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DEPOBIT DATE
D49 e« APROZWY

Aprl L, 1'07

Florida Public Service Commission
Scoretary
2530 Shumard Ousk Boulevard

Tallahassee, Flonda 32 39908660 ’7
s, \

Re  Appctwom for 18 Icko, I for Awshoraty so Provae Alicrmatine Loval Exchange
Service Witkan thwe Neaste of Flovika

Iear Madam or Su
Enclosed herewith for filing on behalf of U S Telco, Ine | please find an onginal and s (6)
copics of its Apphcation for Authonty 10 Provide Alternative Local Exchange Sernvices within the

State of Florida  Also, please find out fitm check in the amount of $250 00 made pavable to the
Flwida Public Service Commission to cover filing fees

PMease date-stamp the extra copy and retum 10 the undersigned in the selladdressed stamped
envelope provided I you have any questions, please contact me at (281) 286- 1040

R ctfully " ted,
C rﬂ\sx

Kvle I, Dhckson

i
O30$ 11
; 9"'“




FLORIDA PUBLK SERVICE COMMISSION
CAPITAL CIRCLE OFFICE CENTER - 2540 SHUMARD OAK BOULEVARD
TALLAHASSEE, FLORIDA 32399-085%

APPLICATION FORM
far

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

“

INSTRUCTIONS

I This form is used for an original application for a centificate and for approval of sale,
assignenent of tramsder of an existing allernative local exchange centificate  In case of a sake.,
assignment or transfer, the information provided shall be for the purchaser, assagnee of
transferee

2 Respond 10 each em requested in the application and appendices. I an item is not apphicable,
prhease explan why

3 Use a scparate sheet for each answer which will not fit the allotied space

4 If you have questions about completing the form, contact

Flerida Public Service ( smnission
Divisien of { emesunitaiisns, Cerlification & (emplance Section
2568 Shumard (Gak Bowlesard
Tallchasser, Forida 32399-0866
{984} 41 3-6580

s One completed, submit the original and six (0) copies of this form along with a non-

refundable application fee of $250 made payabic 10 the Flonda Public Service Commassion
il the above address

ﬂ




o ]

This is an apphication for (check onc)
(X)  Oniginal authority {(new company)

() Approval of transfer (to anothes certificated company)
Example, a certificated company purchases
an cxisting company and desires to retun
the original certificate authonty

( )  Approval of assignment of existing certificate (1o a
noncertificated company)
Example, a non-certificated company
purchases an existing company and desires
1o retain the cenificate of authority
rather than apply for a new certificate

{ ) Approval for transfer of control (1o another certificated company)
Example, a company purchases S1% ol a
centificated company. The Commission must
approve the new comrolling entity

Name of Applican
U.S. Teleo, bne.

A Natiomal il address mchadng street namwe, number, post office box, city,
slate, aip code, and phone number

5218 O'Conner, Saite 300

Irving, Teans 75039

(972) 506-324%

B Florida masling address including street name, number, post office box, any
siate, 7ip code, and phone numbes

1288 Sewth Phr fulsud Ropd

Plantation, Flerids 33314

(305) 473-5503

C Physical address of alternative local exchange service in Flonda including
street name, number, post office box, city, 2ip code, and phone number
N/A.

L& ]
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Structure ol organization

( ) Individual

(X) Foreign Corporation
( ) General Partnership
{ ) Jomt Vemue

) Corpoeation

) Foreign Paninership
) Limited Pannersiup
) Other, Please explan

il

If incorporated, please provide proof from the Flonida Secretary of State that the applhicant
has authonty to operate in Flonda

Corporate charter number _ FO7008001064

AmﬂWn(Wdthhl“uhlhﬂnhm
bervie s Exhibis =A™,

Name under which the applicant will do business (4/b/a)
1.8, Teles, ine.

If applicable, please provide prool of fictiious name (d/b/a) registration

Fictitious name registiration number  N/A,

I applicant is an individual, partnership, or joint venture, please give name, tithe and address
of cach legal entity

State whether any of the officers, disectors, or any of the ten largest stochholders have
previously been adjudged bankrupl, mentally incompetent, or found guilty of any felony os
of any crime, or whether such actions may resull from pending proceedings 11 so, please
explain

Noar
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Please provide the namie, tithe, addiess, telephone number, Internet address, and facsmile
number for the person serving as ongoing liaison with the Conmission, and if different. the
lindson responsible for this application

Ulmgodug, Chgeradives: A pglic st s

David Pikell Kyie L.. (Ncksen

Prestdent Maswell, Baker & McFairidge, P.C.
U.S. Telce, lur. 17625 Fi Camise Real, S4¢. 310
5215 O0'Conner, Sic. 300 Housion, Teaas 77058

Irving, Terss 75039 (281) 206- 1049 (Phaue)

(972) 506-3245 (Phone) (181) 286-1843 (Fax)

(972) 506-3266 (Faz)

Pleasc list other states in which the applicant is curtently providing or has apphed to provide
local exchange or aliernative local exchange service
Texas, (Milaboma & INsirici of { 'olumbia

Has the applicant been denied certification in any other state” Il so, please hist the state and
reason for dendal
Ne.

Have penaltics been imposed against the applicant in any other state? I so, please list the
siate and reason for penalty
Ne.

Picase indicate how a customer can file a service complaint with your company
Customsers eai ¢idher call ihe Couspany s toll-free selepbone sumber (888-078-3526) or
wrile to the Company divectly.
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Please provide all available documentation demonsirating thal the applicant has the following
capabilitics to provide aliernative local exchange service in Flonda

A Financial capability See Exhibic “B”.
Regarding the showing of financial capability, the following applees
The application should contain the applicam’s financial statements, including
1 the balance sheet
2 income sialement
3 statement of retained carnings for the most recent 3 years
If available, the financial statements should be audsted financial stalements
I the applicant does nol have audited financial statements, it shall be so stated  The
unaudited financial statements should then be signed by the applicant’s chiel executive offices

and chief financial offices  The signatures should affirm that the financial staterments are ioe
and conrect

B Managenal capability See Exhibis ~C™,
B Technical capability See Eshibit “C™,




AFFIDAVIT

By my signature below. |, the undersigned officer, attest o the accuracy of the information
contained and attached documents and that the applicant has the techmical expertise, managetial
ability, and financial capability to provide alternative local exchange service in the State of Floruda
I have read the foregoing and declare that 10 the best of my knowledye and bebief, the information
is true and correct | attest that | have the authority 10 sign on behalf of my company and agree to
comply. now and in the future, with all applicable Commission rules and orders

Fusthes, | am aware that pursuant to Chapier 837 06, Flonda Statutes, “Whoever knowingly
makes a false statement in writing with the intent to mislead a public servant in the performance of
his official duty shall be guilty offa misdemeanor of the second degree, punishable as provided in
§775 082 and §775 083 *

i | ) Nty ;G
lll’l'bcillll})__ si‘ H‘i‘l
_ Date

Title President (972) S006-3245
Telephone Number

Address U S Teleo, Inc
5215 O’'Comner, Suite 300
Irving. Texas 75039




EXHIBIT “A"

CERTIFICATE OF AUTHORITY TO DO
BUSINESS IN THE STATE OF FLORIDA




FLORIDA HEI'.&HTH ENT OF STATE
Sandra B. Mortham
Secretary of Stale

March 6, 1997

C T CORP

Mmmdmmmus TELCO, INC. were filed on March 6, 1997 and
assigned document number F97000001164. Please refer to this number

ﬁmmmmm

Your corporation is now qualified and authorized to transact business in Florida
as of the file datle.

nwmmﬂummmm and 1
of the year following the calendar year of the filo date, m i
Mﬁﬁm{FﬂlWﬂhwmmmmnapuﬂmbaim H you

do not have an FEl number, please NOW with the intemal
Revenue by 1-800-829-3676 and requesting SS4.

Please be aware ¥ the address changes, it is the responsibilty of the
mpmmhninndﬂrmw

Shouid have any i this matier, please telephone (904)
ﬂ?&ﬁﬁuhﬂm ax Lien Section.

Michael

Document

Division of Corporations Letter Number: 597A00011559

Division of Corpormtions - 12.0. BOX 6327 -Tallahassee, Florida 32314




APPLICATION BY FOREIGN CORPORATION FOR AUTHORIZATION
TO TRANSACT BUSINESS IN FLORIDA

IN COMPLIANCE WITH SECTION 607.1503, FLORIDA STATUTES, THE FOLLOWING 1Y
SUBMITTED 10 REGISTER A FOREIGN CORPORATION 10 TRANSACT BUSINESS IN THE
STATE (F FLORIDA:

| US Telco, Inc T Pk e e S
iName of oorptation sl mchede e wond “INCORPUATED®, SCOAFANY™, 00ORK IATHIN™ or vt or by jatiomm of ks mgeott
Langsage o will chearly s die thal ol 1 & corparaiom sicad of & natural persn of parcrshap of o s sontamed m the same ot joownl )

2 Xexms 1 3 742773730
I Sdate on o oty et Wi L of sedicly ol on curporaled ) {FE mambery, of apiplacable )

4 February 16, 1996 4 SPerpetual =
(Dhate of Dncorpes slom) (Thorateom Ve corp wil] Cease 1o rusd o ~perpetusl )

6 March 15, 1997 (Eshmaled) o

1 Aate first i st basnamess an Fhanncda (SEE SECTRIS 607 1301, 607 102, ANDRIT R3S F5 )

o 208 West laurel SNt TS e

____San Antonip, Texas 78212 .
(U serverl il g sl v

& Provs 20
(Purpuseis) of corporstbon suthorirod m omse sl o country 1o be carned oul i ihe stale of Heorda)

..... - HESGEF — 1

9 Name sad street address of Florida registered agemt: (PO Hox or Mail Drop Box NOT
acceptable)

Name: CT Corporaie Sysiem
OFFICE ADDRESS: 1 200 South Pine Island Road

Pantaion . Flonda, 33324

(7 Code)
10 Registered agest’s acceplance:

Having been named as registered agent and to accepr service of process for the above staled
corporation ai the place designased in this apphcation, | hereby accept the appointment as regisiceed
agemt ond agree 10 act i this capacity. | further agree 1o comply with the provisions of all siateies
redainw 1 the proper and complese performance of my duties, and 1am famihar with and acoept the
oldnganions of my: posttson as registered agent.

N e

(Heprdored agent s 1]
Wi Al Ll |

TORETARY




11 Anached is a centificate of existence duly authenticated, not more than 90 days prior 10 delivery
of this application to the Departiment of State, by the Secretary of State o other official having
custondy of conporale tecosds n the junsdiction under the law of whach it is incorporated

12 Names and addresses of officers and/or directors (Street address ONLY - PO Box SOT
aceeplable)

A. BHRECTORS (Street address only - P.0O. Bex NOT accepisbie)

Chairman David Pikoff deb 2 = e
Address 208 West laweed :

_San Antonio, Texas 78212
Duector: Ron Jensen

Ad&mﬂL&m&m g S

_Fon Worth, Texas 76180
Director John Condit AL e D I S mus ol SR -
Address 208 West Laurel Ll PRt U S R TRt

_San Amtomio, Texas 78202 LS
B. OFFICERS (Street address saly - P.0. Box NOT scceptable)
Presidemt DavidPikof = 2 z
Addrm.;’!?ﬁ_ﬂ'ﬂ_l,lulﬂ it 22 = -

| A mee wre -k

Vice President Ron Howard = = iy

Address 8721 Airpon Freeway
Fort Worth, Tcnu‘mluu : ol it

Ticasurer. Gary Froidman = st T A e e e
Address j :

Fort Worth, Texas 76180
NOTE: If necessary, you may attach an to the application listing additional officers and/or

m//

Ve Chommun, o vy offces bubed o musiees 17 of e applecatem)

19 David Piko

(Typed o pranticd masee aml capacily nl'pm--up-_. ;ﬁu.m.-;_




o ®
Texas CoMPTROLLER OF PuBLIC ACCOUNTS

JOHN SHARP » COMPTROLLER - AUSTIN, TEXAS 78774

February 7. 1937 2HOR/CTERLGT
U 5 TELOD INC
208 W LAURKL
SAN ANTONIO = T8212-4303

CERTIFICATION OF ACCOUNT STATUH

THE STATE OF TEXASL

COUNTY OF THAVIS

1, John Sharp, Comptroller of Public Accountas of the State of Texanm, DO
HEREBY CERTIFY that according to the records of this office

U & TELCO INC

ip, as of this date, in good standing with this office having no franchise
tax reports or payments due at thie time.

Thin certificate in valid through the date that the next franchine tax report
will be dus, May 15, 1997.

This certificate is not valid for the purpose of dissolution, merger or
withdrawal.

GIVEN UNDER NY HAND AND

SEAL OF OFFICE in the City of
Austin, this 7th day of
February , 1957 A.D.

=55

JOHN SHARP
compt rol ler of Public Accounto

Charter/C.0.A. number: 013890256-0

Form 05-304 (Rew. 9-93/8)







BEFORE THE PUBLK SERVICE COMMISSION
OF THE STATE OF FLORIDA

IN THE MATTER OF THE APPLICATION  §
OF U S TELCO, INC HR A CERTIFICATE S

10 RESELL AND OFFER LOCAL §

EXCHANGE TELECOMMUNICATIONS  § Casc No

SERVICES TO THE PUBLIC IN THE §

STATE OF FLORIDA §
ARFIRAVIT OF DAVID PIKOFF

BEFORE ME, the undersigned muthority, on this 24% day of Marcin . 1997, personally
appeared David Pikoff, who swore upon his oath that the following facts were true

| My name is David Pikofl, | am of sound mind and have never been convicied of a
felony and am over the age of 18 years, capable of making this affidavit II'I!L fully
competent 10 Testify 1o the matter stated herein | have personal knowledge of cach
of the facts stated heresn and 10 the best of my knowledge, cach is true and corredt

L]

1 am currently Presadent of U S Telco, Inc

3 To the best of my knowledge, the financial statements for U8 Telco, Inc are true
and cormrect

EXECUTED this ™ day or Meran 1997 o
i I /
|3ﬁ’-'d"{'ikm m‘-&'

SURSCRIBED AND SWORN ;_I'ﬂ belore nwe the undersgned Notary Pable on ths
dayol  244h [hed 19 47




US TELCOD, INC
Balance Sheet
For the year ending December 31, 199

Asscts
Cutrent assets
Cash $ 12,297
Accounts receivable 171,957
Total curtent assets 184,254
Property and equipment, net 47,872
Total assets $212. 120
Liabilitics and Stockholders” Fguity
Current habilitics
Accounts payable $278 8ot
Sales and excise taxes payable 19,127
Total current habilitses 297 947
Notes payable 30,013
Retained carmings (375.474)
Total hahilities and stockholders” equity $232,120

UNAUDITED




US TELCO, INC
Statement of Barmngs

Fuou the year endimg December 11, 1990

Revenues
Cost of rcvenues
Ciross margin
Selhing, gencral and administralive expenses

Operating income (loss) before taxes

UNAUDITED

$ 500,582
447,442
59,120
434,594

$(375,474)




MATRIX TELECOM, INC. AND SUBSIDIARIES

Balance Sheets

Deceinber 3, 1996 azd 1995

Anet

Curtent s3sets;
Cash and cash cyuivatents
Accousty receivable, net
Due from affiliatcs
Odver cumrent sasets
Tolal currenl asscly

lavestment and advances 10 DNS Communications, Inc.
Property and equipment, set
Other asses, el
Deferred incoms taxcs
Total assets

inhilitj * Equil

c habilities:
Accounts payabie and other accrucd sapenses
Acerued network service coshs
Sales and excise taxes paysble
Duc o afilistes
Iocome taxes
Delerved income Lakes

Tola! custent Uabilivcs

Stockholders' equity:

Common stock, value; suthorised shares
193,570 and 1;'?,-'4“' s isood m. 1996
and 1995, respectively

Retaincd carmings (scoumulsind deficiy)

Treasury siock, 3,040 common sheres in 1996, at cost

Total stockholders’ squity

Commitnents and contingencies
Tolal lisbilities and siockholders’ cquity

Scc ucconpanying notes 10 Gaancia! stalcments.

UNAUDITED

1996

$ 46222395
10,507,580
1,212,414
2,200,751
18,543,140

1,621,355
e
s T80

8,233,626
769,440
3

8,505,453

$ 033

95

- —

3,164,053
9,997,001
834,130

15 ; J60
14,247,244

1,244,637

1.796,390
142,318
150

17,580,694

1,872,373
6,419,260
1,694,367
3,340,202
377.46)
3174

14,041,173

5,336,815
(1,797,293)

3,539,522

SR




MATRIX TELECOM, INC. AND SUBSIDIARIES

Statements of Operations

Years eadad December 11, 1996, 1995 and 1994

1996
Cost of N ‘Eii;ﬁi
rEVERUCY 7
Gross margin 23,883,899
Selling, geocral and sdministrative 18,798,925
Deprecistion sod smwrtization 1]
’ 19,792,845
Operating acoms 4,091,004
Interest sapems (230,922)
Odher income, nct — 27,178
lacoms befoss income tan capoas 4,131,283
Income tax expense (benefit)
Faity
Equity a iscome (loss) of DNS 12232
Net income (loss) § 1,366,734
Earuings (loss) pes share s15.83

See sccompanying soles lo fisancial slatemcnts.

UNAUDITED

1995

64,289,718
42.980,127

21,309,391

17,888,856
918
1,087,198
241239}
(6,299)
616
2,581,710

1 L
1,499,984

1994
59,551,307

OGN

10,051,296
313,101

604,109
(176,922)

—S
111




MATRIX TELECOM, INC. AND SUBSIDIARIES

Statements of Stockholders' Equity

Years endcd Docember 31, 1996, 1995 sl 1994

Balances at December 31, 199)
Dessolution of i

ﬂtﬂm

to & corporstion

N#t income
Balance a1 December 31, 1994

Purchase of DNS 5

Net (loss)
Balsaces st Deccmber 31, 1995
Purchate of 3,840
common shares
lssuance of 32,764
common shares
Sssusnce of 10,800 commos
shares

Net income
Ralances a1 Decemnber 31, 1996

Puiners’  Common
capital ptock

$ 1,729,133 =

* (1L,729,133) 1.129.10)
e l.?ii.l’!

- 3407682

- 5336815

= 2,195

= 723,600
S F T

Sce sccompenying notes to fnancial statements,

UNAUDITED

Retained
Saunigs
{accumulated

Total
Tieasury  stockholders”

Hock equity
- 1,728,133}

643,200
- 23

3,607,682
— (He.;!;‘)

= 3589502
(439,583)  (439,583)

= 2,195211
= 723,600

2,366,734

L50340)

@z




MATRIX TELENOM, INC. AND SUBSIDIARIES
Statemeats of Cash Flows
Yeam ended December 31, 1996, 1995 and 1994

Cash flows from operating activitics:

et income (loas)

Adjustmzniy 10 secoacile nct income (loss) to
nt:i:g:}:wbp(md in) apcraling
activities:

Depriciation and smogtization
Auortization of advanced commissions
Provision for bad debly
Lois on disposition of asscls
Deferred income tanes -
Equily ia (incoms) less of DNS
Chacgen in mocts and Labilitiey:
Atcounts receivable
Due from affiliste
Federal and stabe jocome tas receivable
Other curment assets
Accaunls payable and scorvod Lisbilities
Due to affiliaty
Net cash provided by

Cash flows from i
:m:{' y and equipment
aymcnis ing end collestion agreements
Purchasc of acquired customcr bases
Advances to DNS, act
Proceeds from ssle of property and equipment

Net cash provided by (used in)
investing sctivilies

Cash flows from financing activities:
Net change in notes paysblc
Purchase of common stock for lrcusury
Net cush used ia Ninancing activities

Net increase in cash and cash equivaicats
Cash and cash cquivalents ol beginning of year
Cash sod cath equivalcaty st end of year

-l "- -I- -

1996

5 2,566,734

993,940
618,791
1461 ATI

(321,678)
(122327)

(1,971,970)
345,334

l',lﬁ.?l;}
(1,397,160)
74

i

(701,718)
(14,482)

1,577.432

R61.2

-

UNAUDITED

1995 1994
(2,440,493) 643,200
998,342 815,101
1,955,842 1,974,90)
- 14,365
S30.805  (34),454)
3540477 -
(2,170,807) (2,994,971
$30,395  (1,452,48)
618 (631,183)
(96.791) 161,967
$26.850 3,031,696
~221880 1293631
30970  4532,734
(529,005)  (1,125,444)
- (17,600)
(103,970) {32,723)
(1.577.432) -
) 71,967
39 (1.0¥7,800)
- (3,230,121)
- (Q23002D)
2,935,738 204,813
20,502
164 323018
(Continued)




MATRIX TELFECOM, INC. AND SUBSIDIARIES
Statements of Cash Flows, Continucd

1996

Cash paid during the year for:

Interest $_212.404

Income taxes, met of sefunds § 1,482,10)
Noecash finsacing sctivitics:

Common slock isswed for DNS acquisition s____-

Common stock issued for advaaced commiissions  $2,195,211

Common sleck issutd for peccivable from $_ 723,600

majos sharcholdur

$ee accompanying moles to financial sistements.

UNAUDITED

g B

]
o
-
L]

& 5
i |
s

i

73
7,179

1 EE




MATRIX TELECOM, INC. AND SUBSIDIARILS
Notes 10 Finagcial Staements

Deccmber 31, 1996, 1995 and 1993

(1) S:ummuary of Sigmilicant Accounting Policies

L)

(v}

{c)

Husiness aud Backpround

All rcferences to the "Company™ or "Malria Telecom™ gefct to Matria Telecom, Inc.
and incheds o5 aubsidizies and predecessors The Company provides long distasce
telcphone service 1o ils customers in forty-nice states over intcicity faciliies provided
by certified dommant domestic and inlcinational caners Matsin resells to both
residential and cummercial customers; however, the primary focus is fo the small business
owncr with five or fewer employees whose wiage roscmbles thal of the presidential
customer. The Company is fully cestified by the Federal Communications Commussion
and certified fo opcrate in all staics sequinig such cortification.  The Cuenpany holds
billiog sod collcclvn sgreements with all segional bell upcraling companics, GTE, and
olber independent iclephuoe companies.

The Company was uriginally formed May 29, 1990 a3 & Tenas general partuenship. The
parieans cuncisted of Mauis Communications, Limited (“MCL") a Texas Lizuted lisbiliy
partaenship and Onward and Upwand, Inc. ("OUIT). EMective January 1, 1994, the
partnership was dissolved (sex nute 4). Prinr 10 the dissolutinn, cash distributions were
made to OUY in satisfaction of its partoership interest. Concument with the dissolution,
all remaining tangiblc and intangible asscls and liabilities of the Company then owned by
MCL were wransferred 1o Matria Telecom, Inc., 8 Teaas corporation. 1be transter was a
tax free trangaction and significan! controllicg intcrest in company did not change.
Effcctive June 30, 1993, MCL was hquidaied and its salc gssct (Matrix Telccom capital
stack) was Jistributed to MCL'> pustiers in proportion to their owncrship interests,

i3 atinn

The Company includes the operations of NNS Cummunications, Inc. in it financial
slatcments using the cquity method of avcounting. The Company wilized Lhe equity
axibod due to the temporary period of tume that it investment in the opcrativas of
DNS was sutained (see notc 7).

Cash god Cash Equivalents
For purposes of the statcment uf cash NMows, the Company considers all demand depusits

timc deposits, and other investments with » semzining malusity at date of purchase o
less than ninety days 1o be cash equivalents,

UNAUDITED {Continued)




(d)

{e)

o

MATRIX TELECOM, INC. AND SUDSIDIARIES
Nutes 10 Consoliduted Financia! Statements

Commissions
Cammissions 1o nales agenls are paid snd enpensed bascd oo a perceatage of billings as

Connissions paid in advance of $1,376.000 as of Deccmber 31, 1996, incheded in other
current assety, arc being expensed over a period of twelve months based on cytimated
billings of the customers for which the cominissions wete paid  (Sce note 4),

BV [

Luag distance revenwes g rocognized as servics is provided 10 customen
Property sad Equipment

Property and equipment see sevorded ot cost  Maintensnce and repains are chaiged
azainst income 8¢ incursed, while renewals and major replacements are capitalized. The
cost and selated accumulated depreciation of assets sold of sctited are removed from the
accounty, and any ressling gain or Boss is reficcicd io operations. The Company provides

depreciation un fined assets using the sraight-tine method over the catimated ushul lives
of the respective asschs.

ircome Tml

Effective Januuy 1, 1994 the Company began sccvunting for inconie tuacs undes the
235¢! acd lisbility mcthod. Deferrcd tax assets sad liahilitics are recognized for the fulure
tax coascquences atributable to differcoccs between the financial statement carrying
amounts of cxisting assets and Liabilities and their respective tax bascs and eperating Joss
scd tan nmm-ﬁ. Deferred tax assets and liabilitics are measured using enacted

tax rales te apply to taxablc income in ke ycars in which those temporaty
differcnces axe to b¢ recovered or scitlcd. The effect on defemred tan asicts and
Ihhiliﬁnﬂ‘:.ﬂw in tax saics is revognized in income in the period 1hat includes the
e lment b

Prior to Januacy ), 1994, the Company opcrated as 8 partnership, Accoedingly, the
Company was not & taxable entity. h:—mnumlh:mpnﬂglhyﬂhiﬁm
parlacrs.

{Coatinued)
UNAUDITED




MATRIX TELECOM, INC. AND SUBSIDIARIES
Noies to Congolidaicd Financisl Blalemeuts

{h) Usec of Eslimnates

Management of the Compaay has msade a numbcr of estlinates gl mum tilml.i IHJ

affict the reporicd amounts of asseis and liabilitias nml Imlulull xi eI ili

o hreedodogy s Hsellbomalomsppegfomtynditd et Hrer m'fm i "ﬂ
eRpCnIcS

conformity with geoerally accepted muunﬂnt l;mlll Actual Ay Iudll

from those climates.

(i) Concentations of Credi i

The Company’s subscrilscrs are primarily small business e “'ﬁ“ﬂ Wkl
Copaoy s goeemems with LEC ..k:'*"r"h':"“" i AR W
ﬂﬂﬂwﬂhwm A ﬁt p'll-i-lﬂu tfuwilljllllll
reccivable ars duc from these Campenics

()  Agcounts Recgivable

Accounts receivable arc mct of allowances ot duubiful ateuunls aiW ullm m 11 H
H!t.m und 8730154 a3 of Decembet Il. 1996 ad Iﬂ!; I- W‘
ompany establishes an allowance for dobthul sceeunls uru LR
lk crcuit sisk of subacribers, historical drends and uiher Infornatish
(k) Bﬂuﬂm.ﬂu
ol based on average eommbl AhitEN WHItH WHE
m.m I'.":":“‘“ m % 995 and lm..'umtlm yi
(2) Pgperty and Equipment
Froperty and equipment sonslted of the following:

Etimaled
Comumunications syslcm o) yeihh
Office furniture and cyuipment software 1.7 years
Leasehold improvements bease tetin

UL
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MATRLX TELCCOM, INC. AND SUBSIDIARIES
Not:s to Consolidated Financial Stalcinents

lkpmflijlm expensc was SR77,000, $882,000 acd $6%1,000 for 1996, 1995 and 1994,
fespeciiv ¥.

{3) Related Purt s3ctions

The Company has had iransactions in the nonnal eourse of business with various ¢
which are affiliated with sharcholders of the Company. m&mhm%
affiliz'cd compsay, provides ¢ Company with significant domestic and intemational
transmission scrvices. A common sharcholder holds a0 inteves! in both PGE and ibe Company.
Alfiliates of the Company slao act 83 agonis for Uw Cumpany in the solicitation of mew
cusiocnens. In addition, the Company's employses arc beased from United Group Scrvice
ﬁm:.u:ﬂﬂiu:.-hpwnﬂunﬁmimuu“ﬂdﬁﬁﬂ%'h
Company provides fong distance service to 8 number of affilistcd companies. with
allilistes are scilded monthly.

Due from alfiliates consists of the fllowing:

100y
Exccll Agrn! Sesvices (long distance services) $ 193,285 129,907
laterastive ghlia Works (1MW) (loag distance 52% 336,345
ETVICES,
Core Marketing (loag distance scrvi 134,652 -
Diher transactions with various .u‘mi 160,352 a8, 798
Receivahle from major sharcholder for stock issued 123,600 -
slalzais s
The ¢ue o affilistc consists of the fullowing:
1996 1993
PGE (octwork bansmission services) $ 224400 2,559,031
UGA and Corc Marketlag (commissions) 144,612 294,454
Other transactions with vacious affiliates 486,707
5 g,EQJII
{Continued)
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MATRIX TELECOM, INC. AND SUBSIDIARIES
Ivotes to Consclidatcd Financia] Sticnents

Sigraficant servicos and transactions incured in the normal covnse of opcrationy with affiliated
companics ate summaneed as Jollows:

1996 1993 1994
Nelwork transmission serviens - PGE § 20.327,216 17,195,182 9,259,150

Expenscs paid on behalf of PGE for scccis services,
fos which the Company was relasbursed 5040051 3,142,222 851,060

Expenses incutred for learing mnployces fiom

United Group Service Ceater 4,542,007 3,655,712 2442442

Euﬁtz_j:; fees 10 United Group Associstion - - 313,294
- A-l ¥

Sales conunisaions #o affilistes: TravelCom 300,

Core Markcting, UICT and UGA 333510 éJl4n1s 5,108,123
Long distance revenwes from afliliastes: 1IGA, UICT

IMW, 3nd Core Macketing 5.445.90) 3,180,302 1,240,203
Advaaces o TravelCom 800 o 124,550 460,609
Overhead capenses scimbuned to/from UGA 71,231 105,007 151,038
Interest paid w sharcholder 173,380 4,299 175,104

During 1996, \be Compaay cbuincd foana from a significant shareholder for working capital
aad cther purpuscs of $6,900,000. Such amount was repaid during 1996,

Slockholders® ﬁguit:

Matria Telecom, Inc.'s onginal slock issvance consisted of 100 summion shases. Effective
December 31, 1994, & 10 for | stock split was declarcd. Coucusrenl with the dissolution of
MCL on Junc 30, 1993, the Company's then outsianding 1,000 shares of common stock were
cazcelied and 100,000 sharcs were distribuled to the privr MCL pariners in propurtion to their
ownership interest in MCL. Al share amounts have been restated 1o reflect the stock split and

In October 1993, the Company issued 53,846 shares of its mo par valuc common stock valued
a1 33,607,682 fou 100% of the outstanding shares of DNS Comununicalioms, Inc. {DNS), 8
Houston bescd luag distance seseller. Matrix Tekosum is a private compeny and accordingly,
its stock does pol have a readily determinable market value. Fnrmmﬂmutn
cost of DNS, the stock conviderstion of $67 per share was valued on the price paid by 2
shareholdcr of the Compuny %0 purchase the Company’s common stock issued to the former
ownrs of DNS ia the scquisitivn of DINS (sce note 7).

In December 1996, the Company hwwed 32,764 of its po par value common siock to its
majocity shareholder in sertlement of future commissions due 1o alliliates also owned by this
majority shareholder as of Uctoher 31, 1996, A value of $67 por share was waed in delesmining
the punber of shares o ivuec in settlement of the $2,195,211 obligation Of this amount,
$619,000 was expensed a3 commission expensc in 1996

(Continued)
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MATRIX TELECOM, INC. AND SUBSIDIARIES
Noutes to Consolidatcd Finaacial Statcments

Perivdically the Board approves stock options far ccrtain officers and employues.  Sipgk

eption tiaasactions duging 1995 and 1996 wese o3 fullows:

Exercisable
Optinny Piice

Oulstanding at Deccmber 31, 1994 - —
Giranted 1,200 5 100
Outstanding a1 December 31, 1995 1,200 100
Granted i 12100 100
Canceliod 12,800 100
Outstanding at Deccmber 31, 1996 .. 300 100

As of December 31, 1996 and 1995 all oulstanding options were exercisable. The C
mﬁfitllhtigﬁm in sccordance with the provisions of APD Opluion Nu. 25 a8
allowsd by SFAS No. 123 "Accounting for Stock Based Compentation.® The impact oa 1996
80d 1995 net dncoeme for stock options is ot sigaificant,

htmuﬁmﬁ&hm“dMHﬁ:mWﬁﬂu;lmmcm
sold % such employces 10,800 shares of common stock at $67 per share.  As of Decomber 31,
Iiﬁ,ﬁcmnyhlmﬂllmmmmhﬁrmh:hmmﬂi:hunluh:w
oo February . 1997. Procecds wed 10 pay for thesc shares ware loased 10 the
smployess by s major shascholder of the Company. Aho as 8 part of this transaciivn, the
Company und the employces entercd into agreements whoreby such sbares cuuld be put or
called, 83 applicable, under ccrlain condilions. As of December 31, 1996, the shares subject to
:lli;ﬁlw could be put or called ot a price per share of upproximately $83 totalling

mgﬁ! 1996 the Company purchased 3,840 sharea from the majonly sharcholdes for
383,

E

The kas no sigaificant capital kcase lishilitics; bowever, the Company lcases affice
mm cquipment under opcraling leascs eapiting in various years through 2000, In
the nommal coune of business, uperating keases arc generslly reoewed of seplaccd by other
leases. Total remtal enpemcs were $325,000 in 1996, $239,000 in 1995 and $156,000 ia
1994. Minimum futers roetal payewnts st Devcnber 31, 1996 arc as follows:

1997 $ 253,587
1998 265,552
1999 276,575

2000 27
s Loungal

(Contioued)
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MATRIX THILHCOM, INC AND BURSIDIARIER
Nites 40 Convolidated Finaneial Mateinenny

Wis lH ot ulﬂni Wivieet a1 esilan pere m[:wh ey,

ihlliﬂ! Iy lll ) 'h‘ I-mmrn n.lnnu |n.i Wannission Feililivs have heen provided by
\ CW ) I ) III iﬁhi gill. AV Decoimber 31, 1996, there mie
WI II N AyIIvInNb wmmll tllﬂmplﬁ; 10 AHRIMIVAY Wspe IEquitements

T ORT
|m b 14,924,000
) |
() Fidital and Biata fnsame Leat)
'“1! {:Rﬁl&mlglﬂﬂ mmh,ﬁlll Iillllhi | Hgiﬂ::m“d hrnutl;' I: »
: forred Income tanes |“'|H|i L4 llﬂlil the impael of Hm lmr differsaces between
mﬁ &m;ml “T‘fr "ﬁ!ml f pvaan l lhm 'nu Ina offects of
Yo tine o A peion i forved tax masels 8l
ﬂm ' WY e prone
1896 1993
ﬁl;fmlﬁm :,: ::::Iullun oF phirehased ; Hiﬁ'i! T
ol Mmld 0 il TR 1L 130,007

Befered tan b
LI ul m nHion of EapemIEY = (322,64
NI mm A Al lhni'i’fnn YT T :Eiamly

Ilill the “Il mbilil ur lll'm Il . B IAREmEnl mu o whether It ls more
III I'||| aniely will not be peslized. The
II I }Emlim ] ﬂn mminu ol luture tanable

I‘ Tereneer bidome duduitibls,
um mm HH! ﬂmmhmmm. projesied futwe tanable

mnu’l’un‘“ Priar e il Inm I MY BB,
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MATRIX TELECOM, INC. AND SUBSIDIARIES

Notes to Consolidated Fipaccizl Starenients

Summarized financial snformation related to DNS is 23 follows:

December 31, 1999

Cutrcat asscls $ 2461951
Noacurrent sasels 553,739

s 3,017,700

Current Liabilities § 3,350.495
Sharcholder's eyuity (332,795
$ 3,017,700
Petiod from

Year Ended October 1, 1995 to

mher 994 December 31, 1995
Revenue $ 11,021,000 § 4277000
Gain on salc of acquited cutomer bases 3,221,000 —

Net income (loss) 122.000 (3,540,000)

Subsequeat 10 the acquisition, the operations of DNS gencrated substantial luases. NNS»
custoiner chusn satc aod bed debls as well as projected cush flows werw evaluaied aod as of
December 31, 1995 il was determined thal the remaining investaxcnl ia the DNS acquircd
customer base totaling spprusimately $4.462,000 should be wrilca off Such amoust net of
relaled deferred taxes is included in the busa of DNS reflectcd above for 1995,

lu Juos 1996, the Company sold the customer basc azquired in the DS acquisition in addition
%o certain blocks of cintomers acquired during 1995 and 1996 togethes with rclatcd assets to &
former offices of the Company and a former sharcholder of DNS for approimately
$5,270,000. The Company recorded a gain ca s sale of approximately $3,221,000. This
gaia it rocorded im equily in earnings of DNS in the 1996 slalcanent of operations

Cﬂlliggnem

The Company presently has contingent liabilitics relating t various lawsuits and other matten
selated to the conduct of its busintss. Om the basis of information fumbbed by cuuasel and
others, management believes these contingencies upen sesolution will pot materially effect the
financisl condition of the Company.

UNAUDITED




EXHIBT ™
MANAGERIAL AND TECHNICAL CAPABILITIES
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DAVID M. PIKOFF. President, Mr PikolT began bis career with LS. Teleo in February 1996
Mr Pikolf was one of the founders of the company and originally concenved the dea of bundling
the resale of local and long distance  Mr Pikoff was instrumental in getting US  Telco's
alternative local exchange company centification in Texas, which was among the first, as well as
the negotiation and approval of their imerconnection/resale agreement with SWH which was the
second such agreement 1o be approved in Texas US Teleo was the first aliermative local
exchange company 1o provide resold local and long distance services on a bundied basis  They
began this endeavor in June 1996 M Pikoll's marketing shills have allowed UU'S  Telco
significam growth and they were able to obtain more than 3,000 customers in just ‘X0 days

Prior 1o U S Tedeo, Mr Pikofl was director of sales for Mulii Technology Services, a facilities
based shared-tenant service provider Jocated in Houston, Texas  Prion 1o his employment with
MTS. Mr Pikofl spent several years in the marketing depaniment of Sisco Foods as Regional
Marketing Associate where be was consistently ranked in the top 10 percent of their sales staff

Mr PikofT received a BB A from S1 Edwards Umversity in Austin, Texas, s cium famke,
and was a member of Alpha Sigma Lambda National Scholastic Honor Society

JASON PICK, Vice President, Mr Pick is currently the directon of accounting and management
of information systems at US Telco, Inc Mr Pick is responsible for all of the accounting and
MIS activities as well as LEC interface

Prior to his employment with US  Teleo, Mr Pick spent several years as an Accounting
Consultam emphasizing in automated systems and provided services 10 a vanely of companies
including telecommunications carriers and industnial contractirs Mr Peck graduated fiom the
Umiversity of Texas witha BB A in Accounting




RONALD 1. JENSEN, Presidemt and Chief’ Exccutive Officer - Background. Mr Jemsen has
served as a member of Matrix Telecom, Inc since its inception in May 1990 He has been the
sole owner since 1985 of United Group Association, a health insurance agency and has Iwld
various executive offices since such date M Jensen is the Chamian of the Board and served as
President from 1988 1o 1994 of United Insurance Companics, Ine . a publicly traded insurance
holding company, and is a member of the board of directors of Pacific Gateway Exchange, an
international facilitics based carmcy

RAYMOND S WATERS, JR. Excculive Vice President and Cloel’ Operating Officer
Background. Mr Waters serves as the Chief Operating Officer and previously served as Derecton
of Business Development and Direcior of Operations for Matrin Telecom, Inc Mr Waters has
over |8 years of experience in the Ickcommunications indusiry  From 1983 to 1995, he worked
with Sprint Communications where he led organizations responsible for marketing, product
management and development, and sales support. Whike a1 Sprint, he was directly responsible fin
introduction of two network management products for the large business market segment, and
was a member of the team which introduced the industry's fiest Vinual Private Network senvice
From 1978 10 1983, Mr Waters worked fiw AT Long Lines and filled positions in network
planning and engincering. human resources, and operations as a participant i the Manager
Development Program  In addition 10 his telecommunications experience, Mr. Waters recently
completed a dual career in the Naval Reserves. where he attained the grade of Captam and served
three tours as 8 Commanding Officer and Executive Officer

JOE RENTERIA, Vice President.  Background Mr Renteria has served Matrix Telecom, inc in
key management positions since October 1993, and currently scerves as its Vice President of
Information Systems Mr Renteria's responsibilities include all areas of information systems and
related technologies  Prior to joining Matrix Telecom, Inc, Mr Renteria was Manager of
Information Systems for RSR Corporation, a national heavy metals producer, from August 1979
10 September 1993 Mr Renteria has over 30 years of information systems experience - 2§ years
of which have been in management level positions

GARY L. FRIEDMAN, Secretary  Background Mr Fricdman has served in an advisory capacily
with Matrix Telecom, Inc, since its inception in May 1990, and has served as its Dhrector,
Secretary and Vice President of Strategic Operations since January 1994 Since 1984, Mr
Friedman has served as Director of United Group Insurance Company and since 1985, e has
served as Director and Treasurer of United Group Associtions, a leading agency oflening
association benefits packages, with emphasis on health insurance Mr Friecdman has also served
as Secretary of United Group Associations since July 19X}

VIRGINIA A BAKER. Treasurer  Backound Ms Baker has served Mainy Tedecom, Inc in a
key financial capacity since October 1993 and currently serves as its Vice Presidem and
Treasurer. From July 1990 10 October 1993, Ms. Baker served as Controller of VarTee Telecom,
Inc, a large facility based national long distance provider located in Dallas, Texas  Prior to
entering ihe telecommunications industry, Ms. Baker worked as a C P A from September 1987 1o
July 19940 e Deloitte & Touche, a national accounting finn




On May 8th, 1996, US Toleo, Inc was ssued ats first ahesnative bocal exchange
cenification in Texas, a Service Provider Certificate of Operating Authonity ("SPCOAT)  US
Telco was among the first ALECs centificated in Texas

The concept of bundling and resclling local and long-distanced services 1o residential
customers was U S Teleo's initial focus 1S Teloo's plan was allow its profeasional marketing
represematives 10 go 10 bocal apanment complexes and tram then leasng agents 1o become the
front line sales force  These poimt-ol-purchase sales efforts resulted in a 9% sales ratio This
well rounded concept compensated all who came in comact with U S Teko The end uset
enjoved the ease, convenience and the savings, the owner of the apartment commanity shared in
the revenue collected from cach of their properties and the leasing agents made a commission
The apartment concept quickly brought a solid foundation fiw 'S Telco and allowed it 1o launch
additional programs U S Telco obtained over X0 new customers within the first mncty days of
operation

US Teleo's newest program is its Automatic Approval Program ("AAP") offering pre-
paid local service  Because of US Teleo success in a newly emerging industry it was sble to
oblain a strategic alliance with a large publicly held check cashing company  This company has
over 800 retail Jocations  These high waffic locations have a 100Pe overlap with the target
demographics U S Telco's AAP

Matrix Telecom is an imoreschange company doing business in the state of Texas,
headguartered in Ft Worth  Matrix Telecom has approximately 98 employees and 250,000
customers  In 1996, Matrix Telecom will have sales of approximately $84 milhon

Matrix Telecom is a switchless resebler of interexchange carrier services. Matnx Telecom
dovs not currently own or have any presemt plans o own any transimission facilities Matrix
Telecom® services are fully redundant in that its underlying carriers have diverse routing options
among all of its major suppliers so that service interuption is virtually impossible and re-routing
takes place on an aulomatic basis

Customer Service is available 24 hours per day, seven days a week Matris Telecom
houses its fisll-service Customer Service Department at its headquarters in Fi. Worth. Matris
Telecom owns and operales its own billing systems to hill telecommunication services 1o its
customers The retail billing system is one of the most sophisticated telecommunications billing
systems available in the United States and provides Matnx Telecom with a significant competitive
edge by allowing the company 10 provide unique services through its retail illing options  This
billing system is also maimained 24 howrs per day and is supported by redundam systems and
ik -up systcins









