v
v e . .

STATE OF FLORIDA

Public Serbice Commissgion

-M-E-M-0O-R-A-N-D-U-M-

DATE : July 27, 1998

TO Blanca Bayo, Director, Division of Records and Reporting
FROM : Louis J. Yambor, Division of Communications

RE : Docket No. 980909-TX; Application name change

Network Plus, Inc. has sent a revised application reflecting an additional d/b/a of: Hale &
Father, Inc.

Enclosed is a replacement application for the original.

Thank you.
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July 23, 1998
A\ v Y
Lou Yambor
Florida Public Service Commission
2540 Shumard Oak, Blvd.

Tallahassee, Florida 32399-0870

Re:  Application of Network Plus, Inc. d/b/a Hale & Father, Inc. for

; de Al ve ] | Exc) Service .
Dear Mr. Yambor:

Pursuant to our conversation enclosed for filing on behalf of Network Plus, Inc. d/b/a Hale
& Father, Inc. (“Hale & Father™), please find an original and two (2) copies of Hale & Father’s
above-referenced application.

Please date-stamp the extra copy and retum it to the undersigned in the enclosed self-
addressed, stamped envelope. Should you have any questions conceming this filing, please do not
hesitate to contact me.

Very truly yours,

Jm%
Kathleen L. Greenan

Counsel for Network Pius, Inc.
d/b/a Hale & Father. Inc.

Enclosures R E c ! I v E D

cc: James J. Crowley, Esq. UL 2. s
Phyllis A. Whitten, Esq. {w/o encl.)
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FLORIDA PUBLIC SERVICE COMMISSION
CAPITAL CIRCLE OFFICE CENTER - 2540 SHUMARD OAK BOULEVARD
TALLAHASSEE, FLORIDA 32399-0850

APPLICATION FORM
for

AUTHORITY TO PROVIDE ALTERNATIVE LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF FLORIDA

INSTRUCTIONS

1. This form is used for an original application for a cerlificate and for
approval of sale, assignment or transfer of an existing altemative local
exchange certificatc In case of a sale, assignment or transfer, the
information provided shall be for the purchaser, assignee or iransferee.

2. Respond to each item requested in the application and appendices. If
an item is not applicable, please explain why.

3. Use a separate sheet for each answer which will not fit the allotted
space.

4, if you have questions about completing the form, contact:

Florida Public Service Commission
Divislon of Communications, Certification & Compllance Section
2340 Shumard Oak Boulevard
Taliahassee, Florida 32399-0866
904/413-6600

5. Once completed, submit the original and six (6) copies of this form along
with a non-refundable application fee of $250 made payable to the
Florida Public Service Commission at the above address.




1. This is an application for (check one).
(X) Original authority (new company)

() Approval of transfer (to another certificated company)
Example, a certificated company purchases an existing company and
desires to retain the original certificate authority.

() Approval of assignment of existing certificate (to a
non-certificated company)
Example. a non-certificated company purchases an existing company
and desires to retain the certificate of authority rather than apply for
a new certificate.

()  Approval for transfer of control (to another certificated company)
Exampie, a company purchases 51% of a certificated company. The
Commission must approve the new contralling entity.

2. Name of appiicant:
Network Plus, Inc. d/b/a Hale & Father, inc. (“Hale & Father” or the
“Applicant.”)

3. Name under which the appiicant will do business (d/b/a):
Hale & Father, Inc.

4. If applicable, please provide proof of fictitious name (d/b/a) registration.

Fictitious name registration number:____Doc. No, p38839

5. A. National mailing address including street name, number, post office box, city,
state, zip code, and phone number.

Network Plus, Inc. d/b/a Hale & Father, Inc.
234 Copeland Street

Quincy, Massachusetts 02169

Telephone: 617/788-4000

Facsimile: 617/786-8406

B. Florica mailing address including street name, number, post office box, city,

state, Zip code, and phone number.

Network Plus, inc. d/b/a Hale & Father, Inc. currently does not have a
malling address In Florida. However, the name and address of
Network's regletered agent in Fiorida Is: NRAI Services, Inc.

526 East Park, Tallahassee, FL 32301.

FORM PSC/CMU 8 (11/95)
Required by Chapter 364.337 F.S. -2-



10.

Structure of organization:

( ) Individual ( ) Corporation

(X) Foreign corporation ( ) Foreign Partnership

( ) General Partnership () Limited Partnership

( ) Joint Venture ( ) Other, Pleass explain

If applicant is an individual, partnership, or joint venture, please give name, title and
address of each legal entity.

Not Applicable.

State whether any of the officers, directors, or any of the ten largest stockholders
have previously been adjudged bankrupt, mentally incompetent, or found guilty of
any felony or of any crime, or whether such actions may result from pending

proceedings. If 80, please explain.

None of Hale & Father's officers, directors, nor any of the ten largest
etockhoiders, have previously been adjudged bankrupt, mentally
incompetent, or found gulity of any felony or any crime; nor are any such
proceedings pending.

If incorporated, please provide proof from the Florida Secretary of State that the
applicant has authority to operate in Florida.

A copy of Applicant’s certificate of authority to transact business in the State
of Florida as a foreign corporation Is attached hereto as Exhibit 1.

Corporate charter number: 04-3080723 (Federal ID Number)

Piease provide the name, title, address, telephone number, Intemet address, and
facsimile number for the person serving as ongoing liaison with the Commission,
and If different, the liaison responsible for this application.

Ongoing liaison: James J. Crowley, Executive Vice President, Network Plus,
Inc. d/b/a Hale & Father, Inc., 234 Copeland Street, Quincy, MA 02169, Tel:
617/786-4000; Fax: 617/786-8406.

: Andrew D. Lipman, Esq. & Kathleen L. Greenan, Esq.,
Swidler & Beriln Chartered, 3000 K Street, Sulte 300, Washington,
D.C. 20007-5116; Tel: 202/945-6922; Fax 202/424-7645.

FORM PSC/CMU 8 (11/85)
Required by Chapter 364.337 F.S. -3-




11.

12.

13.

14.

15.

16.

Please list other states in which the applicant is curmently providing or has applied
to provide local exchange or alternative local exchange service.

Applicant currently is seeking authority to provide faciilties-based local
exchange telecommunications services in Conne~ticut, Georgia, Maine,
Massachusetts, New Hampshire, New Jersey, New York, Pennsyivania, Rhode
Isiand, Tennessee and Vermont.

Has the applicant been denied certification in any other state? If 8o, please list the
state and reason for denial.

Have penalties been imposed against the applicantin any other state? If so, please
list the state and reason for penality.

No penaities have been imposed against the applicant in any otner state.

Please indicate how a customer can file a service complaint with your company.

Hale & Father's toll free number for customerservice is 1-800-225-5089; hours
of operation are 24 hours, 7 days a week.

Please complete and file a price list in accordance with Commission
Rule 25-24.825.

Haie & Father will file a complete price list with the Commission in accordance
with Commission Rule 25-24.825 prior to initlating service.

Please provide all available documentation demonstrating that the applicant has the
following capabilities to provide facliities-based local exchange service in Flonda.

A. Financial capability. See Exhibit 2.

Regarding the showing of financiat capability, the following applies:
The application ghould contain the applicant's financial statements for the
most recent 3 years, including:

.. the balance sheet
2. income statement
3. statement of retained eamings.

Further, a written explanation, which can include supporting documentation,
regarding the following should be provided to show financial capability.

FORM PSC/CMU 8 (11/95)
Required by Chapter 364.337 F.S. -4 -




240530 1

1. Please provide documentation that the applicant has sufficient financial
capabliity to provide the requested service in the geographic area proposed to be
served.

2. Piease provide documentation that the applicant has sufficient financial
capability to maintain the requested service.

3. Please provide documentation that the applicant has sufficient financial
capability to meet its lease or ownership obligations.

NOTE: This documentation may include, but is not limited to, financial statements,
a projected profit and loss statement, credit references, credit bureau reports, and
descriptions of business relationships with financial institutions.

If available, the financial statements should be audited financial statements.

if the applicant does not have audited financial statements, it shall be so
stated. The unaudited financial statements shouid then be signed by the applicant's
chlof exowtlva ofﬂcor and chlof ﬂnanclal ofﬂcer The signatures should attest that

B. Managerial capability. See Exhibit 3.
C. Technical capablility. 8ee Exhibit 3.

(If you will be providing local intra-exchange switched telecommunications
service, then state how you will provide access to 911 emergency service.
If the nature of the emergency 911 service access and funding mechanism
is not equivalent to that provided by the local exchange companies in the
areas to be served, described in detail the difference.)

Hale & Father wiil negotiate an E911/811 Interconnection arrangement
with the incumbent LECs that will allow It to complete 911 calls for
its customers. Hale & Father will coordinate with the agency operating
the Public Service Answering Point (“PSAP") in each locality that it
serves, in order to assure that 811 calls are routed and delivered in the
manner desired by the PSAP. |n those localities where E911 service
has been Implemented, Hale & Father also will make arrangements for
the proper delivery of Automatic Number Identification (“ANI") and
Automatic Location Identification (“ALI") information to the PSAP.

FORM PSC/CMU 8 (11/85)
Required by Chapter 364.337 F.S. -5-




Official:

Title:

Address: 234 Copeland Street

AFFIDAVIT

By my signature below, |, the undersigned officer, attest to the accuracy of
the information contained in this application and attached documents and that the
applicant has the technical expertise, managerial abllity, and financial capability to
provide alternative local exchange service in the State of Florida. | have read the
foregoing and declare that to the best of my knowledge and bellef, the information
is true and correct. | attest that | have the authority to sign on behalf of my
company and agree to comply, now and in the future, with all applicabie
Commission rules and orders.

Further, | am aware that pursuant to Chapter 837.08, Florida Statutes,
“Whoever knowingly makes a faise statement in writing with the intent to
mislead a public servant in the performance of his officlal duty shall be guiity
of a misdemeanor of the d degree, punishable as provided ins. 775.082
andse. 778

/

;/ﬂﬂf ;Zé#/ 4
(f 017/780-4000 -

Telephcne Number

FORM PSC/CMU 8 (11/68)
Required by Chapter 384.337 F .S. -6-



EXHIBIT 1

EXHIBIT 2

EXHIBIT 3

o | o
EXHIBITS

Certificate of Authority to Transact Business
Financial Qualifications

Managerial and Technical Capability



EXHIBIT 1

Certlficate of Authority to Transact Business
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Juna 3, 1992

Network Plus, Inc.

300 Crown Colony Drive
Quincy, MA 02169
Attn: Mr, Robert R. Hale
RE: NETWORK PLUS, INC.

Dear Mr. Hale:

I am please to confirm the filing of the Application for Certificate of
Authority on bshalf of the above named corporation in the State of Florida
on May 18, 1992. 1In evidence tharsof, enclosed please find evidence of
the filing as issued by the offica of the Secratary of State of Florida.

We appraciate this opportunity to have been of sarvice,.

Very truly yours,

Kristy R1Y
Assistant to Shails R. Hawkins

HER/
encl.
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Florida Department of State, Jim Smith, Secretary of State

DR REGISTERED

HADN QF [ERED C E
AGENT OR BOTH FOR CORPORATIQNS

Pursuant to the provisions of sections 607.0502, §17.0502, 807.1508, or §17.1508,

Flonda Statutes, the undersigned corporation organized under the laws of the State of
—lassachyserrs submits the following statement in order to change its rtgtmrod office
or registered agent, or both, in the State of Florida. .~

\

f

1a. The name of the corporation is: — /5
_SETHORK PLUS. z

N INC, : f..—"
1b. Date of incorporation May 18, 1992 Document number B38839 >

2. The name and address of the current registered agent and office:
The Prentice Hall Corporation System, Inc.

_L;O North mu‘ Street, Tallahassee, FL. 32301

3. The name and address of the new registersd agent and office:
(P.O. Box Not Acceptable)

~Serperation Ssrvice Company
-L20) Havs Scxeec, Tallahassee, Fi 52301
The street address of its registered and the street address of the business office
of its registered agent as changed wil be identical. |

Such change was authorized by resolution duly sdopted by its board of directors or by
an officer 80 authorized by the board.

¢Z¢I Robert T. Hale, Jr., President
/ ohf E'u -
DATE

HAVING BEEN NAMED AS REGISTERED AGENT AND TO ACCEPT SERVICE OF
PROCESS FOR THE ABOVE STATED CORPORATION AT "HE PLACE DESIGNATED
IN THIS CERTIFICATE, | HEREBY ACCEPT THE APPOlNTMENT AS REGISTERED
AGENT AND AGREE TO ACT IN THIS CAPACITY. | FURTHER MPLY
WITH THE PROVISIONS OF ALL STATUTES RELATIVE TO THE P COM-
PLETE PERFORMANCE OF MY DUTIES, AND | AM FAMII.IAH

THE OSUGATION OF MY POSITION AS REGI

By Brian Courtney, as SIGNATURE

it's agent. //(H?lw Agent)

Division of Corporations, P.O. Box 0327 Tallahassee, FL 32314
CR2ED4S (7-91) FILING FEE: $35.00




Financial Qualifications

Network Plus, Inc. has access to the financing and capital necessary to provide and
maintain the telecommunications operations specified in the Application. Network Plus,
inc. is a Massachusetts corporation, formed on March 27, 18980, and does not yet have
audited financial statements. The Company is well positioned and well qualified to meet

the financing requirements necessary to enter the Florida local exchange market.

a Vice President




NETWORK PLUS, INC.
FINANCIAL STATEMENTS
FOR THE QUARTERLY PERIOD ENDED
MARCH 11, 19%

INDEX TO MARCH 31, 199
FINANCIAL STATEMENTS
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NETWORK PLUS, INC.
BALANCE SHEETS
{(Unaudited)

ASSETS

CURRENT ASSETS
Cash and cash vquivalents
Accounts receivable, nut of allowance for doubtiul
accounts of $354,041 and $925,964, reapectively
Marketable securities
Investmenty
Prepaid expenses
Other cutrent assets
Total current assets

PROFERTY AND EQUIPMENT, NET
OTHER ASSETS

TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts payable
Accruad liabilities
Revolving line of credit
Notss payable to stockholders
Current portion of debt and capital lease obligations
Total current liabilities

LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY

Common stock, no par value, 20,000 shares authorized,

100 shares issuad and oulstanding

Paid-in capital

Retained samings (deficit)

Total stwockholders’ equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

March 31, Decwmber 31,
1998 1997
$270,761 $1,302426

16,566,573 16,926,985
65,447 64,649
3,570,000 3,570,000
848,221 414,657
114,639 112,476

—OIRT T IS

6,719.457 6997478

164,104 102,663
IEIRIX . IHSINTT
$19,049,701 $17,445.256

2,562,906 2,248,099
1,870,000 4.510.000
1,753,000 1,755,000
5311469 5,604,324
3,338,638 3,623,051
zianu 283,064

(3,814,571) (5,904,463)

TN T G
g v kv g v, ) <) G
]

The accompanying notes are an integral part of the flnancial staterants.

F-18



NETWORK PLUS, INC.

STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

Revenue
Direct cost of revenus
Cross profit

Selling, general and administrative expenses
Depreciation and amortization

Operating income
Other income (expense):
{neerest and dividend income
Other incoma, net
[nturest expense
Income before state incoma taxes
Provision for state income taxes
Net income
Retained eamingy (deficit), beginning
Distributions to stockholders

Retained earnings (deficit), ending

The accompanying notes are an integral part of the financial statemants.

(Unaudited)

Three Months
Ended March 31,

1998 197
$23.201.59% $24,740,486
18,533,796 1911043

TN T SR
$.555.058 5,126,365
467,768 156,495

— SUNIZE T SN

3460 21845
21,033 15,528
(285,419 (5.5100
— LN

93,053 302.054

- 2350

$ 9308 $ 2763551
{(3811.872) s’
(A.161) {286,001}
$(3,721,980) $3,508.393




NETWORK PLUS, INC.
STATEMENTS OF CASH FLOWS

(Unaudited)
Three Months
Ended March 31,
1998 1997
Cayh flows from operating activities:
Net income $ 9109 $ 27895t
Adjustments to reconcile nel income to net cash provided
by (used for) uperating activities:
Depreciation and amortization 467,768 136,495
(Gain) loss on dispusal of fixed assets (7.8%4) -
Provision for losses on accounts receivable 246451 327,028
Exercise of Tel-Save common stock warrants - (2. 100.000)
(Increase) decrease in assats:
Accounts receivable 11299 (2.690.353)
Prepaid expenses (470,564) (7.739)
Other current assety (2,163} 33342
Other long-term assets (61,441) (20,000)
{Decrease) increase in labilities:
Accounts payable 1,604,445 5,402 695
Accrued liabilities 317807 {453,004)
Net cash provided by operating
activitiss 2301421 - 9013
Cash flows from investing activities:
Procesds from disposal of fixed assets 16,647 -
Capital expenditures (238 500) (383,020
Purchase of markatable securitiss —_ i __‘m%_
Net cash used for investing activities (222.654)
Cash flows from financing activities:
Net procesds from (payments to) line of credit (2,640,000) 1,100,000
Payments of debt and capital lease obligations (667,2N) (47 580)
Distributions to stockholders {1,236.647) {(286.001)
Net cash provided by (used for) financing
activities 2310432 166413
Nat increase (decresss) in cash 1 113749
Cash at beginning of period 1,502,426 2,200,869
Cash at and of period $ 220261 SR8

The accompanying notss are an integral part of the financisl statements

F-20



REPORT OF INDEPENDENT ACCOUNTANTS

To the Stockholders of
Network Plus, Inc.:

We have audited the accompanying balance sheets of Network Plus, Inc. as of December 31, 1997 and
1996, and the related statements of operations and retained eamings and cash flows for each of the
three yean in the period ended December 31, 1997 These financial statements are the responsibility of
the Company's management. Qur responsibility is to express an opinion on these financual statements
based on our audits.

We conducted our sudits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonabie assurance about whether the financial
statements are frée of material misstatement. An audit includes examining, on & tast basis, evidence
supporting the amounts and disclosures in the financal statements. An audit also includes assessing
the accounting principles used and sigruficant estimates made by management, as well as evaluating
tha overall financisl staternent presentanon. We believe that our sudits provide a russonable basis for
our opinion.

{n our opinion, the financial statements referred to above present fairly, it all matenal respects, the
financial position of Network Plus, Inc. as of Decernber 31, 1997 and 1996, and the results of its
operations and its cash flows for each of the three years ended Decemnber 31, 1997, in conformity with

gerenally accepted accounting principles.

Boston, Massachusett
March 11, 1998
[Dual date to be determined for discussion of refinancing]

F-2




NETWORK PLUS, INC.
BALANCE SHEETS

Dwcember 31,
ASSETS 1997 1396
CURRENT ASSETS
Cash and cash equivaients $1.502.426 $2200 065
Accounts receivable, net of alluwance for doubtful
accounts of $923.964 ard SA30.(L0, respectively 16,926,913 14,973,829
Marketable secunves 64,649 61,570
lavestments 357,000 2,092 591
Prepaid expenses 414,657 308,043
Other current anets 112476 93.069
Total current assets IRt TSR
PROPERTY AND EQUIPMENT, NET 6,957 473 3073382
OTHER ASSETS 102, 663 69480
TOTAL ASSETS ST SZIAXN —
LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES
Accounts payable $17.445.2% $14.023 353
Accrued liabilities 2,245,0W 1,933,702
Revolving line of credit 4,510,000 2,000,000
Notss payable % stockhoiders 1,753,000 .
Current portion of debt and capital lease obligations 5,603 192421
Total current liabilities JLAIEN B IVETS
LONG-TERM DEBT AND CAPITAL LEASE OBLICATIONS 361,051 664,044
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY

Common stock, no par value, 20,000 shares authorized,
100 shares issusd and outstanding - .
Paid-in capital 283,064 283,064

Retainad sarnings (deficit) {5,904 483) 3817845
Total stockholders’ aquity ALY T L0
TOTAL LIABILITIES AND STOCKHOLDERS'

BQUITY’ $29.451331 $22.914.529

The accompanying noles are an integral part of the financial staternents.
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Revenue

NETWORK PLUS, INC.

STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

Direct cust of revenue

Gross profit

Selling, gunerai and adminisirative expenses
Depreciation and amoctisation

Operanng loss

Other income (expense):
Inturest and dividend income
Other income (expunse) net
Interest expense

Income (loss) before slate income taxes

Provision for state income taxes

Net income (loss)

Retained sarnings, beginning
Distributions to stockhoiders

Retained earnings (deficit), ending

Year Ended December 31,

1997 1996 1993
$98,209.097 $73.134 648 $49,023,909
78,106,311 57,207 673 35,064,525
25,70 603 19224 460 17697 651
w3409 538,984 784
Rz TR L2 X v ¥ (.
(322921 SR ¢ ©X Yo VIR ( %1) € 91 )]
83,710 94,663 202,283
(2013497 3529329 7558709
(557.001) (312.283) (39.780)
AR TN TR
{9.079.296) 1473438 4,007,131
41,750 $0,000 311,768
$9,121,046) $ 1415438 $ 1.603.36)
IEEEEEE——" GEELEESIE  SEE—
387548 3,439,054 1834.047
{601.162) (1.236.647) (1.890336)
$(3,904,363) $31817.845 $ 3,639,054
AEEEEEEE D SEEE—

The accompanying notes are an integral part of the financial statements.
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NETWORK PLUS, INC.
STATEMENTS OF CASH FLOWS

Year Ended December 31,

Cash flows from operating activities:
Net incoma (loss) $(9,121,046) $1.415438 43,695,368
Adjustments to reconcile net income to net cash
provided by {used for) vperating activines:
Depreciation and amortization 993,609 832,632 273814
{Gain) loss on disposai of fixed assets (178) o .
Provivion for losses on sccounts receivable 4,104,262 1,101.9y7 7.2
Amortization of AT&T credits . {1.810,003) (2.436.91)
Exercise of Tel-save common stock warmants
received as consideration {3.570,000) {2,800,000)
Valuation of Tel-Save common stock
warrants
received as consideration 2,092,591 {2,092.591)
Procawds from sale of Tel-Save common
stock - 4,167 000 .
Gain on sale of Tel-Save common stuck - (1,367 000} -
{Increase) decrease in assety:
Accounts receivable (6,057 542) {1,584.767) (7,967 503)
Prepaid expenses {106,614) (217 838) (60,152)
Other current assets (19407 11,110 198,035
Other long-term assets (33,183) (12,733) 48440
{Ducrease) incresse in liabilities:
Accounis paysbie 8,021,903 4,146,491 6,726,950
Accrued llabilities ML (438.301) 699,991
Net cash provided by (used for)
operating activites (3.384,188) 1,051,339 463,021
Cash flows from investing activities:
Procseds from sale of fixed assety 9,000 . .
Procseds from sale of Axad assets to affiliate - 33920 535438
Capital expenditures (336,167)  (2135.049) (855.969)
Purchase of markstable securities (3.079) (3.002) .
Procesds from sale of marketable securities . 90.000 140,791
Net cash used for investing
activities (3357.246) {2,014,131) {183,783)
Cash flows from financing activities:
Net procesds from line of credit 2,510,000 2,000,000 -
Precesds from nole payable - 1,000,000 -
Procesds from nots payabie to stockholders  1.755,000 - .
Procesds from sale and lsaseback of fixed
ayrnants on dabt and | lease A% - ’
P, on ta
p (1,110,847) (167 419) (13.093)
Distributions © stockholders {601,162) (1,236,647) {1,090.356)
Nat cash (used for)
mwxﬂvmn > 6,002,991 1,995,938 (1,900.451)



Net increase {decrease) in cash {738,443 633,142 375,787
Cash at beginning of year 2,240 869 1,607 727 1.231.940
Cash at end of year $1.502.426 $2.240.269 $1,607,727
esesssseess SEEEEEEEREN S
Supplemental disclosures of cash flow
information:
Cash paid during the year for
Interwst $ 498.1/6 $ 298079 $ 9780
[ncome taxes LY L gLy A xrs T

The accompanying notws are an integral part of the financial statements
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NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIMCANT ACCOUNTING POLICIES

Business Activity

Network Plus, Inc. (the "“Company”) iy a »witch-based carner and switchless reseller of long distance
telecommunications services, principally to small and medium-sized businesses throughout the United
Statys. Revenues are derived from the sale of domestic and international telephone services, calling
cards, debit cards and paging services. The Company operates two telephony switches, located in
Quincy, Massachusetts and Orlandn, Florida, and contracts with Sprint Communications Company, LP
{"Sprint™) to provide switching and dedicated voice and data wervices for a portion of the Company’s
telscommunications traffic.

Revenus Recognition and Accounts Receivable

Telecommunication revenuss and accounts receivable are recognized when calls are completed or
when wrvices are provided. Accounts receivable include buth billed and unbiiled amounts, and are
reduced by an estimate for uncolluctible amounts.

Cash Equivalents
All highly liquid cash investrnents with maturities of three months or less at date of purchase are
considered to be cash squivalents.

Preperty and Equipment

Property and squipment are recorded at cost and are depreciated using the straight-line method over
the estirnated useful lives of the assets. Leasehold improvements are amortized over the shorter of the
lease torm or the estimated usaful life of the improvemwnts. Upon retirement or other disposition of
property and equipment, the cost and related depreciation are removed from the accounts and the
resulting gain or l09e is reflected in eamingy.

Capital Lasses

Capital issses, thoss lasses which transfer substantially ail benefits and risks of ownership, are
accountsd for as acquisitions of assets and incurrences of obligations. Capital lease amortization is
included in depreciation and amaortization expense, with the amortization period restrictad to the leass
term. [nterest on the related obligation is recognized over the lease term at a consiant periodic rate.

Use of Estimates

The preparation of financial statemen in conformity with generally acoepted sccounting principles
requires managament ®o0 make estimates and assumptions that affect amounts reported in the financial
stalemants and accompanying notes. Actual results could differ from those estimates.
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NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Income Taxes

Effective March 1, 1992, the Cumpany elected by the consent of its stockholders to be taxed under the
provisions of Subchapter S uf the Internal Revenus Cude. Under those provisions, the Cumpany doss
not pay corporate federal income taxes on its taxable income. Instead, the stockholders are liable for
individual income taxes un their share of the Company's taxable income. The Company continues o
pay state income taxes in those states that do not fully recognize the Subchapter S provision and states
which collect certain franchise taxes.

Concenteation of Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist
primarly of trade accounts recmvable. [n addition, risk exists in cash deposited in banks that may, at
times, be in excess of FDIC insurance fimits. Cash balances are managed daily to reduce revolving
credit burrowings. The trade accounts receivable risk is limited due to the breadth of entities
compnising the Company's customer base and theie dispersion across different industries and
geographical regiors. The Cumpany evaluates the credit worthiness of customers, a3 appropriate, and
maintains an adequate allowance for potential uncollectible accounts.

Reclassifications

Certain amounts in the financial statements for prior years have been reclassified to conform with the
current year presentation. Such reclassifications had no «ffect on previously reported resuits of
opetations.

2 RELATED PARTY TRANSACTIONS

in Ducember 1997, the Company’s stockholders issued the Company loans totaling $1,735,000. [ntevest
on the loans accruss at the prevailing prime ram (8.3% at December 31, 1997) and is payable monthly.

There is no required period for principal repayment. The loans are expeciad 1 be repaid in 1998 and,
accordingly, have been classified as a current Hability in the accompanying balance shest.

The Company had a service arrangement through May 1997 with a marketing company, the
shareholders of which have a controlling interest in the y. The macrketing company provided
services relative to establishing, training and expanding the pany's sales organization. For the
years ending Decernber 31, 1997, 1996 and 1993, the amounts paid 10 the marketing company were
$55.000, $132.000 and $197,000, respectively.
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NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

2. RELATED PARTY TRANSACTIONS (CONTINUED)

Office space. located in Quincy, MA, 1s lensad from a trust, the beneliciaries of which are the same &
the stackholders of the Company The Company makes monthly rental payments of $33,900. In each
of the years ending Ducember 31, 1997, 1994, and 1999, the amount paud to the trust was $431,000.

3. MARKETABLE SECURITIES
Marketable sucuritios are as follows:

December 3}, 1997

Tint LAl Yalux
US. ubligations 12.649 32,649
Other securities 62,000 62,000

N A T

December 31, 1997

Laoat bair Valyx

US. vbligations $2,520 $2.520

Other securities 59,050 59,050
E

4. INVESTMENTS AND SALE OF CUSTOMER BILLING BASE

[nvestment are as lollows:

December 31, 1997

L08t calc Yalus
Tel-Save Wamrants 43,570,000 43,570,000
] ]
December )1, 1996
o TALYalus
Tel-Save Warrann $2.092.59 $2,092.991
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NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

1. INVESTMENTS AND SALE OF CUSTOMER BILLING BASE (CONTINUED)

In 199% the Company sold three separate billing bases of customer accounts to othet
telecommunications companies for cash totaling approximately $8,422,000 and warrants to purchase
shares of cummon stock of Tel-Save Holdings, inc. (“Tel-Save™). The cash recesved was recognized as
miscellaneous income in 1995. The Company was required to fulfill certain sales volume obligations in
order to exarcise the warrants. As of December 31, 19935, the Company had not met those obligations
and, accordingly, had sscribed no value to the warrants.

During 1996, the Company mat the sales volume obligations to exercise a porton of the outsanding
warrants. Certain of these wartants were exsrcised and common stock related o those warranis were
sold by the Company resulting in net proceeds and income of $1.367.000. The remainder of the
warrants thas became exercisable in 1996 were subsequntly exercised in 1997. These warrants were
classified as investments and were valued at appronimatmly $2.092.000 at December 31, 1996 using an
established valuation model at the date of valuation. A total of approximately §3,499,000 was
recognizad as micellaneous income 1n 1996 relating to these warrants.

In 1997, the Company mat all of the vbligations necwssary ® exercise the remawung warrants, and cash
payments intaling $3,570,000 were made W sxercise all oubtanding warrants. In total, warrants
exercisad in 1997 entitle the Company to 765,000 shares of Tul-Save common stock, subject to the
registration uf the shares by Tel-Save. The shares were registervd in November 1997

The agreements between Tel-Save and the Company require the transfer of ownership of the physical
shares of common stock from Tel-Save 10 the Company upon the Company mesting certain
requirernents. The Company believes it has met these requirements and has requested consummation
of the trarsfur of ownership, which has yet to occur. The Company is pursuing legal remedies to
compel Tel-Save to honoe the terms of the agreenwnts.

Upon receipt of the physical shares of common stock, the Tei-Save common stock will be classified as
available-for-sale in accordance with SFAS 115. SFAS 115 requires that available-for-sale investmants
that have readily determinable fair vaiues be measured at fair value in the balance sheet and that
unrealized holding gaine and iosses for these investments be reported as a sepamate component of
stockholders’ equity until realized. At December )1, 1997, the warrants are valued at the amount of
cash paid in 1997. The 52.1 million valuation recorded in 1996 was reversed in 1997 due to the non-
marketable status of the warrants.
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NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

5. PROPERTY AND EQUIMMENT

December 31,
Estimated 1997 193¢
Lseful Life
Switching equipment 5 years $ 4,004,889 $ 1313508
Computer equipment 3-5 years 2.755 561 48,07
Office fumiture and equipment 7 years 1271554 1,156,910
Purchased software 3 yeans 693,507 174,927
Motor Vehicles 5 years 174 850 174 350
Leasehold improvement Turm of lvave 13033) e
9.030.8%4 4,160,299

Luss accumulated depreciation
and amortization (2.073.419) (1,084,917)

$ 6.957. A73 $ 2073882

In 1997, upon review of tha Company's experience and expectations for upgrades and replacement of
equipment, the Company changud the estimated useful life of its switching equipment from 12 years
to 3 years. Depreciation expense in 1997 was approximately $136,000 more than what would have
otherwise been reportad had the change in estimats not besn made. Arnual deprecistion expense
relatad 0 these assets will be spproximately $407,000 more through 2002 than what would have
otherwise been reported had the change not been made.

In August 1997, the Company entered (nto a sale and leaseback of its switching equipment. The
equipment was sokd at book value, which approximaes market vslue, and, consequently, no gain or
les was recorded on the sale. The Company has the right to reacquire the equipmaent at the end of
the lease’s five-year ierm.
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NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

6. ACCRUED LIABILITIES

Accrued liabilities consist of the following:

December 31,
1987 1996
Accrued interest $ 6032 $ 14208
Accrued salaries, wages, commissions and related taxes 297,033 H4.249
Cusiomer deposite 361410 124,825
Accrued income and franchise taxes 765,500 879,247
Accrued taxey other than income and franchise 237,554 175088
Othwr accrued liabilities 38.170 96,088

lu‘uﬁ ’IIQ”im
7. REVOLVING CREDIT AGREEMENT '

The Company has a revolving line of credit with Flest National Bank for borrowings up to $7.000.000,
including letters of credit, which expires on May 31, 1998. Borrowings in *xcess of $5,000.000 are
subject to a formula based arrangement based upon a percentage of accounts receivable. Interest is
payabis monthly at the bank’s prime rate or available LIBOR options. The revolving line of credit
the Company 0 meet cartain debt service, liquidity and tangible net worth covenants. At
December 31, 1997, cash borrowings undar the line of credit tomiled $4,510,000 and letters of credit
issued in the ordinary course of business totalled $120,000. At December 31, 1996, cash borrowings
under the line towliad $2,000,000 and there were no outstanding letters of credit. The interest rate on
such borrowings was 8.5% at December 31, 1997 and 8.25% at December 31, 1996. The maximum
borruwings under the agreement in 1997 and 1996 were $5.000,000 and $3,000,000, respectively.
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NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

8. DEBT AND CAPITAL LEASE OBLIGATIONS

Debt and capital lease obiigations consist of the following:

December 31,
1997 1994
Notws payable $4,600,000 $433, 166
Capital lease obligations 4,717,373 1,699
9317373 856,865
Less currwnt portion 5,604,324 192821
SR, S

The Company issued a promissory note, dated December 1, 1997, to Sprint for repayment of $4,600,000
previously classified as accounts payable. Monthly principal payments are required from

February 1998 through tha now’s maturity on September 1, 1998. [nterest accrues at a fixed rats of
9.75% per annum on the unpaid principal balance and is payable monthly.

In january of 1996, the Company entered into a five-year term loan agreement in the amount of
$1,000,000 at a fixed rate of 8.11% pet year, secured by switching equipment. This loan was repaid in
October 1997. At December 31, 1996, the unpaid principal on the loan was $846,085.

The Company's capital leasss contain various covenants which, among other things, require specified
ratios of total Liabilities 0 net worth and net income requirements.

The Company has recsived commitments for a $23 million revolving credit agresment from Fleet
Nationat S8ank. The revolving credit agresment will have a term of three years and will replace the
existing facility. Interest is payable monthly at the bank's prime raw or available LIBOR optons. All
outstanding notes paysbie are planned to be paid in full with procesds from the new facility.
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NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

9. LEASE COMMITMENTS

The Company has entered into nuncancelisble operating lease for office space in several locations in
the vastern United States. The luases have trmunation dates through 2003 and require the payment of

various operating costs including condominium fees. Rental ex

pense related to the leases for the yeare

ended Decernber 31, 1997, 1996 and 1999 were §732,747, $687 991 and $501.012, respactively

Mirumum lease payments for the next five years and thereafter are a3 follows

Year Endud Decamber 11,
1998

1999

2000

2001

2002

Tharesfter

Total minimum lease payments

Less imputsad interest

Present value of minimum lease payments
Less current portion

Long-term capital lease obligations

P-14

Capital Laass Qperanng Leass

$ 1,254,025 $ 683720

1,368,037 630,408

1.230.331 346209

$17.211 57,948

749,174 L g S

. 73,085

$ 9410778 __um
701,403
47378

1,094,324

U ¥7.7 718



NETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

Property and equipment under capitai lvases are as follows

December 31,
1997 1296
Switching equipment $ 1,834,889 $ -
Computer equipment 1526572
Office equipment . 3,261
5363461 Jas1
Less accumuiated amortization (514.894) (2.670)

R X .- A V.| R
10. UNEARNED CREDITS

[n 1993 and 1994, the Company, through special ssles promations offered through ATET on three-year
service contracty, received cash based on manisining annual saiss commitment levels over a spexific
dollar amount. The total amounts received from the ATkT promotions were amortired over the

¢ longth of each contract and were fully amortized prior 1o 1997. Amortization of these
credits included in revenus in 1996 and 1993 was $1,810003 and $3.347 548, respactively.

1. COMMITMENTS AND CONTINGENCIES

The Company is contingently lisble as a guarandor on & bank loan made to the trust from whom the
Company leases office space in Quincy, MA (see Note 2). The outstanding balance of the loan at
December 31, 1997 and 1996 is $1,4335,843 and 31,545,853, respectively.

Cartain of the Company’s intemal computer systems are not Yesr 2000 compliant. The Company has
besn taking actions 10 correct or repiace those systerms and expects 10 successfully implemant the
systeeve and programming changes necessary to address the Year 2000 issuss during 1998

12. MAJOR SUPPLIER

The has an agressunt with Sprint 10 provide swikching and dedicatad voice and data
services. agreamant will expire in 1999. At expiration or any time prior, the Company can renew
all material sspects of the agresment with Sprint. [n the event that rewwal doss not occur, the
Company may be able 10 negotiaie equally bensficial terms with other major ielec.nmunications
companies. Should nelther of thess alermatives be possible, there could be material adverse
impllulioulthonMaﬂmhlmmm Management's experience has bean

to renegotiate agreemans annually to snsure competitive pricing, and management betieves
the Company will be able 10 continue 10 renegotisie the agresements. The cwrent agreemant was
renegotiated in March 1998.
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MNETWORK PLUS, INC.
NOTES TO FINANCIAL STATEMENTS, CONTINUED

13. EMPLOYEE BENEFIT PLAN
The Company sponsors a 401(k) and profit sharing plan (the "Plan”) which is open to all dligible
employees under the Plan’s provisions. The wrms of the [Man allow the Company to determine its

annual profit sharing contribution. There were no Company contributions  the Plan in 1997 or 1996.
The Company's contnbution to the Plan 1n 1993 was $175,000
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MANAGEMENT

Executive Officers and Directors

The following table provides certsin information regarding the executive officers and
directors of the Company.

Name Age Positions

Robert T. Hale 60  Chairman of the Board of Directors

Robert T. Hale, Ir. 3 Chief Executive Officer, President and Director
James J. Crowley 33 Executive Vice President, Secretary and Director
Steven L. Shapiro 40  Treasurer, Chiel Financial Officer and Vice

President of Finance

Kevin B. McConnaughey 40 Vice President and General Manager of Intemational
Services

Steven Stanfill 44 Vice President of Network Services

Robert T. Hale is a co-founder of the Company and has served as Chairman of the Board
of the Company since its inception in 1990. Mr. Hale is a founding member of the
Telecommunications Resellers Association and has served as chairman of its Carrier Committee.
since 1993 and served as Chairman of its Board from May 1995 to May 1997. Mr. Hale was
president of Hampshire Imports, the original importer of Laurs Ashley Womenswear to the U.S. and
a manufacturer of exclusive women's apparel, from 1968 to present.

Robert T. Hale, Jr., is a co-founder of the Company and has served as Chief Executive
Officer, President, and Director of the Company since its inception in 1990. He was previously
employed by U.S. Telecenters, a sales agent for NYNEX Corporation, from 1989 to 1990, where he
was among the Company’s most successful sales representatives. Mr. Hale was a sales representative
at MCI from 1988 to 1989,

James 1. Crowley has served as Executive Vice President of the Company since 1994 and
became a Director in 1998. He was previously an attomey at Hale and Dorr LLP, s Boston law firm,

from 1992 to 1994.

Steven L. Shapiro has served as Treasurer, Chief Financial Officer, and Vice President of
Finance for the Company since July 1997. He served as Vice President and Controller of Grossman's
Inc., a public retailer of buiiding materials, from 1993 to 1997, and as its Assistant Controller from
1986 to 1993. Mr. Shapiro served as a certified public accountant with Arthur Andersen & Co. from
1979 to 1986.



Kevia B. McComnaughey has served as Vice President and General Manager of
International Services for the Company since March 1997. From 1995 to 1997 he was Associate
Vice President of Business Development for Teleglobe International, where he was responsible for
work on Teleglobe USA's initial strategic plan, coordinating business development activities with
the RBOCs and negotiating and maintaining various international traffic arrangements with
international carriers. From 199010 1995, Mr. McConnaughey was employed by Sprint intemational
and held a vaniety of product management, international carrier relations and marketing positions.
Prior to joining Sprint [ntemational, Mr. McConnaughey was a regional manager for US Sprint's
international department and held a number of network planning and engineering positions with
GTE Spnnt and Southern Pacific Communications.

Steven Stanfill has served as Vice President of Network Services of the Company since
1994. He served as Vice President of Network Operations at Ascom Communications, a
telecommunication services provider, from 1989 to 1994. From 1983 to 1989, Mr. Stanfill served
in various management capacities at National Applied Computer Technologies, a
telecommunications switching equipment manufacturer.

Each director serves until his or her successor is duly elected and qualified. Officers serve
st the discretion of the Board of Directors. Robert T. Hale, Jr. is the son of Robert T. Hale and Judith
B. Hale, and Judith B. Hale is the spouse of Robert T. Hale. There are no other family relationships
among the Company’s executive officers and directors. No executive officer of the Company is 8
party to an empioyment agreement with the Company.

Board Committees

The Board of Directors has appointed a Compensation Committee, which assists in the
establishment of salaries and incentive compensation for certain senior officers and employees and
the administration and grant of stock options pursuant to the Company’s stock option plan. The
Board of Directors has also appointed an Audit Comrittee, which reviews the results and scope of
the audit and other services provided by the Company’s independent public accountants.



