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Re: Transfer of control of LDM systems Inc. 
to RSL COM U.S.A., Inc. 

Dear Ms. Bayo: 

"" 0 
c.:. ., .. 

' --
.~J -

LDM Systems Inc. I"LDM"I, by Its attorneys, nereby advise~ you of the 

proposed transfer of control of LDM from Its c-.~rrent sharehvlders to RSL COM 
u.s.A., Inc. <"RSL"I through the sale of all of LDM's stock and reQuest that any 
necessary approval of this transaction by the Florida Public service 
commission be expeditiously granted. 

LDM Is currently certified to provide Intrastate toll telecommunications 
services In Florida.• Because LDM will continue to provide such services In 

Florida as a wholly-owned subsidiary of RSL, the parties will not transfer LDM's 
operating authority In connection with this transaction. The parties 
respectfully reQuest expedited treatment of this petition In order to permit 

them to consummate the transaction without undue delay. 

LDM Is currently operating as a reseller of Intrastate lnterexchange 
telecommunications service In 45 states. It also Is authorized by the Federal 
communications commission to resell Interstate and International service. 
Its address Is: 

LDM was authorized by the commission to provide Intrastate 

telecommunications services as a reseller In Order No. PSC·92·123S·FOF· 

TJ, In Docket No. 920841-TI, effective November 21 , 1992. Moreover, LDM 

recently recelvecJ authority to resell local service In Docket No. 97025-TX. 
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RSL. (formerly International Telecommunications Corporation> a 

Delaware corporation. Is a non-dominant telecommunications company 
engaged In the provision of domestic Intrastate. lnterexchange, Interstate 
and •• ,ternatlonal telecommunications. By Itself. and through Its wholly 

owned subsidiaries, RSL has authorltv to provide Intrastate. lnterexchange 
service In over 30 states. The principal office of RSLis located at: 

5550 Topanga canyon Blvd. 
Suite 250 
woodlanl.l Hills, CA 91367 
(818) 888-7600 

on December 3, 1997, RSL and the shareholders of LOM entered Into a 
Stock Purchase: Agreement whereby RSL will acQuire 100 percent of the Issued 
and outstanding capital stock of LDM on a fully diluted basis from LDM 

shareholders. 

After the transfer of control. LDM will continue to operate as It has In 
the past. using the same name. tariff and operating authority. RSL Intends 

to retain all key LDM personnel, Including certain senior management 
personnel. Thus, the transfer of control will be transparent to. and will have 
no adverse Impact upon, LDM's customers. 

RSLis financially Qualified to acQuire control of LOM and Its business. A 
copy of RSL's most recent financial statements Is attached hereto and 
Incorporated by reference as Attachment A. 

The transfer of control of LDM from Its current shareholders to RSL Is In 
the public Interest. The addition of LDM to RSL's other telecommunication 
Interests will enhance both RSL and LDM's ability to compete In the market for 
telecommunications services In Florida and elsewhere. The benefit from 
Increased economies of scale will permit LDM to operate more efficiently and 
thus to compete more effectively. 
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In addition, as a wholly-owned subsidiary of RSL, LDM will had access to 
the financial resources It needs to Introduce new products and services and 
to respond to competition In the competitive telecommunications 
environment In Florida. over time, consumers In Florida will benefit from a 
greater number of products and service options, as well as lower prices. 

Questions about this matter relating to RSL should be directed to Eric 
Fishman at the address Indicated below: 

Eric Fishman 
FLETCHER, HEALD & HILDRETH, P.l.C. 
11th Floor. 1300 North 17th Street 
Rosslyn, VA 22'209·3801 
(7031 812-{)400 
C7031 812-o486 Cfacslmllel 

Questions relating to LDM should oe directed to tne undersigned. 

Wherefore, LDM respectfully requests that the commission authorize, 
as promptly as possible, the transfer of control of LDM from Its current 
shareholders to RSL so that the transaction may proceed without undue 

delav. 

Respectfully submitted, 

LDM SYSTEMS INC. 

Patrick D. crocker 
EARLY, LENNON, PETERS & CROCKER, P.C. 
Attorneys for LOM 
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fiN.v(C(AL QUALifiCATIONS 

The parent corporation ofRSL COM U.S.A, lnc. is RSL Communications, Ltd r RSL ") 

Attached hereto arc copies of RSL 's audited financial statements for ycara ended December 199S 

and 1996, subst.antiating its financial qualifications. These flnanc:.ial mtancnta present current 

asseu that exceed current liabilities by a ratio greater than 2.1. Tile Company's shareholders 

equity is also positive. 

Also attached bue:lo is a Ctrtffication by Mart l. Hirschhorn, Assistam SCCRW)' and 

Global Controller ofRSL. By this certification. RSL certifies that it will fully and unconditionally 

provide RSL COM U.S.A, Inc. with the nec:cssaty resourc:os to continue to support RSL COM 

U.S.A. lnc. 's financial requirements and any otllu bulincss opportunities that may arise, and that 

it wiU provide RSL COM U. ').A , lnc. with all the I'ICCeSsary funding to enable RSL COM U S A • 

Inc. lo pay their debts when they fall due and finance their operations. 

RSI. i~ 11 rapidly growing multinational tdec:ommu:lications company which provides a 

broad array ofintcrnational and domestic telepllone services, incluuing long distance calling. to 

over 200 countries. The company currently has operations in the United States (through RSL 

COM U.S.A , Cyberlink, lnc. and RSL COM PrimeaU, Inc.), the United Kingdom, France. 

Germany, Sweden. Finland, Australia and Japan. 

Since the releue of the 11tacbed independent auditors reporu, RSL has succcufully railed 

SJOO million in debt financing. and has set aside approximately S200 million of this amount 

primarily for acquiring, buikfins and enhancins opcratio111in the Un!lcd States and abroad. 

Approximately SIOO million of the remaining amount ra.iaed by RSL bu been lel uide in ueuury 

securities for payment of debt insl.rumeota. FW1Jhcr, RSL has successfully conducted an initial 

public offering. 
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CERTIFICATION 

I, Marie Hindlhom, AssistAnt Secretary and Global Controller of RSL 

Communications, Ltd. certify that RSL Communications, Ltd., the p4rent 

company of RSL COM U.S.A., Inc. and RSL COM Primecall, Inc. (the "RSL 

Subsidllliesj will fully and uncondjtionally provide the RSL Subsidiaries with 

the necesSiry resources to continue to support the RSL Subsidiaries' financiol 

requirements and any other business opportunities that may arise. Accordingly, 

RSL Communications, Ltd. will provide the RSL Subsidiaries with oil ncccssory 

fundjng to enable tLe RSL Subsidiaries to pay their debts when they f:dl due and 

finance their operations. 
J[ll[l[ M. 'ANTAIIA 

NoWr "-CCk, Stall or ~ YOlk 
No. ll•50CII ... 

Q~.wrrotoS 1ft HI• _., CN>tr 
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SlaJ• ofN"* Yolk c:....Jlon r...,.. :z. c· •,..:.p~- . 

Cotm~yofK/nlf ~ /J/i iJi? J: ': ~ ) ' :~ 
On 1M lfl" tlfl)l of J-. In IM )WI' 1991 b(/ON m• pcnonally com• Mork Hln cM om 10 mr 

.bwwll, Milo. ..., hy- dilly,_,.. dJd IUpo~• attd say tltot M ruldu In White Plo/IU, N.,.• 

York tllat M II tM G/«»1 Conl7'0lltr, Auls.to/11 S«ntory of RSL COIIItrumlcotiOIU, Lid, tlw 

Corpol'tJ/1011 dl#rl6«1 Ill and w#Uclt C«''lldiM obaw lnstrllllt~/11; and tltot h• Jlfrted IIIJ 110mr 

t"-to hy ordv ofdw bawYI oftllrcton of saki corporal lOA 

MarkJ. 
Assistant Secmary and Olobal Controller 

161 Plflll A•uvt , lvltt 4)00, New Ye•• NY IOU•. Ttl (JU) )17·1100 Ita (lU)II7· UU 
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INDEPENDENT AUDITORS' REPORT 

To the Sharrboldm or 
RSL Communications, Ltd. 

• 
Two WOI1d FtNn<:lal C•lller Telephone· 12121<136 2000 

NtwYcri., NtwYOIII: 10281-1<11<1 Facsimile I2121<1U.!IOOO 

We have audited the ICCOmpanylna consolidated balance sheers or RSL Communications, Ltd .• I 

Bennuda c:OI'pOf'lllon, and Its subsidiaries (toacther, the "Comptny"), as of December 31, 1996 and 

199S, and the rel1tcd consolidated statements of operations, shareholders • equity and cash Oows for 

the years then ended. These financial statements 1re the responsibility of the Comptny's 

m1nagement. Our responsibility b to express an opinion on theJC financial statements based on our 

audits. 

We conducted our audits in 1<:eo«<a.nee with generally accepted auditing standards in the United States 

of Amcrlc:t. Those standards require that We: plan and perform the audit to obtain reasonable 

asJltl""rc: about whether the financial statements are free of material misstatement. An audit i"cludes 

cXAITiining. on a test buis, evidence supporting the amounts and disclosures in the rinancial 

satcments. An audit 1lso includes asJCSsing the tccounting principles used and significant est irnates 

m1de by management, as well as eviiUiting the overall financial statement presentation. We believe 

that our audits provide a reasontble basis for our opinion. 

As disc:uSJCd in Note II, the aecomptnying 1996 consolidated financial statements have been restated. 

In our opinion, wch consolida.ted financl1l statements present f1lrly, In 111 material respect.s, the 

consolidltcd financial position or the Company and its subsidiaries It IJC'ccmber 31, 1995 and 199S, 

and the results of their operations and their c:tsh Oows for the yc:ars then ended in conformity with 

accounting principles aenerally accepted In the United States of America. 

March 7, 1997 
(Aprilll , 1997 as to Note 18) 



• RSL COMMUNICAnONS, LTD. 

CONSOUDATED BALANCE SHEETS 

DECEMBEA 31, UN AND 1HS 

ASSETS 

CUI\Ran" ASSETS: 
c uh &1111 tull ..,n-.~nu 
AtcounU tlfth'IWt 
MaNublc accwilln • available tot Mit 
Pfc-pald ttptlllft ... Olher cwrml UMU 

Total cumnc-
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PAOPEATY AND EQUIPMENT I 

T cluommtMicalolll cqulpmcftc 
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l..< U ICCIIfiiUlalcd ~~~~a 
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DEI'OSITS AND OTHER ASSETS 

TOTAL ASSETS 

UABIUTIES AND SHAREHOLOE.lS' EQUITY 

CURRENT LIABIU11ES! 
Ac_. payolok 
Acavcd apc1UCI 

Notes payolok 
Otfcmd~~ 
0o'CJ ll.bolidn 

Totol Clm'CIIIIIIbllltk$ 

Ot'MER UABIUT1ES • 'NoDcwrul 

LONG-TEJU.I DEBT· Ins evtnnl poll loa 

Sf~'~ IOR NOTES. 11~" due :!006. n<1 ofun•mot~lud di.counl 

ofS4.000,000 

CAPITAL LEASE OBUGA TIONS • l..<u Qllmll ponloo 

TOTAL UABIU11ES 

COM MITMENTS AND CONTINOENCIES 

SHAR£HOt.OERS' EQUITY: 
c-~a.. A.,., va~~~e s.ot: oo .._ lllllloriad.. 

-luucd 
c--IIGCt. Claa B. per vahM S.O 1: 4.107. 71 1 &1111 2.9l7 .S64 

b ..... and~ .. Dlcallkt )I, 19K..., 199S. 

mpcctlwly 
<=--~Out C. per ftlw S.OI: 110 111tm baed 

Prtfcmd _._ Jllf ..... S.OI; lO,OOO,OOO 111am alllhorlad, 

9.243,166 MaialleoiMd OIIUialldlaf at 0 b1r ll. 1996 

11\d 199S, rajMCII¥cl)' 
Warnncs,- -st. tURhc price ofS.OI 

Addilional po14·1n """"' 
Acc\llnu41ed ddlclc 
Fcnip turrcatllMIIatlo. &oti u n1 

Dcfcmd n-.etaa-
T ocallhmflold.rn • equhy 

TOTAL UABIUT1ESAND SHAit.EHOt.OW' EQUtTY 

:'ldrtecf ,......._.. •• ... 

• 
1ttl 1tt5 

SIOU67.604 s .S. I6J.OI7 

16.479 1'10 .. 140.1~~ 
67.1!U60 

).961.9!1 IS U I9 

lOlJ44.0ll 11.UU91 

IGU70.011 

l9.9H.I9! 9.1H.196 
U!6.46l 9U.191 

JU.SIJ$4 10.1)).0?4 
( J.j 13.4~9) ()0~.0~~~ 

l!JJ7.CJOS IO.HI.07: 

17.60.S. IIl !9.)97,761 

IJII .9!3 9U.~~ I 

H!7.'WI.OH s SJ.07! .179 

s ~9J69.S~ s 10.711.14! 

12.701.54) Z.:7M49 
6.S31.1S) s .:H.%7 

l.S6USJ 7U .91S 
S.1JS.961 1 .. 711.0~ 

77.414.174 J 1.7S7.797 

IS.116J40 1.961.'109 

6.0)!.1!) 1 .60U~) 

196.000.000 

11.392.699 s.~Mn 

~07.1lUl6 47.J67Jl7 

4I,On l9.l7S 

91,4)9 91,4)9 

S.SCJJOO 
6S,Okl~ IS.OlJ,OU 

(47.nt,m> (9,499,941) 

(QI,tUJ 
( I .54) .sGO 

lO,S.O,ot7 S.lOUS2 

SU7.Ht.O)) s SJ.o1'1.179 
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RSL COMMUNICA TtONS, L TO. 

CONSOUDATED STATEMENTS OF OPERATIONS 

YEARS ENDED DECEMBER 31, 1986 AND 1985 

1996 1995 

IRE VENUES 
S I IJ,2S7.J.CO s 18,616,684 

COST OF SERVICES 
98,461,406 17,S 10,041 

Gross profit 
14.795.934 1,106,643 

SELLI IG, GENERAL AND ADMINISTRATIVE EXPENSES 38,892,7S I 9,638,997 

DEPRECIATION AND AMORTIZATION 6,6SS,I92 8~8.658 

Loss rrom operations 
(30, 7S2,009) (9,381.0 12) 

INTEREST INCOME 
3,975,922 172,922 

- INTEREST EXPENSE 
( 11,358,796) ( 193,838) 

OTHER EXPENSE 
(287.986) 

FOREIGN Cl:r~CY TRANSACTION GAIN 7S7,696 

MINORJTY INTEREST 
(180,100) 

INCOME TAXES 
(394,SS6) 

NET LOSS 
s (38.239,829) s (9.40 1,928) 

LOSS PER SHARE OF CLASS 8 COMMON STOCK s (11.24) s (J..6S) 

WEIGHTED AVERAGE NUMBER OF SHARES OF 

CLASS B COMMON STOCK OUTSTANDI'NO 3.401,46-4 2,S7S,8SS 

See notes to consolidated financial statcmenu. 

. 3. 



• · un~ I I ; ~ ! ! I .. .. 

till o o o I . . ! . !I 
i i .. .. 

. 

)1 I · · '- i . . . ! II ~ ~ .. 

)JJ 
. • f. . I . ~ . . il § § 
~ 

If! . . . . ~ . . . !I 
~ 

JJ 
. . . . I ~ . . . ~ I 

l .. 

!J . . . ·I . i ~ · · ·Ill . 
'07 . 

h ~ I J: 
~ ~ . . ~ · · · ·I ~I 

Jl " ~ . . . . ~I . ~ .. 
~ ~ 

i 
h. ~ · ~ ·I 2 · ~ · ·I ~I 

JP .. ~ . ~ ~ -1 . ~ .. ! I " " II . I 1 II ~ I ' t{ 1 rn ll .. 

8 i ~ f ~ 1 11 ~ t ] 
~ . I 2 1 1 ~ • .I 1 J ~ 

it · ~ :; ~ I I I I If I ( I § ~~ 
~ II I i i ~ i if il• l t t I . I 

J .. 



--

• 
RSL COMMUNICATIONS, LTD. 

CONSOUDATED STATEMI!HTS OF CASH FLOWS 

YEARS ENDED DECEII8£R 31, UH AND 1Hf 

CASH FLOV.OS(USfn IN) PROVIDED 6'1' OPEilATlWO 

ACTIV1Tt£S: 
Ne11ot1 
AdJUIImC11ll to m-Ile net lotJ 10 Nl CUll (Vtf4 ill) 

provided by~ eal\·kla. nc1 of ctrccll or putellut 

of subslcflatin: 
Accte1ioe o( lll&ttal ,_lvablt on m&ricud nwi.Nble 

tccurldet 
Otpmlad01IIWI -w.tiOI 
r ortlp c-r tnMaCiloa p in 

lou oe dl!pOIIJ o( flud UICU 
1'10\ i>lolo for loua Oft -..&s n<ci- able 

Clwll" ift aucu andliabilhict: 
l~~<rnu Ia-nccMbk 
(IMtUW) clccftuc 1ft dqlotllstftd Olton CUIT'tniUWU 

(lftCIUW) clccftuc 1ft ~ld ~ ... cdoc:t 

CIIIT<J\1 UICU 

IIICICtSC In -..u payable 11W1 llatUt<l c~pc-s 

Increase In dcfmcd tn-cftW IIWI otlwt cumnt lilblhtics 

(o.crtaw) hlcrcm I• oCIMr liabilities 

Nd cull (vw41o) ptovl6cd b)' opcratlnJ acth ltln 

CASH FLOWS USEO IN INVESTINO ACTI VInES 

Acqvitilloo o( ~ 

Pun:llaw of nwl.ctallll MCUrilics 

l'lw•m r-. lllartcl&blc NCtlrilln 
Purcllasc or mulcud nwi.ctablc J«Uriiln 

,..,...... or ....,._,. lftd cqulpmmt 
PIO<ffib r.- sale or cqv~pmn~c 

Nc1 uslloualla t.\-ct~lll, actl• itiu 

CASH FLOWS PROVIDED BY FINANCIWO ACTIVInES: 

!'!weeds r,_ 1..-or-and ptef<trH uoc~ ' "" '"'"'"' 
Proccalt r,_ 1101C1 payable 
p,,_nl of notu payable 

Proc:~tb r,_ lssiiii!Ce or 1~1(% Senior Noon lftd """"" 

Ptymmu of on'crlna COJU 

PtO<cds f..- lona-e.mo debt · -
Paymuu or iona·e.tm 4clot 
PriACipo&l paym«ftU Ulldcr capl\al kut oblip tlons 

Net usa. provlde'll by IIMnclfta 1e1Mtla 

INCafASE IN CASH AND CASH EQUIV ALfHTS 

EFF'EC'n Of FOUION CUilUNCY 
EXCHANOE SlATES Otf CASH 

CASH AN1) CASH EQUIVALDITS, 8£01NHINO OF Yt!Ak 

CASH AHO CASH EQUIVALDCTS. DID OF YEAR 

SU,I.EMENTAL DlSCl.OSURE Of CASH FLOW 

INFOIUoCA nON! 
CUll paid for. ._ 

. ( . 

• 

(I.S6:.l59) 
6.6S.5.19! 
(111."'' 
l67.6U 

~.•~.m 

(17.0)).~) 

().249.197) 

(9~5.4~~) 

~U4l.ll6 

4.!79~1 
(7.0.51..160) 

110.4 H .17ll 

(liJ 5~.401) 

~~~-~29.: : )1 
14.100.90) 

IIO!.I07.ml 
t 15.9U.ll7l 

171.367 

I~S.OOO.liOl 

so.ooo.ooo 

().000.000) 
)00.000.000 
( IO.'IU.H ) ) 
u .ooo.ooo 

(·U .S9UIO) 
()11.111) 

)) S.Ol 1.116 

99.USMJ 

(651 ,1 46) 

$ (V01 .9~1l 

1~1.6SI 

1Jl.690 

tl.~SJJ96) 
)66,: 10 

l96.167 
).510.199 
1.501 400 
1.736.170 

) .554.170 

( 15.41\.010) 

( l . ll1.5)9} 

CI6.H6.619) 

IS.:OU OO 
) .000.000 

(61.799) 

11.14).001 

S.I60J5l 

S.I6J.ol7 2JU 

SI~ .06U04 • S 5.16).017 

s 1.6)9.)51 s )0.606 
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RSL COMMUNICATIONS, L TO. 

NOTES TO CONSOUDATED FINANCIAL STATEMENTS 

YEARS ENDED DECEMBER S1, 1ttl AND 1815 

I. BUSINESS DESCRJPTION 

• 

RSL Communic:atiocu, Ltd. ("RSL j, alknnuda corporation, is the succusor in interest to RSL 

Communleatlocu Inc., a British Viraln hlands corporation, which is the succusor in interest to RSL 

Communleatlons. Inc:., a Delaware corporation. RSL, together with its direct and indirect subsidiaries 

are referred to herein u the "Company." The Company Is a muhlnatlonal telecommunitlltions 

company which provide• an array of International and domestic telephone services. The Company 

focuses on providing international long distance voice services to small and medium·sized businesse~ in 

strategic nwtets. The Company curTCntly has operation1and provides services in the United States. 

the United Kingdom, france, Germany, the Netherlands, Sweden and Finland. In 199S, appro).imatcly 

S2% of the world'• lntcmatlonallong distanee telecommunications minutes originated in these marl.ets. 

2. ACQUJSmONS 

On March 10, 199S, the Company entered into a stock purchase agreement (the "Agreement-)" ith 

International Teleeommunlc:alions Group, Ltd. ("lTG':) and RSL COM U.S.A., Inc. (formerly l.nown as 

J..1emat.ional Telecommunications Corporation) (MRSL USA j, pursuant to which the Company initially 

purchased from ITO 66,667 1harcs ofiTO's Series A c:onvenible preferTCd stock (which represented 

25% ofiTG's then outstanding llock, including common and preferred shares) for $3,000,000, subject 

to increase, to a maximum ofS..,7SO,OOO. Such Increase was predicated upon the anainment ofcenain 

financ:lal lltJets and ratios. Based on the terms of the A~treement, the adjusted purchase price of the 

shares totaled S..,1SO,OOO. The Company subsequently purchased additional shares of ITO's common 

st.ock a1 various times durin& 1996 and 1995 for a total purchase price of cash and secured notes 

aSBtePiina $26,725,000 and $12.170,000 at Oe«mber 31, 1996 and 199S, respect ively, and the 

assumption of net liabilities resultina in recorded goodwill of$26,710,000. AI December 31, 1996,the 

Company's investment in ITO wu $54.204,000, which represented in cxccn uf 87% of the ouutandin~ 

share,s of ITO. 

Effective Sepcember I, I 995, IT0'1 1ubsldiary, RSL. USA, purchased S I% of the capital stock of 

Cyberlink, Inc. ("Cyberlinkj. Durin& the period Augu11 1996 through D«cmber 1996, RSL USA 

purchased 1,023,107 shares of the capital stoclt of Cybulink for approltimatcly $7.200,000. In 

addltlon, throuah March 1997, the Company acquired the re,malnlng outstanding shares. 

The total purchase pric:econslaed or approximately Sl 1,509,000, and wurnptlon of net liabilities of 

S21,131,000. In c:onnocdon with tbo purdwe ofCyberllnk. tho Company recorded approximately 

$32.640,000 of aoocfwlll. 

In November 199;5, tbo Company, tbroup Its wbolly-owncd Aibsldlary, RSL COM Europe, Ltd. 

("RSLCOM Europe"), COCDplded dlucquisidoa or51% ofC)bcrlink CAlmmunleations Europe Ltd. 

("Cybufink Europe"). Cybatink Europe Is I holding company wfllc:h owned I 00% or the slwes of 

RSL COM Sweda AJt, cytlcrllnk International Telcsystenu Oennany OmbH and RSL COM Finland 

OY. Durin& the period Aupst 1996 throup March 1997, RSL COM Europo purchased the remaining 

49% of the cytlcrl(roJ; Europe shares f« approxlmately $2,062.000. The 101.11 euh paid wu 

·6· 
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approximately SJ,IOS,OOO at December 31 , 1996. The Company recorded approxlmacely S2,4S7,000 of 

aoodwlllln eonncctlon with thiJ purclwc. 

In May 1996,the Company acquired the net asscu, principally telecommunicat ions equipment and 

facilities, eonstitutlna the lntematlonallona distance voice bUJineucs of Sprint in France and Gmnany 

throuJh iu wbolly-owned aubsidlar!ct, RSL COM France S.A .. a French corporation (uRSL France"), 

and K.SL COM Ocuuchland GrnbH, a German limited liability company ("RSL Germany"). 

Pursuant to the applicable uact purclwc aareements, the Company can not disclose the purchue price 

of the ne1 assetS. In conncctlon with this tranuction, the Company recorded approximately S7,90S,OOO 

or aoodwlll . 

In October 1996,the Company acquired 31,710 shares of Belnet Nederland B.V. ("Bclnet!RSL"). 

~presentlna 7S% of the outstandlna stock for $10,000,000. In connection with the purchue of 

Belnet!RSL. the Company recorded approximately $8,000,000 of goodwill. 

In August 1996,the Company acquired the uscu and auumed cenain limited liabilities of lncom (UK) 

Limited ("lncomj, a United Kinadom rcsellcr, for SSOO,OOO plus 3,954 nonvoting shares of lTG (the 

"Purchased Slwes"). In addition, 3,333 voting shares of lTG cumntly held by lnc:om were exchanged 

for an equal number of nonvotin' ahatu. The Company hu abo entcred into a consulting agreement 

with an affiliate of lnc:om callina for payments or S I 0,000 per month for seven years and hu paid such 

affiliate SliO,OOO for ltsaareement not to compete for a period or seven years and has agreed to make a 

S660,000, MVCn•)'Cir loan to such affiliate, bcarinalnterest at 1 rate of 1Yo per annum. In connection 

with this acquisition, the Company recorded approximately $3,840,000 of goodwill. The Comp3ny "ill 

fully evaluate the acqui~ uJCU prior to Auaust 1997. The Company docs not expect any material 

changes to Its recorded assct values u a·tcsuh of such evaluation. 

The acquisitions have been aecounted for by the purchuc method of accountina and. accordingly. the 

purchase priQcS have been alloettcd to the llJCIS acquired, primarily fixed asset.s and accounts 

receivable, and liabilities assumed bued on their e~timlled fair values at the dates or acquisition. The 

exc:eu of the ~hue price over the estimated fair values of the net assets "quired has been recorded 

u goodwill, which Is amonizccl over fifteen years. 

The Occcmber31, 199S c:onsolid&ted statements of operations. shareholders ' equity and cash nows 

include the results of lTG, Cybcrllnk and Cyberlink Europe from their dates of acquisition, 

respectively, throuJh Occcmbct 31, 1995. The Occcmbcr 31, 1996 consolidated Statements o( 

operations, sh~olden' equity and cuh nows also include the results or RSL COM France and RSL 

COM Germany as of May 1996 (date of commencement or opc111ions), lncom IS or Auaust 1996, and 

Bclnet/RSL from October 1996 (date of acquisition) throuah December 31, 1996. 

The followlna prcacnts the unaudited pro forma consolidated statement or operations of I he Company 

for the yurunckd Occcmbct 31, 1996 and 199S IS thouJh the acquisitions ofiTG, Cybcrlink. 

Cybcrllnk Europe, RSL COM Fran", RSL COM Germany and BelndiRSL had oc~umd on Janull)' I, 

1995. The acqulsltloo oflncocn Is excluded as It I• not sian Incant The totuolidated sutement docs 

not necessarily rcpacnt wbat tbc Company's results of opcntions would have been had such 

acqu lsltions actually occurred on Jue!l date. 

Rev~ucs 

Net Joss 

Net loss per shaft 
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J. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Pr/nc/plu of CotUolldtlflon fJifd Basis tl/ Prutntlltlon • The consolidated financial statements l nclude 

the •ccouniJ ofRSL Communications, Ltd. and ill majority-owned subsidiaries: its S7% owned 

subsidllt)',ITO, and lu 94% owned subsldilt)', Cybcrllnk.lnc., and RSL COM Europe and its 91¥a 

owned subsidiary, Cyberlink Communieations Europe Ltd., and BclneiiRSL, a 7S% owned subsidiary 

of RSL COM Europe. The Company has included I 00% of hs subsidiaries' operating losses )irtce the 

minority interests' investments have been ~uecd to uro. Minority interest represents another entiry's 

owne.rship Interest in BdllC'IIRSL at December 31. 1996. All material intercompany "counLS and 

II'I.IUaCtions h~vc been eliminated. All of the Company's subsidiaries' ycus end December 31 . 

Mana1ement Au umptlotU · The preparation of the consolidated Onancial statement; requires 

mllll&cmcnt 10 lnlilf estimates and wumptlonsthatafTect the reported amounts of assets and 

liabilities and disclosure of contingent assets and liabil ltlu and the reported amounts of rc\'cnues and 

expenses. Such estlma.tes primarily relate to reserves recorded for doubtful accounts and accrua ls for 

other claims. Actual results could differ from these estimates. 

Fo"Jin Currency Translallon ·Assets and liabilities of foreign entities have been translated into 

United States dollars using the exchange rates in effect at the balance sheet dates. Results of operations 

of foreign entitles are translated using the average exchange rates prevailing throughout the period. 

Local currencies are conside~ the functional currencies of the Company's foreign operating entities. 

The Company utilizes a net settlement process with Its correspondents comprised of special drawing 

rights ("SDRsj. SDRs ue the established method of senlements among international 

telecommunications carriers. The SDRs arc valued based upon the values of a baskrt of fore ign 

'U1n:m:ie$. Translation effects are aecumulated u pan of the cumulative foreign currtnC) translation 

adjustment In equity which at Decem bet 3 I, I ~5 were not significant. Gains and Iones from foreign 

currency transactions are included In tlte consolidAteo statements of operations for each respce1ive 

period. 

Caslt ond Clsh Equl11o/enu ·The Company considers all highly liquid investments purchased with on 

original maturity of three months or leu to be c:uh equivalents. 

Aex11unu R~wl'tlb/~ · Accounts receivable arc suted net of the allowance for doubtful accounts of 

$3,900,000 and $1,600,00011 December 31, 1996 and 1995, respec:t ively. The Company recorded bad 

debt expense ofS2,129,S78 and $148,690 for the years ended Dec:embcr 31, 1996 and 1995, 

respect lvely. 

Accrutd EJcpbut:t- Accrued expenses for the )"CCf1 ended Decem~ 31, 1996 and 1995 consist 

primarily of accrued Interest. Acctued lntaut (or the ycus ended December 31, 1996 and 1995 were 

$9 ,M 7,000 and $92.000, respectivcly. 

Mt~rkclab/6 Stcurltla- Martccuble securities consist principally of U.S. Treasury bills, c:ommercial 

paper and corpora~.~ notes with a maturity date Jl"8'" than tlu-ec moolhs when purdwed. Available 

for sale securities are suted at mlltet and the held to maturity securities are SUted at amortized eosts. 

Gains and losses, bqth raJ !zed and unteaUzed, arc measured usllla the JpCCific Identification method. 

Market value b determined by the most ~tly tracScd price of the aecurlty at the balanec sheet date. 

Marketable securities ue dcl'tned u either available for sale« held to maturity aecutlties under the 

provisions of SFAS No. 115, "Accounting for Certain Investments In Debe and Equity Securities," 

depending on tho security. 
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Proptf1J' and Btulp~Mnf and RtlDftd Dtprtclatlon • Property and equipment are stated at cost or fair 

values at the date or ecqulsllion, and in the use of equipment under capital leases. the present value of 

the future minimum lease payments, less accumulated depreciation. Deprecation is calculated using the 

sttaiaht·line method over the estlm~cd useful lives of the depreciable uscu, which range from five to 

fifteen yurs. lmprovcmcnu arc capitalized, while repa ir and malntenance costs are charged to 

operations u lncumd. 

Goodwill· ~II represcnES the excess of cost over the fair value of the net assets of acquired 

entllics, and It belna amortized ualna the llraiaht·line method over fifteen years. The Company 

periodically mltwt the value orlts aoodwlll to cktcnnlne if an impainn~nt has occurred. The 

Company mcuum the potcntiallmpainnent of recorded goodwill by the undiscounted value of 

expected future cub flows in relation to iu net capital Investment in the subsidiary. Based on its 

review, the Company does not believe that an impairment of lis goodwill has occurred. 

Dtftrrtd FlnanciJII CAsts· The deferred financing costs incurred in connection w!th the Senior Notes 

arc being amortized on a straiJht·line basis over ten years. 

Dtposlts ·Deposits consist principally of amounts paid to the Company's carrier' cndors 

RtvtiiUt RteOJnltlon Dlfd DqtHtd Rt:l'tllllt ·The Company rc<ords re••cnue b3scd on minutes (or 

fractions the.rcof) of customer usage. 

The Company records payments received in advance for prepaid calling card services and services to be 

supplied underconttaetualaa;rcemenlS as deferred revenues until such related services arc provided. 

Cos1s of Strvlcu • Coru of services Is comprised primarily ol tn .nsmission costs. 

Stlllng Expenses· Sellin& costs such u commissions, marketing com, and other customer acquisition 

com arc treated u period costs. Such cosu arc recorded in selling, general and administrative costs in 

the Cootpany's sutemcnt of operations. 

Incomt Ttaa ·The Company accounlS for income taxes under the provisions of Statement of 

Financial Accountina Standards \SFAS") No. I~. Accounting for Income Taxes. SFAS No. I 09 

establishes fi~lal accountina and reponing standards for the effect of income taAtS that result from 

activities durin& the current and preccdina years. SFAS No. 109 requires an uset ond liabiliry approach 

for financial rcportlna for Income taxes. The Company's fore ian subsidiaries file sepa111tc income tax 

returns in the jurisdiction oflheiropetllions. The Company's United States subsidiaries file stand· 

alone United States Income tax returns. 

Loss p, CAm-If Sllttn ·Loss per common share is calculated by dividina the loss attributable to 

common lhlm by the wei &bled avmp number of $hates outswldlna. Ov1S1111dlna common stock 

options and Wln'lfttl are nOl Included In the loss per common share calculation as their effe<l is anti· 

dilutlve. 

N~W Accolflflllfl Slttltd4rds • Durina 199S, the Company adoptod SFAS No. 121, Impairment of Lona· 

Lived AssciS. There wu no adjustment recorded IS. result or .adoptJna this standard. The Company 

periodically compares the canylna value of Its lona·llved useu, principally property and equipment. to 

undiscounted cash flows aeneratcd by tho lona·llved usets. Tho Company's undiscounted cash nows 

CAcccd t~o c:arryitla value or Ita fona·livcd &SJCta. 
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4. CONCENTRATION OF CREDIT RISK 

The Company iJ subject to slsntncant concentrations of credit risk which consist principally of uade 

Kcounts receivable, cash and cash equivalents, and marl:etable securities. The Company's U.S. 

subsldiarlea sell a slantncant portlon of their ~ervlecs to other carriers and. as a result, maintain 

signincant receivable balances with certain carriers. If the nnancial condition and operations of these 

customers deferioratc below critical levels, the Company's operaung results could be aaverscly 

affected. 

The Company now performs ongoina credit evaluations of its customers' financial condition and 

requires collateral in the form of deposits In certain cir, umstances. 

The Company maintains Its cash with high quality credit Institutions, and its cash equivalents and 

marketable securities are In high quality securities. 

5. MARKET ABLE SECURITIES 

A summary of the Company's available for sale marl.etable securities at December 31. 1996 is as 

follows: 
Amonlzod M1rkt1 

Cot I Value 

Corporate notes s 40,728,408 S40,677,S64 

Medium term notes 10,950,SS7 10,938,389 

Commereial paper i0,260,96S 10.2S6,634 

Federal aaency notes S,S88,430 S,884,481 

$67,828.360 $67, 7S7,068 

The Company has rce~rded its available for sale marketable securities 11 amonited cost as the 

difference between amonlzcd cost and market value is immatcm! to the consolidated financial 

statements. 

The canylng value of the available for sale marketable securities by maturity date as of December 31, 

1996 is as follows: 

Matures In <>ne year 
Matures after one year through three years 

Tocal 

SS7,S48,S81 
10.279,779 

$67,828.360 

Proecccb from the sale ofavailablc for sale marketable securities during 1996 were S 14,700,903. Gross 

gains ofSS6,302 were n:allud on these sales In 1996 . 
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Securities clusified as held to maturity, which are comprised of Federal agency notes, are stat((! It 

amortized cost. Such securities are restricted in order to make the first six scheduled interest payments 

on the 12-1/4% Senior Notes, The held to maturity securities at December 3 I. 1996 are as follows: 

Matures In one year 
Matures after one year through three years 

Total 

6. INCOME TAXES 

Amortlud 
Cott 

S 39,692.258 
64,677.7S3 

s 104,)70,011 

Mlrltet 
Value 

S 39,7l8,SI2 
6S,OOI.S6l 

S 104,740,075 

The Company has incurred losses since inception for both book illld tu purpo~s. The Company's 

Netherlandsaubsldlary recorded approximately $395,000 In Income tax expense. For the yun ended 

December 3 I, 1996 and 199S, the Company had net opera ling loss carryforwards generated primarily in 

!he United States ofapproximately $47,000,000. The net operating lou carryforwards "ill expire at 

various dates beainning In 2009 through 2012 if not utilized. 

In accordance with SFAS No. 109, the Company has computed the components of deferred income 

ta.~esasof0eeember3 1, 1996and 199S,as follows: 

1111 1195 

Ocrcrrcd tax assets 
Less valuation allowance 

s 18,800,00C s 6,900,000 
( 18,800,000) (6,900.000) 

Net deferred tax assctJ s s ----
The Company's net operatina losses and legal reserves generat((! !he deferred tax a.sseu. At 

December 31, 1996 and 199S, a valuation allowance of$18,800,000 and $6,900,000. rcspectiHiy. is 

provided as the realization of the deferred tax benefits is not likely. 

7. NOTES PAY ABLE AND LONG-TERM DEBT 

On October 3, 1996, RSL Communkatlons PLC ("RSL PLC .. ), a wholly-owned subsidiary ofRSL, 

issued (the "Private OfTcrina") 300,000 Uniu, each consislina of an agrepte of one SI,OOO Senior 

Note (collcetlvcly, the "Noccsj duo 2006 bearina intercslat the rate or 12-1/4% and one warrant to 

purchase 1.115 Cl.us A common sham which expire In ten years (collectively, the uwaiTIIIU"). The 

exercise pricoofsuch Warranu b$.01. 

The value ascn'bed to the Warranta wu $4,000,000. The unamortl.t.cd dl5c:ount of$4,000,000 Is 

rccotded u I reduction apias:t &be(~ value of the Notes, and Is arnortl.t.cd over the life of the Notes. 

The Noces, which are pwantced by RSL, are redeemable, 11 RSL PLC'• opclon, Jubscquent to 

November IS, 2001,1nltt.lly at 106.1250% of their principal amount, decllnlnato I03.062S% of their 

principal amount for the calendar year subsequent to November 15, 2002, and at I 00% ofth~ ?rincipal 

amount rubsequent to November IS, 2003. 
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The indenture purwant to which the Notes v.~re issued contains c,ertain restrictive covenants which 

impose limitations on RSL and certain of Its subsidiaries' ability to, among other things: (i) incur 

addhlonallndebtednc.u, (li) pay dividends or make «ruin other distributions. (ill) Issue capital stocl. of 

certain subsldiaria, (tv) JUirll1leC debt, (v) etltet into transactions with shareholders and affiliates., 

(vi) create liens, (vii) enter into sale-leaseback transactions, and (viii) sell assets. 

At December Jl, 1996,the Company is in compliance with the above resltictive covenants. 

The Company Is obllpted to register the Notes with the Securities and Exchange Commission on or 

prior 10 June I, 1997. If the Noccs ..re not reaistered on or prior to June I, 1997, the interest race on the 

Notes wllllnercue 10 12·314~ 

In connection with the Issuance of the Notu, the Company is required to maintain rescrictcd marketable 

securicies in order to make the first six lclleduled interest ~ymc:nts on the: Notes. Such rescrictc:d 

marketable securities amounted to S I 04,3 70,0 I I at December 3 I, 1996. 

At December 31, 1996,the Company had a $35,000,000 shareholder standby facility with the 

Company's Chainnan and a Sl 5,000,000 revolvlna credit facility wilh a banl. (the: ~Revoh• 1ng Crc:dll 

Facility"), aua11nteed by the Company's Chainnan, ell of which was available. 

The shareholder Aandby facility bean interestetthc rate of II% per annum. In connection \\ ith 1hi1 

facilhy and the Company's Chalnnan's personal auarantec of the Rc\olvlng Crcdh Facility, the 

Company's Chairman r. eeivcd warrants, which vest O'Vc:r one ye.ar, to purchase 210,000 Class B 

common shares ofthe Company (the ~class B Common Stock~). The Com~"Y recorded S 1,543.SOO 

as the \'aluc of the warrants at the time of their issuance. AI December J I, 1996, the deferred fi nancing 

costs recorded will be amortiud, O\ler the vesting period, through October J, 1997. The revolving 

r""'.! :• facility bean interest at the rate ofliBOR plus 1%. 

The warTints become exercisable on October 3, 1997 at an exercise price ofS 01 per share: and e~pire in 

October 2006. 

In connection with the September 1996 purchase of additional shares ofiTG's common Slocl;, the 

Company Issued seeuned notes totaling approximately $9,32&,000. Such notes and inccrest arc secured 

by the common stock acquired, and are ~yable in quarterly ann~l instAllments, and beAr inlcrcst at che 

rate of6%. 

During Aupst 1996,the Company obtained a SSO,OOO,OOO revolving coedit facility with a bank, 

JUIIIOtecd by the Company' a Chairman, and utlllz.cd thiJ facility to repay the bank for all amounts due 

under the ~loualy outatandina rwolvlnJ ioan facility provided by the bank and auarantccd by the: 

Company's OWrawl,. ,.'bldl_. $44,000,000 at the time of repayment. Immediately prior to the 

Private Ofreri~~~o the Company rcp~id $35,000,000 of the $44,000,000 borrowed under the Revolvina 

Credit Facility with the proceeds of the Subordinated Shareholder Loan (ace Note I I) and reduced the 

outstandina commltmen1 under the Revolvina Credit Facllhy to $15,000,000. 

At December 31, 1996, RSL USA bu a ~Cries of cum:ntnocet payable to different vendors In the 

amount of$113,016, which beat lnterc:s1atthe rates from 1% to 14.S%. At December 3 I, 199S, such 

amount_. $691,652, ofwhldl SS64,Sl9 _. cutm'lt. 

Cybcrlink hu a credit aarccment which provides for up to $5,000,000 In committed credit lines to 

finance ita aceounu receivable. Interest is payable at 2-114% over the prime rate of interest (prime 
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belnaiJ5" II Dtcanbcr 31, 1996). A ~om! cmlh line provldtS for up to $2,000,000 In capital 

expc:ndhurc: nnanclna- Jntctut on this line Is payable II 2- 112% over the prime rate of inrerc:~l. Tht 

total amounts OUtstlndlna at December 31, 1996 from the above cf'Cdit lines were $679,714 and 

S60S,600, mpectlvcly, and SI,S66,000 and $470,000, at December 31, 199S, respectively. The credit 

lines terminate on Auaust 31, 1991. 8on'Owinas under both of these erc:dlr lines arc: collateralilCd by a 

security lnterc:sl in substantially all ofC)'berlink's assets. 

Cyberlinlt has a loaa·tc:tm DOle payable to a vcodor in the amount of S I, 743,000 which bears inrernt ar 

the rate of I()%. commcnclna Janull)' I, 1997. 

One of the Company' a prinwy equipment vendora has provided to cenain of the Company's 

subsidiaries an aaarqate ohpproximately SSO million in vcodor financing commitments to fund the 

purtlwc of additional capital equipment. At December 31, 1996, approximately $39.0 million was 

available. Bon'Owinp under this aarc:cmcnt arc recorded as capitalleue obligations. 

tong-term debe matures as follows: 

1997 
1991 
1999 
2000 
2001 
2002 and thereafter 

Total 
Less current miluritles 

Long term debt and 12-114Y. senior notes 

RSL's notes payable had fair values that approximated the·r carrying amounts. 

S 6,S37,SS3 
3.099.3~9 
2,932,774 

300,000,000 

312,569,976 
(6.S37.8S3) 

s 306,032,12) 

Interest expense on the above notes was approximatdy SI0,4S6,!69 1nd $461,000 for the yean ended 

December 31, 1996 and 1995, rcspc:clively. 

8. GOODWILL AND OnfER INTANGIBLE ASSETS 

Intangible assets at December 31, 1996 and 199S consist of the following: 

ttN Uta 

Goodwill $79,731,497 $29,425,093 

Dd'errc:d rmaoetna COlts 
10,911,.423 

Orpnlwlon costs and OCbm 625,.820 S21.016 

Less aecumuw.ct amortlzallon 
91,345,740 29,946,179 
(3, 740,621) ~S48,411) 

lntanaible ISfClS- nct SI7,60S,II2 $29,397,768 
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Amortization cxpcnsc fonhe yc.ars ended Oecemoo 31. 1996 and 1995 was SJ,I92,217and SS41,4 1 r. 

respectively. 

9. SHAREHOLDERS' EQUITY 

Common St«k- Durina 1996, the Company issued 1,110,147 shans of Class B Common Stocl. for 

cash aurepllna $.50,000,000. :Durina 1995, 2.927,564 shins we« lm:ed for S I,BS 1,274. The 

Company i.s authoriud to issue 20,000,000 shares in awcaate of its common Sleek. 

Prtfund St«k- Durina 1995, tlie Company issued 9,243,866 shares of Its preferred Slocl. to the 

holders ofltl Clus B common 1todt for cash ofSI 3,353,526. The prefcrmt stock ranks unior to the 

Company's common stock as to dividends and a liquidation preference of S 1,000 per share. Each share 

is eonvcniblc 11 tile bolder's option Into one share of Class B Common Stock. All preferred shares will 

be automatically converted Into the Company's Class B Common Stocl.. In I he t\•ent of the 

consummation ora public ofTcrina thll yields pnxeeds ln excess o fS:!S,OOO,OOO. Dividend~. a11he r~lc 

of I%, an: cumulative. Upon eonvenlon of the shares of the prefcned stock, the cumulative dividends 

are not payable and are to be deemed canceled and waived. The cumulative amount of such di' idends 

is approximately S 16,000. 

10. CAPITAL LEASE OBLIGATIONS 

Future minimum annual payments applicable to assets held under capilli lease obli&alions for yeus 

subsequent to December 31, 1996 are as follows: 

1997 
1998 
1999 
't)(Y.) 
2001 
2002 and thereafter 

Total minimum lease obllptions 
Less Interest 

Present value of future minimum lease obligations 

Less current portion, included in other current liabilities 

Lons·terrn lease obliptiona at December 31, 1996 

s 1,237,477 
2.852,380 
4,355,68.4 
3,691,498 
2,626,885 
3.769,417 

18.SJ3,341 
(S. 704.4 76) 

12,828,865 
(436,166) 

s 12,392,699 

The assets and llabilhiC$ under eaplllllcascs arc «eorded at the present value of the minimum lease 

payments us ina effective lnterat rates ranaina from W. to II% per annum. 

Assets held undcrcapltalleucsa..,eptcd SI3.224.S07 and $5,325,77111 December 31, 1996 and 

l99S, respecllvely. The related accumulated depreciation wu $124,933 and st2.077, respectively. 

11. RELATED PARTY TRANSAcnONS 

In September 1996, the Company bonowed $35,000,000 from Rortald S. Lauder,the Chairman of the 

Board of the Company and the principal abareboldet of the Company, bearing Interest at the rate of 

- 14-
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II% per annum (the "Subordinated Slwcholder Loan"). The Company repaid the Subordinated 

Shareholder Loan with the proceeds of tho Shareholder Equity Investment (described below). 

The Company used the proc~ of the Subordinated Shareholder Loan to repay SJS,OOO,OOO of the 

amounts outstandina under the Revolvina Credit Facility available in Au&UJt 1996 (see Note 7) and 

reduced the outstandlniJ commitment amount under the Rcvolvina Credit Facility to S I S,OOO,OOO. The 

Revolvina Credit Facility is penonaliy auaranteed by the Compa.ny's Chairman. 

Prior to the closina of the Priv.te Off'erina. Ronald S. Lauder, the Company's Chairman, Leonard A. 

Lauder, a di""'or of !he Company and Ronald S. Lauder's brother, and Lauder Oaspar Venture LLC 

("LOV"). an investment vehlc lethe princlpallnveston of wfllch arc Ronald S. Lauder and Leonard A. 

Lauder and the manaalna member (throuah a wflolly-owned company) of which is Andrew Oaspar. a 

director of the Company, purclwed an aaarcgate of 1,880,147 shares of Class 8 Common Stock 

(approximately 11.6% of t.he outstandina common shares of the Company on a fully diluted basis) f111 

$50,000,000 (the "Siwcholder Equity Investment"). LOV purchased one·half c,: such shares and 

Ronald S. Lauder and Leonard A. Lauder each purchased one-quarter of such shares. 

In addition, Ronald S. Lauder will, upon the request of the Company, provide (or arrange for a bank to 

provide) the Company with the Shareholder Standby Facility (see Note 7). If this facility is pro1·rdcd by 

a bank, Mr. Lauder will personally auarantcc the Company's obligations under the faci lity up to 

S3S,OOO,OOO. Under the terms of the Indenture which aovems the Notes, the Company mi}' borrOI\. 

repay, and rebonow any amounts under the Shareholder Standby Facility at any time or ii'Om time •to 

time. However, the lender will be oblisated to make loans thereunder at the request of the Company up 

to $35,000.000, without conditions and regardless of any default thereunder, until such time as the 

Company has received $35,000,000 of net cash proceeds from the iuuanee of common shares of the 

Company (the "Common Stock"). The Shareholder Standby Facility will expire on the earlier of 

~ .. mt ... IS, 2006 or the receipt of $35,000,000 of net cash proceeds from the iuuance of Common 

Stock and will provide that interesc may not be paid in ca'h unti I December IS, 2001 . 

t-Jesim N. Bildirlci, a director and the VIce President of Meraers ar.-1 Acouisitions or the Compan) ,. rs an 

e.mployee of both the Company and R.S. Lauder, Gaspar & Co .• LP. ("RSLAG"), 1 V(nturc capi tal 

company owned and controlled by Ronald S. Lauder and Andrew Oaspar. Mr. Bildirici's slllary is p3id 

by RSLAG and tbc Company reimburses RSLAO each year (or the services Mr. Bildlrici provides to 

the Company. In 1996, the Company reimbu.rscd RSLAG approximately S 130,000 for Mr. Oildirici's 

services. Mr. Blldlrici eutre~~tly dedicates substantially all of his business time 10 the business of che 

Company and Is expected to continue to do 10 for the foreseeable future. 

RSL MAR~acmcnt Cotpom.ioo \RSL MAR~acrncnt"), whldlls wholly-owned by Ronald S. Lauder, the 

Chairman of the Board of the Company and the principal shareholder of the Company, leases an 

agrepte of2.670 square feet of ofrtce spece to the Com pill) ... an anuu.&l lclll of $180,000 per annum. 

In addltlon, RSl Manaacment provides payroll and benefit serviut to the Company for 1n annuli fee 

of$6,000. 

The Company hu employment contriCU with certain of its a.cc:ulive ~Jfficm. These aareements 

expire bealnnina April1991 throuah May 2000 unless tmnlnatcd earlier by the executive or by the 

Company, and provide for annual aalaries and bonuses based 0e1 tho performance of the Company. 

Salary expense for these officat wu approximately S 1,419,000 and S646,1SO for the years ended 

December 3 I, 1996 and 1995, respectively. The a~pte commitment for annual future salaries. at 

·IS· 
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D«embcr 31, 1996, excluding bonuses, is approximately S 1,727,SOO, SI.OS 1,000, S447,87S an<J 

$66,667 for 1997, 1998, 1999tnd 2000, respectively. 

ll. DEFINED CONTRIBUTION PLAN 

In 1996, the t';ompany instituted 1 defined contribution plan which provides for retirement benefits for 

m~ of its domc:ak employees. The Company's contributions to the derined contribution which arc 

based on a perccntaac of the employec'sannual compensation subject to renain limitations. ''ere not 

significant for 1996. 

IJ. STOCK INCENTIVE PLAN 

In April 1995, the Company established an Incentive Stock Option Plan (the "Plan") to reward 

employees. nonemployee consultants and directors for service to the Company and to provide 

incentives for future service and enhancement of shareholder value. The Plan is administered by the 

Compensation Commince of the Board of Directors of the Company (the "Comminee"). The 

Commlnee consists of three members of the Board of Directors. The Plan provides for awards of up to 

1.000.000 shares of Class 8 common stock of the Company. 

The options pntcd in 19)S vest over a period of three years commencing on the firstllnni' ersary of 

the d11te of grant such that the option holder may not a.quire more than 2% of the outstanding capital 

stock as of the date upon which the related employment agreement expires. The options granted in 

1996 vest in one-third increments on each or the first, second and third anniversaries of the grant date. 

Outstanding at January I, 1995 

Granted 
Exercised 
Rcseindcd/caneclcd 

Ouutandingtt Dceember 31, 1995 

Granted 
Ex.crclscd 
Rcsclndcdlcancelcd 

Ouutandln.a at December 31, 1996 

- 16-

Number 
or 

OpUona 

6SO,OOO 

6SO,OOO 

129,600 

779,600 

s 

Eaercl11 
Price 

0.001 

0.001 

J.so.s.so 

SO.OOI-SS.SO 

Wtlghttd 
Averagt 
Eatrclte 

Pritt 

s 0.001 

0.00 1 

3.79 

s 0.63 
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Enrc:lnble 

~embcr31, 1996 81,142 

December 31, 199S 

Rtt ... rved 
for 

Fuwre 
Oranta 

220,400 

3SO,OOO 

Weighted 
Average 
Eurclu 

Price 

s 0.001 

The ComJWt)' has elected to follow Accountlna Principles Board Opinion No. 2S. Accoumlugfor Stock 

Jsrutd to Empl~u ("APB 2S") and related lnterp~tations In accounting for employee stock options. 

The Company has lssued its options 11 fair market value at the dale of srant. Under APB 2S, because 

the cxcrc:isc price of the Company's employee stock options equals the market price of the underlyina 

stock on the date of &rant. no compensation expense Is recognized. 

SFAS Statement No. 123, Accoumlngjor Stock·Bastd Comprusotlon ("SFAS t23") was issued by the 

FASB in 199S and If fully adopted, changes the methods for recognition of costs on plans similAr to 

those of the Company. Adoption of the recoanition provisions of SFAS No 123 is optional; however, 

pro forma disclosu~u If the Company adopted the cost recognition requircments under SFAS 

No. 1!3 b pmented below. 

Under SFAS No. 123, options aranted during 1996and 199S, the fair value at the date of grant wu 

estimated usina the Black-Scholes option pricina model. The fair value wu cstimared using the 

minimum value method. Under this method, the expected volatitity of the Company's common stock is 

n:::t ~.tim ated, as there is no market for the Company's common stock in which to moniror scod. price 

volatility. 

The followln& wciahted average assumptions were used In cateulatin& chc fair value ofche opcions 

granlcd In 1996 and 199S, res,pcctivcly: risl.-frec interest rates of S.8SYo; no dividends arc expected 10 

be declared; expcc1ed life oft he options arc between 30 and 42 monlhs and between 39 and 5 I months, 

respectively; And 1 maximum conlllctuallifc of I 0 years. 

For purposes of the pro forma disclosures the cst imaled fair value of the options aranted isamonizcd to 

compenutc expense over the options' vesting period. The Company's pro forma information is as 

follows: ,,,. 1U5 

Net loss: 
As l'q)Of1cd 

$(31,239,129) s (9,40 1.921) 

Pro forma $(31,314,129) s (9,404,4 21) 

Net loss per common &hare: 
As reported s ( 11.14) s (3.65) 

Proforma s (11.26) s (3.6S) 

Wci,htcd avcraae fair faluc of options aranlcd 
dur nalhe year s 0.58 s 0.0004 

- 17. 
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14. COMMITMENTS AND CONTINGENCIES 

At Dcc~mbtr 31, 1996, the Company was commlncd to unrelated panics for the rental of oflice space 

under operatinalcascs. Minim 11m annual lease payments with resp«t to the leases is as follows: 

Year Ended 
Otctmbtr,., 

1997 
1991 
1999 
2000 
2001 
2002 and ~ruftcr 

s 2,117,442 
1,851,8)4 
1,641,577 
1,489,261 
1,426,569 
3.)02,171 

s 11.829,561 

Rent expense for the yean ended December 31, 1996 and 199S was S2,27.S,721 ar.:l S209,806. 

respectively. 

The Company is eommined to pa) for transmission capacily under certain oper3ting kues The 

minimum annual lease payments with respect to these agreements is~~ follows: 

Ytar Endtd 
0Ktmbtr 31, 

1997 
190! 

S40.~00,000 
3,000,000 

S43,.SOO,OOO 

The minimum lease payments for the year ended December 31, 1996 were S21,SOO,OOO. The Company 

did not remit payments for this full amount. At December 31, 1996 and 199S, the Company had 

accrued approximately $8,000,000 and SS,900,000, respectively, as purchase accounting adjustments 

represent ina~ unfavorable ponion of such lease commitments. Concurrent with the ccr-summation of 

the purchase of the etpital stock ofCyberllnk, the Company obtained traMmiuion capacity. At 

December 31, 1995, the Company recorded what management believed to be its best estimate of the 

unfavorable ponlon related to the opemina leases. Prier to Oecetnber 3 I, I 996, the Company recorded 

what management btlleved to be Its best estimate of the unfavorable portion related to the opera tins 

leases and the llabilltlct lneuned In connection with the early termination or rceonfiauration of the 

exlstlna operatlna leascs. Such purchase ICCOUntlnaaecruals haw been rec:onSed under the e~pcl<ms 

"Ooodwill" and "'ther Liabilities- Noncumnt" In the aec:ompanying consolidated balance sheeu. 

When the Company ultimately terminates, settles or rcconfiaures its operatina leases. the Company will 

rccosnbx: the different between the appn>xlmatcly $1,000,000 recorded at Occcmber 31, 1996 and the 

actual c:ost incurred to terminale, ~ettlc or reconfiaure the cperatJna leucs. Such amount will be 

recorded In the Company's consolidated ltltemcnt or operations. 1liC amountlncu!Ted when combined 

with the payments remitted durin& the year ended December 31, 1996, agregated approximately 

S21,SOO,OOO. The Company Is cummtly neaotlatlns the amendment or termination ofthtle leases. 

-II-
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Commltm1nts tliJd Contlnllflclu · The Company Is Involved In various c:lalms thAI arose in the 

ordinary coum orlcs ~equlrcd businesses prior to the Company's acquisit ion of such busintsses. The 

expected settlements from theu matters have been accn~cd and are rtcorded as "Othtr Liabilities." In 

nwa,emcnt'a opinion, the KUiement of auch claims would noc h.ave a materialadvtm effect on the 

Company's consolidated nnancial position or results of Ill operations. 

Ldt1n ofCtdll· The Company has outatandlna letters of credit agregatina SSSO,OOO at December 31. 

1996, expirlna at various dates. Such letters of c.redit, which ~rr iuued as deposiuto vendors or 

security on leased premises, are fully secured by certificates or deposi t, and are classified as cum:nt 

as:JCU. 

liS. SIGNIFICANT CUSTOMER 

For the year ended December 31, 1996, no customer accounted for more than I !We of the Company's 

revenues. For the year ended December 3 I, 199S, one customer accounted for 26o/e of the Company'• 

revenues. 

16. REVENUES BY GEOGRAPHIC AR£A 

The following uble provides certain geographic data on the Compan)•'s opcratiora for the ~car ended 

December 31, 1996and 199$: 

1996: 
United States 
Germany 
France 
United Kingdom 
Netherlands 
Corporate and other 

199S: 
United Sutes 
Germany 
France 
United Kinplom 
Netherlands 
Corporate and odlct 

Rtvtnuea 

s 85,842,924 
8.144,479 
7,34S,62S 
6,260,032 
3,471,16S 
1.49), 11 s 

S 113,2S7,340 

s 18,460,486 

IS6,191 

Oper1Ung ldtntlOablt 

lneomt (Lou)· Aneta 

s (12,146,118) s 54,509.115 
(2.249,834) 9,776.032 

(886,1 19) 10,423,464 
(7,966,67.:) 18,994,422 
1.017,142 1.60S.S57 

(8.300. 796) 325,660.443 

s (30,462 .. 399) $427.969.033 

s (6.969,473) S 37,7S9,621 

(2,411.539) IS.312,SSI 

s (9,.31 1,012) s 53,072,179 

lntencament and lntaJeoJtapblc revenue are not al&nlntllltt.o the rrvenuo of any bl.tsineu aegment or 

JCOII'Iphlc locatloft. 1bcre b no upon revenue from the United SutH. Corporate and other uscu 

consist principally or cuh and cash equivalents and aoodwill • 

• 19 . 
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17. SUMMARIZED FINANCJA.LINFORMATION 

The followina presents summulzcd financ:iallnfonnation o( RSL Communications PLC (MRSL PLCh) 

as ofDcccmbcr l l , 1996. RSL PLC was lncorponted in 1996 and is a 100% wholly-owned subsidiary 

or the Company. RSL PLC had no lndcpcndcnt opc111tlons oth~ than scrvina aolcly u a rorclan 

l:o~.iing company (or the Company' a U.S. and European operations. The Notes Issued by RSL PLC are 

fully and unconditionally guaranteed by the Company. The Company's financial statements are, except 

for the Company' a capitalization, c:orporate ovmead expenses and available credit facilities, identical 

to the financial statementa of RSL PLC. 

Current assets 

Noncum.ll u~ 

Current liabilitict 

Noncurrent liabilities 

Nee revenues 

Gross profit 

Net loss 

18. RESTATEMENT 

December 31, 
1ttl 

s 20 I. 734,395 

S225,131.081 

s 74,949,341 

s 39-1,555,559 

Yt~rEndod 

December 31, 
1981 

s ll l.2S7.)40 

s 14,795.934 

s (34,309.127) 

Subsequent to the Issuance of the Company's 1996 conwlidaced financial statements, the Company·s 

management determined that a value should have b«n assigned to its warrants upon h!uance, which 

previously had not been usianed a value. As a result, the Company'• 1996 conJOiidllcd financial 

statements have been ratatcd from the amounts previously reponed to reOect the assignment or a value 

to its warrants. 

The effect ortbc restatement on the 1996 consolidated Onancial stAtements wu to Increase total 

shareholdm' equity by $4,000,000 and to reduce the senior no«ct by $4,000,000. 

• • • • • • 
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