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Balance Sheet 
PRELIMINARY 

Cu~at~u 	 Cuh 
Accounts Receivable. net 
Prepaid Asacts 
Security Deposits 

Curreat ~ts 

Loal Term A.uets Property, Plant, &: Equipment 
Less: Accumulated Depreciation 

Property, Plant, &: Equipment, net 

TotaJ~ts 

Curreat Liabilities Accounts Payable and Accrued Liabilities 
Unearned Revenue, Net 

CurreJlt Liabilities 

Notes Payable 
Other Liabilities 
Unissued Series A Preferred Stock 
Series A Preferred Stock 
Series B Preferred Stock 
Series C Preferred Stock 
Series D Preferred Stock 
Common Stock, No Par 
Common Stock Wurants 
Series A Preferred Stock Wurants 
Series B Preferred Stock Wurants 
Retained Eaminp 
Deferred Option Plan Compensation 
Additional Paid-in-Capital 
Commitments &: Contingencies (Note) 

Total Liabilites &: Stockholder's Equity 

~ 
UniversalAccessTil 

JIlII.30, 199' JIlIIC 30, 199B 
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UniV81"aaiAccessTII 

Statement ofCash Flows 

PRELIMINARY 

Fo, tit. QuIll14ll' 
Endln, 

Jun.30. 1999 

For tit. Quarter 
Endln, 

Jun.3', 1998 

Cash Flow From Operatinl ActiYides 
Ntttlncomtl (loa) 
Ad)/ISImIUI1S to rtt:tlncil.". lnco"", (lou) to ". 

ctU/t p,OlIided bJ OPBtltln, IIctlvlda 
Depreciation Expense 
Option Plan Compensation 

Clttlll,a In opBtItbr, IID_ tIIId llllbUltla 
Difference in Accounts Receivable 
Difference in prepaid assets 
Difference in security deposit 
Difference in accounts payable 
Difference in unearned revenue 
Other Liabilities 

Net cult used10' OpBtItIn, lIdivililt:l 

Cash Flows From lavestial Acdvldes 
Increase in Note Receivable 
Payment for purchase ofproperty a: plant 

Net cult us.dlo, /lIWISd", tu:thIIIa 

Cash Flows From Finaacml ActiYldes 
Proceeds from Notes Payable 
Proceeds from Unissued Series A Prefened Stock 
Proceeds from Series A Preferred Stock 
Proceeds from Series 8 Prefem:d Stock 
Proceeds from Series C Prefem:d Stock 
Proceeds from Series D Preferred Stock 
Proceeds from Common Stock, No Par 
Proceeds from Common Stock Warrants 
Proceeds from Series A Prefem:d Stock Warrants 
Proceeds from Series 8 Prefem:d Stock Warrants 

Net ctU. p1Tl'lided by jlntlllchtr IICtlvltla 

Net IllCI'as. In Cult 

CIl!lIt. Mtut:It 31, 1999 
CIl!lIt. Jtme 3'. 1999 

f' " ~I ~~., r:~!T'" 
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UnlversalAccess™ 

Income Statement 

Revlllae 

OperatiDl 
Expeales 

Other mcome 
& Expense 

F. tII~ (2."'" Eadbtr FDr tII~ QuIllVr E••, 
MtrI'dJ 31,1'" Mttrdl31,1991 

Access Revenue 
Co-Location R.evemJe 

Total ReYeaue 

Cost ofServices 
operations &. Administradoo 
Depreciation &. Amortizadon 
Option Plan Compcosation 

OperatiDl Expeasa 

Operadnlmeomc (Lou) 

IntDrcst Income, Net 
Other Expcmse. Net 

Total Other Income & ExpeDie 

Net meeme (Lou) 

LmiHnHm~l 
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UnlveraalAccessN 

Balance Sh'eet 
MtIId 31,19H MtIId 31, 1991 

Cllrnat A.aetI 	 Cash 
Accounts Receivable 
Less: AJlowance 


Prepaid Assets 

Security Deposits 


C1Irreat A.sHtI 

Loal Term AIIetI -Property. Plant, a: BquipmeDt 
Less: Accumulated DcpIeciaticm 

Property. Plant, a: EquipmeDt. net 

Total Assets 

CllrreDt Llablllda Accounts Payable and Acc:rucd Liabi1ities 
Uneamcd Revenue. Net 

Carnat Llabllltla 

Notes Payable 

Other Liabilities 

UDiIsued Series A Prefc:m:d Stock 

Series A Prcfened Stock 

Series B Pndi:ned Stock 

Commoa Stock, No Par 

ScriesA ProteaJed Stock WII!'lIIdI 

Series B ProteaIed Stock Wamm1'I 

R.etabtcd Eamfup 

DefiIrIed Option Plan Comp:asatioa 

A.dditioIW Paid-iu-Capital 
Commi1mcats a: Continpadcs (Nota) 

Total Llabillta Ie Stec1dIolder'J lEqalty 

~UIi fill El1l1hl 
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Unlver••IAccessT1II 

Statement ofCash Flows 

For tit. 01"'"EIIJIiII, For tit. 01"'"EIIIIbI, 
Mtm:II 31,1999 Mtm:II 31,199' 

Cash Flow PIOI11 Operating Activities 
Net Income' (loa) 
Ad}ustm.nt:I to 18COncll. net Incom. (loa) to net 

cash provided by operating activities 
Depredation Expense 

Option Plan Compensation 

Allowance far Doubtful Accounts 


Changes In operating .....and 'abilities 

Difference In Accounts Receivable 

Difference In prepaid assets 

Difference in security deposit 

Difference in accounts payable 

Difference in uneamed revenue 

other Uabilitles 


N.t cash us.d for operating activities 

cash FIOW8 From Inv ..tlng ActlvltlM 
Payment far purchase of property & plant 
Payment for purchase of co-Iocatlon 

Net ca:sh used for InvastIng activities 

Cash Flows From Ftnanclng Actlvltle8 
Proceeds tom notes payable 
Proceeds trom UnJsaued Series A Preferred Stack 
Proceeds trom Serles A Preferred StI:x:k 
Proceeds tom Series B Preferred StI:x:k 
ProceecIs tom Common Stcck. No Par 
Proceeds from Serles A Preferred Stack Warrants 
Proceeds trom Series B Preferred Stack warrants 

Net cah'provIded by flnanclng8t:tlvltles 

NtlIbu:twtlu ill C'II.d 
Qui, ~3I,Iff' 
Call, MtDd 31, I'" 

j 

Cui,l FiJ[i:11 IPlL 
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Universal Access, Inc. 

Universal Access, Inc. 


Audited Financial Statements 


1997-1998 

Filed in response to Questions 22 and 23 in Universal Access Inc.'s 

Application for a Service Provider Certificate of Operating Authority 
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UNIVERSAL ACCESS, INC. 

FINANCIAL STATEMENTS 
FOR THE YEAR ENDED DECEMBER 31, 1998 AND 
THE PERIOD FROM OcrOBER 2,1997 (DATE OF 
INCEPTION) TO DECEMBER 31. 1997 
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T pmawNER/IOUsf@JPERSI 
PrlcewaWhouleCoopers lLP 
203 NOI1h LaSalle Street 
ChIcago IL 60601-1110 
Telephone (311) 701 5500 
Fusimlle (311) 701 6533 

Report ofID~epeDdeDt ACCOUDta~t.s. 

To the Board ofDirectors and 

Shareholders ofUniversal Access, Inc. 


In our opinion, the accompanying balance sheets and the related statements of 
operations, ofcash floWs and ofstockb:olders' equity present fairly. in all material 
respects, the financial position ofUniversal Access, Inc. (the Company) at December 
~1, 1998 and 1997, and the results ofits operations and its cash flows for the year ended 
December 31, 1998 and the period from October 2, 1997 (~te of inception), to 
December 31., 1997, in conformity with generally accepted accounting principles. ' 
These financial statements.are the ~nsibility ofthe Company's management; our 
responsibility is to express an opinion on these financial statements based on our audits. 
We conducted our audits ofthese statements in accordance with generally accepted 
auditing standards which require that we plan and perform the audit to obtain 
reasonable assurance about whether the fmancial statements are free ofmaterial, 
misstatement. An audit includes examining, on a test basis, evidence supporting the 
lll10unts and disclosures in the financi~ statements, assessing the accounting principles 
used and significant estimates made by mauagement, and evaluating the overall 
financial statement presentation. We believe that our audits provide a rea5Qnable basis 
for the opinion CXJRSSed above. 

fL..'/~~~'.a~· L..,-op 
Chicago, Illinois 

Apri16,1999 
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UNIVERSAL ACCESS, INC. 
I BALANCE SHEETS . 
I 

I 
 .. 

December 31, 
1998 

ASSETS 

cumot assets~ 
Cash and cash Cquivalenis 

. Accounts receivable, net 

Prepaid expenses and other c:urrent assets 

Security deposits 


Total cumot assets 

R.estrictcd cash 
Property and equipment, net 

Total assets 

UABILlTJES AND STOCKHOLDERS' EQUITY (DEFICIT) 

Cum:ot liabilities: 

Accounts payable . , 

Accrued ~ and other current liabilities 

Unearned revenue, net 

Notes payable - shareholders 


total current liabilities 

NQte payable 

Totalliabi1ities 

Commitmcn~ and cont.ingeocks (Note S) 

Stockholders' equity: 

Redeemable Sa:ics A preferred stock . 

Redeemable Series A preferred stock warrants 

l1mssuechrkanable Series·A prercrrc:a stock 

Common stock, DO par value. 

Additional paid-'m-capital . 

Deferred stock option plan COJDpensation 

Accumulated defiCit 


. Total stockholders' equity (defICit) 

Total liabilities and stockholders' equity (deficit) 

CONfIDENllAL 

December 31, 
1997 

.. 

The accompanying nota an QIJ Integral pari ojthull./lnl:mclalstatemRftt. 
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UNIVERSAL ACCESS, INC. 

STATEMENTS OF OPERATIONS 


For the. From 
YearEaded Inception to 

December 31, December 31, 
1998 1997 

Revenues 
Access 
Co-location 

Total revenues . 

Operating expenses: 
Cost ofrevenues . 
Operations and administration 
Depreciation 
Stock option l>lan ~tion 

Total operating expenses 

Operating loss· 

Other income and expense: 

Interest expense 

Interest income 

Other expense 


Total other meome and expcosc 

.Net loss 

Accretion and dividends on ~eemable preferred stoGk 

Net loss applicabl~ to common stockhQlders 

c~f()~ 

7'hfJ QCCompanying nota are an Integral part ofthaefmanclal $,~ta~tem~e~lIts~.=--______-
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i UNIVERSAL ACCESS, INC. 
; 	 .... 

STATEMENTS OF CASH FLOWS 

Fortlae From 
YearEDded InceptiOD to ' 

December 31, . December 31, 
1998 1997 

Cash flows &om operating activities: 

Net loss . 

Adjustments to rccoocile net lpss to net 


cash used for operating activities: 

Depreciation . ' 

Stock option plan compcmation 

Provision for doubtful accounts 


Changes in operating assets and Habiliiics: 

Accounts receivable . 

Prepaid expenses and other CW'l'CIlt assets 

Security deposits . 

Accounts payable . 

A.c:cntc4 expenses and other current liabilities 

Uneamed~ 

, 	 Net cash used for operating activities 
I· 

Cash flows &om investin& activities: 

Purchase ofproperty and equipment 


Cash flows from financing activities: 

Proceeds from notes payable 

proceeds &om unissued rcdt=Dab1c Series Aprefcrtcd stock ' 

Proceeds &om redeemable Series A preferred stoclc . 

·Proceeds from common stock. 

.	Proceeds from rtdtaDable ~ A preferred stock warrants 

Cash deposit to collateralize note'payable 


Net cash ~'by finaQ.cing a~ics 

Net ~ in ~ and cash equivalents 

Cash and cash ~ivaIcots, beginniq,g of~ 

Cash.and ~ cquiva1eats, cad of.,ertod 

No amounts were paid for interest or ,income tixes during 1998 or 1997. 

CO~f\OCmw. 

'!he ~ompanylng notes an an Integralpart D/Iheseji1JQfJClalllatemenu. 
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UNIVERSAL ACCESS, INC. 

NOTES TO FINANCIAL STATEMENTS 

NOTE 1- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

BIUU ofPraenilltion 

Univ~ Access, Inc. (the "Company" or, "UAIj, an Dlinois corporatio~ was organized and 
commenced operations on October 2, 1997 for the pmposc of providing provisioning, co
location and high-capaclty bandwidth to "scrvi~ providCrs" that include Internet, Applications, 
DSL and Telecommunications providers. The Company operated as a su~haptcr S-Corporation, 
until September 27, 1998, at which time it Converted to a C-Corporation. 

l(nenue ReugnitlDn. 

Access and co-location services arc billed a month in adv.nce under 10Dg:-tcrm contracts rimg;Dg 
from twelve to sixty months. .UAI recognizes revenue in the month the service is provided. 
Advance billings arc recorded by the Company as uncamcd revenue. UAI rccogni7.es revenue 

. from onc-tirDe fees for installation ind ~tenancewhen the related services arc performed. 

Ca" IIIId Ca" E'lulva~ts 

Cash and cash equivalents include 'cash on hand, money market funds and all investments with 
,an initial maturity oftbrcc months or less. All cash equivalents arc recorded at cost. 

Accounts Receivllble 

The allowance for doubt.fUl accounts was December 31, 1998' and 1997. 
, . respectively. 

Financial insquments that could potentiallY. subject UAI to concentration of credit risk primarily 
include accounts receivable.' . 

UAI performs ongomg credit 
eValuatioDJ of its customers' &ancl.-I condition' and "to date has not· experienced significant ' 
losses from sales to any of-its significant customers. 

Stoclc..BlUed Compenslltlon 

The ComPany applies Accounting Principles Board Opinion No. 2S and related inte~ons in 
accounting for its stock option ptan. Accordingly, when options arc gnintcd, a non~h chirge 
representing the difference between the exercise price and the fair market value ofthe Commo~ 
Stock underlying the vested options on the date of gran~ is recorded as option plan compensation 
expense with the balance deferred and amortized over the remaining vesting period. 

CONF\DENT1AL 
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UNIVERSAL ACCESS; INC.

NOTES TO FINANCIAL STATEMENTS 

• 


PropD'ly lind EquiplMllt 

Property and equipment are stated at cost. Depreciation and amortization are provided for using 
the straight-line method. ~old improvements are amortized over the life ofthe lease. 

FUrniture and fixtures 3 years
Co-lcx:ation equipment 3 years
Equipment 3 years 

Repairs and maintenance, which do not signific:antJ.y increase the life of the related assets, are 
expensed as incurred. 

Us, 0/EstinuIIa 

The preparation of financial statements in conformity with generally accepted accounthig 
principles requires management to make. estimates and assumptions that affect the reported 
'amounts ofassets and liabilities -at the date of the financial statements and the reported amounts 
of revenue and expenseS during the reporting period. Actual results could differ from those 
estimates. 

Implll,ment 0/LDng-LivedAsslts 

The Company reviews its long-lived assets whenever events or changes in circumstances . 
indicate that the carrying amount may not be recoverable. The C:'apany-estimates the mn.e -',' 
cash :fi~ws expected to result from operatio1ls, and ifthe sUm oCthe expected undiscounted mt9re 
cash flows is less than the carrying amount of the long-Uved asset. the Company reco~ an ' 
impainnent loss by reducing the depreciated cost of the long-Uved asset to its estimated' fair ' 
value. To date the Company has not Iec6gniozld impairment on any long-lived assets. 

Ineo_TUG' 

On September 27, 1998, UAI changed status from an S-Corporation to a C-Corporation. As· of . 
this date, the Company established a deferred tax asset which reflects the tax -consequences in. . 
future years of differenCes ·between the tax. basis of assets i,nd liabilities and their financial 
reporting amounts. The deferred tax asset wis reCorded net of a valu8tion allowance to reduce 
the deferred tax asset an amount that is more likely than not to be realized. 

Prior to September 27t 1998, all liabilities 'for -federal income taxes passed through to' ~ 
stockholders. Accordingly, no income tax provision or deferred tax amounts were reqorded prior 
to this date. 

Stock Spills 

The Company effected a 5QO..for-1' cammon stock spUt in July 1998 and a 2-fo.:-1 common ~tock 
split in February 1999. All share amounts hav~ been retroactively restated to reflect such splits. _.... I_I""" ,...'~1~1~_______- 
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UNIVERSAL ACCESS, INC. 

NOTES TO FINANCIAL STATEMENTS 

NOTE 2- PROPERTY AND EQUIPMENT 

Property and equipment consists ofthe following, stated at cost: 

December 31, December 31, 
1998 1997 

Fmniture and tixtules 

Co-location equipment 

Equipment 


Less: Accumulated depreciation 

Property and equipment, net 

NOTE 3 - NOTES PAYABLE 

Notes payable at December 31, 1998 and 1997 are summarized as follows: 
, 

1998 . 1997 

Note payable (interest at 7 %%). 

Notes payable to shareholders 


. (~ighted average interest at 9."") 


Notes Payable 

CO~F\nENi\Al 
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UNIVERSAL ACCESS, INC. 

NOTES TO· FINANCIAL STATEMENTS 

In April 1998, the Co~pany entered irito a $500,000 revolving line of ~t agreenient with a 
B8l)k. Borrowings are at·the prime rate plUs 0.5% (8.25% at December 31, 1998) and the 
agreement expires in May 1999. Borrowings· under the revolving line of credit are unsecured:. 

.As ofDecember 31, 1998, no borrowings were outstanding under this'agreement. 

The Company executed unsc:cun;d promissory notes with an investor dat:ed December 29, .1998~ 
in the original aggregate principal amount of $1OO~OOO. .The notes bear interest at a rate of 10% 
per year and are due upon demand, after March 31, 1999. The Company'did nOt receive the 
proceeds of these promissory notes until after December 31, 1998, as such the notes paYable are 
shown net ofthe proceeds receivable on the face ofthe b81ance sheet. 

NOTE 4 - INCOME TAXES 

There is no current provision or.benefit for income taxes recorded: for the period from September 
27, 1998, the date of C-Corporation con1Jersion, to December 31; 1998, as the Company bas 
generated net operating losses for income taxes purposes for which there is no carryback 
potential. . There is no deferred provision or benefit for income taxes recor4ed as the: Company is 
in a net asset position for which a full valuation allowance bas been recorded due to uncertainty 

. ofrealization. 

The components ofthe deferred. income tax asset at December 31, 1998.are as follows: 

Net operatinSloss 

Stock option plan compensation 

Allowanc;e for doubtful acCounts 

Other 

Valuation allowance 

Total 

At December 31, 1998, the Company bad a federal net o~g loss canyforward of 

which will.expire in 2018. . 


CONF\DEN1\Al 
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UNIVERSAL ACCESS, INC• ":'" 

J 
! NOTES TO FINANCIAL STATEMENTS 

NOTES-CO~SANDCONTINGEN~ 

The Company leases office facilities and certain equipment over periods ranging from two to 
three years. Total rent cxpcnsc for the years ended December 31, 1998 and 1997 was $46~OOO 
and SO, respcctiyely. Future rentals foropcri.ting leases at~ 31,1998 are as follo~: . 

1999 S'74,000 

2000 78,000 

2001 34,000 

2002 


Total minim1l:Jlllcasc payments SI8§·OOO . 
, . 

In addition to'the above leases, the Company has ~ into leased line a~ts 'Yit1l~. . 
telecommunications vendors for hi8h:-capacity bandwidth. These leases are cancelable at any' 
time with a maximum 30-day notice •. The Company. in tum, contracts with customers for the 
usc of the leased high-capacity bandwidth. The customer contracts' provide for cancellation ' 
~ties equal to the sum ofall payments due through the remainder ofthc contract, less 6%•. 

The Company entered into an agreement with a telccommunicatioos vendor, whcrcpy the 
Company agreed to purchase a minimum ofS2S0,000'ofnetwork services pcr·~onth, beginning 
June 29, 1999 an~ Continuing for a period often years. 

UAI bas.standby letters ofcredit which have been issued on its bch8lftotaling S17.2,000 securing 
performance of certain contracts 'with carriers and lBndlords. Al11ettcrs of credit ~irc within, 

. one year. On February 15, 1999, an outstanding letter ofcredit for Sl00,OOO was replaced by a 
. S250,000 letter pfcredit in support ofcertain ongoing contracts. 

, ' 

'NOTE ~ - RELATED.PARTY TRANSActIONS . 

'During 1998, UAI entered into certain transactions with shareholders and directors for the lease 

of office space and pager equipment. Rent expenSe for these leases approximated $65,000 in 


·1998. ' 


CONF\DENTh\L 
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UNIVERSAL ACCE$S, INC. 

NOTES TO FINANCIAL S'rATEMENTS 

NOTE 7 • EMPLOYEE BENEFIT PLANS AND EMPLOYMENT AGREEMENTS' 

Employee Savings and Benefit Plans 

As ofJanuary I, 1999, UAI impl~ a retirement savings plan p~ to Section 401(k) of 
the Internal Revenue Code, which covers' substantially ~' 'of the Company's employees. 
Employer contributions to the retirement savings plan are discretionary. 

Employment Agruments 

. UAI has entered into employment agreements with several' of its key employees· which have 
initial terms ranging from one to three: years, after which they are renewable for additional. one
yeM periods. The employment agreements entitle the employee to 'receive certain severance,. 
payments for ~ination ofemployment without cause, as defined b~ the agreements. .

Employee Stock OptIon Plan' 

In 1uly of 1998, UAI's Board of Directors adopted the 1998 Employee Stock Option Plan (the 
"Plan") for the Compapy's' directors, officers, employees and key advisors. Tb.e total number of 
UAt no par value Common Stock (the "Common Stockj reserved for ~ce under the Plan is 
3,000,000. Awards granted under the plan are "t the discretion of the. Compm;1y's Board of 
Directors, or a compensation committee appointed by the Board of I?irectors, ~ may be in th~ .. 
form .of either incentive or nonqualified stock options. At December 31, 1998, ..1,632,000 ~es 
of Common Stock were available for additional awards 'UJ1der the plan. '. 

Ifthe Company had elected to recognize compensation cost'based on the fair value ofthe options 
as prescribed by S~tement of Financial Accounting Standard.No. 123, "Accounting for Stock
Based Compensation", the following results would have occ~ed for the year ended 
December 31, 1998 using the Black-Scholes option-pricmg model with the ~ assumptions: 

Volatility , ()oA 
., Dividend yield ()oA 

S%Risk-free interest rate . 

Expected life in years S 


During 1998, the Company recogniud , )f option plan compensation expense and 
expects to recognize additional expense of approximately over the next foUr years "as 

such options vest. 

The- vesting term of options granted under the Plan shall be fixed by the Board of Directors, .or 
compensation committee elected by the Board of Directors, but in no case shall be exercisable 
for more than 10 years after the . date the option is granted. 

. CONFlOENTlAl 
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UNIVERSAL ACCESS, INC. 


NOTES TO FINANCIAL STATEMENTS . 


The following information relates to stock options with an exercise price which was less than the 
fair market value ofthe underlying stock on the date ofgrant 

Weighted 
Average' 

N"mberof Exercise· 
Shares ldn 

Balancc at December 31, 1997 
. ' 

Granted 1,150,000 SO.OO4 
Exercised (100,000) '0.00001 
Forfeited 

Balance at December 31, 1998 {,050.000 SO.0045' . 

Weighted average fair value of . 

. options granted during 1998 S0.42 


. . 
The following information relates to·stock options with an exercise pri~ which equaled the fair 
market value ofthe underlying common stock on the date ofgrant: 

Weighted 
Averaae 

Number of Exercise 
Shares lris! 

Balance at Decei:nbcr 31, 1997 

Granted . 218,000 $0.27 
Exercised 
Forfeited 

Balance at'Deccmber31, 1998 218.000 1QJ1 

W~igbted average fair valu~ of 

options granted during 1998 $0.06 


CONF\DEN1\Al 
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UNIVERSAL ACCESS, INC. 

NOTESTOnNAN~STATE~ 

The following infonnation relates to stock options as ofDecember 31, 1998: 

Exercise, Prices 

50.00001 to $0.005 $0.20 to $0.33 50,76 to 50.795 


Stock Options Outstanding
Number ' 
Weighted average exercise price 

1,050,000 
S.0045 

194,000 
S0.21 

24,000 
SO.79 

Weighted average remajning 
contractual life (years) 4.61 4.51 4.91 

Stock Options Exercisable 
Number 100,000 . 
Weighted ayerage exercise price SO.ooool . 

The above disclosureS include 200,000 stock options issued to non-employees for services 
rendered during 199'. These options were issued with an exercise price ofSO.OOOOI and were 
immediately exercisable. These non-e,mployee options comprised S40,poo ofthe S65,OOO stock 
option plan compensation expense recognim:l during 1998. During 1998, 100,000 ofthese non· 
employee options were exerci~ and as ofDeccmber 31, 1998, 100,000 ofthose non-employee 

, options were outstanding. 
. , 

NOTE 8 • REDEEMABLE CUMULATIVE CONVERTIBLE PREFERRED STOCK 

Series A Redeemable Cumulative qoftvertlble Pre/en'ed Stock 

During 1998, UAI issued 335,334 shires of Series A Redeemable Cumulative Convertible 
, Preferred Stock ('~Seri~ A Preferred, Stockj for gross proceeds'of'SI,0p6,Ooo. Additionally, 

UAI received caSh and accepted subscription documents for 385,830 shares of Series A 
.Redeemable Cumulative Convertible Preferred Stock \Unissued Series A Preferred Stockj for 
, gross proceeds of $1,IS1,()OO. As ofOecember 31, 1998, the Company bad authoriZed 3~3,332 . 

shares of Series A Preferred Stock. Stock certificates for the Unissued Series A PrefCll'ed Stock 
were issued as ofFe~ 8, 1999. " . . ,.' 

Hoiders of the Series A Preferred Stock are entitled to cumulative dividends at an inn~ rate of . 
8o/.,.payable in cash or stock,.at.the Company's discretion. The SerieS A Preferred Stock holde~ 
have the right to ~nvert their shares at any time into shares of.UAI Common Stock; on a 2-for-l 
basis. A qualified initial public offering ofat least $3 per share, triggers a mandatory' conversion 
ofthe Series A Preferred Stock into .Common Stock. . 
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UNIVERSAL ACCESS, INC. 

NOTES TO FINANCIAL 8TATEMENTS 

Holders of Series A ~erred Stock have the right to demand the Ccnnpany to redeem one-third 
of the shares originally. purchased on each, of the fourth, fifth, and sixth anniversaries of the 
closing. UAI has the right to redtem not less than all ofthe outstanding Series A Preferred Stock 
between the third and sixth anniversaries of the closing. All redeD;lptions are to be made at, 
amouni equal to the sum of the origiDal purchase price Qf. the Series A Preferred Stock plus. 
accumulated but unpaid dividends. '. . 

Series A Preferred Stock holders vote as a class on all matters and Ire entitled to one vote per 
each Common S~k equivalent share. Series A Preferred Stock holders, as a 'class, may. elect 
one representative to'the Board ofDirectors. '. 

. . 
Upon liquidation or dissolution, sharcholdeis or Series A Preferred Stock: will be· distributed 
available assets up to the sum of the original purChase price plus accumulated but'1Dlpaid 
dividends. This distribution bas Preference over any distribution to common stock liOlders. 

Series A Redeemable Cumuilltiw Convertible Pre/erred Stock Wlm'tmU 

In coMeCtion With the sale of Series A Preferred Stock, UAI issued warrants (the "Series A 
Warrants" to pmchase an additional 33,334 shares of Series A Preferred Stock at $3.00 per 
share, exercisable for a period of five y~ from September 21, 1998, the issuance date of the 
warrants. . 

The fair market value of the Series A Warrants was established at the time of iss~~ to be 
$36,000, based on the Black-Scholes valuation model. The Series A Preferred Stock is shown 
net ofthe fair market value ofthe Series A Warrants. 

Non 9 - COMMON STOCK 

Common Stock 

At December 31, 1998, UAI had authorized .100,000,000 shares of no par value Common Stock 
and 10,100,000 shares YICfC issued and outstanding~ 

As of February 8, 1999, the Company ratifiedebanges to the composition of its Board 'of 

.Directors (tlie "New Baird of Directorsj . .The New Board of Directors is composc4 of seven 


. Directors; three Directors elected by the Common Stock holders, one Director elected, by ilie 

Series A Preferred Stock holders, two Directors elected by the Series B Preferred Stock holders 

and one Director, who is to.be an industry expert, nominated by the 'Common Stock.holders and . 
approved by all stock hc;-lders jointly. 

The Company h8s a sufficient number of authorized Common Stock shares available to issue 
upon the conversion- ofthe outstanding preferred stock, warrants and stock options. 
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NOTES~OflNAN~STATEMENTS 

All ofDecember 31, 1998, Common Stock shares reserved for issuance ate as follows: 

Redeemable Series A Preferred Stock 1.544,660' 

Employee stock options outstanding, 1,168,000 

SerieS A W~ts " ' 154.466 . 


To~ 2,867.126 

NOTE 10· SUBSEQUENT E~ 

On February 8, 1999~ UAI issUed, 2,000,000 shares of Series. B Redeemable Cumulative' 
Convertible Preferred StOck. rseries ~ Prefcn:ed Stock') for gross proce,eds of S6,000,000. In 
conjunction with the issuance' of the Series B Pref~ S~ the CoI11~Y issUed waiTants to 
p1.J.1:Chase an additional 400,000 shares of Series B Preferred Stock (the "SeriesB Warrantsj at .' 

. an exercise price ofSO.Ol per share. Series B Preferred.Stock is convertible into Common Stock 
on a·2..for-l basis.' . 

, 
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