONOPERATING INCOME (EXPENSE) .............. (88.6) (50.2) (10.9)
LOSS BEFORE INCOB».(E TAXES . ... . i (220.3) (1249 (79.9)
INCOME LAXES . ...ttt ettt tar st e — —_ —
BT O ccoco00cooce00000a00ba0ona0006an00a0b0a000acC (220.3) (1249) (799
Preferred stock dividend . .. ..., ..o e e (17.7 —_ —
NET LOSS APPLICABLE TO-COMMON SHARES ............. $ (238.0) $(124.9) $(79.9)
Basic and diluted loss percommon share. . ............. ... ... e $ (161) 8 (99 § (73)
Weighted average common sharesoutstanding . . .. ........... ... aln 147.7 1256 1099
Other comprehensive income (loss):
Unrealized gains on securities:
Unrealized holding gains (loases) arising duringthe Period . .. .......... 334 30 (2.5)
Less: Reclassification adjustment for gains included in Net income . ... ... (7.0) (22) —
TOTAL OTHER COMPREHENSIVE INCOME (LOSS) .......... 76.4 8 (2.5)
COMPREHENSIVELOSS ...... ..ty L{Ll.ﬁ) $(124.1) $(82.4)

The accompanying notes are an integral part of these consolidated financial statements.
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McLEODUSA INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
YEARS ENDED DECEMBER 31, 1999, 1998 AND 1997

{In Millions, Except Shares)
Atm-ullled
Common Stack Additlonal
—ree——e———  Pald-in  Accumulnicd (.-pnhudu
Class A Cluss B Capltnd Defick L
Balunce, December 34, 1996 .. ... ... ... .. b 04 302 § 4507 $ 47.4) S — $ 4015
(23008 6000000000000000590000000000060000002a008000030000000008030600aE08030000060a00 03 - — — {1y - {19y}
issuance of 1,937,883 shares of Class A Common stock . . . . ... . ... i e - — L0y — 09
Release uf 56,177 shases of Class A common stock frumescrow .. ... ... i, — - 1.3 — — 1.3
lss:‘al;‘e ufll-t,ﬂomd(‘lm A common stock in conncclion with the acquisition of Digital Communications
I3 ooocaccacen0oncacooannon0a000000a0200000060000000000000000300B6000000000000 -— — 23 — — 23
bssuance of 8,488,596 shares of Class A Comnwn stock in connection with the Acyuisitiom of CCL . ... ... ... — - 223146 — — 2236
lss;m‘eo[ii,ﬁlhhmdﬁml«mmmk in connection with the scyuisition of cestain assets of OncTEL
B Do 00000000000000005600000a006060000000a000000000000000000000000006a60009002a600000 = — 20 = — 20
Issuaoce of 140,000 shares dClassAcouumm stuck in conncction with the scquisition of ownership intesesis of ‘
Colorado Digectory Company LLC . . ... .. ... ... it iiiaaeaaninranrreiiaannaas — — 45 — = 45
Issumolllﬂ)shuuofCLuAcm stuck w pasticipants in the Employee Stock Puschase Plan .. ... .. — — 07 -— — 0
Coaversion of 15,625,929 shases of Class B Common stock 10 15,625,929 shares of Cluss A common stuck . . . .. 0.2 ©.2} — — — -
Amortization of compensalion cxpense relmed 10 stock OpHORS . . . ... ...l - - 10 — — 30
OthET COMPRERCRSIVE MICOIIE . - . . . . .. . oottt e e — — — — (25) 2.5)
Balance, December 30, 1997 . . ... L e e 1.6 — 6y 11217 25 5594
T S — — — (124.9) == W24y
bisuance of 1,353,785 shares of Class A comumem stock . .. ... ... e — — A7 = — 17
Issuance ol 70,508 shares of Class A common siock in coancctiun with the ucquisition of NewCom Technulogics,
Inc. and NewCom OSP Setvices, IaC . . ... ... ... . .. et — — iz - == 12
issuunce of 131,019 shares of Class A Conunon stock in coanection with the scquisition of cenain assets of
Communications Cable-Laying Company. Iac .. ... ... ... ... i — — 64 = — 60
bssuance of 70,672 shares of Class A common stock in cunncction with the acqyuisition of fale, Jac .. ... ..., ... — — 24 - - 24
lssusnce of 82,602 shares of Class A common siock panticipams in the 401(k) profit-shacing plans . . ... ... ... — — 26 = = 2o
tssuance of 132,893 shases of Class A common stock 10 pasticipats in the Employee Stock Purchase Plan . .. . . —- e 7 — — 37
Awmortization of compeasation eapease pelubcd 10 SIock OpUORS . . ... ... Ll — — 59 =0 = 59
Oher COMPIECREIVE JICORBE . . . . . ... ottt h e e e = — — - (1% (1))
Balunce, December 3, 1998 . . ... .. .. ... e e 0.6 - b S 12526y w7 462 ¢
Two-for-one siock spik {Nase 8) ... .. ... ... e 0.l = — (1N} -- -
™8 ccc0000000000000063000000000000000000a0bBR00000p503030000030000AB0000300G90a0ac0 0 = -- = 12384 - {2
Issuance of 4,174,274 shares of Class Aconunon stock . ... .. .. e — = W17 —— — 7
Issuance of 25,397,456 shares of Class A conunon stock in connection with the acyuisitions (Noie 8. ... ... . Ul — 1417 AR% 0
Lssuance of 222,762 shares of Cluss A common stock 10 panticipasts in the 401tk profit-shasing plans . .. . — — 449 -— -— 9
Issuance of 313.909 shares of Class A common siuck o pasticipants in the Employee Stock Puschase Plan . . - - 44 -~ oo 44
Issuance of 1,150,000 shares of Series A preferred stock .. ... Lo — = 217 ) - - MY
Amontizaton of compensation capense felated w stock oplions . ...l — - 6Y = == hY
fssuance of 120,261 shares of Class A conunon stk (o ru:s A prelerred sick shareholders .. ... ... ... — — 54 - @ St
Other COmMPRTRERIIVE BBCORIE . . . . .. .. ...ttt it e e — — - — . Tus T6 4
Balance, December 31,1999 .. ... .. .. ... -0ponogo-acBoceaamoAsas00a0000000000a0a00a000g0a U $16 $— $1.523 % L YEDTI]] $747 pINTILR

. .’
The accompanying notes are an integral part of these consolidated linancial statciments.



McLEODUSA INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Millions)
Year ended December 3.
1999 1998 (2 add
Cash Flows from Opersting Activites
N OBS . . e e e $(220. SI1249 S9N
Adjustments to reconcile net Joss to net cash (used in) openating activities:
Depncuuoa ................................................................... 1056 333 176
ADOTHZAtON . . - .. it e e e et e e e ean 85.1 M7 157
Accreon of interest on senior disCOUNL ROLBS . .. ... ............cvuvininnnnnnn v enaanenn 19 5.1 6.7
Changes in assets and Lliabilities. net of effects of acquisitions:
(Increase) in Umde receivables . . ... ... ea e (20.7 64 (159
(I BCTEase) I VRO . .. ...\ttt ittt e e tn 8.2 10.8)
{Increase) decrease in defermed EXPERSES .. . . .. ... ...l (4.0 09 1.2
{Increase) decresse in prepaid expenses and OIeL. . . . ... ... 10.2 (4.0 .0
{Increase) in deferred line instAllatONn COSTS . . .. . . .. ... ... e e (1.0 113.6) 9.
Increase (decrease) in accounts payable and accTued eXpenses ... ............. .. el (16.9) 2 71
Increase indefermed revene ... ... ... ... e 10.5 +6 12
Increase incustomer deposits . ... ... ... ... e 9.3 41 30
NET CASH (USED IN OPERATING ACTIVITIES ....... ..ot 422y (1.9 (8.0
Cash Flows from [nvesting Activities
Purchase of property and equiPMEIE . .. . .. ... .t ii it i (599.1 (2899 (151D
Available-for-sale securities:
T L (L2471 ($0T.%) (116D}
Y 144.3 2644  102.4-*
L T AP 915 2420 (338 |
Businesy aCQUISTHORE . . . .. ... . uu it ate e aa e 1130.8) 278 (1819
Deposits on PCS LiCenSes . . ... ... .ciiiiiinrriiiiinarreranaiieaar et — — 8.0
B 3000 000000006006006000C00000006000aG0AA0006A06A060000000000000090000000FF0000 (8.9) (5.2} 11.8)
NET CASH (USEDINMYINVESTINGACTIVITIES . .. ... ... ... tiiiiiiiiinennnnns (1.550.9) (4219 2428
Cash Flows from Financing Activitss
Payments on contracts and notes payasble . ................ ... 500000600000600006000000 26 AaLbh 1190
Proceeds from long-term debx . . . . . 5o aGE0a00n000000a000a0000000000000000000006000000S 485.8 5839 5066
Payments on long-termdebt . .. ..... ) 600000000000000000000080aD00AB000C06900006000000 (279.2) t10.9y 2.0
Net proceeds from issuance of CORBUDOR SOCK . . .. ... ... ... oot e 18.0 7 1.6 .
Net proceeds from preferred stock—Sefies A ... ... ... ... ... 1718.1 - -
Net proceeds from preferred stock—Series Band C. ... ... . ... ... ..o 998.7 - -
Paymenus of preferred stock dividends . ......... ... ... o il (109 —~— _—
NET CASH PROVIDED BY FINANCING ACTIVITIES. . .. ... . ... ... ... ... . ovns 1.464.9 5696 4870
NET INCREASE (DECREASE) IN CASH AND CASHEQUIVALENTS ................. (128.2y 1233 2354
Cash and cash equsvaleacs:
Beginning ....... 0000000006a00aT co0000a 90000600000003000690000060000000006000000a00 455.1 kR ) 96.5
. M 866 0606000000000066060006000000000000006000a060006060080008066060000600000 269 $4551 S33L9
Ending.......coovvpuvnnns 6066006000000000000000000a00003C000T ;= =.'a= 2
e : ol . i 4 $ 858 § 270 § 18
Cash payment for interest, net of intsres capitalized 1999 $23.0: 1998 $10.7; 1997 $44. . ........... $_858 ] d
Supplementai Schedule of Noucash Investing and Finsancing Activities s s 13
Releasa of 112,354 shares of Class A common Stock ffOm escTOW ... ... v iiinannnens s=_—= P = B8 0
: i isith i caees .3 § 59 3 34
Capital leases incurred for the acquisition of propivty and equipment . .. ... ....ccovneaenn s E____IO.’: SEN S IR S

The accompanying notes are an integrai pant of these consolidated financial statements.
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VERIFICATION

STATE OF IOWA
ss.

COUNTY OF LINN

1, William A. Haas, being first duly sworn, state that I am Vice President and Deputy General
Counsel of McLeodUSA Incorporated, the Applicant in the foregoing Application; that I am
authorized to make this Verification on behalf of Applicant; that T have read the foregoing
Application and know the contents thereof; and that the same are true and correct to the best of my

knowledge, information, and belief.

(St L

Sworn and subscribed before me this 5" day of October, 2000.

AN

Notary Public

MY oownssnon EXPIRES

*

g' ROBIN R. McVEIGH

My commission expires

338120.1




VERIFICATION

STATE OF TEXAS
SS.

COUNTY OF DALLAS

I, Michael G. Donohoe, being first duly sworn, state that I am Assistant Secretary of
CapRock Telecommunications Corp., the Applicant in the foregoing Application; that [ am
authorized to make this Verification on behalf of Applicant; that I have read the foregoing

Application and know the contents thereof; and that the same are true and correct to the best of my

A D

knowledge, information, and belief.

Sworn and subscribed before me thisZith day of September, 2000.

o MQMM %&iﬂx

N Plhlic,smeofT
m . Notary Public
rmwt*' JAN 25, 2003

My commission expires Xﬁnuﬁ\R\l‘ ZS\, 200

350956.1




